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Manufacturing Basics

Levels of Manufacturing and Retail for Product based Businesses

For entrepreneurs with a new product there are several options available to turn your invention or product prototype into a mass-produced item sold to the masses.
Manufacturing:

Below are three options for product manufacturing with examples.

1. Option 1:  Internal Fabrication and Assembly

In this option the company is purchasing raw materials, fabricating the working parts, and assembling their final product all in house.  This option requires the skilled labor in-house to complete the necessary steps of production, as well as the overhead to build the products before sale.

Example:  A company that made dog biscuits would be able to purchase the ingredients for their biscuits then mix up the recipe, bake the biscuits, and package them for sale all internally.
2. Option 2: Vendor Fabrication and Internal Assembly

For this option the company will be contracting with parts wholesalers or machine shops to purchase finished components for their product.  These components will have already been built from raw materials, and then shipped to the company.  The company will then assemble their product in-house.  Overall this option requires less skilled labor and time, but does relay more heavily on additional vendors.

Example:  If you were to start are wooden pen company, you could purchase the ink cartridge, and wood shaft, as well as the hardware.  With components in hard, you and your team could assemble the final product, the pens, and sell to the masses.
3. Option 3: Vendor Fabrication and Assembly

In this option the company will contract out to vendors who will both build components from raw materials for their product and assemble them.  In this option, the company has the freedom to do both fabrication and assembly all at one company or have multiple vendors working together; wherein the components would be created by one or more vendors and shipped to the assembly vendor for product completion.  Afterword’s the company would take the finished product to retail.
Example:  Let’s say you were a company that designed and sold assembled toy race cars.  You would have all of the parts purchased and sent to a vendor to assemble you toy cars.  Once finished, the cars would be packaged and ready for sale, without your team doing the labor.
Retail:

Below are three common examples of product sales with examples.

1. Option 1: Self Sales

In this option the company would have their products sold through their own stores, website, or representatives and control all aspects of the sales chain; price, supply, discounts, etc.

Example:  If you were to start a little bakery or feed truck, the idea would be that you would sell your products to your customers via your store front or truck.  Alternatively if you were selling music beats, you could sell them through an online store.
2. Option 2: Commercial Retail Space

For this option the company would work with local/major retailers to get their product on shelves and sold in stores.  The company would have a suggested retail price, selling the good first to the retailer, and then allowing the retailer to make revenue generated from the difference between the product cost and final sale price.  Alternatively the company can also work with a distributor who would sell the product for the company as if a retailer.
Example:  If you are starting a t-shirt business you may want to sell your shirts in stores.  With product in hand you could rent shelf space from retailers or allow them to buy your shirts then sell them at a suggested retail price.  The same is true if you want o have your shirts distributed.  The distributor could either buy your shirts to sell to retain, or change you a fee to distribute your shirts to the masses.
3. Option 3: Licensing

This option allows for the company to license their product design and concept to other companies or retail stores to both produce and sell as within the guidelines of the originator.  In this option the licensing fee relieves the originator from dealing with manufacturing and retail, but also eliminates the potential for total profits.

Example:  If you are an artist you may want to start a business where you license your artwork to other companies where in they will be able to print it on merchandise and products of their choosing.
