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Prognostic versus Diagnostic Lab Medicine
MOST OF YOU ARE FAMILIAR WITH THE RACE TO DEVELOP effective labora-
tory tests and pharmaceuticals based on rapidly-developing genetic and
molecular knowledge. We all ask the same question: when will my lab-
oratory have to buy this technology and offer these new tests?

For most of us, the answer is “not soon.” There is lots of neat stuff
happening in research laboratories, but precious little is ready for wide-
spread clinical use. For the time being, it’s business as usual. However,
this respite may not last long as many of us think. In our interview on
pages 9-14 with Ameripath, Inc. Chairman and CEO James C. New and
Inform DX, Inc. Chief Executive Officer Brian C. Carr, I found several
of their comments to be quite provocative. 

Specifically, New mentions that genetics-based lab testing will shift the
main emphasis of laboratory medicine away from diagnosis-then-treatment
toward early detection-then-prevention. Certainly most of us in the lab
world have heard these predictions. But what piqued my interest was the
fact that both AmeriPath and Inform DX think that genetics-based diagnos-
tic testing is close enough that they are ready to spend millions of dollars to
prepare their lab companies for the upcoming “genetics revolution.”

Each executive considers that genetics, molecular pathology, and tis-
sue banking will be essential components of laboratory medicine. The
glue that holds this together will be sophisticated pathology information
systems. That is why laboratory informatics is to remain a key strategic
initiative after the two companies merge into one.

This leads me to the original question I posed at the begining of this
story. “When will my laboratory have to buy this technology and offer these
new tests?” I think one clue to the right answer is to watch the investments
and efforts of the public laboratory companies, including the two Blood
Brothers, to prepare their organizations for genetic testing and molecular
pathology. The more money they spend to acquire people, technology, and
information processing capability, the closer the time approaches when any
competent laboratory organization will need to make similar investments to
remain competitive and state-of-the-art. Because “money talks,” this may
be the most relevant benchmark to use in determining an accurate timeline
for the introduction of new diagnostic technology. TDR



WHEN ANATOMIC PATHOLOGY

giant AmeriPath, Inc. an-
nounced the acquisition of

Inform DX, Inc. last Wednesday, it
was more than just a case of the
biggest getting even bigger. 

The real story behind this acquisi-
tion is that two anatomic pathology
companies, each with a similar business
strategy, realized that cooperation
would be much more productive than
competition. That is why this acquisi-
tion should be viewed as a merger of
two like-minded companies.

AmeriPath, now approaching $300
million in annual revenues, will pay
about $45 million for Inform DX. It will
also incur an additional $12 million in
debt once the transaction closes.
InformDX has about $50 million in net

revenues. Inform DX owns five of the
12 pathology labs it manages. The other
seven are managed under contract. Both
companies expect to complete the trans-
action no later than year-end. 

“There have been ongoing discus-
sions between the two companies for
several months,” stated James C. New,
Chairman and CEO of AmeriPath.
“We think the business resources at
both companies complement each
other in several important ways. 

“InformDX has a strong manage-
ment team,” continued New. “Over the
past three years, they have demonstrat-
ed the ability to improve the opera-
tions of the pathology practices they
manage while at the same time build-
ing specimen volume, revenues and
profits. 
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AmeriPath Will Acquire
Inform DX for $44.6 Mil

Transaction combines path industry’s
two largest management companies

CEO SUMMARY: It’s another example of consolidation in the
anatomic pathology marketplace. AmeriPath, Inc.’s acquisition
of Inform DX, Inc. positions the company to do as much as $350
million in revenues next year. By acquiring Inform DX,
AmeriPath also gains entry into six more states. The financial
performance of both companies is another sign that the era of
the small anatomic pathology group practice is nearing its end.
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“Another important factor is that
Inform DX manages practices in six
states where AmeriPath currently has
no presence,” he added. “These are
established pathology practices with a
good reputation in the markets they
serve. It increases our geographical
coverage across the United States.”

Once the merger is completed,
Ameripath will have pathology opera-
tions in 20 states. It will have 405
pathologists and hold contracts to pro-
vide pathology services to 208 hospi-
tals. The combined company will be
the largest single direct provider of
anatomic pathology services in the
United States.

InformDX is itself the product of
several acquisitions. As Pathology
Consultants of America, it acquired
American Pathology Resources, Inc.
in 1998 and PathSOURCE, Inc. earlier
this year. (See TDRs, April 13, 1998 
and June 19, 2000.) It took the 
name Inform DX at the time of the
PathSOURCE acquisition.

Few Companies Remain
Once InformDX merges into Ameri-
Path, only a handful of pathology-based
management companies will be left.
Pathology Partners, Inc. of Dallas,
Texas and USLabs, Inc. of Irvine,
California received substantial funding
from venture capitalists. But the busi-
ness plan of each of these companies is
focused on operating pathology labor-
atories, not in managing pathology 
group practices. 

Probably the largest pathology
organization to remain will be Path-

ology Service Associates, LLC of
Florence, South Carolina. This is a
non-profit member association of state
pathology practice networks. It has
about 80 practices and approximately
400 participating pathologists. 

For pathologists, one interesting
aspect of the AmeriPath/Inform DX
merger involves pathologist compen-
sation. InformDX was using a busi-
ness model based upon “shared equi-
ty.” It would sign a management
agreement with the individual patholo-
gy group practice, and receive a man-
agement fee. As revenues and net prof-
its increased, Inform DX would share
a portion of those higher profits.
AmeriPath, in contrast, acquires the
assets of the pathology practice and
those pathologists then become emp-
loyees of the company.

