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Introduction 
 
In this report, Chi Solutions, Inc. (Chi) presents observations on key findings from its latest 
annual laboratory outreach surveys and a special survey of twenty very large outreach 
programs.  The analysis focuses on the strategic implications of findings.  There are positive 
findings showing a substantial portion of programs performing well; however, there are a 
number that appear to be under-performing and perhaps at risk of survival in the future.  The 
purpose of this analysis is to provide those responsible for laboratory outreach programs with 
feedback on key elements of the business:  how successful programs are doing; what strengths 
they possess; for the programs with insufficiencies, what weaknesses exist, and what actions 
may be warranted for success.  Further, the data and observations herein should be helpful in 
gaining better support for a laboratory outreach program from hospital or system leadership. 
 
Note:  While this report draws primarily on the most recent Chi survey data, in some instances 
different years’ survey results are presented.  Survey questions are often different from year to 
year, requiring aggregating information from different surveys or sources for certain topics.  The 
reader can be assured that the use of data from different surveys has been done simply to pull 
together relevant information to the topic discussed.  The integrity of the conclusion is clearly 
observed. 

 
 

Executive Summary 
 
Favorable Developments: 

 Laboratory outreach programs are based in either multiple-hospital core laboratories or 
single hospital laboratories.  Management interest in laboratory outreach and access to 
market opportunity are the critical elements. 

 There has been improvement in the percentage of respondents indicating they have 
ineffective IS connectivity to physician offices (27% now vs. a previous 31%). 

 The average and median size of an outreach program has grown significantly from the 
2008-2010 period:  the median grew from $4.4 million to $12.8 million, and the average from 
$10.6 million to $24.9 million. 

 Profitability comparisons with Quest Diagnostics and LabCorp are favorable.  On a 
contribution margin basis, laboratory outreach in hospital laboratories has a median of 15% 
and an average of 23.5%.  Quest Diagnostics has 7.5%, and LabCorp has 8.5% net profit 
margin after tax.  One explanation is that many (not all) laboratory outreach programs have 
average net revenue that is 35% higher than experienced by Quest Diagnostics and 
LabCorp. 

 There is movement to better laboratory outreach billing.  For example, 12% of respondents 
are now contracting to an outside billing service.  Also, 32% of respondents are using 
laboratory-specific billing software (compared to 17% last year). 

 Bad debt rate is unfavorable, and the DSO is comparable to that experienced by Quest 
Diagnostics and LabCorp. 

 About 10% of respondents indicate they are open to either selling their outreach program or 
partnering to better the program’s performance. 

 53% of respondents have freestanding PSCs, and 43% have in-office phlebotomists.   
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Unfavorable Findings: 

 Only 57% have full-time sales representatives.  Growing sales meaningfully requires 
sufficient numbers of focused salespeople to meet the market opportunity. 

 Lack of dedicated sales staff is considered a weakness by 27% of the respondents. 

 30% of respondents could not list customer service as a strength of their programs. 

 55% of respondents could not claim connectivity to physician office EMRs as a strength. 

 The average net revenue per test trend is problematic.  In 2015, the level is 13% lower than 
experienced in 2007. 

 Only 26% of respondents get a periodic outreach profitability report. 

 About 60% to 70% of respondents declared they have or would soon have key connectivity 
to client EMRs, but the worry is about the remaining 30% to 40%.  Where do they stand, and 
will they survive without this necessary capability? 

 Only 28% of respondents have an incentive compensation program for their sales 
representatives. 

 59% of respondents are not using or even planning to use a customer relationship 
management tool. 

 New sales growth is a disappointment because 57% of respondents indicate that the 
average net new sales per month per representative is $2,000 or less.  These types of 
programs may be considered “dead in the water” because they are not growing and thereby 
could be considered vulnerable to cost reduction pressures. 

 
In short, there are facets of respondent programs that are laudable, but there are many 
programs that appear not to be managed with a serious view toward success.  It is Chi’s desire 
this analysis will assist these programs with moving toward a better future. 
 
 

Type of Laboratory Outreach Program 
 
Increasingly, size matters in today’s emerging laboratory marketplace.  With demands for more 
and more cost reduction in the face of substantial cuts in procedure payments, laboratories with 
outreach programs must have higher test volumes and smarter structures to improve survivability.   
Chi has conducted an annual laboratory outreach survey since 2001.  Using the 2001-2010 period 
as a baseline, it is interesting to see the change in the survey participation by type of program.  
Table 1 below reveals an important shift in anticipation of the industry’s new realities. 
 

Table 1:  Type of Laboratory Outreach Program 

Program Type 
% of 2016 

Respondents1 
2001-2010 
Average2 

Multiple Hospital Core Lab-Based 

Single Hospital Lab-Based 

Independent Lab–Hospital-Owned 

43%3 

41% 

16% 

17% 

78% 

5% 

1Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 
2Outreach Survey Trends, Chi Solutions, Inc., January 2012. 
387% of Multiple Hospital Core-Lab-Based are in a hospital location. 

 
From the above table, one can see that the prevalence of multiple hospital core laboratory-
based outreach programs has increased more than two-fold, while the single hospital 
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laboratory-based outreach programs have been reduced 47%. This finding makes sense 
because health care systems are growing the number of owned or affiliated hospitals and 
physician practices, which can result in rationalizing the system’s laboratory structure.  It is 
reported that the numbers of community (non-government not-for-profit and for-profit) hospitals 
in multi-hospital systems increased from 53%1  in 2003 to 79% in 2015.2  As can be seen, the 
prevalence of the independent laboratory–hospital-owned type of program has increased from 
5% to 12%, would lead to the belief by more health systems and hospitals that the legal and 
organizational structuring of the laboratory and its outreach program is important for better 
overall performance. 
 
 

Key Characteristics of Outreach Programs  
 
Basic patient access and physician office support are two key offering requirements for winning 
and holding business. Therefore, it is not surprising to see a majority of respondent programs 
offer patient service centers (draw stations) and in-office phlebotomists (Table 2). 
 

Table 2:  Key Characteristics of Outreach Program1 

Characteristic 
% of 2016 

Respondents 
Average 
Number 

Median 
Number 

Have Freestanding PSCs 

Have In-Office Phlebotomists 

Have Full-Time Sales Reps 

Have Full-Time Field Service Reps 

54% 

44% 

57% 

25% 

11.0 

18.0 

3.5 

3.0 

7.0 

3.5 

1.5 

2.0 

1Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 

 
54% of respondents have freestanding patient service centers (PSCs), and they average eleven 
PSCs with a median of seven PSCs. 
 
The deployment of in-office phlebotomists is a key value-added component used by most large, 
successful programs (except in a few states where they are prohibited).  44% of the 
respondents use this offering; those that use it average 18 in-office phlebotomists, with the 
median at just 4.  In a special study of very large laboratory outreach programs ($54 million to 
$65 million), 65% have in-office phlebotomists, about one per $2.2 million in the program’s 
overall revenue. In mature markets, this approach is key to winning new accounts and 
maintaining accounts. Some competitors have their phlebotomists sign non-compete 
agreements so that a competing laboratory cannot offer more earnings to the phlebotomist.   
 
