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Summary

After the decision has been made that solving a specific business problem
for your clients is worthwhile, the next decision centers on whether to
solve that problem by buying a solution (through acquisition, off the shelf
technology, or consultants), building a solution internally (via your own
team), or partnering with another company (which could ultimately lead
to an acquisition).
- This decision flow is summarized as:
- Go/No Go on Specific Business Problem -> (BBP)
- Buy
- Build

-  Partner
While the details discussed below explore the nuances of BBP, simply
being aware of the fact that there are three possible methods that can
provide a solution to your customers, and that they are worth
investigating versus assuming that the only way is to build it yourself, can
provide enormous value to your product and engineering teams.

- Your goal is to solve business problems for your customers.

- Given a stable solution, the manner in which that problem is solved
can be /should be immaterial to them.
The central assumption that BBP rests on is that internal resources are
limited and that taking advantage of the specialization inherent in our
economy is worthwhile (that specialization results in lower costs).

- This is particularly relevant when attempting to provide features or
solutions that you believe serve a temporary market need, but may
ultimately be deprecated, saving your team from additional product
complexity and deprecation time.

The detailed discussion of each decision path (Buy, Build, Partner) is
summarized via 1-pager PDF/PPTX to print and share (PDF) (PPTX).
Due to this post’s length, it can be downloaded as a PDF here for easier
reading.

Detailed Discussion - Buying Solutions



Buying Solutions

Note that buying technology companies will be expanded upon, but
this covers acquisitions from a BBP perspective of providing
solutions to customers, not the nitty gritty of what it takes to acquire
a company.

When It Can Make Sense

Future Industry Direction - Buying a solution can be effective
if you believe the industry that you operate in is headed in a
specific direction that you are incapable of innovating into
internally. Given the significant costs associated with
acquisitions both in terms of financial resources and

culture / staff redundancy, making an acquisition to obtain a
solution that you believe may not have staying power
typically doesn’t make sense. Acquisitions should primarily
be long term investments, not to build empires or capitalize
on short term market whims.

Lack In House Expertise - Acquisitions can also make sense if
your team lacks skill sets in certain areas, but if the primary
reason for an acquisition is talent, it may be better to examine
your hiring pipeline to better understand whether there is a
root cause for talent deficiency. If the reason is a
misunderstanding of a fast moving market trend, an
acquisition could make sense, if it is because your hiring
processes are in disarray and top candidates are uninterested
in offers you've made, acquisitions will not fix the root issue.

Time to Market Matters - In certain scenarios, buying a ready
made platform or solution can allow your company to
provide a solution much more quickly that it could if it were
to build it using internal resources. The value of speed in this
case needs to be weighed against the acquisition’s integration
and financial costs.

Possibility to Upsell / Cross Sell Customers - One of the most
commonly underutilized reasons is that your acquisition
target has a customer base of limited overlap and that your
company will be able to upsell or cross sell those customers on
your own solutions, while also upselling / cross selling your
current customers on your acquisition’s solutions. If done
correctly, this can add significant top and bottom line growth.

High Certainty Regarding Solution Value - Given the level of



time /money / resources required to successfully acquire and
integrate another business, you need to have a high degree of
certainty that the solution that is being acquired will do
exactly what you require it to do. This is why it is typically
better to Partner first, complete the integration, and test its
value before acquiring the company outright.

Cost Structure Synergies - While we primarily focus on
product related reasons for acquisitions here, there can be cost
structure synergies if your target has heavy

finance/legal / marketing investments that you can more
readily scale across your entire customer base.

Inability to Reinvest Cash Successfully (Organic Growth) -
Again, while we focus primarily on product related reasons
here, if your company is operating in a mature market and has
limited avenues to invest in organic growth, acquiring a
company in a complementary space and reallocating
resources around that opportunity can make sense.

Pitfalls to Avoid

Acquirer / Acquisition Founder Vision Differences - We have
all seen it a hundred times: Founder sells his company to a
larger acquirer, and as soon as the vesting/earn out period is
over, leaves for greener pastures. While there can be many
reasons why this occurs, the most significant is because the
vision for that technology /company that was presented to the
founder during due diligence/acquisition has changed or was
outright false. It is less of a problem if you, the acquirer,
understand and present those differences to the founding
team during diligence, but proposing one vision and pushing
another can result in irreconcilable differences and significant
intellectual property leaving before the ideal time.

