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ABSTRACT 

This culminating project develops a marketing plan for a 

Community and Migrant Health Center in southern Colorado. The 

need for marketing plans for large multi-specialty group practices is 

becoming more and more evident. Increased competition for patients 

and the anticipated national and state health care reform suggests that 

the provision of physician services will continue to become more 

competitive in the future. 

Community and Migrant Health Centers have not traditionally 

had to compete for patients. They have occupied a special niche in 

most markets, they were created to provide services to the medically 

underserved, and they very often are the only provider of service that 

the poor can access. 

Valley-Wide Health Services, Inc. of Alamosa, Colorado is 

unique in the Community Health Center field. With a budget of over 

6.5 million dollars per year, it is one of the largest employers in the San 

Luis Valley. It is the second largest CHC in the state of Colorado and 

provides health care to over 16,000 individuals each year. 
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The purpose of the project is to develop a marketing plan to 

assist Valley-Wide in efforts to remain financially viable into what 

appears to be a potentially volatile future. The only competitor in the 

region is making a multimillion dollar investment in a new facility 

and technology. The state medicaid department is being mandated to 

force medicaid recipients into a managed care program. This group 

now represents over thirty per cent (30%) of Valley-Wide's cash each 

year. 

With state and national health plans being planned in the 

future, Valley-Wide must take actions that strategically protect its' 

current market share and provide continued growth. 

The plan that has been developed from this project has been 

implemented in part as of this date in 1994. The acceptance of a 

marketing plan into the business operations of the organization will 

assist in negotiation of the turbulent times that may lay ahead for all 

primary care health care providers. 

2 



VALLEY WIDE HEAL TH SERVICES, INC. 

F/Y 1992-1993 MARKETING PLAN DEVELOPMENT 

Jan C. Vest, B.S. 

A Culminating Project Presented to the Faculty of the 
Graduate School of Lindenwood College in Partial 

Fulfillment of the Requirements for the 
Degree of Master of Business Administration 

1994 



COMMITTEE IN CHARGE OF CANDIDACY: 

Assistant Professor Daniel W. Kemper, 
Chairperson and Adviser 

Professor Elizabeth Lemasters, Phd. 

Adjunct Assistant Professor Michael Wood 



TABLE OF CONTENTS 

List of Tables ........................................................................................................ .iv 

List of Illustrations ..................................... ......................................................... v 

Preface .................................................................................................................... vi 

I. Introduction . .. .. ... .. ... ... ... .. ... .. . .. .. . .. .. .... .... ... .. . . . . .. .. . .. ... ... ....... .. ... ......... 1 

Health Care Delivery and Marketing ....... ........... ............. .......... 1 

Community and Migrant Health Centers ....................... .......... 3 

Valley Wide Health Services, Inc. .. ............................................ 3 

Demographics of the San Luis Valley . ... .. . ... . .. ... . . . .. . . . .. . ... . . . .. . .. . 5 

Valley Wide PayerMix and Provider Profile ........................... 6 

Competition . ............ ....................... ............................... .. ... .......... .. 12 

Purpose of the Study ..................................................................... 12 

II. Literature Review .............. .............................................................. 14 

Problem Statement ............................................ .. ................................ 58 

III. Methods ............................................................................................ ......... 59 

Subjects ...................... ......... .. .................................................................. 59 

Instrument ........................................................................... .................. 60 

Materials ...... .. ....... .. ................................................................................ 60 

Procedure ................................................................................................ 67 

IV. Results ............................................. .. ................... ............ .. ......................... 68 

ii 



V. Discussion ................................................................................................... 7 4 

Summary ................................................................................................ 74 

Limitations .................................... ......................................................... 77 

Suggestions For Future Research ...................................................... 79 

Conclusion .............................................................................................. 80 

Appendix A .............................................................. ............................................ 82 

Appendix B ..... .. .................................................................................................... 83 

Works Cited ..................................... .. ..................... .......................... ........ ............ 110 

Vita Auctoris .................... ..... .... ..... ... .. .............................. .................................... 112 

iii 



List of Tables 

Table 1. Valley-Wide Operating Budgets ........ ... ........................................ 6 

Table 2. Clinic Provider Profile .................................................................... 8 

Table 3. Where The Health Care Dollars Go ........................................ ... 15 

Table 4. 1987 Employee Analysis ............... ............................................... .20 

Table 5. FTE Provider & Unduplicated Users ............ .......... ................... 27 

Table 6. Community and User Characteristics ....................................... 29 

Table 7. Market Share By Income .............................................................. 31 

Table 8. Market Share Estimate ............. ..................................................... 32 

Table 9. SLV Medical Group Profile .............. .. .......................................... 35 

Table 10. Clinic Budget Revenue ................................................................ .47 

Table 11. Primary Care Services By Location ............................................ 49 

iv 



List of Illustrations 

Figure 1. Fiscal Year Revenue Projections ............................................. .10 

Figure 2. Fiscal Year 92 Payer Mix .............................................................. 11 

Figure 3. Patient Revenue ........................................................................... 28 

V 



Preface 

It is impossible to not know that payments to health care 

providers in America are going to change. How it will change is yet to 

be determined. It does seem that the change will involve increased 

competition for patients, reduced payments for services, and some kind 

of managed care. The U.S. Congress began debate on a proposed 

National Health Care system in January of 1994. Some believe that the 

Republican party lost the White House because of the public's concern 

about growing health care costs. 

