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	Executive Summary


Almost twenty years have passed since Poland began the task of system transformation including that of the health sector.  In 1991 regulations were introduced which provided for the establishment of hospitals and health centres with a variety of ownership forms.  Introduction of a tax based health insurance system in 1999 was expected to encourage efficiency.  These measures were not enough to prevent the development chronic indebtedness which is a continuing challenge for health administrators and decision makers. 
There is no doubt that the Polish health care service is underfunded with the public sector expenditure oscillating around 4.0% of GDP.  The bulk of funding comes from the health insurance contribution now at 9% of income.  However the contribution from the rural population is not based on income and is very low in comparison with the size of the rural population.  The contribution form the state budget (8% of public expenditure in 2006) is decreasing.  Local authorities have contributed more than 10% over several years but there was a sharp drop in 2006 to 2.5% of public expenditure.  The relatively high out of pocket expenditure of between 30-40% provides for a total expenditure on health of 6.7% of GDP.  The almost threefold increase in the total health budget since the introduction of health insurance has resulted from economic growth and from successive increases in the level of contribution.

In the third quarter of 2008 the level of overdue debts was 2.56 billion PLN representing 4.9% of that years health insurance budget, while total debts of 9.62 billion PLN represent 18.3% of the budget.  The level of overdue debts has fallen slightly from a peak in mid 2005 following the implementation of a debt clearing programme.  Almost half of the debt at that time was to the state in unpaid taxes and social security contributions.  There was also a significant level of debt to employees much of which arose from a pay increase which was approved without identifying the funding pathway.  The financial situation was complicated by the increasing seizing of funds by bailiffs and the development of a market for trading in health care debt.
About 4 provinces accounted for more than half of all the debt.  Although some relationship with population and health facility density may be involved, other elements play a significant role.  These include deficiencies in the contracting practices and significantly poor management and governance issues.

Several debt clearing exercises were undertaken.  During the introduction of the health insurance system funds were made available to clear old debts, leaving the system with a clean slate.  Subsequently, assistance was provided from the state budget reserves until 2005 when a large-scale programme was developed to clear debts again.  The programme provided 2.2 billion PLN for loans which would be forwarded on the basis of an approved restructuring plan.  On completion of the plan, 70% of the loan repayment was to be waived.  The programme was successful in clearing about half of the debt to the state and most of the pay-rise related debt.  The programme did not provide for evaluation of the remedial plans.
Debt clearing programmes have not prevented future indebtedness and the government is convinced that unless profound organisational changes take place this problem will continue.   The current legal provisions already allow for commercialisation of health care institutions and there are 280 such facilities.  These transformed institutions appear to have less debt and there is greater accountability on the part of managers.  Therefore a programme of compulsory restructuring was developed entailing transformation of all public health care institutions into entities subject to the provisions of commercial law.  Initially, the majority ownership of such entities was to remain public with 51% of shares in the public domain (75% in the case of university hospitals) but this limitation was abandoned.  Although a law with these provisions was passed by Parliament it was vetoed by the President and therefore the Government decided to implement Plan B.    Commercialisation will be encouraged by incentives including further debt clearing.
It is clear that the risk of indebtedness continues and that action must be taken.  Some of the major causes of debt are:
· underfunding

· contracting practices

· governance and accountability issues.

The government chose commercialisation as the instrument of change in terms of governance and accountability despite the hostility of employees and of opposition politicians who view this as privatisation of health care.  The introduction of Health Resource Groups is believed to provide for improvement of the contracting process.  It is believed that additional funding would only be worthwhile once efficiency measures were in place, perverse incentives were removed  and the risk of wastage was decreased.
The current global recession and the knock-on effects of this economic climate in Poland makes it unlikely that additional funding will be available in the near future.

	Introduction


Indebtedness of health care institutions is a constant challenge to healthcare reformers since the advent of political and economic transformation in 1989.   Prior to establishing a health insurance system in 1999 (a hypothecated tax dedicated for health care) the state was faced with the need to pay off debts each year.  A number of debt clearing exercises were undertaken periodically in the hope that this would be the last time.   

The first change in the ownership status of hospitals and other healthcare institutions came in 1991 when a law was passed which provided for the existence of non-public institutions and the local authorities become the founding entity of the provincial and district facilities.  The Ministry of Health became the founding entity of medical academies and research institutes. 

Over the last two decades there has been no formal policy of health care privatisation.  Some healthcare centres have been taken over doctors previously employed there.  Many new private health care centres have also been set-up.  Currently, there is a mixed ownership status with increasing numbers of non-publicly owned facilities.  All healthcare institutions are able to contract with the NFZ for public funds and contracts for services are indeed awarded to non-public institutions.

Tough conditions were not imposed on the beneficiaries’ debt clearing and the impact of such programmes was short term and did not lead to any changes in effective management or organisational structure.   The Government is embarking on a new programme of debt clearing coupled with restructuring which they hope will resolve the situation and remove some of the causes.
	Health Care funding


Prior to 1999 all healthcare funding came form the central budget allocated through the annual Budget Law.  In 1999 16 Regional and 1 occupational (uniformed services) Health Insurance Funds were established.  In 2002 all funds were merged with the establishment of a central the National Health Fund (NFZ).  Plans to decentralise the funding function once more by dividing this body into 6 regional funds are under consideration.  Each change has resulted in chaos and uncertainty for professionals and patients alike, however after a few months passed things settled down nonetheless accompanied by a pattern of recurring problems associated with contracting difficulties and employee dissatisfaction and unrest.    

