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ABSTRACT

One of the most important recent developments in the
provision of health care has been the development of
alternative delivery systems and managed care systems. This
development, however, comes into conflict with the
traditional styles of the provision of health care,
especially the autonomy of the individual clinician. Such a
conflict has serious implications for the medical and dental
professions as well as for the viability of managed health
care systems.

This dissertation discusses the impact of professional
autonomy on the management and financial success of one type
of alternative delivery system - the dental franchise. 1In
contrast to comparatively low failure rates of non-
professional franchises, the failure rate of dental
franchises has been quite high. Two hypotheses have been
suggested to explain this failure. One hypothesis was that
dental franchises were failing due to poor management
decisions, and inadequate management of employees. The
alternative hypothesis was that failure was due to the
presence of special difficulties in managing dental
professionals, who expect a far larger degree of autonomy
than most employees, and the absence of adequate management
theory to deal with this special group.

A case-study approach is used in which the dentist-
franchisees and central organization personnel are studied
via detailed questionnaires and personal interviews. Two of
the dental franchises examined have failed and one is still
in existence. Results from this study support the
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alternative hypothesis; that failure was primarily due to
incompatibility between the autonomous nature of the dental
professional and the strict management control required by
franchising. Franchise management control systems evoked
resistance among the professionals, and conflict that was
difficult to resolve. Therefore, for a managed dental care
program to be successful, it must ensure professional
compliance through the development of a system that
encompasses principles of professional clinical autonomy.

Thesis Supervisor: Stan N. Finkelstein, MD

Title: Director, Program in Health Policy
and Management
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CHAPTER 1

INTRODUCTION

Among the most important developments in the field of
health care today has been the development of alternative
delivery systems and managed care systems designed to
introduce business approaches to medicine and dentistry.
These changes in health care delivery systems, however,
conflict with the traditional provision of health care, in
particular, the professional autonomy of the individual
clinician. This conflict has serious implications for the
medical and dental professions as well as for the viability
of managed health care systenms.

Alternative systems to deliver medical and dental care
have been encouraged by government, employers, and insurance
companies in order to control the rapid escalations in the
cost of health care. These systems generally entail a
greater degree of management involvement and control than do
more traditional forms of health care. The effect of this
increased role of management is complicated by issues
involving professional autonomy. Management of health care
no longer just applies to the business aspects such as
records and accounting, but now extends to the management of
both the care and the care-givers. The success of managed
care organizations may be highly dependent upon the desire

of medical and dental professionals for autonomy.
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Academics have studied professional autonomy in order
to better understand why professionals react the way that
they do.(Ku 1990, Burns et al. 1990, Lichtenstein 1984) Key
issues in the professional literature include conflict,
power, and autonomy. The many years of education involved
and the specific nature of the service industry attract,
promote, and create a unique kind of individual - the health
care professional. (Freidson 1972)

Past academic research on professional dominance has
primarily focused on the nature of the medical professional
in the hospital environment. (Linn 1985, Okoronfor 1983,
Shortell 1985) Little investigation has been done on
professionals in other settings, such as franchise, health
maintenance organization or other forms of alternative
delivery systems.

The autonomous nature of the professional may
contribute to even greater difficulty in models such as
medical or dental franchises. Health professionals such as
physicians and dentists may be less likely to adhere to
franchise orders or rules than is the typical franchisee.
Such noncompliance leads to great difficulties especially in
a franchise setting where the business is structured around
management and control.

The focus of this thesis is to utilize one specific
alternative delivery system, i.e. dental franchising, as the
vehicle to explore issues surrounding management of

professionals. 1In general terms, franchising is "a system
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in which franchisors offer management expertise and
marketing resources to small business enterprises with
limited capital, to help them achieve success." (Seltz 1987
pl) More specifically, the franchisor sells to a franchisee
an already successful business approach including the right
to do, use or sell a good or service that is the property of
the franchisor. In exchange, the franchisee pays an initial
or annual fee and/or royalty or license fees.

Franchising is one of the most prominent and profitable
of any type of businesses in the United States today. (Seltz
1982) There are over 50,000 franchised businesses which
account for more than one-third of all current retail sales.
Franchising has experienced spectacular growth in the past
ten years. 1In 1989, a total of 509,000 franchise outlets of
all kinds accounted for $640 billion in sales, a 52 percent
increase since 1983. (DeGeorge 1989) Dun and Bradstreet
report that on average, franchises have a much lower failure
record than comparable non-franchised businesses. (Walker
and Cross 1988, Atkinson 1969)

In an effort to duplicate the success rate of
franchises in other industries, the first dental franchise
center started operation in California only months after the
1977 Supreme Court decision that legalized advertising in
medicine. (Bates v Georgia 1977) 1In 1980, Dental World Inc.,
a New York based franchisor, became the first franchise to
sell stock in a public offering. 1In spite of small market

share, (only two to five percent of all dental care is
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provided through all types of non-traditional

practices), (Council on Dental Practice 1983) the existence
of franchise dentistry has generated much controversy since
its recent introduction. (Eagan 1984)

Dental franchises have not, for the most part,
performed well. (Yavner 1988) Currently, only two out of
twelve established dental franchises are still in
existence. (see Table 4-2) The reasons for the poor
performance of most dental franchises are not readily
apparent.

As part of this research, two alternative hypotheses
concerning dental franchise failures were initially
proposed. One hypothesis was that dental franchises were
failing because of poor management decisions and inadequate
management of employees. A second hypothesis was that
failure was due to the presence of special difficulties in
managing dental professionals, who expect a far larger
degree of autonomy than most employees, and the absence of
adequate management theory to deal with this special group.