Cultural Differences - Based on my own personal experience,
culture is often written off as something that is immaterial or
inconsequential to the success of the acquisition. This is a
categorically false assumption because the degree to which
your culture and the acquisition’s culture fit together will
dictate how well the combined entity performs on a daily
basis. A poor culture fit will cause significant
micromanagement, high employee turnover, and high
customer churn. If the cultures don’t match, and the
acquisition is based on anything other than intellectual



property, it will likely be difficult to integrate your new
employees and your finance team will soon be writing off
significant amounts of acquisition goodwill.

-  Different Office Locations - Hand in hand with culture,
different physical locations can make the integration of your
acquisition difficult. Distance increases reliance on written
and telephone communication which can often result in
significant misinterpretations. Understand that an acquisition
in a different time zone, let alone a different country, will
require large amounts of facetime, both initially and over
time.

- Technology Stack Differences - Purchasing companies that
have built their technology on a different stack than your own
will increase your product’s complexity immediately and for
as long as that product is active. If your company does not
posses expertise in this tech stack, the challenge to integrate
can be even greater, and as a result, a partnership will likely
be a better choice.

- Skillset Required

- While the skillset required will vary depending on the size of
the acquisition, it is important to have someone within your
company that has completed or worked on mergers and
acquisitions at an organization dedicated to that activity. This
could include prior investment bankers/ consultants/ private
equity investors or anyone that has been part of a deal process
previously.

- The difficulty of acquisitions, even of small enterprises,
should not be underestimated. Among many things, your
team needs to understand corporate structure, tax law, stock
and option agreements, real estate agreements, employee
agreements and how each of those individual issues affects
the ultimate goal of the acquisition.

- Asa consequence, what was originally a product management
decision can shift into an organization-wide question of
whether this acquisition makes sense for the business as a
whole because of the different internal resources you will need
to utilize to have a successful acquisition - it will not just be
product management team members.

Detailed Discussion - Building Solutions



Building Solutions

When It Can Make Sense

Tight Integration Requirements - One of the most challenging
aspects of acquisitions and partnerships is that to succeed,
extensive integration work is typically required. Solutions that
are less modular and require comprehensive integration work
are typically best built by your internal product and
engineering teams. Internal teams will have lower
coordination costs in understanding the desired end product
while already possessing familiarity of existing infrastructure
and how it can be best modified.

A general rule of thumb is that the more complicated
and integrated a solution would be for an internal team
to build, that time / complexity estimate is the baseline
from which an outsourced /acquisition solution should
be estimated.

-  External Estimate = Internal Estimate *
Outsourcing Multiplier

- (External Estimate) is almost always > (Internal
Estimate) for projects with tight integration
requirements

In complex projects, estimates typically only increase
when involving outside organizations that are
unfamiliar with your customers, data and
infrastructure.

Potential for Solution to Change During / After Development

If your team is practicing some form of agile /
responsive development, it can make particular sense to
build a solution if you believe the form that solution
will take (the end result or output) will iterate and
change during the course of construction.

- There is a possible exception to this, which is if
you have a high degree of confidence in the end
solution, but a low degree of confidence in the
best way to obtain that solution.

- In this scenario, multiple partnerships that
explore different means to an end can be more
efficient than exploring each of those pathways



with your own teams and resources.

Rapid feedback loops are best served by teams closest to
the customer, which in most cases, will be your internal
product and engineering teams, not external
consultants or partners.

Proprietary Data Required

As GDPR has illustrated, storing and processing data
will likely be a greater liability for technology
companies in the future. If a product requires extensive
analysis or use of internal proprietary data, the legal
documentation required to allow partners access to this
data can often be prohibitive from a time to market
perspective (For example, by the time you have hashed
out your legal agreements, it may have been easier and
simpler to build that solution internally).

It is also worthwhile to understand the company wide
risk and liability created when opening up your internal
data sets and systems. Despite your best efforts, as soon
as your data sources are opened in any capacity, there is
now a non-zero chance that a server is misconfigured or
an AWS bucket is left open.

