8/8/25,12:09 PM Unpacking the New QSBS Exemption Rules — Allied Venture Partners

Home About Portfolio Thesis Founders Investors News Get Involved
Allied Venture Partners
Resources

QSBS Exemption: How the Big Beautiful Bill
Transforms Startup Tax Benefits

The startup ecosystem received an unprecedented gift on July 4, 2025, when President Trump
signed the One Big Beautiful Bill Act (OBBBA) into law. This legislation fundamentally reshapes

Qualified Small Business Stock (QSBS) benefits under Section 1202 of the Internal Revenue Code,

delivering the most significant expansion of these tax advantages since the provision's inception
in 1993.

For startup founders, angel investors, and venture capitalists, these changes represent a seismic
shift in tax planning strategies and exit timing considerations. The new rules don't just
incrementally improve existing benefits—they completely rewrite the playbook for startup equity
taxation.

Understanding QSBS: The Foundation of Startup Tax Benefits

Before diving into the revolutionary changes, it's crucial to understand what QSBS represents in the
startup ecosystem. Section 1202 was enacted to encourage investment in small businesses. It
allows individuals to avoid paying taxes on up to 100% of the taxable gain recognized on the sale

of qualified small business corporation stock.

Under the previous rules, Section 1202 allows stockholders to claim a minimum $10 million federal
income tax gain exclusion in connection with their sale of qualified small business stock (QSBS)
held for more than five years. This meant that a sale of $10 million of QSBS represents $2.38 million
in federal tax savings, making it one of the most powerful tax incentives available to entrepreneurs

and early-stage investors.

“It's certainly a benefit if you are an angel investor or an LP in early-stage companies.”

— Jason Calacanis on QSBS changes in the One Big Beautiful Bill
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Why QSBS Changes Are Good for Startups and Investors

The Three Pillars of QSBS Transformation

The One Big Beautiful Bill Act introduces three fundamental changes that collectively transform
the QSBS landscape:

1. Revolutionary Tiered Exclusion System

The most groundbreaking change eliminates the all-or-nothing approach that previously required
investors to hold QSBS for more than five years to receive any tax benefits. Starting with QSBS

acquired after July 4, 2025, the new tiered system provides:

« 50% exclusion for stock held for at least 3 years
« 75% exclusion for stock held for at least 4 years

+ 100% exclusion for stock held for 5 years or more

This tiered approach acknowledges the reality of startup exits, where timing often depends on

market conditions, acquisition opportunities, or business necessities rather than tax calendars.

2. Enhanced Exclusion Caps
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The maximum gain exclusion per taxpayer, per issuer, increases from $10 million to $15 million for
QSBS acquired after the enactment date. This 50% increase in the exclusion cap will be indexed for
inflation beginning in 2027, ensuring the benefit maintains its purchasing power over time. The

alternative cap of 10 times the taxpayer's basis in the stock remains unchanged.

3. Expanded Gross Asset Threshold

The gross asset threshold for qualifying companies rises from $50 million to $75 million for QSBS
issued after July 4, 2025. Like the exclusion cap, this threshold will be inflation-adjusted starting in
2027. This change extends the eligibility window for companies to issue QSBS, accommodating the
reality that many successful startups now raise larger funding rounds and achieve higher
valuations before reaching traditional exit milestones.

Tax Savings Calculations: The Numbers That Matter
Example 1: The Early Exit Scenario

Consider a startup founder who invested $100,000 in her company's QSBS and exits after 3.5 years
with a $5 million gain:

Under Previous QSBS Rules:

- Holding period: 3.5 years (insufficient for any exclusion)
« Taxable gain: $5,000,000
- Federal tax rate: 28% (20% capital gains + 8% NIIT)

- Total tax liability: $1,400,000

Under New QSBS Rules:

Holding period: 3.5 years (qualifies for 50% exclusion)

Excluded gain: $2,500,000

Taxable gain: $2,500,000

Total tax liability: $700,000

Tax savings: $700,000

Example 2: The Four-Year Hold Strategy

An angel investor purchases $50,000 worth of QSBS that appreciates to $8 million over four years:
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Under Previous Rules:

« Holding period: 4 years (insufficient for any exclusion)
 Taxable gain: $7,950,000

« Total tax liability: $2,226,000
Under New Rules:

