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Overview 
 
The Indian healthcare system, which is 
comprised of the Indian Health Service, 
Tribes or Tribal Organizations, and Urban 
Indian Organizations (I/T/U), provides 
direct primary and preventive health care 
services to eligible patients.  The Indian 
health system must routinely purchase 
specialized health services for their 
beneficiaries from public and private 
providers through the Contract Health 
Services (CHS) program.  It is estimated 
that the unmet need for CHS resources is at 
least $301 million based on FY 2005 data 
and this figure could be significantly higher 
if all CHS data from Tribal programs were 
available.  Many Tribally-operated health programs no longer report deferred or denied services because 
of the expense associated with tracking and reporting.  More disturbing is that many IHS users do not 
even visit health facilities because they know they will be denied services due to funding shortfalls.  Thus, 
the $301 million estimate is quite conservative and when added to the current IHS budget line item the 
CHS budget should be at least $800 million.   

IHS Contract Health Service Program
Summary of Unfunded Need in FY 2005

Category Number of 
Services

Estimated CHS 
Resource Need

Deferred Services Within Medical Priorities 158,884 $152,687,524

Eligible But Care Not Within Medical Priorities 33,106 $31,814,866

Eligible But Alternate Resource Available 65,398 $62,847,478

Emergency Notification Not Within 72 Hours 9,434 $9,066,074

Non-Emergency No Prior Approval 19,259 $18,507,899

Patient Resides Outside CHSDA 8,612 $8,276,132

Unfund CHEF Cases (actual costs) 802 $17,971,608

TOTAL: 295,495 $301,171,581

 
In order to budget the CHS resources so that as many services as possible can be provided, the agency 
applies stringent eligibility rules and uses a medical priority system.   The regulations at 42 Code of 
Federal Regulations (CFR) Part 136 require that CHS services must be authorized or no payment will be 
made.  Non-emergency services must be pre-authorized and emergency services are only authorized if 
notification is provided within 72 hours of the patient’s admission for emergency treatment.  The agency 
also has adopted the financial position that it is the Payer of Last Resort.  This requires patients to exhaust 
all health care resources available to them from private insurance, state health programs, and other federal 
programs before IHS will pay through the CHS program. The IHS also negotiates contracts with 
providers to ensure competitive pricing for the services provided; however, there may be only one or a 
limited number of providers or vendors available to the local community.  The CHS authorizing official 
from each I/T either approves or denies payment for an episode of care.  If payment is approved, a 
purchase order is issued and provided to the private sector hospital.   



CHS Priority System 
 
CHS regulations permit the establishment of priorities based on relative medical need when funds are 
insufficient to provide the volume of care needed.  Because of insufficient funding in the CHS program, 
most IHS and Tribal health programs often begin the year at a Priority One level.  If they do not begin the 
year at Priority One, they will move to this status by the second or third quarter of the fiscal year.  These 
priorities are categorized into four Priority Levels and described as follows:   
 

Priority One - Emergent/Acutely Urgent Care Services:  Diagnostic or therapeutic services that are 
necessary to prevent the immediate death or serious impairment of the health of the individual, and 
which, because of the threat to the life or health of the individual, necessitate the use of the most 
accessible health care available.  Priority One represents those diagnosis and treatment of injuries or 
medical conditions that, if left untreated, would result in uncertain but potentially grave outcomes.   
 
Priority Two - Preventive Care Service: Primary health care that is aimed at the prevention of disease 
or disability. This includes services proven effective in avoiding the occurrence of a disease (primary 
prevention) and services proven effective in mitigating the consequences of an illness or condition 
(secondary prevention).    
 
Priority Three - Chronic Primary and Secondary Care Services:  Inpatient and outpatient care 
services that involve the treatment of prevalent illnesses or conditions that have a significant impact 
on morbidity and mortality. This involves treatment-for conditions that may be delayed without 
progressive loss of function or risk of life, limb, or senses. It includes services that may not be 
available at many IHS facilities and/or may require specialty consultation.   
 
Priority Four - Chronic Tertiary Care Services:  Inpatient and outpatient care services that (1) are not 
essential for initial/emergent diagnosis or therapy, (2) have less impact on mortality than morbidity, 
or (3) are high cost, elective, and often require tertiary care facilities.  
 

Estimating Resources for CHS  
 
The IHS maintains a deferred and denied services report that is updated each year.  The report is inclusive 
of CHS data from IHS direct operated health programs and may include limited data from Tribally-
operated health programs.  Unfortunately, the deferred/denied services report understate the true need of 
CHS resources due to the data limitations and the fact that many tribes no longer report deferred or denied 
services because of the expense involved in reporting.  More disturbing is that many IHS users do not 
even visit health facilities because they know they will be denied services due to funding shortfalls.  
Although there are limitations with CHS data, an analysis can be conducted using the data that are 
available to assess the need for additional CHS resources.  The effort of this analysis will under estimate 
need for additional CHS resources since the data are incomplete because not all tribally operated facilities 
report denial data to IHS headquarters, and not all requests for care are documented at the facilities that 
do report.   
 
Column A – Deferred Services:  Last year, the IHS deferred payment for 158,784 recommended cases 
totaling $152 million.  This amount is computed by multiplying the average CHS outpatient cost of $960 
times the number of deferred services.  Deferred services that are those within the CHS medical priorities 
(usually Priority One or Two) however there simply was not enough funding the cover the costs of care.  
This is the highest amount that deferred payments in the CHS program have ever been.   



