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Key findings

Demand on healthcare services in Georgia is largely driven by
rising prevalence of age-associated diseases and improved
accessibility, supported by increased government spending.

Public health spending increased almost 3x times to GEL 2.0bn
over 2014-22, reducing share of out-of-pocket payments from 66% to
51% of total health expenditure in Georgia. This ratio is still high
compared to EU (16%) and peer EM countries in the region (36%).
The government plans to reduce share of out-of-pocket health
expenditures to 30% of total by 20301

Hospital sector in Georgia shows low efficiency. Number of
hospital beds stood at 5.6 per 1,000 people in 2021, above peers and
many high income countries globally. With oversupply of hospital
beds, occupancy rate was low even in the pandemic years (55% in
2021).

Utilization of primary healthcare is still low in Georgia, despite
significant improvement in accessibility over the last decade.
Outpatient contacts per person stood at 4.0 in 2021 in Georgia vs 7.0
in EU.

Georgia faces oversupply of physicians and undersupply of
nurses, with only 1 nurse per physician in Georgia vs 2-5 nurses in
European countries. As a result, Georgian doctors are 3 to 5 times
less productive than peers in terms of patients treated annually.
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The profitability of the healthcare sector has improved in 2021
(boosted by increased government spending on the covid-19
management) after continuously deteriorating for several years.
EBITDA margin reached 17.1%, while average net profit margin hit
14.6% in 2021. With introduction of DRG, profitability margins are
expected to stabilize on healthy levels in the medium term.

The government implemented a new funding model of UHC -
Diagnostic Related Grouping (DRG). DRG model determines
reimbursement based on patient’s diagnosis and various other factors
(e.g. age, gender, health complications, etc.).

The DRG model is expected to enhance efficiency and
sustainability of healthcare system, increase transparency, create
healthy competition between hospitals, boost consolidation and
reduce market fragmentation.

DRG model comes with its risks. If the incentives for cost reduction
are too strong, without sufficient capacity of quality control, DRG can
lead to reduced quality of care. Furthermore, it can slow down the
adoption and use of technological innovations and create deficiency
of certain medical services on the market.


https://web-api.parliament.ge/storage/files/shares/Komitetebi/jandacva/jand-sist-2030/Health-Strategy-2030-eng.pdf
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Healthcare system in Georgia, 2021
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Increased government spending since 2013 boosted healthcare
expenditures in Georgia

State healthcare spending increased almost 3x times GEL 2.0bn over 2014-22. Increased government funding and development of private insurance
sector reduced share of out-of-pocket spending in total health expenditure by 15ppts to 51% over the same period. Out-of-pocket payments (mainly
spent on medicines) are still high in Georgia compared to EU (16%) and peer EM countries in the region (36%). According to Vision for Developing
the Healthcare System in Georgia, the government aims to reduce share out-of-pocket health expenditures to 30% by 2030.
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UHC accounts for half of total GEL 2.8bn revenue, generated by the
private healthcare sector in 2022

Private healthcare sector revenues, GEL bn Profitability of private healthcare sector
UHC and other operating income —o—EBITDA margin —e—Net profit margin
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Scale is one of key success factors of operational and financial
efficiency, though sector is still highly fragmented

Market shares by hospitalizations, 2021 Market shares by revenue, 2021
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New funding model of hospital and emergency services —
Diagnostic Related Grouping (DRG)

The government introduced a new funding model of UHC - Diagnostic Related Grouping (DRG) in January 2023. DRG model determines
reimbursement based on patient’s diagnosis and various other factors (e.g. age, gender, health complications, etc.). The DRG model is expected to
enhance efficiency and sustainability of healthcare system.

Before the DRG DRG model
o, &) : : - . : The hospital gets a predetermined amount based on the
Jor The hospital gets paid per each specific service provided [% diagnosis, adjusted based on a variety of factors
C) Creates incentive for hospitals to over-treat patients (:) Engourages IOE{PUEE!S D) [DEEITE MO ERIZIET I fealing
patients
009 Large number of new small hospitals emerged, causing OO0 Scale becomes key factor of successful performance,
oo |nefficiency ala enhancing consolidation and reducing market fragmentation
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Risks and advantages of Diagnostic Related Grouping (DRG)

Advantages Risks Does not affect
Creates healthy competition between If cost reduction incentives are too strong, DRG
hospitals — new hospitals do not have unfair can lead to reduced quality of care without Primary healthcare
advantage in tariffs anymore. sufficient capacity of quality control.

In medium and long term, increased
profitability margins expected for the sector,
due to increased government spending and
sector consolidation.

DRG may not provide sufficient incentives to
encourage the adoption and use of Human resources
technological innovations in health care.

Dynamic pricing that follows costs in real May create deficiency of certain medical

: : Pharmaceutical market
time. services.
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Georgia has one of the highest levels of private ownership of
hospitals, ahead of many developed and EM countries

Healthcare industry in Georgia is dominated by private sector. 86% of hospitals are owned by for-profit private entities, while remaining 14% (mostly
specialized hospitals, such as psychiatric, tuberculosis and penitentiary hospitals) are still operated by public institutions.

