
 

1 
 

 

 

MedPAC June 2020 Report: ESRD Recommendations 
Chapter Seven of the June 2020 Medicare Payment Advisory Commission Report to Congress includes 
two unanimous recommendations related to end-stage renal disease (ESRD): 

1. Low-Volume and Isolated (LVI) Payment Adjustment 
2. Transitional Drug Add-on Payment Adjustment (TDAPA) 

Importantly note that the LVI recommendation aligns with NRAA’s advocacy with MedPAC and other 
stakeholders including the Centers for Medicare and Medicaid Services (CMS) and the Hill to redesign 
the low-volume and rural payment adjusters in the ESRD PPS to better target those isolated, low-
volume facilities most in need of additional resources to provide high-quality care to patients.  Below 
provides a brief summary of both recommendations. 

1. Low-Volume and Isolated (LVI) Payment Adjustment 

Background: Facilities are eligible to receive the current 23.9 percent low-volume payment adjustment 
(LVPA) if they: (1) perform less than 4,000 treatments in each of the three years preceding in the 
payment year, and (2) are not located within five miles of a facility under common ownership.  Facilities 
receive a 0.8 percent payment adjustment for being located in a rural area.   

MedPAC Recommendation: The Secretary should replace the current low-volume and rural payment 
adjustments in the end-stage renal disease prospective payment system with a single adjustment for 
dialysis facilities that are isolated and consistently have low volume, where low-volume criteria are 
empirically derived.  The change would be budget neutral within the ESRD PPS. 

MedPAC suggests that the current mileage threshold of 5 miles from the closest facility for eligibility and 
offers two approaches for determining low-volume eligibility: (1) continuous function, which would 
smooth the treatment “cliff” thresholds; or (2) categorical approach with three levels of low-volume:  

• Category 1: Facilities with fewer than 4,000 treatments in each of the three years preceding the 
payment year  

o 255 facilities with median cost per treatment of $320 in 2017 
o Potential payment adjustment of +0.317 percent based on MedPAC regression analysis 

• Category 2: Facilities with fewer than 5,000 treatments in each of the three years preceding the 
payment year (minus Category 1 facilities)  

o 188 facilities with median cost per treatment of $304 in 2017 
o Potential payment adjustment of +0.267 percent based on MedPAC regression analysis 

• Category 3: Facilities with fewer than 6,000 treatments in each of the three years preceding the 
payment year (minus Category 1 and Category 2 facilities)  

o 132 facilities with median cost per treatment of $278 
o Potential payment adjustment of +0.189 percent based on MedPAC regression analysis 

Note here that the three categorical levels generally align with NRAA’s recommendations based on 
Dobson DaVanzo analysis to expand the treatment volume threshold to 6,000 treatments rather than 
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the current 4,000 threshold based on Dobson’s analysis (also found by MedPAC) showing that facilities 
providing relatively low treatment volume (6,000 or less) have relatively higher costs per treatment. 

Rationale: MedPAC explains that the existing LVPA and rural payment adjustments do not align with 
the Commission’s principles for payments to rural providers because they do not always target those 
providers necessary for maintaining beneficiary access to care and are not empirically derived based on 
actual providers’ cost of care. 

“The design of the current low-volume and rural payment adjustments does not align with the 
Commission’s principles on payments to rural providers: Rural payment adjustments should 
target facilities that are critical for beneficiary access (meaning those that are both low volume 
and isolated), the magnitude of payment adjustments should be empirically derived, and the 
adjustments should encourage provider efficiency. 

The current low-volume payment adjustment is applied to facilities that are located near another 
dialysis facility, does not account for the higher cost of facilities with volumes of 4,000 to 5,999 
treatments per year, and uses a single all-or-nothing threshold. The rural adjustment applies to 
all facilities located in rural areas, regardless of their treatment volume or proximity to another 
facility. The recommendation would apply to facilities that are necessary to preserve access to 
care (both low volume and isolated), would better account for facilities with higher cost of 
treatment, and would mitigate the all-or nothing application of the current low-volume 
adjustment. The low-volume and isolated adjustment in the recommendation could be 
implemented with a categorical or continuous approach. In either case, eligibility for the 
adjustment and size of the adjustment should be empirically derived (emphasis added).”1 

Estimated payment redistribution: MedPAC performed a preliminary analysis to determine how 
implementation of a single LVI payments adjustment would redistribute payments to facilities compared 
to current practice.  MedPAC found that, overall in 2017, 575 facilities would have been eligible to 
receive the LVI adjustment, compared to 477 facilities eligible for the LVPA and 1,257 eligible for the 
rural adjustment.  Table 1 below shows the estimated impact of the recommended LVI payment 
adjustment on Medicare payment rates for facilities of varying eligibility. 

