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Introduction 

 

The findings of Chi Solutions’ Ninth Annual Comprehensive National Laboratory Outreach Survey 

attest to the major trends at play in the outreach arena.  Hospital-based programs equal or exceed the 

national laboratories on several key financial measures and continue to make competitive inroads in 

the marketplace.  However, despite embracing approaches to further these advances and faced with 

hospitals’ ever-present drive to increase revenues, this $13 billion industry remains largely hampered 

by a “mom-and-pop” approach to business management.           

 

Outreach Program Profile and Performance vs. National Laboratories 

 

Prior to discussing industry trends, it is important to first take a look at the financial and operational metrics 

of a typical outreach program.  Table 1 below contains median figures derived from data provided by 135 

survey respondents from across the U.S.  Seventy-nine percent of participants indicate they have an 

outreach program, a finding that has held steady over the last several years. 
 

Table 1:  Outreach Program Characteristics 

Net Revenue $5.6 million 

Revenue per Test $19.45 

Revenue per Requisition* $68.08 

Revenue Growth 12.2% 

Profitability** 15-24% 

Competitive Problems IT, managed care, and pricing 

Billing 7.6% outsourced 

Bad Debt 4% 

DSO 41 days 

  *Based on 3.5 tests per requisition. 
 **Measured as contribution margin. 

 

Survey results show respectable financial performance for hospital outreach programs.  Respondents report 

contribution margins of 15 to 24 percent, a slight decrease from the previous survey’s finding of 20 to 27 

percent.  Logically, core facilities experience higher profitability compared to stand-alone hospital 

laboratories given their increased volumes and economies of scale.  Bad debt and DSO, however, have 

improved measurably over prior years and stand at four percent and 41 days, respectively. 
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As in previous surveys, IT, managed care, and pricing continue to be the major competitive obstacles for 

outreach.  Though it does not rank in the top three, billing also causes considerable problems for hospital-

based programs due to the fact that the majority of laboratory outreach billing is performed by hospital 

billing departments rather than companies that specialize in laboratory reimbursement.  The implications of 

this approach will be discussed more fully as part of the third identified industry trend.   

 

Compared to the national laboratories, outreach program performance appears robust.  As illustrated in 

Table 2, median revenue per requisition for these programs is 51 percent higher than Quest and 73 percent 

higher than LabCorp, an advantage likely attributable to more favorable hospital fee schedules and select 

payers reimbursing hospitals on a percent-of-charges basis.  Volume growth is tenfold that of Quest and 

LabCorp, and even including acquisitions, the national laboratories’ three percent average revenue growth 

falls far short of outreach programs’ 12 percent.  The data indicates higher profitability for hospital-based 

programs, although it must be noted that this represents contribution margin versus national laboratories’ 

after-tax profit.  Hospital numbers are stronger because they exclude overhead and taxes, which hospitals 

usually do not have to pay.  Perhaps most significantly, for the first time ever in Chi’s survey, hospitals’ 

bad debt and DSO rates are at levels comparable to Quest and LabCorp. 
 

Table 2:  Outreach Program Performance vs. National Laboratories 

 Outreach 
Program 

Quest 
Diagnostics 

LabCorp 

Revenue per 
Requisition 

$68.08 $44.96 $39.28 

Volume Growth* 10.8% -0.7% 1.5% 

Revenue Growth* 12.2% 2.8% 4.1% 

Profitability** 15-24% 9.8% 11.6% 

Bad Debt 4.0% 4.3% 5.3% 

DSO 41 days 41 days 44 days 

 *Year-over-year increase including acquisitions; outreach numbers reported as median. 
 **Measured as contribution margin or after-tax profit. 

 Quest and LabCorp data from Laboratory Economics, March 2010. 

 

Trend #5:  The Competitive Landscape 

 

Over the years, respondents have consistently and overwhelmingly stated that Quest and LabCorp pose the 

biggest competitive threat in their markets.  Seventy-five percent of participants in the most recent survey 

identify these two companies as their primary competitors, with Quest in the lead at nearly 40 percent.  

Regional independent laboratories and hospital outreach programs rank a distant third and fourth. 
 