In Colorado, the Governor has had a feasibility study completed 

on a universal health care system for all the citizens of the state. The 

state medicaid office has applied for a wavier from the Federal 

government, which would make it possible for their office to contract 

for global fees for prenatal and delivery services. 

The movement for change is gaining strength every day and 

primary health care providers are scrambling every day to protect their 

control over their patients. 

These forces have made it necessary for group practices 
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to be prepared to change quickly in the way they do business. 

This is exactly the situation Valley-Wide Health Services, Inc., a 

Community and Migrant Health Center, finds itself in the isolated 

market of the San Luis Valley of southern Colorado. 

The time is now to begin preparation for a new and volatile 

reimbursement environment that all health care providers face in the 

future. This culminating project is designed to help Valley-Wide face 

the challenges of the future. 
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Chapter I 

INTRODUCTION 

Health Care Delivery and Marketing 

The need for goods or services creates demand in the 

marketplace. "Marketing is human activity directed at satisfying needs 

and wants through exchange processes" (Kotler 4). In most industries 

success is dependent on the acceptance by the public of the goods or 

services offered. Health care delivery is unique in this regard because it 

is proprietary. The market is at a disadvantage. Consumers cannot 

easily select a medical service provider based on price or service 

because they lack the knowledge necessary. Therefore the market is 

less adept at providing what competition provides in other industries. 

When the market provides wea.k competition, uncontrolled 

price increases may result. This is the case history of the health care 

market in America. The average health care expenditure as a 

percentage of the gross domestic product (GDP) in 1990 was 12.4% 

(Labate 27), as compared to 6% of GDP .in 1960 (Smith 19). 

The empowerment of health care providers endorsed by the 

Medicare system between 1965 and 1983 created an unregulated 

hospital based health care service. The Medicare program became a 

major payer for all hospitals. There was no negotiation on prices for 

services. Hospitals profiteered without notice. "The legislators naively 



thought that mere statutory language would guarantee that hospitals 

would bill for no more than the 'reasonable cost of services' . 

However, hospitals routinely raised rates without any influence by the 

payer, the U. S. government" (Glasser 203). 

In 1983, this unregulated environment became a system of fixed 

amount payments for each hospital admission. The payments are 

based on the diagnosis of the patient as part of a diagnosis-related group 

(DRG). The government set the price based on statistical research and 

formulas, without any negotiation with hospitals (Glaser 203). This 

system increases hospital responsibility for the costs of care. However, 

even with this restraint, cost increases continue. 

The cost of insurance premiums required to pay for the 

increasing expenditure for care has excluded 35 million people from 

health insurance. This situation and the tragedies that accompany it, 

are creating political movement to redesign and restructure the health 

care system. In this volatile environment, marketing will play an 

important role. The change anticipated in the reimbursement 

environment, (i.e., universal health care) will mean more competition 

between non-profit and for profit medical groups especially in rural 

areas. 

The subject of this study is a non-profit Community and Migrant 

Health Center located in a frontier setting in south.ern Colorado. 

Community Health Centers are funded by the federal government to 

provide care for the medically undersierved in urban and rural settings. 
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The position in the market place of these health care providers 

currently and in the future is uncertain. Although, the continued need 

for the services is well documented, the funding required to provide 

care is unsure. The federal money could potentially be redirected. 

Community and Migrant Health Centers 

In the late 1960's the "Neighbourhood Health Center 

Movement" (Jonas and Rosenberg 146) began. The Community Health 

Center (CHC) program developed from the Neighbourhood concept 

and was part of the "War on Poverty." 

The goal of a CHC is to provide comprehensive health care in a 

low-income community. Community participation in the operating of 

the facility (Starr 371) is encouraged. Today many CHC's in medically 

underserved areas provide services to both low-income patients and 

private-pay patients. Valley Wide Health Services, Inc., located in San 

Luis Valley of Southern Colorado, is a CHC that has flourished in the 

present reimbursement environment. However, the future may offer 

less security. 

Valley Wide Health Services, Inc. 

Valley Wide Health Services received federal funding 

first in 1976 as a Community and Migrant Health Center. It was not the 

designated grantee but was funded by the San Luis Valley HMO. The 
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San Luis Valley HMO is owned and operated by members of the San 

Luis Valley Medical Group. 

A conflict of interest was identified by the Public Health Service 

(PHS) in 1984 and as a consequence the CHC grant was made 

competitive and the Valley Wide community board decided to apply 

for the grant. 

The CHC grant was awarded to the organization in 1985 and the 

budget of the agency tripled the first year. Valley Wide grew from two 

physicians and an administrator to 8.33 FTE physicians and 9.3 FTE 

Physician's Assistants. Valley Wide now has 126 employees and an 

operating budget of 6 million dollars (Valley Wide Health Services 

Personnel Manual). To an organization of this size, changes in 

reimbursement will have a significant impact. 