Distribution of hospital infrastructure by ownership type

® Public = Private, for-profit Private, not-for-profit
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Number of hospital beds continue rising, reaching 20.6k beds
(5.6 per 1,000 people) in 2021

Privatization aimed at eliminating excess hospital beds, a Soviet Union legacy, and renovating the remaining. As a result, the number of hospital
beds decreased to 3.0 beds per 1,000 persons in 2012. However, after replacement of old facilities, sector moved to expansion phase, reaching 5.6
beds per 1,000 people in 2022 (or 20.6k in absolute terms).
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Georgia’s bed occupancy rate in hospitals stabilised at average 51% over
2013-20, reaching 55% in 2021 due to increased Covid hospitalisations

Georgia’s bed occupancy rate increased to 63% in 2012, supported by consolidation in the sector. However, with new hospitals built, bed occupancy
rate dropped to 50% in 2013 and remained flat since, until reaching 55% during the covid-19 pandemic. Occupancy rate in Georgia is far below EU
(77%) and CIS average (83.4%) indicators, showing inefficiency.

Hospital bed occupancy rate in Georgia
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...and in peer countries
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Thilisi, Imereti and Adjara have highest number of beds relative to

population

Bed occupancy and average length of stay by region, 2021

Region

Thilisi

Imereti

Kvemo Kartli

Adjara

Kakheti

Samegrelo & Zemo Svaneti
Shida Kartli
Samtskhe-Javakheti

Guria

Mtskheta-Mtianeti
Racha-Lechkhumi & Kvemo Svaneti

Source: NCDC
Note: regions are sorted by size of population
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Despite the improvement, outpatient facility utilization is low in
Georgia

Primary healthcare is highly effective and efficient way to reduce pressure on hospitals, prevent/manage communicable and non-communicable
diseases and reduce share of complicated/fatal cases.

Georgia posted 4.0 outpatient contacts per person annually in 2021, significantly lower than EU and neighbouring countries’ average indicator.
Insufficiently developed primary care facilities is one of the reasons behind low use of outpatient services, which forces patients to head directly to
hospitals. High level of self-treatment with over-the-counter drugs is another hurdle for primary service providers.
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Outpatient contacts per person is at adequate level in Thilisi, but
very low in other regions due to underdeveloped outpatient facilities

Outpatient contacts by region, 2021

Region

Thilisi

Imereti

Kvemo Kartli

Adjara

Kakheti

Samegrelo & Zemo Svaneti
Shida Kartli
Samtskhe-Javakheti

Guria

Mtskheta-Mtianeti

Racha-Lechkhumi & Kvemo Svaneti

Source: NCDC
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There is inadequate distribution of medical staff in Georgia, with
oversupply of physicians and undersupply of nurses

Georgia has one of the highest and growing number of physicians among peers, reaching 6.1 per 1,000 people in 2021, twice as high as OECD
average. Meanwhile, there is lack of nurses, with only 1 nurse per physician in Georgia vs 2-5 nurses per physician in European countries. The trend is
expected to continue as Georgian education system keeps admitting excessive number of students on one-cycle and residency medical programs,
while admission of students on nursing programs in VET institutions is dropping.
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Terms & Definitions

Term

Inpatient care

Outpatient (ambulatory)
care

Bed occupancy rate

Hospitalization

Average length of staying

Outpatient contacts
Out-of-pocket payments
GWP

MoH

MoF

NCDC

OECD

WHO

GALT & TAGGART

Definition
Care for a patient who stays for a minimum of one night in the hospital or other institution providing inpatient care

Medical care provided on an outpatient basis (without hospitalization), including diagnosis, observation,
consultation, treatment, intervention, and rehabilitation services

Total utilized bed-days x 100
Number of beds x 365

Average number of days when hospital bed was occupied as %
of available 365 days

Admission in a hospital for a minimum period of 24 consecutive
inpatient care hours

Total number of occupied hospital bed-days

Average number of days that a patient stays in a hospital — :
Total number of admissions or discharges

The number of visits to health facilities for outpatient (ambulatory) care during a year
Direct payments made by individuals to health care providers

Gross Written Premium

Ministry of Internally Displaced Persons from the Occupied Territories, Labour, Health and Social Affairs of Georgia
Ministry of Finance of Georgia

National Center for Disease Control and Public Health
Organisation for Economic Co-operation and Development

World Health Organisation
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Total health expenditures as % of GDP

Annex 1

Current healthcare expenditures as % of GDP in 2019
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Annex 2: Average length of stay in hospitals

Generally, shorter length of stay in hospitals means higher efficiency. However, it is misleading in Georgia, as shorter length of stay could be
explained by underdeveloped primary healthcare and hospitals’ incentives to over-treat patients, changing outpatient cases into short-length
inpatient cases, reducing average indicator.

