Annex 1 - Qualified Small Business Stock Checklist


The stockholder(s) named below (the “Stockholders”) have requested information to assist in their determination of whether the shares of stock of [COMPANY NAME, INC.], a [Delaware] corporation (the “Company”) described below may be entitled to certain tax benefits associated with qualified small business stock (“QSBS”) pursuant to Sections 1045 and 1202 of the Code.[footnoteRef:1] [1: 	This Checklist is based on the Internal Revenue Code of 1986, as amended, (the “Code”) and Treasury Regulations thereunder, as of July 5, 2025, and incorporates changes from the One Big Beautiful Bill Act signed on July 4, 2025. Except as otherwise specified, all section references herein are to the Code and all “Treas. Reg. §” references are to the Treasury regulations promulgated or proposed thereunder, respectively, by the U.S. Department of Treasury and the Internal Revenue Service (the “IRS”), both as in effect through  July 5, 2025.] 

Table to be completed by requesting Stockholder:
	
Stockholder
	Class / 
Type of Stock
	Issue Date
	Stock Certificate / Issuance Number
	Number of Shares

	
	
	
	
	

	
	
	
	
	


Pursuant to Section 5.3 of the [Amended and Restated] Investors’ Rights Agreement dated [●] the Company hereby provides the following information (the “Checklist”) with respect to such shares. In no event shall the Company be liable to the Stockholders or any other person for any damages arising from any errors or inaccuracies in this Checklist, unless made by the Company in a manner either grossly negligent or fraudulent. Whether any Stockholder is entitled to tax benefits with respect to the Company’s stock must depend on the Stockholder’s particular facts and circumstances. Each Stockholder should seek professional tax advice from its tax advisor.
	Questions and Checklist to be completed by Company
	Yes[footnoteRef:2] [2: 	Select one. If neither Yes nor No are applicable, check “Appendix” and provide further information at the end.] 

	No
	Appendix

	1. “Qualified Small Business” Requirement[footnoteRef:3] [3: 	Section 1202(c)(1)(A).] 


	· On each Issue Date, the Company was a domestic C corporation.[footnoteRef:4] [4: 	Sections 1202(d)(1) and 1202(c)(2)(A). ] 

	
	
	

	· For stock issued before July 5, 2025: At all times of the Company’s existence on or after August 10, 1993 through the time immediately following the Issue Date (see definition above), the Company’s aggregate gross assets were $50 million or less.[footnoteRef:5] [5: 	Sections 1202(d)(1)(A) and (B) as amended by Section 70431(c) of the One Big Beautiful Bill Act.] 

· For stock issued on or after July 5, 2025: At all times of the Company’s existence on or after August 10, 1993 through the time immediately after the Issue Date (see definition above), the Company’s aggregate gross assets were $75 million or less (subject to inflation adjustment for taxable years beginning after 2026).
· [bookmark: _Ref52975825]Aggregate gross assets include cash and the adjusted tax basis of the Company’s other property.[footnoteRef:6] [6: 	Section 1202(d)(2)(A). For purposes of this calculation, the adjusted tax basis is treated as including the fair market value (rather than tax basis) of assets contributed to the Company, determined as of the date of contribution (Section 1202(d)(2)(B)).] 

· All corporations in the same parent-subsidiary controlled group are treated as one corporation.[footnoteRef:7] [7: 	Section 1202(d)(3). A parent-subsidiary controlled group consists of a chain of corporations connected through stock ownership with a common parent, with more than 50% of the stock of each subsidiary (by vote or value) held by another subsidiary or the parent (ignoring certain nonvoting stock that is limited and preferred as to dividends and treasury stock).] 

	
	
	

	· The Company will comply with any IRS reporting requirements with respect to §1202.[footnoteRef:8] [8: 	Section 1202(d)(1)(C). As of  July 5, 2025, there are no such IRS requirements.] 

	
	
	

	2.	“Qualified Trade or Business” Requirement

	The Company is engaged in a qualified trade or business. A “qualified trade or business” is any business other than (i) any trade or business involving the performance of services in the fields of health, law, engineering, architecture, accounting, actuarial science, performing arts, consulting, athletics, financial services, brokerage services, or any trade or business where the principal asset of such trade or business is the reputation or skill of one or more of its employees; (ii) any banking, insurance, financing, leasing, investing, or similar business; (iii) any farming business (including the business of raising or harvesting trees); (iv) certain natural resource production or extraction businesses; and (v) any business of operating a hotel, motel, restaurant, or similar business.[footnoteRef:9]  [9: 	Section 1202(e)(3).] 

