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There are five top things that hospital executives unwittingly do to make it difficult or impossible 

for laboratories to succeed at community-based outreach programs: 

1. Failing to identify outreach as an organizational priority. 

2. Treating the outreach program like a “cost center.” 

3. Charging hospital prices for community-based work. 

4. Starving the program for capital. 

5. Under-resourcing the program. 

 

Surely it is not intentional.  Executives do not try to undermine outreach, but that can be the 

unintended result.  Any one of the above constraints can slow growth; together, they result in a 

material loss of revenue and margin and unhappy physicians and patients.  This article explores 

each of these constraints to understand why they exist and what can be done to eliminate them. 

 

1. Failing to identify outreach as an organizational priority:  A successful outreach program 

requires strong organizational support and alignment around the business.  The laboratory 

depends on many different hospital departments for outreach to flourish:  managed care for 

access to payer contracts, finance for competitive pricing and management reports, billing for 

maximizing collections, legal for contract review, information technology (IT) for physician 

office connectivity and interfaces to electronic medical records (EMRs), and human 

resources for hiring of staff.  The whole is only as strong as its weakest link. 
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2. Treating outreach like a “cost center”:  Most outreach programs are treated like cost 

centers rather than revenue-generating business units.  They do not have a formal profit and 

loss statement (P&L) that is vetted by both the laboratory and the finance department.  Costs 

and revenues are embedded in other entities and are not visible or appreciated throughout the 

organization.  Staff is paid at hospital rates, which are not competitive with independent 

laboratories.  The laboratory is benchmarked against others that do not have outreach 

programs and have very different cost structures.  To make matters worse, there is no 

consideration for the revenue side of the equation.  As a result, the business suffers—it 

cannot function like a true business.  Financial results are a fraction of the true potential, the 

organization loses out on a powerful revenue and margin driver, and naysayers prove that 

outreach is not profitable.  It becomes a self-fulfilling prophecy. 

 

Have you ever considered setting up outreach as a unique accounting entity?  Treat it as a 

separate business unit to easily track performance and provide visibility and accountability 

for results. 

 

3. Charging hospital prices for community-based work:  According to the most recent 

Comprehensive National Laboratory Outreach Survey conducted annually by Chi, hospital 

pricing is identified as the number one weakness of outreach programs.  On average, hospital 

outpatient charges are 1.5 to 2.0 times that of independent national or regional laboratories.  

Overcharging for these services results in a disincentive for physicians and patients to use 

hospital services for what is termed “non-patient” or outreach business.  (“Non-patient” 

refers to specimens that are picked up from doctors’ offices and transported to the hospital 

laboratory for processing.)  As a result of higher co-pays and deductibles, patients are 

increasingly bearing the burden of a higher proportion of health care costs.  When it comes to 

choosing between the local hospital and a national or regional independent laboratory, the 

cost differential drives behavior.  This phenomenon is demonstrated in the table below which 

shows out-of-pocket costs for patients using a local hospital. 

 

Description – Patient Insurance Plan 
Assumes 20% Co-Insurance and $1,000 

Deductible 
CPT 
Code Charge 

Allowable 
Charges – 
Hospital 
Based 

Provider 

Allowable 
Charges – 

Independent 
Laboratory 

Draw Fee 36415 $25.00 $9.00 $2.70 

Urinalysis 81001 $42.00 $15.00 $4.03 

Comprehensive Metabolic Panel 80053 $165.00 $60.00 $13.47 

Lipid Panel 80061 $78.00 $29.00 $17.07 

Total Patient Bill – Deductible Not Met $113.00 $37.28 

Total Patient Bill – Deductible Met $22.60 $7.46 

 

In the above example, the patient pays up to $75.72 more (a 300 percent penalty) when using 

a hospital for community-based work rather than an independent laboratory.  Some examples 

are more extreme.  It is easy to see how higher costs at hospitals can drive patients away. 

 

There is no rationale for charging hospital pricing for community-based testing.  This type of 

testing does not require rapid turnaround time or special handling as is often the case with 

acutely ill patients.  Rather, this work is collected and tested in large batches on off-shifts.   
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Commercial payers still reimburse hospitals at higher rates than independent laboratories, but 

this practice is not sustainable.  In the future, non-patient testing will likely be paid on one 

fee schedule irrespective of whether the facility is a hospital or independent laboratory.  

