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Introduction 

 Purpose   

 To provide strategies and tools that can be used to 

improve profitability of outreach services. 

 Objectives  

 Understand how profitability is measured. 

 Understand current state knowledge of outreach 

profitability. 

 Understand strategies and tools that can be used to 

improve profitability. 

 Review case studies of outreach program experiences 

regarding profitability. 
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Analysis of Outreach Profitability 

Is Revenue > Expense? 

“The devil is in the details!!” 

While laboratorians are detail-oriented, this tends 

to apply more to the technical and scientific aspects 

of operations vs. the business aspects where 

there is less direct control. 
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How Focused Are You Regarding Profitability? 

Depends on Your Perspective 

 Business Focus 

Less                                            More 

Profit 

Cost 

Financial Focus 

Hospital 

Without 

Outreach 

Commercial 

OR Based on 

Gross Revenue 

OR Based  

on Estimated  

Net Revenue 

OR Based on 

Actual Net Rev 

If You Don’t 

Know Your 

Net Revenue 

Or Cost, 

You Don’t Know 

Your Profit 
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8th Comprehensive National Laboratory Outreach Survey 

 Top two benefits of outreach  new revenue/profit and 

lower unit cost. 

 Top competitive problems  pricing constraints and 

billing/collections. 

 Median data from survey respondents: 

 Price/test = $19.04. 

 CM of full-service hospital program = 18 percent. 

 CM of core laboratory-based program = 32 percent. 

 Note:  CM is focus because programs are still operating 

as a part of a cost or revenue center within a hospital, 

where overhead and/or infrastructure cost may not be 

allocated directly to the laboratory outreach program. 
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Profitability:  How Do We Measure? 

Yes No Uncertain 

Has your outreach profitability been analyzed? 58.6% 32.4% 9.0% 

Actual Estimated Uncertain 

Was net revenue actual or estimated? 47.9% 38.4% 13.7% 

Yes No Uncertain 

Expenses included: 

 Hospital Overhead 

 Laboratory Administration 

 Outreach Support 

40.3% 

63.2% 

87.7% 

44.8% 

25.0% 

3.1% 

14.9% 

11.8% 

9.2% 

Average Incremental Uncertain 

Technical costs based on: 

 Average or Variable/Incremental 20.3% 54.7% 25.0% 
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Profitability:  What Do We Believe? 

Chief Financial Officer Survey Respondent 

Yes  

62.4% 

General Opinion 

No  

7.3% 

Uncertain  

30.3% Yes  

86.4% 

No  

4.5% 

Uncertain  

9.1% 

Breakeven  

21.7% 

Somewhat 

Profitable  

56.5% 

Very  

Profitable  

21.7% 

78.2% indicated that their 

programs were very or 

somewhat profitable. 

BELIEF THAT YOUR OUTREACH PROGRAM IS PROFITABLE 
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Identification of Key Issues:  Outreach Profitability 

 Revenue  

 Pricing/payor mix/business ventures 

 Billing/collections (rate, A/R management, referral testing) 

 Sales management  new sales and control of attrition 

 Market segment(s) 

 Expenses  

 Staffing and productivity 

 Variable cost of laboratory operations 

 Supplies and referral testing 

 Outreach-specific expenses 

 Geographic coverage 

 PSCs 

 Phlebotomists 

 Overhead 
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Pricing/Payor Mix/Business Ventures 

 Pricing 

 Competitive fees, multiple fee schedules, client pricing 

 Net revenue is key, complicated by hosp fee schedules 

 Payor Mix 

 Are you getting the “valued” business or the “easy to 

get” business?  latter tends to be lower payor mix 

 Are you doing too much client bill? 

 Business Ventures 

 Business venture where revenue is shared? 

 Business venture where reimbursement is too low? 
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Billing/Collections 

 Who does the billing, and is it a service compatible with 

outreach program revenue generation? 

 Do you know your net revenue and cash detail? 

 Are you pursuing all revenue or only the “easy to bill” 

revenue?  Is your ABN process effective? 

 Do you know the efficiency of the billing process via DSO? 

 Do you know whether all clients/patients are paying? 

