When small business owners or micro-business HR folks shop for health insurance, many encounter the terms
SHOP Marketplace, on-exchange purchase, and off-exchange purchase. But what exactly do these phrases

mean? And who benefits most from using the Small Business Health Options Program (SHOP Marketplace)

instead of buying plans directly from insurance carriers (off-exchange)?

In this article, I'll break down: what the SHOP Marketplace is, who qualifies, how it compares to buying
direct from carriers, and the crucial role the Small Business Health Care Tax Credit plays in the decision.
This is especially geared towards micro-businesses (1-25 employees) who need straightforward guidance on

navigating the small group health insurance landscape.

Defining Terms Before We Dive In
Because insurance jargon gets confusing fast, let's start by defining some key terms:

* SHOP Marketplace: The Small Business Health Options Program is a health insurance exchange run by the
federal government or some states, specifically for small employers to buy coverage on-exchange.

* On-exchange purchase: Buying health plans through the official state or federal marketplace (including

SHOP for small groups), which means you buy via a government-run website or platform.

¢ Off-exchange purchase: Purchasing health plans directly from an insurance carrier or broker without going

through the government marketplace platform.

* Small group insurance: Health insurance plans designed for small employers, typically defined as those with

1-50 employees (though definitions can vary by state; for many SHOP markets, it's 1-25).

¢ Small Business Health Care Tax Credit: A federal tax credit that provides financial assistance to small
employers buying health insurance for their employees through the SHOP Marketplace under specific

eligibility rules.

What Exactly Is the SHOP Marketplace?

The SHOP Marketplace was created under the Affordable Care Act (ACA) in 2014. Its purpose: to offer a
centralized, more transparent marketplace where small employers can shop for health insurance plans for their

employees, often with access to special benefits like the Small Business Health Care Tax Credit.

® Who runs it? The SHOP is either federally run at HealthCare.gov's small business portal or run by some states

as a state-based exchange.

* Who can buy through SHOP? Generally, small employers with 1 to 25 full-time equivalent employees (FTEs).

The exact upper limit depends on your state—some states extend SHOP eligibility up to 50 employees.

* What coverage options? Group health insurance plans designed for small businesses, which must meet ACA

requirements, like covering essential health benéefits.
To illustrate the difference between SHOP and direct carrier purchases, here's a simple example:

Imagine a local café with 8 employees. The owner can browse plans from multiple carriers on the SHOP
Marketplace, compare prices side-by-side, and even receive eligibility for the Small Business Health Care Tax
Credit if they qualify. Alternatively, the owner could contact one insurance company directly and purchase a

plan without going through SHOP — that's an off-exchange purchase.



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

| often hear business owners say things like, “On-exchange plans are better,” or “I'll get a great deal off-exchange.”

This is a common misconception | want to clarify right away:

* The difference between on-exchange (SHOP) and off-exchange is where and how you buy the plan,
not the quality of the plan itself.

® Plans offered on and off the exchange may be the same product, just sold via different channels.

* On-exchange shopping gives you centralized transparency for pricing and features, and most critically, access

to the Small Business Health Care Tax Credit if you qualify.

e Off-exchange purchases can sometimes offer more carrier-specific flexibility but don’t come with tax credit

eligibility.

So the decision to buy on- or off-exchange should be driven by your company’s eligibility for tax credits,

employee count, and administrative preferences, not a blanket assumption about plan quality.

Who Qualifies for SHOP Marketplace Plans?

It's important to understand eligibility rules because they can make or break your access to SHOP advantages.

1. Small Employer Definition:

® |n most states, businesses with 1-25 employees are considered small employers and eligible to buy through
SHOP.

* Some states extend this to 50 employees, so check your state-specific SHOP rules.

2. Employee and Owner Count:

* Owner-only or owner + family businesses: Usually, self-employed individuals or owner-only businesses
are NOT eligible for SHOP Marketplace small group plans. This is because they don't have common-law

employees.

e Common-law employees: To qualify, you must have at least one common-law employee other than the

owner or owner's Spouse.

3. Employer's Location Matters:

* Your business's physical address determines which SHOP Marketplace you use: federal or state.

* Not all states run their own SHOP; many use the federal platform.

Why Does the Small Business Health Care Tax Credit Matter So Much?

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

provide health insurance via SHOP.

What Is This Tax Credit?

A tax credit available to eligible small employers who pay premiums for qualified plans purchased through the

SHOP Marketplace, it can cover up to 50% of premium costs (up to 35% for tax-exempt employers).

Eligibility Requirements:



Number of employees: Must have fewer than 25 full-time equivalent employees.
* Average wages: Annual average wages must be below $60,000 (indexed yearly).

® Coverage: Must contribute at least 50% toward employees’ premium costs.

Purchase method: Must buy coverage through the SHOP Marketplace (on-exchange).
Here's why it drives the purchase decision:

* If you qualify, buying on SHOP can save you a big chunk of costs through the tax credit.

e Off-exchange purchases disqualify you from the credit, potentially costing more overall, even if

premiums appear cheaper.

