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Chi’s Twelfth Comprehensive National Laboratory Outreach Survey identified pricing as the 
hottest issue for outreach programs (Figure 1). 
 

Figure 1:  Primary Outreach Program Weaknesses 

 
 

There are three primary reasons behind this:  

1. There is greater pricing transparency for all types of health care pricing. 

2. More costs are being shifted to patients in the form of higher deductibles and co-pays. 

3. National laboratories are using fees as a major differentiator from hospitals. 
 
A recent article in the Wall Street Journal addressed how pricing transparency emphasizes vast 
differences in pricing within and across markets.  This will most likely drive competition based 
on cost—something that is new to health care.  “Doctors and hospitals have rarely competed on 
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cost.  Third-party payers still foot the bulk of the bills, and many players in the health-care 
industry benefit from keeping their costs and profit margins murky,” says the article.1 
 
There is another trend afoot in health care that places pricing under the microscope.  Employers 
are asking employees to share the burden of the rising cost of health care insurance.  This cost 
shift comes in the form of increased employee premiums, individual and family deductibles, 
physician office co-pay amounts, and co-insurance, all of which raise out-of-pocket expenses for 
individuals.  According to the Wall Street Journal, the number of patients with deductibles of 
$1,000 or more rose from 10 percent in 2006 to 38 percent last year.  The Affordable Care Act 
applies family deductibles of $6,000 and $10,000 for Silver and Bronze plans, respectively.2  
Table 1 demonstrates how the higher prices charged by hospitals become a deterrent for patients 
to use their local hospital rather than Quest or LabCorp.  
 

Table 1:  Impact of Hospital Pricing on Patients 

 
Average 
Hospital 
Charge1 

Medicare 
Allowable 

Hospital Lab 
Reimbursement 
from Managed 

Care Payer2 

Average 
Commercial 
Lab Charge3 

Commercial Lab 
Reimbursement 
from Managed 

Care Payer4 

Total Lab Test Charges $562 $94 $253 $329 $84 

Patient Out-of-Pocket Expense 

 20% Co-Insurance 

 $1,000 Deductible (Not Met) 

  
$253   $84 

Patient Out-of-Pocket Expense 

 20% Co-Insurance 

 Deductible (N/A or Met) 

  
$51   $17 

Patient Disincentive 
  

3 times 
higher 

  - 

Note:  All dollar amounts have been rounded to the nearest dollar. 
1Average Hospital Charge is approximately six times Medicare and assumes five laboratory tests, including high-end 
testing. 

2Average Hospital Reimbursement is estimated at 45% of hospital charge. 
3Average Commercial Laboratory Charge is approximately 3.5 times Medicare. 
4Average Commercial Laboratory Reimbursement is estimated at 90% of the current Medicare Allowable. 

 
The table above illustrates that the disincentive involves both a pricing disincentive (i.e., the 
hospital charge is three times higher than the average commercial laboratory charge) and a 
reimbursement premium that is often paid to the hospital-based laboratory providers.  This 
premium comes at a cost in the form of increased health care costs for individuals.   
 
The current gap between hospital and independent laboratory reimbursement may be short-lived.  
At some point in the future, all outpatient and nonpatient laboratory work may be reimbursed 
under one fee schedule.  Some hospitals recognize this and are trying to decide whether to ride 

                                                            
1Beck, Melinda, “How to Bring the Price of Health Care Into the Open,” The Wall Street Journal, February 23, 2014.  
2Ibid. 
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the wave for as long as they can under the provider reimbursement model.  While they recognize 
that their patients are unhappy, they choose to maximize revenues in the short run or exit the 
business and get maximum value for it.  Others have chosen to adopt the independent laboratory 
fee schedule as a defensive move to prevent a loss of business.  Real entrepreneurs have adopted 
independent laboratory fees to continue to grow and capture new market share.  The following 
two case studies show how this is a highly individualized decision.  
 
