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Elevate Health Group (EHG) Case Study
Preliminary Observations
Elevate Health Group (EHG), a primary care physician’s office has been operational providing health services to the community. EHG is experiencing a sustained growth inpatient population resulting in a growing burden, particularly in laboratory services. The growing patient population is increasing the burden on the current laboratory by increasing the turnaround time for the results. Notably, EHG has been using this laboratory for 4 years now and has not had a major issue. Normally, the turnaround time for the EHG is 2-7 days dependent on the urgency of request and type of test. However, the growing number of patients is creating urgency for a strategic approach to enhance the EHG operations, particularly in the laboratory services. EHG acknowledges that delay in the laboratory could be detrimental to the health of patients and the reputation of the facility. Therefore, there is need for EHG to work on strategic intervention to ensure it contracts a larger laboratory to ensure it can handle the growing orders that are sent on a daily basis. 
Problem Description
The problem facing the EHG as a primary care physician’s office is facing a critical problem in critical laboratory results turnaround. While the facility depends on the in-house laboratory for results, it is becoming impossible to provide the results within a short turnaround time to avoid delays in patients’ results. Solving this problem present the physicians with sufficient time to review the results and decide on appropriate and effective treatment options. Timely handling of patients concerns help in reducing cases of complications emerging due to late treatment intervention. Additionally, the approach will help effective management of patient care and staff productivity by focusing the attention on the provision of quality care and treatment services. This measure aims at improving patient care and treatment to prevent adverse effects and endlessly reducing the cost, increasing turnaround time for the laboratory results. The proposed intervention is dependent on information-based decision hence the need to undertake a cost-benefit analysis of outsourcing laboratory services.
Illustration of the Problem
To clearly understand the process of making a request for a lab test, a flow chart shown in figure 1 below is used in the EHG. From the flow chart, the process of creating a lab request is summarized with major steps stated clearly. 
[image: ]
The main area of improvement that must be improved to ensure the effective operation of the facility is from the collection of specimens to the time results are available to the physician. Outsourcing the services would ensure that the specimens are collected on time and fast preparation of the results. The intervention approach would result in the effective flow of results to streamline the working of the facility’s staff. Physicians would also have sufficient time to discuss the results with the patient and offer the treatment interventions effectively and timely. Using lab outsourcing, the facility can enhance operations by shortening the waiting time for results, which could enhance the provision of services. Shortening the lab test results preparation could ensure that patients receive their treatment and case management on time, which helps in reducing the occurrence of complications. Timely treatment of patients improves the quality aspects and reduces the chances for further complications emerging. Patients require timely intervention between presentations in the facility to results being received by the physician. Timely results also offer the healthcare professionals and physicians with ample time to discuss the results with the patients, which improves both satisfaction and cost of treatment. Overall, there are significant benefits that are associated with outsourcing lab services for the hospitals to ensure that the increasing needs of patients are treated in a timely manner.
Two Different Solutions and Data Requirements
1st Solution
The first approach that can be impactful to EHG is outsourced laboratory services. The EHG management must evaluate whether outsourcing is a viable solution to ensure that the lab results are sent to the physician on time. The problem being addressed is meeting the growing demand for laboratory services, which require either building of a new laboratory, expansion of existing one or outsourcing of the services. With the first solution, the facility is evaluating whether to focus on outsourcing of laboratory services could help the facility staff to concentrate on the provision of care and treatment interventions to the patients in a timely manner. When outsourcing the laboratory services, the office manager must conduct research to establish whether engaging another firm in a contractual engagement could help the facility in solving the problem at hand. The outsourcing approach is believed to be an effective way to reduce the cost of running the services and will guarantee the hospital a quick turnaround for the diagnostic testing to ensure patient health concerns are treated as fast possible to avoid deterioration of their health status. Overall, the outsourcing solution will not only reduce the cost but also will enhance the satisfaction of patients due to high quality and safety of care. 