One approach that has been successful in growing market share for some laboratories is how 
they sell a prospect that has a competitor-placed phlebotomist that has a non-compete with that 
laboratory.  For instance, they offer to place that phlebotomist in another of their locations for 
the six-month non-compete time period and then return them to the office (many offices are very 
supportive of the present laboratory’s phlebotomist). Practices often prefer laboratory-provided 

                                                 

 
1Paul Keckley, “‘Go Big or Get Out’ No Sure Bet,” Pulse Weekly, September 14, 2014, http://www.naviganthrp.com 

/go-big-get-sure-bet-2/. 
2American Hospital Association (AHA), “Fast Facts on US Hospitals,” January 7, 2016, http://www.aha.org 

/research/rc/stat-studies/fast-facts.shtml.  

http://www.naviganthrp.com/go-big-get-sure-bet-2/
http://www.naviganthrp.com/go-big-get-sure-bet-2/
http://www.aha.org/research/rc/stat-studies/fast-facts.shtml
http://www.aha.org/research/rc/stat-studies/fast-facts.shtml
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in-office phlebotomists because it helps ensure patient compliance with doctor’s orders, 
accurate ordering of tests, an efficient phlebotomy procedure, and better patient satisfaction as 
a result.  Failure to have in-office phlebotomy service greatly reduces the opportunity to win new 
accounts and puts existing business at risk (unless the outreach program is restricted to 
employed practices). 
 
Table 2 also shows the use of full-time sales and field service representatives.  Just over half of 
the respondents have these full-time employees.  Again, it is surprising that the prevalence of 
service representatives is so low.  As time passes and the competitive climate turns even more 
unfavorable, without service representative positions in place, the base business will be at 
greater risk of loss and new business even more difficult to win. 
 
 

Key Outreach Program Strengths  
 
Turnaround time has always been at the top of the respondent list of program strengths.  The 
74%, while down from the 2001-2010 study period, still shows that respondents consider this 
attribute their primary strength.  Although not measured in the base comparative period, strong 
customer service was viewed as a strength for 70% of the respondents in 2016. 
 

Table 3:  Key Outreach Program Strengths1 

Strengths 
% of 2016 

Respondents 

Base 
Comparison 
2001-20102 

Turnaround Time 

Strong Customer Service 

Being Local 

Excellent Quality Reputation 

Pathologist Services and Reputation 

74% 

70% 

64% 

68% 

51% 

84% 

60% 

- 

60% 

50% 

1Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 
2Outreach Survey Trends, Chi Solutions, Inc., January 2012. 

 
Pathologist services and reputation are of similar importance now compared to the previous 
decade, coming in at 51% vs. 47% to 62% in the 2001-2010 period.  Pathologists are 
considered intrinsic to the laboratory outreach program.  With the availability of newer and more 
complex tests, proper utilization and interpretation elevates the importance of pathologists.  The 
key is turnaround time, strong customer service, being local, and having a good quality 
reputation. 
 
Connectivity to physician office EMRs and practice management systems garnered a 
surprisingly low positive response of just 45% of the respondents (compared to 51% in 2010).  
Connectivity is only step one in the information system requirements for the future.  This was 
not a good omen for more than half of laboratory outreach programs.  Failure to develop full 
connectivity including direct EMR interfaces limits laboratories to smaller, less sophisticated and 
lower margin physician practices allowing the national laboratories to capture or maintain the 
best business in the large group practices.  With the current environment of health systems 
acquiring physician practices, 46% of respondents admitted that these new practices were an 
important reason for their outreach business growth. 
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Key Outreach Program Weaknesses  
 
Table 4 shows some of the key laboratory outreach weaknesses reported by 2016 survey 
respondents.  For example, about 22% of respondents indicated hospital pricing is too high in 
the 2004-2010 period, but that has now grown to 37% of respondents.  This is critical because 
laboratory outreach programs often suffer under cost reduction campaigns, thus reducing the 
competitiveness of the programs.  Strategically, this undercuts the program’s survivability.  
 

Table 4:  Key Outreach Program Weaknesses1 

Weaknesses 
% of 2016 

Respondents 

Base 
Comparison 
2004-20102 

Insurance Contract Exclusion 

Hospital Pricing is Too High 

Ineffective IS Connectivity to Physician Offices 

No Dedicated Sales Staff 

Pricing Inflexibility 

Billing and Collections 

49% 

37% 

27% 

27% 

20% 

18% 

- 

22% 

50% 

34% 

24% 

39% 

1Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 
2Outreach Survey Trends, Chi Solutions, Inc., January 2012. 

 
It is interesting to note that in the 2004-2010 period an average 50% of respondents indicated 
their connectivity to physician offices was ineffective.  In the 2016 study, that ratio improved to 
27% but is still too high for the coming competitive and reimbursement storm. 
 
Compared to 2004-2010, two other common weaknesses showed improvement.  Billing and 
collections previously posted an average of 39% but is currently at 18%.  Similarly, no dedicated 
sales staff ran at a 34% average but is currently at 27%, a modest improvement.  Billing and 
collections is a critical function because of the increased insurance plan use of high deductibles 
and stricter rules for out-of-network providers (often very low payments or additional 
reimbursement challenges).  With regards to sales capability, as discussed above, outreach 
programs in the future will need great field sales and service capabilities.  Winning and holding 
business will take a concerted effort by skilled representatives. 
 
Many of the laboratory outreach weaknesses may be due to outreach not being considered and 
treated as an organizational priority.  Chi Executive Kathy Murphy, PhD, had this to say, “The 
laboratory depends on many different hospital departments for outreach to flourish:  managed 
care for access to payer contracts, finance for competitive pricing and management reports, 
billing for maximizing collections, legal for contract review, information technology for physician 
office connectivity and interfaces to electronic medical records, and human resources for hiring 
staff.  The whole is only as strong as its weakest link.”3 
 
 

                                                 

 
3Kathy Murphy, “5 Things Hospital Executives Do That (Inadvertently) Kill Laboratory Outreach,” Chi Solutions, Inc. newsletter 

article, December 2013, http://www.chisolutionsinc.com/wp-content/uploads/2015/01/ 2013_12_Five-Things-that-Kill-Lab-
Outreach_Newsletter-Article.pdf. 

http://www.chisolutionsinc.com/wp-content/uploads/2015/01/2013_12_Five-Things-that-Kill-Lab-Outreach_Newsletter-Article.pdf
http://www.chisolutionsinc.com/wp-content/uploads/2015/01/2013_12_Five-Things-that-Kill-Lab-Outreach_Newsletter-Article.pdf
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Market Share Experience  
 
As Table 5 illustrates, 54% to 63% of the respondents have been holding the same market 
share against both Quest Diagnostics and LabCorp.  However, 8% to 14% of respondents 
admitted losing market share (compared to the base period 13%), and 29% to 32% believed 
they were gaining market share (compared to 28% in the base period).  In short, an extra 1% to 
4% of the respondents are gaining market share against the two big laboratory companies, 
compared to the base period of 2001-2010. 
 