Possess In House Expertise

While superficially obvious, I have personally seen
management teams overrule their own product and
engineering organizations despite their possession of
the requisite staff and knowledge.

If you already have the skillset required to build your
desired solution, it likely makes sense to build the
solution internally.

The challenge in this scenario is not whether it makes
sense to build it internally, it is best communicating to
non-technical stakeholders why it makes sense to do so, if for
any reason it appears otherwise.

Lack Skillset/Budget to Buy /Partner

If your organization lacks the skills or staff required to
buy or partner, it is far better to default to building that
solution internally than to make an acquisition or build
a partnership incorrectly.



It is not a judgement or admission of incompetence of
your company if you feel ill prepared to partner or
acquire. Both of these activities require substantial
expertise and resources to complete correctly, and your
company will likely be far better off avoiding both
activities until it is truly ready.

- Potential for Stakeholder/Board Disagreement

Echoing the issues with proprietary data management
above, the level of discussion required to acquire a
company is greater than that needed for a partnership
which itself is greater than the amount needed to build
the solution internally. If the project has a high chance
of being torpedoed in acquisition or partnership form
due to political reasons, better to attempt to build that
solution internally.

- DPitfalls to Avoid
e DPitfalls to avoid when building internal products are the
subject of a number of dedicated posts, which you can find
referenced in outline form here.
* Summarized

Over / Under Estimation of Work Required

Poor Coordination with Other Stakeholders /
Departments

Over / Under Estimation of In House Talent / Expertise
Short & Long Term Budget / Resource Cuts
Employee / Knowledge Retention

- Skillset Required
e  The skillset required to construct a capable internal team is the
subject of a number of dedicated posts, which can find
referenced in outline form here.
* Summarized

Fully functional / capable product management and
engineering teams.

Detailed Discussion - Partnering to Obtain Solutions
e Partnering to Obtain Solutions

- When It Can Make Sense
- Acquisitions & Partnerships - Many of the reasons discussed



previously that make acquisitions valuable can also apply to
partnerships.

Possibility to Upsell Customers

Just as customer upselling is a major benefit to
acquisitions, it can be the determining reason to create a
partnership if there is limited customer overlap or the
partner’s customers are in a strategically valuable
vertical.

For partnerships however, customer access is typically
bidirectional, so if one of the partnership’s goals is
customer upselling and access, your team should be
prepared to provide the same.

This can have far reaching ramifications for
departments outside of engineering and product, such
as sales, marketing and customer success. If your team
decides to take this approach, it is your responsibility to
set those teams up for success, as they will be the
recipients of the partnerships downstream output.

Temporary Demand for Solution

Partnerships can make sense if your team is unsure of
how long the solution will be demanded by clients
and/or the marketplace.

There are certain scenarios where it makes sense to
“lease” the solution via partnership, and while there is
greater integration work, your company can avoid
creating a solution that would ultimately end up as
additional technical liability.

Simple Solution, Complex Implementation

Another scenario in which a partnership can make
sense is when the end result, while valuable to your
clients, is not valuable enough from an ROI standpoint
to justify building it internally. This could occur if
building the solution is extremely complex and /or
requires significant fixed costs while the amount you
can charge your clients for providing that solution is
minimal.

Another method of thinking about this scenario is that
your competitors and partners may accept lower
margins than your company for any number of reasons,



which can be strategically advantageous to your
organization in this scenario.

Staff & Integration Commitment to Ecosystem Construction

- In some companies, particularly marketplaces, it can
make sense to build out an ecosystem of partners that
provide solutions to your clients. If this is a strategic
imperative for your company, and you have been given
the resources to properly build partner relationships
and incorporate their technology, smaller projects can
have a much higher ROI if they are provided by
partners.

- The concept of a Partner Product Manager, when it
makes sense to build out a partner ecosystem, and the
resources required to do so are detailed more
thoroughly in a separate post.

Ability to Compete Against Larger Players

- Partnerships can make sense if your company is
competing against a more dominant competitor in a
specific area that is unconquerable individually. A
theoretical example of this might be Google and Costco
teaming up to provide technology and shopping to each
of their customers. Each business has limited
overlap/competition in the products it individually
sells, and to better compete with a fully integrated
competitor like Amazon, a partnership could help
significantly.