 Do you ensure payments meet payor contracts? 

 If you’re serious about outreach, you should consider 

outsourcing billing activity!  Minimum threshold ~$2.0 to 

$2.5 million in net revenue. 
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Billing Information:  What We Don’t Know 

Yes No Uncertain 

Access to net revenue information? 52.3% 38.7% 9.0% 

Hospital Outside 

Billing performed by hospital or outside service? 82.7% 17.3% 

Yes No Uncertain 

Ability to obtain billing information by: 

 Client 

 Sales Representative 

 Courier Route 

 Market Segment 

 

74.0% 

18.8% 

10.3% 

33.3% 

 

21.9% 

76.8% 

86.8% 

55.6% 

 

4.1% 

4.3% 

2.9% 

11.1% 

Do you use the hospital’s provider number for outreach billing? 78.6% 21.4% 

Do you receive reports trending Medicare denials? 51.4% 48.6% 

Do you have a process for reviewing claims that have  

been denied for medical necessity? 
73.4% 26.6% 

Are you confident that you are collecting everything you can? 29.7% 70.3% 

If you can get to client data, 

you should be able to get 

to the rest! 
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Billing  

BAD DEBT AND DSO 

Bad Debt Rate 

Maximum 

Upper Quartile 

Median 

Lower Quartile 

Minimum 

 

Average (Mean) 

52.0% 

9.5% 

5.0% 

3.3% 

0.6% 

 

10.0% 

 

Know the Bad Debt Rate 

Don’t Know 

 

24.1% 

75.9% 

Days Sales Outstanding (DSO) 

Maximum 

Upper Quartile 

Median 

Lower Quartile 

Minimum 

 

Average (Mean) 

120 

66 

54 

45 

8 

 

58 

 

Know the DSO 

Don’t Know 

 

20.0% 

80.0% 
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Sales Management 

 Experience in laboratory sales essential. 

 Market identification may exist, but territory management 

is usually lacking. 

 Targeting following customer research leads to effective 

growth. 

 Competitive compensation practices critical. 

 Performance management may be missing if Sales does 

not report to a sales professional. 
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A Sales Management System Framework 

Source:  The Complete Guide to Sales Force Incentive Compensation, AMACOM, 2006. 

Shapers 

 Recruiting 

 Training 

 Coaching 

 Culture formation 

 Compensation 

Enlighteners 

 Customer research 

 Targeting 

 Data and tools 

 CRM systems 

Exciters 

 Leadership 

 Compensation 

 Motivation programs 

 Meaningful work 

Controllers 

 Performance management 

 Coordination systems 

 Vertical and horizontal 

communication 

 Compensation 

Definers 

 Sales strategy 

 Go-to-market strategy 

 Sales force design 

Sales Force Effectiveness Drivers 

Salesperson Drivers 

Sales Job 

Definer Drivers Salespeople 
Sales Force 

Activities 

Customer 

Results 

Company 

Results 

Sales Compensation Planning and Design  
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Supply Cost Management 

 Make sure all high-volume supplies are covered by 

contracts. 

 Too often, no one is auditing invoices to verify that 

contract pricing is being honored. 

 Standardization (especially technology and contracts) will 

provide significant benefit—many times health systems 

have not pursued standardization due to political or 

priority issues. 

 Yes you can convince vendors to “synch” existing 

contracts to allow for standardization—existing contract 

periods are not a roadblock to standardization. 

 Best opportunity  chemistry/immunochemistry. 
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Referral Testing:  Management of Finances 

 Process flow and process management is difficult/critical. 

 Utilization management is lacking in most programs. 

 Management of reimbursement via coding or referral 

laboratory billing of esoteric testing. 

 Who manages referral laboratory pricing compliance? 

 Who created the “hot list,” and is it to your benefit? 

 Simple tools can help  top twenty analysis by payor by 

actual reimbursement. 

 Significant financial improvement is feasible in this area. 

 Repatriation. 

 Benefits of outreach volume. 



©2010 Chi Solutions, Inc..  Proprietary and Confidential. 16 

Referred testing is 

~10.5% of cost of 

an outreach program, 

but only 2-4% of the  

volume! 