Contributions are paid by the general population (which also covers dependents) and administered by the Social Insurance Institution (ZUS).  ZUS also pays the contribution on behalf of a variety of unwaged groups.  The National Farmers Insurance Institution (KRUS) pays the contribution for agricultural workers and their families.  Over the last seven years this has amounted to an average of about 8% of all contributions even though the rural population represents almost 40% of the total population.   The subject of farmers’ social insurance contributions is currently under review.                                                                                                                                  

For the general working population the subscription was initially at the level of 7.5% of income but this has risen gradually to 9.0% and a further increase up to 10% of income is planned in 2010.  There is a maximum level of contribution.  Only 7.75% is tax deductable, while the remaining difference represents an overall increase in taxation.  

In the decade since the introduction of the health insurance the level of funding has increased by almost threefold from just about 20 billion PLN in 1999 up to an estimated 56 billion PLN in the plan for 2009  (Table 1, Figure 1).

The NFZ also receives funding directly from the Ministry of Health to support specific health programmes and some additional funds are generated from deposit account interest.  

The Ministry of Health has its own funds for healthcare which are ear-marked in the Budget Law and which finance those healthcare institutions which are established by the Ministry such as academic hospitals and national research institutes.  The direct contribution to healthcare from the state budget has decreased gradually since the introduction of health insurance and in 2006 was 8% of total funds (Table 1A).

Local authorities are also able to fund certain health activities but this is limited to health promotion, disease prevention and purchase and maintenance of infrastructure.  There can be no funding of therapeutic health services as such.   In the nineties the local authority contribution to healthcare funding was at the level of 10+%.  There was an initial drop in 1999 probably related to introduction of health insurance and subsequently a return to previous share followed by another reduction coinciding in time with a the centralisation of health insurance.  There was a further significant drop in 2006 (Table 1A).

The overall increase in healthcare funding has resulted from growth of the economy with rising remuneration and higher levels of employment providing a higher flow of NFZ funds.  The gradual rise in the level of the health tax has had a similar effect.  Finally, improved processes for gathering and transfer of contributions by ZUS have also had a positive effect. 

Public funding of health care has oscillated at the low level of 4% GDP over many years.

Patients’ out of pocket payments have contributed between 30 and 40% of the total expenditure on health and this direct private contribution by patients has raised the %GDP devoted to health to an average of 6.7% over the last decade.

Table 1:  National Health Fund Budget 1999-2009 (billion PLN)
	Year
	Subscription Contributions
	Total

Activity

Income
	Income/

Expenditure
	Deficit

	
	ZUS
	KRUS(%)
	Total 
	
	
	

	1999
	
	
	18.80
	
	
	

	2000
	
	
	23.39
	
	
	

	2001
	
	
	26.86
	
	
	

	2002
	
	
	26.43
	
	
	

	2003
	20.03
	1.92(8.8)
	21.96
	21.85
	22.25
	

	2004
	28.40
	2.78(8.9)
	31.18
	30.87
	31.40
	

	2005
	31.20
	3.09(9.0)
	34.28
	33.37
	34.50
	

	2006
	33.69
	2.61(7.2)
	36.30
	36.32
	36.76
	

	2007
	38.78
	2.84(6.8)
	41.63
	42.56
	43.30               
	

	2008
	45.54
	4.09 (8.2)
	49.64
	52.01
	52.45/55.18
	2.73

	2009 plan
	49.72
	4.55(9.2)
	54.27
	56.39
	56.39
	


Source: NFZ financial plans; MZ Report on indebtedness November 2004

Figure 1: National Health Fund Contributions
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Table 1A Expenditure on Health:  state budget, local authorities and patient’s out of pocket 1995-2006 (billion PLN)

	
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006*

	State Budget
	13. 3
	16.4
	18.9
	20.9
	6.3
	4.3
	4.6
	3.6
	3.7
	3.8
	3.9
	3.4

	%
	89.7
	89.8
	88.4
	87.5
	22.1
	14.9
	14.0
	11.0
	11.1
	10.5
	9.8
	7.9

	Local authorities
	1. 5
	1.9
	2.5
	2.9
	2.0
	2.7
	3.5
	2.0
	1.9
	2.1
	2.6
	1.1

	%
	10.3
	10.2
	11.6
	12.5
	7.1
	9.3
	10.6
	6.0
	5.7
	5.8
	6.5
	2.5

	Total Public Funds
	14.6
	18.7
	21.4
	23.2
	28.6
	28.8
	32.8
	32.7
	33.3
	36.4
	39.5
	43.0

	

	Patients’ – out of pocket 
	6.2
	8.5
	11.3
	14.0
	16.6
	19.2
	21.3
	24.1
	24.9
	28.7
	28.6
	

	%
	29.7
	31.2
	34.5
	37.6
	36.7
	40.0
	39.4
	42.4
	42.7
	44.1
	42.0
	


Source:   GUS/Uniwersytet Łódzki: Rachunki Narodowe wybrane probelmy i przykłady zastosowań

*GUS Notatka Informacyjna Narodowy Rachunek za 2006 Rok
	Debts


Despite the significant increase in funding public health sector debts have arisen systematically and continue to accumulate.  Of particular concern are the debts which are already overdue and these reached a peak of 6.24 billion PLN in the second quarter of 2005.  (Table 2, Figure 2).  