Colorado Care, the State wide universal care program 

now being considered, may cause critical funding changes, since 

medicaid is over 25 % of Valley Wide's revenue; 40 % of the Valley 

Wide budget is the CHC grant. These funds may be at risk if there is a 

national or state health care system. The Colorado Care proposal 

eliminates medicaid and all federal grant monies may be directed to the 

state insurance plan. This would mean all providers would compete 

for patients who previously had received services at CHC's. At this 

point Valley Wide is the only provider of care for the medically 

indigent population in the San Luis Valley. However, if there is a 
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universal coverage program, the reimbursement will attract for profit 

medical groups and solo practitioners to this population. 

Valley Wide is well positioned geographically, with five 

medical clinics and one dental clinic in the six county region. These 

locations are important when considering the demographics of the 

region and the ability to compete. 

Demographics of the San Luis Valley 

Valley Wide Health Services provides primary medical 

care to six counties in southern Colorado; dental services are also 

provided. The area of the region is 8,188 square miles. It is very 

isolated geographically and the winter weather adds to the isolation 

with daily temperatures of 19-17 below zero. 

The population of the Valley in the 1990 census was 40,207, 

which represents a 6% increase from the 1980 census. In 1992 the 

unemployment rate was 10.4% compared to Colorado's 6%, the total 

labor force was 20,851 (Dept. of Labor, 1992). 

The valley has high levels of poverty. In 1992 there was 11,057 of 

a population of 40,207 or (27.5%) living at or below the poverty level. 

The per capita income level ranges from $11,058 in Mineral County 

(population of 558) to $6,664 in Conejos County (population of 7,453) 

(Dept. of Labor, 1992). There continues to be a diversity of ethnic 

groups, with Hispanics being the largest minority. 
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Valley Wide Payer Mix and Provider Profile 

After adjustments the projected income of Valley Wide 

in the Fiscal 91/92 year was $4,803,539, which includes the $2,108,621 in 

Federal 329/330 grant monies. The FY 92/93 income projection is some 

$600,000 less due to three specialists leaving the practice (see Table 1). 

One Obstetrician-Gynecologist left the San Luis Valley this fall after 

finishing her loan repayment obligation to the National Health Service 

Corps. The other Obstetrician-Gynecologist left Valley Wide and went 

into private practice. A general surgeon left Valley Wide employment, 

but remains a contract CHC provider (Valley Wide Specialty Contracts). 

Table I 

Valley Wide Operating Budgets 
1991 Revenue Projections By Payer % of Revenue 

SLIDING SCALE 

BC/BS 

MEDICAID 

MEDICARE 

OTHER INS and 
SELF- PAY 
TOTAL $3,36.3 ,f,00 

1992 Revenue Projections By Payer 

Medicaid 

Medkare 

Self Pay 

$1,096,200 

$264,600 

$1,020,600 

$453,000 

$529,200 

$775,791 

$331,130 

$293,440 

6 

33% 

8% 

30% 

13% 

16% 

% of Revenue 
28.58% 

12.20% 

10.81 % 



Sliding Scale $759,175 27.97% 

Other Ins. $554,575 20.43% 

Total $2,714,111 

Source: 1991 and 1992 CHC Grant Application 

The medical mission of Valley Wide is primary care. 

The departure of the specialists was expected. In order to Replace the 

revenue and fullfill the need for more primary care physicians, an 

internist and a Family Practice physician were recruited and are in 

practice at this time. 

The Provider profile for Valley Wide Clinics indicates a staff that 

can increase the number of patient encounters. Only two providers 

meet current Medical Group Management Association (MGMA) 

standards associated with median charge generation for their specialty. 

The top producer generates about $400,000 a year in charges. These 

figures indicate there is real opportunity for comfortable growth within 

the practice. According to the MGMA Cost Survey: 1992 Report Based 

on 1991 Data, the median total net revenue per FTE Physician by 

Number of FTE Physicians for multi-specialty Groups was $366,274. 

This figure is the net figure for group practices with 10 FTEs or less. 

The total gross median charges was $404,352. Valley Wide has five 

physicians out of eight that are $100,00 or more below this median 

figure.MGMA Cost Survey 
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Table 2 

Clinic Provider Profile by Oink Site 
Valley Wide FfE Provider Profile 

Physicians Alamosa Antonito Center 

Family Practice 1.8 .7 1 

Internal Medicine 2.7 .1 

P.A.'s & N.P.'s 5.1 1 1.2 

Source:1992 CHC Grant Application 

As indicated in table 2, the Alamosa Clinic has the 

San Luis 

.1 

.6 

1 

largest provider staff. Alamosa generates seventy percent of all charges. 

The other sites are financially subsidized at this time. The Antonito 

and Center facilities do have potential to be profitable clinics. The San 

Luis site does not have that same potential due to the poverty and 

small population. 

Physician Assistants and Nurse Practitioners are an important 

part of the provider group. They are supervised by physicians. They 

are less expensive to support and provide excellent primary care 

services. The average salary of a mid-level provider at Valley Wide is 

$44,000 per year. The costs of supporting a mid-level practice are in the 

range of $75,000 to $100,000 per year depending on the seniority and 

practice location. Mid-level providers are budgeted to have 2,800 

patient encounters per year. With an average charge of $45 per 
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encounter this generates $126,000 per year in gross charges. Mid-levels 

are very cost effective in helping Valley Wide accomplish its mission. 