Pathologist Compensation
“We have discussed the compensation
arrangements with pathologists at each
practice that we manage,” stated Brian
C. Carr, Chief Executive Officer of
InformDX. “These arrangements will
not change after the merger. Also, our
pathologists understand the business
reasons for the merger and are very
supportive of it.”

Inform DX owns five pathology lab-
oratories. It holds management con-
tracts with seven pathology group prac-
tices. This dichotomy in business struc-
ture is not expected to be a problem.

“InformDX did a good job in provid-
ng extra value to its practices during the
past several years,” noted New. “We want
to build upon the trust which Inform DX
has established. Should they desire, we
intend to give those practices with man-
agement contracts an opportunity to fully
convert to the AmeriPath business model.
There will be integrity in this process
because there is no overlap with existing
Ameripath operations in markets where
InformDX manages a practice.”

EXCLUSIVE INTERVIEW!
Turn to Page 9 to read our

interview with Ameripath Chairman
and CEO James C. New and InformDX
Chief Executive Officer Brian C. Carr
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The merger of AmeriPath and
Inform DX is a significant event, but
not for the reasons most lab adminis-
trators and pathologists would assume.
Certainly it is important that two of the
larger pathology management compa-
nies are joining forces. 

But the most significant insight
from this event is this fact: after four
years of competing in the marketplace
for anatomic pathology business, both
companies were evolving toward the
identical business model. 

THE DARK REPORT can identify
several key elements to this business
model: 

ONE: it emphasizes pathology
delivered locally, at the point of care. 

TWO: local pathology services are
supported by a national organization
with these characteristics: a) profession-
al executive management with signifi-
cant physician involvement; b) rigorous
billing and collections; c) sophisticated
managed care contracting; and, d) effec-
tive and extensive sales and marketing
of local pathology services.

THREE: capability to provide all
levels of anatomic pathology services
to referring clinicians, from routine

procedures to esoteric testing, includ-
ing molecular pathology and genetics.

FOUR: an effective network of
pathology subspecialists, so cases can
be referred to inhouse experts.

FIVE: Development of an integrat-
ed pathology informatics capability, to
meet the needs of clinicians, payers,
and generate additional revenue from
pharmaceutical companies as well as
research and development firms.

Similar Market Dynamics
It is important to understand that both
AmeriPath and InformDX encountered
similar dynamics in the healthcare mar-
ketplace as they tried to increase speci-
men volumes. In formulating strategic
business plans, they were actually build-
ing corporate organizations which were
uncannily similar.

THE DARK REPORT offers another
insight gleaned from the business
experience of AmeriPath and Inform
DX during the past four years.
Although these companies were origi-
nally created to be physician practice
management (PPM) companies orga-
nized around pathology, they have
morphed into a different business
model. This business model is unique,

WHEN AMERIPATH CLOSES its acquisition of Inform DX before the end of 2000, it will gain
significant pathology assets. It will have pathology operations in 20 states and will
increase its influence in the dermatopathology marketplace. Post-merger, James New
will continue as Chairman and CEO. Brian Carr will become AmeriPath’s President.

AmeriPath Inform DX Combined Total

# of states 14 10 20
# employees 1,725 400 2,125
# Pathologists 317 88 405
# Dermatopathologists 38 22 60
# Sales Reps 41 18 59
# Hospital Contracts 165 43 208
# Outpatient Labs 29 11 40
Annual Revenues* $300 mil $50 mil $350 mil

*estimated for 2001

Merger
Creates 
A Bigger

AmeriPath
Here’s the Pre-Merger

and Post Merger 
“Tale of the Tape”



just as pathology is unique among all
physician specialties. 

Pathologists practice medicine
without seeing patients. They respond
to cases referred by clinicians. This sit-
uation creates two functional business
opportunities unavailable to other
physician specialties. First, it is possi-
ble to send sales people out to physi-
cians’ offices and solicit their AP case
referrals. Try that with, say orthopedic
surgery or oncology.

Second, the occasional, but regular
need to refer specific cases to patholo-
gist subspecialists makes an internal
“hierarchy” of pathology skills a busi-
ness asset. It allows the company to be
a “one stop pathology shop.” 

“Branding” Path Services
This business model makes it easier
for pathology subspecialists to gather
specimens across huge amounts of
geography. It also allows the company
to “brand” its pathologist-experts.
Branding is already in the pathology
marketplace. IMPATH, Inc. promotes
its relationship with Juan Rosai, M.D.
while AmeriPath promotes its relation-
ship with A. Bernard Ackerman, M.D. 

Add up these characteristics and it
becomes obvious that InformDX and
AmeriPath, despite their original func-
tion as a pathology PPM, are no longer
structured to operate in that fashion.
These companies, pre-merger, have
been evolving into a unique business
model, one specifically designed to
meet the unique needs of the market-
place for anatomic pathology services.

These business developments leave
some tea leaves that are easy to read.
For example, whereas today the refer-
ral process for anatomic specimens is
loose and involves many independent
relationships, in the near future AP
case referrals will be directed primari-
ly to integrated pathology companies
and organizations. 

Second, the professional sales and
marketing campaigns directed at physi-
cians’ offices and payers will place
small, independent pathology groups at
a competitive disadvantage. Moreover,
it can be expected that the growth of
regional  pathology “super-groups”
operated by companies like AmeriPath
will eventually affect the way hospitals
contract for pathology services. 

Sole Source Path Contracts
After all, the emergence of integrated
delivery networks (IDN), responsible
for multiple hospitals, is already
encouraging IDN administrators to
negotiate sole source pathology con-
tracts with one company. IDN admin-
istrators prefer dealing with one entity
which can cover all hospitals and out-
patient cases in a cost-effective man-
ner. This places the traditional small
independent pathology group practice
at a competitive disadvantage, even in
the hospital environment.