Average length of stay in hospital, days Average length of stay in hospital by country, days
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Annex 3. Number of hospitalizations

Number of hospitalizations, ‘000 Number of hospitalizations by disease group, 2021
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Annex 4: Profitability margins of medical companies in Georgia

Profitability of selected companies, 2021
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Source: SARAS, Galt & Taggart
N=50, the selected 50 companies account for 51.3% of sector revenues and 50.7% of hospitalizations, according to 2021 data.
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Disclaimer

This document is the property of and has been prepared by JSC Galt & Taggart ("Galt & Taggart"), a member of Bank of
Georgia Group PLC (‘Group”) solely for informational purposes and independently of the respective companies mentioned
herein. This document does not constitute or form part of, and should not be construed as, an offer or solicitation or
invitation of an offer to buy, sell or subscribe for any securities or assets and nothing contained herein shall form the basis
of any contract or commitment whatsoever or shall be considered as a recommendation to take any such actions.

Galt & Taggart is authorized to perform professional activities on the Georgian market. The distribution of this document in
certain jurisdictions may be restricted by law. Persons into whose possession this document comes are required by Galt &
Taggart to inform themselves about and to observe any and all restrictions applicable to them. This document is not
directed to, or intended for distribution, directly or indirectly, to, or use by, any person or entity that is a citizen or resident
located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be
contrary to law or regulation or which would require any registration or licensing within such jurisdiction.

Investments (or any short-term transactions) in emerging markets involve significant risk and volatility and may not be
suitable for everyone. The recipients of this document must make their own investment decisions as they believe
appropriate based on their specific objectives and financial situation. When doing so, such recipients should be sure to
make their own assessment of the risks inherent in emerging market investments, including potential political and
economic instability, other political risks including without limitation changes to laws and tariffs, and nationalization of
assets, and currency exchange risk.

No representation, warranty or undertaking, express or implied, is or will be made by Galt & Taggart or any other member
of the Group or their respective directors, employees, affiliates, advisers or agents or any other person as to, and no
reliance should be placed on, the fairness, accuracy, completeness or correctness of this document and the information
contained herein (and whether any information has been omitted from this document) and no reliance should be placed on
it. This document should not be considered as a complete description of the markets, industries and/or companies referred
to herein. Nothing contained in this document is, is to be construed as, or shall be relied on as legal, investment, business
or tax advice, whether relating to the past or the future, by Galt & Taggart any other member of the Group or any of their
respective directors, employees, affiliates, advisers or agents in any respect. Recipients are required to make their own
independent investigation and appraisal of the matters discussed herein. Any investment decision should be made at the
investor's sole discretion. To the extent permitted by law, Galt & Taggart, any other member of the Group and their
respective directors, employees, affiliates, advisers and agents disclaim all liability whatsoever (in negligence or otherwise)
for any loss or damages however arising, directly or indirectly, from any use of this document or its contents or otherwise
arising in connection with this document, or for any act, or failure to act, by any party, on the basis of this document.

The information in this document is subject to verification, completion and change without notice and Galt & Taggart is not
under any obligation to update or keep current the information contained herein. The delivery of this document shall not,
under any circumstances, create any implication that there has been no change in the information since the date hereof or
the date upon which this document has been most recently updated, or that the information contained in this document is
correct as at any time subsequent to the date on which it is supplied or, if different, the date indicated in the document
containing the same. No representation or warranty, expressed or implied, is made by Galt & Taggart or any other

GALT & TAGGART

member of the Group, or any of their respective directors, employees, affiliates, advisers or agents with respect to the
accuracy or completeness of such information.

The information provided and opinions expressed in this document are based on the information available as of the issue
date and are solely those of Galt & Taggart as part of its internal research coverage. Opinions, forecasts and estimates
contained herein are based on information obtained from third party sources believed to be reliable and in good faith, and
may change without notice. Third party publications, studies and surveys generally state that the data contained therein
have been obtained from sources believed to be reliable, but that there is no guarantee of the accuracy or completeness
of such data. Accordingly, undue reliance should not be placed on any such data contained in this document. Neither Galt
& Taggart, any other member of the Group, nor their respective directors, employees, affiliates, advisors or agents make
any representation or warranty, express or implied, of this document's usefulness in predicting the future performance, or
in estimating the current or future value, of any security or asset.

Galt & Taggart does, and seeks to do, and any other member of the Group may or seek to do business with companies
covered in its research. As a result, investors should be aware of a potential conflict of interest that may affect the
objectivity of the information contained in this document.

Unauthorized copying, distribution, publication or retransmission of all or any part of this document by any medium or in
any form for any purpose is strictly prohibited.

The recipients of this document are responsible for protecting against viruses and other destructive items. Receipt of the
electronic transmission is at risk of the recipient and it is his/her responsibility to take precautions to ensure that it is free
from viruses and other items of a destructive nature.
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