 
Column B – Denied Services: In 2005, IHS programs denied care to 33,106 eligible cases, because they 
were determined not to be within medical priorities (Priority One).  This is a 29% increase over the 
previous year.  Every year tribes simply do not submit claims since they know that in the last quarter 
claims are not likely to be approved.  Thus, this number could be significantly higher. 
 
 

IHS FY 2005 CONTRACT HEALTH SERVICE PROGRAM
DEFERRED & DENIED SERVICES REPORT

AREA:   IHS WIDE
25-Jan-06

Denied Service Categories
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Aberdeen 7,864 11,515 18,508 2,225 912 3,455 2,668 3,456 900 43,639

Alaska 3,025 983 503 192 78 1,395 17 703 887 4,758

Albuquerque 3,679 276 3,025 275 150 256 450 286 150 4,868

Bemidji 2,573 70 1,190 203 372 616 433 785 16 3,685

Billings 15,425 2,823 7,264 1,251 274 4,914 1,649 2,392 265 20,832

California 2,611 519 512 789 342 188 113 24 5,199 7,686

Nashville 1,736 2,945 350 256 588 673 256 367 137 5,572

Navajo 76,756 6,470 24,403 1,133 1,615 335 565 2,549 3,958 41,028

Oklahoma 38,623 4,713 1,275 27 1,274 3,359 453 2,726 9,030 22,857

Phoenix 3,717 795 5,182 825 529 579 1,271 1,197 760 11,138

Portland 2,825 1,972 1,846 1,535 3,162 3,436 487 417 0 12,855

Tucson 50 25 1,340 123 138 53 250 9 6 1,944

    TOTALS 158,884 33,106 65,398 8,834 9,434 19,259 8,612 14,911 21,308 180,862

1  Deferred Services of 158,884 not included in Denied Service Category total.  
 
 
Columns C, E, F, and G represent denied service categories that are generally not reflected in denied 
service reports by the IHS.  These categories represent policy and procedural decisions that typically 
disqualify an individual from 'covered care', but to which they would be eligible if the CHS program was 
funded at an adequate level.   
 
Column C represents individuals that were denied services because of the CHS payer of last resort or 
alternate resources rule.  This simply means that an individual was eligible for services under another 
health program like Medicaid or another source; and does not mean that the individual would have 
received services.  The estimated funding to cover the CHS costs these individuals is $63 million.   
 
Column E represents those individuals that needed to receive emergency or urgent care within the CHS 
medical priorities from a non-IHS provider however did not report their visit within the required 72 hours 
to the IHS or Tribal CHS program.  Thus, payment authorization was denied.  The estimated funding to 
cover the CHS costs of these individuals is $9 million.   
 
Column F represents individuals that received non-emergency services from a non-IHS provider and were 
within the medical priorities however were denied payment authorization since they could have been 
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delivered by an IHS provider.  The estimated funding to cover the CHS costs of these individuals is $19 
million.   
 
Column G represents those individuals that requested CHS services but were denied because they reside 
outside of the Contract Health Service Delivery Area (CHSDA).1  These are individuals that require 
services within the CHS medical priorities however may have been away from the reservation for more 
than 6 months or may not qualify for CHS funding for other reasons.  The estimated funding to cover the 
CHS costs of these individuals is $8 million.   
 
Finally, the Catastrophic Health Emergency Fund (CHEF) is intended to protect CHS programs from 
overwhelming expenditures for catastrophic health cases and ensure their financial stability.  In FY 2005, 
CHEF claims totaling $17.9 million for 802 cases went unpaid and were absorbed by local CHS budgets.  
The actual unfunded need is certainly greater than $17.9 million because the fund is usually depleted by 
the third quarter of the fiscal year.   
 
 
Medicare-like Rates 
 
The Medicare Modernization Act (MMA) included a provision (Section 506) that would require hospitals 
that participate in the Medicare program to accept Medicare-like rates as payment in full when providing 
services to individuals under the CHS program.  This requirement will provide CHS programs with 
similar benefits to those enjoyed by of other Federal purchasers of health care.  Indian health programs 
would be able to benefit from Medicare’s bargaining power when purchasing specialty care for their non-
Medicare patients.  Unfortunately, it has been close to three years since the MMA was passed and the 
Administration and the Department of Health and Human Services have still not implemented this 
important cost saving provision—thereby costing the federal government, IHS and Tribally-operated 
health programs, and American taxpayers millions of dollars.  It is estimated that the cost savings from 
the implementation of this regulation is at least $75 million for the fiscal years 2004 to 2006 (See Policy 
Brief, Issue No. 9, April 14, 2006).   
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NPAIHB Policy Update is a publication of the Northwest Portland Area Indian Health Board, 527 S.W. Hall, Suite 
300, Portland, OR 97140.  For more information visit www.npaihb.org or contact Jim Roberts, Policy Analyst, at (503)
228-4185 or by email jroberts@npaihb.org.   
                                                
 CHS regulations require residence in counties that comprise reservations (referred to as CHSDA) as a general prerequisite for obtaining 
ontract care services through IHS, while eligibility requirements for direct care services are broader. 
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