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Fee-for-Service is Dead!  
Long Live Value-Added Reimbursement! 

Why Innovative Labs Are Poised to Succeed  
as Public Demands Higher Standards 

for Quality and Patient Care 



Premise: 
Healthcare’s need for value  
that improves patient outcomes 
and reduces cost of care… 

…intersects with use by clinical labs  
of Lean, process improvement,  
quality management systems. 
 



Todays’ Broad Themes 
 THEME ONE:  

Understand what is unfolding  
within U.S. healthcare system.  

 THEME TWO:  
Explain how transparency and regulation 
are linked to broader healthcare trends.  

 THEME THREE:  
Examples of what early-adopter 
laboratories are doing to deliver  
value in support of new models  
of clinical care.  



Shift in Clinical Emphasis 
 Away from reactive/acute care  

and toward proactive care.  
(early detection/active intervention.) 

 Different demographics: 
Growing incidence of chronic disease. 
 Increase in proportion of older folks.   

 Personalized Medicine  
and Genetic Medicine 

 …Don’t forget integration of clinical care! 

Assumptions You Know… 



New Health Delivery Models 
 Medicare: 

Accountable Care Organizations (ACO). 

Value-Based Reimbursement. 

Bundled Reimbursement. 

Pay incentive for provider use  
of electronic health record (EHR) systems. 

Pre-authorization of expensive molecular  
and genetic tests. 

Assumptions You Know… 





A Word on MACRA… 
Understanding MIPS & APMs 
 Medicare Access and CHIP Reauthorization Act 

of 2015 (MACRA). 

 Replaces SGR formula. 

 New payment model for physician professional 
fees; data baseline is 2017. 

 Merit-Based Incentive Payment System (MIPS). 

 Advanced Alternative Payment Models (APMs). 

 Speeds transition away from Fee-for-Service. 

 

  





A Word on PAMA 
Lab Market Price Reporting 
 Protecting Access to Medicare Act of 2014 

(PAMA). 

 Six Sections address clinical lab testing. 

 Effective Jan. 1, 2017, certain labs must report 
market price data: every payer, every price  
for every test. 

 Effective Jan. 1, 2018, CMS to use market data 
to set prices for Part B clinical laboratory tests. 

 Prices cannot decline more than 15% in 2018, 
2019, 2020 and 10% in 2021, 2022, 2023. 

 

  



 Lab economics recognizes value  
of economies of scale when payment  
is fee-for-service. 

 As fee-for-service disappears, labs  
will be paid according to how they  
add value to physicians and help  
improve patient outcomes.   

 Big change for clinical labs, since high 
volume no longer guarantees success. 

Impact on Labs Is Huge 



Trend is Away  
from Inpatient Services 
 Community hospital lab outreach 

programs have interesting dilemma. 

 Emphasis now on keeping people 
out of hospitals. 

 Growing proportion of lab specimens 
will be originate in outpatient  
and outreach settings. 



Key Point 
Inpatient procedures 
shrinking by single digits 
each year. 
 
Outpatient procedures 
growing at double-digit 
rates annually. 
 
Labs must have access  
to outpatient and outreach 
specimens! 

Source:  
MedPac Report  to Congress:  

Medicare Payment Policy, 
March 2016 

44.2% 

-19.9% 



ACOs Continue to Grow 
Hospital Systems and Physicians jockeying 

to control care via their own ACO. 



Patient-Centered Medical Homes 
Also Growing 

Almost 15% of Primary Care 
Physicians Now Practice in PCMHs!  



Personalized, Proactive Medicine 
Informed by Genetics 

 During your career: reactive medicine  
and acute care. 

 Coming soon to a provider near you: 

Proactive Medicine. 

Personalized Medicine  
(Precision Medicine). 

Genetic analysis; whole human genome 
sequencing. 

 
 

Force for Change  



New Clinical Care Paradigms 
 Keep patients out of hospitals! 

 Detect disease early, when it is  
more easy to treat. 

 Actively help patients manage  
their chronic diseases. 

 Use incentives to encourage  
positive lifestyle choices and activities. 

 Support these goals with genetic 
knowledge as it is developed. 

 



$1,000 Human Genome! 



Informatics, Big Data, & Labs 
 Healthcare big data will address  

two ends of the care spectrum: 
Analysis in support of population health 

management. 
Analysis in support of personalized 

medicine; diagnosis/treatment  
of individuals. 

 Lab test data is essential  
in support of both activities. 

 Every clinical lab and pathology group 
needs an informatics strategy. 
 
 



Transparency  
Has Several Dimensions 

 Price transparency 
 Outcomes transparency 
 Errors transparency  

 



Price Transparency 
 Employers, Medicare, payers want 

consumers to have more skin in the game. 

 High-deductible health plans (HDPs)  
and ACA insurance exchange products. 

 Individual/family deductibles as much  
as $5,000 to $10,000 per year. 

