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Time Ticking as Physician Fee Cut Freeze Expires on 
March 1; Congress’s Next Move Remains Unclear 

As the freeze on the update to Medicare physician payments is 
set to end on March 1, it’s unclear at press time how Congress 

will address the issue when it reconvenes the week of Feb. 22 after a 
week-long recess. Medicare reimbursement to doctors is scheduled 
to be reduced 21 percent under the Sustainable Growth Rate (SGR) 
formula on March 1.

Congress earlier this year blocked the cut scheduled for Jan. 1, 2010, 
under the SGR formula and froze physician fees at their 2009 levels 
through Feb. 28.

But a draft Senate Finance Committee jobs bill unveiled earlier this 
month included a provision to extend the freeze for seven more 
months, through Sept. 30. However, majority leader Harry Reid 
(D-Nev.) decided to strip it of all provisions not focused on jobs, 
including the physician fee freeze and other Medicare provisions, in-
cluding payments to hospitals, managed care plans, and ambulance 
services, reports Washington G-2 Reports’ National Intelligence Report.

Carilion-Spectrum Merger to Shake Up Lab 
Industry’s Duopolistic Stronghold in Mid-Atlantic 
and Southern Regions

The recent merger of Roanoke, Va.-based Carilion Labs and 
Greensboro, N.C.-based Spectrum Laboratory Network is set to 

disrupt the current competitive environment in the Mid-Atlantic and 
Southern regions, as well as intensify the already compressed pric-
ing environment, say industry insiders. 

“Instead of the consistency and predictability of the previous duopo-
ly environment in this industry dominated by LabCorp and Quest, 
we now have a new competitor on the scene who, with several 
additional acquisitions, could approach $500 million in revenue,” 
explained Dave Nichols, president and founder of Nichols Manage-
ment Group (York Harbor, Maine), a consulting firm that recently 
worked on behalf of Predictive Biosciences on its acquisition of 
OncoDiagnostic Laboratory. “The last time that the lab industry saw 
four significant competitors, including Sonic, the price compression 
in the industry was at its greatest point. 
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This is when we saw 25 cents to 30 cents per member per month capitation, exclu-
sive of any anatomic or esoteric carve outs.” Nichols also noted that LabCorp (Bur-
lington, N.C.) is by far the industry’s lowest cost producer and is likely to weather 
this challenging pricing climate better than the other lab leaders, particular Sonic 
Healthcare U.S.A. and Carilion-Spectrum. 

The Carilion-Spectrum merger will create a still-to-be-named company that will 
service 37 hospitals and 14,000 physicians in eight states. The new entity is slated to 
have over 2,600 employees and annual revenues are slated for at least $300 million. 
The CEO will be David Weavil, the former CEO of Valencia, Calif.-based Specialty 
Labs, which was owned by Quest Diagnostics (Madison, N.J.). Carilion Clinic will 
own 33 percent of the new company. In November of last year, Spectrum was sold 
by the New York City-based private equity firm Apax Partners to another New 
York firm, Welsh, Carson, Anderson, & Stowe, for a reported $230 million.

This recent merger underscores the value of creating a robust outreach business 
for health system sellers, but it remains to be seen whether the desired private 
equity exit value will be achieved this time around, said Nichols. “The merger of 
Spectrum and Carilion appears to be fully valued. Therefore, in the parlance of 
the private equity professionals, will Welsh, Carson, Anderson & Stowe achieve a 
four, six, or eight ‘bagger’ or will they be left holding the bag?”

Merger Challenges Create Opportunities
“The newly merged lab company may be a formidable competitor but will 
undergo a lot of change first,” predicts Kathy Murphy, Ph.D., president of Chi 
Solutions Inc. (Ann Arbor, Mich.), a health care consulting firm. Chi is currently 
owned by Carilion but is in the process of being acquired by Chi management 
(Kathy Murphy and Earl Buck, Chi’s vice president). Murphy explains that the 
merged lab will develop a new vision, values, and culture. Spectrum is a private 
equity-backed lab and Carilion is a hospital-owned lab. 

The distinct cultures of each operation will 
present some synergistic challenges. Caril-
ion will have to adapt to a more financially 
driven culture. In addition, the newly 
merged company will be focused internally 
over the next 12 to 18 months—combining 
operations and gaining financial synergies. 
There will be an opportunity for labs in 
this region to strengthen their competitive 
position through expanding and strength-
ening their client base. “This is not to be 
underestimated,” said Murphy. “We have 
seen instances where a laboratory has lost 
as much as 50 percent of the business in the 
first year post acquisition if it’s not done 
well. Local labs can take advantage of this 
turmoil and capture new market share.”

In Other M&A News

q  Sonic Healthcare (Sydney, Australia) has acquired Antwerp, Bel-
gium-based Medhold Group for approximately U.S.$316 million 
(EU232 million), representing an earnings before interest, taxes, 
depreciation and amortization (EBITDA) multiple of 8.4x before 
synergies. Medhold has over 300 employees and operates a 
core lab in Antwerp, as well as four regional labs in Brussels and 
northern Belgium. 

q	 Medco Health Solutions (Franklin Lakes, N.J.) has acquired DNA 
Direct (San Francisco), which provides guidance and decision 
support for genetic testing to patients, providers, payers, and 
employees. Medco plans to integrate DNA Direct’s services with 
its own portfolio of personalized medicine capabilities, which in-
clude a pipeline of pharmacogenetic research, testing programs 
for drugs like tamoxifen and warfarin, and warnings on over 50 
drug-gene interactions that are used by the company’s specialist 
pharmacists. Founded in 2005, DNA Direct’s laboratory partners 
include LabCorp, ViroMed Laboratories, and Myriad Genetics.

CarILIon-speCtrum merger, from page 1




