
As a small business owner or HR administrator navigating the world of health insurance, you’ve likely encountered
the term "qualified health plan through SHOP." But what does it actually mean? This phrase touches on vital
aspects like where you purchase insurance (the route), how eligibility is defined, and — most critically — your tax
credits. Understanding these factors can help you make smarter benefits decisions.

In this post, we'll break down the essentials:

What is a qualified health plan (QHP)?

The difference between on-exchange and off-exchange purchasing routes

How individual vs. small group eligibility impacts plan options

Key SHOP Marketplace basics and availability limits

Why Small Business Health Care Tax Credit eligibility often sways employer decisions

Defining Terms Before Diving In

What is a Qualified Health Plan (QHP)?

A qualified health plan is an insurance plan that meets standards set by the Affordable Care Act (ACA) and is
certified by the relevant health insurance marketplace. These standards ensure minimum essential coverage, limits
on out-of-pocket costs, and coverage of essential health benefits.

Important: Being a QHP means the plan is approved to be sold on marketplaces like the SHOP Marketplace.
However, some qualified plans can also be purchased directly from carriers, off the marketplace (off-exchange),
and still meet ACA requirements.

On-Exchange vs. Off-Exchange: A Route, Not a Quality Label

Many confuse “on-exchange” (purchasing through the SHOP Marketplace) with “better” plans. This is misleading
— the difference is mainly where and how you buy coverage:

On-Exchange (SHOP Marketplace): Plans sold through the official Small Business Health Options Program
(SHOP) Marketplace, which is run by either the federal government or states.

Off-Exchange (Carrier Direct): Purchasing plans directly from insurance carriers without going through a
marketplace.

Both routes offer qualified health plans. But:

Only on-exchange purchases can tap into the Small Business Health Care Tax Credit.

Off-exchange plans might have more varied options but don’t qualify the employer for certain tax benefits.

Individual vs. Small Group Eligibility: Who Qualifies for SHOP?

Individual Market (Owner-Only or Sole Proprietors)

The individual market is designed for people purchasing coverage for themselves or their families. For tax credit
purposes, solo business owners without employees often buy from the individual marketplace. These plans are
separate — and generally not “qualified health plans through SHOP.”



Scenario: Jane runs a one-person consulting business with no employees. She doesn’t qualify for SHOP as a small
group but can buy individual coverage via the individual marketplace, possibly with premium tax credits.

Small Group Market (1-50 Employees — Varies by State)

The SHOP Marketplace primarily serves small groups with 1 to 50 employees (some states extend this to
100 employees). This includes the business owner and any common-law employees.

Key Employer Note: Solo owners with zero employees may not always be eligible for SHOP, depending on your
state.

Common-Law Employee Definition Matters

When assessing eligibility for SHOP or small group coverage, the IRS and ACA look at common-law employees.
This means actual workers on your payroll, excluding independent contractors. This classification can affect:

Whether your business qualifies as a small group

Your ability to buy through SHOP

Eligibility for tax credits

SHOP Marketplace Basics and Availability Limits
The SHOP Marketplace was created to provide a dedicated avenue for small businesses to buy ACA-compliant
health insurance for their homebusinessmag employees. Here are the essentials:
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Feature Description Eligible Businesses Employers with 1-50 common-law employees (some states up to 100)
Types of Plans Qualified Health Plans, ACA-compliant, offered through select carriers Employee Participation
Minimum employee participation rules may apply (often 70%) Availability Only in states participating in SHOP;
varies by carrier presence Enrollment Periods Year-round for some states / limited annual open enrollment periods
in others

Because SHOP participation is limited by state and employer size, some businesses are unable to purchase
coverage here and must look off-exchange to carriers.

Small Business Health Care Tax Credit: Why It Drives the Decision

What Is the Small Business Health Care Tax Credit?

This is a federal tax credit designed to help small employers afford the cost of providing health insurance. To
qualify, employers must:

Have fewer than 25 full-time equivalent employees (FTEs)

Pay average wages below a specified threshold (around $60,000/year)

Cover at least 50% of employee premiums

Purchase qualified health plans through the SHOP Marketplace

Tax Credit Size and Impact

The credit can be up to 50% of employer premium costs (35% for tax-exempt nonprofits) when buying through
SHOP, which can translate into significant savings. Importantly, this credit only applies if the coverage is
purchased via the SHOP Marketplace.

Mini-Scenario: Imagine a business with 10 employees and $40,000 average wages. If this company buys the
same plan off-exchange directly from the carrier, it misses out on a potential tax credit worth thousands of dollars
annually.



Why This Matters More Than a Few Dollars in Premium Differences

When employers shop plans, some articles miss the bigger picture by obsessing over tiny premium differences
without factoring in tax credits. This is frustrating and misleading in my experience. Always model the impact of the
tax credit:

A $100 premium difference off-exchange could be blown out of the water by a 50% tax credit through SHOP.

Some plans might appear slightly more expensive on PAPER through SHOP, but the net cost after tax credits
is much lower.

Comparing Purchasing Routes: SHOP Marketplace vs. Carrier Direct
Feature SHOP Marketplace Carrier Direct Purchase (Off-Exchange) Plans Offered Qualified health plans certified for
SHOP Qualified health plans, with sometimes broader options Tax Credit Eligibility Eligible for Small Business Health
Care Tax Credit Not eligible Administrative Tools Centralized platform for invoicing and employee enrollment
Handled directly with carrier; may require separate processes Employee Eligibility Must meet SHOP and small
group standards More flexible in some cases State Availability Only in participating states Available nationwide,
subject to carrier network

Key Takeaways for Employers
1. A qualified health plan means the insurance meets ACA standards and may be sold on or off the SHOP

Marketplace.

2. Choosing between on-exchange (SHOP) or off-exchange doesn't mean one plan is inherently better.
It’s mostly about where you purchase and what additional benefits (like tax credits) you qualify for.

3. Only small employers with common-law employees (generally 1-50 employees) can use SHOP to buy
small group plans and qualify for the Small Business Health Care Tax Credit.

4. The Small Business Health Care Tax Credit is a powerful incentive that can heavily influence whether
buying through SHOP makes sense.

5. Not all states offer SHOP Marketplace options, so in some cases, carrier direct purchase is the only option.

6. Avoid decision-making based solely on small premium differences without modeling the impact of tax credits
and eligibility.

Final Thoughts
Understanding the phrase "qualified health plan through SHOP" is critical for any small business looking to
provide health benefits to employees effectively and affordably. It’s not just a label — it signals the intersection of
plan quality, purchase route, employee eligibility, and tax advantages.

Before making decisions, I recommend that micro-businesses:

Review employee counts and classifications carefully

Check your state’s SHOP Marketplace availability

Calculate tax credit eligibility accurately

Compare total net costs (premium minus tax credits) instead of headline premiums

Consult with a benefits advisor who understands the nuances of your state and business size



Remember: The messy reality of renewals and employee questions means that choosing the right purchase route
can save you time, money, and headaches down the line.

Have more questions? Feel free to reach out and discuss your specific situation — after 12 years advising micro-
business clients, I’m here to help!


