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New Small Business Health Care  
Tax Credit

Congress created a new small business health care tax credit in Section 1421 of the Patient Pro-
tection and Affordable Care Act, which added Section 45R to the Internal Revenue Code.  Small 
employers with 25 or fewer employees and an average wage of less than $50,000 per year may be 
entitled to a credit on their federal income taxes of up to 35 percent of health insurance premium 
payments they have made.  Employers with 10 or fewer employees and an average wage of $25,000 
or less will get a full credit of up to 35 percent.  Employers with 10 to 25 employees, or 25 or fewer 
employees with an average wage of $25,000 to $50,000 will get a partial phased-out credit.  

Starting in 2014, the maximum Section 45R tax credit will be 50 percent of the cost of coverage.  
The IRS is sending postcards to millions of small business and tax-exempt employers to notify 
them of the new credit and eligibility information.

Eligibility Rules
•	 Providing	health	care	coverage. A qualifying employer must cover at least 50 percent of 

the cost of health care coverage for some of its workers based on the single rate.

•	 Firm	size. A qualifying employer must have less than the equivalent of 25 full-time work-
ers (for example, an employer with fewer than 50 half-time workers may be eligible).  The 
number of full-time equivalent employees (FTEs) for the tax year is determined by dividing 
the total hours that the employer pays wages to employees during the year by 2,080.

•	 Average	 annual	wage. A qualifying employer must pay average annual wages below 
$50,000.

•	 Both	taxable	(for	profit)	and	tax-exempt	firms	qualify.

Amount of Credit
The value of the credit to a specific employer will depend on the cost of the employer’s coverage.  
An employer that offers an average-cost plan or a plan that costs less than average can use the 
full cost of coverage as the basis for determining the tax credit.  If the employer’s plan costs more 
than the average plan, the employer can utilize only the amount the employer would have paid for 
average-cost coverage.

•	 Maximum	Amount. The credit is worth up to 35 percent of a small business’s premium costs 
in 2010.  On January 1, 2014, this rate increases to 50 percent (35 percent for tax-exempt 
employers).

•	 Phase-out. The credit phases out gradually for firms with average wages between $25,000 
and $50,000 and for firms with the equivalent of between 10 and 25 full-time workers. 
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Calculation Table
The IRS has come out with a table that small employers can use to calculate the small employer health 
insurance credit for the 2010 taxable year.  The table, published in Revenue Ruling 2010-13, gives what the 
IRS believes to be the average cost of individual and family coverage in each state.  The secretary of the 
U.S. Department of Health and Human Services (HHS) can carve out regions with higher rates and allow 
employers to use higher average cost figures in those regions, but the HHS secretary will not carve out any 
below-average-cost regions. 

A copy of the IRS state average-cost table is available here.

Tax-Exempt Employers
The amount of the credit for tax-exempt employers is different for non-exempt employers.  For tax years 
beginning in 2010 through 2013, the maximum amount of credit for a tax-exempt employer is 25 percent of 
the employer’s premium expenses.  On January 1, 2014, this rate will increase to 35 percent.  The amount of 
the credit cannot exceed the total amount of income and Medicare tax the employer is required to withhold 
from employees’ wages for the year and the employer share of Medicare tax on employees’ wages.  The 
IRS is to provide further information on how tax-exempt employers should claim the credit. 

This Bulletin was prepared by Meredith Knueve.  For more information, please contact Meredith Knueve at 
614.227.4886/mknueve@bricker.com or Jerry Allen at 614.227.8834/jallen@bricker.com, or any member 
of the Health Care Reform Task Force.  The Bricker & Eckler Health Care Reform web site can be accessed 
at www.bricker.com/reform.

This document has been prepared as a general reference document for informational purposes.  The information 
contained herein is not intended to be and should not be construed as legal advice.  Each circumstance should be 
considered and evaluated separately, and possibly with involvement of legal counsel.

Please contact Bricker & Eckler for permission to reprint this bulletin in part, or in its entirety.  
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