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Why Small Labs, Hospitals
Are at Risk from PAMA Cuts
kCould PAMA’s Medicare price cuts kill off 
the nation’s smallest—but vital—clinical labs?

kkCEO SUMMARY: Clinical lab executives and experts who have
studied the final rule for PAMA lab test market price reporting are
seriously concerned that the design of this rule may put many of the
nation’s smallest, but still essential, clinical labs at great risk of
financial distress, if not outright failure. In this exclusive analysis, THE
DARK REPORT shows why excluding the reporting of the higher prices
private insurers pay to clinical labs who get 31% of Part B fees could
eventually cause many labs to go out of business.
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IN JUST FOUR WEEKS, Medicare officials
will begin accepting private payer lab
test price data from those labs required

to report under the PAMA final rule to
implement the Protecting Access to
Medicare Act of 2014. Some lab adminis-
trators expect that implementing PAMA
could be the single most financially-dis-
ruptive event to hit the clinical lab indus-
try in three decades.  

As was widely reported on these pages
and by many lab industry professional soci-
eties and associations, officials at the federal
Centers for Medicare & Medicaid Services
have stated on multiple occasions that the
agency’s study of private payer lab test price
data will result in price cuts to the Medicare
Part B fees. CMS estimates of $5.4 billion in
savings over the first 10 years of those price
cuts have been reported. 

The estimate of $5.4 billion in savings
shows that the agency may be going
beyond the intent of Congress when it
passed PAMA two years ago, according to
critics of how CMS is implementing the
law’s market price reporting requirement.
When PAMA was signed into law, the
Congres sional Budget Office (CBO)
scored this part of the bill as projected to
deliver $2.4 billion in savings over 10 years.
(See TDR, April 7, 2014.)

These critics are troubled by the fact
CMS now projects savings that are more
than double the original CBO estimate of
savings expected over 10 years. They point
out that, since CMS has not yet seen and
analyzed the private payer price data, its
prediction that costs for lab testing will
decrease Medicare lab test spending by $5.4
billion demonstrates that the federal agency
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may not be making a good faith effort to
execute the language of PAMA. That’s
because its target is to cut lab test fees by an
amount that is more than double the sav-
ings that was budgeted by Congress when
the bill was scored and passed. 

kBias in report Methods?

Some lab industry experts argue that CMS
structured the final rule to exclude classes
of labs known to get higher prices from
health insurers. CMS arranged the final
rule so that the majority of the private pay-
ers’ price data that labs report will consist
of the much lower prices that health insur-
ers pay to the nation’s largest commercial
labs in exchange for exclusive network sta-
tus that excludes smaller lab competitors,
the critics assert. 

CMS established requirements that
guaranteed that the majority of private
payer price data will come from those
clinical laboratories that get the lowest
prices from private payers, the critics
argue. But these labs also perform the
highest volume of tests and thus have
lower costs. 

At the same time, because of the types
of clinical laboratories excluded from the
final rule, the private payer price data
won’t be reported from labs that represent
31% of the total payments paid out annu-
ally under Medicare Part B. These types of
labs are known to get higher prices from
private insurers. 

kone Third of Data excluded

The Office of Inspector General confirms
this fact in its report of Medicare Payments
for Clinical Diagnostic Laboratory Tests in
2015: Year 2 of Baseline Data, issued in
September. OIG wrote, “...we estimate
using data from 2015 that 5% of labs
(12,547 labs) will be required to report their
private payer data to CMS. CMS will use
data reported by these labs to set new pay-
ment rates for lab tests. These labs
accounted for 69% of Medicare payments
for lab tests in 2015. The other 95% of all

labs (248,977) accounted for the remaining
31% of Medicare payments in 2015.” (See
TDR, Nov. 7, 2016.)

The OIG’s findings are significant
because they show that the price data the
nation’s largest lab companies report is
the result of having extended deeply-dis-
counted lab test prices to major insurers
in exchange for exclusive or near-exclu-
sive network status. Those labs will make
up the largest proportion of the data sub-
mitted to CMS starting in January.

By excluding such data, CMS is putting
some of the nation’s clinical labs at risk of
significant erosion in their financial condi-
tion. Specifically, small labs (often the only
independent labs serving nursing homes in
their regions), community hospitals, and
rural hospitals will take a financial hit that
may put them out of business. 

kWhy pay higher prices?

Further, private health insurers pay these
higher prices for important reasons. First,
they are often the only labs (or hospitals)
that provide beneficiaries with access to lab
tests in their communities and rural areas. 

