Running a micro business with just 2 employees? When it comes to buying health insurance, deciding between the
SHOP Marketplace and off-exchange plans can be confusing. Since health plans’ “quality” is often similar
regardless of where you buy, the real differences come down to purchase routes, eligibility rules, and —

importantly — whether you qualify for the Small Business Health Care Tax Credit.

In this article, I'll define key terms, use real-world examples, and explain why the tax credit often drives the

decision. If you're a micro business owner wondering how to offer micro business benefits, this guide is for you.

Definitions Before We Start

Because words matter: here are the basics before we get into plans and tax credits.

* SHOP Marketplace: The Small Business Health Options Program, a health insurance marketplace designed
for small businesses, generally with 1-50 employees, set up under the Affordable Care Act (ACA). Available in
many states but not all.

e Off-exchange plans: Health insurance plans you buy directly from an insurance carrier outside of any
government marketplace or exchange.

* On-exchange plans: Plans sold through a government health insurance marketplace (like the federal
Healthcare.gov or a state exchange). The SHOP Marketplace is the specialized exchange for small employers.

e Common-law employees: Employees who work for your company with typical payroll, benefits, and tax

withholding. “Owner-only” or “owner plus spouse” arrangements have different rules.

* Small Business Health Care Tax Credit: A federal tax credit designed to help small businesses afford

employee health insurance if they meet certain criteria.

Individual vs. Small Group Eligibility: Why It Matters

One of the biggest confusions comes from who can buy what kind of plans:

¢ Individual plans: Designed for individuals buying insurance just for themselves or family. Generally available

only if you do not have a common-law employee (meaning only the owner and their family).

* Small group plans: Offered to businesses with at least 1 common-law employee (beyond the owner). The

company buys plans for employees as a group.

Mini-scenario: You own a company with 2 employees—Ilet's say yourself plus one part-time worker on your
payroll. You qualify as a small group because you have a common-law employee. That means you buy small group

health insurance, not individual plans.
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That is important because only small group plans are available through the SHOP Marketplace. If you are owner-
only with no other common-law employees, you cannot buy SHOP plans; you must go off-exchange for individual

plans.

SHOP Marketplace Basics: What It Offers and When It’s Available

You ever wonder why the shop marketplace is a purchasing platform for small businesses (1-50 employees) to buy

group health insurance. Here are some key points to understand:

¢ Availability: SHOP is available in most states, but not all states run their own SHOP Marketplace. Some

states direct small businesses to buy directly through carriers.
¢ Eligibility: You must have at least 1T common-law employee other than the owner to buy on SHOP.

* Plan options: SHOP offers small group plans just like traditional small group insurance. These plans follow the

same ACA coverage rules.

* Tax credits: Using SHOP is tied directly to eligibility for the Small Business Health Care Tax Credit, which we'll

cover below.
¢ Online tools: SHOP allows businesses to compare plans and manage enrollments in one place — a

convenience when you have multiple employees.

Important: Some small businesses can also buy small group plans directly from insurance carriers off the SHOP
Marketplace. This is the “carrier direct purchase” route.

Off-Exchange Small Group Plans vs SHOP Plans: Purchase Routes, Not
Quality Differences

It's common to think “off-exchange plans” are inherently better or worse than SHOP plans. Here's the truth:

* Both SHOP and off-exchange small group plans comply with ACA rules for small group benéefits.

® Plan networks, premiums, and benefits will vary by carrier and specific plan—not by being on- or off-

exchange.



¢ Off-exchange is simply buying the plan direct from the insurance company instead of through the SHOP
Marketplace platform.

* The key differences are administrative and linked to tax credits, enrollment processes, and sometimes payment

methods.

Mini-scenario: A micro business with 2 employees can purchase the same health insurance plan through SHOP or
directly off-exchange from the carrier. The premiums won't suddenly be cheaper or higher because of the purchase
route. The deciding factor is whether you qualify for the Small Business Health Care Tax Credit and how important

that credit is to your business’s bottom line.

The Small Business Health Care Tax Credit: Your Best Friend as a Micro
Business

Here's the meat of the decision. The tax credit makes a big difference to affordability for micro businesses. Here's

what you need to know:

Who Qualifies for the Tax Credit?

® Your business must have fewer than 25 full-time equivalent employees.

* The average employee salary must be below about $62,000 (adjusted annually for inflation and regional cost

differences).
® You must pay at least 50% of the employees’ premium cost.

® You must buy the coverage through the SHOP Marketplace or a SHOP-certified agent or broker.

Key Rules About the Tax Credit

1. The tax credit is available only if you buy health insurance through SHOP. Off-exchange purchases don't
qualify.

2. The maximum credit is 50% of your premiums for small businesses (up to 25 employees).

3. The credit is non-refundable and available only for two consecutive tax years.

4. The credit value phases out as the number of employees increases or average wages rise.



Why This Drives the SHOP vs Off-Exchange Decision

If you have 2 employees, you almost certainly qualify for the Small Business Health Care Tax Credit if you meet the

wage and premium contribution rules. This means:

® Buying through SHOP and paying part of the premiums for eligible employees makes your effective premium

cost substantially lower.

* Buying off-exchange plans directly from a carrier means you lose the tax credit, making your health insurance

more expensive on an after-tax basis.

Mini-scenario: Suppose a 2-employee company spends $10,000 a year on premiums. If eligible and shopping on
SHOP, they could get up to a $5,000 tax credit. Off-exchange purchase means that $5,000 is lost, making off-

exchange plans more costly despite any nominal premium differences.

Carrier Direct Purchase: Another Route for Micro Businesses

Some states or carriers offer the option to buy small group plans directly from the insurer—off-exchange but still

meeting small group criteria.
While this route offers:

® Easier administrative contact with the carrier

® Sometimes more personalized service
It does NOT:

* Provide eligibility for the Small Business Health Care Tax Credit (unless purchased through SHOP)

® Guarantee lower premiums

Summary: Which Route Is Best for Your Micro Business with 2
Employees?

Factor SHOP Marketplace Off-Exchange Carrier Direct Purchase Plan Types Available Small group plans for
businesses with common-law employees Same small group plans, sometimes more limited carrier offerings
Eligibility At least 1 common-law employee besides owner Same eligibility Small Business Health Care Tax Credit
Eligible if criteria met, reduces net premium cost Not eligible for tax credit Plan Quality Equivalent to off-exchange
small group plans Equivalent to SHOP small group plans Enrollment and Administration Tools Online platform
supports employee enrollment and management May require more manual processes, direct carrier contact
Premium Cost (Pre-Tax Credit) May be similar or slightly higher but offset by tax credit Usually similar premiums

but without tax credit

Final Recommendations

* If you have 2 common-law employees: Explore SHOP Marketplace plans first. You probably qualify for the

Small Business Health Care Tax Credit which can save you thousands.

¢ If SHOP is not available in your state or you don’t qualify for the tax credit: Carrier direct purchase off-

exchange might be a good fallback option — but compare carefully.

* If you are owner-only with no common-law employees: SHOP is not an option; you'll need to buy
individual plans off-exchange or on an individual exchange.



Keep in mind this decision is state and county specific. Insurance networks, state SHOP availability, and wage
thresholds vary by location. Make sure to work with someone who understands your local market and the messy

renewal reality.

Need Help?

As a benefits writer and broker specializing in micro businesses with 1-25 employees, | help companies like yours

navigate small group health insurance purchasing across multiple counties and carrier networks. Reach out

homebusinessmag if you want tailored advice for your situation.


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