To test these hypotheses, a case-study approach
analyzing three dental franchises was employed. Two of
these franchises, Omnidentix Inc. and Smiles Inc. have
failed. One franchise, Dental Health Services is still
operational. Forty-five dentist-franchisees along with the
central franchisors of these three franchise organizations
were interviewed and completed questionnaires. These three

dental franchises, Omnidentix, Smiles, and Dental Health
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Services are analyzed, in order to better understand whether
their success and/or failure is primarily due to management
or dentist autonomy issues.

Chapter two reviews pertinent literature in the social
science of professional autonomy as well as in the
management field of franchising to provide a solid basis for
discussion of this multi-disciplinary study. General
principles for successful franchising are also presented in
order to be utilized as a basis for comparing franchise
performance. The methods of research are detailed in
chapter three.

Chapter four describes the entry of franchising into
the dental care market. The advantages and disadvantages
that franchising entails for both the franchisor and the
franchisee are discussed, followed by a description of
dental franchises and the industry's numbers and trends.

Chapter five presents case studies of the three dental
franchises examined in depth. A description and analysis of
management mistakes made by each of the dental franchisors
continues in chapter six. Chapter seven discusses the
impact that professional autonomy issues have upon the
success or failure of the dental franchises. The relative
success of the non-franchised dental care market as well as
general financial issues of the dental franchises are
detailed in chapter eight, in order to rule out an overall
poor dental market as an explanation for dental franchise

failure.
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Dental franchising is theoretically structured around
the concepts of management and profit as well as the
provision of care to the patient. Yet, in a professional
organization such as a dental franchise, the approach and
type of management controls advocated by franchise and
management experts lose reliability. The end products, the
oral health of patients, are far from uniform. The process
of treating different patients with different services is
complicated by the biological variation of each patient.
There is no single scientific formula for estimating costs,
process or product in a dental office. Management control
of both the complex production process and the autonomous
dentist is difficult. Therefore, a modified approach to
managing professionals is needed.

In summary, this paper is an attempt to bridge two
overlapping but usually distinct subjects; the social
science of professional autonomy and the management
discipline of franchising. Franchising presents a system of
planning and control which, if closely adhered to, leads to
success. Professional autonomy theory predicts that
physicians and dentists will resist outside control. These
seemingly conflicting theories from each discipline are
combined in a dental franchise. Dental franchising is thus
a unique vehicle through which to explore both the nature of
professional dominance and the impact of managing

professionals on the success of a health care systen.
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CHAPTER 2

LITERATURE REVIEW

I PROFESSIONAL AUTONOMY
General

Physicians constitute one of the most powerful groups
in American society. Scholars have long tried to understand
the scope of physician power, the reasons for it and the way
that physicians employ it.(Lichtenstein 1988, Light and
Levine 1988) Physicians and dentists in general, derive
most of their traits and power from their position in
society as professionals.

A profession can be defined as an occupation that has
achieved autonomy or self-direction. (Vollmer and Mills,
1966). An exploration of the nature of physician autonomy
will provide a better understanding of professional
dominance in health care and dental franchise settings.

The first part of this chapter will review literature
discussing the characteristics of physicians and the nature
of physician autonomy. Conflicts arising due to
professional dominance and physician-management
relationships will also be explored to understand the
importance of professional autonomy upon the success of a
health care venture such as dental franchising. Although
professional autonomy literature has primarily dealt with

physicians and hospitals, research has demonstrated the
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similarities in personality and attitudes between physicians
and dentists. (McDaniel 1988, Manhold 1963, Rosenberg 1965)
For the purposes of this discussion it is assumed that
dentists and physicians, as fellow professionals involved in
the delivery of health care, are similar with respect to

aspects of professional autonomy.

The Theory of Professional Dominance

The prevailing concept of professional dominance
suggests that health care providers place a high value on
their autonomy. (Ku 1990, Linn 1985) The professional
retains autonomy not only over his own work, but also over
the work of others. (Stamps 1988) Autonomy is granted to
professionals by the public both through explicit licensure
laws, and by informal actions in the belief that
professionals can be trusted to act in the public interest.
(Wolinsky 1988, Anderson 1985)

Societal deference to professionals results from three
characteristics which physicians and dentists, as members of
a profession, are thought to possess. (Freidson 1970) The
first characteristic of a profession is a long and
specialized training period conferring knowledge and skills
that the layman does not possess. Medical school also
serves a socializing function, so that students graduate
with the attitudes and belief structure necessary to conform

to the role of the professional. (Freidson 1972, Stone 1980)
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A second trait of professionals is their service
orientation. Service orientation allows physicians to be
trusted to provide the highest quality care without the need
for outside supervision. (Vaughan 1989) The public credits
health care providers with possessing a “cosmopolitan
orientation' that is, " low on loyalty to the employing
organization, high on commitment to specialized role skills
and likely to use an outer reference group orientation."
(Gouldner 1957 p.290) The more society values good health,
the greater the dominance of the physician.

The final characteristic of a physician is dominance in
the medical division of labor, and an assumption of risk.
Only the physician has the knowledge and the power to
diagnose and treat illness. The doctor is granted autonomy
because of the pervasive belief that medicine and dentistry
are complex and nonroutine. (Freidson 1972)

Not only does the physician assume authority in the
sphere of his expertise but the physician's dominance
extends to give him a "wedge into other zones of practice."
(Freidson 1972 p.3) 1In this way, physicians have additional
control over such non-clinical practices as facilities and

management. (Equitable Life 1984)

Control of Physician Power

The autonomy of the physician leaves medicine a
profession not easily controlled by others. (Murphy

1990,0koronfor 1983) Physician desires to retain their
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independence have largely shaped past methods of controlling
physician actions. (Starr 1987,Stone 1980) As a result,
traditional forms of clinician control including peer
review, state boards and medical associations are
ineffective. A brief discussion of these control mechanisms
and their limitations allows a better understanding of the
problems inherent in creating new controls for doctor
behavior.