Payer Mix 

The payer mix projected for the 92/93 fiscal year 

indicates that medicaid will be the major payer and the sliding scale or 

CHC patients will be the second largest group. Medicaid is very 

important because of our Federally Qualified Health Center status. As 

a Federally Qualified Health Center, Valley Wide receives higher 

reimbursements for medicaid visits. Figures I and II provide the 

projected revenues by payer and the p ercentage of total charges. 
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Figure I 

1992/1993 Fiscal Year Budget Projections 
Valley Wide Health Services, Inc. 

Alamosa, Colorado 

FY 92 Revenue Projections By Third Party Reimbursement 
Valley Wide Health Services 

Source: 1992 CHC Grant Application 
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Figure II 

1992/ 1993 Fiscal Year Budget Projections 
Valley Wide Health Services, Inc. 

Alamosa, Colorado 

FY 92 Payer Mix of Projected Revenues 

20.43% Other 
Insurance 

27.97% Sliding 

Scale 

28.58% Medicaid 

12.20% Medicare 

Valley Wide Health Services, Inc. 
10.81% Self-Pay 

Source: 1993 CHC Grant Application 

Analysis of the payer mix will be part of the marke ting 

plan. The information accumulated will help determine the actions 

taken. 

Competition 

The main competitor for market share is the San Luis 

1 1 



Valley Medical Group. A multi-specialty group practice, they are 

planning to add an ambulatory clinic in the fall of 1993 and 

recruitment of physicians will be a very important part of their strategy. 

They provide primary and specialty care in Alamosa and Monte Vista. 

Purpose of the Study 

Valley Wide faces an uncertain reimbursement 

environment. Political pressure to change the health care system will 

have a critical effect on the financial viability of the organization. To 

be prepared, a marketing plan is essential. The goal of the plan will be 

to determine a financially viable direction to pursue. 

From market research, the study will identify different strategies 

to position Valley Wide for growth and profitability in the future. 

Because of unknown government action, it will be necessary to have 

several different options. The preventive services that are in place will 

play an important part in positioning Valley Wide for continued 

success. "Valley Wide has been recognized for creative approaches to 

the health care issues affecting the population. The Adolescent Health 

Program with the first rural school based clinics in the country has 

been modelled extensively. The perinatal program, First Care, has 

shown remarkable outcomes with the first few years of programming 

with lowered low-birth weight rates and earlier entry into prenatal care 

(Salazar 1992). In 1992 an adult day care and geriatric case management 
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program was created with special services for patients with 

Alzhiemer's disease. Preventive services are a recognized approach to 

reducing the cost of care and influencing behaviours of high risk 

populations. Valley Wide is differentiated in the market place by the 

comprehensive nature of the services it can provide. 
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Chapter II 

LITERATURE REVIEW 

Health Care Services, The Product 

A broad spectrum is included when discussing definitions of 

health care services. The definition may be less important than the 

purpose. H. David Banta points out on page 2 of his essay "What is 

Health Care?", the purpose of health care is to promote health. 

However, the health care system deals with disease. Medical practice is 

almost exclusively concerned with diagnosis and treatment of disease 

(Banta 12). The product definition for health care has two parts; 

prevention of disease and response to disease. 

The current focus on disease arose from the cult of Asklepios 

from ancient Greece, which focused on miracle cures. Christianity 

solidified disease in a preferential place; the idea of miracle cures 

persisted and does so today (Banta 13). The current health care system 

product in the United States has developed partly in response to this tie 

to miracle cures. Those who possessed theses cures soon had economic 

power, and continued to develop the product to create more wealth. 

The economic power that physicians and hospitals developed 

continues to influence the product history and development. The fact 

that modern medicine developed as part of the age of reason does not 

indicate that it is purely rational (Starr, Introduction ). "Our 
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conceptions of disease and responses to it unquestionably show the 

imprint of our particular culture, especially its individualist and 

activist therapeutic mentality. Yet, whatever its biases and probably 

because of them, modern science has succeeded in liberating humanity 

from much of the burden of disease" (Starr Introduction). 

"Liberation from the burden of disease" has created a great 

dependence of the population on physicians and the entire U. S. 

health care system (Starr 4). The outcome of this dependence and the 

product developed is a gigantic, expensive system of Health Care 

delivery in America. 

The Health Care expenditures in 1993 are estimated to be $940 

billion . In contrast, the Military Industrial Complex is estimated to be 

$290 billion. The expenditures according to Lee Smith of Fortune 

Magazine are allocated as follows in Table 3: 

Table 3 

Where The Health Care Dollars Go 1993 est. 

Hospitals 

Physicians 

Total: $939. 9 Billion 

Dentists and other professionals 

15 

$363.4 

$175.2 

$91.6 



Drugs and medical devices $86.8 

Nursing homes $76.0 

Administrative Costs $54.3 

Other (includes home care of elderly and $37.3 
disabled: school and industrial infirmaries) 

Public health programs $29.4 

Research (excluding corporations) $14.1 
Construction $11.8 

SOURCE: FORTUNE. Table from "THE COMING HEALTH CARE 
SHAKEOUT," by Lee Smith (1993): 73 

U.S. spending on Medical care has been expanding at an 

unimaginable rate since 1970 when it was $74 billion dollars and seven 

and three tenths % of the Gross National Product (GNP). In 1992 the 

projected expenditure on care was $809 billion dollars and 13.4% of the 

GNP (Fortune, March 93, 47). 