Chi Solutions Database:  Referral Testing 

Labor  

46.6% 

Benefit  

11.2% 

Supply 

 19.5% 

Depreciation 

 2.8% 

Repair &  

Maintenance 

 1.7% 

Average Total Unit Expense 

Percent of Total  

Rental &  

Lease 

1.1% Other  

6.6% 

Reference  

Testing 

 10.5% 

Note:  Average of past several years 
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Outreach Infrastructure 

 Many programs’ rate of growth of infrastructure far 

exceeds the growth of volume and revenue. 

 If you build it, they don’t always come.  

 Lack of effective billing and physician connectivity 

infrastructure are the two biggest problems in laboratory 

outreach programs today. 

 Ineffective sales infrastructure is also a missing element in 

many programs. 

 If infrastructure costs are excessive, then using an 

incremental pricing mechanism is not valid. 
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Overhead Expense Allocation 

 There is great variation in the methods used to allocate 

overhead expenses. 

 Arbitrary methodology vs. affinity methodology. 

 How it’s allocated impacts “contribution margin.” 

 40 percent allocate hospital overhead  margins will 

be less. 

 60 percent do not include hospital overhead  

margins will be higher. 

 For some outreach programs, allocation of hospital 

overhead can take a program with a positive 

contribution margin and make it look like a significant 

financial loser! 
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Case Study 1:  Single Hospital Outreach Program ($3.5M) 

 Strong Points vs. Weak Points 

 Strong support from senior management but concern about actual 

status of outreach program regarding profitability. 

 Operations review: 

 Strong, competent laboratory management and active participation 

by pathology group. 

 Very efficient, automated laboratory operation. 

 Extended test menu supported by outreach test volume. 

 No financial metrics in place. 

 Did not know cost of testing. 

 Could measure revenue by client. 

 Sales attempted to match competitor pricing. 
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Case Study 1:  Cost Analysis 

 Used a high-level approach to identify urgent issues. 

 Laboratory/outreach manager could identify major categories of 

outreach-specific expenses very accurately (e.g., PSC leases, 

phlebotomist salaries, courier services, supplies, etc.). 

 Worked with laboratory/outreach manager to identify major categories 

of laboratory operational expenses (salaries, supplies, etc.) and 

determine the appropriate allocation of expenses to the outreach 

program. 

 Identified the direct expenses that would go away (i.e., as if the 

outreach program was shut down), and then allocated those 

expenses to the outreach financials in a logical, consistent manner. 

 We disregarded institutional overhead for the initial analysis 

because it was doubtful that the outreach program was using any 

significant financial resources that would be eliminated. 
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Case Study 1:  Methodology and Data Acquisition 

 Billed and reportable test volumes were provided for a six-month 

period and annualized. 

 Net revenue by client and billing type were provided for a six-month 

period and annualized. 

 Expense data was provided for monthly, three-month, six-month, or 

one-year periods, and annualized as necessary. 

 The expense data was allocated on the basis of the percentage of 

outreach work performed by a laboratory testing department and 

calculated in terms of cost per workstation. 

 Outreach-specific costs were allocated proportional to reportable test 

volume. 
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Case Study 1:  Cost Per Reportable Models 

 Microcosting: 

 Determining the cost per test by actual time and inventory studies. 

 Limitation is time required; ignores factors such as cost per shift. 

 Average cost: 

 Total expense divided by test volume at laboratory or cost center level. 

 Treats all test procedures within laboratory or cost center equally. 

 Useful for monitoring overall trends or peer rankings. 

 Allocated cost: 

 Major criterion is, “Will expense go away if outreach is discontinued?” 

 Treats all test procedures within laboratory or cost center equally. 

 Chi’s approach: 

 Identified outreach program-specific costs. 

 Determined laboratory operations direct cost at the workstation level. 

 Allocated costs of laboratory operations at cost center level using criterion 

described above. 
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Case Study 1:  Rationale - High-Level Analysis 

 If we used a microcosting or some other method to determine the cost 

of testing at the test level, then the project cost would probably be too 

high and the project would take too long to complete. 

 If the program is unprofitable, then that simply extends the 

problem. 