Table 5:  Market Share Experience1 

 

% of 2016 Respondents 
Base 

Comparison 
2001-20102 

Vs. Quest 
Diagnostics 

Vs. 
LabCorp 

Vs. Key 
Local Lab 

Holding Market Share 

Losing Market Share 

Gaining Market Share 

63% 

8% 

29% 

54% 

14% 

32% 

58% 

15% 

27% 

59% 

13% 

28% 

1Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 
2Outreach Survey Trends, Chi Solutions, Inc., January 2012. 
 

In its 2012 10-K, Quest Diagnostics estimated that the hospital outreach segment represented 
approximately 22% of the entire industry and approximately 35% of the hospital segment. 

 
Figure 1:  Lab Revenue by Facility Type ‒ 2012 

 

Source:  G2 Intelligence & Truven Health Analytics. 
Reprinted with permission from Haverford Healthcare Advisors. 

 
On October 14, 2015, at the Lab Institute conference in Washington, DC, the Quest Diagnostics 
CEO indicated that the total revenue for the clinical laboratory industry was $75 billion.  After 
deducting $29 billion in hospital inpatient and outpatient activity, that leaves $46 billion for 
independent laboratories, hospital laboratory outreach, and physician office laboratories.  

Outreach
22.0%

Other
1.0%

Independent
33%

POL
2.9%

Inpatient & 
Outpatient 

41.1% 

 

Hospital 
63.1% 
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Hospital outreach represents 35% of this total, or $16 billion, generally equaling the total 
revenues for both Quest Diagnostics and LabCorp combined (before LabCorp’s acquisition of 
Covance). 
 
Quest Diagnostics has recently made the following comments: 

 “We believe that hospital outreach has been increasing share in the last few years.” (Quest 
Diagnostics’ 2014 Form 10-K, page 11); and 

 “Hospitals can have greater leverage with health insurers than do commercial clinical 
laboratories particularly hospitals that have a significant market share.”  (Quest Diagnostics’ 
2014 Form 10-K, page 14). 

 
 

Annualized Outreach Net Revenue  
 
Compared to the 2001-2010 base period for Chi’s outreach study, net revenue growth has been 
substantial for laboratory outreach programs.  The study’s median grew from $4.4 million to 
$12.8 million, and the average grew from $10.6 million to $24.9 million.  It is important to note 
that there are differences in the respondents in the base period compared to the current study, 
but the results are a clear indication that programs are getting much larger.  That outcome is 
favorable from a strategic standpoint.  As mentioned at the outset of this report, size is 
increasingly important to survivability.  
 

Table 6:  Annual Outreach Net Revenue1 

 

2016 
Study 

Base 
Comparison 
2001-20102 

Median 

Average 

$12.8 million 

$24.9 million 

$4.4 million 

$10.6 million 

1Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 
2Outreach Survey Trends, Chi Solutions, Inc., January 2012. 

 
 

Outreach Test Volume 
 
Study findings included defining the portion of total test volumes attributed to hospital laboratory 
outreach.  As Table 7 shows, the median proportion is 28%, and the average is 33%.  
 

Table 7:  Outreach to Total Test Volume (Annual)1 

 

Outreach Test 
Volume % Outreach 

Median 

Average 

350,000 

1,216,000 

28% 

33% 

1Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 

 



 

Page | 8 
©2016 Chi Solutions, Inc. Proprietary and Confidential.  

 

Strategic Implications of Chi Laboratory 
Outreach Survey Findings 

Net Revenue Per Test and Per Requisition  
 
This finding shows that hospital laboratory outreach pricing is notably higher than Quest 
Diagnostics and LabCorp.  
 

Table 8:  Net Revenue Per Test and Per Requisition 

 

2016 
Study1 

Quest Diagnostics 
and LabCorp 

Net Revenue Per Test  
Average $18.47 

$14.53 (Quest)2 
$14.90 (LabCorp)2 

Net Revenue Per Requisition 
Average 

$47.30 
$43.60 (Quest)2 

$44.72 (LabCorp)2 

1Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 
2Laboratory Economics, Vol 11, No 2, February 2016 and Vol 11, No 3, March 2016. 

 
As Table 8 indicates, Quest Diagnostics and LabCorp average net revenue per test is about 
20% lower than what is experienced by this study’s laboratory outreach respondents.  Net 
revenue per requisition is 7% lower for the big laboratories.  This finding helps explain why the 
American Clinical Laboratory Association, dominated by the big laboratories, is lobbying in 
hopes that hospital laboratory outreach program payments will be included in the payment 
history to be submitted to CMS for analysis preparatory to the release of the 2017 CLFS. 
 
Note:  Not all laboratory outreach programs have high reimbursement rates per test or 
requisition.  In a study focused on very large hospital outreach programs ($54 million to $65 
million in size), the median net revenue per test was $15.83; just 9% higher than the two big 
laboratories.  
 
Chi has conducted analyses that show hospital laboratory outreach pricing notably higher than 
commercial laboratory levels.  This creates a disincentive for patients when their co-pay and 
deductible causes an out-of-pocket expense of sometimes three times that of a commercial 
laboratory company.  The 2017 Medicare fee schedule will likely influence a correction in the 
patient disadvantage when using a laboratory outreach program.  
 
“There is no rationale for charging hospital pricing for community-based testing,” Chi Executive 
Kathy Murphy, PhD, has stated.  “This type of testing does not require rapid turnaround time or 
special handling as is often the case with acutely ill patients…a lab outreach program, changing 
to an independent laboratory fee schedule] may be able to capture market share, sustain a 
higher base of business, and position the laboratory for the future before non-patient fees are 
regulated further.”4   
 
We believe that hospital and independent laboratory fee schedules are likely to normalize over 
the next few years as discussed below. 
 
 

                                                 

 
4Kathy Murphy, “Healthcare Reform and the Lab:  New Strategies to Resolve Pressing Problems” (presentation, Executive War 

College, New Orleans, LA, April 30, 2014). 
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PAMA Impact on Hospital Laboratory Outreach Revenue 
 
There has been great concern about the implications of the recently-enacted Protecting Access 
to Medicare Act (PAMA).  Chi has studied this legislation and the CMS proposed regulations on 
the private payer rates that will be collected and analyzed for a revised Medicare Clinical 
Laboratory Fee Schedule (CLFS) to go into effect January 1, 2018.  This Chi study analyzed 
CMS’s estimates for savings during the first four years.  The following table presents this 
conclusion and compares it to a similar conclusion by Laboratory Economics. 
 

Table 9:  PAMA Impact on CLFS 

Time Period Chi Analysis* 

Laboratory 
Economics** 

Year 1 6.4%5 6.4%5 

Year 2 4.9% 5.0% 

Year 3 0.9% 1.0% 

Years 4-5 0.0% 0.0% 

Totals 12.2% 12.4% 

*Calculated using data from Table 11, Federal Register, October 1, 2015. 