Diligence Potential Acquisitions

- One of the best reasons to form a partnership is as a
method of due diligence for an ultimate acquisition.
Even the best investment banking and private equity
professionals can’t uncover how well a company day to
day will perform like a partnership.

- In a partnership done correctly, your company will
necessarily do nearly the same work as an acquisition in
order to fully utilize the partners capabilities. It is a
great way to preview working with that partner’s
employees, founders, clients and technology without
needing to buy the company outright.

Network Effects / Winner Take All Dynamics



Partnerships can also make sense if your company
would like to expand into a business vertical that
requires network effects.

For example, were Hertz to go into ride sharing, it
would make more sense for it to partner with Uber and
Lyft in some fashion rather than create their own
ridesharing service due to the driver/passenger
network effects that they would need to create from
scratch.

Entering a network effect market unilaterally typically
only makes sense if your company already operates at
significant scale.

- Ex - Google building out its autonomous car
division, Waymo, with a corresponding
ridesharing service. Google will likely be
successful, all else equal, because of its scale in
other businesses and its ability to directly interact
with millions of consumers.

Pitfalls to Avoid

- Partnerships share the pitfalls of acquisitions discussed above,
but have one unique pitfall of their own.

- Partnership Exclusivity

In an ideal world, all partners would form exclusive
relationships with you without requiring you to form
any kind of exclusive arrangement with them.

In reality, this scenario never occurs, and exclusivity can
be a touchy, but important, subject to broach with your
partners.

Mutual exclusivity, where you/your partner do not
interact with any of each other’s competitors, can make
sense if you believe:

- (A) - There is a high chance that your competitors
want to work with this partner, and an exclusive
partnership is a way of preventing that from
occurring.

- (B) - Your organization has done its homework
and believes this partner to have the best solution
on the market.



- If exclusivity is an objective of the partnership
agreement, a generally helpful route is to obtain
exclusivity even if it is for a short period of time, and
have that exclusivity auto-renew unless cancelled by
either party. If the default is exclusivity, in most
scenarios it will continue and it will also provide an
uphill battle to a competitor that wants to work with
your partner.

-  If your team is unaware of exclusivity as a point of
negotiation, a competitor could, and very likely will,
form an exclusive relationship with your partner and
cut you out, resulting in significant technology un-
integration issues and customers who suddenly lose
access to a service they assumed was steady.

Skillset Required

- While the skillset required will be discussed in greater detail
separately, partnerships generally succeed when there is a
dedicated partner product manager that manages
partnerships just like internal products.

- In other words, a headcount focused around ensuring those
partnerships are a success, that they are sold to clients, that
they have their own KPIs, and that they have their place on
the product backlog to ensure proper integration.

Industry Examples

Let’s walk through a couple of examples that use the above frameworks:

*  Buying Solutions

Analytical Disclaimer - Based on my experience in private equity, it
is incredibly difficult to analyze mergers and acquisitions based on
the information released to the public. The story reported is often a
small fraction of the work, diligence and information available to the
acquirer and the company being acquired. That said, we will walk
through two examples utilizing the framework discussed above.
Good Example - Twilio’s Acquisition of SendGrid for $2B (Link)
(PDF)

- From a product standpoint, Twilio’s acquisition of SendGrid
will likely be successful.



While market valuations are currently stretched and office
locations differ for Twilio and SendGrid, the combination of
Twilio and SendGrid will create a strongly compelling suite of
communication products at Fortune 500 scale. Twilio’s
product portfolio is largely focused on telecommunications
(Phone Call and Text Messaging APIs) while SendGrid is
primarily email based, with limited product portfolio overlap,
upsell/ cross sell opportunities will likely be fairly strong.

Twilio’s expertise is also likely in building telecommunication
related infrastructure, not email sending infrastructure, so the
overlap in expertise is likely minimal and a significant
positive to an acquisition instead of building that solution in
house.

Twilio has its own in house Corporate Development team,
and having recently gone public, understands the process of
buying and selling equity.

Twilio’s team is also betting that the future of customer
communication is multi-channel / multi-medium, which I
would agree with at this point.

