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Renort to Ministey of Health

The Minisiry of Heakh of the Czech Repunlic (MOH) has requested a brief summary

-

of the role it could play in the Tansiormation of govermnment health care istimions from

fod )

public bedies 10 privais nop-profit entities and the ownership of related properties. This
Repor: lists the major iegal maters relating o wansformation of the Czech bealth care sector
in which th= MCH couid become veolved if deemed appropriste by the Czech government
and discusses alternative preperty ownership arrzngemenis. In those instaaces wheare the
founders of health eava NPOs may b= disreicts or mmmicipalities, the MOH might provide
directicn on many of the subjects notad in this Report.

I Potential Role of MOH,

The role of MOE wil] be influenced by whether the Czach governmert (i)
adogts 2 non-profri orgznization (NPO) law, (i) relies upon some other new transformation
law that anthorizas the governnient to trznsfer bealth care instimtions and property to NPOs
sven though no consideration is paid to the goverament in rewurr for such tansier or (iii)
relies upon existing property transfar laws. However, nnder any of these aiternatives zhe-
MOH can play 2 significant 1ol in the traasformation process. The major aérivities in which
the MOH coulé pasticipare are discussed balow.

1. Identify classas of instrtons tc be wansferred, ©.g., acuie-care

Lospitals, polyclinics, nursing homes, 2(C.

.l‘-)

Iderrify specific health cace insdintions within each class thar will be

wansformed.
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receiving antiries.

a. Determine whetaer on2 insimdon 9r mors @an one institlxion
will be mansferred 1o @ gipgle recsiving entdty?

b.  Determine wheder a group of receiving entites, ail coatolled
by a single pazemt extity, will he used for ope o1 more
instimrdons {n some cases.

4. Detesmine the govzrpance smueture of e receiving NPO.

3.  Defermine how maay (zon2, some, most or 20} of the mambers
of the governing board will be appointed by the fonndar and for
what period of dme (immitad, exendsd or open-endsd time
period).

Determine whethar 2ad to what exient the founder will be

o

involved in ary other aspect of the governance of the NPO.
5. With respact to the transfer of each instirugon:

a. Tdamify the assews zad Hzbilities to he transfertad, how property
will e owned aRer the transfar and the conditions of wansfer.
{Also see part 11 which discusses ahemative ownarship
approachss.).

B. Identify the employess io be wansferred.

<. Determise, through financial projections, whether k2
transferred inssturion will be financialiy viabie. If not,
detarmins how to solve this problem (e.g., through governmen:
subsidies for a Limited petiod of time or during a wensiion

pariod).
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gGvarmment for the wansfzrrad liabilites and for any lawer
0 aciivities occurring beforz the tramsfer date.
g, Detzoming the axtemi of indemnification that the govermment is

~villing 1o give to the receiving endry.

la]

Determine the impact that the transfer of empicyeas will bave
on existing empicyse health, redrement, disability and otger
benefl: arrangements and rasolve all issues so that benefit:
continue without loss or at acceptable levels.

Make sure that the proper Hability, property. malpractice, and

o

oiher insurance covars the recefving entities and their asseis and
activities.

6. Make sure that the transizrred institotions obiain all required
§oVernmen: approvals neaded to permmit them [0 Operate In 2 privae.
(rather then a governmenial) seming. This would i::-cbacge cbuining, for
example, any raquired hospiral license. health and/or safety approvals,
cerain medical aquipmen: approvals, pharmacy approvals, eic.

7. Dewmmine what laws should be adopied in order t¢ properiy reguize 2
private health care sector. The following iypes of laws should be
considered for adcption and application:

a. Ipsdnrional Iicens.ing (¢.g., hospimls, mursing homes,

polyclinics, etc.)

[F})
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Profzssional licensing (e.g., docvors, deatiss, mursss, physical
therapists, etc.)

Health and safety miles.

Environmente] rules concemning toxic marerials and radiaticn
creating equipment.

Accreditatio; rulas reladng to minimem standards for various
aspects of tha operation of health care instimtions.

Certificats of need cost conrainreen: rules that require
govemment approval for adding new heaith services, major
czpital improverents, pew beds, expensiva squipmenrt, etc.
Rules that (i) prohibit dectors and othar heakh care providers
from making patient referrals to other hezlth carz entities in
which the referrer has 2 financial interest and (i) prohibit
patient raferrals In reurn for Toney or other considerzton.
Rules that raquire healsh care NPOs 1o $le anmal reports with
the MOH. .

Rules that permit tha MOH to zstively monitor or, in some
cases, 10 temporarily manage the operations of an NPO undsr
certain serious circumstances or upoa the happening of certain
events, such as failurs to carry out the purpeses of the NPG,
attzmpts to use NPO assets to bepefit private individuals, fraud,
erc. Ugztl laws ars adopted, the -suhje._c: mater might te
governed by MOE rules oz teguistions or by preseribing
conditiops in the founding document.