Table 2: Total health care institution Debt 2001-2008
	Date

Month/Year end
	Debt billion PLN

	
	Due
	Total

	2001
	2.74
	

	2002
	3.25
	

	IX 2003
	4.59
	

	XII 2003
	4.54
	

	2003
	4.73
	

	III 2004
	4.90
	

	VI 2004
	5.55
	

	IX 2004
	5.68
	

	XII2004
	5.87
	9.45

	III 2005
	5.92
	

	VI 2005
	6.24
	

	IX 2005
	6.09
	9.91

	XII 2005
	4.93
	10.27

	VI 2006
	4.34
	10.07

	IX 2006
	4.12
	10.16

	XII 2006
	3.72
	10.35

	III 2007
	3.73
	10.20

	VI 2007
	3.62
	10.10

	IX 2007
	3.37
	9.78

	XII 2007
	2.67
	9.53

	III 2008
	2.68
	9.50

	VI 2008
	2.64
	9.60

	IX 2008
	2.56
	9.62



Source: Ministry of Health




 XII 2006 onwards – data absent from one institution which is under liquidation

Figure 2:  Total health care institution Debt 2001-2008



A debt clearing programme implemented in 2005
 resulted in the fall in overdue debt in December 2005.Total debts reached a peak of 10.35 billion PLN in December 2006 and although there is some decrease the level is still very high.  The MZ identified has conducted surveys and assessed indebtedness and in terms of both the level and the causes of debt
.   The reasons for continuing accumulation of debt fall broadly into two main categories relating to contracting problems as well as to inadequate management.

Contracting issues:

· low value of contracts (NFZ monopsonist purchaser)

· no payment for additional services above the contract volume (the funds are supposed to follow the patient)

· duty of care for all acute patients (not reflected in contract)

· unfunded capital expenditure (capital expenditure not reflected in contract)

· no stable principles for contracting

· variable contracting behaviours throughout Poland

Management Issues:

· inadequate accounting procedures preventing expenditure analysis according to type

· failure to utilize impact of redundancies and poor human resources management

· poor bed management

· poor overall management

· high or inappropriate geographical distribution of healthcare facilities

· accountability issues

· absence of governance mechanisms (no closure of failing or otherwise unnecessary facilities)

· no limit on level of acceptable debt

Other issues identified in the report included:

· burden of council rates, VAT etc. payments

· court orders for seizure of assets

· trading in hospital debt

· limit on aid that can be provided by local authorities

Bailiffs’ activities increased significantly in 2003 and 2004 with immediate seizure of inflowing funds, placing healthcare institutions in extremis (Table 2A).
Table 2A Bailiffs seizures of healthcare funds 2000-2004 (million PLN)

	2000
	47.4

	2001
	129.3

	2002
	298.1

	2003
	1484.5

	2004 (mid year)
	1784.7





  Source: Ministry of Health

Seizure of funds and trading in debt is an important secondary cause of indebtedness.  A number of companies specialising in debt trading appeared shortly after the health insurance system was implemented.  Rescheduling of debt repayments results in higher overall interest charges and these could exceed the level of the original debt.

The relatively low level of public funding for health in terms of GDP % in comparison with other EU members is clearly another contributory factor to indebtedness, although increasing funding will not improve the situation if inadequate management is not addressed.

Data from successive surveys indicated that four of the 16 provinces account for more than half of the debt.  Data from 2005 showed that the healthcare debt leaders were Dolnośłąskie 21.9%, Łódzkie 10.9%,Mazowieckie 10.8% and Pomorskie 10.2% provinces and these had the highest level of bailiffs seizures, while those with the least debt were Podkarpackie 1.0%, Opolskie 1.0%, Warmińsko-Mazurskie 1.1% and Podlaskie 1.9% (Map 1).  There may be some relationship between level of indebtedness and province population.  The Dolnośląskie province has the highest debt and is the fifth most populated province, while Mazowieckie the most populated province has the third highest level of debt and Łódzkie which ranks sixth in terms of population ranks second for debt.  The least indebted provinces rank 9, 12, 13 and 15 in terms of population size.  There is also a relationship between debt and numbers of hospitals in that higher numbers of hospitals are associated with higher levels of debt and vice versa.  The Pomorkskie region is an outlier in this regard ranking 10th in terms of hospital numbers while ranking fourth in terms of debt. 
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In terms of individual public healthcare facilities as few as 10% accounted for as much as 80% of debt and only 3.4% of facilities were responsible for 50% of the debt.  Academic hospitals accounted for 13% of the debt with 5 hospitals accounting for 65.8% of the debt and 28% of these 43 academic facilities were not in debt.  Almost 50% of public facilities had no overdue debts.

