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Abstract

Clinical laboratories are facing significant economic pressure as the
Protecting Access to Medicare Act (PAMA) driven reimbursement cuts
erode margins and fee-for-service models become unsustainable. At the
same time, nearly half of U.S. healthcare payments now flow through
value-based arrangements, creating a pivotal opportunity for laboratories
to realign with this new paradigm. This paper outlines a roadmap for how
laboratories can transform from transactional test providers into strategic
partners in population health, which also catalyzes their transformation
from cost centers to revenue generators. Drawing from Project Santa Fe
Foundation's Clinical Lab 2.0 framework, it demonstrates how laboratory
insights can drive measurable financial and clinical impacts, such as
identifying undiagnosed chronic conditions that unlock risk-adjustment
revenue and improve quality ratings tied to Medicare Advantage (MA)
bonuses. A Business Model Canvas defines the key pillars of this novel
business model, and a four-step implementation toolkit equip laboratory
leaders and pathologists to align operations, informatics, and partnerships
with value-based care principles. The result is a framework for a
sustainable, data-driven model positioning laboratories as essential
catalysts of health-system performance.

© Project Santa Fe Foundation | cl2lab.org | Page 1


https://cl2lab.org/

Introduction

Clinical laboratories are facing a perfect storm.
The Medicare Clinical Laboratory Fee Schedule
(CLFS) accounts for roughly $8 billion in annual
Part B payments, yet overall laboratory spending
declined 5.4% from 2023 to 2024 (1). This
decline stems from PAMA, which mandates
additional CLFS cuts of up to 15% on high-
volume tests in 2026 unless Congress intervenes
(2). PAMAis eroding the economic foundation of
traditional laboratory medicine.

Laboratory testing drives most clinical decision-
making while representing only 2.3% of total
healthcare costs (3,4). In 2023, 98% of inpatient,
56% of emergency, and 29% of outpatient
encounters included at least one lab order (5).
Yet hospitals ended 2023 with a median 2.3%
operating margin (6,7), underscoring that volume
growth is not a viable fiscal strategy. Many
analysts agree that the fee-for-service model
driving this volume contributes to escalating
costs, reinforcing the shift toward payment for
value.

Value-based care (VBC) has evolved over three
decades, from early capitation and bundled-
payment pilots to the Affordable Care Act,
MACRA's Quality Payment Program, and the
2023 ACO REACH model, each expanding
incentives that reward quality and cost
performance.

The market has followed policy. In 2023, 45.2%
of U.S. health-care payments flowed through
value-based contracts, with 28.5% involving two-
sided risk (8). Centers for Medicare & Medicaid
Services (CMS) aims to bring all Traditional
Medicare beneficiaries into accountable care
contracts by 2030, a goal that remains intact
across administrations. Already, 53.4% of
Medicare beneficiaries (14.8 million people) are
covered under such arrangements, up 4.3 points

in a single year (9). The mandate, both financial
and political, is clear: American healthcare is
moving decisively toward value, and laboratories
must adapt or risk obsolescence.

Recognizing this urgency, the Project Santa Fe
Foundation (10) was founded to establish,
educate, and advance a value paradigm in which
laboratories are compensated for the insights
they deliver and the outcomes they enable. It’s
Lab 2.0 initiative operationalizes that vision
through demonstration projects, analytic
frameworks, and implementation resources for
clinical laboratories. Centralto Lab 2.0 is the
laboratory-initiated care model, which leverages
longitudinal lab data as an early signal of
evolving disease (11). When delivered in real
time to care teams, such data enable earlier
intervention, reduced utilization, and improved
quality performance, aligning directly with
incentives in value-based payment models such
as Medicare Advantage.

This paper outlines a strategic position for
laboratories and presents a structured approach
for pursuing sustainable success under VBC. It
examines the economic opportunities,
implementation pathways, and operational
guidance necessary for laboratories to thrive in a
VBC ecosystem.

