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The health care market is substantially different from
other fields of the economy. Therefore the behavior of
health care providers operating in the health care mar-
ket is different. This difference is related to the form of
ownership. In general, the market is maximally oriented
on a profit, but in the healthcare market there are several
forms of ownership of medical organizations: Nonprofit,
For-profit, State-owned, Public-private partnership. Such
diversity is mostly due to the particularities of the medical
market. However, there are predominantly two forms of
ownership in Georgia: for-profit and state-owned.

The aims of the research: assess the role of non-profit
hospitals in health care system; review the characteristics
of non-profit hospitals, namely how their behavior differs
from commercial hospitals; assess the situation in Geor-
gia with regard to non-profit hospitals at the healthcare
market; what recommendations could be provided to im-
prove the existing situation?

Material and methods. Methodological basis for the
study was the existing literature about non-profit hospi-
tals, relevant legislation, normative acts of The Ministry
of Labour, Health and Social Affairs, healthcare statistics
and statistical data of the Center for Disease Control and
National Bureau of Statistics of Georgia.

Results and their discussion. There are several forms
of ownership of medical organizations: Nonprofit, For-
profit, State-owned, Public-private partnership. Such di-
versity is mostly due to the particularities of the medical
market. However, there are predominantly two forms of
ownership in Georgia — for-profit and state-owned.

One of the forms of ownership of health care organi-
zations is the state-owned, also called the public medical
institutions. The owner of such an organization/institu-
tion is the state, both on the federal and municipal levels.
Hence, there are federal and municipal hospitals.

Owners of private, commercial medical institutions
are individuals. They are established for commercial pur-
poses and the primary aim of such organizations is to gain
a profit. These organizations themselves can be divided
in several forms: Individual private enterprises, Limited
liability companies, Joint-stock companies.

Contemporary hospitals were developed in the mid-
dle ages by religious organizations and local community
unions, which were charitable entities. At the initial stage,
hospitals were taking care for the poor population, or-
phans, mentally ill persons and patients with communica-
ble diseases. The members of these societies did not have
an adequate sanitary conditions in their homes for proper
treatment. Unlike the poor, the rich and the wealthy had

178

their own doctors and did not require the services of hos-
pitals. Therefore in European countries, as well as in US,
nonprofit hospitals were created in order to provide cer-
tain services to the poor and the deprived. Such hospitals
were mostly funded by donations [4].

In the 20th century, the advancements in healthcare
technologies led to the development of emergency and
in-patient hospitals. As a result the role of hospitals was
changed. The Hospital became a place for professional
medical practice and appropriate treatment of patients.
With the function of the hospitals changing, their funding
mechanisms changed as well. If previously a significant
part of the financing came from charity funds and dona-
tions, after the changes the expenses of the patients be-
came the main source of revenue for the hospitals, in ad-
dition to state and private insurance companies. Thus, the
charity hospitals became the nonprofit (non-commercial)
hospitals [5].

The most widespread form of ownership of health
care organizations is the nonprofit one. The advantageous
development of nonprofit hospitals is evident in Euro-
pean countries (mostly characterized by universal health
care system), as well as in more liberal states such as US
(where health care is mostly considered as a medical mar-
ket). In Europe, nonprofit hospitals make more than 70-
80% of the hospitals. Similarly, in US, 57% of the hos-
pitals are nonprofit, while 26% are state-owned (public)
and private for-profit hospitals represent only 17%. Most
of the physicians have private practice in profit and non-
profit hospitals [1].

For-profit
17%

Not-for-profit

57%

Fig. 1. Forms of Ownership of Hospitals in USA

Source: American Hospital Association. Hospital Sta-
tistics, various editions: 1986, 1995-1996. 2007

Contrary to the above-mentioned, only two forms
of ownership has developed in Georgia. But, we should
not disregard one important fact: before sovietization of
Georgia, charity hospitals existed in Georgia as well. For
example, in Tbilisi, on the place where the former 9™ hos-
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pital was situated, stood an infirmary next to the church
of Andrew the Apsotle, where the famous Georgian poet
Vazha Pshavela passed away. The mentioned infirmary,
like other infirmaries of the time, was a nonprofit hospital.
After 1921, with the eventual soviet occupation of Geor-
gia, nonprofit hospitals became state-owned healthcare
organizations [9]. As a result, during the soviet period,
there was only one form of ownership in Georgia — state
ownership. After regaining independence, private hospi-
tals were added as well. Thus, at present, there are only
two extremely radical forms of ownership of health care
organizations in Georgia — state-owned and private [2,10].

