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Introduction 

The laboratory industry is hot!  It seems that everybody is getting into it these days.  According 

to Haverford Healthcare Advisors, 2010 was the past decade’s most active year for acquisitions.  

Multiples (sale price as a multiple of annual revenue) are at an all-time high, and a variety of 

new entrants have appeared, including a health care instrument manufacturer, a pharmaceutical 

firm, and even a food company (Table 1). 

 
Table 1:  New Entrants in Laboratory Acquisitions 

Acquirer Target Description 

GE Healthcare Clarient, Inc. 
The health care diagnostics arm of GE 

purchased Clarient, an oncology diagnostics 
company, in December 2010. 

Novartis Genoptix 
A pharmaceutical company purchased a 
pathology company in February 2011. 

Nestle Health Science Prometheus Laboratories 
The largest food company in the world 

purchased a diagnostics and therapeutic 
company in July 2011. 

 

Recent acquisitions have been sizable; two out of the three laboratories mentioned above sold for 

between $330 million and $530 million.  In addition to the new acquiring entities emerging in 

the industry, the usual players are still in the game:  (1) national laboratories Quest Diagnostics, 

LabCorp, and Sonic Healthcare, (2) regional laboratories such as Bio-Reference Laboratories 

and Solstas Lab Partners, and (3) pathology consolidator Aurora Diagnostics.  Private equity 

interest in laboratories is also on the rise, as evidenced by private equity firm Welsh, Carson, 

Anderson & Stowe’s majority ownership of Solstas.   

 

All of this investment activity in the laboratory industry is a positive sign.  More and more, 

hospital-based outreach programs are being viewed as valuable assets that can be grown 

organically or by acquisition.  As a sign of their success, many of these programs have become 

acquisition targets (e.g., Lab Alliance, Spectrum Laboratory Network, Carilion Labs, Stanford 

Outreach Lab, Pathology Associates Lab, and others). 

 

Recognizing the Value of Outreach 

Given this industry context, it is no surprise that there is great interest nationally in outreach.  

Eighty-two percent of respondents to Chi Solutions, Inc.’s (Chi’s) most recent Comprehensive 
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National Laboratory Outreach Survey report that they currently have a laboratory outreach 

program, and more hospitals are starting them every year.  A large majority of hospital 

executives believe that outreach is a lucrative business, but few realize just how profitable it is.  

Table 2 summarizes the performance of outreach programs compared to the two major national 

laboratories: 

 
Table 2:  Report Card for Hospital Outreach Programs Compared to National Laboratories

1 

 

Outreach 
Program

2
 

Quest LabCorp 

Revenue per Requisition $51.30 $44.87 $41.82 

Volume Growth (%)
3
 11.3 -1.0 0.2 

Revenue Growth (%)
3
 5.0 -1.2 3.5 

Profitability (%)
4
 20 16 19 

1
Data from the Tenth Comprehensive National Laboratory Outreach Survey, Chi Solutions, Inc., 2010. 

2
All numbers reported as median. 

3
Year-over-year increase excluding acquisitions. 

4
Profitability for outreach programs is reported as contribution margin; for national laboratories, as pre-tax 
profit. 

 

The results of Chi’s 2010 survey indicate that hospital-based outreach programs outperform 

Quest and LabCorp on all four key metrics:  

 Revenue per requisition for outreach programs is 14 percent higher than Quest and 22 

percent higher than LabCorp. 

 Organic volume growth is 12 percent higher than Quest and 11 percent higher than LabCorp. 

 Organic revenue growth is six percent higher than Quest and 1.5 percent higher than 

LabCorp. 

 Contribution margin is four percent higher than Quest’s pre-tax profit and one percent higher 

than LabCorp’s. 

 

What’s more, this is not just a 2010 phenomenon.  Survey results over the last several years have 

consistently placed outreach programs ahead of the national laboratories on these measures.  