Lab 1.0 and lab 2.0: Foundation and
Transformation

The Enduring Necessity of Lab 1.0

Lab 1.0is not being replaced, it is the foundation
upon which Lab 2.0 must be built (Figure 1). The
fundamentals of laboratory medicine remain
non-negotiable: pre-analytical, analytical, and
post-analytical quality; sensitivity and
specificity; reproducibility; and clinical utility.
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These pillars have defined excellence in
laboratory medicine for decades and will
continue to do so.

LAB 1.0 LAB 2.0
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Figure 1. Moving from Lab 1.0to Lab 2.0

However, Lab 2.0 is not Lab 1.0 with incremental
upgrades. It represents a fundamentally different
business model with distinct characteristics:

e Different trigger points for laboratory
engagement

¢ Longitudinal data as the essential substrate
for relevance

e Adifferent value proposition centered on
prediction rather than confirmation

¢ Different technologies including artificial
intelligence and machine learning

¢ Incompatibility with existing
reimbursement structures; Lab 2.0 cannot
be retrofitted into the Current Procedural
Terminology (CPT) code fee schedule.

Two Paradigms, Two Purposes

Table 1 below compares Lab 1.0 with Lab 2.0.
Lab 1.0is predominantly sick care, which is

episodic, reactive, and escalating. It operates
within a fee-for-service reimbursement
framework using CPT codes, with success
measured by cost per unit, turnaround time,
accuracy, and clinical menu breadth. Utilization
management focuses on addressing over-
utilization and miss-utilization.

Lab 2.0is well care, which is proactive,
longitudinal, and population focused. It requires
a patient-centric longitudinal repository with a
specific identifier for each patient commonly
called an enterprise master patient index (eMPl).
Success is measured by cost per life or cost per
population, with a focus on outcomes, financial
risk management, and care optimization. The
challenge shifts from over-utilization to
addressing under-utilization, the failure to
detect disease early enough to intervene
effectively.

© Project Santa Fe Foundation | cl2lab.org | Page 3


https://cl2lab.org/

LAB1.0 LAB 2.0

Sick-care

Episodic, reactive
Order > Draw - Result
Fee-for-service (CPT)
Confirms diagnosis

Utilization management

Well-care

Longitudinal, proactive

Patient-centric longitudinal repository (e MPI)
Alternative payment models

Predicts risk

Population health optimization

Table 1. Comparison of Lab 1.0 to Lab 2.0.

The Lab 2.0 Customer

The Lab 2.0 customer, whether an individual or
an institution, is defined by specific
characteristics that distinguish them from
traditional laboratory customers. A Lab 2.0
customer will:

e Be atfinancialrisk forimproved outcomes
for a defined population and therefore is "on
the hook" for value-based agreements.

e Have influence or authority on Triple Aim
policies impacting clinical protocols, clinical
workflow, and practice pathways.

e Have the ability to use risk stratification
with comorbidity to change provider and
patient behavior to improve care and
outcomes.

This definition is critical: Lab 2.0 serves
customers who are accountable for outcomes,
not merely for ordering tests. The relationship
shifts from transactional to strategic, from
vendor to partner in population health
management.

The Alternative Payment Imperative

Lab 2.0 demands alternative payment models
built around:

¢ Riskidentification and stratification
e Early identification of high-risk patients

e Care gap detection and opportunities to
close gaps

¢ Facilitated and targeted intervention

¢ Prevention and cost avoidance

¢ Risk adjustment.

These value propositions cannot be captured
within traditional fee-for-service structures. Lab
2.0 requires payment models that recognize and
reward the identification of risk before disease
manifests clinically, a fundamentally different
economic logic than payment for completed
tests.

The Evolution of Diagnostic Stewardship

As summarized in Table 2, diagnostic
stewardship itself must evolve across the two
models.

Lab 1.0 Diagnostic Stewardship focuses on test
utility: the right test, at the right time, for the right
patient. This remains foundational, ensuring
clinical appropriateness, reducing redundancy,
and optimizing diagnostic yield at the individual
encounter level.