The following questions should be asked to each laboratory to be able to make the decision:
1. What is the turnaround time for urgent/non-urgent lab orders?
2. How many different offices is the laboratory contracted with?
3. What is the pick-up/drop-off times/schedule for the specimen?
4. What communications tools are used by the laboratory staff?
5. In cases of emergencies, would the laboratory be able to do extra trips to pick-up specimen?
6. What are the financials details when it comes to contracting with the laboratory?
7.  What is the length of the contract?
These questions should help the physicians and the office managers to come up with an educated decision on which lab to contract with. Moreover, since there will be cost reduction, the office would be able to hire an extra staff member that will be assigned to follow-up and work directly with the laboratory.
2nd Solution
The second solution is purchasing a small laboratory to cater for the expansion of the office. The approach is also beneficial since the laboratory would depend on tests recommended by physicians meaning there will be no contracts with other doctors, enabling it to handle to growing demand for laboratory services.  The facility would have total control of the lab acquired to ensure that it can enhance operations in treatment of patients seeking services in the facility. 
Preliminary examination of data/information
I would wish to evaluate the two options to determine the most appropriate intention that would solve the issue at hand. Through comparison of the two intervention (either outsourcing the service or purchasing a lab) could present a more data-based decision. The assessment of the efficiency in the use of resources could enhance the company in improving time for lab results to reach the physicians. Therefore, both intervention require allocation of resources with the most efficient approach being the one that offer greatest value to the facility. 
Literature Search and Review
A study conducted by yiğit et al. (2007), global comptition in the healthcare sector demands changes from modern ways of offering healthcare services. The research investigated whether outsourcing could be a viable solution for health secor or not basing on evidence from an empirical study. This investment decision challenge was explored to determine whether lab services outsourcing offered any value to health facilities and extent of the benefit. A cost-benefit analysis was conducted in the inveestigation. Preliminary views expressed in the study revealed that outsourcing presented an array of services that arise from other firms benefiting the organization through divesity and efficiency promotion in the internal services. The study sample comprised of 14 university hospitals, 20 Ministry of Health Hospitals, 15 Social Insurance Organization Hospitals and 31 private hospitals in Istanbul spread across Turkey. The results of the study found that most hospitals (83.8%) were outsourcing hospital management information systems, 72.5% outsourcing maintenance service, 81.3% outsourcing cleaning services, 75.0% leased medical devices, 42.5% outsourced laboratory services, 60.0% for food services, and 63.8% outsourced patient direction services. Most importantly, the results indicated that 42.5% of hospitals were outsourcing laboratory services. Outsourcing was found to reduce the cost of operations at 78.8%, share risk and increase flexibility at 36.6%, improve of quality and safety of services at 65.5%, and increase profits at 11.2%. Therefore, outsourcing was found to have greatest impact on reducing the cost. 
Analytical Techniques: Cost-Benefit Analysis
The costs and benefits accrued by the investment is critical consideration in decision making. In solution that considers outsourcing the laboratory services, the evaluation can use the internal rate of return to evaluate whether or not the solution is feasible from an economic perspective. Internal rate of return principle evaluates whether the facility should proceed with the outsourcing of lab services (Fischer & Wermers, 2012). From the internal rate of return, investment into a project is recommended if and only if when internal rate of return is greater than minimally required rate of return, which is typically the cost of capital (Longman & Mullins, 2005). From the cost-benefit analysis results, solution 1 enjoys NPV $1,516,333 net cash flow and a ratio of 1.22 while solution 2 has $96,373.74 cash flow and a ratio of 1.19
(a) Solution 1
	Sample Data
	 
