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How to Define a Service Area

The first step in any planning or marketing endeavor for a healthcare
organization is service area definition. Before demographics or market
share can be run, an appropriate service area must be applied.

There is no one-size-fits-all way to define a service
area. In fact, there are several ways to do it. Which
one is best? The answer is, it depends. Defining a
service area is both art and science.

In our years of working with healthcare strategists, marketers, and
planners, we've found that most organizations define their service areas
incorrectly, often defining them larger than they should. In this e-book,
we will discuss best practices and highlight the pros and cons of different
methods of defining a service area.

By definition, a service area is “who an organization serves.” Not
who they want to serve, but the geography they actually, currently serve.
This means whether you are a hospital, health system, independent
practice, or ancillary care provider, you have to consider market share

from the geography, it cannot be based solely on patient origin.

Let's get started by considering the various ways both acute- and

ancillary-care providers can define their service area.
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This service area approach simply lists patient origin by ZIP
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With the regional strategy, the facility defines a service area
as large as possible. A facility may define its PSA as 75% of its
inpatients (and/or outpatients) and its SSA as the next 15%, for

a total of 90% patient origin. This is the “no ZIP code left behind”
definition. This service area definition will most likely incorporate

a very large geographic area and ZIP
codes where the hospital has very low
market share. The service area below
demonstrates 90% patient origin.

A service area defined by 90% of patient
origin may result in a service area that
expands into who you would like to
serve, not who you actually serve. In
order to officially ‘serve’ a ZIP code, the
hospital needs to have some market
share there.

Two key areas where an overly large
service area can cause issues are
marketing and physician recruitment.
Marketing departments with limited
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5 Regional Approach

budget and staff struggle to make a meaningful
impact over such a large geography. The

large area also causes a lack of focus by your
physician liaisons, potentially leading to missed

opportunities with partner physicians close

to your facility. However, if a facility is looking

at a regional outreach strategy or growing a

specialty service line, a larger service area may

be appropriate. We have customers who utilize a

“growth” or “expansion” service area, indicating

areas they don't currently serve or serve only

slightly but would like to design strategies to

expand into the geography.
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Stark Service Area

Stark regulations relative to physician recruitment and payments define a
hospital's geographic service area as the lowest number of contiguous
ZIP codes from which the hospital draws 75% of its inpatients. Some
hospitals prefer to define their service area in this manner, essentially
killing two birds with one stone - the service area for marketing and

strategic planning matches the physician recruitment service area.

However, what is ideal for physician recruiting may
not be ideal for service line growth and development.

HOSPITAL
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5 Stark Service Area

Stark Service Area If 50% of cardiology patients come from two
B =] mietusia o\ T\ ZIP codes, but 10 ZIP codes make up 75% of

k‘iﬁmt e patients in contiguous ZIP codes, cardiology

: development loses geographic focus. In

Jaminglz Co
32779) 32750

N N addition, there is a large hole in our service

32707,
32701

32712,

32792 \ .
o) m;ézszaH Fioricaitiospial) (L) . 7 VI area southwest of the hospital. Our market
pHgmends S oy s Ll S share there is significant even if it isn't included
: J 7 32822, 22833 S ] . . . . .
- 350 G = in the top 75% patient origin. We still may want
CO. \ :‘ ' & \ 32832} ! . . .
P% " 3 Y ( P to have a marketing or planning effort aimed at
cix T Vo e 34743 \:H .
i this geography.
H 98 h"” A 2 | oA
= N, 33897/ WP \ . \ dsceola Co. ) . . .
o : T The Stark defined service area for a hospital is
\ Polk Co,.4
%:Lw "‘ BULE= . .
Pinetorouan CO\emn 1 ) T an easy solution, as you should already have

A

these defined. But be careful when using tools

Stark Service Area

b = i
i BN o | oo P - N . . .
Bl star Service Area |ERACE R BRI Bl T M ] out of convenience over selecting the right tool

0 10 20 40 Miles

L 1 | I | 1 I | | for theJOb.

STRATASAN.COM J) 1



Stratasan's ZIP Code Recommendation



'.I -I-I-I-I-I-I-ILj -

OO0
Uﬂﬂﬂﬂﬂﬂggﬁ

Stratasan's ZIP Code Reccomendation

When using ZIP codes, we prefer a more focused PSA representing around
50% patient origin with an SSA for the next 25% of patients. If a growth
service area is warranted, then the next 15% of patients is sufficient. Sounds
simple, right? As football analyst says, “not so fast my friend.” The
percentages are science—now, let's move on to the art.