**Laboratory Economics, Volume 10, October 2015. 

 
It can be seen that both analyses are essentially the same in conclusion.  Let’s translate this 
into a practical impact conclusion for hospital laboratory outreach program revenue.  Here are 
the key assumptions and our calculation: 

 Medicare payments represent about 24% of a typical hospital laboratory outreach program’s 
collected revenue.6 

 Average net (collected) revenue per test for laboratory outreach is $19.79.7  

 Calculation: 

 Step 1:  24% x $19.79 x 12.3% (average of Chi and Laboratory Economics conclusions) 
= $0.58, or 3% as an overall reduction in outreach revenue for all sources in the payer 
mix.  This calculation assumes other payer group reimbursement stays constant. 

 Step 2:  Assuming a contribution margin for a laboratory outreach program of 25%, this 
will reduce it to approximately 22%.  Many outreach programs have a 30% plus 
contribution margin, thus making the net margin approximately 27%. 

 
This analysis will likely come as a relief to many operating laboratory outreach programs.  
Although no one operating a hospital laboratory outreach program wants a CLFS reduction, if 
one is to occur it appears this will have a reasonable, not extreme, impact.  The impact may be 
lessened minimally by the attempts to have CMS include hospitals in the “applicable 
laboratories” definition in the PAMA private payer data collections.  Per CMS’s final rule, only 

                                                 

 
5Arnold & Porter and Xifin, “Private Payor Data Reporting: What Information Must Be Reported, When, and How?” (webinar, July 12, 
2016).  Webinar stated that CMS projects Medicare benefit savings as 5.6% of the CLFS spending in the first year, but cautioned 
the estimate is based on very limited information. 
6Office of Inspector General, September 2015 Data Brief. 
7Chi Solutions, Inc., Fourteenth Comprehensive National Laboratory Outreach Survey, August 2015, combined with Chi’s January 

2015 survey of 20 large laboratory outreach programs. 
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laboratories that bill Medicare Part B under their own National Provider Identifier (NPI) are 
included in the applicable laboratory definition (those laboratories required to submit net 
payment data upon which the new CLFS will be based). Actually, the American Hospital 
Association requested this definition.  It is likely that only a small percentage of hospital-based 
laboratory outreach programs bill with their own NPI (billing under the hospital-wide NPI number 
does not meet the definition of an applicable laboratory); thus, there will be little influence on the 
new CLFS rates by hospital laboratories.8 
 
 

Average Outreach Net Revenue Per Test Trend  
 
Figure 2 shows the trend in average laboratory outreach net revenue per test by year, 2007 
through 2015.  Payment levels increased until 2010-2011 and have diminished since.  In 2015, 
the levels are 13% lower than those experienced in 2007. 

 
Figure 2:  Average Outreach Net Revenue Per Test by Fiscal Year 

 
Source:  Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 

 
In spite of the declining net revenue per test seen above, it appears that profitability of 
laboratory outreach programs has experienced margin stability.  This is obviously due to higher 
productivity and cost reduction efforts.  This outcome has been observed for nearly two 
decades.  Advances in technology and management techniques have been keeping pace with 
the pressures on the revenue side of the equation. 
 
It is worth noting the findings of a focused Chi survey conducted in January 2015 of 20 large 
laboratory outreach programs (median size was $54 million, average size was $65 million).  

                                                 

 
8Arnold & Porter and Xifin, “Compliance with Final PAMA Rules, Part 1: Applicable Laboratories” (webinar, June 27, 2016). 
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These programs reported average net revenue per test of $16.00 and a median of $15.83.  This 
lower amount, compared to the $18.47 reported above (13% lower), probably results from more 
competitively-priced insurance contracts and operating in a generally more competitive area. 
 
 

Profitability Comparison  
 
The pretax profitability for respondent laboratory outreach programs is competitive with the two 
largest laboratory companies in the country. Table 10 below reveals the recent Quest 
Diagnostics and LabCorp pretax income compared with respondent independent laboratories 
and hospital laboratory-based programs.  This result may be surprising to some.  The 
explanation is due to large laboratory companies have much lower supply costs, but at their size 
they face diseconomies of scale.  The laboratory business continues to be labor intensive, even 
for large companies.  It is easy to see why these large companies are lobbying hard to minimize 
the impact of the 2017 Medicare CLFS payment levels.  They have a lot at stake as well. 
 

Table 10:  Profitability Comparison I 

Hospital Lab Contribution Margin (Revenue 
less Dedicated and Incremental Outreach 
Costs) 

2015  
Study1 Net Profit Margin2 

Median 

Average 

23.0% 

32.9% 

Quest Diagnostics:  7.5% 

LabCorp:  8.5% 

1Fourteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2015.  2015 
numbers are reported due to insufficient number of responses to this question in 2016 survey. 

2Laboratory Economics, Vol 10, No 3, March 2015. 

 
Looking at profitability by structural difference (Table 11), the hospital full-service laboratory 
shows clear profitability improvement vs. the base 2001-2010 period.  This achievement could 
well be due to repeated rounds of cost reduction, automation, the application of Lean and 
workflow redesign, instrument modernization and standardization, and the absence of facilities 
costs where a freestanding laboratory is employed for a core laboratory.  
 

Table 11:  Profitability Comparison II 

Multi-Facility Core Lab Contribution Margin 
2015 

Study1 

Base Comparison 
2001-20102 

Median 

Average 

20.3% 

30.9% 

26.5% 

26.0% 

Hospital Full-Service Lab Contribution Margin   

Median 

Average 

24.0% 

34.6% 

17.7% 

21.3% 
1Fourteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2015. 
2Outreach Survey Trends, Chi Solutions, Inc., January 2012. 
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Connectivity Capabilities  
 
The bar graph below illustrates that about 60% to 70% of respondents have the basic 
connectivity capabilities or plan to install the necessary upgrades.  That is good news, but what 
about the inverse group of 30% to 40%?  Connectivity and advanced information capability are 
requirements for the future.  Accountable care organizations (ACOs) require value-added 
support from laboratories.   
 

Figure 3:  Connectivity Capabilities 

 

 

Source:  Thirteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., June 2014. 

 
29% of respondents currently have and another 25% plan on having secure patient access to 
their own laboratory reports.  This is a favorable development. 
 
There is substantial investment being made by the larger health care information system 
companies to design capabilities to support ACOs.  Any laboratory outreach program needs to 
find ways to improve its offering to support ACOs, either through a laboratory-to-clinic offering or 
by leveraging its health care system’s connectivity capability. 
 
The most recent Chi survey (Fifteenth Comprehensive National Laboratory Outreach Survey, 
August 2016) observed that 45% of respondents believe their connectivity to physician office 
EMRs is one of the key reasons physicians have decided to use the program.  On the other 
hand, 27% said their connectivity caability is ineffective in winning new client business. 
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In a January 2015 study of twenty very large outreach programs, the client connectivity systems 
either in use or transitioning to were as follows: 
 

Table 12:  Connectivity Systems in Use or to be Used 

System % of Respondents 

Atlas 

EPIC 

4Medica 

CareEvolve 

Emdeon 

EPIC Beaker 

Boston Work Station 

Sunquest 

Allscripts 

Cloud Technology 

32% 

14% 

14% 

9% 

9% 

5% 

5% 

5% 

5% 

5% 

 
 

Laboratory Network Membership  
 
In today’s marketplace, being a participating provider with key area health insurers is crucial to 
survival.  One means to this end is being a member of a large network of hospitals that jointly 
propose laboratory outreach services.  One study participant is part of a 34-hospital network.  
However, the average number of hospitals making up a network is eleven, with the median 
number at six.  Some programs have competitive leverage through their network size, but many 
hospitals are dependent on special circumstances to win contracts. These programs could be in 
rural or suburban areas where their hospitals are key to insured beneficiary access to care.  
 