Second, private payers recognize that
these labs have greater costs because of
their much lower lab test volume. Thus,
private insurers understand that a higher
lab test price is necessary for these labs to
remain in business and provide lab testing
services to the private payers’ patients in
these communities. 

Third, if these smaller lab test
providers are the only source for lab test-
ing and they go out of business, private
health insurers recognize that it is highly
unlikely that the nation’s largest inde-
pendent labs would step in to serve these
communities. 

There is some irony in this situation.
Currently, the nation’s largest labs do not
serve these rural areas because it’s not fea-
sible financially, given the mix of prices
that private insurers and Medicare pay.
Thus, lower Medicare Part B lab test fees
would make it even more difficult for big-
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ger labs to fill the vacuum left after the
existing, smaller labs stop serving these
communities. 

Important data published in THE
DARK REPORT’S special coverage of PAMA
lab test price reporting shows why it mat-
ters that hospital labs and smaller inde-
pendent labs submit their data. That
analysis was based on the data that labs
will report to CMS, based on several hun-
dred million lab test claims that XIFIN,
Inc., of San Diego, processed for its
almost 200 clinical laboratory clients. (See
TDR, November 7, 2016.)

The XIFIN data shows evidence of the
bias that CMS is accused of building into
the PAMA final rule. As we reported,
XIFIN calculated that for 20 of the lab
tests for which CMS pays the most
money, private payer payments were
above or below Medicare’s 2016 fees by
the following percentage, on average, for
the following four categories of labs:
• Independent labs were paid 19.6% less.
• Hospital labs with NPIs were paid
25.6% more.
• Molecular and genetic testing labs were
paid 27.3% more. 
• Pain management and toxicology labs
were paid 50.4% more.

kConcerns about paMa rule
This analysis supports the comments of
CMS’ critics about how and why CMS
wrote the final rule for market price
reporting. XIFIN’s analysis of the private
payer price data its clients will submit to
CMS demonstrates that private health
insurers regularly pay significantly higher
prices than the Medicare program pays to
every sector of the lab industry except
one: the commercial lab sector dominated
by Laboratory Corporation of America
and Quest Diagnostics Incorporated. 

Thus, if Congress intended for Part B
lab test fees to be reset based on what pri-
vate health insurers pay to all clinical labs,
whether they are independent, hospital,
molecular and genetic, toxicology and pain

management, or physician office labs, then
CMS apparently is failing to meet Congress’
intention, as specified in PAMA. 

Given that it takes years and substan-
tial capital to rebuild clinical laboratory
capacity after it disappears from a com-
munity, it would be wise for lawmakers,
Medicare officials, and laboratory indus-
try leaders to reconsider all the potential
consequences of implementing the final
rule for PAMA market price reporting as
it is written.                                             TDR

Small and Rural Hospitals
Also at Risk from Fee Cuts

FOR COMMUNITY HOSPITALS, PARTICULARLY
THOSE IN RURAL AREAS, revenue from out-

patient and outreach laboratory testing
often sustains these hospitals’ finances.
Therefore, the expected cuts to Medicare
Part B clinical laboratory test fees will be a
severe financial hardship for many of these
hospitals.

Congress and healthcare policymakers
do not realize how important even small
volumes of outreach lab testing can be to
smaller or rural hospitals. In 2012,
Michelle McEwen, FACHE, President and
CEO of 25-bed Speare Memorial Hospital
in Plymouth, N.H., told THE DARK REPORT,
“The funds generated by performing these
[outpatient] lab tests are used to support
the cost of providing laboratory services to
all patients 24/7, including stat lab testing
for emergency patients and inpatients.
These funds also help support other serv-
ices in the hospital where losses are typi-
cally incurred, such as the emergency
room and obstetric programs.” (See TDR,
April 2, 2012.)

There has not been much discussion of
how the price cuts from PAMA lab test mar-
ket reporting will affect the nation’s smaller
community hospitals and rural hospitals. It
could be that the CEOs and administrators
of these hospitals are unaware that CMS is
preparing to implement significant cuts to
Medicare Part B lab test fees in 2018.
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A CROSS THE NATION, clinical laborato-
ries required to report their lab test
market price data to the Centers for

Medicare & Medicare Services are scram-
bling to gather that data, ensure it is accu-
rate, and package it for submission to the
federal agency starting on Jan. 1, 2017.