The most prominent form of control of physicians is
peer review. Peer review doctors informally observe the
performance of other physician's work and render suggestions
for improvement. 1In order to function adequately as a
control mechanism, peer review requires doctors to perform
three actions; observe another doctor's work be willing to
criticize another doctors' performance and, take sanctions
against another doctor. These conditions are rarely met.
(Freidson 1972) Even when physicians work together in group
practices, each retains his autonomy. (Stone 1980)

More formal methods of clinician control such as
professional associations and state boards of medical
examiners also do not appear to be effective. Few state
boards or medical associations have the legal right or the
inclination to monitor the clinical performance of
physicians. (Stone 1980 p.48)

In practice then, both informal and formal methods of
professional control have been unsuccessful. Doctors place

a high value on their autonomy and resist external control.
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Physician Control in a Traditional Hospital Setting

Physician autonomy not only limits government
constraints on physician behavior, but also restricts the
control of physicians in a traditional hospital setting.
Management has little power to punish inadequate work by
clinicians and it has limited power to reward superlative
efforts. (Gross 1961,Engel 1965) Economic controls such as
salary have negative consequences for the professional due
to constraints placed upon the medical professional's
traditional freedoms. Instead, normative controls are more
effective since they preserve physician autonomy. (Burns et
al. 1990, Equitable Life 1984)

Physician resistance has also neutralized much of the
authority of management. Doctors especially resist
management actions that interfere with their clinical
actions. (Carpenter 1989) Conflict between clinicians and
managers is often explained by the different goals of the
two groups. (Engel 1965, Scott 1965) The goal of management
is to have the organization run efficiently and provide the
maximum amount of quality care with the inputs at their
disposal. The goal of the professional is to provide the
best quality care to their individual patients regardless of
cost. (Freidson 1970,1972)

To minimize conflict when professional and management
structure are combined in a traditional hospital setting,
the issue of physician autonomy has resulted in two separate

lines of authority. (Smith 1958, Harris 1977) Each group
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acts independently while struggling for Jjurisdiction and

control over the organization as a whole.

Alternative Theories of Professional Dominance

Despite the many changes in the delivery of health care
in the past decade, the prevailing concept of professional
dominance remains the basis for study of health care
professionals. (Wolinsky 1988, Ku 1990, Schulz 1988)
Although the autonomy of individual physicians may have been
reduced, the autonomy of the profession remains intact.

Even when individual physicians do not control their
environment, they are managed by other physicians. Thus,
physicians still dominate medicine, either individually or
collectively. (Freidson 1984,1985,1986b)

The changes in health care have, however, led other
academics to argue that there has been movement away from
the autonomous model. (Shortell 1985, Scott 1982) Several
alternate theories of the role of the professional have been
proposed including deprofessionalization - emphasizing
consumer revolt and corporatization - stressing corporate
control of medicine

Deprofessionalization argues that professional
dominance is weakening and that medicine is losing its
prestigious societal position. (Haug 1981) This shift is
attributed to increasing medical and general knowledge by
consumers and a resultant rising cynicism concerning

professionals. (Haug 1973,Haug 1976 and Haug and Levin 1981)
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The growing corporatization of medicine has resulted in
a reduction in the self-employment and the autonomy of
physicians. (McKinlay 1988) Professionals are increasingly
subjected to corporate control such as utilization review,
incentive programs, quality review, and restrictions on
practice patterns and the organization of practice. (Burnham
1984, Stoeckle 1988, Scovern 1988) Corporatization
predicts that professionals will retain control over the
means of their work, but not over the end products. (Derber

1982, pl69-87)

Summary

The professions of medicine and dentistry have
undergone radical changes in the past twenty years.
Professions once consisting solely of independent health
care practitioners practicing in traditional fee-for-service
systems have now expanded to include group practices,
capitation plans and franchised health care. Nonetheless,
professional autonomy literature suggests that physicians
and dentists, as professionals, desire to be autonomous.
(Wolinsky 1988, Light and Levine 1988)

The desire by professionals for autonomy and self-
control has been studied by many academics. (Lichtenstein
1984, Scott 1982) Past attempts to control professional
autonomy, especially in the clinical setting, have led to
conflict within the organization. Physicians view

themselves as being primarily concerned with quality of care
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issues and management as being concerned with cost and
efficiency issues. (Equitable Life 1984)

To minimize conflict, management and government have
traditionally depended upon physicians to regulate
themselves. Past attempts at government regulation of
physicians have not been effective. (Stone 1980) There is
also little evidence that management control strategies are
effective in increasing physician satisfaction. (Burns 1990)
The physician's autonomy is also preserved by having two
separate lines of authority, one for management and one for
providers.

The growth of alternative delivery systems may affect
the traditional nature of the autonomy of the health care
professional in the future. (Shortell 1985,Burns 1990) These
organizations tend to rely more on management of health
professionals than do more traditional modes of delivery.
Alternative health care delivery systems, by emphasizing
business and management techniques, may improve efficiency
and profitability. At the same time, however, the greater
scope of management allows it to increasingly influence
clinical practice. By decreasing provider autonomy and
contributing to physician dissatisfaction, these
organizations may also be undermining their very
existence. (Scovern 1988, Traska 1988)

The autonomy of doctors in all health care settings may

also be challenged with the increase in information
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networks. Even traditional hospital settings are
increasingly encroaching on physician autonomy.