 

Why is the strength of outreach performance such a secret within hospitals when for-profit 

companies outside the laboratory industry want to get in and those that are already in the 

business are investing more?  On a macro level, the answer is that most hospitals treat outreach 

as a side business that is not mission-critical.  Consequently, it is not set up as a separate business 

unit with segregated financials.  Those that recognize the value of laboratory and want to pursue 

growth have either formed separate companies or found ways to isolate revenues (via outsourced 

billing or other means) and costs (through an outreach cost center).  Segregating financials gives 

these hospitals the ability to generate a profit and loss (P&L) statement for outreach, and no one 

has to speculate if the program is profitable.  It can stand on its own and compete for the capital, 

resources, and other types of support necessary to fuel a growing business. 
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In the more detailed—or micro—view of outreach, the trend is the same.  When participants in 

the Chi survey were asked if they had the information, management reports, and key 

performance indicators to manage their business, only 34 percent responded in the affirmative.  

The majority (66 percent) responded that they did not have the most basic information to manage 

their business, as shown in Figure 1.   

 
Figure 1:  Information to Manage Business

 

 
 

The end result is that many laboratory executives and outreach managers are trying to run multi-

million dollar businesses by intuition.  In the absence of relevant information and metrics, they 

are feeling their way around, or “managing by Braille.”  Given this limitation, it is no wonder 

that hospital executives are confused about the value of outreach and, as a result, that outreach 

programs do not always receive the financial support, resources, or priority within their 

organizations that they deserve. 

 

Future Outlook and Challenges for Outreach 

It appears that the current financial success of outreach will continue in the future.  In fact, 

performance may improve further because of the market forces associated with health care 

reform and the emergence of accountable care organizations (ACOs).  As hospital systems and 

physicians come together to form regional groups for the efficient, cost-effective delivery of 

high-quality care, hospital laboratories will have an even stronger market position.  Assuming 

competitive services, why wouldn’t an ACO purchase services from its own laboratory? 

 

There is one major challenge on the horizon:  the reimbursement advantage now enjoyed by 

hospitals is likely to shrink over the next few years.  Hospital laboratories may not have to 

compete solely on price; certainly, continuity of testing and the local provider advantage will 

help.  Outpatient testing reimbursement may not be affected, but there will be greater price 

pressure on outreach (non-patient) testing.  In the future, it is possible that hospital laboratories 

may have to accept independent laboratory pricing for the outreach market segment.  This is not 

entirely bad news, though, as it would eliminate the disincentives of higher co-pays and 

deductibles often encountered today and allow for a more even playing field with independent 

laboratories. 

 

Do you have the information, management reports, and 

key performance indicators to manage your business?

Yes
34.1%

No
65.9%
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These changes will not occur for at least five to seven years, and, in the interim, they could be 

modified or eliminated.  Health care reform will continue to evolve on the national political 

scene.  While specific future reforms are unknown, decreased reimbursement will undoubtedly 

be a part of the picture for all types of health care providers, including laboratories.  Current 

health care costs are not sustainable; it is best to accept that fact and start being proactive.  

Hospitals should use this window of opportunity wisely, enjoying current reimbursements while 

preparing for reduced payments in the future.  Any operation has room for improvement.  That is 

the heart of competition—figuring out how to survive and thrive in an ever-changing world. 

 

Conclusion 

Hospitals that find themselves stuck on how to proceed with their outreach programs should 

think like the smart money people.  Analyze the market.  Look for efficiencies.  Develop a clear 

business case for growth, and clearly articulate the value of outreach to the organization.  Chi has 

seen programs that contribute over 50 percent of hospital profits.  That kind of success will 

surely get someone’s attention.  The key question to pose to hospital executives is, “Who else 

has come up with a better plan to generate new revenues and profits for the future?” 

 

 

 

 

 

Related Articles 

The Knowledge Center on Chi’s website (www.chisolutionsinc.com) contains a wealth of 

articles and publications on related topics.  Examples of titles available include: 

 Key Issues that Affect Hospital Laboratory Profitability 

 The Top Five Outreach Industry Trends 

 Productivity Monitoring - A Proactive Approach 

 Taking Your Outreach Program to the Next Level:  Diagnostics 

 The Impact of Scale on Laboratory Operations 

 How to Utilize Benchmarking in the Clinical Laboratory 
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