The service area below demonstrates a more deliberate, thoughtful service area.
The PSA represents 53% of patient origin while the SSA represents 27% patient
origin. Not only did we look at patient origin, but we also examined the market
share of each ZIP code. The market share of the PSA is 75% and the market share
of the SSA is 27.7%. Marketers, planners, and physician relations staff have a

much more meaningful geography in which to focus their efforts.

Reducing your definition to 50% and 75% increases
your ability to know your patient base and to
focus on geographies you actually serve.
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When selecting ZIP codes for a PSA
and SSA as defined above, gather
four pieces of information:

1. Patient origin by ZIP code

2. Market share of top 85% of
patient origin ZIP codes
(if available)

3. Population by ZIP code
4. The physical location of the ZIP

code on a map

Select ZIP codes for the PSA
representing approximately 50%
of patient origin (blue area above),

where the facility has higher market

Stratasan's ZIP Code Reccomendation
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share, and that make sense geographically. Select ZIP codes for the SSA that represent approximately the next 25% of

patient origin, where the facility has decent market share, and that make sense geographically.

What does “make sense geographically” mean? Essentially, it means eliminating ZIP codes on an “island” away from the

rest of service area or adding “holes” back in to fill in gaps inside the newly defined service area. There were examples of

holes and islands in the previous service area examples.

"
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5 Going Beyond ZIP Codes: Market Service Area

...But that is not the end of the story. When Winter Haven — Market Service Area
address-level patient data is available, a custom

polygon shape file built from your geo-coded
patient data can serve as the best solution for
marketing, planning, and physician relations.

Building a custom market service area based on
your patient data tells the most accurate story of

your service area. The service area above is based

Lake Wales MC

on an algorithm between the hospital location and
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Wales

the actual geocoded addresses of their current

patients. ZIP codes were built to deliver mail. They N _
have no real influence on where a patient decides '\

to receive healthcare services (when they have a
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5 Going Beyond ZIP Codes: Market Service Area

Large populations are included in your service area by using standard geographic
boundaries like ZIP codes. Overlaying the market service area approach with the ZIP
code approach helps you visualize the difference. There is a large ZIP code included in
this hospital’s service area, but they really only serve the northeastern portion of the

ZIP, so that's where the focus should be. ,: —
Tighter Area + Market Share + Population —_
s o
Using a tighter service area is a great first step to improving your service - O ~
area definitions. But many times this is not the end of your journey. °, =\ *
Adding a quick study of market share and population by &

ZIP code keeps a facility from “majoring in the

minors”, or focusing too many efforts on

the wrong ZIP codes.
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Going Beyond ZIP Codes: Market Service Area

As a fictitious example demonstrated in the chart below, Brentwood Medical Center facility gets a mere 3.8% market

share of ZIP code 67891 (highlighted in green). The other ZIP codes in the primary service area warrant more attention

because they already have better traction, but now there is opportunity to grow. One could argue that if a facility only

gets 4% of a market, then it's NOT your service area. You may WANT it to be your service area, but it isn’t. In ZIP 87654

(highlighted in blue), our facility gets 27% market share. However, there are only 2,400 people in the ZIP code. In this case,

I'd recommend focusing on another ZIP code with more population first. In fact, I'd argue for focusing on two ZIP codes

highlighted in yellow first, then the remaining list in the PSA, other than 67891.

Cumulative = Market
ZIP ZIP City County Patients % of Total % of Total Share Population
12345 TAnytown | Mine ) 2,000 | 36.3% | 36.3% | 59.1% | 35,000 ]
23456 | Anytown Mine 1,200 21.5% 57.8% 53.1% 37,000
34567 | Fish Mine 230 4.1% 61.9% 26.7% 9,000
45678 | Cool Washington 220 3.9% 65.8% 14.9% 21,000
56789 | Admiral Large 200 3.7% 69.5% 13.6% 26,000
67890 Neighbor Mine 190 3.4% 72.9% 3.8% 33,000
78901 | College Large 180 3.2% 76.1% 22.5% 15,000
o O o O O O o o o