The continued dominance of the theory of physician
dominance and the failure of government's currently existing
methods for controlling physician behavior, lends doubt as
to the ability of any system to overcome this force. (Lachine
1988) Ultimately, the long-run success of non-traditional
health care systems, such as dental franchises, relies on
its professionals. Without the support of the health care

professional, success is not likely.
II MANAGEMENT PRINCIPLES OF FRANCHISING

Introduction

Franchising is one of the fastest growing segments of
the US economy. A main component of its success is the
small number of franchises which fail. (Isaacs 1986)‘ The US
Dept. of Commerce and the Small Business Administration
report that after two years, 95 percent of franchises are
still operating, while only 70 percent of independents
are. (Battle 1986)

Management literature is replete with articles and
books purporting to instruct the novice on how to establish
and operate a successful franchise organization. (Seltz
1982, Tarbutton 1986) These guidelines, however, are
confined to nonprofessional franchise organizations.

Nonprofessional organizations appear to be more receptive to
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the concept of franchising, than are professional
organizations. (Levitt 1985)

Franchisors usually provide their franchisees with
initial and continuing expertise and instruction. These
services commonly include site selection, facility design,
lease negotiation, zoning advice, financing,
employee/management training, operating manuals, and
management advice. Other ongoing services in a well
operated franchise system, include discounts on purchases of
equipment and supplies, quality inspection, field
supervision, merchandising and promotional help, national
advertising, and centralized purchasing.(Mendelsohn 1985 p3)

This section will analyze such critical areas in
franchising as finance, marketing, franchisee training,
franchisee selection, location, support, and control.
Franchise experts believe that following these general
guidelines will lead to successful franchising for all types

of franchises including dentistry.

Finance

Financial management is a critical aspect of franchise
organization. (Kreisman 1986, Padmanabhan 1986) An adequate
financial plan, capital requirements, and financing are
necessary for any type of franchise organization. (Oxenfeldt
and Thompson 1968, Walker 1988)

Financial advantages exist in a franchise system.

(Wright 1986, Caves and Murphy 1976) For example,
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franchising allows for the rapid acquisition of large
amounts of capital without diluting ownership in the
venture, or creating high debt levels. (Oxenfeldt and
Thompson 1968) Pooling the franchisor's and franchisee's
resources decreases the cost of capital offered by lending
institutions. (Diaz and Burnick 1969)

Despite these advantages in securing capital, financial
undercapitalization is a key factor in franchise failure.
(Nevin and Collins 1988, Tarbutton 1986) Total franchisor
capital requirements for prototype and package development,
and for working capital and reserve requirements are
substantial, and usually in the range of $100,000 to
$500,000. (Seltz 1982) Adequate financial capital is
infrequent in new franchises. (Walker and Cross 1988, Nevin
and Collins 1988) Undercapitalization of franchisors also
affects franchisees adversely, since franchisees do not
obtain the support expected from their franchisors. (Ayling
1987)

Before expanding, the viability of the venture as an
investment must be carefully evaluated to assure a
reasonable payback period and rate of return. Too rapid an
expansion can result in inadequate resources and failure of

the franchise system. (Kreisman 1986)
Revenues
There are several forms of revenue sources available

to the franchisor. These include franchise fees, both
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initial and ongoing fees such as royalties, along with
rental/sale of premises, equipment, supplies, raw materials,
and sale of territorial rights. (Seltz 1982, Peterson et al.
1989)

In order to become successful, franchise fees and
royalties must be structured, in order to facilitate the
entry of qualified franchisees.(Woll 1968) The initial
franchise fee is the fee which franchisees must pay to enter
the franchised business. This fee can range from several
thousand dollars to over $250,000 for a McDonald's
franchise. The setting of the initial franchise fee has
important implications for the success of the franchise.
(Oxenfeldt 1968) A low franchise fee will facilitate entry
by franchisees. A high franchise fee will limit entry of
franchisees to those with substantial capital. (Calhoun 1975)

Ongoing fees should allow both the franchisee and
franchisor to make a reasonable return on investment, to
meet price competition, and to maintain quality. Franchise
fees that include a royalty or commission based upon the
gross sales typically average two to five percent. (Nevin
1988) The decision to charge royalties as a flat charge, or
as a percentage of sales, reflects franchisor strategy.

Fees based upon percentage of sales are a form of risk-
sharing by the franchisor. With a flat fee, the risk is

borne solely by the franchisee.(Oxenfeldt and Kelly 1968)
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Marketing

Another critical aspect of successful franchising is
marketing. Marketing includes both the analysis of
marketing opportunities and the choice of marketing mix such
as media, advertising, and promotion components.

Advertising and promotional activity are important facets of
the marketing program of most franchise organizations.
(Kotler 1987,Tarbutton 1986)

Advertising allows for the establishment of the
franchise name, thereby attracting consumers to a recognized
name representing a high level of satisfaction. Franchises
can also take advantage of economies of scale in advertising
due to their size and purchasing power. (Kotler 1987) By
locating many outlets within the advertising medium's
effective radius or Areas of Dominant Influence (ADI's),
significant savings can be realized. (Seltz 1982) ADI's
enable the franchise chain to purchase advertising on a
regional/national level at cost-minimizing prices. The
degree to which these economies can be realized will
increase with increasing size of the organization.

