Chapter 15: 
Joint Ventures, Partnerships, 

Strategic Alliances, and Licensing

Chapter Summary and Learning Objectives

The primary theme of this chapter is that well constructed business alliances often represent viable alternatives to mergers and acquisitions.  Business alliances are used as a generic term for JVs, partnerships, strategic alliances, equity partnerships, licensing agreements, and franchise alliances. Business alliances should always be considered as one of the many options for achieving strategic business objectives.  This chapter discusses the wide variety of motives for business alliances and the factors that are common to most successful alliances.  Also addressed are advantages and disadvantages of alternative legal structures, important deal-structuring issues, and empirical studies that purport to measure the contribution of business alliances to creating shareholder wealth. 

Chapter 14 Learning Objectives: To provide students with a knowledge of 

1.   Motivations for business alliances;

2. Factors critical to the success of business alliances;

3. Alternative legal forms of business alliances;

4. Key business alliance deal structuring issues and challenges; and

5. Financial performance of business alliances.

Learning Objective 1: Motivations for business alliances

· Risk sharing by

--Sharing proprietary knowledge

--Sharing management skills

· Gaining access to new markets by using another firm’s distribution channel 

· Partnering with a foreign national in countries prohibiting 100% foreign ownership of a domestic firm
· Cost reduction through joint manufacturing

· Prelude to acquisition or exit 

--Rather than acquire a firm, a company may choose to make a minority investment in 

   another company with an option to purchase a controlling interest at a later date

--Companies may contribute assets to a JV with the intent of growing the JV and, in time,
   selling the JV to a strategic investor or to the public in an IPO

· Favorable regulatory treatment is often given to JVs formed to encourage collaborative research.

Learning Objective 2: Factors critical to the success of business alliances
· Realizable synergy (e.g., economies of scale/scope, access to new products, distribution channels, and proprietary know-how)

· Cooperation among partners

· Clarity of purpose, roles, and responsibilities

· Win-win situation

· Compatible time frames for partners

· Support from senior executives of each party to the business alliance

· Similar financial expectations

Learning Objective 3: Alternative legal forms of business alliances
· Corporate structures

--Generalized C Corporations: Limits liability, provides continuity of ownership, and 

   facilitates raising capital; however, subject to double taxation.

--Sub-Chapter S: Limits liability and eliminates double taxation; however, lacks continuity of 

   ownership and limited financing flexibility.

· Limited liability companies: Limits liability, eliminates double taxation, and offers flexibility in allocating profits and losses among members; however, if one member leaves, all others must agree to continue operation. Also, all members must have active roles in managing the firm.

· Partnership structures

--General partnerships: Avoids double taxation and allows for flexibility in allocating profits 

   and losses to partners; however, lacks continuity if one partner leaves and all partners have 

   unlimited liability and each partner is jointly and severally liable for the partnership’s 

   debts.

--Limited partnerships: Allows for limited liability for partners as long as one partner has   

   unlimited liability.

· Franchise alliances: Involves a franchisee making an initial investment to purchase a license to utilize the brand and other overhead support services provided by the franchisor.

· Equity partnerships: Involves a company’s purchase of stock in another firm or a two-way exchange of stock by the two firms.

· Written contracts: Normally stipulates such things as how the revenue is divided, the responsibilities of each party, the duration of the alliance, and confidentiality requirements.

Learning Objective 4: Key business alliance deal structuring issues and challenges

· Defining scope and duration: Stipulates what products are included and which are excluded, who receives rights to distribute, manufacture, acquire, or license technology or purchase future products or technology.

· Determining control and management: Addresses how strategic decisions are made and how day-to-day operations are managed.

· How are resources to be contributed and how is ownership determined: Determines who contributes what and in what form; how contributions are valued and ownership determined.

· Governance: Addresses systems for protecting the interests of the parties to the agreement.

· Profit/loss allocation and dividend determination: Identifies mechanism for determining the amount and timing of dividend distributions and allocation of profits and losses for tax purposes.

