




Consumer expectations
The rise of consumerism in healthcare is creating 
new expectations and demands on systems

PAMA and Medicare rates
Medicare reimbursement for lab tests will continue 
to drop and will be copied by other insurers

Price transparency
Expect questions now that negotiated prices 
are available online

Payer rules and benefit design
High-deductible health plans and incentives to 
choose lower-cost test options are driving choice

Is the ambulatory lab business attractive relative to other investments? 
Much has been written about the financial attractiveness of hospital-based inreach/outreach labs. However, health systems, like all organizations, 
have limited capital, IT resources and management time, forcing prioritization of these scarce resources. Many health systems are navigating the 
challenging shift from a fee-for-service, asset-heavy revenue model to a fee-for-value, outcomes-driven model. At the same time, they’re trying to 
deliver services in a consumer-centric paradigm rather than a provider-centric manner. This journey, like traditional car manufacturers pivoting 
to electric engines and autonomous vehicles, requires intentional capital and resource allocation based on the relative attractiveness of various 
business lines.3

To perform that evaluation, health systems must understand the revenue opportunities and challenges as well as the costs and resources required 
to operate the service. In laboratory diagnostics, there are two business fundamentals to consider in the context of the market: strategic pricing and 
the ability to leverage scale and cost. 

a) Strategic pricing for hospital outreach labs
Hospital-based outpatient pricing for laboratory services faces a few headwinds, many of which are general industry trends. The greatest impact will 
come from the related challenges around price transparency, insurance plans, a rise in consumerism and new regulations.

Strategic pricing challenges for hospital outreach labs

Price transparency — As of January 1, 2021, hospitals are required to post certain payer-negotiated prices online. While some hospitals have 
been making these rates available, there has been much written about difficulties and lack of compliance with the rules,4  as well as patient 
confusion around prices versus patient financial responsibility. Some of these requirements were recently pulled back for Medicare Advantage 
plans,5  however, employers and other groups continue to press for transparency.6

While payers and the laboratory industry have been aware of the sharp rate differences between national independent labs and hospital outreach 
laboratories, the newly available online pricing has awakened the interest of researchers, employers and consumers. Additionally, the media, 
interest groups and third-party aggregators that build price comparison tools, such as Turquoise Health, are sure to help raise awareness.

In mid-2022, payers will be required to make similar data available, which will make pricing for laboratory and other healthcare services even more 
transparent to consumers.

Payer rules and benefit design — Major health plans continue to pull levers designed to benefit affordable providers of laboratory testing and 
steer policyholders to these labs. Over the past two years, national payers have implemented a variety of cost-cutting strategies around lab testing, 
including benefit design and designing narrow, Preferred Lab Networks that steer patients. 

Payers and lab industry participants know that hospital laboratories are paid significantly higher rates—usually three to five times higher—than 
national independent labs. Plans, employers and patients have a number of incentives that will reduce this large disparity over time. Nearly 30% of 
consumers have high-deductible plans now, a figure which has grown dramatically in the last 10 years.7  Health plans and employers are wrapping 
more tools and financial incentives around high-deductible plans that help consumers locate low-cost, high-quality providers of ambulatory 
services. 

Consumer expectations after COVID-19 — The COVID-19 pandemic sparked an urgent need for convenient testing, leading to an explosion 
of consumer-oriented and retail testing options, many with transparent cash pay prices. The resulting investment in convenient home and retail 
testing with transparent pricing may stick with consumers for years to come. Examples include:

• At-home COVID-19 PCR testing with the kit mailed to the home and the sample returned to the laboratory for processing. These include 
EverlyWell™, LetsGetChecked®, and, of course, Labcorp OnDemand, which offers an option with no upfront cost. 

• Large retailers including CVS, Walgreens, Walmart and others have been instrumental in testing throughout the pandemic. These retailers offer 
COVID-19 testing via drive-thru, onsite point-of-care test, and online/in-store over-the-counter test options. The accessibility of these retailers, 
both physically in store and digitally, is immense and provides a large array of choice for consumers.