Of course, none of this is going to
happen overnight. But the pace of
change is inexorable. For example, at
the time of AmeriPath’s IPO in
October 1997, who would have pre-
dicted that AmeriPath would achieve
annual revenues of one-third billion
dollars in only 49 months!

Path Business Economics
The significance in the merger of
AmeriPath and Inform DX is not that a
big pathology company is getting big-
ger. Rather, it is the validation that
changes in the healthcare marketplace
are changing the economics of the
anatomic pathology business. 

For savvy pathologists, under-
standing these marketplace changes is
the key to positioning the pathology
group practice to maintain its rele-
vance for local clinicians and its abili-
ty to maintain financial solvency. TDR

Contact James C. New at 800-330-6565
and Brian C. Carr at 615-665-4608.
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DESPITE ITS RECENT Chapter 11
bankruptcy filing, Medical
Arts Laboratory, Inc. of Ok-

lahoma City, Oklahoma remains opti-
mistic about its financial future. 

Southern Medical Arts Com-
panies, Inc., along with two business
subsidiaries, Medical Arts Laboratory,
Inc. and Southern Medical Arts Lab-
oratory, Inc. filed bankruptcy papers
in federal court on October 26, 2000. 

In filing bankruptcy, Medical Arts
Laboratory hopes to end, once and for
all, the lingering consequences of the
ill-fated PathCor business venture.
Launched back in 1994 by a group of
former shareholders. PathCorp was an
attempt to create a national laboratory
and pathology company. (See TDR,
April 21, 1997.)

Two Specific Problems
By filing bankruptcy, Medical Arts
Laboratory expects to resolve two spe-
cific business problems. First, the com-
pany, with estimated revenues of $25
million per year, is saddled with as much
as $20 million in debt. Existing cash

flow was not sufficient to properly ser-
vice this debt.

Second, for almost four years,
Medical Arts Laboratory has been
forced to deal with hostile actions by
several dissident shareholders. Law-
suits filed by some of these dissident
shareholders impacted laboratory
operations. These lawsuits required
management to divert limited resour-
ces of both time and capital away from
the laboratory’s core testing business.

“In recent years, like all laborato-
ries across the United States, we’ve
been dealing with the negative impact
of declining test reimbursement and
onerous regulations and guidelines ini-
tiated by both government and private
payers,” stated Robert T. Savasten,
President and CEO of Medical Arts. 

“Our independent efforts to deal
with these factors were disrupted by
the actions of certain dissident share-
holders and creditors,” Savasten con-
tinued. “The lab testing business at
Medical Arts is fundamentally sound.
But our management team has been

Medical Arts Lab Opts
To File For Chapter 11 BK

Oklahoma City-based lab company
wants to clear the decks for growth

CEO SUMMARY: Dissident shareholders and a crushing
debt burden are the reason Medical Arts Laboratory decid-
ed to file for reorganization under Chapter 11 bankruptcy
laws. Both factors are the legacy of an ill-fated attempt to
create a national laboratory organization between 1994 and
1997. It’s the story of a business strategy that brought
Medical Arts Labs to the financial brink more than once.

THE DARK REPORT / November 13, 2000 / 6
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unable to concentrate on the day-to-
day details of running the laboratory. 

Develop A Plan of Action
“On a go-forward basis, this Chapter
11 reorganization gives us time to
develop a plan of action which will be
beneficial to the various medical com-
munities served by our laboratory
company,” added Savasten.

Medical Arts Laboratory is one of a
shrinking number of independent com-
mercial labs which continue to operate
within the United States. Founded in
1923, it is among the oldest continu-
ously-operating lab companies still in
existence. It has been a long-time
member of The Independent Path-
ology Institute, Inc. (TIPII). TIPII is 
a trade organization that serves a 
number of the remaining pathologist-
owned independent commercial 
lab companies.

It remains the dominant commer-
cial laboratory in Oklahoma. Com-
pany executives estimate that Medical
Arts Laboratory has a statewide mar-
ket share in excess of 40%. It employs
about 600 people. 

Despite this solid business posi-
tion within Oklahoma, Medical Arts
Laboratory has never made a full
financial recovery following the dis-
solution of PathCor in 1997. (See
sidebar on next page.)

Accumulated Net Worth
Its accumulated net worth was stripped
out over a four-year period to: a) buy
out certain shareholders in 1994 and
create PathCorp; b) underwrite the on-
going business losses of PathCor; and
c) buy out certain other shareholders in
1997. Since 1997, Medical Arts
Laboratory has struggled to simultane-
ously service its debt and deal with
multiple lawsuits filed by dissident
shareholders. 

This put the executive team at
Medical Arts in a quandary. The core

testing business of Medical Arts has
always been profitable. But the
demands of servicing debt and
responding to shareholder lawsuits
prevented executives from concen-
trating full-time on building the labo-
ratory testing business. 

By filing a Chapter 11 bankruptcy
action, Medical Arts Laboratory
gains two business advantages. First,
it gets the time it needs to develop an
equitable plan of reorganization for
creditors. Second, it “freezes” any
impact that existing lawsuits might
have on company assets. Such legal
claims will be limited to assets
involved in the Chapter 11 bankrupt-
cy action. 

Medical Arts’ owners believe
that, once the Chapter 11 bankruptcy
action is discharged by the judge,
their company will be able to concen-
trate on the primary objective of
growing their lab testing business. 

Lab Industry Truth
For laboratory executives and patholo-
gists, the story of Medical Arts
Laboratory once again reinforces an
important truth about the clinical labo-
ratory industry. Strong, independent
clinical laboratories have virtually
unshakable client loyalty.

This client loyalty can be so strong
that it survives even the most horren-
dous business mistakes by laboratory
owners and managers. In the case of
Medical Arts Laboratory, the cumula-
tive impact of seven years of missteps
did not erode the core laboratory test-
ing revenues generated by long-time
physician clients.

