Temporary Exclusion for 100% of Gain from Qualified
Small Business Stock Extended Through 2011
By William Whitledge of Goodwin Procter LLP
On December 17, 2010, President Obama signed into law the Tax Relief, Unemployment
Insurance Reauthorization, and Job Creation Act of 2010, which extends for an additional
year the temporary exclusion for 100% of the gain recognized by noncorporate investors
from the sale of qualified small business stock ("QSBS"). Previously, this exclusion had only
applied to QSBS acquired after September 27, 2010 and before January 1, 2011 (as
discussed in Goodwin Procter's October 1, 2010 client alert, "Temporary Exclusion for
100% of Gain from Qualified Small Business Stock Acquired by Year End").
The extended exclusion continues to apply for purposes of both the regular federal income
tax and the alternative minimum tax. In addition, under the new legislation, the other
general requirements applicable to QSBS remain the same, including that the aggregate
amount of gain with respect to an investment in a single issuer that may qualify for the
exclusion is generally limited to the greater of $10 million or 10 times the investor's
aggregate tax basis in the issuer's QSBS. Investors who would like to take advantage of the
new legislation should carefully consider the QSBS requirements as well as any additional
requirements that may apply particularly to them under the Internal Revenue Code.
As discussed above, unless another extension is enacted, an investment in QSBS must be
closed prior to January 1, 2012 in order to qualify for the temporary 100% exclusion. Under
current law, with respect to QSBS acquired on or after January 1, 2012, only 50% of gain
will be excludable from the regular income tax, and the alternative minimum tax may apply
to a portion of the exclusion.
This publication, which may be considered advertising under the ethical rules of certain
jurisdictions, is provided with the understanding that it does not constitute the rendering of
legal advice or other professional advice by Goodwin Procter LLP or its attorneys.
IRS Circular 230 Notice:
To ensure compliance with requirements under Treasury Department Circular 230, we
inform you that the contents of this publication are not intended or written to be used, and
may not be used, for the purpose of (i) avoiding U.S. federal tax penalties or (ii) promoting,
marketing or recommending to another party any matter addressed herein. Each taxpayer
should seek advice based on the taxpayer's particular circumstances from an independent
tax adviser.
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