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Medicaid Pharmacy Reimbursement for Tribal Programs: 
Potential for Using the Encounter Rate1  

June 21, 2017 

This brief seeks to provide guidance to Tribal health programs on Medicaid reimbursement for 
covered outpatient drugs (CODs).  Specifically, this brief discusses the potential for reimbursing Indian 
Health Service (IHS), Tribal, and Urban Indian Organization (I/T/U) pharmacies at the encounter rate 
(aka the “OMB Rate” or “IHS All-Inclusive Rate”).  

Background 

State Medicaid programs generally reimburse pharmacies for CODs based on a two-part formula 
consisting of the ingredient cost of a drug and a professional dispensing fee.  States have the flexibility 
to determine reimbursement rates, consistent with applicable statutory and regulatory requirements.  
These reimbursement rates require approval by the federal Centers for Medicare and Medicaid Services 
(CMS) through the State Plan Amendment (SPA) process. 

State Medicaid programs reimburse I/T/U pharmacies by a variety of methods.  Some states reimburse 
I/T/U pharmacies as they would any other pharmacy.  In other cases, states have obtained federal 
approval through SPAs to reimburse I/T/U pharmacies for prescriptions dispensed using the encounter 
rate.  Reimbursing I/T/Us at the encounter rate has the potential to raise substantially more revenues 
for these facilities, which typically lack adequate funding.  States have set different policies on the total 
number of encounter rate payments that can be made on a single day for a single Medicaid beneficiary 
(see below section titled “Opportunity for I/T/Us” for some specific examples of these policies). 

Impact of New Federal Rule 

CMS on February 1, 2016, issued a final rule2  that implemented provisions of the Affordable Care Act 
(ACA) pertaining to Medicaid reimbursement for CODs and revised other related requirements.  In 
response to the proposed version of the rule, Tribal organizations raised concerns about losing the 
encounter rate at which some states reimburse I/T/U pharmacies.  In both the final version of the rule 
and a subsequent State Health Official (SHO) Letter,3 CMS clarified that paying I/T/U pharmacies at the 
encounter rate satisfies the requirements of the rule.  CMS also noted that any SPAs associated with the 

                                                           
1 This brief is for informational purposes only and is not intended as legal advice.  For questions on this brief, please 
contact Doneg McDonough, TSGAC Technical Advisor, at DonegMcD@Outlook.com. 
2 See CMS-2345-FC, “Medicaid Program; Covered Outpatient Drugs” (81 FR 5170), at 
https://www.gpo.gov/fdsys/pkg/FR-2016-02-01/pdf/2016-01274.pdf. 
3 See CMS, “SHO #16-001:  Implementation of the Covered Outpatient Drug Final Regulation Provisions 
Regarding Reimbursement for Covered Outpatient Drugs in the Medicaid Program,” at  
https://www.medicaid.gov/federal-policy-guidance/downloads/smd16001.pdf. 
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rule must comprehensively describe the payment methodology for reimbursing I/T/U pharmacies, 
including an indication of whether the state will use the encounter rate. 

Opportunity for I/T/Us 

As mentioned above, the new rule does not limit the ability of state Medicaid programs to reimburse 
I/T/U pharmacies at the encounter rate.  As states move to come into compliance with the rule, I/T/U 
pharmacies have the opportunity to work with states in drafting and submitting SPAs to CMS that set 
their Medicaid reimbursements for CODs at the encounter rate.  Excerpts from three states that recently 
approved SPAs that establish or retain a policy of reimbursing I/T/U pharmacies at the encounter rate 
appear below, along with a link to the full CMS approval package for each state. 

• Nebraska:  “Tribal pharmacies will be paid the federal encounter rate.”  [Nebraska pays one 
encounter rate per beneficiary per day, except when the beneficiary:  1) has different diagnoses, 
2) has to return for emergency/urgent care, 3) requires pharmacy services in addition to 
medical/mental health services, 4) receives both medical and mental health services; the state 
pays I/T/U pharmacies one encounter rate per beneficiary per day.]      
http://www.medicaid.gov/State-resource-center/Medicaid-State-Plan-
Amendments/Downloads/NE/NE-17-0003.pdf. 

• North Dakota:  “All Indian Health Service, tribal and urban Indian pharmacies are paid the 
encounter rate by ND Medicaid regardless of their method of purchasing.”  [North Dakota pays 
multiple encounter rates per beneficiary per day for multiple general service categories—which 
include inpatient, outpatient, pharmacy, dental, vision, and EPSDT services—as follows:  1) for 
different diagnoses, whether the payments are for the same general service category or 
different general service categories; and 2) for the same diagnosis, if the payments are for 
different general service categories.] 
http://www.medicaid.gov/State-resource-center/Medicaid-State-Plan-
Amendments/Downloads/ND/ND-16-0011.pdf 

Utah:  “Covered outpatient drugs dispensed by an IHS/Tribal facility to an IHS/Tribal member 
are reimbursed at the encounter rate in accordance with the Utah Medicaid Indian Health 
Services Provider Manual.”  [According to the manual, Utah pays multiple encounter rates per 
beneficiary per day for multiple general service categories, which include inpatient, outpatient, 
pharmacy, and dental services; the state pays I/T/U pharmacies one encounter rate per 
prescriber per day, regardless of the number of prescriptions issued by the prescriber.]  
http://www.medicaid.gov/State-resource-center/Medicaid-State-Plan-
Amendments/Downloads/UT/UT-17-0002.pdf 

The subsequent attachments include snapshots of the approved SPAs.  
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Attachment 1:  Nebraska 
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Attachment 2:  North Dakota 
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Attachment 3:  Utah 
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