+ Holding period: 4 years (qualifies for 75% exclusion)
+ Excluded gain: $5,962,500

« Taxable gain: $1,987,500

« Total tax liability: $556,500

- Taxsavings: $1,669,500

Example 3: Maximizing the New Cap

A serial entrepreneur with multiple successful exits holds QSBS worth $15 million after five years:
Under Previous Rules:

« Maximum exclusion: $10,000,000
+ Excluded gain: $10,000,000
+ Taxable gain: $5,000,000

« Total tax liability: $1,400,000
Under New Rules:

+ Maximum exclusion: $15,000,000
« Excluded gain: $15,000,000

« Taxable gain: $0

« Total tax liability: $0

- Tax savings: $1,400,000

Strategic Implications for Startup Founders

Enhanced Exit Flexibility
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The tiered exclusion system fundamentally changes how founders approach exit timing.
Previously, founders faced a binary choice: hold for five years and receive full benefits, or exit early
and forfeit all QSBS advantages. The new system provides meaningful tax relief even for earlier

exits, reducing the penalty for circumstances beyond founders' control.

Equity Issuance Timing

The higher $75 million asset threshold creates new strategic opportunities for founders to issue
QSBS at later stages of their company's development. This is particularly valuable for companies in

capital-intensive sectors or those experiencing rapid growth that might have previously exceeded

the $50 million threshold before reaching exit readiness.

Capital Allocation Decisions
With the increased $15 million exclusion cap, founders can now shelter significantly more capital

gains from federal taxation. This expanded benefit makes it more attractive to concentrate wealth

in a single successful venture rather than diversifying across multiple investments.

Impact on Angel Investors and Venture Capital
Investment Attractiveness Enhancement
The enhanced QSBS requirements make startup investments more attractive by reducing

effective tax rates and providing earlier access to meaningful tax benefits. This could lead to

increased angel investment activity and higher valuations for qualifying companies.

Portfolio Optimization Strategies
The QSBS exclusion is an increasingly popular tax benefit for founders and investors in early-stage

companies. The new tiered system allows investors to optimize exits around business

fundamentals rather than rigid tax calendars, while still preserving substantial tax advantages.

Venture Capital Pass-Through Benefits
Since venture capital firms are typically structured as pass-through entities, limited partners can

benefit from the enhanced QSBS exclusions on portfolio company exits. This creates additional

incentives for institutional investors to participate in early-stage funding rounds.
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Critical Timing and Implementation Considerations
Grandfathering Rules

The enhanced benefits apply exclusively to QSBS acquired after July 4, 2025. Stock issued on or

before that date remains subject to the previous rules, creating a clear demarcation between “old"

and "new" QSBS.

No Retroactive Benefits

The legislation explicitly prevents investors from converting pre-OBBBA stock into post-OBBBA
stock through exchanges or other transfers. This anti-abuse provision ensures that the enhanced

benefits only apply to genuine new investments.

Strategic Issuance Opportunities

Companies may consider issuing additional QSBS after July 4, 2025, to take advantage of the
enhanced benefits, provided they continue to meet the qualifying requirements, including the new

$75 million asset threshold.

QSBS Requirements: What Hasn't Changed

Despite the significant enhancements, the fundamental qualification requirements for QSBS
remain unchanged:

+ Corporate Structure: Must be a C corporation

- Business Requirements: At least 80% of assets must be used in an active trade or business

« Industry Restrictions: Certain industries (hospitality, farming, financial services) remain
excluded

- Original Issuance: Stock must be acquired directly from the corporation

« Holding Period: Minimum holding periods apply (though now tiered)

Broader Economic Impact and Policy Implications

The One Big Beautiful Bill Act (ocronyms OBBBA; OBBB; BBB), or the Big Beautiful Bill, is a budget
reconciliation law passed by the 119th United States Congress containing tax and spending

policies that form the core of President Donald Trump's second-term agenda. The Joint
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Committee on Taxation estimates these QSBS enhancements will provide an additional $17.2 billion

in tax benefits over the next decade.

This expansion reflects a broader policy commitment to encouraging domestic entrepreneurship
and innovation. The timing is particularly strategic, as artificial intelligence and other emerging
technologies drive new waves of startup formation. The enhanced QSBS benefits create stronger

incentives for both founding teams and early employees to take entrepreneurial risks.