There is another element to the
Medical Arts Laboratory story which
may be worth watching. Despite the
fact that Medical Arts Laboratory has
filed for bankruptcy, THE DARK

REPORT believes the story won’t end
with the bankruptcy court discharge.
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As clients of THE DARK REPORT

know, professional investors are
combing the clinical lab industry look-
ing for investment opportunities. Once
its bankruptcy is discharged, Medical
Arts Laboratory company would make
a tantalizing investment prospect.

THE DARK REPORT believes that
professional investors would be inter-
ested in a lab company that has virtu-
ally no competition in its state, holds a
sizeable market share that can be
expanded, has a long-standing reputa-
tion for service and quality, and has the

goodwill of many long-standing physi-
cian-clients.

Add all these attributes up, and it
becomes clear that, post-bankruptcy,
Medical Arts Laboratory should be an
attractive target for professional
investors. THE DARK REPORT also
observes that, given Dynacare’s lab
acquisitions in neighboring Arkansas
and Texas, Medical Arts Laboratory
might well draw attention from the
Canadian-based lab company. TDR

Contact Robert T. Savasten at 405-
278-2717.

LINGERING PROBLEMS WITH EXCESSIVE DEBT and
dissident shareholders at Medical Arts
Laboratory are rooted in an ill-fated busi-
ness venture that is familiar to long-time
clients and readers of THE DARK REPORT.

Back in 1993, a group of pathologist-
shareholders at Medical Arts decided to
transform the lab company into a national
laboratory organization. This initiative was
led by Medical Arts’ Chairman and CEO,
Perry Lambird, M.D., who was a well-known
figure in the pathology profession. Another
key figure in the PathCor story was Aaron
Korngold, a newcomer to Medical Arts and
Oklahoma City. Korngold had previously
worked with the MDS Laboratory operations
in New York State during the late 1980s.

The original business plan was to cre-
ate a corporate holding company, called
PathCor. PathCor would grow by acquiring
or merging with independent pathology lab-
oratory companies. Medical Arts Laboratory
became a division of PathCor.

However, throughout 1994 and into
1995, the clinical laboratory industry was at
its financial nadir. PathCor’s timing in
attempting to create another commercial lab
“roll-up” company could not have been

worse. PathCor spent lots of money
attempting to develop this business con-
cept, but only succeeded in closing a couple
of small lab acquisitions.

Dr. Lambird and Korngold then decided
to recast PathCor as a pathology practice
management company. During 1995 and
1996, they traveled throughout the country
attempting to recruit pathology group prac-
tices into their revamped business model.

This effort also proved futile. In 1997,
PathCor’s sustained negative cash flow
finally caught up to the would-be national
consolidators. Shareholders at PathCor
restructured the company. Most patholo-
gists sold their interest in the clinical labora-
tory company and continued with their affili-
ated pathology group practice. Dr. Lambird
remained with Medical Arts Laboratory.

Throughout the 1994-1997 period,
Medical Arts Laboratory maintained a prof-
itable business. But the excess cash flow had
been diverted to finance the PathCor project.
Since 1997, Medical Arts Laboratory has
maintained profitable laboratory testing oper-
ations, but the overhang of debt from
PathCor’s activities has limited manage-
ment’s options for growth and expansion.

Woes at Medical Arts Laboratory
Left Over From PathCorp Venture
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NEW: I can list at least six
major reasons why we believe
InformDX is a good fit for
AmeriPath. First, we think that
InformDX’s 12 pathology practices are
strong, respected groups. They make a
good foundation for further growth in the
markets they serve. 

EDITOR: Yes.

NEW: Second, InformDX has an out-
standing group of dermatopathologists.
As you know, AmeriPath considers its
dermpath activities to be an important
part of our business strategy. Third is
what we consider to be a strong manage-
ment team at InformDX. Just look at its
accomplishments in the last few years.
That track record speaks for itself.
Fourth, its 12 practices add to our 
geographic breadth. For example,
InformDX operates in six states where
AmeriPath currently has no presence

EDITOR: That certainly has value. 

NEW: Fifth, InformDX has demonstrat-
ed expertise in anatomic pathology
group practice integration and turn-
arounds. These are uncommon skills to
find in the pathology profession. Sixth,
for AmeriPath, adding InformDX to our
company brings us much closer to the
size we need to be to meet the expecta-
tions of our shareholders.

EDITOR: Could you explain that?

NEW: At some
point in our busi-
ness development,

the greater part of our growth must come
from our internal operations, not from
acquisitions of pathology group prac-
tices. InformDX helps to better position
us for sustained internal growth.

EDITOR: Those are certainly items
which make InformDX attractive as a
merger partner. Brian, what value did
InformDX see from merging with
AmeriPath?

CARR: Robert, you’ve followed our
activities closely over the years. You
know that we’ve posted strong rates of
growth. However, to move to the next
level of business, we had demands for
more capital which were not easily met
as a private company.

EDITOR: Please elaborate.

CARR: Certainly. It probably breaks
down into three areas. First, expanding
our sales and marketing organization
requires considerable money up front.
Second, we recognized the need to
expand our capabilities in esoteric test-
ing and molecular pathology. Third,
you’re aware of our significant efforts
to develop state-of-the-art pathology
informatics services.  Not only are we
creating a unified data system and clin-
ical repository, but we are building
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NOTE: This joint interview with
AmeriPath Chairman and CEO James
C. New and InformDX Chief Executive
Officer Brian C. Carr was conducted
by Robert L. Michel, Editor-In-Chief. 
EDITOR: During the past four years,
both AmeriPath, Inc. and InformDX,
Inc. posted respectable growth in speci-
mens, net revenues and operating prof-
its. Given these individual successes,
why did your companies decide to join
forces?