The miracle cure and disease aspect of the definition of the 

health care product has created an angry market. Consumers and 

politicians are pointing at two villains--costs that continue to climb and 

an insurance system that leaves 36 million Americans without 

insurance coverage (Fortune. March 93, 46). 

The Valley-Wide Product 

Valley-Wide Health Services ha5, six primary care Medical 
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clinics, one Dental Clinic, four preventive case management 

programs, a women and childrens' nutrition center, and an adult day 

care program. The Medical products of Valley-Wide are primary care 

for the entire family and obstetrics. 

Primary care is a concept that has roots that go back to the 

"Committee on the Cost of Medical Care in the 1930's " (Somers-Jonas, 

Rosenberg 153). Primary care are services provided by appropriately 

trained health professionals or teams. The team or an individual 

provide most of the preventive and curative care for families and 

individuals over a significant period of time, and coordinates any 

services that might be required. The primary care giver integrates and 

explains to families their overall health problems and gives attention 

to their psychological and social dimensions (Jonas and Rosenberg 153). 

Valley-Wide provides primary care services coordinated by three 

Internal Medicine specialists who provide adult medicine services and 

five Family Practice Physicians who also provide obstetrical services. 

Physician Assistants and Family Nurse Practitioners are also employed 

to provide outpatient care. These physician extenders are supervised 

by a physician and provide clinic care. Although their charts are 

reviewed every two days by the supervising physician, consultations 

with a physician are available daily. 

The preventive care programs that complete the primary care 

bundle of services differentiate Valley-Wide in the market area. When 

a patient is registered with Valley-Wide, access to the preventive and 
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case management programs is included at no extra charge. For 

example, the First Care program, a perinatal case management 

program, begins providing support and education as soon as a positive 

pregnancy test is recorded. This early intervention has helped to 

reduce the number of low-birth weight babies in our six county area. It 

also provides support after delivery. 

The Adolescent Program has health education programs in 

every school district in the San Luis Valley. The Adolescent Health 

Educators provide counselling and referral information to teenagers 

that are involved in high risk behaviours such as drinking and 

unprotected sex. 

The Women, Infant and Childrens' nutrition program (WIC) 

assists with nutrition information and training for new mothers. WIC 

case managers are available to see patients in each of the five medical 

clinics. 

Choices is the name of the geriatric case management program. 

This program helps geriatric patients and their families with difficult 

decisions that may occur in later life. The geriatric case manager works 

closely with the Internal Medicine physicians to help provide support 

and the linking of services for this population. Another geriatric 

program is Casa de Oro Adult Day Care, which provides day care to 

clients that need attention during the work day of a caregiver . 

The Health Promotion and Disease Prevention ( HP /DP) 

program works with communities in the market area to provide 

18 



healthy living programs and information. One of the most recent 

HP / DP programs has been the Tobacco Free stop smoking program and 

smoke free work place initiative. 

Product Development and History 

Valley-Wide first opened a clinic in Alamosa and Antonito in 

1976, with one National Health Service Corps physician and two NHSC 

mid-level practitioners. A Rural Health Initiative grant funded all 

operating expenses. In 1977, VWHS assumed operation of the San Luis 

Health Center and two NHSC physicians joined the medical staff 

(Valley-Wide Corporate History). By 1980 Valley-Wide was providing 

a significant amount of health care in Costilla, Conejos and Alamosa 

counties. 50 per cent of operating revenues were generated from 

patient services (Corporate History). 

In May of 1983 the management of a clinic in Saguache County 

was taken over by Valley-Wide Health Services, Inc. .. On July 1, 1984 

VWHS became a Public Health Service Community Health Center 

(CHC) grantee to provide a Migrant Health Program in the Valley. 

This included a clinic in Center, Colorado, which is also in Saguache 

County. The clinic in the city of Saguache was then closed. 

The staffing level in 1987 had increased considerably. Table 4 

describes an organization that started with three employees in 1976 and 

grew by 1987 to an employer of over fifty. 
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Table 4 

1987 Employee Analysis 

Medical Staff: 

Family Practice 3 

Internists 3 

General Surgeon 1 

Mid-Level Practitioners 3.8 

Other Health 

Counsellors 1 

Dental Hygienist .4 

Support Staff 40 

Source: Valley-Wide Corporate History 

The San Luis Valley HMO was a major contributor to the 

creation and growth of Valley-Wide. The HMO Community Health 

Center program reimbursed Valley-Wide for services provided to the 

medically indigent population. This program was funded by the Public 

Health Service through the Public Health Service CHC grant and was 

administered by the HMO. 

On July 1, 1985, the Public Health Service awarded VWHS the 

CHC grant for the San Luis Valley. The HMO reacted to this change by 

removing all Valley-Wide physicians from the HMO physician panel. 
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This action was designed to limit VWHS's ability to provide service to 

HMO patients. 

Valley-Wide continued to grow, despite the positioning actions 

of the HMO. In 1987 Valley-Wide provided services to over 9,000 San 

Luis Valley residents (Corporate History) 

As recently as August of 1993 the HMO had requested a meeting 

to discuss the return of Valley-Wide physicians to the HMO panel. If 

this occurs the citizens of the Valley will once again have the 

opportunity to see Valley-Wide physicians in a clinic in their home 

town, instead of having to travel long distances to Alamosa to the San 

Luis Valley Medical Group. 

