Understanding employer health insurance contributions can get confusing, especially when you're navigating the
maze of on-exchange vs off-exchange purchasing, individual vs small group eligibility, and the Small
Business Health Care Tax Credit. This post breaks down the 50 percent contribution rule, clarifies what it truly
applies to, and why knowing the details matters for you — especially if you own or run a micro-business with 1-25

employees.

Defining Key Terms Before We Dive In

* 50 percent contribution rule: A requirement from the IRS that to qualify for the Small Business Health Care
Tax Credit, an employer must pay at least 50% of the cost of the employee-only coverage portion of their

health insurance premiums.

* Employee-only coverage: Health insurance coverage that applies only to the employee, excluding

dependents or family coverage.

* On-exchange (“SHOP Marketplace”): A government-run small business health insurance marketplace

designed for employers with 1-50 employees, offering certain tax benefits if eligibility and rules are met.

e Off-exchange: Purchasing a group plan directly from an insurance carrier without using a public marketplace
like the SHOP Marketplace.

¢ Individual vs small group market: Health insurance markets that differ by the number of employees and
legal classification; typically, “small group” means employers with 1-50 full-time employees, whereas individual

plans are purchased by people without an employer-sponsored plan.

e Common-law employee: Someone who meets the IRS criteria for employee status under common-law rules

and is therefore eligible for small group coverage through their employer.

Mini-Scenario: Meet Jane the Micro-Business Owner

Jane owns a homebusinessmag.com home-based graphic design business with 3 employees plus herself. She's
unsure if buying a plan directly from an insurance carrier or using the SHOP Marketplace will provide a better deal
and if there's truly a difference in plan quality between “on-exchange” and “off-exchange.” Also, she wants to

maximize her Small Business Health Care Tax Credit if possible.

On-Exchange vs Off-Exchange: Purchase Route, Not Plan Quality

One of the biggest misconceptions is that plans on the SHOP Marketplace (on-exchange) are objectively better
than those purchased off-exchange. This isn't true! The main difference is the purchase channel, not the plan’s

quality or benefits.
* On-exchange (SHOP Marketplace):

© Plans are sold through a government platform with specific rules and transparency.
© Employers get streamlined billing and payroll integration options.

© The SHOP system enforces some contribution rules to verify eligibility for the Small Business Health Care
Tax Credit.

¢ Off-exchange (Carrier Direct Purchase):

© Employers work directly with insurance carriers or brokers.


https://homebusinessmag.com/blog/healthcare-insurance/off-exchange-health-insurance-plans/

© Plan designs, prices, and benefits mirror those available on the SHOP Marketplace because carriers use the

same rate filings and benefit packages.
© However, off-exchange purchase route doesn’t automatically enforce contribution rules or tax credit
eligibility.

In other words, whether Jane buys “on” or “off” exchange doesn't mean one plan is inherently better; it's about the

convenience, tax rules, and service layers.

Individual vs Small Group Eligibility: Employer-Owned Coverage and
Common-Law Employees

Another point that trips up many employers like Jane: which market are they really buying into? Is their business

considered small group or individually insured for health coverage purposes?

* Individual Market: Reserved for consumers buying insurance without an employer. If a business owner
wants just their own coverage and no employees, in many states they must purchase individual coverage

instead of small group coverage.

* Small Group Market: Typically applies to employers with 1-50 common-law employees. This includes the
owner if they are a common-law employee under their state's rules. In many states, sole proprietors without

employees cannot access small group plans.

If Jane, for example, employs 3 common-law employees and herself is treated as an employee, she qualifies as a
small group employer. This is important because the Small Business Health Care Tax Credit and 50 percent

contribution rule only apply in the small group context.

Small Business Health Care Tax Credit Basics — Why the 50% Rule
Matters

The Small Business Health Care Tax Credit is a federal incentive designed to encourage small employers to

provide health insurance. Two key eligibility rules are:
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1. Your business has fewer than 25 full-time equivalent (FTE) employees.



2. Average employee wages are less than about $60,000 per year.

3. You must pay at least 50% of the cost of employee-only coverage premiums.

This 50% applies specifically to employee-only coverage premiums, not family coverage or premiums including

dependents.

Why Employee-Only Coverage?

Because the employer contribution requirement is tied to ensuring coverage for the employee base itself, not their
dependents who may or may not be eligible for any subsidies or tax benefits. The government wants employers to

make a meaningful contribution to the core employee's health insurance.

Example: Jane's Contribution Calculation

Coverage Type Monthly Premium Amount Employer Must Pay (>50%) Employee-only $400 $200 or more
Employee + Family $1,000 Employer still only required to pay at least 50% of the employee-only $400

Jane's employer contribution minimum is based on the employee-only premium, even if some employees select

family plans.

SHOP Marketplace Availability and Limits

The SHOP Marketplace is designed primarily for small employers with 1-50 employees, but availability varies by
state and region:

® Many states operate their own SHOP marketplaces with unique enrollment rules and carrier participation.

e Several states have limited SHOP availability or do not operate a SHOP Marketplace at all, defaulting to

federally facilitated marketplaces or no dedicated small group exchange.

e C(Clients like Jane must check if the SHOP is available in their county/region. If not, off-exchange purchasing

may be their only option.



The SHOP Marketplace can simplify compliance with the 50% contribution rule because it requires employers to

attest to meeting that rule during enrollment, making tax credit qualification smoother.

Summary: What the 50% Employer Contribution Rule Actually Applies
To

* The 50% contribution rule applies only to the employee-only coverage premiums, not family or

dependent coverage.

® The rule exists to ensure employers provide meaningful contributions to core worker coverage as a condition

for claiming the Small Business Health Care Tax Credit.

® This rule applies whether you purchase on-exchange (SHOP Marketplace) or off-exchange (direct from

carriers), but SHOP may enforce it more strictly during enrollment.

® |t only applies in the small group market, meaning you must have common-law employees and not just

owner-only coverage.

* Understanding employee status (common-law vs owner-only) is critical to determining eligibility for small

group coverage and tax credits.

Final Thoughts: For Jane and Other Micro-Business Owners
When Jane weighs her options, she should:

1. Confirm her employee count and common-law employee status for small group eligibility.
2. Review whether the SHOP Marketplace is available in her county and if it benefits her for the tax credit.

3. Calculate if she can meet the 50% employer contribution minimum on employee-only premiums to qualify for

the tax credit.

4. Remember that whether she buys on or off exchange, the quality of plans will be essentially the same; the tax

credit and administrative convenience might differ.

By understanding these nuances and focusing on the tax credit rule around the 50 percent contribution
specifically for employee-only coverage, Jane can make an informed decision that benefits both her business

and her employees.

If you run a micro-business and want help navigating these details, don't hesitate to reach out for expert guidance

tailored to your state and situation.