 Small errors in determining the cost of testing at the test level can get 

magnified by the test volume to become an unacceptable source of 

error. 

 An error of $0.10 per test = error of $1,000,000 for a 10,000,000 tests 

per year laboratory. 

 It’s doubtful that any cost of testing system can get to this level of 

accuracy, especially since many laboratories have on-site test 

menus >500 tests. 

 In contrast, small errors in allocations (e.g., number of FTEs) represent 

more acceptable absolute errors. 

 Cumulative error of 2 FTEs @ $75,000 = $150,000. 
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Case Study 1:  Revenue Analysis 

 The outreach manager was extremely skilled in creating custom 

financial and test volume reports from the billing and LIS systems. 

 We determined the revenue by client and applied an average cost of 

testing by cost center/workstation to determine initial estimates of 

profitability by client. 

 Billing system processes (including bad debt analysis, fee schedule 

review, and collection rate) were reviewed by an experienced 

accountant. 

 Other database-related reports were generated as needed (e.g., 

profitability by zip code, market segment). 

 Developed basic financial metrics. 
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Case Study 1:  Key Findings 

 Losing at least $400K annually. 

 Laboratory Operations:  No significant issues. 

 Outreach Operations: 

 Courier expense extremely high. 

 Service area was geographically large. 

 Revenue issues: 

 Collections and bad debt were reasonable. 

 Net revenue per client was at least 33 percent lower than industry norms. 

 Client fee pricing was substantially lower than direct cost of testing. 

 Toxicology business segment was marginally profitable. 

 Top 25 clients were unprofitable (e.g., $10K-200K annually). 

 Substantial number of very profitable clients close to hospital. 
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Case Study 1:  Profitability By Client - Rank Order 

Account 

Code 

Revenue 

Six Months 

Total Cost 

Six Months 

Annualized 

Profit/Loss 

Test 

Volume 

Client 1 $35,357  $158,854  ($246,993) 22,063 

Client 2 $15,922  $131,983  ($232,123) 18,331 

Client 3 $43,711  $145,613  ($203,803) 20,224 

Client 4 $1,084  $47,959  ($93,749) 6,661 

Client 5 $5,577  $52,344  ($93,533) 7,270 

Client 6 $7,203  $39,434  ($64,462) 5,477 

Client 7 $6,162  $36,792  ($61,260) 5,110 

Client 8 $9,656  $38,866  ($58,419) 5,398 
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Case Study 1:  Results Nine Months Later 

 Reduced geographic area and renegotiated courier service to cut 

expense immediately. 

 If client was unprofitable, prices increased or were dropped within 60 

days. 

 Overall client base reduced by ~30 percent. 

 Limited RIF to eliminate expenses. 

 Other appropriate actions to reduce other direct expenses. 

 If clients were profitable TLC. 

 Developed financial metrics and revenue projection tools.  

 Profitability of at least $1 million annually (~18 percent pre-tax). 

 System now planning for controlled growth of outreach. 

 Recognition/promotions for their success. 
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Case Study 1:  Key Components of Success 

 Strong support from senior management despite initially disappointing 

metrics. 

 Management stayed focused on key issues impacting profitability. 

 Development of realistic turnaround plan. 

 Execute the plan. 

 SUMMARY  Learned how to be profitable, then turned to growing 

profitable volume. 
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Case Study 2:  Multi-Hospital Outreach Program ($7M) 

 CFO was concerned because cash injections were increasing in both 

frequency and amount. 

 Losing at least $1.5 million annually/projections unfavorable. 

 Laboratory/outreach management inexperienced and reported to 

separate VPs. 

 Sales operated essentially independently of management and set 

pricing at whatever it took to get business. 

 Covered extensive geographic area. 

 Outreach had a separate billing department and could measure 

revenue by client. 

 No financial metrics in place. 

 Did not know cost of testing. 

 Operations review revealed very inefficient laboratory due to both 

operational processes and design. 
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Case Study 2:  Approach 

 Developed client database and custom financial metric reports in 
Microsoft Access: 

 All client demographic information. 

 Test volume. 

 Revenue. 

