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Almost all lenders require a Market Study as a condition of granting a loan.  Lenders require a market study to provide them with a degree of comfort that there is sufficient demand for the facility to repay the loan. Unfortunately few lenders, owners and operators understand the strengths and weaknesses inherent in the market study, which leads them to put, we believe, unwarranted faith in the findings. The purpose of this presentation is to provide the audience with a basic understanding of what market studies can and cannot do; the major components of a market study and the limitations of the market study.  This presentation uses Rock Cove as an example, but the information provided is generic to all market studies. 

Purposes of the Market Study

1. To assess the short term (>5 years) demand for assisted living within a given market

2. To provide an overview of the community in which the ALF will be located

3. To provide preliminary guidance for marketing the facility once it is operational

Five key components of a market study for assisted living

1. The identification of the geographical, social and cultural boundaries of the market area.

2. Enumeration of the households within the market area who need and can afford the proposed facility.

3. Examination of current and proposed facilities, within the market area, that will compete with the proposed facility.

4. Estimates, based upon 1 and 2 above, of the penetration rates needed to fill the facility or the estimated number of units marketable within the market area.

5. A qualitative assessment of the marketability of the facility given the current social, cultural and economic conditions of the market area.

Identifying the Market Area (Exhibit 1)

The market area for an assisted living can be either a geographic area or an interest group and it essentially defines the population from which the facility will attract most of its residents.

1. Most common market areas are the county, zip code(s), or a radius around the site.

2. Several factors need to be considered when defining a geographic area:

A. Natural boundaries – roads, rivers, mountains

B. Cultural or social differences

C. Political Boundaries

D. Transportation routes

3. In some cases it may not be a geographical area, e.g. retired sewer workers, the homeless or union members.

4. Where the area is not geographical the market must be defined in other ways, e.g. membership rosters, service agencies, special publications, etc.

Assessing the Market  (Exhibit 2)

Assessing the market requires the analyst to estimate the total number of eligible people or households who would likely move to the proposed facility.

1. 99 percent of market assessment data come from the U. S. Census through data analysis services, e.g. Claritas. 

2. Data on functional impairment (estimates of the level of need for assisted living services) generally come from national sample studies carried out by the National Center for Health Statistics. (NCHS)

3. When geography won’t work e.g. retired firefighters, traditional census methods will not work.

4. Other mechanisms can be used – Mail survey, Focus Groups, telephone surveys and/or community elites interviews. 

5. Market strength requires an estimate of the percentage of the total market who might choose assisted living.

6. Ideal facility size is based upon the results of the above steps filtered through experience and industry standards.

Shortcomings of Census Data

Census data, while, in most cases, the best population data available is not exact. A number of factors influence the accuracy of the data used in any given market analysis.

1. Error is present in all census data, but increases as you move away from the date of the census.

2. Census income data becomes increasingly less reliable as time passes and as market areas get smaller.

3. Reliance on households rather than individuals underestimates total market.

4. The market area chosen may increase error in census data.

5. Estimates of functional impairments are based upon national estimates and may not reflect conditions in an individual market.

6. Estimating market share requirements based upon past experience or industry standards may not apply to particular markets

Consequences of Census and NCHS Shortcomings

Over reliance on census and NCHS data can influence the decision making process in very unfortunate ways.

1. Inaccurate estimate of market weakens validity of analysis.

2. Invalid estimates might well result in a facility, which cannot easily fill up.

3. Recent evidence may indicate a decline in morbidity and disability rates that may effect long term prospects for facility.  Current census and/or health statistics data may not reflect changing attributes of the population.

Conclusion: Market Study Findings Must Be Used with Great Care.  The Market Study is but a Single Tool in the Decision Making Process and Must Not Be Relied Upon as the Final Arbiter.  


More important than the market study are:

1. Reputation and experience of owner and management.

2. Pricing.

3. Range of services available.

4. Amenities included in building. 

5. Site and Building esthetics.
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