Design Considerations 

The needs of the market population for health care services has 

driven VWHS's product design. This is apparent in the concept of 

multiple clinic locations. The services were initiated in the areas of 

greatest need in Alamosa, Antonito and San Luis. The greatest barrier 

to care has been, in the past and is today, the great distances that the 

population must travel to get to a health care provider. The dose to 

home product design concept led to a five clinic system of primary 

medical care and an open eye to opportunities to add new clinics when 

needed. 
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The Rio Grande Medical Center in Monte Vista, which opened 

in February of 1993, represents commitment to this concept. Another 

opportunity being investigated is in the Del Norte area. Most of the 

physicians have left the community in the last three months, and the 

small hospital is near dosing. Valley-Wide has been approached by 

community leaders to provide primary care services. 

Affordable health care service✓ the second product design 

characteristic, is driven by the need of the market population. A major 

barrier to health care access is the high level of poverty. Conejos and 

Costilla counties are two of the poorest counties in Colorado and the 

nation (Colorado Department of health data 1992). The San Luis Valley 

has 26.3% of the population living at or below poverty . The statistics 

escalate when poverty of children is measured, in Costilla county 50.3% 

of the children live at or below poverty and Saguache county reports 

42.7% (Saguache and Costilla Social Services Office, As cited in the 1993 

Public Health Service Federal Assistance Application). Unemployment 

in the region in 1992 was 10.08% compared to the Colorado rate of 5.9% 

(Colorado Department of Employment). 

The mission of VWHS, created by the community board of 

directors, drives the product design and is responsible for the multiple 

clinic sites. Income and family size are the basis of a sliding scale fee 

structure. This sliding fee schedule provides a competitive edge to 

VWHS for the self-pay market. It also meets the necessary criteria for 
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VWHS to remain the 330/329 CHC grant recipient in the San Luis 

Valley. 

Strengths and Weaknesses 

Strength and Weakness analysis is a usual part of product line 

analysis (Coddington and Moore 171). This analysis can lead to 

appropriate levels of effort to distinguish a service from competitors. 

The strengths of the Valley-Wide product are: 

1. the multiple clinic site strategy provides the customer with medical 

care close to home. 

2. the sliding scale fee schedule provides financial incentives to 

patients without insurance to choose a Valley-Wide clinic for services. 

3. the Valley-Wide position of accepting new patients provides open 

access to care. 

4. the Valley-Wide commitment to accept medicaid patients provides a 

growing pool of patients. 

5. the Federally Qualified Health Center status gives Valley-Wide an 

advantage in higher reimbursements for medicaid and medicare 

patients and a price advantage for these patients .. 

6. a medical staff that is committed to the mission of the organization 

and the population of the San Luis Valley. 

7. the relationship with the National Health Services Corps provides 

an advantage in recruiting physicians. 
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8. Physician Assistants and Nurse Practitioners are employed to 

provide clinic care at a lower cost than physicians. 

9. a strong executive team provides responsible financial, business, and 

medical leadership. 

Weaknesses Include: 

Weaknesses can be more dynamic than any opportunities created by 

strengths of an organization. A realistic assessment of weaknesses is 

always pertinent 

1. Valley-Wide is seen as the poor peoples clinic in some communities. 

2. Because of the loan repayment program through the National 

Health Service Corps there is physician turnover. 

3. A lower profit margin creates limitations in regard to building design 

and space in some clinics. 

4. Registered Nurses are not employed because of the labor cost. 

5. Our physicians are not allowed on the San Luis Valley HMO 

physician panel and this limits insurance patients from choosing 

Valley-Wide physicians for their care. 

6. Lack of Cash for investment in new plant and equipment. 

7. The public often perceives physician assistants and nurse 

practitioners as not providing as high a quality of care as physicians. 
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Differentiating Factors 

According to Michael Porter in his book Competitive 

Advantages: Creating and Sustaining Superior Performance, 

competitive advantage grows out of what value a firm creates for 

buyers. "There are two basic types of advantages, cost leadership and 

differentiation" (Coddington and Moore 64). 

Valley-Wide,a Community and Migrant Health Center, receives 

forty percent of its revenue from a grant from the Federal government. 

This difference creates both threats and opportunities. The 

competition often complains that the Federal funding provides an 

unfair advantage to VWHS. The Federal Grant only makes it possible 

to provide services to those who could not afford services without 

Valley-Wide's presence in the market. In the anticipated new 

reimbursement environment it is not clear how the federal grant 

funds will be administered. 

Valley-Wide provides primary care and obstetrics with four 

Family Practice Physicians who practice Obstetrics and three Internal 

Medicine Physicians. The competition has only three physicians who 

will deliver babies. Valley-Wide has clinics in the five largest 

communities in the market area; the competition has only two clinics. 

The competition provides sub-specialty care with Urology, Orthopedics, 

Ophthalmology, Pediatrics and Ear Nose and Throat specialties in their 
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practice. In construction they have a large outpatient clinic and surgery 

center. Valley-Wide is committed to primary care only. 

The outreach and case management services available to Valley­

Wide patients provide a significant difference in the value patients 

receive for their health care dollars. These support programs provide 

education, transportation, and advocacy services for all Valley-Wide 

patients. 

