
For micro-business owners navigating health insurance options, a common homebusinessmag.com and critical
question arises:

“If I buy my small group health insurance off-exchange, can I still claim the Small Business Health Care Tax
Credit?”

The short answer is: it depends — but mostly no unless you purchase through the SHOP Marketplace or a
carrier’s SHOP offering that meets specific federal guidelines. To understand why, we need to unpack exactly what
“off-exchange” means, the difference between individual and small group eligibility, the role of the SHOP
Marketplace, and the critical rules behind the Small Business Health Care Tax Credit (SBHTC).

Defining Terms: Off-Exchange vs On-Exchange Purchases
Before we jump into tax credits, it’s crucial to define off-exchange and on-exchange:

Off-exchange: Buying a health insurance plan directly through an insurance carrier’s website, agent/broker,
or any means outside of a state or federal health insurance marketplace/exchange platform.

On-exchange: Purchasing a plan through a government-run marketplace, such as Healthcare.gov or a state-
specific exchange portal. For small employers, this usually means the SHOP Marketplace.

Important: Neither off-exchange nor on-exchange defines plan quality or coverage level. These are simply
different purchase pathways that connect buyers to the same or very similar plan offerings.

Mini-Scenario: Quality Misconception

Sarah runs a 5-employee tech startup. She finds a comparable plan to her SHOP options by calling the
insurance carrier’s sales line directly (off-exchange).

Although Sarah's plan has the same benefits and network, she chooses off-exchange because it feels easier.

Without understanding tax credit rules, Sarah assumes the off-exchange plan is “better” — but she loses out
on tax credit eligibility.

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


Individual vs. Small Group Eligibility: What’s the Difference?
Understanding eligibility is the next step. Health plans and tax credits treat small groups (employer + employees)
differently than individuals (self-only coverage).

Individual coverage: Purchased for one person, often by self-employed owners without employees. Plans
bought here qualify for subsidies or premium tax credits only if purchased through the individual exchange
(Marketplace).

Small group coverage: Plans that cover an employer and their common-law employees (up to 100 in most
states). This group should include W-2 common-law employees, not just owners or contractors, to meet
“small group” definitions by carriers and the IRS.

Key Point: If you are the sole owner with no employees, most plans you buy are considered individual plans, even
if you try to shop as “small group.” This impacts your ability to use tax credits designed for employers.

Mini-Scenario: Owner-Only Group

Tom owns a one-person consulting business with no employees.

If Tom buys a solo health plan off-exchange, this counts as individual coverage.

He cannot claim the Small Business Health Care Tax Credit because he has no common-law employees and is
not buying a qualified small group plan.

SHOP Marketplace: What It Is and Limits to Availability
The Small Business Health Options Program (SHOP) Marketplace is a federal/state exchange platform
designed expressly for small businesses wanting to buy group coverage. SHOP carries unique features:

It only sells group coverage plans to businesses with 1–50 employees (some states allow up to 100).

Plans offered must meet stringent actuarial value and coverage standards.

SHOP is the official channel for employers to apply for and qualify to claim the Small Business Health Care
Tax Credit.

Employers can enroll and manage coverage online, but not all states use the federal SHOP – some have state-
specific SHOP portals; others have more limited SHOP menus.

Practical Note: While some carriers sell “small group” plans off-exchange, these plans may or may not qualify as
SHOP-eligible depending on state rules and carrier participation.

The Small Business Health Care Tax Credit: Rules that Drive Your
Decision
The centerpiece — and often misunderstood — reason to shop through the SHOP Marketplace is your business’s
potential to claim the Small Business Health Care Tax Credit (SBHTC). Here's how it works:

1. The tax credit reduces the employer’s cost of providing employee health insurance by up to 50% (up to 35%
for tax-exempt employers).

2. Your business must:

Have fewer than 25 full-time equivalent employees.

Pay average wages below $60,000/year (adjusted annually).



Purchase coverage through the SHOP Marketplace (or a carrier SHOP-certified plan, where available).

Offer coverage to all full-time employees.

Pay at least 50% of the premium cost.

3. Critically: The plan must be purchased through SHOP or a certified SHOP product to be eligible. Buying off-
exchange plans, even identical ones, disqualifies you from the credit.

4. The credit is available for only two consecutive years maximum.

Mini-Scenario: SHOP Requirement Impact

Lisa owns a bakery with 10 employees averaging $45,000 salary each.

Lisa finds a plan directly via carrier and signs up off-exchange, assuming she'd get the tax credit.

Come tax time, Lisa discovers the IRS disallows the credit because she didn’t buy through SHOP.

She switches next year to the federal SHOP Marketplace, confirms eligibility, and claims the credit successfully.

Summary Table: Impact of Purchase Route on Tax Credit Eligibility
Purchase Route Plan Type Eligible for Small Business Health Care Tax Credit? Additional Notes SHOP Marketplace
(Federal or State) Certified Small Group Plan Yes Must meet employer size, wage, and premium share rules Carrier
Direct Off-Exchange Small Group Plan (non-SHOP) No Plan may be identical, but disqualifies tax credit eligibility
Individual Marketplace (On-Exchange) Individual Plan No Tax credits exist but are individual premium subsidies, not
SBHTC Off-Exchange Individual Purchase Individual Plan No No federal subsidies or small business credits

Key Takeaways for Small Employers Shopping Health Insurance
Tax credit eligibility depends on purchase route, not plan quality. Buying off-exchange even from the
same carrier usually makes you ineligible for the Small Business Health Care Tax Credit.

If you have employees (common-law employees), you should shop through SHOP Marketplace or a
carrier’s SHOP option to maximize tax credit potential — provided you meet size and wage criteria.

For owner-only businesses with no employees, the small business tax credit does not apply. Most
plans bought for owner-only businesses are individual coverage.

Always verify your state’s SHOP availability and specific carrier SHOP offerings. SHOP does not look
the same in every state nor does every carrier participate.

When comparing plans, don’t assume that off-exchange plans won’t qualify for the credit — they
generally won’t. Confirm to avoid surprises come tax time.

Final Thoughts
The Small Business Health Care Tax Credit can be a powerful tool to lower your total cost of coverage — but only if
you understand the rules clearly. Your purchase route — SHOP Marketplace vs off-exchange — makes all the
difference in whether you can claim this credit. For micro-businesses with employees, shopping on SHOP is almost
always the smarter financial choice, despite the sometimes limited SHOP plan network or complexity.



If you’re unsure which purchase path is right for your business, or whether you are eligible for the tax credit, speak
with a benefits broker familiar with your state’s SHOP marketplace and small group plan rules. It’s well worth the
time to avoid costly tax headaches later.

Remember: “Off-exchange” is a purchase method, not a marker of plan superiority. For tax credits tied to small
business health insurance, shop smart, shop SHOP.


