Explore Your Options

Methods of Business Ownership

You can start a business by yourself or with others who provide needed skills and/or funds. Another option for starting a business is by acting as an agent to an existing company. In other words, you’ll find many ownership opportunities with existing companies through franchising, multi-level marketing, licensing, and developing joint ventures. By exploring these methods of ownership, you can decide which strategy is right for you.  

Find out about franchising

Did you know that you could own your own Jiffy Lube or Chick-Fil-A? Franchising is a method of distributing recognized goods and services through a legal agreement between two parties. The franchisor is the seller or parent company who owns the company name or trademark rights. The franchisee acquires the rights to operate the business using the franchisor’s name. For a prospective business owner, purchasing a franchise can be a desirable option because the product has an established brand and reputation. 

To own a franchise, you must first sign a franchise agreement and pay an initial franchise fee. Fee amounts range anywhere from thousands to hundreds of thousands of dollars. As a franchisee, you are also responsible for costs related to facility construction, leasing, equipment, insurance, and legal fees. You might also pay a royalty fee to the franchisor based on a percentage of your profits. In addition, you might pay fees to cover advertising expenses. As you can see, starting a franchise can be very expensive but can also be very profitable in the long run.

Sometimes, the franchisor establishes a relationship with another person or firm, known as a master licensee, who helps find franchisees in a particular region. Depending on the terms established with the franchisor, the master licensee may support franchises in the form of training or warehousing. Land developers and others often purchase franchise rights from a business and open several outlets in a specific area. This type of multiple-unit business ownership is a growing trend in the business world. 
Franchises can take two basic forms: business-format franchises and product trade-name franchises.
Business-format franchise. This franchise arrangement is usually available to anyone who has the capital to invest. It requires a close and continuous working relationship between franchisors and franchisees. Franchisors often provide training, financial guidance, and supply channels for franchisees. In turn, franchisees benefit from the franchisor’s national advertising programs, since they operate under the same trade name. This reduces the franchisee’s risk of business failure. On the flip side, franchisees are often limited to offering specific goods and services, using certain vendors, operating at certain hours, and presenting certain appearances. Business-format franchises can be found in almost any industry. 

Within the business-format franchise, piggyback franchising has become popular. This is a form of ownership in which a retail franchise operates within the facilities of another store, often referred to as the host. For example, a Walmart might host a McDonald’s or Subway franchise. This arrangement benefits both the franchisee and the host. The host increases its product line, while the franchisee has access to the host’s customers. 

Product trade-name franchise. This is an independent sales relationship between a supplier (franchisor) and a dealer (franchisee) to stock and sell a specific or exclusive line of products. Some of the major characteristics of a product trade-name franchise include:


•
Products are usually bought on consignment or straight from the supplier/manufacturer. 


•
The name of the business is chosen by the franchisee.


•
The franchisee usually must have a great deal of experience and financial ability before the franchisor will agree to the arrangement. 

Product trade-name franchisees are commonly referred to as dealerships or exclusive distributorships. They are often used in the automobile, large appliance, soft drink, and petroleum-product industries. Think about your local Ford dealership. The business name may be something like Sam Roberts Ford—Sam Roberts is the franchisee, and Ford is the franchisor. 

On the level

Multi-level marketing businesses have experienced tremendous growth in the past 30 years. This option refers to a business that pays commissions on sales to people at two or more levels. The sales representatives (distributors) usually work independently of the company, selling products and also getting others to sell them. The representatives receive payouts from the sales of the people under them. Characteristics of legitimate multi-level marketing businesses include the following:


•
People become distributors because they have used the product and liked it.


•
Most distributors are home-based and offer flexible scheduling. 


•
Most distributors can get started for very little money, which generally covers the cost of instructions, samples, and promotional materials. 


•
Commission and bonus structures differ between companies. Some companies offer incentives or prizes for attaining set sales goals. 


•
Distributors determine their income by the amount of time and energy they put into developing their business contacts. 

Some successful multi-level marketing ventures are Beachbody, Arbonne cosmetics, Pampered Chef kitchen products, and AdvoCare sports performance products. 

Before you get involved in multi-level marketing distribution, be sure to examine the company very carefully. Unfortunately, there are many pyramid schemes that operate illegally. Typically, these schemes require potential members to pay a large fee up front. Most of the emphasis is on recruiting new members, to collect more investment fees. Very little emphasis is placed on product attributes or quality. Always check out a company with the Better Business Bureau or Direct Selling Association before becoming involved with it.
Got a license for that?
Licensing refers to an owner’s authorization or permission for another entity to use trademarked, copyrighted, or patented material for a specific activity, during a specific time period, for the profit of both parties. The licensor is the owner of the material, and the licensee is the buyer. 

In many licensing agreements, the licensee pays royalties, or a percentage of the profits, to the licensor in addition to an initial licensing fee. Because terms vary and each situation is unique, you should consult a lawyer to develop licensing agreements. 
These agreements are usually very specific, and improper use of licensed material may result in a lawsuit. Businesses and individuals grant licenses for many things, including:


•
Technological information


•
Intellectual information (e.g., research findings)


•
Industrial processes or methods


•
Formulas or recipes


•
Recognized brands, names, or logos


•
Music and art


•
Inventions

As a business owner, you may be the licensee or the licensor. Perhaps you have a great product and want to use your favorite professional sports team logo on the item. In this case, you are the licensee because you must receive permission to use the logo. If you have developed an invention or process that someone else can manufacture or distribute, you are the licensor. 
Adventures in joint ventures

Joint ventures, or strategic alliances, occur when two or more businesses enter into a relationship by combining complementary resources such as technology, skills, capital, or distribution channels for the benefit of all parties. The relationship is usually short term and involves a single project or transaction. A limousine service, for example, might partner with a local television station for a year, providing free transportation for the station’s guests in exchange for free on-air advertising. 

Joint ventures are becoming popular to expand businesses, and help them reach new target markets and develop new profit centers for less money. This type of business strategy can work at all levels—from large corporations to sole proprietorships. This is a popular strategy in real estate development and in businesses that want to expand internationally. 

As you can see, there are many ways to get started in business ownership. Understanding your options and knowing what works for you is one of the first steps to business success! 

Summary

You can start a business by acting as an agent to an existing company. Your options include franchising, multi-level marketing, licensing, and developing joint ventures. Franchising is a method of distributing recognized goods and services through a legal agreement between two parties. Multi-level marketing refers to a business that pays commissions on sales to people at two or more levels. Licensing refers to an owner’s authorization for another entity to use trademarked, copyrighted, or patented material for the profit of both parties. Joint ventures occur when two or more businesses enter into a relationship by combining complementary resources for the benefit of all parties.

Discover the ins and outs of franchising in the video “How Franchising Works” by WBEZ Chicago at � HYPERLINK "https://www.youtube.com/watch?v=6fidL51oakg" �https://www.youtube.com/watch?v=6fidL51oakg�.








Do you know the difference between legitimate multi-level marketing and pyramid schemes? You will after watching the video “Multi-Level Marketing” at � HYPERLINK "http://www.investopedia.com/video/play/multi-level-marketing/" �http://www.investopedia.com/video/play/multi-level-marketing/�
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