NEW: That’s an easy question. Both our
companies were founded upon similar

business strategies. In recent years, as we
individually analyzed the marketplace for
anatomic pathology (AP) services, we
found each of our companies was evolv-
ing toward a common business model.

CARR: I agree. Despite the differences
in our companies, our operational phi-
losophy and strategic business goals are
in sync. We both realized that we could
move faster in the marketplace if we
combined our resources.

EDITOR: Jim, what were the specific
attributes of InformDX which attracted
AmeriPath?

9 / THE DARK REPORT / November 13, 2000 THE DARK REPORT / November 13, 2000 / 10

AmeriPath & InformDX Merging
To Form Largest Anatomic

Pathology Firm in U.S.
CEO SUMMARY: AmeriPath and InformDX shared several common
elements in their respective business strategies. Both companies
believe that pathology services are best delivered at the local level
and benefit from the support of a national organization. Both com-
panies believe that physicians must play a major role in designing
and delivering anatomic pathology (AP) services. But the most
intriguing aspect of this merger is how two different AP companies,
in response to demand for AP services, were evolving into an
almost identical business model. In this exclusive interview with
THE DARK REPORT, the two chief executive officers share their insights
about the anatomic pathology marketplace. The market clout of the
post-merger AmeriPath will make it an important company to
watch. As the future unfolds, AmeriPath will need to address the
challenges of competition from the national laboratory companies,
the arrival of advanced molecular pathology and genetic testing,
and the importance of information management.

James C. New
Chairman & CEO

Biran C. Carr
Chief Executive Officer



information-based tools to aid our sales
force in generating new client accounts
and managed care contracts.

EDITOR: To do each of these right
requires a lot of resources...

CARR: ...more than that. Each of these
three business areas also requires us to
add  the right kind of management skills.
That is why the fit with AmeriPath was
obvious. For example, AmeriPath
recently opened its Center for Advanced
Diagnostics. Why should InformDX
invest a similar amount of money to
duplicate this laboratory resource?

NEW: I should add that AmeriPath is
impressed with what InformDX has
achieved in pathology informatics.
This is another area where the two
companies don’t need to duplicate the
same resources.

EDITOR: You two gentlemen present a
compelling argument for this merger,
don’t you!

CARR: Yes. Simply put, InformDX, as
a private company, was going to be
challenged to come up with the neces-
sary capital and additional manage-
ment to achieve these goals. We looked
at AmeriPath and decided they are in
the same business we are—pathology
delivered locally, backed by a national
support infrastructure, as opposed to a
centralized pathology company offer-
ing national AP services.

NEW: I would like to add some details
to Brian’s comments. From the day that
AmeriPath was formed, we’ve been
guided by some basic business strate-
gies. First, we wanted to focus exclu-
sively on anatomic pathology. Clinical
testing was not in our plans. Second, we
believe that pathology is a local busi-
ness. Nothing beats the personal rela-
tionship a local pathologist has with cli-
nicians in his community.
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EDITOR: That’s true.

NEW: Third, we believe it’s essential
that physicians play a major role in
every aspect of the business. Our goal
is to match the right combination of
business skills with pathology services
so that pathologists can practice medi-
cine at a high level and with a stable
financial foundation. 

EDITOR: In other words, good pathol-
ogy and good business administration
work together. 

NEW: Yes. These were our business
philosophies from the start. They remain
our business philosophies today. So
when we began building AmeriPath, we
first emphasized dermatopathology. The
demographics for skin cancer during the
next decade make this an important
growth segment for pathology services.
Next we started to expand hospital inpa-
tient and outpatient pathology. Once we
had established these business bases, we
began building outward, both within the
regional markets we serve as well as into
new regional markets.

EDITOR: Both of you gentlemen have
been working across multiple patholo-
gy practices and multiple markets for
several years. What part of the pathol-
ogy business is undergoing the fastest
change? 

NEW: I would say information tech-
nologies. If there was any one thing we
underestimated when we began, it’s
the importance of having a common
information system from the start. The

“...we believe that
pathology is a local
business. Nothing beats
the personal relation-
ship a local pathologist
has with clinicians in
his community.”



NEW: We partnered with it because we
quickly realized that we couldn’t do it
ourselves. It is building the tissue bank-
ing service platform. We will provide
the tissue. We have 200 hospitals where
it is possible for us to mine data.
Currently we are working with these
hospitals to resolve legal issues, develop
protocols, and establish patient approval
procedures. We estimate it will take 12
to 18 months to prepare this program.

EDITOR: Wow. That seems like a fast
ramp-up. 

NEW: I don’t anticipate we will 
see much revenue from this for anoth-
er two or three years, certainly not
more than $10 million annually. But
after three years, the potential is
immense. For example, just around 
Harvard University, in Cambridge, 
Massachusetts, there are more than
100 companies developing genetic-
based healthcare products and servic-
es. The time is fast approaching when
the fruits of this genetics research will
reach widespread clinical use.

CARR: I would like to add to this
observation. At InformDX, we identi-
fied these same changes within the
pathology marketplace—in informatics
capability, molecular pathology, and
tissue banking. We knew we had to
develop capabilities in all three.
Competing companies have identified
these same changes in the pathology
marketplace. You can already see simi-
lar initiatives under way at companies
like IMPATH, DIANON Systems,
Quest Diagnostics, and LabCorp.

EDITOR: I would like to shift topics
here. Please discuss any changes you
see in how managed care is contracting
for anatomic pathology services.

NEW: Frankly, payers didn’t give a
damn about anatomic pathology until
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other thing that snuck up on us was
esoteric testing. We didn’t fully appre-
ciate how valuable esoteric testing
would be to the total package of
anatomic pathology services we offer
until about one year ago.
EDITOR: That’s why you built the Center
for Advanced Diagnostics (CAD)?

