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The new federal healthcare legislation will provide universal coverage and insurance reform.  Many questions 
come to mind regarding the impact of healthcare reform on the viability of outreach programs:  

1. Who will be the decision-maker for contracting of laboratory services? 

2. What changes in reimbursement are likely to ensue? 

3. Who will have a competitive advantage?  

4. Is outreach still a viable business model for healthcare organizations? 

5. What should outreach programs do now to position themselves for the anticipated changes? 
 
This article offers insights on what to expect and how to proactively position your program for continued 
success. 
 
Contracting for Laboratory Services 
 
It is anticipated that the current fee-for-service model will be replaced by global or bundled payments.  This, in 
turn, will further propel physicians and hospital systems into integrated delivery networks.  These systems will 
negotiate global payment from the various payers.  In this model, the financial risk shifts from the payers to the 
integrated delivery system (IDS).  Providers essentially offer a form of re-insurance.  Payments will be based on 
actuarial calculations with adjustments for acuity and made on a per member per month basis. 
 
The decision-maker for laboratory services will be either an IDS or very large physician groups working in 
concert with an IDS.  This will favor hospital-based outreach programs that can provide service offerings 
competitive with the large national or regional laboratories.  Hospital laboratories are still the only entities that 
can provide a true continuum of care (testing done by the same laboratory) for patients in all settings:  inpatient, 
outpatient, skilled nursing facility, and home. 
 
This new contracting power will position the hospital-based outreach programs to capture the majority of the 
physician office market.  The national laboratories will ultimately move toward a true reference laboratory 
model but may try to strengthen their position in the midterm by acquiring regional outreach programs. 
 
Changes in Reimbursement 
 
The current legislation does not directly address cost, but everyone knows that ways to pay the bills associated 
with reform must be found.  This is on top of runaway year-over-year premium increases and an ever-increasing 
percentage of the GNP spent on healthcare.  The likely outcome is continued downward pressure on pricing and 
utilization.  Minor adjustments in reimbursement (1.75 percent decrease in Medicare fee schedule updates) are 
planned for laboratories in 2001-2015, but the real changes are not scheduled to occur for several years. 
 
Worry about cost pressure has persisted in the outreach industry for decades, yet net revenue per test has 
increased steadily as shown in the results of Chi Solutions’ Ninth Comprehensive National Outreach Survey:  
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Figure 1:  Average Outreach Net Revenue Per Test By Fiscal Year 

 

Pricing pressure will not be an overwhelming concern in the next three to five years.  Healthcare reform changes 
do not go into effect until 2014, and meaningful cost reductions are not expected to occur until the 2015-2020 
timeframe.  In addition, trends such as increased complexity of testing and growth in volume of testing from an 
aging population will counteract potentially lower future reimbursement.  This does not mean that hospital 
laboratories do not have to focus on costs in the short term.  A proactive, ongoing cost improvement program 
using benchmarking, Lean Six Sigma, or other tools is essential for continued success in any industry. 
 
Competitive Advantage 
 
The next key question is, “Who will have a competitive advantage with the new reforms?”  The answer: 
hospitals.  This observation is based on the following assumptions:  

 Hospital laboratories with competitive offerings should have the “first mover” advantage if contracting 
decisions lie with an IDS. 

 Only hospital laboratories can provide true continuity of laboratory testing across the whole spectrum of 
care (inpatient, outpatient, skilled nursing facility, and home). 

 Hospitals can provide a broad diagnostic offering to physicians, incorporating imaging and other services 
with one access point. 

 An IDS can provide superior service to patients via diagnostic centers (i.e., “one-stop shopping” for all 
services). 

 Using only one laboratory for all testing can eliminate redundant or repeat testing, ultimately reducing 
utilization and the cost of testing nationally. 

 
A key requirement of a competitive offering is information technology (IT) including web-based connectivity 
for orders and results and interfacing capability to the IDS’ electronic medical record (EMR).  Those unable to 
offer competitive pricing and services will be forced to abdicate to national or regional laboratories.  The 
competition will interface to the IDS and, once ensconced, will be harder to displace.  As one former hospital 
CEO indicates, “It is patently foolish for hospitals to work with outside laboratories to interface to their EMR.”  
This is akin to giving away the crown jewels.  
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Viability of Outreach Business Model 
 
Outreach will continue to be a viable business model for many years to come.  Survey results from the last 
several years show that the profitability of laboratory outreach programs can be 50 percent or more.  The 
average and median profitability is in the 20-30 percent range.  
 

Figure 2:  Contribution Margin Over the Last Six Years 

 
Core laboratories are at the upper end of that range while stand-alone laboratories usually fall at the lower end. 
Profitability of blended diagnostic programs is extraordinary, with margins over double that of laboratory 
programs alone.  Chi’s most recent outreach survey shows that 38 percent of outreach programs now offer 
blended diagnostic services.  The most common service offered in addition to laboratory is imaging, followed by 
cardiology, physical therapy, occupational therapy, and pharmacy.  These findings support the notion that 
outreach is still a very compelling business case.  In light of the fact that hospitals will be increasingly starved 
for new revenue and profitability options, outreach will become a strategic priority for savvy organizations. 
 
Positioning for the Future 
 
Everything stated up to this point reinforces the conclusion that there is a window of opportunity for hospitals to 
capture outreach market share.  The time is now.  The price of entry will be much higher, perhaps even 
prohibitive, later on.  Michael A Sachs, Chairman and CEO of the healthcare intelligence firm Sg2, predicts that 
there will be three phases to reform as shown in Figure 3 below. 
 

Figure 3:  Timing of Reform Provisions is Key 

 
Source:  Sg2, “Reform:  It’s More Than Payment Changes,” HCMA, Boston, MA:  May 4, 2010. 
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The first phase, The Prelude (2010-2013), will be a time of slow growth, deteriorating payer mix, and local 
battles for market share.  It is estimated that 80 percent of physicians will be employed by an IDS, hospital 
consolidation will accelerate, and the strongest will get stronger.  During Market Expansion (2014-2017), the 
second phase, new federal money will expand coverage and fuel rapid market expansion with constraints on 
access and cost.  Lastly, in the third phase, Regulation and Restructuring (2018-2020), rate transparency and 
regulation will prevail.  Survival requires the ability to succeed in a more regulated, rate- and quality-driven 
environment. 
 
How do hospital laboratory leaders position their outreach programs based on this forecast?  Here are some 
steps to consider: 

1. Get outreach infrastructure in order so that the laboratory can provide a competitive service offering 
(including IT, patient service centers, laboratory capacity, sales, service, and billing). 

2. Grow aggressively to maximize market share. 

3. Achieve a minimum of top quartile performance in cost; top 10 to 15 percent is better. 

4. Develop financial models for utilization and capitation. 

5. Secure-long term capital needs now before things get worse.  Consider an equity partner if capital is not 
available through the health system. 

 
Summary 
 
The future for hospital-based or -owned outreach services will be strengthened by healthcare reform.  No 
significant changes to reimbursement are expected to occur for the next five to eight years.  Eventually, 
however, the model will change from fee-for-service to a global monthly member fee, placing a higher emphasis 
on cost competitiveness.  Contracting decisions will shift to the local IDS, and, as such, hospital outreach 
programs will be better positioned than national or regional laboratories, assuming competitive services and 
prices.  Commercial laboratories will then morph into more specialized reference laboratories as hospitals move 
to capture additional market share through broad-based diagnostic models. 
 

For more information, please call us at (800) 860-5454 or visit www.chisolutionsinc.com.  
 