Table 1: Estimated Impact of the Commission’s LVI Adjustment on Average Medicare Payment 
Rate for Facilities of Varying Eligibility 

Facilities Eligible to Receive   
LVI 
Adjustment 

LVPA Rural 
Adjustment 

Number of 
Facilities 

Estimated Average 
Medicare Payment Change  

Yes No No 136 21% 
Yes No Yes 184 20% 
Yes Yes No 83 0% 
Yes Yes Yes 172 -1% 
No No Yes 867 -1% 
No Yes No 173 -22% 

 
1 MedPAC June 2020 Medicare Payment Advisory Commission Report to Congress, page 205. 
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No  Yes Yes 49 -23% 
No No No 5,425 0% 

* Estimated impact of LVI adjustment is based on the Commission’s number of facilities affected using data for all 
7,089 freestanding and hospital-based facilities in 2017. Average payment change is based on the Commission’s 
estimates of the LVI adjustment, LVPA, and rural adjustment for 5,823 freestanding facilities.  MedPAC’s analysis 
was based on dialysis facility cost reports and claims submitted to CMS. 

MedPAC found that about 8 percent of facilities would be impacted by the implementation of an LVI 
payment adjustment and would fall into one of three mutually exclusive categories: (1) were LVPA 
eligible but would not be LVI eligible, (2) were LVPA eligible and would be LVI eligible, or (3) were not 
LVPA eligible but would be LVI eligible.  The Commission’s analysis indicates that about 320 facilities 
would experience a significant payment increase and 265 facilities would experience a significant 
payment decrease.  “Given the low share of facilities affected, we did not find a substantial impact for 
any of the subgroups of facilities we assessed,” MedPAC explained.2 

2. Transitional Drug Add-on Payment Adjustment (TDAPA) 

Background: A 2014 law required CMS to establish a process for including new injectable and 
intravenous drugs into the ESRD PPS bundled payment.  The agency established the TDAPA in 2016 to 
meet this statutory requirement and specified that only drugs not included in 1 of 11 ESRD PPS 
“functional categories” would be eligible for the TDAPA; the functional categories are categories of 
therapies typically used to treat dialysis patients that CMS developed.  CMS maintained the policy of 
applying the TDAPA only to new drugs not in one of the functional categories through 2019.  For 2020 
and beyond, CMS expanded eligibility for TDAPA to include all new injectable and intravenous drugs 
used to treat dialysis patients, including biosimilars but excluding generics, reformulations, and new 
dosage forms already included in one of the functional categories” in part to incentivize more 
development of novel ESRD therapies.   

New dialysis drugs and biologics eligible for TDAPA that fall within the existing functional categories 
receive separate reimbursement of 100 percent of Average Sales Price (ASP) for two years and, 
thereafter, the products are incorporated into the ESRD PPS base rate without further adjustment; the 
base rate may be modified for products falling outside of the current functional categories. 

MedPAC Recommendation: The Congress should direct the Secretary to eliminate the ESRD PPS’s 
TDAPA for new drugs in an existing ESRD functional category.  MedPAC notes that the recommendation 
is consistent with CMS policy from 2016 through 2019.   

Rationale: MedPAC cites multiple concerns with the current TDAPA policy: 

• Making unnecessary duplicative payment: “[D]uring the two-year [TDAPA] period, Medicare 
effectively pays dialysis facilities twice for a drug in an existing functional category by paying 
separately for the new drug under the TDAPA while also including payment for one or more 
drugs with a similar purpose or use in the ESRD PPS base rate…. Instead, including all ESRD drugs 

 
2 Ibid., page 202. 
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in an existing functional category (and thus with a similar function) in the bundle would foster 
competition for these products and generates pressure to constrain prices.”3 
 

• Incentivizing high launch prices of new drugs: Eliminating the TDAPA for new drugs in an 
existing ESRD functional category already included in the payment bundle would… create 
pressure for drug manufacturers to constrain the prices for new and existing ESRD drugs, and 
maximize price competition among therapeutically similar drugs in the payment bundle…and 
would reduce incentives for high launch prices of new drugs.”4 
 

• Unbundling the ESRD PPS bundle: “Eliminating the TDAPA for new drugs in an existing ESRD 
functional category already included in the payment bundle would preserve the structure of the 
ESRD PPS by not unbundling services already covered under the PPS.”5 
 

• Creating incentives for excessive provision of dialysis drugs: “The TDAPA’s ASP-based payment, 
which Medicare pays according to the number of units administered, creates incentives for 
potential overuse of drugs.  Providers realize greater profits from larger doses than smaller 
doses of the TDAPA product (as long as Medicare’s payment rate exceeds providers’ costs).”6 

Note that MedPAC’s recommendation does not align with TDAPA policy advocated to date by Kidney 
Care Partners (KCP) that has been supported by the NRAA.  KCP generally has advocated for separate 
TDAPA payment for new brand (not generic or biosimilar) dialysis drugs until such time (at least two 
years, but likely longer) as sufficient data have been collected to adjust the ESRD PPS base rate to reflect 
the additional costs of the new drug in treatment.  

Savings Projection: MedPAC estimates the policy would save between $250 million and $750 million 
over one year and between $1 billion and $5 billion over 10 years.  However, the Commission suggests 
that the ESRD PPS payment rate potentially could be rebased in the future to account for the use of new 
products over time: “As new products are added to the bundle and diffused into medical practice, there 
may be a need for rebasing to keep Medicare payments aligned with providers’ costs.”7   

 
3 Ibid., pages 188 – 189.  
4 Ibid., pages 189 – 190.  
5 Ibid., pages 189 – 190. 
6 Ibid., page 189. 
7 Ibid. page 189. 