Case Study 1:  Growth View 

A hospital-based outreach program in the western U.S. had grown its program to over $40 
million in annual revenues using hospital-based pricing and reimbursement rates.  Over the past 
three years, however, revenue was flat or declining due to patient criticism of the hospital-based 
pricing structure and the underlying increase in out-of-pocket costs.  Executive leadership 
determined that a strategy to normalize prices, coupled with an aggressive sales growth strategy 
and managed care negotiation, would best position the organization for the future.  
 

Figure 2:  Case Study – Conversion to Independent Lab Fee Schedule 

 
 
This was a gutsy move.  It takes four years to return to current profitability but, taking a longer 
view, there is a cumulative operating income of $126 million over ten years and a 30 percent 
reduction in costs.  Isn’t this what all hospitals are searching for today? 
 
Case Study 2:  Status Quo View 

A hospital in the northeastern U.S. had grown its outreach program to approximately $9 million 
in annual revenues using hospital-based pricing.  In addition to the outreach division, the 
organization had a large number of regional outpatient centers offering a variety of patient-
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centric services, including laboratory services.  In this instance, patient criticism of pricing had 
not been an overriding issue, in part due to the large percentage of outpatient-based laboratory 
services provided inside the walls of the hospital or hospital-sponsored outpatient sites located 
strategically throughout the community (patients are more likely to find hospital pricing more 
palatable in a hospital-specified location).   
 
Executive leadership was interested in a growth strategy to capture a larger percentage of 
physician office business.  After careful consideration of the financial impact, leadership feared 
that outreach- and outpatient-based services might be indistinguishable to patients and payors, 
and the reimbursement impact would be untenable.  A decision was made by hospital executives 
to ride the wave of reimbursement premiums for laboratory services and maintain the status quo.  
The driver was the perceived potential loss of $123 million in revenue over 10 years.  To our 
knowledge, this has never occurred.  While we think this outcome was unlikely, we could not 
say so with certainty.   
 
Table 2 shows the wildly different outcomes of these two scenarios. 
 

Table 2:  Case Study Outcomes 

 
Hospital 

West 
Hospital 

West 
Hospital 

Northeast 
Hospital 

Northeast

5 Year Cumulative Results - in 
000’s Status Quo 

Growth 
Strategy Status Quo 

Growth 
Strategy 

Outpatient-Based Business N/A N/A $36,208 $36,208

    

Outreach    

Outreach Base Business $41,600 $41,600 $9,100 $9,100

5-Year Base Revenue $208,000 $208,100 $45,500 $45,500

Loss in Market Share   ($76,800)1 - - -

Loss in Reimbursement - ($40,500)2 - ($123,700)4

Market Share Growth - $86,6003 $28,100

Overall Net Revenue  $131,200 $254,000 $45,500 ($95,600)

Growth Strategy vs. Status Quo   $122,800  ($50,100)

1Due to patient criticism of pricing, erosion of customer business was expected to exceed 15% annually. 
2A reimbursement reduction of 20% would be required to normalize pricing and position the organization to 
formalize a growth strategy. 

3Two anchor clients (in excess of $1.0 million annually) augmented sales growth activities. 
4Leadership feared that outpatient- and outreach-based laboratory services may be indistinguishable for payors; 
therefore, the loss in reimbursement would affect both laboratory service lines. 

 
These are examples of two highly personalized strategies for outreach growth and sustaining 
cash flow.  Each organization looks at the situation differently, and decisions are highly 
influenced by an appetite for growth and the tolerance of risk.  One hospital took a higher 
risk/higher reward approach, while the other played it conservatively.  There is never only one 
right answer. 
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If you are concerned about pricing in your laboratory, consider taking the following steps: 

 Perform an analysis of pricing compared to independent laboratories and other hospitals to 
determine competitiveness. 

 Survey physicians and patients to assess the impact of higher copays and deductibles. 

 To pursue a growth strategy, model different pricing scenarios to determine the best approach 
for your organization. 

 
 

For more information on how Chi can help, please call us at (800) 860-5454, ext. 453.  

 


