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Introduction

J Good morning, Chairperson Henderson, and members of the Committee on Health. T am Wayne Turnagg
Deputy Mayor for Health and Human Services (DMHHS) and Director of the Department of Health Care
Finance (DHCEF).

O 1tis my pleasure to report on Mayor Muriel Bowser’s proposed Fiscal Year 2027 (FY2027) Budget and
Financial Plan for DHCF

J 1am joined by the agency’s experienced and hard-working Executive Management Team —

Melisa Byrd, our Senior Deputy and Medicaid Director

April Grady, our wonderful new interim Senior Deputy for Finance who now steps into the considerable
footprint left by the departure of Angelique Martin.

Eugene Simms, Policy Director

Dr. Chimene Liburd, Chief Medical Officer

Melanie Williamson, Chief of Staff and Chief Operating Officer

YV

YVV

This team labored long hours with our agency fiscal officer, Darrin Shaffer, to analyze and put forth the
ieghty proposals that define DHCF’s FY2027 budget recommendations
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The District Does Not Suffer From A Lack Of Revenue — But The Mayor Faced A Significant Budget Gap

For FY2027

FY 2026
APPROVED

We faced a $1.1 billion budget gap due to...

FY 2027
PROPOSED Fewer Resources New or Rising Costs

FY 2027
OUTLOOK

$12.0B $12.48 $11.8B NI LEHELI
Balanced Anticipated Costs Balanced Smaller Surpluses Medicaid Costs
Budget .
Budget Slower Revenue Overtime
Growth SNAP Admin Costs
T'E"egfll%gfd N d/ Federal Workforce Retirement Costs
y $11.3B v Reductions Utilities & Rent
Ti;ne—Limited Available
pryeliy Resources We addressed the $1.1 billion gap through...

¥ $340M  Current-Year Savings

¥ S469M  FY27 Program Reductions & Savings
4 S250M Revised Revenue Estimates

% 5192M  Surplus & Adjustments

% $19M  Tax & Fee Changes
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Staving Off Additional Alliance Cuts

o Maintained eligibility for Alliance adults >24% Federal Poverty Level

o Maintained Alliance adult eligibility in FY 2027 for those who had one-time FY 2026
funding, reflecting:

o Newly enrolled in FY2026 between the ages of 21 -26
o Enrollees who turned 21 in FY2026 and aged out of the children’s program

e Reinstated dental and vision benefits for adults

Total Cost to Reinstate: $30 Million



Medicaid Spending Projected To Grow By $172 Million In Local

Medicaid Projected Local Cost Increase, FY2027
Total Funds Impact $ 1 72 MilliO I Projected Medicaid

Including Federal Dollars e aso IO Thes
$860 Million 1 9 % Agencies

0
8 1 /0 Projected DHCF Medicaid Increase
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DHCEF’s Proposed FY27 Budget Includes $64M in Additional Local Funds

DHCEF Proposed FY 2027 vs Approved FY 2026 Budget by Category and Funding Source

(millions)

Budget category and funding source Proposed FY27 Approved FY26 FY27 change

DHCEF total $5,336 $5,505 -$169
Local $1,118 $1,055 $64
Federal & other $4,217 $4.,450 -$233

Provider services $5,016 $5,220 -$205
Local $977 $942 $36
Federal & other $4,038 $4,279 -$240

Program administration* $320 $285 $36
Local $141 $113 $28
Federal & other $179 $171 $8

* Includes amounts for HBX to add Healthy DC Plan adult dental/vision benefits and for Cedar Hill Regional Medical Center support.
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DHCEF’s FY27 Provider Services Budget Shows a Decrease, But Underlying Costs Are Growing

DHCEF Proposed FY 2027 vs Approved FY 2026 Budget for Provider Services by Program (millions)

Provider services total $5,016 $5,220 -$205

Medicaid program $4,923 $5,099 -$175 $65
(local and federal funding)

Alliance program (local funding only) $92 $121 -$29 -$29

* Reflects difference between proposed FY27 local and approved FY26 local amounts, which are not shown in the table.
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Federal Cost Allocation Reductions Drive Local Fund Increases in DHCF’s FY27 Program Budget

DHCEF Proposed FY 2027 vs Approved FY 2026 Budget for Program Administration by Account Group (million

Budget Account Group Proposed FY27 | Approved FY26 FY27 Total FY27 Local
Total Total Change Change*

Program administration total $320.1 $284.5 $35.6 $27.8
Contracts $218.8 $191.9 $26.9 $15.5
Salaries & fringe $55.3 $53.8 $1.5 $0.0
Grants $26.1 $18.8 $7.3 $10.8
Equipment purchases $15.2 $12.9 $2.3 $2.4
Building, utility, etc. costs $2.7 $2.6 $0.0 $0.1
Other $2.1 $4.5 -$2.4 -$1.1