NEW: Precisely. CAD also reinforces
our efforts in pathology informatics.
We believe the growth predictions
about genetic-based diagnostics are
accurate. As increased knowledge
about the human genome and genetics
begins to generate new medical proce-
dures, AmeriPath wants to be ready to
provide that information.
EDITOR: Here you’re describing the
directions you think anatomic patholo-
gy will take. Will there be a shift in
pathology’s role?

NEW: I think so. Historically, the
emphasis has been on diagnosis and
treatment. Already that’s shifting in
favor of prognostics and prevention.
Physicians will want to look at the
genetic make-up of individuals to
detect potential health problems before
they become visible. 
EDITOR: What you are implying, Jim,
is that anatomic pathology will shift its
major emphasis away from diagnosis
and move toward more prognostic
types of procedures. 

NEW: Basically yes. But this will not
occur overnight. It will be a gradual
change in emphasis. We can already see
an emerging demand for genetic infor-
mation. That is why AmeriPath has made
a major decision to expand its involve-
ment in esoterics, tissue banking, and
pathology informatics.

EDITOR: That explains your relation-
ship with Genomics Collaborative,
Inc., the tissue banking company.
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about one year ago. I’m blunt for a rea-
son. Traditionally, they lumped AP
with the same contract for clinical lab
testing. No one ever educated HMOs
about the differences between anatom-
ic pathology and clinical lab testing.

EDITOR: You certainly have a strong
opinion on this subject.

NEW: I was an executive at two HMO
companies during my career. I know,
first-hand, how and why things are done
inside a health plan. If you look at the
problems a payer has with lab, such as
malpractice claims and the like, these
are usually centered around pathology
procedures, not lab tests—Pap smears
and biopsies, for instance. With educa-
tion, we are seeing payers carve AP out
and put it in a separate contract.

EDITOR: What does AmeriPath offer
as selling points to an HMO? 

NEW: We are approaching the point
where we can offer statewide coverage.
We provide more points of service and
a higher level of patient satisfaction.
Most importantly, anatomic pathology
is a “physician diagnosis business.”
There are only so many talented
pathologists in each marketplace. We
can provide HMOs with a full panel of
skilled pathologists, along with a com-
prehensive line-up of respected pathol-
ogy sub-specialists. Doctors definitely
recognize this benefit. Put everything
together, and we have the ability to
deliver high quality pathology services
in a cost-effective manner. 

CARR: Our experience at InformDX
mirrors that of Ameripath. We market to
what we call the “push-pull” phenome-
non. We try and differentiate ourselves,
not at the payer level, but at the clinician
level. We believe that, once a referring
physician, like a urologist, appreciates
the quality of anatomic pathology servic-

es we provide and the local access he has
to pathologists he knows personally, we
have competitive advantage.

EDITOR: So the clinician “pushes” the
HMO, and the HMO “pulls” you onto
the approved panel of providers...

CARR: ...correct. We’ve seen this busi-
ness dynamic work particularly well
among dermatologists. Also, having a
consolidated pathology group practice
in a metropolitan area makes it much
easier to become a provider for the
major health plans in that market.

NEW: What Brian describes is true.
InformDX has done a good job with
their sales and marketing program.  We
like the fact that 55% of its revenues
come from outpatient specimens, with
the remaining 45% coming from inpa-
tient specimens. That demonstrates
how sales and marketing can effective-
ly bring in additional AP specimens
from outside the hospital. 

EDITOR: I believe most pathology
group practices would welcome the
additional income which comes with an
outpatient/inpatient specimen mix of
55%–45%. That demonstrates how an
effective sales and marketing program
can help pathologists build their
income. While we are on the subject of
marketing, will the national laboratory
companies be emphasizing anatomic
pathology?

CARR: Quest Diagnostics includes
anatomic pathology as one of its four or
five strategic business objectives.
Laboratory Corporation of America has
been less specific about its national mar-
keting plans for anatomic pathology.

NEW: One of the interesting questions
about Quest Diagnostics is this: will it
build a national AP services division
internally, or will it acquire AP capabil-
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ity? Remember my earlier comment
that pathology is a “physician diagno-
sis business.” There exists a limited
number of great physicians in this
country. Moreover, anatomic pathology
must compete with other product and
service lines within Quest Diagnostics. 

EDITOR: What factors might encourage
the two blood brothers to compete more
intensely in the AP marketplace?

NEW: Certainly there will be motivation
if payers reimburse more generously for
anatomic pathology services. I believe
most pathologists would agree with me
that the value-added component that AP
contributes to the healthcare system can
justify increased reimbursement. 

EDITOR: These are fascinating
insights. We are almost out of time and
I would like to clarify some key points.
The types of changes you see taking
place in the market for anatomic
pathology services portend a very dif-
ferent environment for anatomic
pathology than what we saw in the
1980s and 1990s. Obviously you
believe the future lies in combining the
skills of the anatomic pathologists with
the talents of skilled business man-
agers. Is that correct?

CARR: Essentially, yes. You have writ-
ten in THE DARK REPORT about the evo-

lution of healthcare, away from the tril-
lion-dollar cottage industry that it was
in the 1980s and into an organizational
model built on the principles of modern
corporate management. We see evi-
dence of this occurring in the health-
care marketplace daily. 

EDITOR: For the pathology profession,
direct evidence of this trend is found in
the revenue growth of companies offer-
ing AP services across the nation.
These would include companies such
as DIANON Systems, IMPATH, and
UroCor, as well as InformDX and
AmeriPath. 

