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This article is the third article in a series of three intended to discuss the recent changes in income tax policy
and how changes may impact business value. The first article provided general observations related to the
new tax policy. The second article focused on pass-through entities and qualified business income (“QBI”)
deductions. This third article will focus on C Corporations and income tax policy related to the qualified
small business stock (“QSBS”) gain exclusion.

To value a business or business interest analysts typically consider the current taxation policy commensurate
with the valuation date. Business owners should be aware that analyst consideration of relevant income tax
policy requires more than the selection of the effective income tax rate to apply. It requires an understanding
of how (1) tax election can impact value, (2) bonus depreciation impacts value, and (3) treatment of research
and development expense impacts business earnings. In this article, we will discuss recent changes in U.S. tax
policy and the respective value implications to subchapter C corporation business owners.

U.S. Tax Policy and Recent Changes

On July 4, 2025, the One Big Beautiful Bill Act (“OBBBA” or the “Act”) was signed into law. The most
significant contribution of OBBBA is that it makes several 2017 Tax Cuts and Jobs Act (“TCJA”) provisions
permanent. The continuation of TCJA income tax provisions represents a significant benefit to businesses
irrespective of income tax election status. In turn, the Act’s income tax provisions generally increase the value
of businesses and business interests.

In terms of overall significance, the Act does not change income tax policy as much as the TCJA did in 2017.
For example, the most significant income tax policy feature of the TCJA was the change in the top marginal
federal corporate income tax rate from 35 percent to 21 percent. It stands to reason that change to federal
corporate income tax rates represents the most significant income tax policy in the 215t century.
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To provide some context for our discussion, we prepared the following table. Table 1 provides a summary and
comparison of the TCJA and OBBBA.

Table 1
Overview and Comparison of TCJA and OBBA
Tax Policy Provisions

Income Tax Policy

Feature
Individual Tax Rates | Sunset in 2026 TCJA Income Tax Rates Permanent
QBI Deduction
(199A) Sunset in 2026 TCJA QBI Deduction Permanent
Started Phasing Out
Bonus Depreciation | in 2023, Total Phase | TCJA 100 Percent + Qualified
Expense Out in 2026 Production Property
R&D Expensing Capitalized over 5/15
(Section 174) years Immediate expense (174A)
Estate and Gift Tax | $12.92M (2024),
Exemption indexed $15M (2026), indexed
QSBS Gain
Exclusion $10M or 10 x basis $15M or 10 x basis, indexed

In the following paragraphs, we will discuss certain income tax policy features of OBBBA and how OBBBA tax
policy can impact a business value estimate. In general, OBBBA has a wide-reaching impact on businesses
that are (1) publicly traded, (2) privately held, or (3) organized as partnerships including pass-through
taxation type entities.
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Entity Structure and Tax Policy Impact to Shareholders

The impact of OBBBA income tax policy is relevant to business valuation regardless of an entity’s income tax
structure. However, the Act has slightly more direct value influence on shareholders of pass-through entity
(“PTE”) type businesses rather than subchapter C type corporation shareholders. As discussed in our prior
article, the Qualified Business Income (“QBI”) deduction was made permanent under the new law, lowering
the effective tax rates for qualifying PTE businesses. While there is some diversity in practice among valuation
practitioners, analysts generally agree that an entity’s tax election structure can influence the value of
businesses and business interests.

In this article, we will explore the OBBBA provisions for the qualified small business stock (“QSBS”) exclusion.
The new QSBS provisions create a favorable case for electing C-Corporation status over S-Corporation status.
This is particularly true for start-ups or early-stage ventures that anticipate minimal short- to mid-term
distributions and plan for a medium-term exit.

Qualified Small Business Stock—C Corporation Shareholder Benefit

The qualified small business stock (“QSBS”) exclusion is a U.S. income tax benefit that applies to eligible
shareholders of qualified small businesses involved in an exit transaction. The reason for the exclusion is that
starting, investing in, and working for a startup involves an elevated level of risk. To encourage investment in
higher risk ventures, the Internal Revenue Code allows for the QSBS exclusion.

The QSBS income tax exclusion, as set forth in Internal Revenue Code Section 1202, provides tax benefits to
shareholders that sell qualified stock. With proper planning, eligible taxpayers can (1) exclude millions of
dollars of gain from federal capital gains tax, (2) multiply the benefit through gifting strategies, and (3) defer
gains through equity rollovers. The QSBS applies to stock issued by domestic subchapter C corporations with
gross assets not exceeding a specified threshold.

Under OBBBA, the QSBS capital gains exclusion is increased from $10 million to $15 million (or 10 times the
aggregate adjusted basis, whichever is greater) for QSBS issued after July 4, 2025. The capital gains deduction
will be indexed for inflation starting in 2027. For stock issued prior to OBBBA, the exclusion cap limit is based
on the greater of: (1) a per taxpayer, per-issuer cap (set at $10 million under prior law) in the aggregate for
current and prior years, and (2) a cap based on ten times the aggregate tax basis of QSBS sold by a taxpayer
in a given tax year.

All else held equal, the tax enhancements from the QSBS exclusion provide tax saving benefits to C-
Corporation shareholders. Due to the potential tax savings, eligible business owners may elect to pay tax as a
C-Corporation to enjoy the QSBS income tax exclusion.
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Table 2 provides an overview of the QSBS prior law (Post 2010 QSBS) and OBBBA provisions.

