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Who’s On First?

It's the classic chicken and egg question. A company pursues
emerging opportunities by developing and introducing new products or
by rejuvenating its product line through acquisition. The cooperation of
channel partners is vital in the success of the emerging opportunity.
Yet the channel partners wait for the company to prove the emerging
products are worth diverting resources away from proven, money-
making products.

For emerging products, especially in fast-moving technology markets,
wasting valuable time because the channel strategy does not
effectively support the channel partners’ needs can doom these
emerging opportunities. Companies tend to measure the success of
channel strategies retroactively, looking at financials that may be a
quarter old. In the case of complex solutions with long sales cycles,
feedback can be delayed even longer.

Even firms whose business is heavily focused on indirect channels
can have surprising difficulties matching channel programs to
emerging opportunities. Take the example of one large, global
software firm. After a string of recent acquisitions, the head of the
Global Channel Office realized that legacy channel programs
designed for established products were not well suited to driving
adoption of immature products that had just been acquired.

So, how can original equipment manufacturers (OEMs) design their
channel programs so that they effectively support their next generation
of winners? And, how do you drive channel partners to invest in
emerging opportunities?

Channel Partners’ Risk

In the case of this software company, its channel partners were
reluctant to adopt emerging products because of the increased level of
risk and effort of having to learn and articulate new value propositions.
From a channel partner point of view, it is irrelevant whether an
‘emerging’ opportunity is brought about by research and development
or through acquisition. What matters is whether the value proposition
differs for both channel partners and end users compared to that of
the legacy products.

If the value proposition differs, end users will require training or
additional explanation and channel partners must be able to provide
both. This requires a significant investment by the partners into the
emerging offering. Partners will need to send sales engineers to
attend OEM training. Ideally, partners will dedicate their best sales
engineers. Some OEMs operate partner training as profit centers and
charge partners for training. At the very least, channel partners pull
their most productive staff from revenue-producing activities in favor of
training despite the fact that sales cycles for emerging offerings will be
relatively long.

Even successful launches of emerging offerings can consume
resources to a level that's unrepeatable. The software company in the
example above recently introduced a new data center product
successfully, but was able to do so only by purposefully overstaffing
the launch. Costs were high and people burned out. The company
needed a more sustainable, repeatable way of introducing new and
complex solutions.



At another global software company, misaligned revenue goals and
expectations on the investments required to incubate products
negatively impacted the channel partners’ willingness to sell emerging
developer tools. There were limited incentives for partners to position
the company’s developer tools.

Critical Factors for Channel Partner Enablement

In the first example, the head of the Channel Office realized that the
critical factors when enabling partners to sell emerging offerings are
the partners’ understanding of these products and the length of the
sales cycle. Over time, the number of deals a partner closes for an
emerging product enhances the partner’s capabilities and reduces
length of the sales cycle. OEMs can track these changes and evaluate
how well their programs are matched to the opportunity’s maturity.
Forward-looking metrics can help detect success and failure more
quickly than trailing financial indicators.

The Importance of Time

Monitor the length of the sales cycle. As the number of deals rises,
the OEM, channel partners and end customers understand the
product and its value proposition better and better. Consequently, the
sales cycle shortens over time (Exhibit 1).

Exhibit 1.
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Map Channel Strategies by Opportunity Maturity. As risk
decreases with the number of deals closed, OEMs need to adjust
channel programs to influence partner behavior, particularly if there
are asymmetries between the OEM’s financial objectives and partner
enablement. As emerging offerings mature along the lifecycle, OEMs
need to adjust channel programs along three dimensions:

= Channel value proposition: When pursuing emerging
opportunities, channel partners are expected to take on a greater
degree of risk. The offering is unproven and may fail. Sales
cycles will be long. Channel partners will spend time training
salespeople — likely their most productive sales staff. Over time,
channel partners will realize that an emerging offering is a viable
opportunity and will eventually become a revenue and profit
driver. Emerging opportunities need to be seeded through direct
sales and handed off to partners. OEMs should take care to
structure the incentives in a way that does not create rivalry
between OEM and partner. The first partners chosen for
enablement also need to be protected from competing channel
partners for a period of time.

= Channel partners’ financi @t expectati
partners and end customers come to understand the value
proposition of an emerging opportunity better over time, the
financial incentives for the channel partners need to change
accordingly. Risk-based compensation will typically give way to
volume incentives. Sharing financial risk with channel partners
early on provides a direct lever to influence behavior and avoid
margin-eroding rebates or discounts. The timing for incentives
should be tied to the length of the sales cycle of the emerging
opportunity. The longer the sales cycle, the longer partners need
to be protected.