* Reflects difference between proposed FY27 local and approved FY26 local amounts, which are not shown in the table.
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DHCEF’s FY2027 Budget Contains Key Investments that Maintain Eligibility and Reinstate Benefits

Sustained Eligibility Levels Funding proposed in DHCF’s provider budget is sufficient to $99 million Medicaid
For Medicaid and Alliance maintain Medicaid and Alliance eligibility at FY2026 levels, $26 million Alliance
avoiding in the case of Alliance, the sharp reduction in the Vil s Y it s

program for adults (including a drop in eligibility from 138%  FY26 approved for populations covered
0 . ) . in both years, prior to GME and other
FPL to 24% FPL) that was approved 1n last year’s financial plan ry27 savings. Alliance is FY27 cost of

25%-138% FPL plus age 21-25 group
with one-time funding in FY26.

Extend Benefits for Funding to support dental and vision benefits to adults enrolled $4.0 million
Alliance in the Health Care Alliance

Extend Benefits for Healthy Funding to support dental and vision benefits to people enrolled $5.7 million
DC Plan in the Healthy DC Plan

Cedar Hill Reserve Fund  Funded Cedar Hill operating losses per the requirements of the ~ $5 million
Operating Agreement

DCAS Support Funding provided to cover loss of federal funds for the DCAS  $14 million
system

12 ( RUN THROUGH THE TAPE! RS
" DCMURIEL BOWSER, MAYOR




Spending Reductions Were Necessary To Balance DHCF’s Budget

Eliminated Certain Payments  Direct Medical Education payments, which are a component of $14.9 million
to Teaching Hospitals Graduate Medical Education, were eliminated. Funding for Indirect
Medical Education is left unaffected.

Expanded Preferred Drug List Developed a more streamlined Preferred Drug List Program to cover ~ $1.6 million
both managed care and fee-for-service programs

Prospectively Captured Capitated payment rates for three of the District’s managed care plans  $5 million
Managed Care Efficiencies were reduced, in anticipation of savings from MCO efforts to reduce

low acuity emergency room use, avoidable hospital admissions, and

hospital readmissions within 30 days.

Reduced payments for empty Reduced the number of bed hold days in Intermediate Care Facilities  $134,000
beds for which DHCF will provide funding
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Hospitals Are Generating Significant Revenues From The Average Commercial Rate (ACR) Policy

FY 2026 FY 2027

» CMS approved tax waiver June 27, 2025, * DHCF submitted renewal of SDP and * Changes to Medicaid SDP and Taxes in
and state directed payment (SDP) was new tax waiver June 30, 2025. federal legislation passed July 4, 2025,
approved September 9, 2025. start to impact the District’s SDP

* DHCF was timely in responding to program in FY 2027.

* DHCF made 2 payments in October 2025 multiple rounds of CMS questions in
and January 2026 totaling $442.8M out July, September, and December 2025. « Starting 10/1/2026, states can only collect
of $485.2M approved by CMS. taxes that were imposed as of 7/4/2025.

e In lieu Of making payments at the FY Thus, the Directed Payment PI‘OVideI' Fee

» DHCF anticipates making one final 2025 level, DHCF believes federal Funds revert to the FY 2025 level that
payment in May/June 2026 to close out approval is forthcoming. supported a lower SDP.

FY 2025.
« SDP is projected to increase to $658.7M.  The District’s SDP will need to reduced

by 10% each year starting in FY 2028
until it reaches 100% of Medicare as
D.C. is a Medicaid expansion state.
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Hospital Total Net Revenue in FY27 Reflects Lower DHCF Program Enrollment, Federal Changes Limiting the

Average Commercial Rate (ACR), and the Removal of Direct Medical Education (DME)

Net Inpatient and Outpatient Revenue from DHCF for DC Acute Care Hospitals:

Actual FY 2025 and Projected FY 2026 & FY 2027 (millions) Proposed FY27
$1,600 FY 2026 FY 2027 budget removes DME
$1,400 FY 2025 DME, $48

’ DME, $48 2
$1,200 DME, $50
$1,000 )

Net , 5846

$800 Net base, $881 et base, $ Net base, $969

$600

$400

S0
Net Impact for Inpatient and Net Impact for Inpatient and Net Impact for Inpatient and
Outpatient With DM Outpatient With DM Outpatient Without DM
$1.238B $1.349B $1.268B

Overall, hospital total net revenue in FY 2027 reflects:

* Lower DHCF program enrollment, due in part to the shift of parents and childless adults > 138% FPL to Healthy DC Plan or other HBX coverage.