Table 2
Overview and Comparison of QSBS Prior Law (Post 2010 QSBS) and OBBBA
Income Tax Policy Provisions

Feature Prior Law (Post 2010 QSBS) OBBBA Provision
Holding Period Five Years Three to Five Years
Gross Asset Value $50 million $75 million, indexed for inflation
Cap at Issuance starting 2027
Exclusion Limit Greater of $10 million-, or | Greater of $15 million, indexed for

10-times basis inflation starting 2027

Effective For Stock September 27, 2010 July 4, 2025
Issued After

- 7T ]

Qualified Small Business — Capital Gain Exclusion Parameters

Under the pre OBBBA tax law, the gross business asset threshold was $50 million to qualify for QSBS. Under
OBBBA, to qualify for QSBS, the gross business asset threshold increased to $75 million. For clarification, the
$75 million gross business asset threshold is measured both before and immediately after equity issuance.
Starting in 2027 and for subsequent years, the gross business asset threshold will be indexed at inflationary
rates.

The increase in the business asset threshold will allow more businesses to qualify as qualified small businesses
for purposes of the QSBS benefit. A benefit that will be enjoyed by both the businesses issuing stock and stock
investors seeking income tax benefits.

Another exclusion parameter is based on the holding period of the stock to qualify for the QSBS deduction.
Under the prior QSBS related tax law, there was a five-year holding period requirement. Under OBBBA, the
holding period restriction was relaxed by allowing for certain gain exclusions in periods less than the five-year
threshold. For example, the following bullet points provide OBBBA QSBS holding period requirements and
respective exclusion amount percentages:

e Three Year Holding Period: 50 percent gain exclusion
e Four Year Holding Period: 75 percent gain exclusion
e Five Year Holding Period: 100 percent gain exclusion
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In addition to the specified threshold, a corporation must use at least 80 percent of its assets in an active trade
or business that is not excluded. Excluded businesses are from certain industries that include companies in
finance, real estate, and professional services, that is, legal businesses, or medical practices. Additionally, the
investor must acquire the stock directly from the issuing corporation, not through a secondary purchase.

QSBS Capital Gain Exclusion Planning Opportunities

The OBBBA changes to QSBS parameters are expected to make equity sales of eligible C-Corporation stock
more likely. As expected, the tax benefits are particularly appealing for startup founders and equity issuers
that meet the QSBS requirements. The higher exclusion limit will allow for more capital gain to be excluded
from a sale. The tiered gain exclusion enables partial benefits for founders opting for earlier liquidity.
Additionally, the per-taxpayer, per-issuer provision may facilitate “stacking” strategies through structures
involving family members, trusts, or distinct taxpayers. The increase in the asset test requirement allows
larger C-Corporation stock to qualify as QSBS (e.g., startups approaching $75 million in assets). In our
opinion, due to the change in QSBS parameters, C corporation business sellers will likely prefer a stock sale
to an asset sale—which would not qualify sellers for the exclusion.

For start-ups that reinvest profits into growth rather than distributions, the revised QSBS rules make C-
Corporation status an especially tax-efficient choice. That’s because the enhanced QSBS exclusion offers the
potential to eliminate significant future capital gains and keep more of the transaction profits.

Conclusion

OBBBA'’s provisions, including permanent personal tax rates, enhancements to QSBS, bonus depreciation,
R&D expensing, and higher estate tax exemptions, create a favorable environment for private businesses.
These changes improve cash flow, encourage investment, and could support higher valuations. Valuations
conducted for compliance purposes, such as gift and estate tax reporting, will need to reflect these tax code
changes. Key areas of impact include PTE economic adjustment models, bonus depreciation assumptions,
and R&D expenditure treatment. QSBS is especially impactful for entity structure decisions and C-
Corporation exits. Business owners and CFOs should collaborate closely with advisors to optimize entity
structure and tax strategies, ensuring both compliance and value maximization.

The QSBS exclusion is a U.S. income tax benefit that applies to eligible shareholders of qualified small
businesses involved in an exit transaction. The reason for the exclusion is that it is generally accepted that
starting, investing in, and working for a startup involves an elevated level of risk. To encourage higher risk
investment risk taking, the Internal Revenue Code allows for the QSBS exclusion.

OBBBA changes to QSBS qualifying parameters are beneficial to small business C-corporation shareholders.
In our opinion, due to OBBBA changes to the QSBS qualifying parameters, C-corporation business sellers will
likely prefer a stock sale to an asset sale—which would not qualify sellers for the exclusion.
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For start-ups that reinvest profits into growth rather than distributions, the revised QSBS rules make C-
Corporation status an especially tax-efficient choice. That’s because the enhanced QSBS exclusion offers the
potential to eliminate significant future capital gains and keep more of the transaction profits.

Sources:

One Big Beautiful Bill Act, H.R. 1, 119th Cong. (2025). https://www.congress.gov/bill/119th-congress/house-

bill/1/text.
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3 Parkway North Blvd., Suite 200, Deerfield, IL 60015 AND ACCOUNTING NETWORK
3010 Highland Parkway, Suite 100, Downers Grove, IL 60515
847.205.5000 e Fax 847.205.1400 e www.millercooper.com

Miller Cooper & Co., Ltd.
500 West Madison Street, Suite 3300, Chicago, IL 60661 ‘HLB) THE GLOBAL ADVISORY



https://www.congress.gov/bill/119th-congress/house-bill/1/text
https://www.congress.gov/bill/119th-congress/house-bill/1/text
mailto:alopez@millercooper.com
mailto:kzanni@millercooper.com