= Channel segmentation: Channel involvement will develop in an
analogous manner as the offering matures, and the required time
commitment and ‘hand holding’ decreases.

Partner Capabilities and Commitments

As partners integrate emerging offerings into their portfolios, they
should establish formal commitments with the OEM, such as revenue
targets, lead-generation campaigns or participation in training
initiatives. Channel partner business plans may detail commitments
associated with well-established products, but often exclude emerging
products. However, there are some things that can be done to help
ensure that partners better support emerging products:

= Develop two-level partner segmentation to select the best sales
engineers from the most appropriate channel partners who can
help launch emerging offerings:

o Identify suitable channel partners. It is important to
understand partner business models and previous successes
in selling emerging products. Experience in embracing other
emerging products or the readiness to invest in them is vital
when selecting suitable partners. Many will appear willing to
sell new products, but fail to invest enough time and
resources in the early phases of adoption

o Develop atarget profile. Develop a profile to identify the top
sales engineers and what separates them from those that are
merely average
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=  Offer lead shadowing: The top sales engineers from selected
channel partners accompany OEM personnel during the first few
direct sales to end customers

= Institute formal training: Develop formal classroom training so
salespeople who have accompanied the OEM staff can train
other channel partners. Vendors should look for opportunities to
recognize and incentivize partners for doing so

= Nominate partners to drive leads: Select a group of partners to
follow up on leads from events or campaigns as the
“recommended” partners for the new products. Work closely with
these partners to help them develop their own leads from their
existing customer base through widening or generating new
business from new customers

Forward-Looking Metrics

Many OEMs use backward-looking channel metrics which serve as
trailing indicators. Examples include the sales cycle rate of change or
the relative length of the sales cycle for emerging compared to mature
offerings. In order to recognize problems proactively, OEMs need to
use leading indicators such as sales call activity reports. Partners may
be uncomfortable sharing their pipeline activity so OEMs should work
to make up-front agreements with partners. In return, the partners

can receive a variety of rewards for providing this additional level of
sales data.

The head of the Channel Office in the first software company example
above used quarterly statements as a metric. Channel partner metrics
focused primarily on the past, and by the time quarterly results came
in, significant resources had typically been spent on emerging
products without timely feedback on their efficacy. The company
realized it needed a more proactive way of tying investment to

partner success.

Exhibit 2.
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Exhibit 3.

Gaps in Channel Programs

Employing the Channel Strategy Framework shown in Exhibit 2,
OEMs can graphically depict which areas their current channel
programs cover allowing them to identify any gaps (Exhibit 3).

The greatest hurdle to initial adoption of emerging offerings by
channel partners is the additional risk partners are expected to take
on. After partners have committed to an emerging offering, the primary
driver becomes the dissemination of how to drive sales to relevant
channel partner personnel. A risk-sharing program can help with the
former, while a lead-shadowing program can address the latter.

Risk-sharing programs can be applied at both the company and
individual levels, guaranteeing profit levels or commissions. The
duration of the guarantees should be matched to the length of the
opportunity’s sales cycle. In essence, leading OEMs pay for channel
partners’ time, which provides them with unique insight into pipeline
data usually considered proprietary and allows them to influence their
partners’ behaviors. However, these financial incentives are limited in
duration and do not erode margins over time the way rebates or
discounts would. In other words, these OEMs share their channel
partners’ financial risk to entice them to adopt emerging technologies.

A lead-shadowing program will train the top sales engineers who in
turn can educate other personnel within their respective organizations.
Metrics focused on sales activity reports with insight into the partners’
pipeline activities provide early feedback on the success of the current
channel programs.

Once these measures are in place, they lower initial resistance by
channel partners and provide a way to influence their behavior, train
key staff and customers about the newly introduced value proposition
of an emerging offering, and supply timely data about the success of
channel programs. The result will be a foundation for joint business
planning with partners, well-defined commitments by both the OEM
and channel partner, and timely success metrics.
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Summary

Companies trying to introduce emerging products through indirect
channels need to develop feedback mechanisms that shorten the time
to gauge the success of their channel strategies (e.g., sales activity
reports). OEMs can demonstrate their commitment to new products by
sharing risk with channel partners. In turn, OEMs should ask for
visibility into channel partner pipeline activities and avoid
compromising profit margins by offering rebates and discounts
prematurely. Instead, OEMs should invest in channel partner training
and lead shadowing programs.
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