* Federal changes limiting the ACR. In FY26, DHCF is permitted to collect a higher tax amount from hospitals, which supports a higher ACR payment. In
FY27, the allowable tax amount is reduced.

* Elimination of Medicaid payments to teaching hospitals for direct medical education, which is a component of graduate medical education (GME) that
helps fund administrative costs such as resident salaries. Maintains indirect medical education to cover higher costs from, for example, more tests or other
services ordered by residents in training.

Note: Reflects net payment for DHCF beneficiaries (FFS and MCO payments received minus taxes paid). FY 2025 includes DSNP hospital volume but is excluded in
projections for FY 2026 & FY 2027.

* k *
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About Two-Thirds of DME Spend Is Projected At Washington Hospital Center & Howard

$400 Net Inpatient and Outpatient Revenue from DHCF for DC Acute Care Hospitals:
6350 Projected FY 2027 (millions) DME, $18.3
Proposed FY27

$300 DME. $3.6 budget removes DME

) 3. $99
$250

DME, $8.4 DME, $0.0 DME
$200
$148
S150 DME, $5.5 DME, $12.3 $86 Outpatient net
100 542
> $154 543 DME, $0.1 M Inpatient net
$0 iﬁ]
Childrens Natl George Georgetown Howard Univ  Sibley Mem Cedar Hill Washington
Medical Ctr Washington Univ Hosp Hosp Hosp Medical Ctr Hosp Ctr
Univ Hosp

* Impact of eliminating DME at Howard is 9% while Washington Hospital Center is the only other hospital with a DME greater than 5% of net revenue.
* Medicaid IME, which is embedded in the inpatient amounts shown here, is maintained.

Note: Reflects net payment for DHCF beneficiaries (FFS and MCO payments received minus taxes paid). FY 2025 includes DSNP hospital volume but is excluded in
projections for FY 2026 & FY 2027.

* k *
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More than 40% of District Residents Rely on DHCF-Funded Health Coverage, with Most in Medicaid

Percentage of DC Residents with DHCF Health Care Coverage, FY 2026 to Date

Medicaid
249,593

Other DC
Residents,

HIP-Funded
edicaid, 6%
16,436

Alliance, 8%
- 22,721

Total District of Columbia residents = 702,250

Source: District population estimate reflects the U.S. Census Bureau’s 2024 ACS 1-Year Data Tables. DHCF data reflect FY 2026 average monthly enrollment as of February
2026 from DHCF’s Medicaid Management Information System.

Note: Sum of components may not equal total due to rounding. Enrollment in FY 2026 is lower than previous years due in part to adult eligibility reductions. Medicaid
childless adult and parent/caretaker eligibility was reduced to 138% FPL as of January 2026. Alliance adult eligibility was reduced to 138% FPL as of October 2025, and
there is a moratorium on enrollment of new adults age 26+.
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Medicaid Enrollment Is Beginning To Show Signs Of Growth Again Since The End Of Continuous Coverage

350,000
300,000
250,000
200,000
150,000
100,000

50,000

0

Medicaid Average Monthly Enroliment by Quarter, FY 2019 to FY 2027

Federal PHE declared Jan. 2020 DSNP managed care .
Continuous coverage begins Mar. 2020 implementation Feb. 2022 Continuous coverage ended Mar. 2023 . .
Federal PHE ended May 2023 Reduction in Medicaid
o Managed care childless adult and parent
Medicaid FFS transition Oct. 2020 eligibility to 138% FPL Jan. 2026

m Medicaid MCO
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Note: FFS is fee-for-service; MCO is managed care organization; DSNP is Medicare-Medicaid dual eligible special needs plan.
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The District’s Three Major Health Plans Have A High Percentage Of Members With Chronic Conditions And

They Receive $52 Million Annually To Provide Case Management Services

Capitation Spending On Care Coordination For Managed

Managed Care Enrollment And Capitation Payments Based On Beneficiary
Care Plans, Based On Beneficiary Chronic Conditions

Chronic Conditions For AmeriHealth, MedStar Family Choice, And Wellpoint

Case Management | Case Management
L Plan Type And Number of Millions of $ Built | $ Per Member Per
Enrollment Levels Capitation Payments

Chronic Conditions Into Capitated Month (PMPM)
Payment Built Into
Capitated Payment

Medicaid Beneficiaries
With At Least Two Chronic
Conditions

Number of chronic conditions for those in DCHFP plans
(AmeriHealth, MedStar, Wellpoint)