In 2005 there was a fall in the level of debt o 14.4% overall.  The largest decrease was noted in the three provinces which already had the lowest debt and only one province Pomorskie showed an increase in debt of 11%.

Analysis of the debts according to category reveals that by far the largest debt is to the state representing unpaid taxes, and social security contributions on behalf of employees.  The breakdown for 2005 is as follows:  

· debt to the state 41.9%

· suppliers 19.6%

· external services 8.5%

· employee 7.9%

· other miscellaneous 12%

Debts to employees decreased by 60% following implementation of the 2005 debt clearing programme.

Analysis of debts according to figures from June 2008
 indicates that the biggest debt is for drugs and medical materials:

· drugs and medical materials 32.7%

· debt to the state 25.2%

· services and utilities 16.8%
· equipment 6.9%

· debt to employees 3.4% (including 0.2% from the “203” law

· other miscellaneous 14.8%

It is clear that the debt to suppliers now constitutes over half of all debt.

	Debt clearing programmes


A major debt clearing exercise was undertaken when the Regional Healthcare Funds were introduced in 1999 with almost 8.5 billion PLN paid out over three years, the bulk in 2000.  Additional payments were made in that period and over the following years from state budget reserves
.

It was clear that debt clearance by itself did not prevent new debt from accumulating and that any future exercises would have to be accompanied by restructuring programmes.  In 2000 the Ministry of Health supported the development of regional programmes aimed at the infrastructure, organisation and management of healthcare institutions
.  It is unclear how much of the programme was actually implemented.

Table 3: State debt and restructuring assistance to hospitals 1999-2008
(million PLN)

	Year
	Budget reserve payments
	Debt payments

introduction of Regional Healthcare Funds
	Totals
	2005 law 

	
	
	
	
	loans
	grants

	1996-8
	571.9
	
	571.9
	
	

	1999
	123.2
	223.4
	346.6
	
	

	2000
	434.3
	7 866.9
	 8301.2
	
	

	2001
	221.0
	338.3
	559.3
	
	

	2002
	248.9
	
	248.9
	
	

	2003
	142.0
	
	142.0
	
	

	2004
	137.1
	
	137.1
	
	

	2005
	62.4
	
	62.4
	2 200.0
	200

	2006
	42.9
	
	42.9
	
	

	2007
	31.7
	
	31.7
	
	

	2008 (I-VIII)
	10.6
	
	10.6
	
	




Source: Ministry of Finance

In 2003 the Ministry published another programme aimed at restructuring
.  By this time the Regional Health Funds were replaced by one central National Health Fund.  The objective was to provide for competition and to ensure changes in financial management and prevention of continuing accumulation of debts.  The programme included proposals for:

· debt management

· HR management

· commercialisation of independent healthcare facilities

· exchange of debts for capital shares

· provision for bankruptcy

· waiving in terms of debts to the state 

The plan included the detailed gathering of information, analysis of the legal requirements, an information campaign and a schedule of tasks to be performed.  This one time assistance was to be in line with EU regulations in view of the Poland’s approaching membership.

A new debt clearing programme was based on a law passed in 2005
 and provided for a system of state loans to be used to clear both civil and public debts incurred during the period 1 January 1999 to 31 December 2004.  Three categories of debts were recognised.  Firstly, debts from unpaid salaries arising from the so called “203” law which provided for salary increase for all health care employees but failed to ensure any mechanism for this payment or to indicate its source.  Secondly, debts owed to the state from unpaid taxes and social insurance on behalf of employees and finally debts to commercial creditors.  The loans were conditional upon the submission of and the local government approval of a restructuring plan.  The programme had a budget of 2.2 billion PLN and loans were administered through a commercial bank.  The law was updated to ensure that all of the loan funds could be utilised.

The Ministry of Health provides regular reports to Parliament on progress with the programme.  In January 2008 the Government forwarded to Parliament a Ministry of Health report on the implementation of the health care restructuring programme dated September 2007.
  By this date 541 decisions were issued, 553 facilities participated in the scheme and 1.65 bln was granted in loans.  In terms of impact 99% the “203” law debts to employees were cleared and 95.1% of funds targeted at improvement were utilised.  The overall reduction in debts beyond their due date was 2.62 billion PLN and the number of facilities without overdue debts has risen systematically, albeit slowly to 53%.  Although facilities had instigated restructuring programmes they contained no audit instruments and there is no way of evaluating remedial action.  A total of 46% (261) facilities which participated in the programme had completed their projects.  A further report submitted in December 2008
 indicated that 1.95 billion of the loan funds had been taken up by the end of June 2008 leaving 11%.  Of the 565 facilities that participated in the programme 521 (96%) had completed their restructuring plans.  