NEW: At AmeriPath, we are proud of
our track record at hitting the goals
established by our business plan. We are
equally convinced that we can maintain
this performance throughout the years to
come. We believe the competitive edge
is that we deliver our pathology services
at the local level, and use a national
organization to support our pathologists
in ways that allow them to concentrate
on the practice of medicine. 

CARR: It’s the local relationships
which generate competitive advantage
for both our companies and their
pathologists. So far, it’s been a winning
formula. But it’s worked because
physicians have major input into the
philosophy and operations of our com-
panies. We expect that to continue once
the merger is completed. 

EDITOR: Gentleman, thank you for
your insights. It will certainly be inter-
esting to watch how the medical sci-
ence and art of pathology evolves with
new technology. Certainly the “new”
AmeriPath will have a major role in 
this process. TDR

Contact James C. New at 800-330-6565
and Brian C. Carr at 615-665-4608.

“It’s the local relation-
ships which generate
competitive advantage
for both our companies
and their pathologists.
So far, it’s been a win-
ning formula. But 
it’s worked because
physicians have major
input into the philoso-
phy and operations of
our companies.”
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Cheerios® Teaching Consumers
Facts About Laboratory Testing

By Robert L. Michel

FOR YEARS, BOTH HOSPITAL LABS

and independent commercial labs
considered physicians and payers to

be the primary customers for lab testing.
The lab testing needs of patients as

customers seldom came up when lab
managers discussed how to organize
and deliver their lab’s testing services.
In fact, most labs limited themselves to
producing an array of “patient informa-
tion brochures” as their way of meeting
the needs of patients and consumers.

That situation is about to change.
THE DARK REPORT is in the forefront of
lab industry experts predicting that indi-
vidual consumers are soon to become as
important to the laboratory as the physi-
cians who order lab tests. 

To be financially viable in the
future, hospital labs and commercial
labs will have to give consumers the
same high level of attention and ser-
vices as they give the clinicians who
order tests and receive the results. 

A growing number of signs in the
marketplace prove that consumers are
asserting increased control over their
healthcare, including laboratory test-
ing. One irrefutable sign of this con-

sumer movement is the burgeoning use
of the Internet by consumers looking
for information about health issues
affecting themselves and their families.

During the past month, THE DARK

REPORT has observed three interesting
signs in the marketplace that confirm
consumers already know more about
their lab tests than laboratorians realize. 

Example one is Cheerios® cereal.
While shopping, I noticed that Cheerios
is making a major push to link eating 
its cereal to improved cardiovascular
health. A teaser on the front of the 
cereal box says “Cheerios May Reduce
Your Cholesterol!”

On the back of the box, the entire
panel was devoted to the topic of choles-
terol and its impact on heart disease.
Cheerios provided significant informa-
tion about blood cholesterol testing,
including the range for acceptable test
results. 

I would pose this question to labora-
tory administrators and pathologists:
What do the brand managers of
Cheerios know about the typical
American consumer that laboratorians
overlook? I would suggest that the

This Illinois Lottery billboard uses cholesterol test results as the basis for its humor.

Lab Industry Trends



brand managers of Cheerios
have invested in exhaustive
market studies and focus
groups. They believe that,
once consumers understand
how Cheerios might con-
tribute to improved health,
consumers will buy Cheerios
over competing brands.

Without getting into
clinical arguments about the
specific health benefits of
Cheerios, my point is that
the Cheerios’ brand man-
agers know that consumers
will respond to product
attributes they perceive as
health-enhancing.

My next example is
equally entertaining. On a
recent trip to Chicago to do
a speech, I was riding the
train from O’Hare Airport to
the Loop. Along the way, I
saw a billboard for the
Illinois Lottery (see bottom
of previous page). It was a
picture of an obviously
obese man, with fried eggs
over his eyes, saying “I play
my cholesterol level.” Next
to it were three lotto balls,
reading 2-5-9.

It took me a couple of days to real-
ize the significance of that billboard.
This billboard joke works only if most
people who see it know: a) that high
levels of cholesterol are not healthy; b)
that eating fried foods (like fried eggs)
generates high cholesterol levels; c)
that blood cholesterol tests generate
results measured typically in three dig-
its; and d) that the score of 259 pre-
sented on the billboard is a typical
cholesterol test result. In other words,
this simple billboard presupposes a
vast amount of specific knowledge
about cholesterol testing among a size-
able segment of the population.

My third example came during a
speech I was making before the CLMA
regional group in Richmond, Virginia.
There was a vendor exhibit hall. As I
walked by the booths, I saw an inter-
esting item at the display for Abbott
Laboratories. It was a little brochure
that folded down to the size of a busi-
ness card. It was a brochure for men,
covering common lab tests that would
be done at annual physical exams.

Each panel of the brochure was dedi-
cated to a specific laboratory test. Below
a description of the lab test was about
eight to ten blank lines. The man could
use these blank lines to write in the date
and the specific results from that test.
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This brochure was designed to be
carried by a man in his wallet. He could
use it for many years to summarize key
lab test results, including PSA and
cholesterol tests. Of course, it goes
without saying that all the specific lab
tests printed on this brochure were
offered by Abbott Laboratories. 

“Branding” Of Lab Tests
With this brochure, Abbott Labs is
directly helping consumers take a more
involved role in their lab testing. It is
also “branding” Abbott’s versions of
lab tests, developing a consumer pref-
erence for “Abbott” over another ven-
dors. (Anyone for a Coke®?)

Each of these three examples
demonstrate that consumer awareness
and interest in their laboratory test
results is increasing. Each company
expects to profit by going straight to
the consumer with specific information
about clinical laboratory tests. 

I think it is equally significant that
these three advertising examples
caught my attention in a relatively
short four-week period. Just imagine
what motivated consumers can find on
the topic of clinical laboratory testing if
they actively search for it!

