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The Patient Protection and Affordable Care Act and additional amendments were signed into law in March 2010. Many 

of you received a postcard from the IRS on the new tax credit contained in the health care reform legislation and 

wondered how this will affect you and your business. This letter provides a description of the small business tax credit 

and illustrations of the phase-out for qualifying employers’ contributions toward their workers’ health insurance 

premiums. This credit is available for businesses with fewer than 25 full-time equivalent employees (FTEs) with average 

annual wages of less than $50,000. Small employers will be eligible for a tax credit, provided they contribute at least 

50% toward their employees’ health insurance. 

Starting this year and through 2013, the credit will cover up to 35% of a qualified for-profit employer’s contributions to 

health insurance. Beginning in 2014, the maximum credit is 50% of the employers’ contribution toward premiums. The 

small business tax credit that is available beginning in 2014 is only available to an employer for two consecutive tax 

years, beginning with the first year the employer offers coverage through an exchange. Thus the small business tax 

credit is potentially available for a total of six years – the initial credit availability from 2010 through 2013, plus the two 

year credit period beginning as early as 2014. 

Small employers can claim the full credit amount if they meet the following two critieria: 

 The employer has 10 or fewer full-time equivalent employees (FTEs). FTEs are calculated by dividing the 
total hours worked by all “employees” (see description for employees below) during the tax year by 2,080 
(with a maximum of 2,080 hours for any one employee). 

 The employer’s average taxable wages are $25,000 or less. This is calculated by dividing the aggregate 
amount of wages paid to the “employees” during the year by the number of FTEs. 

 

For calculating the number of full-time employee equivalents (FTEs) and their wages, the term “employees” excludes the 

following: 

1. Seasonal workers – working more than 120 days during the year 
2. Self-employed sole proprietor 
3. Partner in a partnership 
4. A 2% shareholder in an S corporation 
5. Any 5% owner of an eligible small business 
6. A family member or dependent of the business owners or partners. 

 

Small employers will find the full credit phased out as the number of FTEs increases from 10 to 25 and as average 

employee compensation increases from $25,000 to $50,000.  



For 2010-2013, the “employer contribution” for the year will be calculated as the lesser of (1) the employer’s actual 

premium contribution, or (2) the contribution the employer would have made if each of those same employees had 

enrolled in a plan with a premium equal to the average premium (determined by the Secretary of Health and Human 

Services (HHS)) for the small group market in the state, or area in the state, in which the employer offers health 

insurance. Any premium paid pursuant to a salary reduction arrangement under a sec. 125 cafeteria plan is not treated 

as paid by the employer. 

For qualifying employers, the small business health insurance tax credit is a general business credit. This type of credit is 

not refundable, but is limited by the employer’s actual tax liability. In other words, if a company had a year in which it 

ended up paying no taxes, then the small business tax credit could not be used for that year as there would be no 

income tax for this credit to reduce. However, as a general business credit, an unused credit amount can generally be 

carried back for one year and carried forward up to 20 years. 

We hope this information on the new small business health insurance tax credit is helpful. Please call us if you have 

questions about this credit or about other provisions of the health reform bill. 

If you believe that your small business may qualify for the health insurance tax credit, please contact us. We have 

created a worksheet as a useful tool to compile the information needed in the calculation of this credit. 

 

Winham & Associates, PA 