It may not be too late to strengthen a laboratory network in many areas. The most successful 
model is Joint Venture Hospital Laboratories (JVHL) in Michigan, which started with five 
hospitals/health systems but now has well over one hundred hospitals covering all of Michigan 
and the northwestern corner of Ohio.  Such networks create superior patient access and lead to 
insurance contract participation.  There are smaller laboratory networks that have kept the 
laboratory outreach program members as participants in contracts.  One company, PAML, 
created a laboratory network for the western half of the state of Washington and contracted to 
manage the network.  This has been a huge success for PAML and the network outreach 
programs.  They have won most key insurance contracts, at least as participating providers.  
 
There is an interesting development among stronger health care systems:  many are starting 
their own plans in order to benefit from the full premium while developing better patient care 
management. In 2014, there were 72 provider-sponsored plans that participated in insurance 
exchanges, representing about a fourth of all insurers selling via exchanges. There is sound 
logic behind this vertical integration strategy.9  The laboratory outreach program from a health 
care system taking this step will be in a stronger position for survival. 
 

                                                 

 
9Paul Demko, “Provider Plans Price More Aggressively on Insurance Exchanges,” Modern Healthcare, August 27, 2014, 

http://www.modernhealthcare.com/article/20140823/MAGAZINE/308239980. 

http://www.modernhealthcare.com/article/20140823/MAGAZINE/308239980
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Medicare Advantage health plan growth is notable. Currently, there are approximately 16 million 
seniors enrolled (nearly one-third of all Medicare beneficiaries) — an increase of 40% over the 
2010 level—and enrollment is expected to reach 21 million by 2023 (according to the 
Congressional Budget Office).  This is important because these plans favor the national 
laboratory companies through exclusive network contracts.10  Developing a local laboratory 
network is an important defensive step. 
 
The value of being a member of a laboratory network with key insurance contracts is 
underscored by the March 1, 2016, warning to providers by UnitedHealthcare, stating, “Some 
nonparticipating labs attempt to attract customers by waiving or capping copayments, 
coinsurance, or deductibles.  Such arrangements undermine the benefit plan by eliminating 
incentives created to encourage members to choose to receive care within the network and to 
discourage overutilization of services. … UnitedHealthcare’s benefit contracts exclude coverage 
for any out-of-network lab services for which the provider waives the coinsurance, copayments, 
or deductibles.  In addition, routine waiver of coinsurance, copayments, or deductibles may be a 
violation of the federal False Claims Act, subject to investigation by the Office of the Inspector 
General and/or any applicable state insurance department’s fraud division.”11 
 
 

Primary Laboratory Outreach Competitors  
 
Notably, there has only been modest change in which particular laboratory is considered the 
primary competitor since the 2001-2010 period (Table 13).  Quest Diagnostics went from a base 
of 37% to 35% and LabCorp went from 35% to 34%, suggesting that Quest Diagnostics is 
considered the primary competitor for most laboratory outreach program respondents with 
LabCorp a very close second.   
 

Table 13:  Primary Outreach Program Competitors 

Laboratory 

% of 2016 
Respondents Ranking Lab as 

Primary Competitor1 
Base Comparison 

2001-20102 

Quest Diagnostics 

LabCorp 

Regional Hospital Outreach Program 

Regional Independent Laboratory 

35% 

34% 

16% 

15% 

37% 

35% 

13% 

12% 

1Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 
2Outreach Survey Trends, Chi Solutions, Inc., January 2012. 

 
  

                                                 

 
10Higher Enrollment in Medicare Advantage Plans Means that More Local Clinical Laboratories and Pathology Groups Lose Access 

to these Patients, Dark Daily, August 25, 2014, http://www.darkdaily.com/higher-enrollment-in-medicare-advantage-plans-means-
that-more-local-clinical-laboratories-and-pathology-groups-lose-access-to-these-patients-8025#axzz45APMAOVd.. 

11“UnitedHealthcare Warns Labs: Don’t Waive Patient Fees,” TDR Insider, March 21, 2016, 
http://www.darkintelligencegroup.com/tdr-insider/unitedhealthcare-warns-labs-dont-waive-patient-fees/ 

http://www.darkdaily.com/higher-enrollment-in-medicare-advantage-plans-means-that-more-local-clinical-laboratories-and-pathology-groups-lose-access-to-these-patients-8025#axzz45APMAOVd
http://www.darkdaily.com/higher-enrollment-in-medicare-advantage-plans-means-that-more-local-clinical-laboratories-and-pathology-groups-lose-access-to-these-patients-8025#axzz45APMAOVd
http://www.darkintelligencegroup.com/tdr-insider/unitedhealthcare-warns-labs-dont-waive-patient-fees/
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Market Segment Growth Opportunity  
 
Respondents were asked what market segments represent the best growth opportunity for their 
laboratory outreach programs.  It is not surprising that 79% selected the physician/clinic market, 
the traditional basis of the laboratory outreach business (Figure 4).  The second highest 
selection was anatomic pathology, a bit surprising because of persistent reductions in payment 
for these types of procedures.  Likely, this selection is driven by the program’s pathologists 
getting more interested in marketing their services, stimulated by the success many other 
practices have experienced in this market segment.   
 

Figure 4:  Market Segment Growth Opportunity 

 
Source:  Thirteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., June 2014. 

 
Hospital reference testing was selected as an opportunity by 39% of respondents (requires a 
complex test menu).  Nursing home market was chosen by 35%, although it has a questionable 
profit margin.  One notable observation was the low percentage (13%) of respondents who see 
the genomic/proteomic test offering as an opportunity.  This area has been highly profitable in 
the recent past, but now payments are being lowered and the revenue future is less clear.  This 
development, coupled with an estimate that only a third of the respondents have a competitive 
molecular diagnostic menu to sell, helps explain the low interest level in genomics. 
 
Market opportunity now requires an additional perspective.  Because of Quest Diagnostics’ and 
LabCorp’s insurance contract exclusivity in many markets, it is necessary to analyze what 
market segments (and their size) are open for competition.  It is not uncommon to hear that 
Quest and LabCorp have two-thirds of the market wrapped up.  This is a common 
misunderstanding, one that is explained further in the Chi blog, “The Myths of National Lab 
Exclusivity.”12  Given that blog’s position that the national laboratories’ highly discounted, 
exclusive payer agreements rule out other independent laboratories but not hospitals, the initial 

                                                 

 
12Kathy Murphy, “The Myth of National Clinical Laboratory ‘Exclusivity’,” Chi Solutions, Inc. blog, July 1, 2015, 

http://www.chisolutionsinc.com/the-myth-of-national-clinical-laboratory-exclusivity/. 
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http://www.chisolutionsinc.com/the-myth-of-national-clinical-laboratory-exclusivity/
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impression that 60% of the market is inaccessible to hospitals is actually much less, often in the 
range of 15%.  
 