Hence, we can say that since soviet times, Georgia
has been off the path, which the European countries took
in terms of developing the health care system (forms of
ownership of healthcare organizations is one of the char-
acteristics of the health care system).

Very often, the word ‘nonprofit’ is misinterpreted and
it is considered that such organizations do not represent
profitable enterprises. As a matter of fact, nonprofit, as
well as for-profit, or even the state medical institutions
attempt to make a profit. They only differ in the way they
distribute the profit. Nonprofit hospitals are managed and
run by boards composed of physicians, society represen-
tatives, and managers. The profit hospitals are managed
by shareholders. To be more precise, nonprofit medical
institutions do not distribute the profit to the owners or
the shareholders, unlike the for-profit medical institutions.
The profit gained by their work is distributed and spent
on improvement of medical services that the hospital pro-
vides, acquisition of tools and equipment for diagnostics,
increasing the salaries of the medical personnel of the
hospital [8].

Besides the historically advantageous environment,
nonprofit hospitals in western countries had significant
support from the governments. As the non-profit hospi-
tals provide service to poor and low-income patients, their
activities are considered to be charity. Therefore, their in-
come and property is exempt from taxes.

The tax benefits do not apply to profit hospitals. Fur-
thermore, profit hospitals have no right to receive public
donations. Donations are given to the non-profit hospitals
to provide medical service to vulnerable population.

In the USA, as in many other countries, non-profit
hospitals were established for provision of medical ser-
vice to the poor population. The main source of funding
for them was donations. Despite increasing the portion
of the state and private insurance, the greater part of the
population is still uninsured. Correspondingly, non-profit
hospitals provide medical service to those people with no
capacity to pay [11].

In Western Europe and US, trust in nonprofit medical
services developed over the years also played a role in the
existence of non-profit hospitals. On the medical markets,
where consumers are less informed and do not have rel-
evant education on the needs of healthcare services, the
great importance is attached to the trust-based relations.
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The patients tend to trust towards nonprofit hospitals
more than for-profit ones, as the latter are not focused on
the profit and doesn’t strive to take advantage of the pa-
tients’ lack of information.

In addition, the society overlooks the performance
and governance of nonprofit hospitals. Their policy is
more flexible for implementation of the activities such as
provision of expensive medical service. In the non-profit
hospitals doctors have more possibilities to independently
define the hospital policy, service provision, purchase
the need medical equipment and services. Due to this,
non-profit hospitals better correspond to the financial
interest of doctors. In contrast to this in profit hospi-
tals the gain is basically divided between shareholders
and state taxes; thus, the motivation of doctors is rather
low. Therefore, the factor of trust, public benefit, and
financial interest of doctors is main basis for high num-
ber of non-profit hospitals.

The popularity of nonprofit hospitals is evident in cer-
tain cases, as 70% of US patients prefer nonprofit hospitals,
while only 13% go to for-profit ones. Even the medical per-
sonnel prefer the nonprofit hospitals, as the majority of them
work in nonprofit health care institutions [1].

Profit and non-profit hospitals differ from each other
in their organizational behavior. The aim of profit hos-
pitals in contrast to non-profit hospitals is more precise,
namely, to get as much profit as possible. The goal of non-
profit hospitals is multiple, that makes their monitoring
very difficult. Various stakeholders of non-profit hospitals
— medical personnel, council members, managers, staff
and society — they often have a very different and even
conflicting goals. The approaches are different too as how
to divide the gain of non-profit hospitals.

Profit hospitals try to define prices for medical service
with the purpose of maximum gain [3,6,7]. Non-profit
hospitals set such prices for medical services which cover
the cost of provided services.

Legal forms of non-profit legal entities in Georgia

It was mentioned above that one of the reasons con-
tributing to the development of nonprofit hospitals in the
Western countries was the exemption from taxes. Thus,
according to the internal revenue code/tax code of Geor-
gia, nonprofit organizations, which undertake charity ac-
tivities benefit from tax privileges. Charity organizations
are exempt from corporate income tax.