 Laboratory operations: 

 Interim administrative director to plan turnaround and direct both 
laboratory operations and outreach (including Sales). 

 Determined high-level cost of testing. 

 Developed plan to reduce cost of testing. 

 Interim financial manager: 

 Chargemaster audit. 

 Accounts receivable audit. 

 Revision of billing/collections process. 

 Development of key financial metrics including profitability by client. 

 Strategy formulation/execution. 
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A tremendous tool in the right hands— 

must have knowledge of database management. 

Access Database 
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Case Study 2:  Cost Analysis 

 Use a high-level approach to identify urgent issues. 

 A pitfall of many outreach programs is they attempt to use incremental 

cost models forever. 

 In this case, pricing was being set on incremental CPR data that 

was at least five years old. 

 Many outreach programs are encumbered by overhead allocations. 

 Some allocation is appropriate, i.e., the program would have to pay 

rent, HR, accounting, or legal expenses if it was a stand-alone 

business. 

 Some is not relevant to the outreach program (e.g., academic 

allocations) and should be removed from the financial evaluation. 

 In this case, we removed all institutional allocations with the 

express approval of the CFO to determine if the outreach program 

was at least recovering direct cost (…it wasn’t). 
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Case Study 2:  Revenue Analysis 

 Most hospital laboratories have difficulty measuring net revenue 

(actual collections) and/or net revenue by client. 

 Most hospital accounting systems use accrual accounting with a 

contractual disallowance applied to estimate revenue. 

 Try to use as close to cash-based accounting as possible for the 

analysis. 

 One approach is to recommend transition to an external billing 

service. 

 In this case, an external billing service was being used but had never 

been directed to develop appropriate financial metrics. 

 Some clients reported they had either never received a bill some 

months or were never asked to pay delinquent amounts. 
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Case Study 2:  Results Nine Months Later 

 Reorganized laboratory to reduce CPR to a projected level. 

 Initial RIF (entirely by attrition) of ~30 FTEs. 

 Projected RIF of additional ~20 FTEs by attrition once renovation and 

installation of automation occurred. 

 ROI for renovation/automation <1.5 years. 

 Put monthly financial metric system in place. 

 Determined profitability by client based on: 

 Current (high) cost of testing. 

 Projected cost of testing. 

 If client was unprofitable by both metrics, prices increased or were dropped 

within 30 days. 

 Reduced geographic area to reduce courier expense immediately and improve 

work schedule in laboratory operations. 

 Initial RIF of ~3 FTEs. 

 Overall client base reduced by ~30 percent.  

 Profitability of at least $2 million annually (~30 percent pre-tax). 
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Case Study 2:  Summary 

 Focus on key issues impacting profitability first. 

 Financial analysis:  

 Develop key financial metrics and databases (e.g., Microsoft 

Access, Excel) accurate enough to make business decisions. 

 Develop realistic turnaround plan. 

 Stay focused and take action: 

 If losing money, first get to breakeven and then improve 

profitability. 

 Appreciate time value of money—turnarounds take time and 

require aggressive monitoring (test volume, expenses, revenue). 
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Outreach Profitability Improvement:  Review of Process 

The focus is on:  

 Turnaround of programs experiencing “financial loss.” 

 Enhanced financial performance of programs experiencing financial gain. 

The process uses the concepts of Lean Six Sigma: 

 Define:  System goals 

 Measure:  Develop/apply tools 

 Cost of testing 

 Revenue by client 

 Profitability by client  

 Analyze:   

 Profitability of program/clients 

 Develop working strategy  

 Verify:   

 Develop forecasts for revenue, expenses, test volume, profitability 

 Strategy formulation phase 

 Implement: 

 Shed unprofitable clients 

 Adjust fees 

 Reduce expenses concurrently 

 Control:  Continuous monitoring of metrics 

 Statistical reports 
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Use of metrics helps make the decision for you regarding actions  

and priorities—in this example, lower scores identify action areas. 