There is a new market segment emerging; retail clinics.  It is reported that Walmart opened 
primary care clinics in 260 locations but subsequently closed 166 of them.  Walgreens has more 
than 400 clinics in 23 states and plans on opening another 27 locations in Texas.  CVS has 850 
Minute Clinics in 29 states and plans on expanding locations.13  As a side note, Theranos, a 
new company, created quite a stir in the industry by offering very low pricing (50% of Medicare 
fees) for its laboratory tests via a direct-access approach in some Walgreens stores.14  This 
Theranos strategy fostered a renewed interest by many laboratories to gain contracts with retail 
clinics. 
 
However, the Theranos business model and its execution became problematic.  There have 
been several critical articles in the Wall Street Journal15 and other publications16 questioning 
aspects of the firm such as the accuracy and comparability of its commitment to the finger prick 
approach for specimen collection and its new instrumentation for testing the resulting micro-
aliquots of blood, federal inspectors questioning the compliance of its laboratories with operating 
requirements, its basic market penetration strategy that is resulting in slow growth and a high 
capital burn rate,  and the possible exaggeration of business affiliations.  With the Centers for 
Medicare and Medicaid Services (CMS) now banning Theranos founder Elizabeth Holmes from 
the blood-testing business for two years and revoking the company’s license to operate a 
laboratory in California,17 it appears increasingly unlikely that Theranos can live up to its original 
goal of successfully disrupting the clinical laboratory industry. 
 
 

  

                                                 

 
13Paul Keckley, “The Leverage Game of the Three Major Players,” Pulse Weekly, August 18, 2014, 

http://www.naviganthrp.com/leverage-game-three-major-players/. 
14Bruce Friedman, “CVS Stops Selling Tobacco; Walgreens Works with Theranos for Lab Testing,” Lab Soft News blog, September 

4, 2014, http://labsoftnews.typepad.com/lab_soft_news/2014/09/cvs-stops-selling-tobacco-changes-name-to-cvs-health.html. 
15John Carreyrou, “Hot Startup Theranos Has Struggled With Its Blood Test Technology,” Wall Street Journal, October 15, 2015, 

http://www.wsj.com/articles/theranos-has-struggled-with-blood-tests-1444881901; John Carreyrou, “Hot Startup Theranos Dials 
Back Lab Tests at FDA’s Behest,” Wall Street Journal, October 16, 2015, http://www.wsj.com/articles/hot-startup-theranos-dials-
back-lab-tests-at-fdas-behest-1444961864;; and John Carreyrou, “Theranos Lab Practices Pose Risk to Patient Health, 
Regulators Say,” Wall Street Journal, January 27, 2016, http://www.wsj.com/articles/theranos-lab-practices-pose-risk-to-patient-
health-regulators-say-1453933143. 

16Bruce Friedman, “Questions Continue about Theranos; Company Intends to Publish Rebuttal,” Lab Soft News blog, October 23, 
2015, http://labsoftnews.typepad.com/lab_soft_news/2015/10/fquestions-continue-about-theranos-labs-bask-in-national-
spotlight.html; “Perhaps the Theranos Analyzer Is Not that Revolutionary,” Lab Soft News blog, November 10, 2015, 
http://labsoftnews.typepad.com/lab_soft_news/2015/11/perhaps-the-theranos-analyzer-is-not-that-radical.html; “Theranos’s 
Tripartite Business Model: Impractical or Impossible?” Lab Soft News blog, January 5, 2016, 
http://labsoftnews.typepad.com/lab_soft_news/2016/01/theranoss-three-legged-strategy-too-much-too-soon.html. 

17John Carreyrou, Michael Siconolfi, and Christopher Weaver, “Theranos Dealt Sharp Blow as Elizabeth Holmes is Banned from 
Operating Labs,” Wall Street Journal, July 8, 2016, http://www.wsj.com/articles/u-s-regulator-bans-theranos-ceo-elizabeth-
holmes-from-operating-labs-for-two-years-1467956064.  

http://www.naviganthrp.com/leverage-game-three-major-players/
http://labsoftnews.typepad.com/lab_soft_news/2014/09/cvs-stops-selling-tobacco-changes-name-to-cvs-health.html
http://www.wsj.com/articles/theranos-has-struggled-with-blood-tests-1444881901
http://www.wsj.com/articles/hot-startup-theranos-dials-back-lab-tests-at-fdas-behest-1444961864
http://www.wsj.com/articles/hot-startup-theranos-dials-back-lab-tests-at-fdas-behest-1444961864
http://www.wsj.com/articles/theranos-lab-practices-pose-risk-to-patient-health-regulators-say-1453933143
http://www.wsj.com/articles/theranos-lab-practices-pose-risk-to-patient-health-regulators-say-1453933143
http://labsoftnews.typepad.com/lab_soft_news/2015/10/fquestions-continue-about-theranos-labs-bask-in-national-spotlight.html
http://labsoftnews.typepad.com/lab_soft_news/2015/10/fquestions-continue-about-theranos-labs-bask-in-national-spotlight.html
http://labsoftnews.typepad.com/lab_soft_news/2015/11/perhaps-the-theranos-analyzer-is-not-that-radical.html
http://labsoftnews.typepad.com/lab_soft_news/2016/01/theranoss-three-legged-strategy-too-much-too-soon.html
http://www.wsj.com/articles/u-s-regulator-bans-theranos-ceo-elizabeth-holmes-from-operating-labs-for-two-years-1467956064
http://www.wsj.com/articles/u-s-regulator-bans-theranos-ceo-elizabeth-holmes-from-operating-labs-for-two-years-1467956064
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Profitability Analysis and Reporting  
 

 It does not bode well for many laboratory outreach programs that their profitability has not 

been analyzed.  As Figure 5 shows, 26% are provided with periodic profitability reports.  

Unfortunately for 35% of the outreach programs, when there is no understanding of the 

economic value of the program, it is likely to be victimized in future cost cutting rounds.   
 

Figure 5:  Profitability Review 

 
Source:  Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 
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Sales Representation  
 
The findings revealed that 70% of respondents focus their sales representatives on laboratory 
and diagnostic services only.  The remaining 30% have the representatives selling all hospital to 
whether the generalist representation approach was deemed more or less successful than a 
laboratory and diagnostic services focus (52% said it was less successful). 
 

Figure 6:  Sales and Field Service Representation 

 
 
Specialists:  Sell Only Lab or Lab and Other Diagnostic Services 
Generalists:  Market All Hospital Services 

  
Source:  Thirteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., June 2014. 

 
The recent Fifteenth survey (August 2016) observed these findings per outreach program: 

 Number of sales representatives: 

 Median – 1.5. 

 Average – 3.5. 

 Annual salary for sales representatives: 

 Median – $65,000. 

 Average – $64,820. 

 Maximum – $124,800. 

 Minimum – $30,160. 