Assuming cultural differences are not significant, this will
likely be a strong acquisition over time for Twilio.

- Bad Example - SAP’s Purchase of Qualtrics for $8B (Link) (PDF)

SAP is one of the largest software companies in the world,
possessing significant technical and financial resources. Both
of which make this acquisition puzzling.

While Qualtrics is a solid piece of survey software, it is by no
means uniquely adept, and building survey software does not
require specific domain expertise that is difficult to obtain
elsewhere (Unlike Autonomous Vehicles for example).
SurveyMonkey is even a public company with greater
revenue than Qualtrics, and could have been purchased for a
significantly lower valuation.

SAP’s customer base is also orders of magnitude larger in
both revenue and customers, so bidirectional upsell
opportunities will likely be limited.

From public comments, the justification appears to be that
SAP will be able to sell Qualtrics software across their entire
portfolio. I would question whether the easiest way of
achieving that goal was to spend $8B to acquire a solution or



to simply have partnered with Qualtrics / create a joint
venture / build a solution internally.

This appears to be a case in which SAP has far too much cash
and feels as though a better way of spending that cash is on
acquisitions versus reinvesting.

A fantastic result for Qualtrics, likely a poor long term result
for SAP from a ROI perspective given the price paid.

Building Solutions

- Good Example - Products Reliant on Customer Data Sets

A good example of a product that is better built internally is
any product that relies on your own customer data sets.

While possible, it is always more difficult than it needs to be
to sign confidentiality agreements that make sense and built
the infrastructure necessary with a partner to be able to build
a product on top of those data sets.

These types of products are also likely to require constant
tweaking to properly address the business problem, which is
made more difficult if done through a partner.

- Bad Example - Payments Technology

One instance in which it likely doesn’t pay to roll your own
system is payment processing.

Unless you are operating at a scale where the cost of rolling
your own is trivial, building a payment process solution that
is continuously updated, secure, and performant is a task
better left to payment processors who are dedicated to
providing those solutions.

There is little competitive expertise your team would gain by
building it in house, payment processing is a fairly standard
and commoditized industry (Stripe, PayPal, etc.), and
partnering or outsourcing this responsibility frees your team
from significant liability associated with credit card
processing.

As a general rule, components that are heavily regulated

while also being broadly commoditized are products that are
better outsourced.

Partnering to Obtain Solutions



- Good Examples

- Just like good acquisitions, good partnerships are in
complementary spaces, with bidirectional upsell/ cross sell
opportunities, and are additive to each company.

- Airlines & In Flight Internet Providers

While airlines are not technology companies capable of
rolling their own in flight WiFi systems, and in flight
WiFi system companies are ill equipped to run an
airline, a partnership between GoGo wireless and
American Airlines allows both companies to create
revenue and provide a service where neither company
could succeed working in isolation.

- McDonalds & Uber (Link) (PDF)

A good example of a partnership involving network
effects is McDonald’s choice of partnering with Uber for
food delivery. It would be virtually impossible for
McDonalds to cost effectively build a delivery network
as pervasive as Uber has already built, and a
partnership with Uber allows McDonalds to capitalize
on Uber’s hard earned network effects to determine if
delivery is a sales channel it wants to pursue for the
long term.

-  Bad Example
- Content Providers & Netflix

One key to partnerships is understanding where your
organization and your partner’s organization fit in to
your company’s overall go to market strategy. A
mistake in judgement can allow partnerships that are
actually harmful to your company’s well being to
appear to be initially successful.

One example of this is content providers early
partnerships with Netflix. Superficially, content
providers viewed Netflix as a new method of
distribution for their content (Just like home video,
cable, Video On Demand, airplanes, and movie
theaters) and felt that licensing their content could bring
in a new stream of high margin revenue.

While it was additive from a revenue perspective,



content providers made the mistake of believing Netflix
was only a new method of distribution, instead of a full
blown competitor in content creation and as owning not
just the distribution method, but the customer
relationship as well.

These are the primary reasons major content producers
are now pulling their content from Netflix and creating
their own streaming services.

In this case, the content provider’s critical error was
assuming that Netflix was simply a new distribution
channel, when in reality it was entirely new competitor.