However, one expert in lab coding,
billing, collections, and managed care issues
says that the clinical lab industry is working
with payer data that is full of significant
errors and inaccuracies. 

Because of this fact, labs are at risk of 
submitting market price data to CMS that,
when later checked by auditors incentivized
to find errors, will prove to be full of incon-
sistencies and problems that can cause federal

regulators to assess the onerous penalties
that are part of the Protecting Access to
Medicare Act (PAMA). 

In this exclusive interview with THE
DARK REPORT, Lâle White, Founder and
CEO of XIFIN, Inc., of San Diego, discusses
why lab test billing data is rife with errors
and inaccuracies. She offers insights and
suggestions on how labs can identify and
correct these errors before submitting their
PAMA market price data to CMS.  

The information which follows should be
given high credibility, for a very good reason.
XIFIN, which describes itself as a “health eco-
nomics optimization platform and a connected
health solution that facilitates connectivity
and workflow automation for accessing and

kk CEO SUMMARY: In its work with more than 200 lab cli   
of San Diego, sees the best and worst of problems in ho   
claims to lab tests and how payers process these claims. I   
interview, Lâle White, XIFIN’s Founder and CEO, identifie   
sources of problems in the filing and settlement of lab c  
CMS will engage outside auditors to find errors in the data   
under the final rule for PAMA market price reporting, it is  
lab billing teams learn how to identify and fix payer errors

Labs warned that payers’ informatio    Labs warned that payers’ informatio    

Expert Explains 
Payer Errors Ske
Labs’ PAMA Pric  
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sharing clinical and financial diagnostic
data,” provides revenue cycle management
services to more than 200 laboratory clients. 

XIFIN handles between 200 million and
300 million lab claims each year and is elec-
tronically connected to all of the nation’s
payers. Its client mix includes the nation’s
largest lab companies, independent labs,
hospital labs with NPI numbers, molecu-
lar/genetic labs, and pain management/tox-
icology laboratories. 

The common theme to White’s insights
and recommendations to labs as they gather
the data they need to report to CMS is that
the incoming data from payers is peppered
with errors. This didn’t matter in past years,
as labs accepted that status quo, deposited
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the checks, and filed appeals on unpaid
claims as a normal order of business.  

But the stakes have changed. Now, if labs
submit data to CMS that contains errors,
inaccuracies, and other problems, down-
stream audits that uncover these problems
can subject the lab to substantial penalties as
defined in the PAMA statute. White has
much to say about this situation and what
steps labs should take to fix the problems,
thus allowing them to have confidence that
the information submitted to CMS can with-
stand rigorous audits in subsequent years. 

kLab Claims rife With errors
“One major issue that all labs reporting
price data need to address is the accuracy of
the data they get from payers,” stated White.
“There is much inconsistency in this data
and that is why it is important for labs to
understand two things about payer data. 

“We know that payers make a lot of mis-
takes. There’s no question about that. That’s
the first problem labs face when compiling
data on lab test payment,” she said. “But the
second problem is that even with electronic
payments, there are many errors in the way
claims are processed on both the lab side
and the payer side. 

“Both facts make it important for every
lab to have people trained to recognize these
errors,” explained White. “These individuals
must regularly audit the data to understand
the specific types of errors that can occur.
Errors occur in a wide variety of ways, and
since XIFIN began work for its lab clients to
prepare accurate data for submission under
PAMA, we have identified some of the most
common errors labs will experience.

“Here’s just one example. Anytime there
are multiple units of a single procedure code
returned on an electronic remittance advice
(ERA), there’s a high potential error rate,”
White said. “There is a very high chance
that the units aren’t being reported properly
on the ERA. Your lab could be submitting
payment for five units and the payer could
return the payment for only one unit, or the
payer could pay for 10 units. We’ve seen big
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errors, such as when one unit is billed and
the ERA reports 1,000 units. This means
that for a $17 test, the per-unit price is
now $0.017.

