
When small businesses and self-employed individuals start shopping for health insurance, one of the biggest
questions is about premium tax credits: who qualifies, and where can they be used? This question often gets
muddled with confusing jargon, overlapping eligibility rules, and the differences between purchase routes and plan
types.

In this post, we'll break down:

What premium tax credits really are and how they work

The key difference between individual and small group marketplaces

Why off-exchange plans aren’t “better” or “worse”—just different in how you buy them

A clear overview of the SHOP Marketplace and its availability limits

The Small Business Health Care Tax Credit and why it matters

Whether you’re a micro-business owner with one employee or a newly self-employed consultant, understanding
these rules can save you thousands and avoid eligibility pitfalls.

Defining Terms: Premium Tax Credits and Purchase Routes
Before we dive deep, let’s clarify two key terms that often get confused:

Premium Tax Credits A government subsidy that lowers your monthly health insurance premium costs. These
are based on your household income and family size, and they are currently available only for plans purchased
through the individual marketplace, often called "on-exchange." Purchase Routes: On-Exchange vs Off-
Exchange

On-Exchange: Plans bought through a government-run marketplace like Healthcare.gov or your state's
health exchange.

Off-Exchange: Plans bought directly from insurance carriers or through brokers but not through the
government marketplace system.

Important: Off-exchange and on-exchange describe where you buy your plan, not the quality or coverage level.

Mini-Scenario: Understanding Purchase Routes

Imagine Ally runs a home-based tutoring business and wants to pay for her own health insurance. If she buys a
plan directly from a carrier’s website, that’s off-exchange. If she buys through Healthcare.gov, that’s on-exchange.
She can find the same plan in both places — but only on-exchange purchases make her eligible for premium tax
credits.

Individual vs Small Group Eligibility
Eligibility for premium tax credits depends largely on whether you’re shopping as an individual/family or through a
small group/employer plan. Here’s the distinction:

Plan Type Eligibility Premium Tax Credits How to Buy Individual Market Self-employed, unemployed, dependents,
or anyone buying their own insurance Yes, based on household income when purchased on-exchange On-
exchange (Healthcare.gov or state-run exchange) or off-exchange (carrier direct) Small Group Market Businesses
with 1-100 employees (varies by state), includes owner and common law employees No premium tax credits, but
Small Business Health Care Tax Credit may apply Direct carrier purchase or via SHOP Marketplace



Owner-Only Plans vs Employee Plans

Owner-Only Plans: If you’re a sole proprietor with no common-law employees, you often qualify for
individual market plans, and thus premium tax credits may apply.

Common-Law Employees: If you have employees, you typically must shop small group plans for the whole
group, which are generally sold off-exchange; premium tax credits are NOT available for these plans.

The SHOP Marketplace Basics and Availability Limits
The SHOP Marketplace (Small Business Health Options Program) is a marketplace for small employers wishing to
provide group health insurance plans for their employees. Here's what you need to know:

Who qualifies? Businesses with 1-25 employees in most states (some states allow up to 50 or 100
employees depending on their rules).

How it works: Employers can compare and buy group health insurance plans with multi-carrier options and
manage employee enrollments.

Premium Tax Credits? No. The SHOP marketplace does not provide premium tax credits to employees.
However, employers may qualify for the Small Business Health Care Tax Credit.

Off-exchange vs on-exchange SHOP: The SHOP marketplace is technically “on-exchange,” but premium tax
credits for employees don’t apply here.

The reality is the SHOP marketplace is sometimes less flexible than buying off-exchange directly from carriers, but
it can simplify compliance and payroll deductions for employers.

Mini-Scenario: When SHOP Marketplace Works

Imagine Joe owns a small bakery with 10 employees and small business health insurance renewal wants to offer
health benefits. He can use the SHOP Marketplace to compare plans from multiple carriers at once and handle
employee enrollments quickly. His bakery may also qualify for the Small Business Health Care Tax Credit. However,
Joe’s employees cannot get premium tax credits on these group plans, even if their household income is low.
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Small Business Health Care Tax Credit Rules and Its Impact
The Small Business Health Care Tax Credit is a special federal tax credit designed to encourage small employers
to provide health insurance. Here's the breakdown:

Eligibility:

Employers with fewer than 25 full-time equivalent employees

Average wages under about $56,000/year (adjusted annually)

Must pay at least 50% of full-time employees’ premium cost

Purchase insurance through the SHOP Marketplace (or some carriers that report accordingly)

Credit amount: Up to 50% of the employer's premium costs (35% for tax-exempt employers)

Why it matters: This credit can be more financially beneficial for small businesses than premium tax credits on
individual plans.

This is why micro-businesses (1-10 employees) face critical decisions: Should the owner buy individual plans
(possibly qualifying for premium tax credits) or provide small group coverage for all employees using SHOP
Marketplace or carrier direct purchase (possibly qualifying for the Small Business Health Care Tax Credit)?

Mini-Scenario: Choosing Based on Tax Credits

Linda runs a consulting firm with three employees. She learns she can get premium tax credits on her own
individual plan if she buys through the marketplace. But if she offers group coverage for everyone via SHOP, she
might get a tax credit for the business that partially offsets premiums but employees won’t see premium tax
credits on their coverage. Linda weighs these options carefully with her accountant.

Off-Exchange vs On-Exchange: What Really Changes?
Many folks hear “off-exchange” and think those plans are inferior or “not real.” This is a myth rooted in
misunderstanding purchase routes:

Off-exchange plans are identical in benefits and carriers to on-exchange plans but bought through carrier
websites or brokers, bypassing the marketplace.



Premium tax credits are only available if you buy a qualified health plan on-exchange.

Buying off-exchange means no premium tax credits, but you can pick from the same networks and coverage
tiers.

In some small-group markets, carriers may require off-exchange purchases altogether.

Key Takeaways & Action Steps
1. Premium tax credits apply only to individual marketplace plans purchased on-exchange. They never

apply to small group plans, even if bought on SHOP Marketplace.

2. Owners without common-law employees may qualify for premium tax credits on individual plans.
But if you have employees, you generally cannot mix premium tax credits with group coverage.

3. SHOP Marketplace is a helpful tool for small employers but doesn’t offer premium tax credits to
employees. Instead, employers may get the Small Business Health Care Tax Credit.

4. Off-exchange plans are not lower quality; they’re just bought differently and ineligible for premium
tax credits.

5. Consult your accountant and licensed broker familiar with your state and county’s rules. Eligibility and
subsidy rules can vary significantly by location.

Resources for Further Guidance
SHOP Marketplace Official Site

How Premium Tax Credits Work

Small Business Health Care Tax Credit (IRS)

If you have a small business or are self-employed and need help navigating these tricky waters, reach out to a
benefits broker who understands your state’s marketplace nuances. The difference between a few hundred and
several thousand dollars a year in savings can hinge on these details.