Implementation of the restructuring programmes provided for waiving of part of the loan.  There were two alternatives either waiving of 70% of the loan with re-payment of 30% with interest (option I) or waiving that part of the loan which related to the “203” law debt to employees provided that the facilities which preferred this alternative withdrew any claims against the state or the NFZ in regard to this obligation (option 2).  The report indicated that so far 192 facilities opted for the first solution while 167 chose the second.  The December 2008 report stated that a total of 966 million PLN of the loan repayments had been waived.  An update of the public assistance and restructuring law provided for full waiving of the loan in certain circumstance and 61 facilities made use of this possibility in relation to 186 million PLN.  The report also drew attention to the hyper-liquidity resulting from the loan programme which was a cause for concern.

The Ministry of Health concluded that the law and its provisions had enabled payment of the outstanding “203” obligation and freed the National Health Fund and other potential state bodies from this threat.  The impact of financial restructuring was already evident in the decrease in overdue debts and in the small but definite decrease in overall debt.  However, the improved debt situation was unlikely to be maintained unless further actions were to be taken to slow down the rate of indebtedness and might only be temporary related to the provisions of the law and therefore further actions were deemed necessary.

In a review of the implementation of debt the clearing programme the Supreme Chamber of Audit (NIK)
 the auditors identified a number of failures:

· Issues with the restructuring plans:

· errors in development and implementation of plans

· unrealistic and plans approved which were unlikely to provide efficiency and effectiveness ( 31% of facilities examined)

· restructuring decision taken despite unfulfilled conditions (10% of facilities examined)

· insufficient resources for implementation of plans

· technical issues – prolonged implementation of IT systems, delayed adaptation of buildings

· completed of less than half of the plan (47% facilities examined)

· financial impact worse then predicted (71% of facilities examined)
· Governance issue:
· insufficient supervision over plans and monitoring by funding entities
· inadequate support from the Ministry of Health to academic and research institutions (by contrast good from local authorities to their healthcare facilities)
· failure to close failing facilities

· insufficient action to prevent further indebtedness

The overall evaluation was negative although the auditors gave a positive evaluation with regard to the way that the loan funds had been used to clear existing debt.  Additionally, 

The NIK called greater supervision in particular with regard to financial management of healthcare institutions.
	Restructuring


Hospital ownership transformation into entities subject to commercial law has been taking place despite the absence of specific regulations and has been based on a number of provisions concerning local authorities as well as health care institutions.  This is a process of commercialisation rather than privatisation.  Ministry of Health information on these changes for the period 1999-2008 shows their scale and to some extent their impact 
 (Table 4).

Table 4: Healthcare institutions ownership status (1999-2008 mid)

	
	Total
	Hospitals
	Hospital Units*
	Ambulatory

	All public healthcare institutions
	2581
	665
	
	1916

	Independent Public healthcare institutions
	1635
	634
	
	1001

	Transformed healthcare institutions 
	280
	65 (9.7%)
	50
	165



Source: Ministry of Health


*in some hospitals certain units have an independent status

The largest number of transformations, about two-thirds of all, was implemented by district and city councils with ambulatory facilities dominating the picture in cities and hospitals and hospital units being transformed more frequently in districts.  Transformation activity at the gmina (sub-district level) and the provincial level occurred less often and accounted for 28% of transformation.

The highest number of transformations of hospital units occurred in 2003 (10) and this type was most frequent in Wielkopolskie, Łódzkie, Śląskie and Małopolskie provinces.   Similarly, for ambulatory facilities the highest number was in 2005 (44) most frequently in Śląskie, Łódzkie, Małopolskie and Świętokrzyskie provinces and an increase in hospital transformations is evident since 2007 (20) most frequently in the Dolnośląskie, Kujawsko-Pomorskie, Warminsko-Mazurskie and Lubuskie provinces.  No transformations were noted during the period 1999-2008 (mid) for 3 provinces: Mazowiekcie, Podkarpackie and Zachodniopomorskie.

Debts and other financial obligations of the transformed facilities were taken over by the founding organ.  In the case of local authorities this included 119 facilities with 479 mln PLN debt which represented 5% of total debt at the end of June 2008.  Comparison of the financial situation of transformed facilities and those that remained as public sector institutions showed that in a sample of 115 public institutions 70% were in debt, while of 85 transformed institutions only 10% were in debt (representing 1% of the total debt June 2008).  Not only were these institutions able to remain out of debt, but they had a higher turnover while fulfilling the same functions as the indebted public institutions.  Ownership transformation provided for more rational financial management in the opinion of the Ministry of Health.

Local governments are interested in this form of management.  Some districts are waiting for investors who would rent the hospital and look after patients from that territory and if this does not work they would then hope to restructure.  However local governments have suspended restructuring until new regulations are in place and they are also waiting for further government funding.

The commercialisation initiative
The government was convinced that commercialisation is an effective means of improving efficiency and of avoiding chronic indebtedness.  The need for decisive action was reflected in the draft legislative initiative, brought by Members of Parliament from the Citizens Platform (PO the major partner of the governing coalition) submitted in January 2008.  The draft Law on Health Care Institutions contained provisions for transformation of the public health care institutions into shareholder or limited companies subject to the company law and commercial code regulations intended to improve financial management and accountability of public sector health providers.