* Understanding your tax credit eligibility can more than outweigh modest carrier premium differences.

Mini Scenario: The Tax Credit Impact

Jan runs a 12-employee graphic design firm with annual wages averaging $50,000. She contributes 60% of
premiums. She buys a plan off-exchange that costs $400 per employee per month, but she gets no tax credit. If
she bought the same plan on SHOP, the premium is the same, but she qualifies for a 40% tax credit, effectively
reducing her cost to $240 per employee per month. The tax credit alone saves her $1,920 monthly, a difference

too big to ignore.”

SHOP Marketplace Basics and Availability Limits

Here are some practical SHOP points you should know:

* Plan Selection: SHOP offers multiple carriers and plan options depending on your location — you're not
stuck with just one plan.

* Enrollment Period: Generally, Open Enrollment runs in the fall, but certain qualifying events allow mid-year
enrollment.

* Employee Choice: Depending on your state rules, employees might be able to select among several plans
offered by different carriers on the SHOP.

* Employee Counts Matter: In many states, businesses with more than 25 employees must buy outside SHOP

(off-exchange).

Not all employers can or should use SHOP, but if you are eligible, it provides a streamlined, tax-advantaged route

to group health coverage.

Comparing the Two Purchase Routes: SHOP (On-Exchange) vs. Carrier
Direct (Off-Exchange)

Feature SHOP Marketplace (On-exchange) Carrier Direct (Off-exchange) Eligibility Small employers with 1-25
(sometimes 50) employees with common-law employees All employers, including owner-only/self-employed, vary
by carrier Access to Small Business Health Care Tax Credit Yes, if all eligibility criteria met No Shopping
Experience Centralized comparison across carriers on one marketplace Must contact carriers/brokers individually
Plan Options Multiple carriers and plan types depending on state Varies—some carriers sell plans only off-
exchange Tax Reporting & Administration Streamlined through SHOP, including employer and employee
notices Handled by employer and carrier separately Common Use Case Small employers wanting tax credits and

easier admin Owner-only businesses or those seeking specific carriers/plans



Small Group Eligibility Nuances: Owner-Only vs. Common-Law
Employees

One often overlooked detail: self-employed owners without common-law employees are not eligible for
SHOP small group plans. They must shop in the individual market, either on-exchange or off-exchange,

separately.

* Common-law employee: Someone you hire and over whom you have significant control (hours, pay, tasks),

not an independent contractor or the owner themselves.

® Having at least one common-law employee is typically required to access group coverage through SHOP.

Mini Scenario:

“Marsha is self-employed and owns a consulting firm with no employees. She shops on the individual
marketplace (not SHOP). Her sister works as a freelancer on contract, but since Marsha doesn't have common-
law employees, she can't access SHOP small group plans. On the flip side, Bob owns a landscaping business
with 4 full-time employees. Bob qualifies for SHOP and can get the Small Business Health Care Tax Credit if he

meets wage and contribution rules.”

Summary: Is SHOP Marketplace Right for Your Small Business?
To help you decide, here's a quick checklist:

1. Count your employees: Do you have 1-25 (or up to 50 in your state) common-law employees?

2. Check wages and premium contributions: Are your average annual wages under $60,000 per employee
and do you pay at least 50% of premiums?

3. Are you eligible for the Small Business Health Care Tax Credit? If yes, on-exchange SHOP purchase is
likely your best financial move.

4. Do you prefer centralized shopping and comparison? SHOP lets you compare offerings easily across
multiple carriers.

5. If you're owner-only with no common-law employees, SHOP is not an option; look to individual

markets off-exchange or on your state’s individual exchange.



In most micro-business scenarios, especially those looking for tax credits and streamlined administration, the
SHOP Marketplace is a valuable tool for on-exchange small group health insurance purchases. However,
if eligibility rules exclude you, or if you're seeking specific carrier plans outside SHOP offerings, then purchasing

directly off-exchange may be appropriate.

Helpful Resources

® HealthCare.gov Small Businesses — official federal SHOP Marketplace portal
® |RS on Small Business Health Care Tax Credit

® Your State Health Insurance Marketplace website for local SHOP details

Final Tip from a 12-Year Broker Veteran

If you're a small business with under 25 employees (and especially fewer than 10), don't just chase the cheapest
premium numbers off-exchange ignoring the tax credit. Take a moment to map out eligibility for SHOP and the

Small Business Health Care Tax Credit before making your final decision. The tax credit's savings can easily dwarf a

$20 or $30 premium difference, making the SHOP route a bargain that pays for itself.
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Need help navigating your particular state’'s SHOP Marketplace options or comparing off-exchange carriers? With
over a decade specializing in micro-business health insurance, I'm here to provide tailored guidance spouse on

small business health insurance that incorporates your business’s unique details.


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