Had diagnoses, with at least

one chronic $31 $22
1 chronic condition $7 $17
2 chronic conditions $5 $19
3-4 chronic conditions $6 $22
All Other MCO Medicaid 6 5 % 5 5 % 5-10 chronic conditions $8 $27
Beneficiaries 11 or more chronic
conditions $4 $36
Had diagnoses, but none were
oxue chronic $8 $15
TOtal 248,600 $10516 Bllllon Had no diagnoses* $13 $18
I Total $52 million $20 PMPM

pte: Reflects beneficiaries in managed care for at least one month in FY25, with diagnoses on FY25 claims categorized into chronic and not chronic. Top chronic conditions accounting for
more than 10,000 beneficiaries each include: Hypertension; Disorders of lipid metabolism; Depressive disorders; Asthma; Obesity; Allergic reactions; Anxiety and fear-related disorders;
co-related disorders; Diabetes mellitus; Spondylopathies/spondyloarthropathy; Nutritional deficiencies; Osteoarthritis; Trauma- and stressor-related disorders, among others.
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The District Is Paying for Health Care Cost That Could Be Mitigated With Better Care Management From the Contracted Heal

Managed Care Plan Spending Attributed To Outcomes That Are Potentially Avoidable Through
The Use Of Robust Care Coordination Programs

H FY18 Low Acuity ER 2 FY24 Low Acuity ER 4 FY18 Avoidable Admissions
4 FY24 Avoidable Admissions M FY18 Hospital Readmissions @ FY24 Hospital Readmissions 57.7M

22.5M

7.3M
5.2M i
1.5M 1.9M 2.1M 2.0M 1.8M 2.5M =
: , et ] - I e
AmeriHealth MedStar Trusted WellPoint Total

Notes: FY 18 results reflect data incurred from October 2017 through September 2018 with payment runout through December 2018. FY24 results reflect data incurred from October 2023 through September 2024 with payment runout
through December 2024. Total avoidable costs include Health Home enrollees. The amounts listed as potentially avoidable would likely be offset by other costs if the MCPs improved their care management, such as increased outpatient

costs due to increased use of outpatient facilities. Trusted was not a participating MCP in FY24. MedStar was not a participating MCP in FY18.
Source: Enrollment and expense data are based on self-reported MCP Quarterly Financial Data for DCHFP submitted directly to DHCF.
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This Avoidable Spending Amounts To More Than 15 Percent Of Managed Care Spending On Emergency Room

And Inpatient Care

Managed Care Plan Spending on Outcomes That Are Potentially Avoidable Through The Use Of Robust Care Coordination Programs, Shown as a Percentage
of Total Emergency Room or Inpatient Spending

W FY18 Low Acuity ER @ FY24 Low Acuity ER 4 FY18 Avoidable Admissions
i FY24 Avoidable Admissions M FY18 Hospital Readmissions @ FY24 Hospital Readmissions
18.2%
16.9%

15.3%

13.7%

12.8%

8.9%

7.1%

7.1%

6.4%

5.4%

AmeriHealth MedStar Trusted WellPoint Total

Notes: FY 18 results reflect data incurred from October 2017 through September 2018 with payment runout through December 2018. FY24 results reflect data incurred from October 2023 through September 2024 with payment runout
through December 2024. Total avoidable costs include Health Home enrollees. The amounts listed as potentially avoidable would likely be offset by other costs if the MCPs improved their care management, such as increased outpatient

costs due to increased use of outpatient facilities. Trusted was not a participating MCP in FY24. MedStar was not a participating MCP in FY18.
Source: Enrollment and expense data are based on self-reported MCP Quarterly Financial Data for DCHFP submitted directly to DHCF.
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The Time Has Come To Rethink How Medicaid Case Management and Care Coordination Is Delivered

O Enrollment growth among higher cost older adults and beneficiaries with chronic disease will test the Medicaid
program’s ability to deliver access to quality care in a model of effective case management services.

O The results from the current model we use to pursue this objective — a heavy reliance on manage care plans and more
recently the PACE program — have frankly, not produced the results we anticipated.

O There is little evidence to support the view that health plans are successfully managing the care for a significant
number of their beneficiaries by helping hem to avoid more significant health care issues and higher cost to the system.

O The lack of efficacy with this approach is especially frustrating given the millions of dollars we spend each year to
fund these case management services through managed care.

O Accordingly, I have asked my team, and representatives for the Federally Qualified Health Centers, to reimagine how
we might better organize case and care management for Medicaid — possibly moving this function and the funding

from the MCOs and locating the activities with some or all the FQHCs

L] As DHCEF thinks through these issues, my team will be sure to keep you apprised of any developments in our thinking.

Source: DHCF Medicaid Management System (MMIS) data extracted in February 2026.




The End
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