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The State Children’s Health Insurance Program
(SCHIP), jointly financed by the federal and state
governments but administered by the states, should
focus on transitioning eligible lower-income chil-
dren into private, family coverage. Unfortunately,
the current structure of SCHIP displaces private cov-
erage instead of strengthening it. In the upcoming
reauthorization of SCHIP, Congress should encour-
age more states to adopt premium assistance as a
way to expand access to private coverage options. 

Premium Assistance Now. SCHIP does allow
states to pay premiums for enrollees’ private health
insurance. According to the Centers for Medicare
and Medicaid Services (CMS), 12 states have pre-
mium assistance programs,1 either through tradi-
tional SCHIP authority or through waivers, which
give states greater latitude in designing more effec-
tive models within the context of the law. Moreover,
while premium assistance is typically applied to
employer-based plans, some states have also quali-
fied plans from the private, individual market.2 

At the time of its enactment, the premium assis-
tance provision seemed to hold great promise.3 The
details of the measure, however, have undermined its
effectiveness. Coverage provided under premium
assistance must meet “cost effectiveness” tests and the
SCHIP benefit and cost-sharing standards set by law.
If a plan does not meet these standards, a state must
provide “wrap-around” coverage to fill in the gaps.
The complexity and costs of administering a pre-
mium assistance option not only deter greater adop-
tion but also stifle its potential to transform SCHIP

into a program that helps lower-income working
families obtain private coverage, which most insured
workers prefer to a government-run plan.4  

The Benefits of Premium Assistance. Many
lower-income families already participate in the pri-
vate health insurance market. Half of all children in
families with incomes between 100 percent and 200
percent of the federal poverty line (FPL) had private
coverage in 2005.5 That figure jumps to 77 percent
of children in families with incomes between 200
percent and 300 percent above the FPL.6 Since
SCHIP is designed to target children in families that
earn too much to qualify for Medicaid (i.e., working
families), a strong case can be made that these fam-
ilies could afford private coverage with some form
of assistance.  

Thus, one of the biggest policy benefits of pre-
mium assistance is that it can help preserve and
expand private coverage for lower-income, work-
ing families instead of displacing it. Recent analy-
sis by the Congressional Budget Office (CBO)
estimates that the “crowd-out” effect of SCHIP—
the correlation between increases in SCHIP enroll-
ment and decreases in private coverage—is
between 25 percent and 50 percent.7 In other
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words, for every 100 children enrolled in SCHIP,
25 to 50 fewer are in private coverage. Moreover,
the CBO reports that most estimates have gener-
ally focused on children and not the family as a
whole, so figures likely underestimate the full
impact of the crowd-out effect.812345678  

Second, premium assistance helps to unify chil-
dren and parents under one private, family plan and
promotes greater continuity of care. Today, the par-
ent of a child enrolled in SCHIP may be insured or
uninsured. If the parent is covered, the benefits and
participating providers will likely differ from the
child’s. Further complicating the family’s health care
situation is that income fluctuations may affect the
child’s eligibility and insurance status. Some chil-
dren may eventually join their parents’ plan, and
some may face periods of not being insured. Thus,
premium assistance can help mainstream these chil-
dren off the government plan and into private, fam-
ily coverage. Most importantly, it would ensure that
parents, not government bureaucrats, control the
medical decisions affecting their children.  

Researchers found that in Oregon, families who
chose the premium assistance option “were more
likely to receive their care in a doctor’s office or
health maintenance organization (HMO), whereas
children [enrolled in the traditional SCHIP plan]

were more likely to visit a hospital clinic or commu-
nity health center.” 9 Families using the premium
assistance option also reported fewer unmet pri-
mary and specialty care needs than those in tradi-
tional SCHIP.10  

Recommendations. While premium assistance
in SCHIP holds great promise, it is riddled with bur-
densome administrative and regulatory obstacles.
The following reforms would make premium assis-
tance a viable and robust piece of any state’s SCHIP
plan.  

• Expand the application of premium assis-
tance. Today, premium assistance is applied to
the child’s portion of a premium. This is unnec-
essarily complex and burdensome. Instead,
SCHIP premium assistance should provide fam-
ilies with a standard contribution calculated
based on the average per-child spending in
SCHIP.11 Families could use this standard contri-
bution for premiums, cost-sharing responsibili-
ties, and savings for the future health care needs
of their child. 

• Remove the benefit constraints on premium
assistance. SCHIP currently requires states
applying the premium assistance option to a pri-
vate plan to meet one of the SCHIP benchmark
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plans or provide wrap-around. Like calculating a
premium, this can be administratively prohibi-
tive, and while some states have utilized the
waiver process to mitigate these requirements,
obtaining a waiver can also be a tedious and chal-
lenging process. Premium assistance contribu-
tions should be applicable to any employer-
based or individual policy available on the mar-
ket regardless of whether it meets the govern-
ment-set standard and without state wrap-
around requirements. 

• Establish and enforce legitimate cost-sharing
requirements under traditional SCHIP.
Although cost-sharing is allowed in SCHIP,
recent trends and efforts reveal states are easing
these requirements.12 Traditional SCHIP should
be required to maintain cost-sharing obligations
that more closely resemble private coverage in
order to help prepare families for transitioning to
private coverage. It would also put premium
assistance on a fairer and more level playing field
with traditional SCHIP. 

• Give parents the premium assistance option.
Parents with SCHIP-eligible children should be
able to receive a premium assistance contribu-
tion to purchase private health insurance for
their child in lieu of the traditional SCHIP plan.
Families should be able to use these funds to
obtain the coverage of their choice through their
employer or on the broader market. These
choices should not be limited simply because
they are using a subsidy. 

• Require states to implement premium assis-
tance for non-targeted populations. Numerous

states have chosen to use SCHIP to cover chil-
dren above the 200 percent of the FPL threshold
as well as adults. These states should be required
to convert these and other expansion popula-
tions to premium assistance. 

• Adopt non-SCHIP policies to complement pre-
mium assistance. Premium assistance could
work even better if the federal government
would reform the tax treatment of health insur-
ance. A health care tax credit for lower-income
families, for example, could be further supple-
mented by a SCHIP contribution for targeted
low-income children. Under this approach, pre-
mium assistance in lieu of traditional SCHIP
should be mandatory for children whose parents
accept the health care tax credit.  

Conclusion. As the debate on SCHIP reauthori-
zation gains momentum, policymakers should con-
sider ways to preserve and improve access to the
private market for lower-income families. Premium
assistance is a viable solution to counteract the pres-
sure to expand SCHIP to populations well beyond
the original intent of the law. Without premium
assistance and its reforms, SCHIP will continue to
supplant private coverage and replace it with more
government control over health care decisions for a
growing number of families. Premium assistance in
SCHIP would help transition working families into
private coverage and be a stepping stone for future
changes to the overall health care system. 

       —Nina Owcharenko is Senior Policy Analyst in 
the Center for Health Policy Studies at The Heritage 
Foundation.
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