As a Community Health Center the services that are provided 

reflect the needs as assessed by the Board of Directors, Executive 

Director, Medical Director and Support Program Directors. The needs 

assessment done each year for the Federal grant has helped Valley­

Wide be sensitive to the dynamics of the population. Many of the 

management team are on other community boards and represent the 

interests of the organization throughout the area. 

As a Non-Profit Corporation Valley-Wide can provide services 

without requiring as large a profit margin as its competition. The 

revenue and expense structure must always provide adequate cash for 

investment in equipment, staff, and contingencies, but there can be 

some advantage in not having to answer to stock holders. 

The main difference between Valley-Wide and the competition 

is the Community Organization concept. The board of directors and 

the management team make decisions with the common good of the 

entire community being an important dynamic in the decision making 

process. 
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Sales History 

Health Care expenditures have been projected to increase every 

year for some time. A 1984 projection for physician services estimated 

expenditures of 135 billion dollars by 1995 (Coddington and Moore 290). 

Expenditure estimates for physicians in 1993 have already exceeded that 

figure, and are currently 175 billion dollars. The Valley-Wide sales 

history follows this trend of continuing increases in sales dollars. 

Valley-Wide has experienced an increase in revenue every year 

since 1988. Price increases have been a contributing factor, but a real 

increase in the number of users in the market is also evident from 

information described in Table 5. 

Table 5. 

FI'E Providers and Unduplicated Users 

Fiscal Year FTE Number of 
Prov iders 

Unduplicated 
users 

1967 FY 10.6 FTE 14155 
1986 FY 11. 6 FTE 15000 
1969 FY 15.06 FTE 15935 
1990 FY 15.45 FTE 15623 
1991 FY 16.56 FTE 16471 
1992 FY 16.95 FTE 16330 
1993 FY 17.69 FTE 16330 

Source: (Federal Grant Applications 1987-1993) 
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The revenue growth that accompanied the increase in users has 

been substantial. From 1989 to 1992 the net grew from one and three 

tenths million to two and seven tenths million dollars. This paralleled 

the growth of health care expenditures nationally. in this period. 

Figure 7 illustrates this rapid growth. 
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$1 ,000,000 
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1 

Figure 7 

Patient Revenue 

Net Patient Care Revenues 

2 3 

Source: (Valley Wide Financial Statements 1989-1992) 

4 

In the Fiscal Year 92/93 the revenues increased again to two and 

nine tenths million dollars. The number of users drives increases in 

revenue. The number of users has flattened since 1991. 
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Share of the Market 

Market Share is a percentage of total current demand (Keckley 

14). The methodology used to measure demand for this study involves 

two measures; The first of which is demographic. Because the market 

is relatively small in population, it is easy to asses this percentage of 

market share. The second measures market share dollars. This was 

selected to indicate how much return on investment might be expected 

by increasing market share. 

Our Federal Grant application requires a demographic analysis. 

Table 7 illustrates the community and user characteristics for the entire 

six county area. 

Table 6 

Community and User Characteristics 

Calendar Yr. Reported: 1991 BCRR No.: 080030 

Center Name: Valley-Wide Health Services, Inc. 

Address: 204 Carson A venue 
Alamosa, CO 81101 

BY RACE/ETHNICITY 

White (Excluding Hispanic) 
Black (Excluding Hispanic) 

29 

21,244 
81 

Community-Wide 
Data 
Total 
No. 

Users* 

Total 
No. 

8,492 
17 



Hispanic (All Races)** 
American Indian & Alaskan Native 
Asian/Pacific 
Other 

BY-INCOME 

At or Below Poverty Level 
1-150% Poverty 

151-200% Poverty 
Above 200% Poverty 

BY INSURANCE STATUS 

19.002 
285 
163 

78 

11,348 
7149 
6,046 

16,310 

{Assign each person to only one category of payor) 

Medicaid 6,413 
Medicare 5,515 
Other 22,552 
None 6 373 
BY SPECIAL POPULATION 

Migrant Farmworkers 2 700 
Seasonal Farmworkers 5,651 
Homeless 900 
HIV-Infected 19 
Substance Abusers 
Refugees 
Other (Elderly) 5,515 

7,633 
117 
48 
26 

8,067 
1894 
1,469 
4,900 

5,094 
2,156 
6,937 
2 143 

1446 
3,183 

65 
3 

32 

2,156 

* Last full 12 months for which you have complete information. 
,. ,. Please note that Hispanics are classified in this category 
regardless of race. 

Source:(1993 Valley-Wide Health Service, Inc. Application for Federal 
Assistance) 

The percentage of market share for each segment gives a picture that 
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can lead an observer to several different conclusions. 1f you look at the 

population by income and insurance status ,as in table 7, the following 

percentages of market share for each segment are clear. 

Table 7 

Market Share by Income 

Valley-Wide Market Share 

At or Below Poverty Level 

1-150% Poverty 

151-200% Poverty 

Above 200% Poverty 

Market Share By Insurance Status 

Medicaid 

Medicare 

Other 

None 

71% 

26% 

24% 

30% 

Valley-W de Market Share 

79% 

39% 

31% 

34% 

Source: (Valley-Wide Federal Assistance Application 1993) 

Translating Market Share into Dollars 

Estimates provide important information regarding growth 

potential and how an increase in market share might influence 

production capacity requirements. The estimates can also be used to 
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calculate return on investments made to acquire additional market 

share in each respective segment of the market. Table 7 is a Market 

Estimate Analysis that uses the Rand McNally Market Atlas of 1992 

Estimated Buying Power to arrive at a total health care market 

expenditure in the San Luis Valley. The Estimated Buying Index is 

gross personal income less personal taxes, and non-tax payments such 

as fines, fees and penalties. The analysis also uses 14% of GNP spent on 

health care (Smith, 1993) to calculate each county's expenditure on 

health care from the estimated buying power of each respective county. 

