
For micro-businesses with 1 to 25 employees, navigating the health insurance landscape can feel like a maze. One
common hurdle is the 50% contribution rule in Small Group health insurance plans. What if your business simply
can’t afford to contribute half the premium for your employees? What options do you have? And how do tax
credits, marketplaces, and alternative plans play into these choices?

In this detailed guide, we break down the rules, explore the options between on-exchange and off-exchange
purchases, clarify key terms, and explain how the critical Small Business Health Care Tax Credit affects your
decision-making process.

Defining the 50% Contribution Rule
Before we dive in, let's make sure we're on the same page about some important terms:

50% Contribution Rule: For a small group plan purchased through the SHOP Marketplace, the employer
must pay at least 50% of the premium for employee-only coverage.

On-Exchange: Buying insurance through a government-run exchange like SHOP Marketplace. Offers tax
credits and complies with certain rules.

Off-Exchange: Purchasing insurance directly from an insurance carrier or broker rather than through the
exchange. Usually no tax credits.

Common-Law Employee: A worker treated as an employee under IRS guidelines — usually eligible for small
group coverage.

Tax Credit Lost: Losing eligibility for the Small Business Health Care Tax Credit if you don't meet rules like the
50% contribution rule.

QSEHRA: Qualified Small Employer Health Reimbursement Arrangement — allows employers to reimburse
employees tax-free for individual health insurance premiums.

Why Does the 50% Rule Exist?
This rule is designed to make health insurance more affordable for employees and encourage employers to share
the costs. If the employer pays less than 50%, employees face dramatically higher premiums or end up dissatisfied
with the benefit.

Meeting the 50% contribution minimum is also a requirement to qualify for the Small Business Health Care Tax
Credit, a powerful incentive that can cover up to 50% of your employer premium expense (up to 35% for tax-
exempt organizations).



Mini Scenario: The 50% Rule in Real Life

Jessie owns a boutique design studio with 10 employees. She wants to offer health insurance but realizes the
company cash flow can’t cover 50% of employee premiums. If she ignores the rule and only pays 30%, her tax
credit eligibility vanishes, increasing total insurance costs after taxes.

If Jessie wants to keep the tax credit, she must either find a way to increase contributions or explore alternative
options, like QSEHRA or off-exchange plans without tax credits.

On-Exchange vs Off-Exchange: The Purchase Route, Not Plan Quality
It's a common misconception that insurance bought on-exchange is inherently better than off-exchange. The
reality? The choice between on- and off-exchange is about purchase route, not plan quality.

On-Exchange (SHOP Marketplace): Employers can access tax credits by making the 50% contribution,
following strict rules.

Off-Exchange (Carrier Direct): Employers buy directly from carriers or brokers, sometimes at better prices or
with more plan options but no tax credits.

For companies unable to meet the 50% contribution rule, off-exchange is the only way to offer small-group
coverage that might require lower employer contribution. But, they won’t qualify for the tax credit.

Mini Scenario: Off-Exchange Option

Imagine Raul owns a small coffee shop with 5 employees and limited funds to contribute. He buys small group
plans directly from carriers off-exchange, paying less than 50% per employee. While this is allowed, Raul does not
qualify for any Small Business Health Care Tax Credit. His employees get coverage, but Raul misses out on
potential subsidies that could have saved money.

Eligibility and Employee Types: Owner-Only vs Common-Law
Employees
Understanding who's eligible for small group plans is essential:



Owner-Only Groups: If you have no employees and just want coverage for yourself and your family, you’re
an individual market buyer, not small group.

Common-Law Employees: Small group insurance is for employers with at least one common-law employee.
Note: Contract workers, 1099 freelancers, or family members may not count as employees for eligibility.

Why is this important? It impacts where and how you purchase coverage, and what rules apply.

SHOP Marketplace Basics and Availability
SHOP (Small Business Health Options Program) is the on-exchange platform designed for small businesses with 1
to 25 employees. Key points:

Must pay at least 50% of premiums for employees to qualify for tax credit

Provides access to the Small Business Health Care Tax Credit

Plans meet federal market standards

Availability varies by state and county — not all carriers are offered through SHOP in every location

Owner-only groups typically can’t buy through SHOP; they use individual marketplaces or off-exchange
options

Check availability early, because some carriers restrict SHOP offerings. Your broker can help identify which plans
are available on- or off-exchange in your county.

Small Business Health Care Tax Credit Rules and Why It Drives
Decisions
The tax credit can reduce your employer premium cost by up to 50%. But rules are strict:

Requirement Explanation Must buy small group coverage through SHOP Marketplace Can't get credit for off-
exchange plans Must pay at least 50% of employee-only premium Doesn't count spouse or dependent premiums
Averaging fewer than 25 full-time equivalent employees Based on hours worked, not headcount Average
employee wages under $62,000 (adjusted annually) Limits eligibility to smaller, lower-wage employers Coverage
must be qualified (minimum essential coverage) Plans must meet ACA standards



If you fail the 50% minimum contribution rule, you lose the tax credit entirely. The financial impact can be
significant, sometimes costing thousands compared to meeting the rule.

Mini Scenario: Lost Tax Credit Costs

Sarah’s landscaping business qualifies for the tax credit but decides to pay only 40% of premiums to save cash
upfront. That causes a tax credit lost scenario. At tax time, she ends up owing more overall than if she’d just paid
50% upfront and kept the credit.

Alternatives When You Can’t Afford the 50% Rule
Not every micro-business can meet the 50% contribution rule, especially startups or seasonal employers. Here are
some alternatives to consider:

1. Off-Exchange Small Group Coverage

Buy directly from carriers or brokers with no minimum employer contribution required

No tax credit available — but can offer flexibility in contributions and plans

Caution: Premiums might be higher than SHOP “net” costs after tax credits

2. QSEHRA (Qualified Small Employer Health Reimbursement Arrangement)

Instead of buying group insurance, employers reimburse employees for individual insurance or medical expenses
tax-free, up to a set annual limit:

Employer sets a fixed allowance amount (e.g., $5,000 per year per employee)

Employee picks their own individual market plan, on- or off-exchange

Employers don’t buy group policies or contribute defined premiums

Not subject to the 50% contribution rule

QSEHRAs are growing in group health insurance for small business popularity because they provide benefit
flexibility without complicated contributions. However, help employees understand how to shop for and claim
reimbursements on their own plans.

3. Owner-Only Plans or Individual Market

If you are an owner with no employees, you must buy individual coverage, often through the state
Marketplace

Owner plans are not subject to the 50% rule

Check eligibility for individual market subsidies based on income

Summary: What To Do If You Can’t Afford 50% Contribution
1. Assess your cash flow and budget: Can you tweak contributions to meet the 50% rule and keep tax credits?

2. Explore off-exchange small group plans: Allows flexibility but no tax credit — may cost more net.

3. Consider QSEHRA: Give employees flexibility with individual plans and tax-free reimbursements.

4. Verify employee count and eligibility: No employees means owner must use individual market options.

5. Work with a knowledgeable broker: State and county specifics matter; plans and credits vary widely.

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


Remember: the key to small-group health insurance success is understanding that the 50% contribution rule
isn’t just a number — it’s a gatekeeper for valuable tax credits and compliance! Making an informed choice will
save your business money and headaches down the road.

Contact a Specialist
If you’re ready to explore your options or need help figuring out eligibility and costs, reach out to a licensed small-
group benefits broker. With over a decade of experience working with micro-businesses across multiple carrier
networks and counties, I can help you find the best plan that fits your budget and your team’s needs.