Additionally, the civil code of Georgia defines the def-
inition of nonprofit (non-commercial) entities/organiza-
tions: “organization, the aim of which is non-commercial,
the primary motivational factor of which is not gaining
profit, represents a non-commercial entity of public law”.
Despite the fact that the non-commercial entity cannot, by
default, oriented on commercial activity, it can engage in
auxiliary economic activity. Profit gained from such ac-
tivities should be used for achieving the ultimate aims of
the entity and cannot be divided among or used by the
founders, members, donors or the management of the en-
tity.
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Despite the fact that an entry about nonprofit enti-
ties and their exemption from taxes exists in the inter-
nal revenue code of Georgia, sheer existence on paper is
not enough for the development of nonprofit hospitals in
Georgia. As the nonprofit health care institutions in Geor-
gia are underdeveloped, we can claim that there is a lack
of motivation for the existence of such institutions. Fur-
ther elaboration of tax benefits and privileges in the rev-
enue code is necessary based on European experience. It
is expedient to increase the role of nonprofit hospitals on
Georgia’s health care market.

Types of owners of hospitals in Georgia

According to data from 2013, 88,6% of the hospitals
are private for-profit, among which 42% is owned by in-
surance companies, 29% by individuals, 18,4 by other
types of companies and 8% is state-owned [9]. Mostly
specific medical institutions and psychiatric establish-
ments are state-owned.

State-owned
(8.2%)

Other{3.2%)

Owned by
insurance
panies (41.1%)

Pivate, owned by
other types of
companies (18.4%)

Private, owned by
individuals (29.1%)

Fig. 2. Forms of Ownership of Hospitals in Georgia

Source: Hospital Sector in Georgia. Transparency In-
ternational — Georgia, Tbilisi. 2012

More than 80% of hospitals are owned by three private
insurance companies (Aldagi, GPI- holding, and Aversi/
alfa). Private Insurance Company Aldagi owns 49% of
the hospitals. Insurance Company GPI-holding owns 255
of hospitals. Insurance Company Alfa owns 17% of hos-
pitals [9].

It is important to take note of the following problems
of the health care sector of Georgia: Most hospitals have
fewer than 50 beds (34% of the hospitals have between
11-20 beds; 17% - between 21-30; 41% - between 41-50).
According by international experience, a hospital with
fewer than 50 beds cannot become for-profit. It is equally
important to highlight that certain types of health care ser-
vices are not profitable, thus the owners of the hospitals
have less interest to fund expensive services. Therefore,
insurance companies that own hospitals may not bear ex-
penses for such types of medical service.

Besides the above-mentioned forms of ownership of
health care institutions, public-private partnership is also
widespread in developed countries. Such ownership rep-
resents a partnership between the state and private own-
ers aimed at reaching the priority aims of development of
the health care system by dividing yield, costs and risks
among themselves based on long-term, voluntary deci-
sions. One of the forms of such a partnership is leasing the
state property. In such cases, the state leases the buildings
and facilities, as well as the equipment that it does not use
to a private business.
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It is worth noting that a public-private partnership in
the health care system is being planned. Private enterpris-
es will be obliged to co-operate with the state and man-
age, own and operate the hospitals based on the public-
private partnership principle. Due to lack of legal base,
the Ministry of Economy is currently working on the new
legislation dealing with this matter.

Conclusion. Therefore, unlike regular markets, the
health care market demanded the existence of differ-
ent forms of ownership, which comprises private non-
profit, private for-profit, state-owned, as well as pub-
lic-private partnership organizations. The first steps
taken towards public-private partnerships in Georgia
are definitely a positive signs. However, it is necessary
to promote other forms of ownership as well, particu-
larly nonprofit health care organizations. On Georgian
health care market the non-profit hospitals are few. It
seems that there is no sufficient motivation for func-
tion of non-profit hospitals. Despite the fact that Tax
Code envisages tax benefits, it’s only on the paper and
doesn’t provide maximum result. Different forms of
ownership of the medical organizations will increase
the competition between different forms of ownerships,
which will improve access to health care services. Most
importantly, this will bring Georgia closer to the expe-
rience of the European countries.
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SUMMARY

THE ROLE OF NON-PROFIT ORGANIZATIONS
IN HEALTHCARE SYSTEM: WORLD PRACTICE
AND GEORGIA(REVIEW)

Verulava T., Jorbenadze R. Dangadze B.

Health Policy and Insurance Centre, llia State University,
G. Chapidze Emergency Cardiology Center, Tbilisi, Georgia

The health care market is substantially different from
other areas of the economy and therefore the behavior of
health care providers operating in the health care market is
different, which is mainly related to the form of ownership.
If the market is mainly characterized by the pursuit of maxi-
mum profit, medical services market has for some public
good features. Because of this, non-profit hospitals in west-
ern countries are considered as an alternative form of com-
mercial hospitals. The purpose of the research was to study
the role of not-for-profit hospitals, and in this regard examine
the situation of the medical market in Georgia.