89012 | Bow Large 170 3.1% 79.2% 5.3% 53,000
90123 | Fork River 150 2.7% 81.9% 30.5% 3,500
10234 | Neighbor Mine 90 1.6% 83.5% 0.0% 37,000
98765 Ohula Basket 80 1.4% 84.9% 10.6% 6,000
87654 | MountOly | Basket 60 1.1% 86.0% 26.9% 2,400
76543 | Girl River 50 1.0% 87.0% 4.6% 13,000
65432 | Big City Large 45 0.8% 87.8% 0.8% 71,000
54321 Rapid River 40 0.7% 88.5% 0.1% 6,000
43210 | Washingville | Washington 30 0.6% 89.1% 0.8% 38,000
32109 | Military Different 25 0.5% 89.6% 0.9% 25,000
21098 | Bloom Basket 20 0.5% 90.1% 1.5% 14,000
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Arriving at Your
Destination Definition

When you base the selection of
your primary and secondary service
areas on all four of these pieces

of information, the end result is
much more precise. Select ZIP
codes for the PSA that represent
approximately 50% of patient
origin, where the facility has high
market share, and that make

sense geographically. Select ZIP
codes for the SSA that represent
approximately the next 25% of
patient origin, where the facility has
decent market share, and that make
sense geographically.

18



\ / ‘
o" o (o) U
| -~
|

The Takeaway:
Conclusions and a Case Study



Case Study:
Memorial Hospital, Anytown, USA

Below, we will cover a case study demonstrating
the pros and cons of different service area
definitions focusing on competitor identification.

The Takeaway: Conclusions and a Case Study

NN\S
NAN\S
NN\S

s

This case study is based on a real hospital and
real service areas blinded to protect the innocent.

Anytown is a city of 33,000 located in Mine
County, population 159,000, 20 miles north
of a metropolitan city with population of

752,000. Below is a table of market share by hospital listed by the different service area definitions discussed in-depth in this

post. Eighteen ZIP codes represent 90% patient origin, 7 ZIP codes represent 75% patient origin (all contiguous ZIP codes with

significant market share) and 2 ZIP codes represent 50% patient origin. The 7 ZIP code area is essentially the primary service

area (PSA) and secondary service area (SSA) defined by PSA being 50% patient origin (the 2 ZIP code area referenced above)

and the SSA the next 25% of patient origin combined.

(o)

2011 Market Share __18ZIP Codes Rank 7ZIPCodes Rank 2ZIP Codes Rank
Memorial Hospital (your hospital) T 131%] 2 27.7% 56.9%
Neighbor Hospital 15.0% 22.0% | 2 47% 4
Large Medical Center in neighboring metro area 11.9% | 3 9.6%| 4 10.0% | 2
Community Medical Center (affiliate of Large Medical Center) 10.5% | 4 2.5% 3.9%
Nearby Town Medical Center 9.8% 10.4% | 3 74%| 3

STRATASAN.COM



The Takeaway: Conclusions and a Case Study

The table above demonstrates how the competitors change based on the definition of service area. Using two larger service
area definitions, the primary competitor is Neighbor Hospital. However, when only looking at the two ZIP codes that make up
50% of patient origin, Large Medical Center becomes the primary competitor. If market share by service line is available, look
at outmigration by service line to Large Medical Center. The only services out-migrating may be tertiary services Memorial

Hospital doesn't provide.

In that case, our focus would shift to Nearby Town Medical Center as our primary competition if they are seeing patients in
service lines where we offer the services. In the 7 ZIP service area, Neighbor Hospital is our primary competitor, followed by

Nearby Town Hospital.

\\ 1/
Also, notice the how the market share percentages change as the service area . ’g :ﬁ/,
changes. Using the 18 ZIP code definition, our hospital has a market share of 1 -
13.1%. When using the 7 ZIP code service area our market share is 27.7%. ( - @ = : .
Using the 2 ZIP code definition, our market share is 56.9%. | would P B
argue that the primary service area of our hospital is the 2 ZIP code L
definition. Those are the people we primarily serve. %
This case study demonstrates the importance of a thoughtful, ( —. @
deliberate service area definition. A well-defined service area y
assists with targeted marketing and physician business : //////
development. It also assists in understanding who your ===- w
true competitors are by service line. The service area - w
definition is both science and art involving the use of - B

analytics and judgment.
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member of the Society for Healthcare Strategy and
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the Customer Success team's performance, metrics,
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Customer Success.
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understanding of Stratasan’s GIS operations,
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Learn more about how we partner
with acute care and ancillary
providers to drive strategic growth.
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