Despite its importance, research into marketing
performance of franchises has suggested that franchisor
marketing skills are often poor.(Davis 1985, Carson 1985,
Pettit and Kirkwood 1986) 1In general, franchisees accept
their franchisor's expertise in marketing and conform to
franchisor marketing decisions. (Pettit 1988) However, a

1984 survey of 200 franchise organizations in the food and
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hotel industries reported a wide degree of variability
between and within franchising systems in marketing
assistance. (Howden 1984) Another study of three leading
franchise organizations, although acknowledging the
importance of a recognized brand name and national
advertising as major advantages of franchising, reveals that
over 60 percent of the franchisees were dissatisfied with
their marketing support. (Stamworth 1983)

Many franchisees prefer greater marketing resources to
be spent on a local basis, and desire more active
involvement and influence in the overall marketing decision-
making of the franchise organization. Franchisees want
increased marketing efforts in the areas of sales promotion,
selling skills, market research and market planning. (Davis

1985)

Selection and Training Of Franchisees

The selection of franchisees is considered to be a
critical element in the design of a successful franchise.
Surveys have shown that the recruitment and selection of
qualified candidates is the franchisor's single most
pervasive operating problem. (Lewis and Hancock 1987 p80,
International Franchising Association 1989)

Many studies have focused on the relationship between
characteristics of a franchisee and success of a franchise
center. (Mescon and Montanari 1981,Brockhaus 1982)

Franchisee characteristics examined fall into three general
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categories: knowledge/capabilities, personality and
financial considerations. The personality of franchisees is
considered by franchisors to be the most important
characteristic of franchisees.(Olm and Eddy 1988) Credit
and financial resources are also a high priority.
(Tatham,Douglass and Bush 1972) Other important factors are
industry, motivation, perseverance, attitude with others,
general management, and energy.(Weinrauch 1986) The least
important factors in franchisee selection are knowledge,
health, marital status, celebrity status, resident two years
in the area, and skills in merchandising and accounting.
(Olm and Eddy 1988) These rankings express the belief that,
despite previous experience, franchisee motivation and hard
work will lead to high performance and success.

The training of franchisees is another important facet
of successful franchising. The goal of franchising is to
reproduce a successful business venture. As such, the
efficient and accurate transfer of knowledge and skills is
essential. (Padmanabhan 1986) The process of franchisee
training therefore, is at the crux of any successful
franchising program. (Weinrauch 1986,Wattel 1968)

Surveys reveal franchisee training to be a critical
mechanism of assuring efficiency and quality standards in
each franchised unit. (Levine 1985,Izreali 1972).

Franchisees must be instructed in many diverse skills
including management, advertising, promotion, and

accounting. Training varies with the type of franchise
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system and ranges from on-the-job training (such as in
Baskin Robbins) to intensive schooling (such as 50 hours
preregistration, 300 post registration and 11 day managerial
training at McDonald's Hamburger University). (Hackett 1977)
Effective training is critical to the success of a
franchised unit. (Holder 1985, Franklin 1985, Fenske 1984)
Research indicates that franchisors provide most of the
necessary start-up training to franchisees for both
managerial (94 percent) and non-managerial (84 percent)
functions. Less continuing training is provided (managerial
79 percent and non-managerial 74 percent).(LaVan,Latona and
Coye 1988) Training devices most frequently employed
included the training manual and company newsletters. Of
all franchising services provided, franchisee training
consistently receives the highest levels of satisfaction

from franchisees. (Saubart and Saubart 1988)

Location

The importance of franchise location decisions is
acknowledged by franchise experts. (Seltz 1982, Tarbutton
1985) Location decisions refer to market selection, area
allotment of franchises or the number of franchises to
locate in a given area, the actual site selection and
outlet size and characteristics. (Zeller et al. 1980)

The actual process of location analysis is an important
factor in the decision-making. Detailed discussions of

location evaluation data and methods have been compiled.
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(Love 1988, Applebaum 1966) When choosing a location most
franchises adhere to guidelines established by the Small
Business Administration (SBA). The most important community
location criterion is population size and demographics,
followed by availability of a good franchisee and a good
site location. The two factors considered to be least
important include the adequacy of the supply of labor and
the degree of product competition. (Bush,Tatham and Hair
1984)

Location decisions are often a major source of conflict
between franchisee and franchisor due to the different
locational goals that each possesses. The individual
franchisee is concerned with choosing the profit maximizing
location for his outlet. The franchisor, on the other hand
is concerned with maximizing profits from all outlets.

(Zeller,Achabal and Brown 1980)

Support and Control

The success of a franchise depends to a large extent
upon management, financing, marketing and location,
especially during the initial period of operation.
Thereafter, the ongoing support of the franchisor becomes
critical as a means to sustain the success of the franchise
unit, and to justify its franchise fees. (Peterson and
Goddard 1986)

It is the ongoing management services that franchisors

most often fail to provide. (Seltz 1982, Hunt 1972) A
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Federal Trade Commission summary of franchise complaints
lists “management services' as the primary area of
complaints by franchisees. Franchisees are much less
satisfied with franchisor ongoing services than franchisors
believe. (Knight 1986, Saubart and Saubart 1988)

Management control devices are especially important in
a franchise organization, since it is this uniformity of
quality which secures the franchise reputation. (Saubart and
Saubart 1988, Stephenson and House 1971) Control over
franchisees is established through standardization of
products and operating procedures.(Izreali 1977) 1In order
to provide adequate management services to franchisees,
constant supervision is necessary. This type of control
should be constructive supervision, of which communication
between franchisee and franchisor is the key. (Nevin 1988)
Properly administered quality-control procedures, then,
influence franchise success by assuring uniform quality
throughout the franchise chain.