kpayer recoupment 
“Another common source of errors comes
anytime a payer does either a recoupment
or an adjustment. For recoupment and
adjustments, there’s usually a high error rate
in the way payers report the allowable
price,” she said. “Sometimes they change the
payments, but they don’t change the allow-
able. Sometimes they restate the new allow-
able, rather than increasing, decreasing or
reversing the original allowable.
“Under PAMA, labs are supposed to

report the allowable,” she explained. “This
is significant because the OIG recom-
mends auditing the data labs submit and
it intends to use outside contractors for
this purpose, much as Medicare currently
uses contractors for its other program
integrity and fraud audits. 
“If Medicare uses outside contractors,

those audit contractors will have a financial
incentive to find errors, and there will be
plenty of errors to find,” White warned.
“That’s why the issue of accuracy in

determining allowables is critical for labs
to understand,” she added. “Electronic
payment-posting systems that auto-allo-
cate tend to have a higher percentage of
errors at the individual-allocated CPT
code level than those that require line
item entry. That can be a big problem in
the way labs report payments because
then the lab would actually be reporting
an overbooked allowable for some CPT
codes and under-reporting others.
“Another important issue related to

allowables is that in the ASC X-12 v.5010
specification there is a formula for calcu-
lating the allowable,” she said. “Billing
systems processing ERAs are supposed to
calculate the allowable from the fields on
the ERA instead of taking the allowable
that the payer has pre-calculated and pop-
ulated in the ERA. 

“The calculation produces an accurate
allowable, while payers that pre-populate
do not always use the calculation and can
make errors in the allowable reported on
the ERA or EOB,” noted White. “Further,
many payers do not populate the allowable
field in the ERA, so lab systems must use
the 5010 calculation to determine allow-
ables when posting these ERA, making it a
more standard exercise if all ERA allow-
ables are calculated in the same manner.
“Also, keep in mind that pre-populated

allowables are net of the sequestration
amount,” she added. “Where sequestration
is applicable, a lab would be under report-
ing allowables if it took the pre-populated
allowable rather than performing the calcu-
lation and excluding sequestration.
“While these are some of the problems

labs face when using electronic payment
posting, manual payment posting is fraught
with even more errors,” she warned. “We’ve
seen an error rate of almost 10% when a
lab’s clerical staff posts payments. 

kInterpreting a Complex era 

“That’s because the clerical staff is trying
to interpret what’s on the ERA and some-
times they pick up a miscalculated allow-
able,” White cautioned. “In some cases
where the EOB does not reflect exactly
what was submitted and has been re-bun-
dled by the payer, the clerical staff will try
to interpret a complex ERA and cannot
make decisions accurately. 
“The way to address this problem is to

make sure your lab keeps the source doc-
uments (the electronic remittance advice
and explanation of benefits) so that you
can verify the original tests and billing
amount,” she advised. “We recommend
keeping the source documents because
many labs post payments and then report
price data for PAMA based on what they
posted into the billing system.
“But what’s on the ERA or EOB source

documents and what’s in the billing sys-
tem may not match” she said. “Too often
the lab doesn’t have the source documents
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and payers generally do not store source
documents for more than two weeks for
providers. So if your lab doesn’t retain
them, you have no recourse.
“Labs need to retain these documents

for audit purposes,” she said. “When labs
go back to the original ERA to recalculate
payments, they often find errors. We rec-
ommend auditing your payments because

even billing systems that process pay-
ments well will have some level of errors
resulting from either payer mistakes or
clerical overrides to the posting process. 
“As we cross checked payments against

original ERAs, we learned that having the
source document made it much easier to
identify potential errors,” she explained.
“It’s the most reliable way to audit the data. 

FOR TWO YEARS, A NUMBER OF COMPANIES that
advise clinical laboratories on best busi-

ness practices have been preparing to assist
their client laboratories in how to report test-
price data under the Protecting Access to
Medicare Act.

One of those companies is XIFIN, a com-
pany in San Diego that specializes in revenue
cycle management for clinical labs. Lâle White,
XIFIN’s President and CEO, has identified five
of the most important lessons learned as a
result of preparing for PAMA since 2014. 

“The first, most obvious, lesson is that any
lab that has a managed care contract where
the lab’s payment is based on getting a per-
centage of Medicare prices has a significant
problem that can cause it to be paid less
money by the payer,” said White. “Since labs
had plenty of notice before the data collection
period, XIFIN advised clients to renegotiate
contracts with this language before the PAMA
collection period was finalized. 

“However, if labs were unable to renegoti-
ate prices in their managed care contracts
prior to the current collection period,” she
stated, “it becomes even more important to do
so before the new, lower Medicare prices go in
effect in 2018 and before the next collections
period. After those dates, labs with payer con-
tracts that tie payment to a percent of
Medicare prices will experience an unintended
downward spiral on reimbursement. 