 24% of employees enrolled in employer-
sponsored high-deductible plans in 2015. 

 Up from just 4% of employees in 2006, 
according to Kaiser Family Foundation. 



Outcomes Transparency 
 “41% decrease in central-line blood infections 

between 2008 and 2011 because public 
reporting programs that spurred action  
among senior-level hospital management.” * 

 “Public Reporting Measures Fail to Describe  
the True Safety of Hospitals” 

Johns Hopkins study of May 10, 2016. 
Study finds only one measure  

out of 21 to be valid. 

* Improving Health Care Through Transparency & Performance Measurement, Consumer-Purchaser 
Alliance. December 2014 



Report Card on State 
Transparency Laws—July 2016 

Only 7 states 
have a grade 

above F! 



Why Price Transparency… 

 For example, the pricing of a heart imaging perfusion 
procedure in San Jose, California is all over the board.   
It can cost as little as $1,000 or as much as $3,000, 
according to Healthcare Bluebook.  

 That would be the automotive equivalent of a Honda Accord 
available for sale at one dealership for $24,000, and one  
in another part of town for $72,000, although you wouldn't 
actually know the deal you received until the payment book 
arrived in the mail.  

 Healthcare Blue Book's fair price is in the middle: $1,518. 



If you were a patient, 
would this help you? 



Outcomes Transparency 
 Consumers incentivized to buy  

healthcare based on price and quality. 

 Healthcare ‘big data’ to give consumers 
access to provider outcomes, quality. 

 Patient price-shopping tools multiplying.  

 

 



Price Transparency Tools 
 Aetna's Member Payment Estimator 

 Geisinger's MyEstimate® 

 Maine HealthCost 

 Maricopa Integrated Health System's  
Copa Care estimate 

 Spectrum Health and Priority Health  
price transparency tools 

 UnitedHealthcare's Price Transparency Tool 

 Wisconsin PricePoint 



Errors Transparency 
 Consumers and media have increased 

expectations for quality. 

 Medical errors regularly reported 
by local and national media. 

 Expect more federal regulations 
and state laws that require medical errors 
to be reported to public. 

 

 



Hartford Courant 
Sept. 1, 2016 



OSHA Made Violations Public  



2012 

2009 







Adding Value to Lab Testing 
with Lean  

and Quality Management 

 Eliminate systemic errors 

 Identify opportunities to add value 

 Continuous improvement to stay 
ahead of customer expectations. 

 



Explaining ‘Volume to Value’ 
 Fee-for-service reimbursement  

rewarded hospitals, doctors, labs  
for providing more care. 

 Shift to budgeted reimbursement 
will quickly make volume unprofitable. 

 Thus, keen interest by providers  
to eliminate unnecessary procedures. 

 Lab test utilization: cut duplicate  
and unnecessary tests. 

 Help physicians order right test,  
then use test results to do right thing  
for patient. 





Theranos Said It Could Deliver… 
 Because people don’t like needles,  

it can collect a specimen with a needle stick 
on the fingertip. 

 Only requires a small amount of specimen, 
between 25 to 50 microliters. (Can perform up to 
30 tests on single drop of blood.) 

 Theranos can report results to physicians  
and patients in four hours. 

 Will charge only 50% of Medicare 
Part B lab test prices. 

 CBC: Medicare: $10.50 / Theranos: $5.25. 



What Happened? 
 The Wall Street Journal published a series  

of exposés about Theranos in Oct./Nov. 

 Since 2013, Safeway spent $350 million  
to remodel 800 grocery stories to have  
a patient service center and room for lab testing. 
Theranos did not deliver. 

 Walgreens ended its agreement with Theranos. 

 CLIA inspection of lab in Newark, California, 
identified serious deficiencies that could cause 
patient harm.  

 CMS imposed sanctions, including banning Holmes 
from owning a lab; Theranos appealed. 

 







Speakers Today 
 Jim Ellis on:  

How to use the Laboratory Value Pyramid 

 David Layton, Bonnie Messinger on:  
Pursuing Best-of-Class on a budget 

 Richard Zarbo, MD, PhD, on:  
Delivering Value to physicians, patients 

 James Crawford, MD, PhD, on:  
Supporting precision medicine today  

 

 
 
 



Speakers Tomorrow 

 Hess, Driscoll, Nucifora, Olea, Querry on:  
Laboratory certification and accreditation 

 Denise Utweiller-Geiger, PhD on:  
Hospital-wide collaborations with the lab 

 Lucia Berte on:  
Recognizing and eliminating sources  
of recurring bad quality in the lab 

 



“The aim of medicine is 
to prevent disease and 
prolong life… 
 
…the ideal of medicine 
is to eliminate the need 
for a physician.” 
 
 –William James Mayo 

1861-1939 
 

Final Thoughts on Opportunity… 

-30- 
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