Forward-thinking hospitals are already shifting to the independent laboratory fee schedule in 

order to mitigate attrition of base business or jump-start growth.  They recognize that they 

have gone as far as they can go with the old provider-based pricing model.   

 

Why not consider your options to convert to an independent laboratory fee schedule now?  

You may be able to capture market share, sustain a higher base business, and position your 

laboratory for the future before non-patient fees are regulated further.  This is not for 

everyone, however; the decision to change to independent laboratory pricing is highly 

dependent upon the size of the current business.  An expanded discussion of pricing models 

and the impact on laboratory growth and profitability will be a topic for a future newsletter. 

 

4. Starving the program for capital:  The capital requirements for outreach are modest at 

approximately $600,000 at inception and $350,000 per annum thereafter.  The majority of the 

costs are technology-related, such as a web-based connectivity solution for physicians to 

order laboratory tests and receive results as well as interfaces to the physicians’ EMRs or 

practice management systems.  More minor components of capital include the cost of 

outfitting patient service centers where blood or other specimens are collected for testing.  A 

summary of capital costs for a typical outreach program ($11 million in net revenue by Year 

5) is provided below.  

 

Capital Requirements – in 000’s Year 1 Year 2 Year 3 Year 4 Year 5 Total 

Physician Connectivity Solution $250     $250 

Physician Medical Record 
Interfaces 

$250 $250 $250 $250 $250 $1,250 

Computer Equipment $50 $50 $50 $50 $50 $250 

Patient Service Center Renovations $50 $50 $50 $50 $50 $250 

Total $600 $350 $350 $350 $350 $2,000 

 

The capital investment for outreach is modest, and the rate of return is favorable.  Chi has 

seen large outreach programs that generate incremental operating margin of up to 30 percent 

and comprise up to 50 percent of hospital EBITDA.  Progressive organizations view the 

laboratory as a capital generator rather than a consumer. 

 

5. Under-resourcing the program:  The majority of the investment required for outreach is in 

operating costs, specifically supplementing the technical resources of the laboratory with 

support staff to collect (phlebotomists), transport (couriers), and process specimens; report 

results; and bill for services.  The two most common problems encountered are (1) inadequate 

numbers of staff, and (2) a lack of timeliness in hiring staff.  Both are competitive 

disadvantages in the marketplace.   

 

Very few laboratories have the ability to hire staff based on a pre-approved business plan.  

The average outreach program brings in $11 million in revenue and has a range of 20-35 full-

time equivalents (FTEs).  An example of incremental FTEs for an average program is shown 

below.  
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Incremental FTEs – Cumulative Year 1 Year 2 Year 3 Year 4 Year 5 

Phlebotomists  5.0 8.0 11.0 13.0 17.0 

Support Staff (Specimen Accessioning, 
Customer Service, etc.) 

2.0 3.0 5.0 6.0 7.0 

Laboratory Technologists 1.0 1.5 2.0 2.5 4.0 

Couriers 1.0 2.0 3.0 3.0 4.0 

Information Technology 1.0 1.0 1.0 1.0 1.0 

Total 10.0 15.5 22.0 25.5 33.0 

 

Most of the staff are support FTEs (phlebotomists, couriers, client services, sales, billers, and 

IT staff).  Few technical FTEs are required and only then in the more manual testing areas 

such as Microbiology and Cytology.  The FTEs are added over time as the business grows.  

 

The second problem with resources is a lack of timeliness in hiring them.  Even profitable 

programs are subject to arcane approval processes and hiring freezes.  When resources are 

eventually approved, the window of opportunity to bring on the new business may be lost or 

the best resources may have gone to competitors.  Why not allow the laboratory to hire staff 

as needed as long as it is operating within budget and is accountable for business results? 

 

In summary, here is the moral of the story:  if outreach is treated as a high organizational priority 

and as a separate business unit, it will thrive and generate material revenue and margin for the 

hospital; if it is handled as a low priority laboratory project, it will underperform.  Organizations 

are perfectly designed to achieve their specific outcomes.  If you want a different outcome, you 

have to choose a different design. 