The existing literature about non-profit hospitals, rele-
vant legislation and statistical data, scientific articles, and
other related works.

The majority of the hospitals in Georgia represent
profitable organizations. 41.1% of the hospitals owned
by private insurance companies, 29.1% by individuals,
18,4 by other types of companies, 3,1% by other forms
and 8% is state-owned. In contrast to this, more than
50% of the healthcare system of West Europe as well as
USA is composed of non-profit hospitals.

In Georgia there is no sufficient motivation for operat-
ing of hospitals as non-profit organizations. It is necessary
to further adjust tax benefit in the Tax Code of Georgia and
share European experiences. It is reasonable to increase
the role of non-profit hospitals on the health care market
that will increase accessibility to healthcare services for
population and moreover. It will bring Georgian health-
care system close to the experience of civilized world.

Keywords: Healthcare, Non-profit Hospital, Com-
mercial Hospitals, Ownership.

PE3IOME

POJIb HEKOMMEPYECKHUX OPIAHM3AIIMI
B CUCTEME 3JIPABOOXPAHEHUSA: MUPOBAS
INPAKTUKA U I'PY3USA (OB30P)

Bepyaasa T.H., :xopoenanse P.A., lanranse b.b.

Hucmumym 30pasooxpanenus u cmpaxosanus, 1ocyoap-
cmeennviii Ynusepcumem Hnuu; Llenmp neomnodicnou
kapouonoeuu um. I Yanuosze, Tounucu, Ipy3zus

PriHOK 371paBOOXpaHEHUS CYIIECTBEHHO OTIMYAETCS
OT JAPYyrux o0nacTei SkoHOMUKH. [loBeieHHE MOCTaBINHU-
© GMN

KOB MEAMLMHCKHUX yCIYT pa3inyaeTcs B 3aBUCUMOCTH OT
(dhopmbl cobcTBeHHOCTH. B cityuae, korja ppIHOK Xapak-
TepU3yeTcs CTpeMIICHHEM K MaKCUMaJIbHON TPUObLUTH, Ha
PBIHKE MEAMLMHCKUX YCIyI HEKOTOPbhIE M3 HUX HMEIOT
4epThl OOIIECTBEHHBIX Onar. BBuay uero Hexkommepuye-
cKue OOJIBHMIIBI B 3allaJHBIX CTPaHaX PacCMaTpUBAIOTCS
Kak albTepHaTHBHAs (popMa KOMMepUECKUX OOJIBHUIL.

[enbro Mccne0BaHuA SIBUIOCH ONPEACICHUE POIU He-
KOMMEpPUYECKNX OOJBHHUI] HA METULITHCKOM phIHKE B [ py3un.

[Ipoananu3upoBaHa pPETPOCIEKTUBHAS U TEKyllas
JUTEepaTypa U CTaTUCTHYCCKUE TaHHbIE KacaTelbHO Jes-
TENbHOCTH HEKOMMEPUYECKUX OONBHUIL.

BonpimacTBO OONbHMI B ['py3uu SBISIOTCS TIpH-
OBUTBHBIMU  (KOMMepueckue) opranusamusMu. 41,1%
607BHHUITL MpUHAATIeKAT YaCTHBIM CTPaxOBBIM
kommanusaMm, 29,1% - dusuueckum suam, 18,4% -
pa3nuuHbBIM KoMmanusm, 3,1% - npyrum gopmam, u 8%
- rocynapctBy. B 3anannoii Espornie u CIIA 6omnee 50%
OOJBHHUIL ABJIAIOTCS HEKOMMEPYECKUMU.

Crnenyer OoTMETHTh, 4TO B ['py3un HET IOCTATOUHOM

MOTHBAIMM 11 paboThl OONBHMI] B Ka4eCTBE HEKOM-
MepyYecKux opraHuzanuid. HeoOxoaumo ucronab3oBaHne
HAJIOTOBBIX JIBTOT B HAJIOTOBOM Kojiekce Ipy3nu u eB-
poreiickoro omnbIThl. Pa3yMHO yBENMYHTH POJb HEKOM-
MEpPYECKUX OOJIHHIl Ha DPBIHKE 3/1PABOOXPAHEHUS, UTO
00JIeTYNT TOCTYITHOCTD YCIIYT 3/{paBOOXPAHEHUs JUIsl Ha-
CeNICHMSI U TIPHOJM3HUT CHUCTEMY 3JpaBOOXpaHeHHs [py-
3MU K OTIBITY IIUBHIIM30BAHHOTO MHpA.
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