Despite their importance, however, franchisees may be
averse to controls in a franchise organization especially
when franchisors tend to move toward more control, and less
autonomy for the franchisee. (Stamworth and Curran 1983,
Crandall 1970) In the general equipment rental industry,
several rental franchises lost many franchisees when they
attempted to assert a high level of control over their
networks. (Curry 1966) Although the high autonomy condition

leads to greater franchisee satisfaction, the low autonomy,
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high control condition has a greater probability of
financial success. High standardization and centralized
decision power provide an efficient means of resolving
conflict. (Stern and Brown 1988, Pettit 1988) Therefore,
franchisors must maintain a delicate balance between
allowing franchisee independence and exercising sufficient
control which would lead to a successful
franchisor/franchisee relationship and a financially
successful franchise. (Bernstein 1968)

The degree of autonomy allowed by franchisors not only
is a function of operational control exercised in the
franchise, but also influences the degree of branding of the
franchise's product. (Stephenson and House 1971) The degree
of branding reflects the amount of preference and awareness
for the product by consumers. For example, McDonald's
franchises have high branding since their customers have
definite expectations with respect to McDonald's prices and
products and from which it is difficult for individual
franchises to deviate. As branding increases over time, a
franchise system will move towards less franchisee autonomy
and greater franchisor control. (Stephenson and House 1971,
Stamworth 1988)

The degree of autonomy exercised by franchises appears
to be cyclical in nature, and reflect the length of time as
a franchise. Franchisees typically follow franchisor
suggestions in the first year. During the second year, they

rely more upon their own decisions, and thereafter they
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adopt a middle pattern consistent with their past experience
in the system. (Anand 1987)

The replication of a franchise depends to a large
extent upon there being a limited offering based upon
standardized products. (Izreali 1977) This strategy allows
for easier establishment and greater control over a
franchisee. 1In this way, management decisions are limited,
and can be integrated into standard operating procedures.

Control is simplified through standardization.

IMPLICATIONS FOR FRANCHISE FAILURE

Many authors have attempted to describe why some
franchises fail. Most failures can be traced to the
franchisor's failure to provide an adequate support system
for franchisees along with inadequate management and a
deficiency of capital. (Peterson 1988 p2, Kreisman 1986)

Experts agree on three essentials for franchise
success;

1) a sound concept

2) adequate financing

3) and a good relationship with franchisees
(Rice 1985, Tarbutton 1987)

Before franchising, a franchisor must have a well-
established business with no unsolved problems, sufficient
financial resources for funding beyond the startup phase,
management depth, be economically viable and able to provide

a sufficient rate of return to both franchisee and
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franchisor. (Kreisman 1986) Both the franchisee and
franchisor must believe that what each receives from the
relationship is greater than what each pays. When the
franchisee especially, feels that he/she is giving more than
he/she is receiving, the relationship is threatened. (Curry
1986)

Several factors reduce the value of the franchisors'
contributions and increase the possibility of failure.
These include a low value of the franchise name in
attracting customers, difficulty in replicating operations,
low cost savings (from financing/equipment) and strong
entrepreneurial personalities by franchises.

Industry specific characteristics may also be
contribute to franchise failure. Such a relationship has
been shown in the general equipment rental industry
(Peterson 1988) and the automobile repair market (Crandall

1970).
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CHAPTER 3

METHODS

Study Design

Survey of Franchise Organizations

A preliminary survey of dental franchised organizations
was conducted in 1987. Ten questionnaires were mailed to
dental organizations appearing to fit the definition of
franchise dentistry. These were identified through
literature review, contacts with dental societies, and
national franchise organizations. When possible, site
visits and personal interviews were used to supplement the
questionnaires. This initial questionnaire primarily dealt
with management structure and the management control systems
employed in each organization. (see Appendix A)

Seven replies were received out of the ten
questionnaires mailed, representing a 70 percent response
rate. Six out of these seven questionnaires were complete.
Those dental franchises responding to the survey included
Dwight Dental Care Inc., Jonathan Dental Care and Dental
Health Services. Three other dental franchises, including
DentaHealth Inc., Smiles Inc. and ConsumerHealth Inc. also
completed questionnaires although each had or was currently
reorganizing under Chapter 11 of the federal bankruptcy
code. One organization, The Dental Store responded, but did

not classify itself as a franchise organization. Two other
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organizations, Amdent and Consumer Dental Network, declined
to respond to the survey, stating that they no longer

classified themselves as franchise organizations. The only
dental franchise declining to participate was Nu-Dimension

Dental Services.

Personal Interviews of Franchisors

A case study approach was then designed to study the
dental franchise industry in greater depth. Two successful
dental franchises were to be compared with two failed
franchises. The failed franchises chosen to study were
Smiles of New England Inc. and Omnidentix Systems Inc. Both
franchises had been among the largest of the dental
franchise organizations and had set the standards that other
franchises followed. Both franchises were also in close
geographical proximity. The choice of successful franchises
was limited by a rapid decline in the number of dental
franchises. By the time study design was finalized, only
two franchises continued to exist. Of the two, only Dental
Health Services agreed to cooperate in this study. (Jonathan
Dental declined to participate.)

Key central organization employees from each franchise
were interviewed extensively. Employees interviewed
included the chief executive officer and usually the chief
financial officer or vice-president of dentistry. Topics
discussed included marketing efforts, franchisee selection

and training, management structure and style, finances,
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management philosophy, and relationship with franchisees.

