HEA LT!.{ CAPITAL

Volume 11

Issue 11
WNovember 2018

== jial Bailey-Wheaton, Esq., Editor
Todd A. Zigrang MBA, MHA, ASA, FACHE, Publisher

Valuation of Dialysis Centers: Competitive Environment

As discussed in the first installment of this five-part
series, the increasing population affected by kidney
diseases such as chronic kidney disease (CKD) and end-
stage renal disease (ESRD), as well as the increase in the
healthcare spending on kidney diseases, has led to growth
in dialysis centers.! This second installment in the five-
part series will review the competitive environment of
dialysis centers.

DEMAND FOR DIALYSIS SERVICES

Demand for dialysis services is likely to increase
significantly in the near future, primarily as a result of:
(1) the increasing life expectancy for ESRD patients; (2)
the disease-specific entitlement to Medicare coverage for
ESRD patients, regardless of age; and, (3) the changing
demographic trends in the U.S.2

Statistics related to the incidence and prevalence of
ESRD indicate the potential for increased demand for
dialysis services. Notably, the incidence, i.e., the
occurrence of new instancs, of ESRD patients nationally
per year has been rising since 2011.3 The improvements
in life expectancy of ESRD patients receiving dialysis
treatments has led to a similar growth in the prevalence,
i.e., the total number of affected persons, of ESRD, as the
unadjusted death rate from ESRD in the U.S. declined
20% from 2003 to 2012.* This increase in the life
expectancy of ESRD patients, coupled with stable
incidence rates for ESRD, is driving increased
prevalence of ESRD, which may drive demand for
dialysis services.®

Table 1, below, details trends in the incidence and
prevalence of ESRD in the U.S. from 2000 to 2015.

From 2015 to 2016, the number of Medicare
beneficiaries receiving dialysis treatments increased by
one percent, while the number of dialysis treatments
provided to Medicare beneficiaries, increased by
approximately three percent.® Although Medicare
dialysis beneficiaries are generally younger than most
Medicare beneficiaries (in 2016, over 50% of all
Medicare ESRD beneficiaries receiving dialysis
treatments were under the age of 65),” improved life
expectancy among ESRD patients may increase the
number of dialysis beneficiaries over the age of 65, a
population cohort disproportionately driving healthcare
expenditures due, in part, to the sufferance of chronic
conditions at rates higher than the average population.?
With this cohort expected to constitute an increasing
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proportion of the U.S. population, meeting the needs of
aging dialysis beneficiaries managing multiple
comorbidities may influence dialysis care models in the
future.

SUPPLY OF DIALYSIS CENTERS

As of 2018, Centers for Medicare & Medicaid Services
(CMS) certified 6,825 dialysis facilities across the U.S.°
A significant majority of dialysis facilities are
freestanding, for-profit facilities; in 2016, freestanding
facilities provided 94% of dialysis treatments to
Medicare ESRD beneficiaries, while over the same
period, for-profit facilities provided 90% of dialysis
treatments to this cohort.°

Consolidation among dialysis providers has led to high
levels of market concentration in this industry.!* In 2014,
DaVita HealthCare Partners (DaVita) and Fresenius
Medical Care (Fresenius), the country’s two largest
dialysis organizations, treated 69% of all patients in 65%
of all dialysis facilities in the U.S.%?

According to a 2007 article in the Journal of the
American Society of Nephrology, industry consolidation
among dialysis centers may have potential advantages,
e.g., certain economies of scale; technical efficiencies;
improved information and tracking systems; access to
capital; and, vertical integration opportunities.3
Industry consolidation also has the potential to offer
certain clinical advantages, including the potential for
improved compliance with process and protocols;
accountability; standardization of care across a large
system; and, integrated information and reporting
systems.* Such horizontal integration may impact the
local competitive environment for dialysis facilities, as
the scope of treatment options and services provided may
influence the decisions of the patient and their physician
as to the appropriate facility to receive dialysis
treatments.®®

COMPETITION WITH OTHER PROVIDERS OF ESRD
TREATMENT

The varied forms of treatment for ESRD, as well as the
varied sites of service for dialysis care, create various
competitive pressures for dialysis centers. Regarding the
various forms of treatment for ESRD, dialysis centers
face competition from providers of  kidney
transplantation services, as the patient’s receipt of a new
kidney would eliminate the need to receive dialysis
care.’® Further, receipt of a kidney transplant “is
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associated with a substantial survival benefit relative to
chronic dialysis,” making access to kidney transplants a
“prominent public health priority.”*” With the increasing
strength of this competitive force nationally, the impact
of kidney transplants on the operations of dialysis centers
in the U.S. may also be increasing. After stagnating
growth from 2006 to 2012,'8 the number of U.S. kidney
transplants increased from 16,896 in 2013 to 19,849 in
2017, a compound annual growth rate (CAGR) of
approximately 4.11% over the time period.*®

Regarding the varied sites of service for dialysis care,
dialysis centers face competition from hospital providers
of dialysis treatments. In 2016, hospital-based dialysis
centers accounted for 6% of treatments to Medicare
ESRD beneficiaries, 5% of all dialysis stations, and 6%
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Table 1: Incidence and Prevalence of ESRD in the U.S. (per 1,000,000), 2000-2015
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