Lab 2.0 Diagnostic Stewardship, built upon this
foundation, expands to population health. Here,
stewardship focuses on care variation,
identifying patterns across populations,
detecting unwarranted variation in diagnostic
practices, and aligning laboratory insights with
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with population-level insights and serving as a
steward of diagnostic strategy across patient
cohorts.

care pathways. In this model, the pathologist
becomes essential to the care team, aligned at
the point of care, informing clinical decisions

LAB 1.0 LAB 2.0

Test utility Population health
Right test, right time, right patient Care variation analysis
Individual encounter optimization Cohort-level diagnostic strategy

Pathologist as interpreter Pathologist aligned at point of care

Table 2. The evolution of diagnostic stewardship through the lens of both Lab 1.0 and 2.0.

A Strategic Imperative for Health Systems

Health systems that sell a portion of their
laboratory or outsource their entire clinical
laboratory operations are making a decision with
profound long-term consequences. Such
decisions effectively forfeit the ability to
transition to Lab 2.0.

This matters because Lab 2.0 is not optional for
health systems navigating toward risk-based
care, value-based care, or population health
management. It is essential infrastructure.

Without ownership of longitudinal laboratory
data, without the ability to build patient-centric
repositories, deploy predictive analytics, and
identify high-risk patients proactively, health
systems lose the capability that enables:

e Risk stratification and risk adjustment

e Early identification of disease trajectory

e Care gap detection and closure

e Targeted intervention before costly
escalation

¢ Financial performance under capitated or
value-based contracts.

Outsourcing the laboratory may reduce short-
term operational burden, but it surrenders the
data asset and analytical capability that
population health demands. Health systems

cannot manage risk they cannot see. They
cannot predict disease progression without
longitudinal biomarker data. They cannot close
care gaps if another entity owns the information.

The laboratory is not a cost center to be shed. It
is the strategic engine of predictive, proactive
care.

Health systems pursuing value-based
transformation must recognize that decisions
about laboratory ownership today determine the
ability to compete in value-based environments
tomorrow.

Lab 1.0 asks: What is wrong with this patient?
Lab 2.0 asks: What is coming—and how do we
intervene now?

Both questions matter. Lab 1.0 provides the
foundation. Lab 2.0 represents the future.

The Clinical Laboratory's Position in
Healthcare Payments

Figure 2 is an aggregate simplistic overview of
the economics of healthcare which commences
through the accrual of monetary reserves.
Through taxes, insurance premiums, or direct
payments, monies are supplied to financial
stakeholders such as CMS, commercial health
plans, and employer-owned health plans, which
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are then used to pay for healthcare products and
services rendered to patients.

MONEY
ACCRUAL

PROVIDERS

* Taxes * CMS
* Companies * Private Health
* Premiums Plans
* Employer
Groups
* Individuals

* Hospitals

* Physicians

ADDITIONAL
SERVICES/
PRODUCTS

* Investigational
Devices

* Laboratory

* Radiology

* Pharmacy * Consumables

The money flow of healthcare and placement of ancillary providers, such as laboratories.

Figure 2. The money flow of healthcare and placement of ancillary providers, such as laboratories.

Patients initially interact with providers who
could be individual practitioners but are more
likely part of larger physician groups and
hospitals who provide expertise and services to
care for patients. Delivering care may require
ordering additional services from vendors such
as laboratories and radiology centers to enable
decisions and assist the provider in identifying
remedies, which may entail prescribing a
pharmaceutical. Monies flow from the accrual
systems towards payers, who then compensate
providers and the services they utilized during
the delivery of care. This indicates the monies
allocated to laboratories for their role in care are
further down the economic chain and encounter
several gates before they are awarded.