(See Appendix B for complete interview schedule)

Personal Interviews of Franchisees

Personal interviews of dentist-franchisees were then
conducted. Each franchisee completed a written
questionnaire detailing personal background, philosophy, and
finances. Dentists also rated franchisors on services
provided, such as communication levels, marketing efforts,
autonomy, and franchise product. (See Appendix C for

interview schedule)

Response Rate

A total of 45 dentists participated out of 55 (n=45)
for a response rate of 82 percent. Response rates for
individual franchises were as follows: 100 percent for
Omnidentix Systems Inc. (3/3), 85 percent for Dental Health
Services Inc. (11/13) and 79.5 percent for Smiles of New

England Inc. (31/39).

Statistical Analysis

Statistical analysis was used to further support the
discussion. Success of a dental franchise is modeled
mathematically using logistic regression. Although the
small sample size precludes statistically significant
conclusions, logistic regression reveals the relationship

between franchise success or failure and performance in the
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areas of management, communication, marketing, and finance.
Parameters (B's) are estimated from the data using maximum
likelihood estimation. Alternative models were examined to

determine which produced a suitable fit to the data.
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CHAPTER 4

The Dental Franchise Industry

Definition of Dental Franchising

The American Dental Association defines dental
franchising as "a system of marketing usually under a trade
name, where permitted by state laws or regulations. 1In
return for a financial investment or other consideration,
participating dentists may also receive the benefits of
media advertising, a national referral system, and financial
and management consultation." (Council on Dental Practice

1983 p518)

The Dental Franchise Concept

The franchise concept is an integral part of any
franchise organization and incorporates a specific business
strategy and a unique franchise identity. In theory, each
franchised center bears the same name, a common identity,
and embodies the same franchise concept.

Most dental franchises incorporate a similar franchise
concept. Dental franchises are designed so that patients
are attracted by such benefits as convenience of location
and hours, together with pleasant surroundings and posted
fees. Locations of centers are professionally selected.

All are accessible by car, and are usually located in retail
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malls, although some franchisors are now finding malls to be
too expensive, and are opening freestanding centers.

Some franchises, such as Family Dental Centers Service
Co. of Cleveland, locate inside department stores like Sears
Roebuck and Co. In this type of setup, the franchise builds
upon the name and reputation of its host store. It is hoped
that the patient will extend the reputation of the store to
the dental clinic, even though the two are legally separate.

By locating in a mall, the franchise may also attract a
new segment of the population who appreciate the
convenience, parking, and extended hours of the mall. A
mall location has the advantage of facilitating the
formation of a dental PPO or HMO with companies located in
the same mall. This type of financing arrangement provides
dental care for members, and guarantees a minimum patient
base for the franchise, thereby decreasing the franchise's
risk of failure.

Patients can shop in the mall and carry beepers that
notify them when the dentist is ready. Thus, waiting time
is minimized. Since time spent waiting by the patient has
an opportunity cost associated with it, the cost of service
to the patient is also decreased. The facilities are
usually open extended hours, usually 12-18 hours per day and
six to seven days per week. Walk-in emergency service is
advertised for added convenience.

Dental franchise centers usually conform to a

recommended size that management considers to be optimally
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efficient. Most Omnidentix centers have seven operatories
and each Dental World center has nine operatories.

Most franchisors offer a full selection of both general
and specialized dental services. A large range of dental
care appeals to patients desiring to simplify their
purchasing process by obtaining dental care at just one
location. The franchise might sequence its entry by
initially employing only generalists and then expanding to
include specialties when the center reaches profitability.
Most franchises offer liberal financing plans for payment by
credit card or bank loan. Some franchises such as Dwight
and Omnidentix even offer company credit cards.

In order to make dental visits more enjoyable,
franchises design their waiting rooms and operatories to
project comfort, in contrast to the sterile atmosphere
present at many dental offices. Waiting rooms are equipped
with such amenities as television and movies to make waiting
time more pleasant.

Some dental franchises have adopted unique franchise
concepts. In the case of Smiles Inc., its creator Dr. Gary
Sloan originated a franchise concept based upon the
promotion of oral hygiene and prevention of periodontal
disease. He advocated frequent scalings performed by
hygienists, so that the patients did not need to see a
dentist at all if they did not so wish. The fear associated

with dental visits was thus intended to be decreased.
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Dental World was built on a concept of cosmetic dentistry
and new bonding techniques that its founder originated.

One of the most controversial aspects of the dental
franchise concept has been its use of business expertise.
Most other industries utilize management to a much greater
degree than does the solo practice of dentistry or medicine.
Dental franchises maintain that the employment of management
control systems will lead to a more efficient and profitable
dental organization.

Dental franchises share the general advantages and
disadvantages of franchises in other industries discussed
previously. However, dental franchises may also possess

certain unique qualities.

Dental Franchise aAdvantages

Dentistry is a service industry distinct from retail or
manufacturing industries. 1In an industry such as dentistry,
largely composed of small-scale independent practices, group
practices may have significant advantages. Lipscomb and
Douglass found that cost-efficiency increases with practice
size, over the range from one to four-dentist practices.
(Lipscomb and Douglass 1986) Although these authors were not
able to determine the presence of scale economies for
practices with five or more dentists, other authors have
found evidence that larger practices are more efficient.

(Nash and Wilson 1979, Kushman 1978)
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Dental franchises as group practices might realize
gains in productivity. 1Increases in productivity are
attributed to both labor and nonlabor inputs. As practice
size increases, auxiliary personnel can be utilized in
greater numbers and more efficiently due to increased
specialization and division of labor. Increases in
productivity can also result from standardizing nonlabor
inputs such as instrument storage procedures and scheduling
of patients.