In a 1988 study published the in the American Hospital Association 

News, the Health Care Financing Administration (HCFA) estimated 

that 20% of all health care expenditures are for physicians services 

Table 8 uses this same assumption to estimate the total physician 

services market in the SL V. 

Table 8 

Market Share Estimation Analysis 

Estimated Buying Power 
Valley Wide Market Area 
Expenditures 
Alamosa County 
Conejos County 
Costilla County 
Mineral County 
Rio Grande County 
Saguache County 

Est. Buying Power Health Care 

$104,141,000 
$ 39,564,000 
$ 20,948,000 
$ 6,709,000 
$111,388,000 
$ 27,073,000 
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$ 5,538,960 
$ 2,932,720 
$ 939,260 
$15,594,320 
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Total Est. SLV Market Health Care Annual Expenditures 
Physician Services 20% of Health Care Expenditures 
Valley-Wide Market Share in Charges 
% Valley-Wide Market Share in Charges 

Each Physician Market Share % point is worth 

$43,375.220 
$ 8,675,044 
$ 4,463,247 
51% 

$86,750 

Each Valley Wide Patient Contributes and average $251 per year. 

Each 1 % of market share generates an estimated 346 patients. 

Each New Patient Generates an average 4.45 encounters per year. 

The estimated number of additional encounters per 1 % of market 
share is 1538 encounters per year. 

Source: (Rand McNally Market Atlas 1992, Valley-Wide 1992 Financial 
Statements) 

To check the reliability of the estimates in Table 8, the SLV 

Regional Medical Center annual revenues were researched. Paul 

Herman, CEO indicated that his hospital, the largest in the valley with 

70 beds, produced $24 million dollars of charges in 1992. This 

information, accompanied by the Valley-Wide Financial Statements, 

reveal that the method of estimating the total expenditures on health 

care services, as indicated above are reasonable. 

SLV Regional Medical Center revenue 1992 $24,000,000 

Valley Wide Health Patient Services revenue 1992 4,128,600 

Total of these two Health Care Providers $28,128,600 

33 



The other providers of service in the Valley are Conjeos County 

Hospital, which is a ten bed hospital✓ and the SL V Medical Group. 

Other services included in the health care expenditure estimate are 

nursing homes, durable medical equipment, and pharmacy services. 

The SLV Medical group has most of the remaining health care market 

share dollars. 

The Competition 

The competition for primary care customers in the San Luis 

Valley takes place between Valley-Wide Health Services, Inc, the San 

Luis Valley Medical Group, and several solo practitioners. The San 

Luis Valley Medical Group competes in major way with Valley-Wide 

Health Services. They have two clinic locations, the largest of which is 

located in Alamosa. They have begun construction of a large outpatient 

ambulatory clinic that will include outpatient surgery, reference lab, 

and x-ray. This is scheduled to open in February of 1994. Their second 

clinic site is in Monte Vista and has three physicians on staff. Table 9 

displays the staffing profile of San Luis Valley Medical Group. 
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Table 9 

SL V Medical Group Physician Profile 

Physician Specialty 

Family Practice 

Internal Medicine 

Pediatrics 

Urology 

Orthopaedic Surgery 

General Surgery 

Ophthalmology 

Psychiatry 

Source: (SLV Physician Directory) 

3 

3 

1 

1 

1 

1 

2 

1 

FTE 

The San Luis Valley Medical Group has recently lost two 

Obstetrician-Gynegologists and a Family Practice Physician and are 

actively recruiting to replace the lost positions. Basically, Valley-Wide 

competes against their Family Practice, Internal Medicine and 

Pediatrician for patients. Since they do not see the uninsured unless 

they can pay on the day of service, we compete for the medicare 

patients and patients who have insurance. Recently they approached 

us regarding an initiative which would allow the SL V HMO to contract 

with the state for all the medicaid patients in the area. Since Valley­

Wide receives a profitable reimbursement for these patients and has 
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almost 80% of these people as customers, this does not seem likely at 

this time. 

Competitor Strengths 

1. A well respected medical staff 

2. Financial strength and the flexibility that comes with cash. 

3. They are positioned as not the poor peoples clinic. 

4. They are seen as private business men instead of a 

government supported business. 

5. New facilities will be open in February of 1994 

6. The new facilities will create new revenue opportunities for 

them in outpatient surgery, lab and X-ray. 

Competitor Weaknesses 

1. They have lost three primary care physicians in the last five 

months. 

2. They have started competing with the SLV Regional Medical 

Center and appear to be in medicine only for the money, at the 

expense of the only viable hospital in the Market. 

3. The have a conflict of interest with SL V HMO because they 

are the only physician group associated with them and their 

fees are very high. 

4. They have signed up to care for patients through their SLV 
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