The initial draft left the decision on commercialisation to the founding entity and provided that 51% of shares would have to remain in the hands of the local government and in the case of academic institutions this cut-off was increased to 75%, ensuring that facilities remained within majority public ownership.  There were a number of other provisions designed to ensure that there would continue to be appropriate capacity and provision for the public
.  Subsequently, the government proposed an amendment making commercialisation obligatory and the barrier preventing full privatisation was removed leaving this decision entirely in the hands of local governments
.  

With the debt at the level of 10 billion PLN a political decision was made to undertake a new wave of debt clearing.  The Prime Minister was not pleased when this information was first leaked since this could be taken as a signal for getting into more debt.  The process is to be aligned with restructuring to shareholder ownership by the local authority.  The government discussions included a number of possibilities and alternatives.

Debts to the state could once again be waived partially or in full.  Other debts could be cleared through a loan taken by the state treasury in the form of government treasury bonds leading to a decrease in debt of 20-30% within 3 years.  A selected bank could buy up the debts and treat it as a loan made to the state or a credit line could be established for the local governments to negotiate with creditors.  Facilities which reach an agreement with creditors for total repayment of less then the outstanding debt could gain additional help from the State most probably in the form of credit guarantees (perhaps solely for the facilities with the worst debts).  There was also a proposal that for every 1 PLN reduction negotiated with creditors the state budget could contribute 2 PLN.  The preference of many hospital managers is for help in the form of cheaper credit rather than for cash, which could then be used to pay off very expensive high interest loans (this is the case for those managers who have achieved financial stability but who have already taken expensive loans).  It was suggested that the Industrial Development Agency (an entity established by the Treasury) take responsibility for restructuring and be ready to step in if the hospital director is unable to develop a remedial programme, even to the extent of putting in place a new management team.
 
 

There were discussions with the Ministry of Finance regarding waiving of the corporate income tax for two years for all hospitals which will restructure into companies.  In order to maintain a competitive environment, however the Minister of Health believes that this proposal should cover the provision of all health services and not just those available in hospitals undergoing transformation
.

The Prime Minister Donald Tusk said that there must be more money for health.
  An additional 4 billion PLN per year over the next two was expected to come from economic growth.  Furthermore, the intention is to raise the NFZ contribution by 1% in 2010 but in order that this is not wasted hospitals must have a real manager since currently, the local government does not have full managerial capacity and is limited in the steps that can be taken, which contributes to indebtedness.  The PM said that first step would be communalisation meaning a transfer of facilities with company status to local governments.  Subsequently, they may remain in local government ownership as such or may be fully or partially privatised as public-private partnerships or workers co-operatives.  Before the local government can take on full ownership status they need help to clear the current debt.
No change in structure can remove the right of access to health services in a given hospital and the objective is improvement in quality rather than a focus on the actual ownership.  Failure to act will lead to wild privatisation of facilities, which is already occurring on the quiet following bankruptcy and Creditor takeover’s, debt trading and bailiffs’ seizing of assets.   According to the Prime Minister during the previous government’s tenure this was the fate of 50 hospitals, 140 health centres and 30 hospital units.  The only beneficiaries in this environment are those who own the debt.

The Prime Minister maintained that the government does not plan privatisation and.  The Citizens Platform believes that the current situation allows for financial failure, closure or wild privatisation and that their proposal will protect health care institutions.

In the opinion of the Ministry of Health clearing debts for hospitals without changing their ownership status with clear accountability by local governments (so far they are solely fictional owners of their facilities) would allow for repetitive indebtedness.  The establishment of companies subject to the commercial code ensures certain rules and provides those instruments, hitherto unavailable to local governments, which can ensure appropriate financial management.  The fact that the facility can become bankrupt has a disciplining effect on both management and employees.  The local authorities will continue to be responsible for ensuring health services are available for their citizens whoever owns the facilities in their territory.  Nonetheless the Ministry of Health is convinced that the majority of hospitals will remain in local government hands.
 

The plan excluded academic hospitals even though they have the highest debt.  Although the rectors of the medical academies are in charge they have has no instruments of control nor do they have real financial accountability. The MOH has not yet decided if they should take back the academic hospitals which have the greatest debt problem
.
The government coalition partner the Polish Farmers Party (PSL) accepted commercialisation of hospitals except for oncology and cardiology services and the PO has stated that speciality referral hospitals would not be transferred.

The political and social response

The government faced tough opposition and was accused by the major opposition Law and Justice (PIS) party of breaking their election pledge that they would not privatise the health service and of intending to perpetrate a similar fraud as they believe took place with wild privatisation of state assets in 1989.  They fear that privatised facilities will blackmail patients with additional charges.  The President who is associated with the PIS stated that he will not allow privatisation to occur.
 
  The other minor opposition (leftist) parties also stated their opposition to privatisation expressing the fear that private facilities will place good financial results above the good of patients and their intention to establish a “Stop Hospital Privatisation” committee and expressed the view that the PO had no vision of reform.
  The opposition parliamentarians in the Health Committee complained about the pace and process of proceeding with the draft law.