Along with technical economies of scale, there also
exist pecuniary economies of scale. Pecuniary cost savings
are realized from discounts attributable to bulk purchases
of dental equipment and office supplies. Discounts in
equipment may reach ten percent. The discount available in
bulk supplies, however, is at most 0.5 percent. (Spang and
Pyner, interviews) Additional cost savings may be realized
from the sharing of overhead expenses such as space,
laboratory fees, computing systems, auxiliaries, billing,
repairs, and mortgage.

Capital cost is decreased further by utilizing
facilities more effectively. For example, the staggering of
work schedules allows sixteen hours' utilization of
facilities rather than the traditional eight. 1In this way,
the fixed cost of capital is decreased by being spread over
a larger quantity of patients. Larger practices also
facilitate the introduction of more efficient inventory

systems with subsequent declines in inventory costs.
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Cost savings can also be realized by hiring young
dentists when a large supply exists, such as in an area
saturated with dental schools. Starting salaries at dental
franchises ranged from $25,000 in Chicago, where four dental
schools are located to $60,000 in undersupplied
locations. (Eagan 1984 pl168, FTC 1982 p26-9) Contracting
dentists are often paid on a commission basis, receiving a
percentage of net revenue as salary.

All of these cost efficiencies can be realized in any
large-scale dental operation and are not exclusive to
franchise dentistry. The only economies solely associated
with franchises are the marketing advantages inherent in
advertising the generic name of the franchise. Franchises
depend upon sophisticated marketing techniques to increase
name awareness and build brand loyalty among consumers.
Significant economies of scale exist in national and local
marketing regions. Clustering of franchised dental offices

allows for advantageous media rates. (Hankin 1987)

Dental Franchise Disadvantages

Dental franchises also have many disadvantages
including franchise fees, government regulation, organized
resistance, and image problems. Center improvements in a
mall location such as plumbing and laboratory facilities are
sunk costs that cannot be regained. Rent in a high traffic
mall setting is expensive for franchisors, especially if the

rent is based upon a percentage of gross income. Staff
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costs tend to be higher in franchises due to the greater
numbers of staff functioning in an administrative capacity.
Total equipment and supply costs are also higher due to more
operatories and patient volume. These increased costs lead
to increased risk on the part of the franchisee.

The initial investment necessary to open a solo dental
office is estimated by the American Dental Association to be
approximately $100,000.(Ciao 1989) In contrast, the
additional costs incurred in opening a franchise center as
discussed above, require that the minimum investment for an
Omnidentix or Dental Health Sevices franchise range from
$350,000 to $500,000. (Sanger 1984)

Franchises also experienced difficulties with
government regulators. DentalWorld was warned repeatedly by
the New York Education Department's Office of Professional
Discipline about misleading advertising, and profit-sharing
plans with its staff. 1In June, 1986, the New York Attorney
General's Office forced DentalWorld to change its prospectus
for investors. (FTC 1983)

Organized dentistry has also attempted to regulate the
dental franchise industry. Led by solo practice proponents,
many state dental associations have resisted the entry of
dental franchises. The California Dental Association
unsuccessfully sought to outlaw the waiver of insurance
copayments and deductibles by franchises. (FTC 1983 p63-5)

In Maryland, dentists backed unsuccessful bills challenging

trade names, and barring dentists from advertising on radio
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or television. (Baltimore Sun 1982) 1In Florida and
Massachusetts, the dental associations successfully
sponsored a law prohibiting laymen from contracting with
dentists to develop, lease or in any way maintain control
over a dental office. (FTC 1983 p63) In September 1981, the
Massachusetts Dental Board alleged that Omnidentix Inc.
violated regulations prohibiting group dental practice
under any name other than the names of the dentists. The
notice of violation was subsequently withdrawn. (Omnidentix
1983 pl15) As dental franchises have become less numerous,
organized dentistry's campaign against dental franchises has
diminished.

Private dentists have also retaliated against dental
franchise entry by changing their mode of practice.
Traditional dentists have increased their marketing efforts,
both internal and external, and altered their practice
procedures. By scheduling longer, more convenient office
hours and providing patients with greater flexibility of
treatment plans and payment for services, nonfranchised
dentists can successfully compete with franchises.

Modern marketing approaches and retail settings may
have caused franchises to be associated with lower quality
care. Barbara Davenport, manager of a dental center in
Rhode Island, states that " Although the franchise is owned
by the dentist, it is a kind of absentee-ownership that is

not so much patient-oriented as it is profit-oriented." (FTC
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1983 p43) Turning dentistry into a forprofit business has
thus made some professionals and patients skeptical.

Critics emphasize that franchises provide incentives
for contracting dentists to lower the quality of care
rendered and produce high volumes of treatment. 1In at least
one dental franchise, if a contracting dentist does not
generate enough volume, she/he is asked to leave. (Pyner
interview) A California Dental Service study of retail
dentistry (Illinois Dental Journal 1982,FTC 1983 p48) shows
that for California Dental Service union/employee groups,
the average dollar claim when matched procedure for
procedure for retail dentists was 28.5% higher than that for
non-retail dentists. When these claims patterns are
analyzed further, retail dentists are found to be performing
certain common procedures more frequently than other
dentists treating insured patients from the same groups.
This study suggests that retail centers may provide
unnecessary services.

The apparent lack of long-term care from the same
dentist is also contributing to a poor image for franchise
dentistry. The turnover of contracting dentists at
Omnidentix was very high and was estimated by management to
be approximately 40 percent yearly. Also contributing to
the poor image of franchises is the relative inexperience of
some of the contracting