	Solution #1
	Solution #1
	Alt #1

	
	
	Costs
	Benefits
	Net B-C

	Year 
	 
	 
	 
	 

	1
	 
	 $         600,000 
	 $        150,000 
	 $       (450,000)

	2
	 
	 $         250,000 
	 $        225,000 
	 $         (25,000)

	3
	 
	 $         200,000 
	 $        300,000 
	 $        100,000 

	4
	 
	 $         150,000 
	 $        345,000 
	 $        195,000 

	5
	 
	 $         135,000 
	 $        350,000 
	 $        215,000 

	6
	 
	 $         120,000 
	 $        360,000 
	 $        240,000 

	7
	 
	 $         120,000 
	 $        370,000 
	 $        250,000 

	8
	 
	 $         120,000 
	 $        400,000 
	 $        280,000 

	 
	 
	 
	 
	 

	Internal Rate of Return
	 
	 
	 
	24%



(b) Solution 2
	Sample Data
	Solution #2
	Solution #2
	 
	 

	 
	Costs
	Benefits
	Net Cash Flow B-C
	#2 Ratio B/C

	Year 
	You invent some cost data
	You invent some benefit data
	 
	 

	1
	 
	 
	 
	 

	2
	 $        150,000 
	 $         85,000 
	 $    (65,000)
	57%

	3
	 $        120,000 
	 $       120,000 
	 $               -   
	100%

	4
	 $        115,000 
	 $       215,000 
	 $    100,000 
	187%

	5
	 $          85,000 
	 $         90,000 
	 $        5,000 
	106%

	6
	 $          85,000 
	 $         90,000 
	 $        5,000 
	106%

	7
	 $          60,000 
	 $         90,000 
	 $      30,000 
	150%

	8
	 $          60,000 
	 $       125,000 
	 $      65,000 
	208%

	 
	 $          60,000 
	 $       125,000 
	 $      65,000 
	208%

	 
	 
	 
	 
	 

	Internal Rate of Return
	 
	 
	 
	46%

	 
	 
	 
	 
	 



Payoff table/Decision Table
The payoff table or decision table is critical in guiding the decision on alternative options for the best use of the facility. As shown in the decision table below, there is a combination of payoff for each decision made. This shows the profit and losses that could be incurred for each decision. Solution one presents the highest profit achievable in the facility through outsourcing of the lab services. This option is believed to offer the maximum for the facility under very optimistic conditions. The maximum profit achievable from solution 1 and solution 2 is $1,516,333 that is realized through solution 1 when NPV@ 11% while the lowest profit achievable is $73,228.88 realized in solution 2 when NPV@ 15%. Lastly, decision to use solution 3 would result to a loss with the greatest loss possible being $2,978.36 and the lowest possible loss being $2,810.20. Overall, outsourcing the lab services would be the most economically feasible alternative with the greatest profit output. 
	
Alternatives
	Payoff Matrix
	
Max
	
Min

	
	Net Cash Flow 
	
	

	
	NPV@ 11%
	NPV@ 7%
	NPV@ 15%
	
	

	Solution 1
	$1,516,333
	$419,862
	$163,204
	$1,516,333
	$163,204

	Solution 2
	$96,373.74
	$126,561.12
	$73,228.88
	$126,561.12
	$73,228.88

	Solution 3
	($2,902.67)	
	($2,978.36)
	($2,810.20)
	($2,978.36)
	($2,810.20)



Run the Analysis
[bookmark: _GoBack]Since the internal rate of return (25%) is greater than the net present value (NPV = 11%), then the investment can in solution 1 is advisable and recommended. To understand the option that is more recommended that the other, the two solutions (solution 1 and solution 2) could be compared with the internal rate of return. From the data, solution 2 has a greater internal rate of return than solution 1 at 24% and 46% respectively. This means that solution 2 has higher percentage return than solution 2. From the IRR, investing in purchasing a lab would assure the facility higher yields. However, it is important to consider the NPV for the two solutions. Considering the NPV, solution 1 enjoys a NPV of $1,516,333 net cash flow and a ratio of 1.22 while solution 2 has NPV of $96,373.74 cash flow and a ratio of 1.19. Therefore, though solution 2 has higher IRR, solution 1 has a higher NPV, which indicates greater value in long-term return since the solution 1 indicates a higher NPV. In terms of ratio, solution has a greater ratio than solution 2 which is an indication the solution 1 is more viable for the facility than solution one. Overall judgement based on the information is that the facility should pursue solution 1 since it offers greater value as a sustainable facility in the long-term. 
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