
 
The Lab's Role in Value-based Pricing 
 
See why rapidly developing laboratory modalities require more nimble value 
assessments 
 
By Lâle White 
Posted on: October 23, 2012 

 
The promise of a value-based healthcare system is founded on adopting payment systems that reward 
the value of care provided per dollar spent. Early efforts to drive down costs have focused on bundled 
pricing and utilization control initiatives, which may achieve economic rewards in the short term, but could 
jeopardize patient care and true healthcare reform. 
 
Numerous logistical obstacles, such as inadequate performance measurement criteria, fragmentation of 
services, and lack of information sharing make it challenging to accurately measure value. 
 
Achieving long-term gains in healthcare reform will require aligning the economic interests of the patient, 
provider, and payor using technology that allows stakeholders to collaborate and use real-time, point-of-
service, decision-support tools that inform the appropriateness of care and treatment decisions. 
 
Measuring Value 
Traditional approaches for measuring value, such as performance criteria used to develop drug 
formularies and hospital length of stay guidelines, are not effective for evaluating laboratory services and 
new molecular diagnostics, potentially resulting in greater costs to the healthcare system in the long run if 
applied inappropriately. 
 
Marrying financial incentives to quality has a better chance of success, but this formula requires 
longitudinal research, and does not lend itself to short-term solutions. 
 
Key Players 

 
InterQual, a division of McKesson, uses consensus methodology in which a panel of physicians develops 
clinical decision support guidelines, or clinical appropriateness criteria. InterQual is used by thousands of 
hospitals for patient care and hundreds of health plans for retrospective payment review. 
 

Three key players in the clinical decision support 
market have traditionally focused on developing 
hospital length of stay criteria, weathering legal and 
legislative change to improve the quality and proper 
use of the data. 
 
In the early 1980s, Milliman & Robertson, a Seattle-
based actuarial firm, began developing decision 
support guidelines for inpatient stays. Over the 
years, Milliman developed a hierarchy of 
guidelines, ranging from randomized control trials 
to observational research. A number of payors still 
use these guidelines in technical assessment 
programs to assess rapidly developing modalities 
for which the criteria are no longer as relevant.   



Solucient, the third key player in the development of clinical criteria, pairs the InterQual guidelines with its 
own length-of-stay data. Solucient does not provide guidelines, but rather tracks patterns and publishes 
actual data from various databases drawn from over 2,000 hospitals. 
 
Evaluating Laboratory Quality and Cost 
Yet after many decades of implementing and evaluating performance measures, these tools are not able 
to keep pace with emerging molecular diagnostic tests, and lack the requisite measures needed to 
adequately evaluate laboratory quality and costs. 
 
In a recent meeting of the Personalized Medicine Coalition's Legislative Affairs Committee, Dr. Joe Selby, 
executive director of the Patient Centered Outcomes Research Institute, explained that rapidly developing 
lab modalities require more nimble value assessments, and that anecdotal evidence is one of the tools 
that would be used to aid in their assessments. 
 
Proper Diagnosis 
Laboratory testing represents less that 2% of the healthcare spend, but influences over 70% of all patient 
management decisions. Limiting or eliminating necessary testing by attempting to apply inadequate 
decision support tools may result in an explosion of healthcare expenditures if a symptom or disease is 
not promptly identified, or patients are put on therapies that do not work for them. 
 
Overutilization of lab testing is estimated at 17% or 0.03% of the healthcare spend, while underutilization 
has been reported to be 38.3%, according to a study published in the New England Journal of Medicine in 
2003. Moreover, the cost of underutilization far outweighs the actual cost of the tests themselves. 
 
Consider that total diagnostic lab spending in the U.S. will be approximately $65 billion in 2012. A study 
done by McKinsey & Co for the Personalized Medicine Coalition revealed that of the $292 billion spent on 
medications in 2008, approximately $145 billion went to drugs and therapies that were ineffective for the 
patients that took them. 
 
Further findings estimate the cost of adverse drug events to range between $45 to $135 billion per year. It 
is estimated that 25% of these costs could be averted through use of diagnostic lab tests to identify the 
appropriate biomarkers for drug effectiveness. 
 
Clearly, laboratory testing is critical to the healthcare value equation, and improper controls may 
significantly increase healthcare costs and jeopardize patient lives. 
 
Provider-Payor Collaboration 
Providers should not allow external forces to dictate the adoption, pricing, clinical appropriateness, and 
reimbursement of their advanced specialized testing. With the rapid introduction of new tests and 
improvements to diagnostic testing, an external panel of physicians who may lack relevant expertise 
cannot be expected to keep pace with new testing modalities to determine clinical relevancy, proper 
coding, and appropriate reimbursement. 
 
Providers have the best and latest information on test efficacy, and should stand behind their products 
and be willing to take risk on pricing in order to both educate the payor community and the ordering 
physician regarding the value of their services. This includes assuring that the service is ordered 
appropriately and priced based on value. 
 
Specialty labs have been successful at educating payors regarding the optimal use of their assays, and 
negotiating the elimination of costly authorization processes, by providing ordering guidelines to 
physicians that reflect optimal use of the test and how best to place it on the diagnostic continuum. This 
coupled with negotiating pricing that decreases if the assay proves to be less effective than expected, and 
increases if the assay demonstrates patient and cost effectiveness in longitudinal studies, will put the lab 
provider with the best assay at an advantage. 
 
 



Technology 
Technology is the equalizer that will allow healthcare stakeholders to achieve the delivery of real-time and 
meaningful decision support to the physician's desktop. Continuing technological advancements will allow 
healthcare providers to connect the healthcare industry electronically to support patient and financial 
information exchange. Integration with other systems will allow providers to access data and meaningful 
decision support tools that help achieve as a whole what could not be done independently by any given 
entity. 
 
Successful healthcare organizations require data and a fully cooperative network to effectively tie 
payment to value-based outcome. Selecting internal technology platforms that allow each provider in the 
continuum to deliver and share expert content through web services at the point of service will optimize 
quality of care and value. Aligned incentives between patients, payors, and providers have the best 
opportunity to deliver the promise of value-added healthcare. 
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