¥ IRS

Small Business Health Care Tax Credit and

the SHOP Marketplace

If you are a small employer, there is a tax credit that can put money in your pocket.
The small business health care tax credit benefits employers that:

* Have fewer than 25 full-time equivalent employees
* Pay average wages of less than $50,000 a year per full-time equivalent (indexed
annually for inflation beginning in 2014)
o Fortax year 2014, the inflation-adjusted amount is $51,000
o Fortax year 2015, the inflation-adjusted amount is $52,000
o Fortax year 2016, the inflation-adjusted amount is $52,000
o Fortaxyear 2017, the inflation-adjusted amount is $53,000
e Offer a qualified health plan to its employees through a Small Business Health
Options Program Marketplace (or qualify for a limited exception to this
requirement)

* Pay at least 50 percent of the cost of employee-only - not family or dependent -

health care coverage for each employee

For information about qualified health plans offered through the SHOP
Marketplace, visit Healthcare.gov (4"

How will the credit make a difference for
you?
The maximum creditis:

* 50 percent of premiums paid for small business employers and
e 35 percent of premiums paid for small tax-exempt employers
* The creditis available to eligible employers for two consecutive taxable years

The amount of the credit you receive works on a sliding scale. The smaller the
employer, the bigger the credit. So if you have more than 10 full-time equivalent
employees or if the average wage is more than $25,000 (as adjusted for inflation),
the amount of the credit you receive will be less. For example, if you pay $50,000 a
year toward employees’ health care premiums,and if you qualify for a $10,000
credit each year, you can save $20,000 over the course of two years
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Even if your small business does not owe tax during the year, you can carry the
credit back or forward to other tax years. Also, since the amount of the health
insurance premium payments is more than the total credit, eligible small
businesses can still claim a business expense deduction for the premiums in excess
of the credit. That’s both a credit and a deduction for employee premium
payments.

Even if you are a small business employer who did not owe tax during the year, you
can carry the credit back or forward to other tax years. Also, since the amount of
the health insurance premium payments is more than the total credit, eligible small
businesses can still claim a business expense deduction for the premiums in excess
of the credit. That’s both a credit and a deduction for employee premium
payments.

The credit is refundable, so if you’re tax-exempt and have no taxable income, you
may be eligible to receive the credit as a refund so long as it does not exceed your
income tax withholding and Medicare tax liability. Refund payments issued to small
tax-exempt employers claiming the refundable portion of the credit are subject to
sequestration.

You can benefit from the credit this year or in previous years. If you didn’t claim it
on your tax return, there’s still time to file an amended return. Refund limitations
may apply. Generally, a claim for refund must be filed within three years from the
time the return was filed or two years from the time the tax was paid, whichever of
such periods expires the later, or if no return was filed by the taxpayer, within two
years from the time the tax was paid.

For information about State-based SHOPs participating in the direct enrollment
process, such as the one adopted by federally-facilitated SHOP Marketplaces (),
see the Centers for Medicare & Medicaid Services (CMS) FAQs (&' about
flexibilities for State-based SHOP direct enrollment. The requirement to purchase
insurance through the SHOP Marketplace did not apply to tax years prior to 2014.

Determining FTEs for the health care tax credit

In general, you’ll consider all employees who perform services for the small
employer during the tax year when determining the number of your full-time
equivalent employees, as well as average annual wages and premiums paid.

However, in your FTE calculation, do not include the wages and hours worked of
the certain types of employees mentioned below. You also won’tinclude the
premiums paid on behalf these employees to determine the amount of your health
care tax credit:

e Owner of a sole proprietorship

e Partnerin a partnership

* Shareholder of S Corporation owning more than 2 percent

e Owner of more than 5 percent of the business or other businesses
e Family members of the above
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For purposes of the health care tax credit, one FTE generally equals 2,080 hours per
year. This is different from other provisions of the Affordable Care Act that count 30
hours per week as one FTE. Any number of part-time employees that work a
combined number of hours equal to that of a full-time employee equals one FTE.
For example, two half-time employees count as one FTE; 20 half-time employees is
equivalent to 10 FTEs. Exclude from the calculation the hours that exceed 2,080.
Also exclude seasonal employees who work 120 or fewer days per year from the
calculation of the number of FTEs and average annual wages; however, the health
insurance premiums paid by the employer on behalf of these employees may be
counted in determining the amount of the credit.

Calculating average annual wages

If you pay total annual wages of $200,000 to your 10 FTEs, you divide $200,000 by
10 — the number of FTEs — to determine your average annual wage. In this
example, the average annual wage would be $20,000.

Claiming the health care tax credit

You must use Form 8941, Credit for Small Employer Health Insurance Premiums, to
calculate the credit. For detailed information on filling out this form, see the
Instructions [ PoF ] for Form 8941.

If you’re a small business, include the amount as part of the general business credit
on your income tax return.

If you’re a tax-exempt organization, include the amount on line 44f of the Form 990-
T, Exempt Organization Business Income Tax Return [ PoF], You must file the Form
990-T in order to claim the credit, even if you don't ordinarily do so.

If you are a small business employer, you may be able to carry the credit back or
forward. And if you are a small tax-exempt employer, you may be eligible for a
refundable credit.

Resources:

e Taxpayer Advocate Service Small Business Tax Credit Estimator
* Flyer on the small business health care tax credit for small employers
(Publication 4862): English | Spanish
* YouTube video
o Small Business Health Care Tax Credit: English (| ASL(Z'
* Podcast
o Small Business Health Care Tax Credit: English [MP3]| Spanish
* Healthcare.gov (@'
e DOL.govACA(Z

Page Last Reviewed or Updated: 31-May-2022



