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Healthcare Tax Credit Available to Small Businesses
By Bethany K. Lusby, CPA

Recently, the IRS issued new guidance to make it easier for small businesses to determine
whether they are eligible for the new health care tax credit under the Affordable Care Act and
how large a credit they will receive. The guidance makes clear that small businesses receiving
state health care tax credits may still qualify for the full federal tax credit. Additionally, the
guidance allows small businesses to receive the credit not only for regular health insurance but
also for add-on dental and vision coverage.

The document issued by the IRS provides detailed guidelines, illustrated by more than a dozen
examples, to help small business employers determine whether they qualify for the credit and
estimate the amount of the credit.

Included in the Affordable Care Act, the small business health care tax credit, which is in effect
this year, is designed to encourage small business employers to offer health insurance coverage
for the first time or maintain coverage they already have.

In general, the credit is available to small business employers that pay at least half the cost of
single coverage for their employees in 2010. The credit is specifically targeted to help small
businesses and tax-exempt organizations that primarily employ moderate- and lower-income
workers.

For tax years 2010 to 2013, the maximum credit is 35 percent of premiums paid by eligible small
business employers and 25 percent of premiums paid by eligible employers that are tax-exempt
organizations. The maximum credit goes to smaller business employers — those with 10 or
fewer full-time equivalent (FTE) employees — paying annual average wages of $25,000 or less.
The credit is completely phased out for employers that have 25 FTEs or more or that pay
average wages of $50,000 per year or more. Because the eligibility rules are based in part on the
number of FTEs, not the number of employees, businesses that use part-time help may qualify
even if they employ more than 25 individuals.

Eligible small businesses can claim the credit as part of the general business credit starting with
the 2010 income tax return they file in 2011. Information for nonprofit organizations is
forthcoming according to the IRS.

If you would like more information on the credit, please call one of our professionals today.
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