Laboratory reimbursement depends on correct
coding, confirmed patient eligibility with their
respective payer, and clear documentation

indicating the necessity and potential medical
decision rendered from the result. Gates, such
as complex payer policies and authorizations,
determine if, how, and when laboratories are
compensated. Therefore, itis estimated that
laboratories spend a considerable amount of
time, effort, and monies on obtaining their
dutifully earned revenues from payers (12). As
the United States healthcare system continues
its evolution into VBC, there is a growing need for
laboratories to identify value beyond the cost per
test and, in turn, have access to the value-based
payment stream.

Fundamentals of Value Based Care

VBC payments follow patients as they navigate
the healthcare system. MA plans, Shared-
Savings provider groups, and Accountable Care
Organizations receive a fixed monthly amount for
each enrollee, which they allocate portions to
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providers and other organizations who provide
healthcare services for the enrollees. This fixed
monthly amount, known as a capitated payment,
increases when a diagnosed health condition,
such as chronic kidney disease (CKD) or
diabetes, is identified and properly documented.

Economic Opportunity at the Level of the
Individual Patient Premium: Identifying
Risk that Leads to Increased Risk
Adjustment Payments

To understand how money flows toward a
laboratory, it helps to first zoom out to see the
entire ecosystem using the examples of CKD and
diabetes. A routine estimated glomerular
filtration (eGFR) result of 12 mL/min/1.73 m?is
indicative of advanced CKD, potentially end-
stage renal disease (ESRD), and the laboratory
that derived that result is reimbursed at $5.12
when the laboratory invoices a MA plan Current
Procedural Terminology 82565 (13). But the
diagnosis and subsequent coding of ESRD adds
one of the largest multipliers in the Medicare
risk-adjustment model which enables a larger
monthly payment to the payer for overseeing the
risk associated with the patient.

CMS's 2025 Rate Announcement confirms the
ESRD adjustment remains in force and can lift a
capitation rate by hundreds of dollars per
member per month. The Affordable Care Act
Marketplaces run the parallel HHS-HCC system,
where the 2025 Payment-Parameters rule again
assigns a higher coefficient to risky conditions
such as CKD. Commercial insurers apply
proprietary engines such as Milliman's MARA,
Cotiviti's DxCG, and others that adjust global
payments in the same way. Regardless of the
method used in assigning the capitation rate, the
lab lowly compensated eGFR test result used in
confirming the presence of ESRD provides

hundreds to thousands of dollars in additional
revenue to the payer.

An example of the lab result's role was
effectively illustrated in Clinical Lab 2.0's multi-
site demonstration project by investigating the
economic leverage of longitudinal lab data in
CKD (14). The collaboration uncovered 3,246
previously uncoded CKD Stage 3-4 patients
across three health-systems translating into
$2.85 million in unrealized risk-adjustment
revenue, or about $580 per patient generated by
a $5.12 test. eGFR is just one example; the same
mechanism applies to any laboratory result that
places a patientin a high-cost risk category.
HbA1c for uncontrolled diabetes, troponin for
heart failure, and ferritin for oncology-related
anemia, are some additional examples.

The Hemoglobin A1c (HbA1c) test, also known
as glycated or glycosylated hemoglobin, is a key
measure of long-term glucose control, reflecting
average blood sugar over the prior 90 days (15).
As glucose levels rise, more glucose binds to
hemoglobin, producing a higher HbA1c value
(16). Venous HbA1c testing is widely used to
assess diabetes risk, onset, and progression.
Levels below 5.7% indicate normal glycemia,
while 5.7-6.4% suggests prediabetes and =2 6.5%
reveals diabetes mellitus. Beyond diagnosis,
HbA1c effectively predicts microvascular
complications such as retinopathy and
nephropathy (17,18), underscoring its central
role in managing one of the nation's fastest-
growing chronic diseases (19).

The economic impact of diabetes is profound. In
2022, total costs reached $412.9 billion; $306.6
billion in direct medical expenses and $106.3
billion in indirect costs, with per-patient
expenditures 2.3 times higher than those without
diabetes (20). This burden varies across
demographic and social determinants of health
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(21) and continues to rise as prevalence
increases among Medicare beneficiaries (20).