· Dispute resolution and termination: Identifies mechanisms for resolving disputes and how assets and liabilities are divided among the partners in the event the partnership is dissolved.

Learning Objective 5: Financial performance of business alliances
· Abnormal returns to business alliance partners average about 2% during the 60 days preceding the alliance’s announcement.

· There is evidence that partner share prices increase prior to announcement for alliances involving firms within the same industry as well as for those in different industries. However, the increase is greatest for firms in the same industry involving technical knowledge transfer.

· Alliances often account for 6-15% of the market value of large firms.

· While the number of alliances is growing rapidly, almost two-thirds fail to meet participant expectations.

· Financial returns on investment tend to be higher for those firms with significant experience in forming alliances.

Chapter 14 Study Test

True/False Questions:

1.
Planning should always precede deal structuring activities for either M&As or business alliances.  True or False  
2.
Defining the scope of a business alliance involves determining which products specifically are included and excluded.  True or False  
3.
Valuation of a partner’s contributions to the business alliance often serves as the basis for determining their ownership share.  True or False  
4.
The limited liability company limits the liability of all owners (called members), who also must participate in the operation of the company.  True or False  
5.
A limited liability partnership is one in which one or more of the partners can be designated as having limited liability as long as at least one partner has unlimited liability.  True or False  
6.
In exchange for a minority equity investment, the investor often receives a seat on the board of directors and possibly an option to buy a controlling interest in the firm.  True or False  
7.
In joint ventures, partners normally have the “right of first refusal” to buyout the other partner if one partner wishes to sell their interests.  True or False   
8.
JVs formed as a corporation may issue different classes of stock. True or False   
9.
If one partner to a JV increases its capital contribution to the JV without being matched by other partners, its proportionate ownership share increases.   True or False   
10.
The most successful JVs are often those in which one partner is responsible for routine management decisions, with the other parties participating in decision making only when the issue is fundamental to the success of the JV.  True or False  
11.
In a partnership, one partner may be designated the “tax matters” partner.  True or False   
12.
Business alliances by their nature are generally intended to become permanent relationships.  True or False   
13.
JVs may be subject to Hart-Scott-Rodino filing requirements because the parties to the JV are viewed as acquirers and the JV itself as the target.  True or False   
14.
JV corporations issuing stock or debt to the public are not required to comply with prevailing federal and state securities laws.  True or False  
15.
There is little empirical evidence that business alliances are likely to be more successful in achieving partner expectations than M&As.  True or False  
Multiple Choice:

16.
All of the following are important deal structuring issues for business alliances except for  
a. Defining scope

b. Determining how strategic and operational issues are resolved.

c. Identifying a dispute resolution mechanism

d. Calculating the allocation of goodwill among the parties

17. 
All of the following are advantages of C corporations except for  
a.
Limited liability

b.
Continuity of ownership

c.
Flexibility of financing

d.
Allocation of losses and profits among shareholders

18.
Which of the following are potential legal forms of JVs?   
a.
C-corporation

b.
Limited liability company

c.
Partnership 

d.
All of the above

19.
All of the following are advantages of limited liability companies except for 
a.
Members may be passive rather than active participates in the operation of the LLC

b.
Limited liability

c.
Avoids double taxation

d
Allows corporate shareholders

20.
Which of the following is not true about financing joint ventures?   
a.
Participants may be called up to make special capital contributions

b.
All JVs can borrow by issuing public debt

c.
Alliances based on a written contract obviate the need for the alliance to finance its operations; as such activities are financed by the parties to the agreement

d.
Because of their more predictable cash flows, project based JVs are sometimes able to sell equity directly to the public

Answers to Practice Test Questions

	True/False
	1.   True

2.   True

3.   True

4.   True

5.   True

6.   True

7.   True

8.   True

9.   True

10. True

11. True

12. False

13. True

14. False

15. True

	Multiple Choice
	16. D

17. D

18. D

19. A

20. B
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