The Association of Polish Districts (Związek Powiatow Polskich) stated that the local authorities will wait and see what happens and if nothing new happens many of them will restructure their facilities according to current regulations.  In their expert’s opinion transformation should be obligatory. 
 

Opposition was also expressed by trades unions who do not want changes.  Health care employees fear any loss of privileges resulting from the change in the status quo.  The Solidarity Trades Union made a strong protest stating that profit will become the priority for providers instead of healthcare and that such restructuring will infringe the right of equal access since richer local governments will provide better care then poorer ones.  The OPZZ (All Poland Trades Union) felt cheated and questioned the purpose of the earlier consultation since such an unacceptable course had been decided upon.
 

In its opinion Lewiatan the Confederation of Private Employers pointed out that there was some incompatibility in the law concerning which level of local authority would be able to establish entities subject to company law.  It seemed that this was to be the province.

In their position concerning restructuring the Physicians and Dentists Chamber (representing medical and dental practitioners) stated their disapproval on the lack of wide social consultation on the draft law.  They further stated that they had been calling for the establishment of principles governing ownership transformation for a long time and had expressed their support for creating possibilities for transformation of healthcare facilities companies.  However they were concerned that until systemic solutions to the problem of debt were found and funding became adequate transformation could present a danger to staff and patients alike.
 
Response to the government proposals by experts has been split.  Some believe that this is privatisation and others say that if the owner is the local authority that this is still public.  Transformation into a company is seen as a useful instrument of management and in those cases were transformation has already taken place selling off of the facilities is rare. Privatisation following restructuring cannot be excluded but the local government will continue to be responsible for health services in their area ad the provincial governor will still have to approve the closure of any hospital department.  Privatisation does not mean that there will be payment since private facilities can have National Health Fund (NFZ) provider contracts.  Currently such contracts constitute the major source of income of most non-public hospitals.

The final restructuring provisions

The final draft Law on Health Care Institutions and was to have come into effect on 1 January 2009 with the provision that hitherto independent public health care institutions (SPZOZ) would cease to exist and would have two years to be transformed into capital based companies by 1 January 2011.

The draft law also provided for financial restructuring of the SPZOZ prior to their transformation into companies.  Each facility would have a one off evaluation of assets and financial review covering the period 2005-2008 which would be used to place them in one of three categories A (good financial performance), B (adequate financial performance) and C (others).  For the first two groups all debts to the state as of 31 December 2007 would be voided at the point of entry to the Companies Register as an incentive to transform status.  In order to be eligible for this debt voiding facilities in group C would have had to submit an improvement plan.  The regulation provided for State Treasury loans, serviced through the Bank Gospodarstwa Krajowego (a bank which previously administered the restructuring loans and grants), for a period not exceeding 10 years.  These loans could not have exceeded the level of debts to non-state entities existing on 31 December 2008.  Furthermore, this maximum level should be lowered by the amount of any debt reduction agreements made with creditors.

An important component of the programme was the debt reduction agreements.  Facilities would have to make a list of creditors and then reach agreement with those representing over 50% of the value of the debt on partial waiving of the debt.  The agreements would also include remaining creditors and this would have a duration of 5 years.  The idea is that these agreements will provide for total or partial voiding of the debt or of the interest and for rescheduling or delaying repayments.  The state would act as guarantor of the agreements providing that the capital or interest repayment has been waived or rescheduled, however the condition sine qua non is that some of the debt would be waived.  In order for facilities in the C group to benefit from this type of support they must implement their improvement plans.
 

The government had a majority in Parliament sufficient to pass the legislation on 6 November 2008, but not enough to overturn the President’s veto of 26 November.  

The President’s veto

The President had declared his intention to use his veto all along.  Those against the restructuring provisions appealed to him to use the veto.  Representatives of the trades union justified their request for the veto based on merit and procedural concerns.
  These were

· obligatory transformation

· no minimum public share

· insufficient guarantee of access

· no free shares to employees

· insufficient protection against closure or liquidation

· against differentiation of financial assistance according to category

· unclear impact of various provisions

· use of Member of Parliament imitative rather than government initiative in order to avoid consultation and dialogue

· inadequate opportunity to present position and amendments at Health Committee sittings

The main thrust of the justification of the Presidential veto
 echoed some of the trades unions arguments and was aimed at the restructuring measures which would impose transformation of facilities in the public sector into commercial entities with no mechanism to provide for influence by state bodies over these facilities.  The President indicated that no arguments had been put forward to justify such measure nor had their impact on patients been explored.  Forcing commercial status on health facilities would threaten the patient care which would become secondary to the profit motive as the primary objective.  Furthermore public and private facilities would not be treated equally since the law contained detailed regulations governing the public sector, while the private sector was not so bound.

The president further stated that the new commercial status, in the absence of measures to guarantee access, would be unconstitutional.  Privately owned facilities were liable to cream off low risk patients leaving public facilities at a disadvantage.  If public facilities were to be restructured into private facilities the state should retain influence upon the existence and functioning of transformed facilities.  Since more than half of health care institutions were free of demandable debts the President could not see any need for such restructuring and expressed his concern over the potential loss of influence.