To manage these costs, CMS applies risk
adjustment to account for variations in patient
health status. Each patient receives a risk score
based on demographics and diagnoses reported
annually through inpatient, outpatient, and
professional claims (22). These Hierarchical
Condition Categories (HCCs) translate into risk-
adjustment factors (RAF) that drive payer
compensation. For example, MA plans receive
roughly $1,000 per member per month. A
diagnosis of diabetes without complications
adds a 0.247 coefficient, equating to $2,964 in
additional annual revenue (23). To secure that
payment, the diagnosis must be confirmed each
year, typically through an annual HbA1c test.
Among Medicare Advantage enrollees in 32.2%
had diabetes (24), meaning a $9.71 test (13)
anchored nearly $3,000 in additional payer
revenue.

Longitudinal laboratory data can further identify
undiagnosed patients. An estimated 4.4% of
Medicare beneficiaries remain unaware of their
condition (25), creating both clinical and
financial opportunities for laboratories to
support accurate diagnoses and risk
adjustment.

Moreover, longitudinal laboratory data has been
shown to accurately identify diabetes prevalence
(26), which could serve as a conduit to
diagnosing the undiagnosed Medicare
beneficiaries’ eligibles who are unaware of their
diagnosis.

Economic Opportunity at the Level of Health
Plan Revenue: Quality Ratings

The American Diabetes Association (ADA)
recommends that patients with diabetes receive
HbA1c testing twice annually if meeting

treatment goals and quarterly if not (27). To
monitor compliance, the National Committee for
Quality Assurance (NCQA) integrated these
guidelines into the Healthcare Effectiveness
Data and Information Set (HEDIS), a national
performance framework used to evaluate care
for more than 235 million Americans (28).
NCQA's Comprehensive Diabetes Care (CDC)
HEDIS measure requires adults aged 18-75 with
type 1 or 2 diabetes to receive an annual HbA1c
test, eye exam, and blood pressure check (29).
Compliance is measured as the proportion of
eligible members completing each test; for
example, 500 completed HbA1c tests among
1,000 eligible members equals a 50%
compliance rate.

HEDIS has become synonymous with healthcare
quality (30). CMS and other payers have adopted
these measures to evaluate performance and
link results to financial incentives. In 2012, CMS
introduced the MA Quality Bonus Program to
reward high-performing plans under its five-star
rating system. Initially intended to guide
consumer choice, it now drives billions in annual
quality-based payments. MA plans receive
roughly $1,000 per member per month in
capitated payments, which are adjusted 5-10%
based on star ratings and geography. Improving a
plan's star rating can generate an estimated
$372 per member annually, contributing to a
projected $12.7 billion in MA bonus payments in
2025 (31).

The overall MA star rating aggregates five
domains: maintaining health, chronic disease
management, member experience, complaints,
and customer service. Within the chronic
disease domain, the C10 measure—percent of
diabetic enrollees with HbA1c < 9.0% represents
5.7% of the total star rating (32). Thus, each
HbA1c test contributes approximately $21.20 in
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bonus value for MA plans, compared to the $9.71
reimbursement under the Clinical Laboratory
Fee Schedule (13).

Understanding this dynamic is critical as MA
enrollment has doubled over the past decade

(83), and quality bonuses have quadrupled, from
$3 billion in 2015 to $12.7 billion in 2025 (31). In

2015, the average annual bonus payment was
$184 per enrollee which has risen to $372 per
enrollee in 2025.

-26.5%
($3.51)

Comprehensive
Diabetes Care

- MAStarc10:

' irsmatefor
- HAle

202.1%
$21.20

As VBC expands within MA, laboratories have a
powerful opportunity to move upstream by
forming strategic partnerships with payers,
providers, and health systems accountable for
risk and quality outcomes. These entities rely on
laboratory data, infrastructure, and expertise to
achieve financial and clinical success.