4



S, Determine whethar tha T pIc 5 spouid alzo be used o
recrganize or restructares the health care svsiem. If so, datermine how

this is to be doze.

I Asset Ownership.

Ihc Czech goverament now owns rezi and persenal properties (" Properdes™)
that are used for providing Lealth care services throngh some Budgetary Organizations BOs;
and Coxtributory Qrgarizaticzs (COs). The Fropertiss include hespitals, nursing homas,
instimes, and othet health care facilicies. This Repor: discusses severzl alermative ways in
which the Properties could be owned, held or wsed if the activites related to the Propertiss
are moved from the goverament to 2n NPO. 1t may be thet becauss of the circumstances
reiating {0 a specific BO or CO, ons akemnative is best applied o the 2ssers nsed by that BO
or CO while 2 different altsrative is best applied to she assets used by another BO or CO.
“When making this datzrmination, it will be mporant to weigk the geals 1o be achisved
Trough the wrapsformation process agaiust the Tisks 1o be avoided or diminished.

ltar

alizrnative, lagal title to the Progerties needed to provide health care services at s parricalar
facility would be transfarred from the governmemi to an NPO. Presumably, no considerziion
weuld be paié by the NPO to the gevernment for the rracsferred Proparties since (§) the
Properties would contimzz 10 be dedicated to charitable heaith care vsés in the hands of @

\'PO Jjust as they were in the hands of the goveramant, (if) the gznsfer would relieve the
government of the burden of operating, managing and maintaining the Properies and of

planning aad conducting the heaith care services ralzted to the Properties and (3i) an NPO

W
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transierse would aa;e great dfficulry raising funds 0 be used 10 purchase the Proveriss,
Alwernative 1 has the following advamages:

1. Ovwmership of the Proparties by the NPO gives the NPO and irs
governing beard graater ccawol over the operations of the NPO azd,
therefor, greater incemive to provide for adequate mainenance of the
facilities and to undertake high quality services and irmovarve practicss
that benefit the public.

2. If 2 privatz NPC (rather than the governmeni) owns the Properdes
n2eded to provide heslth care sarvices, this ephances the ability of the
N?O 10 act like a privaie organization rather than a government
operatzd organization. This is important bacause:
a. 1t puts the NPO in 2 berier posidon to atiTact end retain

comgpetent governing board members and administrative staff.

(¢ 3

Voluntzars involved in governance of a private NPO have a
greatsr sensz of responsibility and initiative than they would if
they were involved with a governmeant cperated ;im:imiion.

c. It will atmact users of 'ncalt.?; care services who wish to avoid
what is perceived 10 be govarament burzancracy and service
delivery. |

é. Tndividuals, businssses and other organizations are likely

provide more financial and advocacy suppaort and place more

wust in 2 pon-profit institution than it doss in whar iz perceived

10 be 2 govermment operated boreaucrziic organizagon.
<& Yy
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Assets can generally be usad more efficiently if they arz owned by 2
private erticy rather then a governmant beczuse they ire muck less
subjact to the political process and govermmental restrictons and

scause g privaiz eptity

-

generaily has mors flexibility znd can react
mers guickly to changing needs than can 2 govemmern.

It would be azsier for an NPO 1w cbtain czpital {inancing i it cwos the
Properties.

Thera would be f.:o = izcandve 0 proparly mainrain, rapair and
improve the Properties if they ars owned by the NPO user of the

PIOpety.

If Alternative 1 is used, the risk that an NPO will wansfer valuable Propertes

to individuals or to for-orofit legal emities for little or no consideration can be protecred

against in a variety of ways, incivding:

1.

2B KeM0ic07. 1028

by tequiring gevernment consent to the szle Or famsfer of Propertizs to
third gersons; :
by placing r2versionary clauses (causing ownzrship 10 rever: o the
state) or resirictions in the legal documenis that convey amy Property
interest to an NPO, woether a deed, lease, coniyact or otherwise;

by placing reversionary clausas or restrictions in the NPC founding
document and governing mstrumens;

by authorizing 2 government cificial o commence court action (i) to
restrain any improper tezmsier of Properties, (if) to cause the oparation
of the NPO to tempcrarily be placed under the direction of tac
governmen: or officer zppointed by 2 government. and/or (i) 10

~
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govarning board and reolace it with individenis

S
designatsd by the government:
5. Dy tmposicg penalties and/or 1axess oz NPOs for the vnmrhorized
ransizr of Proparties;
8. . by requiring a cermia number of NPO govarning board mambers to e
gppomied by the goverzment for a limited or extended period of tme;
7. by reguiring cortinual monitoring of NPQ activities by govarmment
sppotated advisory boards; and/or
3. | by rzquiring aamal reponing to the goverament by NPOs.
Aliernative 3, Owpership of Property by Government with Lease of Proverty
1o NPO and Operaiion and UJse of Provertv by NPQ. Under this alternetve, legal title to the
Properties would remain with the government and the government would lease the Properiss

to the NPO for 2 nominal amcur:. The NPC would cccupy the Properties as a tenant and

*i,

comaner the triated health cara corvices. A somiderable degres of royuledon of the sz o
preperty and the condnet of the nstitniion could be provided for in the lease agreement o e
extent appropriate for the partcular instirtion, Advantages ! - 3 under Aliernative I could
alsc be realized under the lease 2pproach 1 a greawer or lesser degrse, deperding uporn the
exient of controls remined by the govarnment undsr the terms of the lease. Advantages 4

snd 5 would be diminished.