 Note:  Salary amounts are before incentive compensation. 
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Sales/Service Representative Incentive Program  
 
Nearly 28% of the respondents have an incentive compensation program for sales 
representatives (Figure 7).  However, only 15% have an incentive compensation program for 
field service representatives.  These arrangements by only a minority of respondents helps 
explain why there is such a low new business performance level for a high percentage of 
outreach programs, as detailed in the following section. 
 

Figure 7:  Sales and Field Service Representation 

 

 

Source:  Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 

 
Survey findings for annual incentive compensation amounts for sales representatives were as 
follows: 
 

Table 14:  Incentive Compensation 

Total Annual Commission or Bonus 
Paid Per Sales Rep1 

Maximum 

Median 

Minimum 

Average (Mean) 

$150,000 

$26,667 

$1,000 

$38,242 

1Fifteenth Comprehensive National Laboratory Outreach Survey, 
Chi Solutions, Inc., August 2016. 
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Sales Growth Performance  
 
As Table 15 illustrates, 57% of respondents had very low monthly net new sales performance 
($2,000 or less per month on average per sales representative).  This type of laboratory 
outreach program will not sustain and grow and therefore could be considered “dead in the 
water” and a likely target for cost reduction or even divestiture. 
 
The medium level performers represented 18% of the respondents, and their performance ran 
between $3,000 and $5,000 average net new revenue per month per representative. 
High level performers, those between $6,000 and $10,000 plus in net new revenue per month 
per representative, comprised 26% of the respondents. 
 

Table 15:  Monthly Net New Sales Performance1 

Average Net New 
Sales per Month Per Rep 

% of 2016 
Respondents Observations 

$1,000 or less 

$2,000 

Subtotal 

41% 

16% 

57% 

 

 

Low Performers 

$3,000 

$4,000 

$5,000 

Subtotal 

4% 

2% 

12% 

18% 

 

 

 

Medium Performers 

$6,000 

$7,000 

$8,000 

$10,000+ 

Subtotal 

7% 

2% 

4% 

12% 

26% 

 

 

 

 

High Performers 

1Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., 
August 2016. 
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Service Representatives 
 
Survey findings for the number of field service representatives and salary levels are presented 
below. 
 

Table 16:  Service Representative Coverage and Pay1 

Number of Service Reps 
 Average Annual Salary for Service 

Reps 

Maximum 

Median 

Minimum 

Average (Mean) 

15.0 

2.0 

0.3 

3.0 

 Maximum 

Median 

Minimum 

Average (Mean) 

$124,800 

$53,000 

$28,400 

$58,400 
1Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 

 
Only 15% of respondents offered incentive compensation to field service representatives, but 
the feedback on the dollar amounts was insufficient to present. 
 

Figure 8:  Service Representative – Incentive Pay 

 
Source:  Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 
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Internal Client Service 
 
About two-thirds of respondents (62%) have dedicated internal client service employees for 
outreach.  The median number is five FTEs, and the average is nine FTEs.  
 
 

Courier Services 
 
Survey respondents report that the median number of courier FTEs is five, and the average is 
12.9.  The annual salary for couriers is $25,480 median and $28,623 average.  The median 
minimum daily requisition count required for automatic daily pickup is one; the average is three. 
The missed pickup median is 1.0% and the average is 1.8%. 
 
 

Customer Relationship Management Tool  
 
The larger successful laboratory outreach programs and commercial laboratories use customer 
relationship management (CRM) software tools. These tools systematize the resolution of client 
issues and are useful in managing sales territories and sales and service representative 
behavior. The previous year’s survey sought to understand the prevalence of such systems. It 
turns out that only 34% are using a CRM tool while an additional 7% are planning on 
implementing one.  The remaining 59% do not have, nor are they planning to have a CRM. In 
this age of value-added focus, this is considered to be a very basic and necessary tool. 
 

Figure 9:  Currently Utilizing a CRM or LIS Tool 

 
Source:  Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 
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In a January 2015 study of 20 large outreach programs, it was found that CRMs were used for 
these purposes: 
 

Table 17:  Purposes for Use of CRMs 

Purpose % of Respondents 

Sales 

Problem Resolution 

Courier Management 

65% 

55% 

25% 

 
Products mentioned include Salesforce.com, Sales Logic, hc1.com, MS Dynamics, Beaker, 
Sharepoint, Atlas Labworks, and Gajema. 
 
 

Patient Service Centers 
 
Patient service centers (PSCs) are now an integral part of an adequate outreach program.  The 
chart below shows 53% of respondents employ them.  A PSC is usually a freestanding location 
patients can go to for specimen collection; however, some may be located in the same facility 
as a laboratory operation. 
 

Figure 10:  Have Patient Service Centers to Support Outreach Program 

 

Source:  Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 

 
In a 2015 Chi study, it was determined that large outreach programs average one PSC for every 
$2.2 million in overall net revenue.  Additional findings from the recent study were: 

 The number of daily requisitions experienced per PSC location is 26 median and 25 
average. 

 The number of FTEs per PSC location is 1.7 median and 1.8 average. 

 The hourly rate for a PSC FTE is $15.00 median and $14.58 average. 
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In-Office Phlebotomists 
 
The employment of phlebotomists assigned to work in large client offices, usually referred to as 
in-office phlebotomists, has become commonplace.  The following chart shows this usage. 
 

Figure 11:  Provide In-Office Phlebotomists 

 

Source:  Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 

 
It may be helpful to note that in the special study of 20 very large outreach programs, 65% have 
in-office phlebotomists, and they have one per $2.2 million in total net revenue. 
 
 

Type of Billing Resource Used  
 
Health insurance plan changes and difficulties being experienced (high deductibles, bundling, 
eligibility verification, advance approval requirements, disallowances and denials, etc.) require 
efficient and effective billing capabilities.  Use of the hospital financial billing department, which 
depends on the hospital information system, is still a predominate practice; 56% of respondents 
reported this as the primary billing resource. 
 

Figure 12:  Billing Resource Utilized 

 
Source:  Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 
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When using an outside billing service, it is important to know the percentage of collections paid 
to that service.  Based on respondent feedback in the previous years’ survey, the median is 
8.7% and the average is 8.7 % (Table 18). 
 

Table 18:  Percentage of Collections Paid to Outside Service1 

 

2015 
Study 

Maximum 

Median 

Minimum 

8.8% 

8.7% 

8.5% 

Average (Mean) 8.7% 

1Fourteenth Comprehensive National Laboratory  
Outreach Survey, Chi Solutions, Inc., August 2015. 

 
 

Identifying Laboratory Outreach Revenue  
 
Not-for-profit hospital revenues grew at 4.7% in FY2014.  During the preceding year, revenue 
increased 3.9%, and historically it has grown around 7% per year.  Coupled with hospital needs 
for more investment in information systems and buying physician practices, pressure will be 
made for compensating cost reductions18  These pressures require laboratory outreach program 
profitability to be defined in order to protect vital program elements.  
 
Only 46% of respondents track and identify the laboratory outreach program’s collected 
revenue; 40% do not at all, and 14% do not know if it is done or not.  This suggests that 54% of 
respondents cannot put together a financial performance report on the program.  Again, without 
such information, the program is subject to cost reductions. 