In a 2020 peer-reviewed study, VanNess et al.
demonstrated that laboratory-payer
collaboration improved diabetes care
coordination within a state Medicaid program.
Targeted HbA1c testing enhanced chronic
disease management and health plan
performance and demonstrated the HbA1c CPT
was reimbursed at one-fifth the value of the

Figure 3. Change in value of the HA1c test in the Clinical Laboratory Fee Schedule and CMS Star Rating from 2015 to 2025

corresponding New Mexico Medicaid
incentivized CDC HEDIS measure (Figure 3) (34).

This reemphasizes the economic impact of
laboratory services that timely and targeted
HbA1c testing, with payer quality performance
goals drives measurable clinical and financial
impact. The same collaboration model was later
applied to prenatal care HEDIS measures and
was also shown to reduce preterm births and
NICU utilization (35), further underscoring the
laboratory's role in improving quality and
outcomes within alternative payment models.
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Developing a Framework for Lab-Initiated
Care as a Business Model

Project Santa Fe Foundation's Clinical Lab 2.0
(Lab-Initiated Care) Model redefines the

laboratory as a strategic partner in VBC rather
than a passive service vendor (Figure 4).

DISEASE PREVALENCE
CLINICAL / FINANCIAL BURDEN

LONGITUDINAL

LAB DATA

LAB LEADERSHIP +

DOMAIN KNOWLEDGE

RISK

1

IDENTIFY CARE GAPS

FACILITATED

STRATIFICATION

IDENTIFY HIGH RISK POPOLUTION

INTERVENTION

J{

IMPROVED OUTCOMES

CLINICAL
INTERVENTION & PREVENTION  RISK ADJUSTMENT & COST AVOIDANCE

FINANCIAL

REDUCED DISEASE PREVALENCE
REDUCED CLINICAL / FINANCIAL BURDEN

ALIGN INTERESTS OF ALL STAKEHOLDERS IN THE
HEALTH ECOSYSTEM

Figure 4. Clinical Lab 2.0’s Lab-Initiated Care Model

In this concept, laboratories leverage real-time
and longitudinal data to identify population-level
risk, prompt early clinical intervention, and
improve outcomes. By integrating laboratory
insights directly into payer and provider
workflows, labs can reduce downstream
utilization and contribute to shared-savings
performance—activities that align precisely with
value-based payment incentives and the goals of
risk-bearing entities.

Succeeding in this environment requires more
than intent. Laboratories must develop the

infrastructure and expertise to participate
meaningfully in population health. This includes
robust informatics systems that integrate and
interpret clinical data, staff who understand
value-based metrics such as risk adjustment
and HEDIS, and leadership willing to pivot from
transactional test billing to outcome-driven
collaboration.

The Nine-Step Business Model Canvas provides
the strategic framework to operationalize this
transformation (Figure 5). Originally introduced
by Osterwalder and Pigneur (36), the Canvas
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helps laboratories visualize and align their
activities, partnerships, and revenue streams
within a value-based ecosystem. When applied
to the Lab-Initiated Care Model, the framework
clarifies how laboratories create value by closing
care gaps, improving quality scores, and
generating shared financial gains through
collaboration with payers and at-risk providers.

This integrated approach positions the clinical
laboratory as both an analytic and economic

engine in VBC. By applying the Canvas,
laboratories can systematically redesign
operations, define sustainable revenue
pathways such as shared savings or fixed-fee
models, and build the partnerships required to
thrive in an outcomes-focused system. Together,
the Lab-Initiated Care Model and Business
Model Canvas offer a practical roadmap for
laboratories seeking to translate their diagnostic
influence into measurable population-health
and financial impact.

