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2026 Federal Funding Legislation:
Takeaways for Health Care Access, Safety Net
Providers, and State Budgets

On February 3, President Trump signed the Consolidated Appropriations Act (CAA), 2026, an omnibus
appropriations package with major implications for health policy on several fronts. The legislation rejected
some of President Trump’s most dramatic proposed cuts to public health infrastructure and included initial
steps toward long-awaited pharmacy benefit manager (PBM) reforms plus a few brighter spots for state
budgets and safety net providers and key investments in nutrition and health. The Act, however, failed to
incorporate an extension of the now-expired enhanced Premium Tax Credits (PTCs) that help millions
afford ACA marketplace plans. Read on for more on the ups and downs of the legislation, including
takeaways for state budgets as state legislative sessions get underway.

Key Public Health Agencies Survive Attempted Trump Cuts

In general, Congress rejected President Trump’s proposed cuts to the nation’s health agencies. While the
President’s Budget gets a lot of attention, that budget is just a proposal. Under the U.S. Constitution, Congress
holds the true power over the federal government’s spending (even if the Trump Administration’s actions suggest
otherwise). The CAA provides $116.6 billion for the Department of Health and Human Services (HHS) for fiscal year
2026, a $210 million increase over 2025 funding, and $33 billion higher than the President requested. In addition to
rejecting many of the President’s proposed cuts, Congress also rejected the proposed consolidation of the
Substance Abuse and Mental Health Services Administration (SAMHSA) and Health Resources and Services
Administration (HRSA) into an Administration for a Healthy America, as well as the elimination of the
Administration for Community Living (ACL). Congress rejected this proposal and instead continued to fund each of
the agencies at similar levels as compared to 2025.

Despite Congress’ reaffirmation of the current structure of HHS, the White House has made clear that some of
these issues are still open questions from their perspective. The President or Secretary Kennedy could still
announce that they are re-organizing HHS through other strategies, such as authorization legislation or more
layoffs of HHS staff. However, as we get closer to the midterm elections, observers have noted a decline in
Kennedy’s power to unilaterally pursue politically frought elements of his agenda, making such a shakeup
potentially less likely.
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Interplay with State Budgets

Positive Developments for Providers that Serve Lower Income Communities and Medicare Members

While the cuts to Medicaid included in last summer’s budget reconciliation bill (H.R. 1) continue to move
forward, the recent appropriations package includes funding for safety net providers and other key policies
that can provide a small bit of relief to state Medicaid programs. For example:

e Maedicaid DSH. The legislation extends Medicaid Disproportionate Share Hospital (DSH) allotments
through September 30, 2028, avoiding scheduled reductions. This preserves supplemental
payments to hospitals that serve high numbers of Medicaid enrollees and people who are
uninsured.

e Community Health Centers. The legislation allocates $4.6 billion to Community Health Centers
(CHCs) for the remainder of fiscal year 2026, which ends September 31, 2026, along with roughly
$1.2 billion in bridge funding to support CHCs for the first three months of fiscal year 27, through
December 31, 2026. Continued funding for CHCs and DSH payments are crucial to support the
infrastructure of health care providers serving low-income communities, especially as Medicaid
cuts loom and states grapple with how they will fill shortfalls or cut services to balance their
budgets.

e Telehealth. The legislation extends Medicare coverage for telehealth services to December 31,
2027. More flexible telehealth options under Medicare began during the COVID-19 pandemic. Since
then, Congress has acted to extend the flexibilities while it works out a permanent policy.
Important to safety net providers, the extension allows federally qualified health centers (FQHCs)
and rural health clinics (RHCs) to provide and bill for Medicare telehealth services.

Together, these policies could spell some relief for state budgets and safety net providers. As states stare
down the barrel of significant cuts to federal support for Medicaid, governors and legislators are acting now to
balance their budgets. The DSH and CHC funding, and the telehealth flexibilities that allow FQHCs and RHCs to
tap into Medicare, can provide a small reprieve that keeps state budget challenges from getting worse.

This is especially true when combined with state plans for the Rural Health Transformation Program. Nearly all
states included technology investments in their proposals, such as telehealth and remote patient monitoring. And
while the $50 billion rural health fund does not nearly make up for the $911 billion in cuts to Medicaid included in
H.R. 1, these efforts can help states lessen the impact. It may also free up budget room for the handful of states
that are considering offsetting some of the expired enhanced PTCs.

No Solution in Sight for Expired Enhanced PTCs

On the other hand, the legislation did not include extensions of the enhanced PTCs for enrollees in Marketplace
plans, and hope for a bipartisan solution in the near future has faded. Now expired, the loss of the enhanced PTCs
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is projected to cause 4 million people to lose health insurance,
placing yet more financial pressure on safety net providers that
treat the uninsured and state-funded health insurance programs
that make coverage accessible to low-income people who are
ineligible for Medicaid or subsidized marketplace plans.

