
LAB OUTREACH GROWING DESPITE CHALLENGES

Hospital laboratory outreach programs continue to grow, despite major challenges, with the average size program 
growing from $10.6 million in the early 2000s to $24.9 million in 2016, according to a recent survey by Chi 

Solutions Inc., an Accumen company.

More lab outreach programs are now based out of multiple-hospital core laboratories as compared to single hospital labo-
ratories, concludes Chi’s 15th annual outreach survey, which was completed by approximately 150 hospital labs. Weak-
nesses are that only 44% of these programs have in-office phlebotomists, 43% report not having full-time sales represen-
tatives and nearly half have ineffective IT connectivity to physician offices. “In spite of these shortcomings, hospital-based 
laboratory outreach has continued to compete and grow in the open marketplace,” Chi’s survey report concludes (the 
survey’s findings are available at http://www.chisolutionsinc.com/knowledge-center/laboratory-white-papers/).

One of the most surprising results of the survey is that only 26% of study participants indicated that their laboratory 
outreach program’s profitability is analyzed, while 39% are unsure if it has been analyzed, and 35% know for certain it 
hasn’t been analyzed, says Chi. But for those multi-facility core laboratory-based outreach programs that have analyzed 
their profitability, the median contribution margin is 20.3%, while the average contribution margin is 30.9%. Single 
hospital lab outreach is even more profitable, with a median contribution margin of 24% and an average contribution 
margin of 34.6%.

Kathleen Murphy, PhD, a senior growth advisor with Accumen, is passionate about laboratory 
outreach but acknowledges the challenges these programs face. “As pressure increases, you have to 
get better at what you do, or you won’t be able to maintain the kind of margins you need to be 
viable long term,” she tells Laboratory Economics. “Many outreach programs are run like mom and 
pop operations. These won’t survive. Outreach programs need to be run like a for-profit business, 
with better billing and collections and a monthly profit and loss statement (P&L). The average lab 
outreach program brings in $20 million – what other $20 million business would be run without a 
P&L? That’s the problem, but it’s also the opportunity.”

Sales of lab outreach programs to national independent labs such as Quest Diagnostics are likely to continue in the 
coming years, says Murphy, who believes such sales are a natural part of the business cycle. “I think we’ll see more sales 
of major hospital clinical 
laboratories with outreach 
under PAMA [Protecting 
Access to Medicare Act],” 
she says. “Hospitals might 
think the reimbursement 
is at its peak and choose to 
monetize. But other hospi-
tals might think they can 
grow another 30% to 40%, 
thereby increasing the value, 
and choose to wait.”

Kathleen  
Murphy, PhD

Key Characteristics of Hospital Lab Outreach Programs
 %  Average Median
Characteristic Respondents Number Number
Have freestanding PSCs ........................ 54% .................. 11.0 .....................7.0
Have in-offie  pheeotooists  ................ 4%  ................... 1.0  ..................... .5
Have fuhh-tioe sahes re s ........................ 57% .................... 3.5 .................... 1.5
Have fuhh-tioe fiehd sahes re s ................ 25% .................... 3.0 .................... 2.0
Sourie: Fifteentp Coo repensive Nationah Laeoratory Outreaip Survey, Cpi Sohutions Ini.
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Impact of PAMA
Under regulations implementing PAMA’s lab repricing initiative, almost all hospital outreach laboratories 
will be excluded from reporting their private payer data, which will have a negative impact on final pay-
ment rates. Under the final rule, only labs billing with their own National Provider Identifier (NPI) are to 
submit payment data. Since almost all hospital outreach programs bill under the hospital-wide NPI, most 
will be excluded from providing information used to determine final pricing (though they will be affected 
by the final payment amounts). Chi projects that there will be an overall laboratory outreach revenue re-
duction of 3% per test, collectively from all payers.

Jeff Myers, Accumen’s Vice President of Consulting, believes that PAMA was designed spe-
cifically to exclude hospital data. “The Centers for Medicare and Medicaid Services (CMS) 
argues that most hospital lab tests are paid under the outpatient prospective payment 
system, which isn’t necessarily true,” he tells LE. “I believe CMS deliberately avoided getting 
data from hospitals because hospitals get paid about 20% more than commercial labs.”

Murphy believes that eventually all labs will be paid under one fee schedule, regardless of 
where the testing is done. “There’s no reason why hospitals should be paid more,” she says. “We’ve been 
predicting this for years.”

Outpatient Lab Testing
Beginning in January 2014, Medicare began bundling reimbursement for outpatient clinical laboratory 
tests under the Hospital Outpatient Prospective Payment System (OPPS). Previously, clinical lab tests per-
formed on outpatients were paid separately under the Clinical Laboratory Fee Schedule (CLFS). While it’s 
unclear just exactly what impact this has had on payment for hospital outpatient lab tests, Myers believes 
there was some shift from CLFS payment to OPPS payment.

Between 2013 and 2014, CMS paid $2.7 billion less under the CLFS while OPPS spending increased by 
$4.8 billion, notes Myers. “It’s hard to say how much of the OPPS increase is lab testing, but there would 
have been some modest decline in reimbursement to hospitals under OPPS, and test utilization now be-

comes a bigger factor as blended outpa-
tient services are no longer reimbursed 
under fee-for-service,” he explains.

Because hospital outreach services are 
still paid separately under the CLFS, 
hospital outpatient bundling could 
actually give outreach labs an advan-
tage, though Murphy notes that not all 
hospitals do a good job of distinguishing 
between outpatient and outreach. “It’s 
not always tracked as well as it should be 
resulting in lost opportunity,” she notes.

Lab Outreach Net Revenue Per Test
The Chi survey showed that average 
net revenue per lab outreach test in-
creased from 2007 through 2011, but 
has diminished since. The average net 
revenue per lab outreach test was $18.47 
in 2015, according to the survey.

Average Hospital Lab Outreach Net Revenue Per Test

Sourie: Fifteentp Coo repensive Nationah Laeoratory Outreaip 
Survey, Cpi Sohutions Ini.
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