The Business-Alternative Payment Model Canvas

Project Santa Fe Foundation

(2 CLINICALLAB 20

Business-Alternative Payment Model Committee

9 step Business Canvas

Key Key Value Customer Customer
Partnerships Activities Propositions Relationships Segments
+ CMIO * Interact with System + Longitudinal information * At-risk health system
* Health Economist Quality Folks + Accuracy (timely coding, with outpatient
* Pop Health * Educate internally on time to intervention) offerings
* Ordering Clinician system need * Actionable intelligence *+ CMO
+ Industry * Find potential partners * Proactiverisk + CQO
+ MNational/Refer. Lab + |dentify waste stratification/ * CFO
(outsource was key here) management
* HIE Key * Measurable outcomes Channels
Resources * Facilitated Intervention o
) *+ CMIO
® Datasc:ence_ " + Economic evidence
. FormullarnyllmcaL « ACO
expertise « HIE
* Revenue cycle
management
o Cost Structure o Revenue Streams
* Risk of losing has a cost * % Savings (cost avoidance)
* Atrisk contract * Upside% of award
+ PMPM

Figure 5. A Nine-Step Business Model Canvas applied to the clinical laboratory’s alternative payment model.

The Business Model Canvas is a visual
representation of the nine key building

blocks that form the foundations of every
successful business. Itis a blueprint to help
entrepreneurs invent, design, and build models
with a more systematic approach.

It gained popularity within the business
community because of its simplicity. The canvas
allows us to carry out a high-level

analysis without getting lost in the details. By
drawing out the nine building blocks on a blank
canvas, filling them in as each concept relates to
your business, and hanging it somewhere

© Project Santa Fe Foundation | cl2lab.org | Page 11


https://cl2lab.org/

everyone can see, you now have a visual
overview of your entire business on a single
canvas.

Introducing a VBC Toolkit for Clinical
Laboratories

In the clinical literature, we see a lack of
practical instruction that equips pathologists
with a concise playbook they can use with
executive leaders and clinical partners to
reposition the laboratory as a revenue-
generating asset inside value-based contracts.

To fill this gap, we developed a structured toolkit
intended to guide pathology departments
through the transition from fee-for-service
pricing to value-based reimbursement models. A
plain-language, four-step pathway, including
executive alignment, opportunity selection,
operational integration, and continuous
improvement using resources that are already
available in most health-system environments, is
pictured in Table 3.

Pitching VBC to Financial Executives

The first task is to secure explicit sponsorship
from senior finance and clinical leaders.
Pathology should open the discussion with a
short, data-driven brief that converts familiar
test results into dollars. One year of historical
data is usually enough to show, for example, that
each new patient whose eGFR is below 30
mL/min/1.73 m? adds roughly $726 per member
per month in MA risk adjustment (Medicaid,
2025), while the test itself costs only about $5.12
to perform.

Grounding the argument in operating margin,
rather than assay complexity, helps a Chief
Financial Officer, a "Customer" (Figure 5) who is
financially at risk for HEDIS and risk adjustment,
grasp why the laboratory matters in value-based

contracts. A provisional timeline that rolls out
one condition in a qualified period, CKD in the
first six months, uncontrolled diabetes in the
second, and heart-failure biomarkers in the
third, for example—gives executives a clear view
of early wins and limits capital exposure.
Developing said brief might typically require
about one-third of a full-time analyst's time over
four weeks and two short meetings with the
executive team, based on the practical
experience of laboratorians who have engaged in
this work.

Selecting Pilot Conditions

Once leadership agrees, the laboratory must
decide where to focus. A practical method is to
match high-volume assays to the risk-score
categories and quality measures they influence,
then look back twelve months to count patients
whose laboratory values met those thresholds
without a corresponding diagnosis code.
Ranking the candidates by prevalence, payment
weight, and operational feasibility usually
narrows the field to two or three conditions that
promise the greatest near-term return. The
analytic work—roughly two weeks for an
experienced data analyst with an existing
workload, assisted briefly by a pathologist or
informaticist—produces a ranked list with low,
likely, and high revenue projections that can be
revisited as contract terms evolve.