Table 3:  Outreach Program Competitors 2007-2009 

Laboratory 2007 2008 2009 

Quest Diagnostics 

LabCorp 

Regional Independent Laboratory 

Regional Hospital Outreach Program 

Physician Group Laboratory 

Other 

36.4% 

38.6% 

12.5% 

11.4% 

0.0% 

1.1% 

37.1% 

33.9% 

14.0% 

13.1% 

0.9% 

0.9% 

 39.7% 

 33.3% 

 13.8% 

 12.7% 

 0.0% 

 0.5% 

TOTAL 100.0% 100.0% 100.0% 
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Figure 1 charts LabCorp’s rise to and fall from the top spot over the last five years.  In 2005, Quest was 

deemed the most significant competitor.  LabCorp assumed the lead the following year after successfully 

negotiating a low-rate exclusive national contract with United Healthcare (UHC).  LabCorp’s dominance 

was short-lived, however; Quest narrowed the gap considerably in 2007, overtook LabCorp in 2008, and 

widened the margin between the two in 2009.  LabCorp has experienced a drop for three consecutive years 

as both hospital laboratories and Quest, working in conjunction with hospitals, have found a way around 

the exclusivity of the UHC contract.  In addition to the low rate and subsequent lost business, LabCorp has 

paid UHC over $100 million in fees since the inception of the contract to reimburse UHC for leakage 

(Laboratory Economics, February 2010).  What once seemed a sure route to competitive greatness has 

turned out to be a less-than-impressive deal for LabCorp. 
  

Figure 1:  Competition Trends Over Five Years 

 
 

Additional evidence shows that the competitive landscape is increasingly favoring hospital laboratories.  

When asked to assess whether they were holding their own, gaining, or losing share compared to the 

national laboratories, the majority of survey respondents state that they are either holding or gaining against 

both Quest and LabCorp (Figure 2). 
 

Figure 2:  Market Share Experience 
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Trend #4:  Mergers and Acquisitions 

 

Laboratory mergers and acquisitions (M&A) activity has accelerated after declining in both number and 

price during last year’s recession.  While acquisitions during that time involved mainly esoteric or anatomic 

pathology facilities, laboratory outreach programs have once again become prime targets.  Evidence of this 

trend’s reemergence most notably includes LabCorp’s purchase of Centrex Clinical Laboratories and the 

acquisition of Spectrum Laboratory Network and Carilion Labs by Welsh, Carson, Anderson & Stowe.  As 

national laboratories and investment firms renew their M&A strategies and laboratory values increase, 

many hospitals may elect to monetize their outreach business to fund other critical services. 

 

Chi’s findings corroborate the resurgence of interest in M&A.  As Figure 3 indicates, 17 percent of 

respondents reveal that their laboratories have been approached about a potential sale over the last year 

versus 10 percent the year before.  While the previous year’s figure may have been underreported since 

laboratory staff are often the last to discover their program is for sale, the most recent percentage coincides 

with M&A in the overall business market, which is up 20 percent according to the Wall Street Journal.    
 

Figure 3:  Trending of M&A Activity, 2008-2009 

 
 

Hospitals and health systems in general have also been recently targeted by for-profit entities, as 

demonstrated by the planned acquisition of Detroit Medical Center by Vanguard Health Systems and the 

purchase of Caritas Christi, a six-hospital Catholic system in Boston, by the private equity firm Cerberus 

Capital Management Group.  With 29 percent of hospitals seeking alternate sources of financing according 

to the Healthcare Financial Management Association, healthcare organizations may increasingly look 

beyond the sale of just one facet of their services, such as laboratory outreach, to secure more extensive 

funding for their operations.  

 

Trend #3:  Improvements in Billing 

 

While the survey results show improvement in key metrics (Figure 4), the majority of hospital-owned 

outreach programs still face difficulties with regards to billing.  On the positive side, average and median 

bad debt have decreased steadily over the last three years, from 13 percent and five percent to five percent 

and four percent, respectively.  DSO has seen impressive gains over the past six years, with the average 

dropping 35 percent (69 to 45 days) and the median decreasing 32 percent (60 to 41 days). 
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Figure 4:  Bad Debt and DSO Over Six Years 

 

 
 

Despite this progress, only 30 percent of survey respondents actually know their program’s billing-related 

statistics.  This lack of critical information can be attributed to the fact that the vast majority of outreach 

programs utilize their hospital’s billing department, which usually cannot track reimbursements by service.  