Under this aliernative, legal title o the Properiies remains with the governmens and the

health care service operations are maraged by an NPO under 2 mapagemen: contract. 1he
management 1eam would be employed by the NPO. Th2 operational employess wotld be

4 RPMDISNT. 100 8



amploved sither by he goveramam or by the NPO ar both. This wonld result I essentially
2 government institution Wil privae management 2ud, therzfore. would lose mest of the
advantages described under Alterparive 1. This epproack would also suffar from conflicts
berwean government policy and NPO pelicy.

Alternative 4, Property Owned and Opsrated by 2 “Pudlic NPO." Tnder this
alterpative the government would crezte an NPO that it controlied through the appointmen: of
the enrire governing beard and through the applicarion of goverament rulas and policias to
the operation of the NPO and 1o its employaas, including wage regulations. This aliernarive
would be litile different than the current ope%arion of health care institutions by BOs and
COs, excapt that legal title to propeny would be owned by the public NPO rather than

directly by the govermmant.

TLRPMCICT. 102 . 9
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Reasons for Grantinzg T

Incorme Tix Exemption.

If an NPO assames the expense and burden of providing 2 social sarvice thar
was formerly providad by the govermment, the NPC should be allowed 1o
apoly fis full reveauss o te provision of such servies witheut reducdon for
income taxes as was the cass when the service was provided by the
governmeni. The conditons for graniing the exeraption would be that the
Tevemiss are so applied, that ll compensation paid by the NPC is reasonable
and that the managars and their families arz mot benefired by conmacts of tae
NPO.
TEe 12X savings amount resulting from exempdon would be davoiad o the
charitzble purposes of the NPQ and would not be nsed 0 benefit privare
persons.
If there wes 5o ircome tax exemption. the government wonld :p; pably have
give the tax revennes bazk to NPOs in the form of cparating subsidiss,
Profis from the unreiated businsss activities of NPOs would remein subjest ©
the income tex in order to avoid giving suck activides an unizir compedsve
advamrage against compaticg for-profft businesses.
The amount of wax revenue lost by the govarnmeant woulé not be graar since
mast NPO pubiic tenefit servica activities operaie at 2 loss o7 genaraie 2
elativaly small net sarplus after expenses. (Despite the existence of an

exemption, NPOs could be required to Sie angual informarion remurns wirh the

Czech Republic.)
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Peducricn for Contmbusians Hv Darors.

This deduction would provids an incemtive 1o donors to make charitable
contriburiors. The farger the amcunt of chatiuble comtriburions made 1
NPOs, the smaller would b2 the requiremen: for goveramen: subsidies
NPOs.

The amaommt of wax revanue thar would be Iost by the government (2. the
iécém: X rawe dmes the ameun; of the contribution deducrion) would be &
smaller amonn: than the amount of the added bepefit iﬁdirecﬂy resarned 1o the
goverament through the ability of the governmeant to reduce subsidiss 10 NPOs
by the entire valae of ths gift to the NPO,

If dosiors wera not permitiad to dednct their charitable conmibutions, this
wguld fause a raduction iz such contritutions and, in mrm, wonld put greasr
pressure on the government o mcrease subsidiss to NPOs, In ciherwerds, the
goveromem would collect increzsed tax r;evenues bur then probzbly would be
reétﬁred 10 pay that amount and more over 1o NPOs 1o make up for their loss
in comtributions received. -

jon fTom Ipcome Tax for Int zceivad by the Holders of Bonds Issned by

Hzalih Care NPOs.

432 KM1002.101

The exemptica would encovrege investment i capita! improvements for health
care facilides.

The axemption would assist health care NPOs 10 competz for capital deilars in
the deb? market of the Czech Republic (which has added importance since

NPQs bave no equity fundraising alternarive).
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The <ost 0 the govaromernt in lost 1aXes Mizhr 52 smmall compared w0 te
savings 1e government would derive ffom reduced fumrs subsidies 10 NPQs
tat could compere more successfully dus o their 3pility to obuiain mederm

infrastuctore, tuildings and equipmen: through borrowed funds.

D, Property Tax.

1.

2

Poms A. 1-3 also apply 10 the property tax.
Property cwned and not used for charitable purposes (2.g., ¥acan: laad or

office space remad 1o others) would be mxad.

E. VAT Tax.

Points 4.1 - 4 2]s0 apply to the VAT tax.
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