Small business owners often ask whether the Small Business Health Care Tax Credit can substantially reduce
their health insurance costs—sometimes by as much as $20,000 over two years. The answer depends on several

factors including your employee count, wages, plan choice, and how you purchase the coverage.

In this article, we'll break down key concepts such as off-exchange vs. on-exchange purchase routes, individual vs.
small group coverage eligibility, the basics and limits of the SHOP Marketplace, and how the tax credit can (or

cannot) drive your decision-making when shopping for health plans.

Understanding Off-Exchange vs. On-Exchange Purchase Routes



Before exploring the tax credit itself, it's essential to clarify the difference between off-exchange and on-
exchange health insurance plans. These terms refer to where you buy the plan — not the quality or benefits of

the plan.

* On-exchange plans are purchased through a government-run marketplace, like the SHOP Marketplace. They
meet baseline Affordable Care Act (ACA) standards and allow employers to access the Small Business Health
Care Tax Credit if eligible.

e Off-exchange plans are purchased directly from an insurance carrier or through a broker outside the official
marketplace. These plans may be identical or very similar to on-exchange plans but usually do not qualify for

federal tax credits.

Mini scenario: Imagine you choose a Blue Cross Blue Shield plan through the SHOP Marketplace or buy the very
same Blue Cross Blue Shield plan directly from the insurer. The plan benefits might be identical, but only the first

purchase route could make you eligible for the tax credit.

Individual vs. Small Group Coverage Eligibility

You'll want to distinguish between individual and small group insurance. This distinction affects eligibility for both
the SHOP Marketplace and the tax credit.

* Individual coverage is purchased by people for themselves (and dependents)—often used by sole

proprietors without employees.

* Small group coverage involves employer-sponsored group plans that cover employees, typically between 1

and 50 employees depending on state rules.

Employers who are "owner-only" (no common-law employees) generally can only buy individual coverage
or owner-only small group coverage off-exchange. They are typically
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the Small Business Health Care Tax Credit because the credit is designed to incentivize coverage for employees.

Mini scenario: Jane runs a consulting business by herself and has no other employees. She can buy individual
coverage or off-exchange owner-only coverage but won't qualify for the tax credit. On the other hand, Mike owns
a landscaping company with ten full-time employees; he can buy small group coverage on the SHOP Marketplace

and may qualify for the tax credit.

SHOP Marketplace Basics and Availability Limits

The Small Business Health Options Program (SHOP) Marketplace is a government exchange specifically for
small employers to shop for health insurance coverage. It was built to simplify group coverage for small employers

and help them access the tax credit.

* Employee count limits: SHOP is available for employers with 7 to 50 employees federally, although some
states have expanded this limit to up to 100 employees.

* Coverage options: Employers can offer the same plan to all employees or offer different levels of coverage
but must contribute at least 50% of full-time employees' premium costs.

* Application process: Employers apply through the marketplace portal, submit employee data and wages,
and choose plans from participating insurance carriers.

* Geographic availability: SHOP is available in most states but some allow direct carrier purchasing with
SHOP features linked.
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Mini scenario: A 12-employee fitness studio in California uses the state's SHOP marketplace to compare carrier
offerings. They pick a PPO plan that fits their budget, and their payroll admin uploads employee wage info during

the enrollment process to instantly check tax credit eligibility.

Small Business Health Care Tax Credit Rules

The tax credit is designed to provide a financial incentive for small employers to offer health insurance to workers.

Key rules and eligibility criteria:

* Employers must have fewer than 25 full-time equivalent (FTE) employees.

* Average employee wages must be less than $56,000 annually (adjusted for inflation, check current
thresholds).

® Employer must pay at least 50% of employee-only premium costs.

* Coverage must be purchased through the SHOP Marketplace (or from some carriers linked to SHOP in certain

states).

® The credit is worth up to 50% of premiums paid for small businesses and 35% for small tax-exempt

employers.
¢ Claimants must have no other health plan offers that meet minimum value or affordability standards.

® The credit is available for a maximum of two consecutive taxable years.

How much is the credit worth?
In practice, many employers report:

* Paying around $50,000 in premiums per year for the group.
* A potential credit of up to $10,000 per year, meaning half of the premiums refunded as a credit.

* Over two consecutive years, this could add up to $20,000 in tax credits.

Important note: These are maximums; actual savings depend on your payroll, employee count, and premium

costs.

How the Tax Credit Drives Purchase Decisions: SHOP vs Carrier Direct
Purchase

Many small businesses explore buying health plans directly from insurance carriers ( off-exchange) because it may
seem simpler or cheaper. However, this route usually disqualifies the business from receiving the Small Business
Tax Credit.

Conversely, purchasing on-exchange via the SHOP Marketplace locks in eligibility for the credit but may limit plan

options or require specific participation rules.

Factor SHOP Marketplace (On-exchange) Carrier Direct Purchase (Off-exchange) Tax Credit Eligibility Eligible if
requirements met Generally not eligible Plan Variety Limited to carriers participating in SHOP Wide, carrier-specific
choices Plan Quality ACA-compliant plans (same as off-exchange) but fewer choices Same ACA-compliant plans or
similar but off-exchange versions Employer Contribution Must pay at least 50% of employee premiums No federal
requirement, but taxes and subsidies differ Purchase Process Through government portal with employer and

employee data Direct with insurer or broker



Mini scenario:

Consider a bakery with 20 employees paying $50,000 in total premiums each year. They buy through the SHOP
Marketplace and qualify for the maximum $10,000 tax credit annually. If they had instead purchased directly from

an insurer (off-exchange), they would forfeit that credit, missing out on $20,000 over two years.

When the Tax Credit Might Not Add Up to $20,000

Not every small employer will see $20,000 in savings, and here are some common reasons why:

* Employee count exceeds limits: If you have more than 25 full-time equivalent employees (or state-specific

limits), you become ineligible.
* High average employee wages: If average wages surpass the IRS threshold, the credit phase-outs.
* Owner-only businesses: No common-law employees means no small group coverage and no credit.

* Limited premium amounts: If your total premiums are small, even 50% credit won't yield large dollar

savings.
* Two-year limit: Credit applies only for two consecutive years, so it's a short-term benefit, not permanent.

e State marketplace limitations: Some states have different SHOP participation rules or do not offer it at all.

How to Maximize Your Savings Using the Small Business Health Care
Tax Credit

1. Confirm eligibility: Count all full-time equivalent employees and calculate average wages.

2. Choose coverage purchase route carefully: Buy through SHOP Marketplace or carriers linked to SHOP to
qualify.

3. Meet employer contribution thresholds: Aim to cover at least 50% of employee-only premiums.

4. Compare plans on SHOP vs off-exchange: Plan benefits may be identical, so factor in tax credits.

5. Document and maintain records: The IRS may require proof for tax credit claims.

Final Thoughts

The Small Business Health Care Tax Credit can be a valuable tool for reducing your company's health insurance
expenses—potentially saving up to $10,000 per year or $20,000 over two years in favorable situations. However,
it relies heavily on choosing the right purchase route (on-exchange via SHOP), having eligible employee size and

wages, and adhering to contribution rules.

This reminds me of something that happened was shocked by the final bill.. In other words, it's not a universal
windfall, but a carefully navigated opportunity. If you are a small employer considering health plans, understanding

these nuances can prevent costly mistakes and maximize your benefits.

Working with a benefits broker experienced in navigating multiple counties, carriers, and exchange rules can help

you make a smart, tailored purchase decision for your business.

Ready to explore your options? Check out the SHOP Marketplace or consult directly with carriers to see where the

tax credit fits into your health plan budget.



