Office of Veterans Business Development


FOCUS ON THE FACTS SERIES

JOINT VENTURES

A joint venture is a mutual agreement between businesses to form a new business entity to undertake a business-related project together or to undertake some form of economic or business activity.  Joint ventures may be negotiated between a corporation, limited liability company (LLC), partnership or other legal business structures.

Joint ventures initially were typically common undertakings between large businesses, multi-national corporations and foreign firms.  This business model is used to combine resources, expertise, financing and technology for mutual benefit of both or all firms entering into the agreement.  Benefits from joint venture agreements may range from acquisition of new technology, access to marketing and distribution experts, access to established distribution channels and increased profit margins to expansion into new markets or development of new product lines.  No matter what reason businesses enter into joint ventures, the bottom line is increased revenue for all parties.

Joint venture agreements may be for a short timeframe, or they may be long-term business arrangements.  However, the longer term business commitment is more difficult to maintain because each firm enters into the agreement with a set goal or set goals to accomplish.  Once accomplished, there is little need for continuation of the arrangement.  If, however, goals are not met for either party, the agreement may be dissolved before its provisions are fulfilled.

Businesses typically enter into joint ventures when building overseas markets.  Such arrangements offer excellent opportunities to sell in foreign markets with lower risks because the business owner is working in tangent with a partner firm within the host country that knows the market and its nuances.  Most developing countries will encourage joint ventures between domestic companies and foreign firms to gain access to advanced technology and for transfer or control and management of the venture to the domestic firm.  While there are many reasons why businesses enter into joint venture agreements, no matter how varied those reasons, for such undertakings, clearly, there are benefits and drawbacks for all parties involved.

When negotiating a joint venture agreement, be sure that potential partners bring complementary resources, financing, technology or expertise to the arrangement.  Some important questions to ask before identifying a potential partner firm or firms are as follows:

· Will potential partners be willing to develop a joint business plan with clearly defined roles for each or all parties?
· [bookmark: _GoBack]Have complementary resources been identified, such as financing, technology, distribution channels, or management expertise each or all partners will bring to the venture?
· Will the agreement outline all the resources and/or expertise each partner will bring to the venture?
· Will the agreement contain a clause for the allocation of revenue gained or lost as a result of the venture?
· Will the agreement include an exit strategy for dissolution of the venture if one or all parties are dissatisfied with the progress or lack thereof?
· Has the appropriate legal structure for the venture been identified?
· How long will the venture last?
· How will partners be compensated for the services rendered?

These questions and others will aid in identifying potentially the right firm or firms to enter into a joint venture.

Joint ventures offer advantages to all who are a party to it.  Businesses enter into joint ventures for many reasons; nevertheless, the foremost reason is increased revenue if the venture works out.  Below are some reasons companies regardless of size establish joint ventures:

· Access to new technologies,
· Access to improved management approaches/techniques,
· Knowledge gained from associations established and guidance provided as a result of the venture,
· Access to greater financial resources,
· Reduction in risks and financial burdens associated with a new venture,
· Opportunity to sell off a business segment as the venture matures and relationships are established with the partner firm or firms,
· Access to marketing experts,
· Access to well-established distribution channels,
· Establishment of and entry into new markets, and
· Development of new product lines.

Drawbacks to joint ventures include loss of control of a firm, transfer of advanced or state-of-the-art technologies, loss over hiring/firing and retention of staff, transfer of proprietary business information and loss of reputation and credibility.

While joint ventures are business models that are typically used by large and medium-sized businesses, increasingly small companies are forming joint ventures with larger firms or with multiple small firms as partners.  Small businesses entering into joint ventures do so with the primary intent of gaining experience and technical knowledge to 1) improve the firm’s performance, 2) improve finance and management skills, and 3) expand core business competences and refine technical skills within the firm.

Joint ventures further aid small businesses in expanding business development efforts through providing: 1) access to greater financial resources the firm otherwise would not have, 2) expanded services as a result of the skills and knowledge acquired through the venture, 3) increased visibility and credibility, 4) greater access to markets, and 5) access to state-of-art or advanced technologies.  Despite their drawbacks, joint ventures are a business model that increasingly more businesses regardless of size are using to reduce risks and increase revenues.
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