Despite some discussions with the minority opposition party Sojusz Lewicy Demokratycznej (SLD – Democratic Alliance of the Left) that they might be prepared to vote with the government providing that the hospital buildings would remain in local government ownership and that the provider companies would lease them the Presidential veto was upheld by Parliament on 19 December 2008.  The President used his veto for three of the six health sector laws in the package passed by parliament.  However since one of these was an omnibus implementing law none of the three laws signed by the president came into effect.

Restructuring Plan B

In anticipation of the Presidents veto the Ministry of Health together with the Ministry of Finance prepared plan B in terms of restructuring which they called “ Saving Polish Hospitals”.  This programme also involves the provincial governors (Wojewoda’s), the Bank Gospodarstwa Krajowego, the National Health Fund and the National Credit Guarantee Fund.  The objective of the programme is to provide a different route to transformation of health care institutions if the legislative route was blocked by veto.
  

The instruments to be used include;

1. repair programmes prepared by local authorities (founding bodies of health care institutions

2. evaluation of adequacy and feasibility of programmes

3. approval by Wojewoda’s and signing contracts with the MOH and MOF

4. transformation into commercial entities and implementation of repair programmes

5. for participating local authorities the following possibilities of debt reduction will be available:

a. waiving of debt or grant for re-payment

b. state as guarantor following agreement with creditors

c. bank loan

A counter plan was proposed by some opposition parliamentarians.  The Minister of Health indicated that draft amendment to the Law on healthcare institutions proposed by this group was a return to proposals from 2005 which would limit non-public ownership to one-quarter, restructuring would not be obligatory and therefore the problems of inadequate financial management and instruments would remain.  The current regulations for independent self-governing hospitals are an incompatible hybrid and they are also incompatible with public-private partnerships.  In the Minister’s opinion the proposals do not solve issues of accreditation and they leave too much administrative power in the hands of clinical department heads which is a cause of lack of organisational flexibility.  Social Committees which represent employees would remain at a cost of 34 million PLN.  These have no real influence on decisions but slow them down.  There is no differentiation made between health care institutions in terms of financial assistance.  An individual company benefiting from public funding could not use their facilities for any private care, but another company could use the same facilities concurrently and have an unfair competitive advantage.  There is also no possibility to close down a failing facility which is acceptance and allowance for indebtedness effectively.
 

	Conclusion


The health care system is under funded, but before any additional funds are mobilised there must be certainty that existing funds are used responsibly and efficiently.  Experience has shown that indebtedness is a recurring or rather continuing problem.  Available information suggests that the current organisational structure and legal positioning of health care institutions is inadequate for their purpose and that there is a need for greater accountability and governance.  Successive debt clearing exercises have created a perverse incentive for hospital managers; there is no need to practice efficiency when third parties cover debts as a reward for poor management.  There is little incentive for effective and efficient management if there no accountability and no negative consequences for those in charge.

Commercialisation, a flagship policy of the present government is an attempt to remedy the situation.  However, there is no clear definition of commercialisation and privatisation and no legal codification of these concepts.  There is no certainty that restructuring by itself will lead to improvement.  Further, in terms of public communication the policy has not been promoted sufficiently to convince the public or health sector employees of its value.  Since commercialisation requires an initial step of closure there is a fear of loss of access to services or introduction of out of pocket payments by the new commercial entities.  While local government experts and many hospital mangers are in favour of these changes, opposition politicians and trades unions remain not only sceptical but firmly against any such changes viewing them as de facto privatisation.   Failure to pass the legislation paving the way for compulsory commercialisation has not stopped the government from implementing the policy on a voluntary basis with financial incentives to encourage this endeavour.  Commercialisation cannot be an end in itself – it is only an instrument of behavioural change.

A separate issue is that of contracting standards and practices identified as a major cause of indebtedness.  This is a matter for the National Health Fund and the introduction of a new payment system based on the British Health Resource Groups was implemented in July 2008.  It is too early to say if this new system will contribute to the improvement of the debt situation.  A source of friction and instability is the separate flows of funding for health care employee salaries.   Rather than the contracts covering the global costs of providing services there is an additional stream of funding from the NFZ for salaries.  Failure to rectify this anomaly will perpetuate this source of indebtedness. 

Government plans to introduce competition on the payer side by dividing the NFZ into six or so separate funds may also have an impact on the financial management of health care institutions.
Changes in the way that health insurance contributions are levied from the farming community may also lead over time to improved funding levels.  However this is a sensitive political issue for the Polish Farmers Party the minor governing coalition partner.
The importance of the health sector in local and national politics is growing.  Health issues may have a decisive impact on voting preferences in future elections.  The Presidential election is in two years and parliamentary elections in three years.  Genuine differences in policy direction are accompanied by political posturing.  Debt is not the only problem in health care and it is access issues that affect the electorate most directly.  Any success with restructuring and prevention of further accumulation of debt will not provide the short-term impact for patients that could improve the government’s ratings.  However, any benefits accruing from restructuring would only be visible over the medium or longer-term.
The current global recession which has also caused economic slowdown and rising unemployment in Poland is likely to have a negative impact on health care funding and this has to be factored in to the assessment of finances of the coming years.
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