Rather, laboratory payments are frequently bundled together with other services, and reimbursement is 

posted as a group.  As a result, billing data specific to the laboratory cannot be obtained.  Only eight 

percent of survey participants indicate that their billing is handled by independent companies that can 

provide this level of detail. 

 

To make matters worse, the average revenue per laboratory requisition is below the write-off threshold of 

many hospital billing departments.  In order to be profitable, laboratories have to chase claims that are 

much smaller than most billing departments are willing to pursue.  The finding that less than one-third of 

survey respondents feel they are collecting everything they can reinforces the impact billing difficulties are 

having on outreach programs.     

 

Trend #2:  A Comprehensive Diagnostic Approach 

 

Outreach programs that market services in addition to laboratory have been on the upswing during the past 

five years.  As the graph on the left in Figure 5 illustrates, nearly 40 percent of respondents to the 2009 Chi 

BAD DEBT OVER SIX YEARS
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survey report that their outreach programs offer multiple services.  The addition of imaging is most 

common, followed by cardiology, physical therapy, occupational therapy, and pharmacy.  These so-called 

“blended” programs allow hospitals to leverage their outreach infrastructure to sell a broader range of 

services to their communities. 
 

Figure 5:  Outreach Programs Marketing Multiple Services 

 

Several years ago, Chi developed a prototype for a hypothetical diagnostic center (Figure 6).  This model is 

built around an off-site imaging center due to the size of the equipment required for radiology.  Services 

can be added on to an existing imaging center, or a new diagnostic facility can be planned and built from 

scratch.  Ambulatory surgery can also be added to the mix, thereby offering a full range of diagnostic, 

therapeutic, and interventional services to better meet patient needs in one common location. 
 

Figure 6:  Diagnostic Center Model
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Aside from their patient care ramifications, blended models pose a more compelling business case for 

hospitals and health systems.  In Chi’s experience, the contribution margin of a combined laboratory and 

imaging outreach program is more than double that of laboratory alone.  Maximizing profitability has never 

been more important, as capital resources are scarce and a recent Thomson Reuters report states that half of 

all hospitals are losing money.  Organizations will be scrutinizing every program to identify and eliminate 

non-performers—outreach must be sure to demonstrate its worth in order to survive.  

 

Trend #1:  Management by Braille 

 

Most significantly, Chi’s survey reveals a disturbing truth:  the vast majority of laboratory executives do 

not have access to key management reports and data.  A startling percentage of survey participants are 

unaware of their performance on twenty-three standard quality, service, and financial metrics (Figure 7).  

Among the more surprising discoveries are: 

 Thirty-one percent do not know their laboratory’s outreach volume. 

 One-third do not know the number of lost specimens, one of the most critical errors in the industry. 

 Only half track data entry errors. 

 Two-thirds do not have volumes by hour of day to predict staffing needs. 

 Eighty percent do not know their profitability by client, which impedes their ability to identify and shed 

unprofitable clients. 

 Less than 20 percent measure telephone service indicators. 
 

Figure 7:  Knowledge of Key Performance Metrics 
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representatives—but only 27 percent of respondents report that their laboratory is benchmarked against 

organizations with comparable outreach volume.  All in all, when asked whether they possess the 

information, reports, and key performance indicators to effectively manage their business, a staggering 

two-thirds of survey participants replied that they do not (Figure 8).  As a result, these laboratory leaders 

are essentially managing their business by Braille. 
 

Figure 8:  Access to Information 

 
Conclusion 

 

Outreach programs bring value to hospitals in many ways.  Not only do they enhance a healthcare 

organization’s profitability, they also foster and reinforce hospital-physician relationships, support the 

continuity of patient care, and even provide capital generation opportunities should they become 

acquisition targets.  As the results of Chi’s Ninth Annual Comprehensive National Outreach Survey 

demonstrate, hospital-based outreach programs are gaining market share against their commercial 

laboratory counterparts and scoring comparably on many fundamental performance metrics.  Given these 

successes, the time has come to commit to running outreach programs like the competitive operations they 

have proven to be.  With the same systems and information to manage their business as the national 

laboratories, one can only imagine what heights these programs would reach. 

Do you have the information, management reports, and key 

performance indicators to manage your business?

Yes

33.3%

No

66.7%