Evaluation Matrix for Priority Strategy:  Example 

Score  

Metric 0 - 3 4 - 6 7 - 8 9 - 10 

Profitability % < 5% 5 - 10 11 - 15  > 15% 

Accounts  

Receivable 
DSO > 60 50 - 60 40 - 50 <= 40 

New Sales 
$ Month/ 

Rep 
< $4K $4 - 6K $6 - 7K  > $7K 

Cost Of  

Service 
CPR > $12 $9 - 12 $7 - 9 < $7 

Be objective—start here. 
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Revenue Analysis of Fee Schedules:  Example 

 

 Metric Client Bill Insurance Bill All 

Test Volume 659,740 308,986 968,726 

Net Revenue $3,170,777 $3,338,035 $6,508,812 

Avg. Revenue Per Test $4.81 $10.80 $6.72 

Avg. Profit Per Test -$2.39 $3.61 -$0.48 

Margin -49.7% 33.4% -7.1% 

Data-driven decisions are more effective with regard to leading to improvement. 

From Case Study 1 
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*Initially, use the same importance factor and depend upon an objective 

score to identify the most significant issue.  The importance factor can be 

based on the total financial impact of each item (see next slide). 

Evaluation Matrix:  Revenue/Profitability Component 

Criteria 1 Criteria 2 Criteria 3 Criteria 4 

Profit Margin/Fee 

Schedules 

Accounts 

Receivable 
New Sales/Rep Cost of Service 

Importance 

Factor* 
10 10 10 10 

Score 0 8 9 9 

Weighted 

Score 
0 80 90 90 
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*Score based on objective criteria established by management,  

i.e., financial impact via cost reduction or revenue improvement. 

Example:  Cost Matrix Weighted Score 

 

 Criteria 1 Criteria 2 Criteria 3 

Direct Cost Per 

Reportable 
Courier Other Overhead 

Importance 

Factor 
10 10 8 

Score* 8 3 7 

Weighted Score 80 30 56 
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Objective Assessment of Importance:  Example 

Item 

Time 

(Months) 

Opportunity 

(per Month) Score Ranking 

Reduce Courier 

Routes 
4 $10,000  2,500  2 

Increase New Sales 6 $10,000  1,667  3 

Drop Unprofitable 

Accounts 
3 $100,000  33,333  1 

Financial impact is key criteria, i.e., impact per month 

is the key criteria for determining priority. 
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Cost of Testing Summary:  Example 

Outreach- 

Specific 

Laboratory 

Operations 
Total 

Salary and Benefits $1,240,098 $1,971,434 $3,211,533 

Supplies $39,992 $995,565 $1,035,557 

Contracts $2,096,148 $0 $2,096,148 

Other Allocated Costs $0 $546,256 $546,256 

Total $3,376,238 $3,513,256 $6,889,494 

If cost would not go away if outreach program did not exist, then 

it is a cost of laboratory operations (e.g., $546K). 

If cost is specific to outreach program (e.g., external courier contract @ 

$2 million), the cost is allocated to outreach program. 
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Strategy for Review of Client Profitability 

 Start with the top five clients and resolve, and then proceed in succession to 

the next set of five, etc. 

 Try to group clients by courier route if feasible so that routes can be 

restructured or eliminated, if possible. 

 Review all test volume data and revenue collection statistics to ensure the data 

for the client is correct before any action is taken. 

 Compare collections against billings to ensure that fees paid by client or 

insurers are not getting credited elsewhere to another account. 

 Determine if there are additional expenses associated with servicing the client 

(e.g., in-office phlebotomists, special courier runs), and add these amounts to 

the cost of servicing the client. 

 Determine if price increase(s) can achieve profitability within a reasonable 

period of time, and present this option to clients. 

 If rejected, then notify of discontinuation of service within 30 days. 

 Notify stakeholders (e.g., pathology group) of service termination. 

 Project the likely impact on revenue, expenses, and test volume. 
 

 Key = define, measure, analyze, implement, and control  do it! 
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Summary 

 Profitability, or generating a positive contribution margin, 

is not well documented in far too many laboratory outreach 

programs. 

 Must change thinking to “we are a revenue and profit 

center.” 

 Must convert the “belief” about financial performance of 

laboratory outreach into “fact.” 

 To do this, you must apply the same attention to detail to 

the business management of outreach that you apply to 

the medical and technical operation. 
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