 
Figure 13:  Access to True Collected Revenue 

 
Source:  Thirteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., June 2014. 

 
 

  

                                                 

 
18Moody’s Investors Service, May 27, 2015. 
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Bad Debt Rate and Days in Accounts Receivable  
 

For laboratory outreach programs tracking their bad debt rates, there has been some 
improvement in the average rate compared to Chi’s survey measurements from the 2003-2010 
period.  However, the reported rates are unfavorable compared with what is experienced by the 
two big laboratory companies.   
 

Table 19:  Bad Debt Rate 

 
2016 Study1 2003-2010 Period2 Observations3 

Median 

Average 

5.0% 

7.0% 

4.9% 

8.4% 

Average for: 

Quest Diagnostics 4.0%  

LabCorp 4.3%  

1Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 
2Outreach Survey Trends, Chi Solutions, Inc., January 2012. 
3Laboratory Economics, Vol 11, No 2, February 2016 and Vol 11, No 3, March 2016. 

 
In evaluating the days in accounts receivable (the same calculation used for days sales 
outstanding), outreach program performance is improved from prior years and is not inferior to 
the two big laboratory companies:  57 vs. 47 for Quest Diagnostics and 49 for LabCorp. 
 

Table 20:  Days in Accounts Receivable 

 
2016 Study1 2003-2010 Period2 Observations3 

Median 

Average 

45 

50 

52 

57 

Average for: 

Quest Diagnostics 47  

LabCorp 49 

1Fifteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., August 2016. 
2Outreach Survey Trends, Chi Solutions, Inc., January 2012. 
3Laboratory Economics, Vol 11, No 2, February 2016 and Vol 11, No 3, March 2016. 
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Price Determination  
 
Respondents indicate the way pricing is determined is multi-sourced.  The process for 
developing a fee schedule often starts with the Medicare fee schedule but is modified by 
competitive realities, average and variable cost studies for key tests, etc.  For specific 
prospects, pricing changes based on competitive needs, resulting in special-priced tests and/or 
a percentage discount across the board on all ordered tests.  
 

Table 21:  Price Determination Sources1 

Source % of 2014 Respondents 

Medicare Fee Schedule 

Cost-Based Formula 

Hospital Fee Schedule 

Market Price of Competitors 

RVU-Based Formula 

Others2 

29.0% 

28.0% 

19.4% 

8.6% 

4.3% 

10.8% 

 100.0% 

1Thirteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., June 2014. 
2Combination of multiple sources and variable costs. 

 
 

Outreach Growth through Acquisition 
 
Respondents were asked if they planned on growing their outreach program via acquisition of a 
regional laboratory or laboratory outreach program.  A positive response was given by 20%, a 
negative response was given by 62%, and the remaining 18 % were uncertain.  Some of the 
most successful laboratory outreach programs have grown by direct acquisition or various 
affiliation arrangements that accomplish much of the goal.  An outstanding example of this 
sophisticated strategy is PAML based in Spokane, Washington.  They now have numerous joint 
ventures that feed their reference laboratory operation. 
 

Figure 14:  Plan Growth of Outreach Program Via Acquisition 

 

Source:  Thirteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., June 2014. 
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Approached Regarding Selling Laboratory Outreach Program  
 
As those in the laboratory outreach business know, there are an increasing number of buyers of 
such programs.  The respondents to this survey gave a clue to the activity in this regard and the 
prospective success that might result.  Thirty-four % of respondents indicated they had been 
approached about selling the laboratory outreach program to a national or regional competitor.  
Of those contacted, 71% said the answer was or will be a no, but the remaining 29% said the 
sale was somewhat likely.  This suggests that about 10% of the respondents are in laboratory 
outreach programs where a sale is a good likelihood if the offer were right. 
 

Figure 15:  Approached About Selling Outreach Program 

 
 

Source:  Thirteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., June 2014. 

 
Recent statements by Quest Diagnostics testify to the interest major laboratory companies have 
in acquiring hospital laboratory outreach programs: 

 “An important element of restoring growth is to engage with healthcare systems around their 
lab strategy.  Our recently announced acquisition of MemorialCare Health System’s 
outreach business is another great example of this effort.” (Stephen Rusckowski, President 
and Chief Executive Officer, Quest Diagnostics, Press Release of July 23, 2015) 

 “I would say that the interest in (Quest) lab strategy for hospitals and integrated delivery 
systems continues to grow.  We are very encouraged by our funnel and our discussions.  
When you enter into discussions with large organizations, it takes a longer time to come to 
conclusion, but we’re making progress on some bigger prospects that hopefully we will be 
sharing with you in the second half.” (Stephen Rusckowski, President and Chief Executive 
Officer, Quest Diagnostics, Q2 2015 Results-Earnings Call Transcript of July 23, 2015) 

 “We plan to grow by pursing strategic partnerships with hospitals and IDNs…  We offer a 
range of solutions, including reference testing, supply chain management, lab management 
outsourcing, outreach acquisition, other business solutions and joint ventures.  We can help 
our partners to succeed, including by consolidating data and delivering insights, delivering 
test management solutions to improve care and help control cost and by providing patient-
focused programs to enable effective management of care.” (Quest Diagnostics 2014 Form 
10-K, page 2) 
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Yes
48.9%No
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Approached Regarding Partnering Relationship  
 
Of the respondents answering the question “have you been approached about a partnering 
(partial equity) relationship,” 49% said they had been approached.  Of these, 21% said they 
would likely consider such an offer.  Again, this suggests about 10% of all the respondents 
would consider a partnering relationship. 
 

Figure 16:  Approached About Partnering (Partial Equity) Relationship 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source:  Thirteenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., June 2014. 

 
Considering the difficulties ahead with the revenue/cost squeeze expected to accelerate in 
2017, some of the potential partnering models that could be a solution include: 

 Cooperative agreements with large laboratory companies, although great care needs to be 
exercised in reaching such an agreement.  

 Equity joint ventures are also likely to be employed by hospitals and health care systems 
wanting to liquidate some of the value of the outreach program to invest in other programs. 

 Virtual integration:  A collaborative model without creating a new legal structure or new 
facility; ideal for the initial stages of collaboration. 

 Contract management:  One laboratory or an independent agency manages the operation of 
laboratory outreach and/or one or two laboratories. 

 Co-tenancy model:  Parties are “tenants in common” in one specific laboratory location. 

 Lease of excess capacity model:  A managing partner accepts risk for growth of the 
outreach program while the hospital has a minimized risk. 

 
In a recent hospital C-suite top priorities survey, 46% of CEOs ranked the following as the 
second highest priority; joining and growing integrated provider networks and care systems 
(either through formalized structures or virtual/affiliated networks).19  A laboratory partnering 
strategy could be an element of this overall priority. 
 

                                                 

 
19Molly Gamble, “8 Top Priorities in the Hospital C-Suite,” Becker’s Hospital Review, April 30, 2014, 

http://www.beckershospitalreview.com/hospital-management-administration/8-top-priorities-in-the-hospital-c-suite.html. 

http://www.beckershospitalreview.com/hospital-management-administration/8-top-priorities-in-the-hospital-c-suite.html