“The second lesson is that all labs should
ensure that they are billing the correct
amount,” stated White. “Labs will need to do
the financial analysis necessary to understand

that—where the billed amount equaled the
allowed amount for a given payer plan—they
were billing below the payer fee schedules and
need to review their lab fees to make sure their
billing price is adequate and represents appro-
priate market rates.

“The third lesson is to optimize your lab’s
electronic transactions and eliminate all man-
ual payments,” she explained. “Labs should
absolutely make sure that they process every
bill electronically. Payers are required to give
you electronic transactions and labs should
take steps to ensure that they are enrolled to
receive those electronic transactions. 

“The fourth lesson is to have a financial
system that allows your lab team to audit your
data,” added White. “That includes retaining
the source data so that when your lab does an
audit, you can confirm the audit results against
the source data in an automated fashion.

“The fifth lesson is to have a system that
has financial, accounting, and referential
integrity,” she ex plain ed. “That’s important
because your lab will need to produce an
accurate, auditable financial report to manage
your business and to review and negotiate
your payer contracts properly. 

“Such a system should be able to create
audit trails for reported data, as well as data
that was not reported by unreportable cate-
gory since penalties apply for unreported as
well as misreported data,” said White. “This
will also help you document the accuracy of
your lab’s PAMA lab test market price data
reporting whenever CMS has auditors visit
your lab.”

XIFIN’s Lessons Learned Following Two Years
Of Gathering PAMA Lab Test Market Price Data
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"As part of the auditing process, labs
should be able to create a number of data
integrity reports, including reports identify-
ing different allowables from the same
payer plan,” she continued. “A single payer
may have multiple payer plans with differ-
ent allowables, making it imperative to be
able to identify payments by payer plan. 

kLab paid Incorrectly By payer 

“Discrepancies in payments from the
same plan may indicate that the lab has
been incorrectly paid and that either an
appeal or a redetermination request needs
to be filed” she noted. “This determina-
tion is not possible if the billing system
does not differentiate between payer plans
and simply lumps them all together under
a single payer category.  

“In a case where all payers are lumped
together, a lab will end up reporting all
payments at the different levels without
the ability to pull out payments for under-
paid claims.” White added. “Therefore it’s
critical that labs have a system that can
identify claims by payer plan. If you have
that, you can create reports that show dif-
ferent payments on the same CPT code by
payer plan. That would allow you to spot
payment errors easily. 
“If your lab has a system that dumps out

different payments for the same payer
because you’re not segregating by payer
plan, and you’ve got 100 different payments
for the same exact test from one payer, you
would have no way to identify errors versus
correct payments,” she said. “So you would
not know if you have a contract problem or
the payer is paying incorrectly.

“Remember that labs need to submit
PAMA data accurately and to do that you
have to determine that you got paid cor-
rectly and in full,” she cautioned. “If you
can’t verify that you got paid accurately,
then your lab will be submitting data that
may be understated.

“I say all this to point out that the
integrity of your financial system will be a
crucial differentiator between labs that can

report test-price data accurately and those
that cannot,” she concluded. TDR

—Joseph Burns
Contact Lâle White at 858-436-2908 and
lwhite@xifin.com. 

Managing Audit Risk
From PAMA Market Data

“LABS NEED TO RECOGNIZE THE RISKS they
face under the PAMA market price

reporting requirement,” noted Lâle White,
Founder and CEO of XIFIN. “CMS plans to use
outside auditors—much like it currently
does with Medicare fraud audits—to visit
labs and audit the data it used to produce its
PAMA market price report. 

“Labs should anticipate that when the
auditor shows up, it is incentivized to find
errors in the lab’s reported data—and, for
all the reasons explained earlier, there will
be plenty of errors to find!” she warned.

White doesn’t believe that the audit risk to
labs submitting PAMA market data will be
immediate. “CMS will have its own learning
curve during year one,” she pointed out. “And
the agency will not have a basis for enforcing
an audit on a retroactive data collection
period during which time the lab could not
have known the audit requirements.

“But eventually, auditors incentivized to
find errors will fan out to audit labs,” she said.
“Given the high rate of errors baked into pay-
ers’ remittance amounts and ERAs that we’ve
already discussed, there will be plenty of
errors for them to find.

“This is one reason why we recommend
that every lab take the extra step of creating
an actual report out of its financial system,”
continued White. “This allows you conduct
your own internal audits of the data that
your lab will report to CMS. 

“This report is critical for another rea-
son,” she added. “This is the report your lab
will use when someone arrives to audit your
data. That report, along with the source
data, must all be retained and must be easy
to access for auditing purposes.”
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