Industry-Specific Considerations

Technology Startups

The Al boom and rapid technological advancement make the enhanced QSBS benefits
particularly relevant for technology startups. The higher asset threshold accommodates the
capital-intensive nature of many tech ventures, while the tiered exclusion system recognizes the
fast-paced exit environment.

Biotech and Life Sciences
For biotech companies with longer development cycles, the maintained five-year hold period for

maximum benefits aligns well with typical drug development timelines, while the tiered benefits

provide flexibility for earlier licensing or acquisition opportunities.

Clean Energy and Sustainability
The enhanced QSBS benefits complement other clean energy incentives in the OBBBA, creating a

comprehensive framework for encouraging investment in sustainable technologies and green

innovation.

Tax Planning Strategies for the New Era
For Founders

1. Timing New Equity Issuances: Consider issuing new QSBS after July 4, 2025, to capture
enhanced benefits

2. Exit Planning: Develop tiered exit strategies that optimize tax benefits based on holding

periods
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3. Asset Threshold Management: Monitor company asset levels to maintain QSBS eligibility for

as long as possible

For Investors

1. Portfolio Rebalancing: Evaluate existing QSBS holdings and consider strategies for new

investments

2. Diversification vs. Concentration: Reassess the trade-offs between diversification and

concentrating investments in fewer, higher-potential QSBS opportunities

3. Tax-Loss Harvesting: Coordinate QSBS gains with other portfolio losses to optimize overall

tax efficiency

For Tax Professionals

1. Client Education: Proactively inform clients about the new rules and their implications

2. Documentation: Ensure proper record-keeping for tracking holding periods and

qualification requirements

3. Ongoing Monitoring: Regularly review client portfolios for QSBS optimization opportunities

Frequently Asked Questions

Q: Do the new QSBS rules apply to stock | already own?

A: No, the enhanced benefits only apply to QSBS acquired after July 4, 2025. Existing stock remains

subject to the previous rules.
Q: Can | exchange my old QSBS for new stock to get the enhanced benefits?

A: No, the legislation includes anti-abuse provisions that prevent converting pre-OBBBA stock into

post-OBBBA stock through exchanges or transfers.
Q: How do the new QSBS rules affect the 10x basis alternative cap?

A: The 10x basis alternative cap remains unchanged. The exclusion is still limited to the greater of

$15 million (increased from $10 million) or 10 times the taxpayer's basis in the stock.
Q: Are there any changes to the industry restrictions?

A: No, the same industry restrictions apply. Companies in hospitality, farming, financial services,

and other excluded industries still cannot issue Qualified Small Business Stock.
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Q: How does inflation indexing work for the new thresholds?

A: Both the $15 million exclusion cap and $75 million asset threshold will be adjusted for inflation

starting in 2027, helping preserve the real value of these benefits over time.

Next Steps: Maximizing Your QSBS Benefits

The One Big Beautiful Bill Act represents a watershed moment for startup taxation. Whether you're
a founder planning your next venture, an angel investor evaluating opportunities, or a tax

professional advising clients, understanding these changes is crucial for optimizing tax outcomes.
Immediate Actions to Consider:

1. Review Existing Holdings: Assess your current QSBS positions and their holding periods
under both old and new rules

2. Evaluate New Opportunities: Consider how the enhanced benefits change the

attractiveness of startup investments

3. Update Tax Planning: Revise your tax planning strategies to incorporate the new tiered

exclusion system

4. Consult Professionals: Work with qualified tax advisors to develop comprehensive strategies

that maximize the benefits of both existing and future QSBS holdings

The enhanced Qualified Small Business Stock benefits in the One Big Beautiful Bill Act don't just
change the math—they change the game entirely. For the startup ecosystem, this represents one
of the most significant policy developments in decades, creating new opportunities for wealth
creation and economic growth.

As we move forward in this new era of startup taxation, staying informed about these changes
and their implications will be crucial for anyone involved in the entrepreneurial ecosystem. The
companies and investors who best adapt to these new rules will be positioned to create and

capture unprecedented value in the years ahead.

Disclaimer: This analysis is based on publicly available information about the One Big Beautiful
Bill Act and should not be considered as tax advice. Consult with qualified tax professionals for
guidance specific to your situation.
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