Implementing Pilot Conditions

Translating that list into action requires close
coordination with the population-health and
revenue-cycle teams. A small steering group that
triangulates existing population health, revenue
cycle management and the laboratory can agree
on clinical triggers, coding templates, and gain-
sharing rules. Information-technology staff then
embed laboratory thresholds, such as the first
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eGFR below 30 or any HbA1c over 9 percent, into
the hospital's data feeds so that alerts reach the
right clinicians in real time (i.e. any
documentation of a diabetes patient ensures
that two eGFR tests are performed within 90
days to enable appropriate diagnosis of CKD,
proper coding, and resulting follow-up).
Standardized electronic-health-record
templates ensure that providers capture the
correct ICD-10 codes. Implementation would
call for a few hours a week from an integration
engineer to be devoted over two months, plus
limited support from a coding specialist.

Tracking and Expanding

Finally, the laboratory must demonstrate that the
program is working and decide when to expand.

Step & primary goal Core action items

A simple mechanism like a dashboard updated
monthly can track alerts issued, diagnoses
added, risk-score changes, and realized dollars.
Itis important to ensure that a portion of realized
dollars get reinvested into laboratory
infrastructure, equipment and training, and to
cover non-fee-schedule reimbursed laboratory
testing (such as calibration) that historically were
paid for out of health system margins. Quarterly
status meetings that study past results, discuss
needed improvements, and plan for prioritized
implementation allow the steering group to fine-
tune thresholds and provider messaging before
adding new conditions.

Typical resources required*

1.  Executive Alignment . Prepare a one-page, dollar-focused brief that converts key test . Senior data analyst: 0.3 FTE for 4 weeks (financial model

Obtain clear sponsorship from finance
and clinical leadership

results (e.g., eGFR < 30mL/min/1.73m?) into per-member
revenues.

Frame benefits in operating margin-terms; propose a phased,
condition-by-condition rollout.

Present the brief in short leadership meetings.

and brief).
. Pathology lead: 4 hours (content review).
. Two 60-min executive sessions

2.  Opportunity selection

Choose 2-3 high impact laboratory target

Map high-volume assays to risk-score buckets and quality
metrics (CMS-HCC, HHS-HCC, Stars).

Run a 12-month look-back to find uncoded patients who meet
lab thresholds.

Rand conditions by prevalence, payment weight and feasibility;
build low/likely/high revenue projections.

. Data analyst: 0.2FTE for 2 weeks (queries & ranking).
. Pathologist/informaticist: 0.1FTE (rule validation)

3. Pilotimplementation

Embed lab triggers and cording workflows

Form a small steering group (lab, population health, revenue
cycle, IT, clinical champion).

Build real-time alerts for first e GFR < 30, HbA1c > 8%, etc.,and
create one-click ICD-10templates.

Agree on gain-share formulae to fund analytics and care-gap
outreach.

. Integration engineer: 0.2FTE for 8 weeks (alert feeds).
. Coding specialist: 0.1FTE (template design).
. Existing nurse navigator (re-assigned) for outreach.

4. Monitoring & expansion

Show results and decide when to scale.

Maintain a monthly dashboard: triggers sent, codes added, risk-

score lift, dollars realized.

Conduct guarterly Pla-D-Study-Act reviews; adjust thresholds
and provider messaging.

Add next condition when current alerts run smoothly.

. Analytics platform already in use.
. Steering committee: 30min/month.
. Minimal incremental IT once dashboards are live.

Table 3. Executive Summary of Goals, Activities and Estimated Resources Required

Conclusion

As fee-for-service reimbursement continues to
erode, clinical laboratories must redefine their
role from downstream test vendors to upstream

partners accountable for outcomes, economics,
and population health performance. By
operationalizing the Lab-Initiated Care Model
through a disciplined business framework and
practical implementation toolkit, laboratories
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can directly align their data, expertise, and incorporated into the final edits of the

workflows with the financial drivers of value- manuscript.
based care. This shiftis not optional, itis a
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