The effects of PAMA —  Effective January 1, 2018, under the Protecting Access to Medicare Act (PAMA), Medicare began a multi-year reduction to 
Part B laboratory reimbursement. The payment for the top 25 most common tests account for nearly two-thirds of Medicare Part B lab spend and is 
expected to decline by approximately 30%.8  While PAMA cuts were delayed for 2021 and 2022, the target reductions are still in effect for future years. 
State Medicaid agencies, TRICARE®, and managed Medicare/Medicaid plans are also now reducing fees in line with the Medicare reductions. 

b) The ability to leverage scale and costs
Health systems that operate an outreach lab can benefit from increasing test volume inside of their hospital labs. In Labcorp’s experience, the 
hospital lab’s overall raw purchasing power is often not enhanced materially due to this volume because most systems are part of group purchasing 
organizations or buying groups already. However, equipment and labor utilization in the lab can become more efficient on a per unit basis. 

Being in the outreach lab business can improve efficiencies or subsidize the cost of running an inpatient lab, though savvy executives should be 
cautious about two things:

• Reducing per unit costs is not the same as reducing total costs. Per unit costs is an important metric to track, however, in the context  
of outreach labs and, importantly, test utilization, tracking total costs is also critical.  

• Often the “in-lab” expenses like technical labor, supplies and equipment are tracked reasonably well, so these costs are built into business 
justification for new equipment, automation and lab information systems. Outreach lab businesses also come with expenses that are more 
difficult to track, including office-based phlebotomy, couriers, bad debt and denial management, supply inventory, receivables, IT systems and 
interfacing, and physical space. Some of these are real costs and capital expenses, while others might be considered opportunity costs. 

In the context of an outreach lab business decision, one is ideally trying to quantify the incremental revenue a health system can achieve  
and sustain relative to the costs of operating the whole program that are incremental to the hospital lab.

Can I partner with others for laboratory services?
The final question involves an assessment of what the market can offer beyond a do-it-yourself 
strategy. There are a number of services available in the market that can support functional or 
enterprise lab partnerships for health systems. If you are considering checking the market for 
laboratory partnerships and vendors that may help your health system lab strategy, keep the 
following in mind:

• Assess your current financial state. Given the discussion points in Question 2, a solid 
understanding of your current laboratory financial situation will help you set financial outcome 
targets. There are consultants, brokers, advisers and even companies like Labcorp, who can 
help you clarify the current financial picture if you lack the expertise internally. 

In Labcorp’s experience, most health systems have not invested in the administrative and 
financial systems to have good visibility into their lab P&L, costs or assets, and as a result,  
don’t really understand their current financial situation. 

• Articulate your objectives. The market can provide consulting, functional expertise like 
revenue cycle, and full-blown enterprise lab partners. If you can write down your specific 
objectives and requirements, it will make your RFP/RFI process more efficient and tangible. 
Are you seeking financial improvement and, if so, how so? Are you trying to fix a process or 
operation that doesn’t function well? What does success look like, using metrics? How much 
control and autonomy might you give to a partner? How much change might you be willing  
to go through? If you can articulate answers to these questions, your process is likely to be 
more fruitful. 

• Know the desired lab quality and service standards. Everyone wants to enhance quality 
and service—taking quality backwards is never an option. Laboratory quality and services are 
highly measurable. With the right tools in place, metrics for turnaround times, test quality (e.g., 
corrected reports or rates of tests not performed), patient experience, test costs and others can 
be tracked and surfaced to the right audience. Does your vendor or partner have tools to help 
surface these metrics as well? While a set of metrics will never tell 100% of the picture, it will 
help your exploration, change management and contracting process be more data driven. 

Laboratory tests 
influence 60-70% 
of clinical decision-
making, represent 
the majority of 
objective data in 
EMRs and are a 
significant driver of 
patient satisfaction.