Throughout the fall, the scheduled expiration of the PTCs in
December 2025 gained significant bipartisan attention, and it
looked like they might be extended. In December, four Republicans
— Brian Fitzpatrick (PA), Ryan Mackenzie (PA), Mike Lawler (NY), and
Rob Bresnahan (PA) — joined a Democratic discharge petition to
force a vote in the House on extending the enhanced credits. When

What is a discharge petition?
When members of the House
would like to move a bill, but the
bill is stuck in committee or the
Speaker of the House does not
want to bring it to the floor, they
may initiate a petition to discharge
the bill from committee and bring
it to the floor. Once the petition
has 218 signatures, the Speaker
must bring the bill to the floor for

consideration by all members of

the bill came to a vote in January, 17 Republicans joined all
the House.

Democrats in voting for the bill, and the bill passed on a vote of
230-196. However, the companion measure in the Senate lacks
sufficient Republican support to move forward. Currently, it is unlikely that the enhanced premium tax credits will
be extended.

Investments at the Intersection of Nutrition and Health

Notably, the CAA also included support for several programs aligned with state and federal efforts to respond to
the role of nutrition as a key determinant of chronic disease outcomes and costs. These included, for example:

e S$15 million in grants to be distributed through the Health Resources and Services Administration to assist in
the development of produce prescription programs to support maternal health.

e 52 million to support the continuation of the Office for the Assistant Secretary for Health’s (OASH’s) Food is
Medicine initiative.

e 515 million to support investment in nutrition-related research at the National Institutes of Health
(including $5 million for the Office of Nutrition Research and $10 million for the Office of the Director for
these topics).

e $7 million for the Produce Prescription Pilot Program in the Indian Health Service.

States, in particular Medicaid programs, have been a critical source of policy and funding for the integration of
nutrition interventions into health care delivery and financing (also known as Food is Medicine). As noted above,
cuts to Medicaid programs under H.R. 1 threaten state budgets, placing states in a difficult position to invest in
prevention and innovation. These new investments underline the continuing momentum in this space, but the
need for permanent and sustainable funding remains.

PBM Reforms Finally Advance

Changes to how Pharmacy Benefit Managers (PBMs) are regulated have been under consideration in Congress
for years, including an unsuccessful attempt to include them in appropriations legislation in 2024, but this is
the first significant PBM reform to pass. Beginning January 1, 2028, PBMs under Medicare will:
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e No longer receive compensation based on list prices and Pharmacy BenehtiManagers

rebates; instead PBMs will receive a fee for the services (PBMs) are contracted by health
they perform plans to administer prescription
drug benefits and negotiate prices
with drug companies. For more
background on PBMs and efforts to

e Submit annual reports to CMS on all covered drugs that improve their regulation, see this
past issue of Health Care in Motion.

e Pass through 100% of negotiated manufacturer rebates
and price concessions to plan sponsors

were dispensed, including drug pricing, utilization, and

coverage data.

Beginning January 1, 2029, PBMs in the commercial market will be required to

e Pass through 100% of rebates or other discounts that are related to utilization of drugs or drug
spending

e Submit detailed reports on drug claims, amounts paid to pharmacies, and amounts received by the
PBM in rebates or other renumeration.

The Department of Labor recently released a proposed rule to make similar reforms to PBMs working for self-
insured group plans regulated under the Employee Retirement Income Security Act (ERISA). The proposed rule
is still open for comment.

Reform to PBM practices, especially pass through of rebates, has long been discussed as a way to reduce costs
at the pharmacy counter and potential incentives for PBMs to select higher cost drugs that offer higher
rebates.

Next Steps

While the President has discussed his desire for more health care action, such legislation is less likely as we
approach the midterms. Instead, look out for more proposed policies from the executive branch. Advocates
should also closely watch their state budget sessions as states brace for ongoing Medicaid cuts due to H.R. 1.

Subscribe to all Health Care in Motion Updates

Health Care in Motion is written by Carmel Shachar, Health Law and Policy Clinic Faculty Director; Kevin Costello, Litigation
Director; Elizabeth Kaplan, Director of Health Care Access; Maryanne Tomazic, Clinical Instructor; John Card, Staff Attorney;
and Rachel Zacharias, Clinical Fellow. This issue was written with the assistance of Rachel Patterson and Sarah Meek of
Patterson & Meek.

For further questions or inquiries please contact us at chipi@law.harvard.edu.
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