Most laboratorians will find the
Cheerios Box and Illinois Lottery bill-
board to be entertaining. But there is 
a deeper business message to be
acknowledged. Consumers’ attitudes
about their lab tests are shifting in fun-
damental and important ways. 

Whereas most consumers were pas-
sive patients—that is, they quietly tol-
erated the needle stick when blood was
drawn, then obligingly followed their
doctor’s instructions when he told them
the lab results were “not good.” 

Now an increasing number of con-
sumers, when told they must have
some lab tests, ask questions about
why specific tests are being ordered.
When the test results are available,

they frequently want a copy of the lab
report and ask about the meaning of
each test result number. 

It was not without reason that Quest
Diagnostics Incorporated partnered
with MedPlus, Inc. to make lab test
results available to patients on the Web
site mydailyapple.com earlier this year.
Quest Diagnostics has already recog-
nized this shift in consumer attitudes. It
is moving ahead of the entire lab indus-
try to capitalize on these new consumer
expectations. It fully expects to gain
competitive advantage, and earn more
profits, by paying closer attention to the
needs of these “new” patients.

Taken collectively, the three mar-
keting examples and Quest Diagnos-
tics’ efforts to make lab test results
available to patients represent strong
evidence that the shift in consumer atti-
tudes has already occurred. 

Currently it is the “early adopters”
among consumers who are vocally de-
manding more knowledge about testing
from their doctors and laboratories. 
But the mass consumer market is
catching up and will become increas-
ingly influential. 

To Impact Hospital Labs
This is a consumer trend which will
impact hospital laboratories as well as
commercial laboratories. After all, the
inpatient brings the same expectations
to his hospital experience that he does
when he visits his doctor’s office. 

Faced with marketplace evidence of
this growing consumer trend, lab admin-
istrators and pathologists should develop
appropriate business strategies. Consu-
mers must get the same level of attention
and service to their needs which labora-
tories currently devote to physicians and
payers. However, this will probably be a
good thing, because patients want to
choose their doctors. They will soon
want the ability to choose their laborato-
ry as well. TDR
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Last Thursday
was the day
Dynacare, Inc.

hoped to place its initial
public offering. Dynacare
seeks to raise as much as
$89 million by selling its
shares to the public. (See
TDR, October 23, 2000.)
However, the unresolved
presidential election on
Tuesday caused turmoil on
the stock market during the
remainder of the week. As
this issue of THE DARK

REPORT went to press, there
was no further news about
Dynacare’s IPO. 

ADD TO:  LAB IPOS
Besides Dynacare, two other
private laboratory companies
have declared their intent to
sell shares to the public
through an IPO.  Specialty
Laboratories, Inc. wants to
raise $86.3 million. Amer-
ican Medical Laboratories,
Inc. is shooting for $115 mil-
lion. All three laboratory
companies would like to
place their stock in public
hands at the earliest possible
date. But conditions in the
public stock markets must 
be favorable for these IPOs 
to succeed. 

MAYO CLINIC
DEVELOPS LAB TEST
FOR COLON CANCER
Genetic technology plays an
important role in a new assay
for colon cancer screening
which is under development
at the Mayo Clinic. Using a
stool specimen, the test looks
for genetic abnormalities in
snippets of DNA shed by
cancerous colon cells or pre-
cancerous polyps. In an ini-
tial study of 61 patients, the
stool sample test identified
91% of early cancers and
73% of precancerous polyps.
The test was also negative
for the 28 control specimens.
This combination of sensi-
tivity and specificity excites
researchers. They believe
this test has potential to be
used as a widespread screen-
ing tool, possibily within two
or three years. 

MORE ON:  COLON SCREEN
This test is a tangible exam-
ple of the potential for
genetics-based diagnostic
assays to improve the quali-
ty of healthcare while reduc-
ing the cost of care. This
DNA test is patient-friendly.
It requires no dietary restric-
tions, enemas. or other
preparations. It is also less
expensive than procedures
such as sigmoidoscopy and

colonoscopy, which cost
between $1,000 to $2,500.
Because of low cost and
ease of use, researchers are
hopeful this new DNA test
could be used in mass
screening of the population
for colon cancer, which 
currently kills 60,000
Americans per year. As a
high-volume test, this assay
would boost revenues at
most clinical laboratories. 

“ECSTASY” TEST
APPROVED
Here’s a sign of the chang-
ing times in our society.
Beckman Coulter Inc.
gained FDA clearance to
market a test for the detec-
tion of the drug called
“ecstasy” on the street. The
test is also designed to detect
other amphetamines.

CYTYC ROLLS ON
Cytyc Corp.’s finances are
booming, as is its stock
price. Cytyc reported a 10-
fold rise in third quarter
profits, and Wall Street bid
Cytyc shares up by 30%.
Cytyc believes that 33% of
all Pap smears performed in
the United States now use
Thin Prep® Pap Test kits.
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INTELLIGENCE
LATE & LATENT

Items too late to print,

too early to report

That’s all the insider intelligence for this report. 
Look for the next briefing on Monday, December 4, 2000.



• THE DARK REPORT’S Annual Review of the 10 Most
Important Lab Industry Stories for 2000.

• New Competitive Threat to Hospital Labs
Appears in Clinical Marketplace.

• Profit Secrets of Successful Hospital Lab
Outreach Billing & Collections Departments.

• Tenet Decides to “Unconsolidate”
Its 30 Hospital Labs in So. California.

UPCOMING...

First Announcement!
New Dates... New Hotel...

EXECUTIVE WAR COLLEGE
On Lab & Pathology Management

MAY 8-9, 2001 
Hyatt Regency Hotel, Cincinnati, Ohio

(Laboratory CEO Day—May 10, 2001)
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