If you run a micro-business with 1-25 employees, phrases like qualified health plan and SHOP Marketplace
probably come up a lot—but what do they really mean? How do they affect your choices and budgets?
Understanding the terminology and rules behind the Small Business Health Options Program (SHOP) can save

you money, headaches, and ensure you're compliant with health insurance regulations.

Why Define Terms First?

Before diving into pros and cons, let's nail down some common terms because health insurance jargon can get

confusing quickly:

* Qualified Health Plan (QHP): A health insurance plan that meets the standards set by the Affordable Care
Act (ACA) and is certified to be sold on the insurance exchange marketplaces, including SHOP for small

businesses.

* SHOP Marketplace: A specific health insurance marketplace designed for small employers with 1-50

employees to shop, compare, and buy qualified health plans.

¢ Off-Exchange Purchase: Buying a health insurance plan directly from an insurance carrier rather than

through a state or federal marketplace.

* Small Business Health Care Tax Credit: A federal tax credit available to eligible small businesses that buy

coverage through the SHOP Marketplace.

* Owner-Only Plan: A plan covering only the business owner or owners without common-law employees

(employees not related to the owner through ownership or family relations).

Mini Scenario to Start: Why Does Purchase Route Matter?

Imagine two businesses, both with 10 employees. Business A buys a health plan “off-exchange” directly from an
insurance carrier. Business B buys through the SHOP Marketplace. Both get similar coverage levels from large

insurers in their area.

® Business A's premium quotes look slightly cheaper at first glance.

* Business B qualifies for a tax credit, cutting its net premium cost by up to 50%.

This quick scenario highlights a crucial fact: Whether a plan is “qualified” or better isn't about off-exchange

vs. on-exchange—it's about the purchase route and eligibility.



Off-Exchange vs. On-Exchange: Route, Not Quality

Many mistakenly think plans bought directly from carriers are always “better” or homebusinessmag.com cheaper

than those on marketplaces. This is often not true.

* On-Exchange Plans are purchased through the SHOP Marketplace or state exchanges and must be certified

as qualified health plans. They follow ACA regulations and offer consumer protections.

¢ Off-Exchange Plans might be the same product or a slightly different version offered directly by the carrier

but do not qualify for federal tax credits or subsidies.

Both routes can offer policies labeled “qualified health plans,” but only plans purchased through SHOP

Marketplace are eligible for the Small Business Health Care Tax Credit.

Who's Eligible for Small Group Coverage?

Individual vs. Small Group

Want to know something interesting? understanding whether your business falls into small group or individual

coverage eligibility is essential because it affects which plans and tax benefits you can access.

* Individual Market: Generally covers people who buy insurance for themselves or their family but don't have

employees eligible for small group coverage.

¢ Small Group Market: Covers employers with 1 to 50 employees (varies slightly by state). For micro-
businesses, if you have common-law employees working regularly, you almost certainly qualify for small group

coverage.

Owner-Only Businesses vs. Those with Common-Law Employees

* Owner-Only: If your business has no common-law employees and only the owner(s) need coverage, you
might technically only be eligible for individual plans. Most states classify owner-only plans as individual
market plans even if bought through SHOP.

e With Common-Law Employees: If you have employees other than yourself or family members, you are

required to purchase small group plans that cover all eligible employees.

This distinction affects your ability to take advantage of SHOP Marketplace plans and especially tax credits.
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SHOP Marketplace Basics and Availability Limits

the the SHOP Marketplace was created as part of the ACA to streamline how small employers buy health

insurance. Here are crucial points you need to know:

* Eligibility: Small businesses with 1-50 employees.

* Coverage Options: Multiple insurance carriers offer SHOP-certified plans. Each plan is a qualified health plan
adhering to ACA standards.

* Employee Choice: Employees can choose from multiple plans offered through SHOP, or employers can select

a single plan covering all.

* State Differences: Not every state offers the SHOP Marketplace or all carriers participate. In some states,

businesses must rely on off-exchange purchasing.

Important Availability Limits
* Many states limit SHOP Marketplace to businesses with fewer than 25 employees, even though the ACA rules
allow up to 50.

® Some states only offer SHOP during open enrollment or special enrollment periods triggered by qualifying

events.

® Businesses with more than 50 full-time employees typically must use the large group market outside SHOP.

Knowing your state's SHOP availability helps you avoid wasted time exploring options that aren't accessible to

you.

Small Business Health Care Tax Credit: The Real Money Factor

The Small Business Health Care Tax Credit (SBHCTC) is often the primary reason employers consider SHOP

plans over off-exchange options. Here's why it's so important:

What Triggers Eligibility?
1. You must have fewer than 25 full-time equivalent (FTE) employees.

2. Average employee salary must be below a certain threshold (about $60,000 in recent years; this amount is

adjusted periodically).



3. You must pay at least 50% of the employees’ premium costs.

4. You must purchase coverage through the SHOP Marketplace—not directly off-exchange.

How Much Is the Credit Worth?

® You can receive up to 50% of your contribution toward employee premiums if you are a tax-exempt employer,

or up to 35% for other small businesses.

* The credit is available for up to two consecutive tax years.

Mini Scenario: Impact of Tax Credit Eligibility

* Business C has 15 employees, average wage $45,000, and pays 60% of premium.
® Business C buys a $500 monthly premium plan per employee direct from the carrier (off-exchange). Pays
$450 per month (90% of premium) out-of-pocket without credit.

* Business C buys the same plan through SHOP, qualifies for 35% credit on its contributions, effectively

reducing cost to about $292 per month per employee after credit.

The tax credit can dramatically change the economics of offering health insurance.

Summary: How Should Employers Decide?

Factor Considerations Effect on Decision Business Size and Employee Count Are you under 25 employees (or 50
where SHOP is available)? Any common-law employees? Determines eligibility for small group plans and SHOP
Marketplace. Purchase Route Direct from carrier or SHOP Marketplace? Only SHOP purchases qualify for Small
Business Health Care Tax Credit. Tax Credit Eligibility Employee count, average wages, portion of premium
employer pays. Can significantly reduce costs if buying through SHOP. State SHOP Marketplace Availability Does
your state run and support SHOP? What carriers participate? Limits plan options and whether you can access
SHOP. Owner-Only Coverage No common-law employees, only owners need coverage. Likely limited to individual

market plans and no SHOP tax credits.

Final Tips for Micro-Business Employers

* Don’t assume SHOP plans are always "better” or cheaper. Look at your eligibility and factor in tax credits.

* Be cautious if your business is “owner-only.” You may not qualify for SHOP tax credits, so off-exchange

individual plans might make sense.
® Check your state’s SHOP Marketplace availability and carriers. Many states have limited options.

* Consult a broker or benefits advisor who understands your specific county and carrier markets.

Generic advice often misses the mark.

* Keep records of employee counts and payroll averages. These numbers affect your eligibility for credits,

SO accuracy matters.

Conclusion

“Qualified health plan through SHOP” isn't just a label—it's a specific designation tied to federal standards,
purchase routes, and eligibility that deeply impact small employers’ costs and compliance. For businesses with

fewer than 25 employees paying into premiums and hiring common-law employees, buying through the SHOP



Marketplace can unlock valuable Small Business Health Care Tax Credits. Meanwhile, those who only need owner

coverage or are in states without SHOP options may find direct carrier purchases more practical.

The choice is less about plan quality—which tends to be regulated and comparable across options—and more
about how your business fits into the small group market rules, eligibility thresholds, and tax credit qualifications.

By focusing on the details relevant to your business, you can make smarter, more cost-effective health insurance

decisions that benefit both your company and your employees.