	
	
	

	3.	“Eligible Corporation” Requirement

	· Is the Company an entity other than a DISC, a former DISC, a RIC, a REIT, a REMIC, or a cooperative?[footnoteRef:10] [10: 	Section 1202(e)(4). Corporations with respect to which an election under former Section 936 was in effect (or corporations with such subsidiaries) and corporations that were FASITs also are not “eligible corporations.”] 

	
	
	

	4.	“Active Business” Requirement[footnoteRef:11] [11: 	Section 1202(c)(2)(A). ] 


	· For substantially all of the Stockholder’s holding period, at least 80% of the value of the Company’s assets were used in the conduct of one or more “qualified trades or businesses”?[footnoteRef:12] [12: 	Section 1202(e)(1). The term “qualified trade or business” means any trade or business other than the businesses described in item #2. Stock and debt in any subsidiary corporation (as defined in footnote 94) are disregarded and the parent is deemed to own its ratable share of the subsidiary’s assets, and to conduct its ratable share of the subsidiary’s activities (Section 1202(e)(5)(A)). Rights to computer software which produce active business computer software royalties (within the meaning of Section 543(d)(1)) are treated as an asset used in the active conduct of a trade or business (Section 1202(e)(8)).] 

· For this purpose, any assets which are held (i) as part of the reasonably required working capital needs of a qualified trade or business of the Company, or (ii) for investment and are reasonably expected to be used within two years to finance research and experimentation in a qualified trade or business or increases in the working capital needs of a qualified trade or business shall be treated as used in the active conduct of a qualified trade or business. However, after the Company has been in existence for at least two years, no more than 50% of the Company’s assets can qualify as used in the active conduct of a qualified trade or business by reason of this rule.[footnoteRef:13] [13: 	Section 1202(e)(6).] 

	
	
	

	· [bookmark: _Ref43719362]For substantially all of the Stockholder’s holding period, no more than 10% of the value of the Company’s assets (in excess of liabilities) consisted of “portfolio stock”?[footnoteRef:14] [14: 	Section 1202(e)(5)(B). “Portfolio stock” is stock or securities in corporations that are not subsidiaries of the Company. A corporation is considered a “subsidiary” if the parent owns more than 50% of the combined voting power of all classes of stock entitled to vote, or more than 50% of the value of all outstanding stock, of the corporation (Section 1202(e)(5)(C)).] 

	
	
	

	· For substantially all of the Stockholder’s holding period, no more than 10% of the total value of the Company’s assets consisted of real property not being used in the active conduct of a qualified business?[footnoteRef:15] [15: 	Section 1202(e)(7). The ownership of, dealing in, or renting of real property is not treated as the active conduct of a qualified trade or business.] 

	
	
	

	· [bookmark: _9kMON5YVt46679COHy0poD][bookmark: _9kMON5YVt4667ACNHy0poD]If the answer to the preceding bullets under Item #4 is yes, disregard this bullet. The Company is a “specialized small business investment company” licensed to operate under Section 301(d) of the Small Business Act of 1958?[footnoteRef:16] [16: 	Section 1202(c)(2)(B).] 

	
	
	

	5.	Redemption Analysis

	· [bookmark: _9kMIH5YVt4886GOYR8ByI9w1][bookmark: _Ref72771023]The Company has not redeemed stock from the Stockholder or, to the Company’s knowledge, any related party (within the meaning of Sections 267(b) or 707(b) of the Code) at any time during the four-year period beginning on the date two years before the Issue Date of the stock in question, other than de minimis redemptions and certain disregarded redemptions?[footnoteRef:17] [17: 	Section 1202(c)(3)(A). Redemptions exceed the de minimis exception only if the aggregate amount paid for the stock exceeds $10,000 and more than 2% of the stock held by the Stockholder and related parties, by value. Treas. Reg. § 1.1202-2(a)(2). Redemptions are disregarded if they are incident to the termination of services (where such redeemed stock was acquired by an employee or director in connection with the performance of services), death, disability or mental incapacity, or divorce. Treas. Reg. § 1.1202-2(d).] 

	
	
	

	· [bookmark: _9kMJI5YVt4886GOYR8ByI9w1]The Company has not redeemed stock during the two-year period beginning on the date one year before the Issue Date with an aggregate value (as of the time of the redemption) exceeding 5% of the aggregate value of all the Company’s stock as of the beginning of such two-year period, other than de minimis redemptions and certain disregarded redemptions?[footnoteRef:18] [18: 	Section 1202(c)(3)(B). Redemptions exceed the de minimis exception only if the aggregate amount paid for the stock exceeds $10,000 and more than 2% of all outstanding stock of the Company, by value. Treas. Reg. § 1.1202-2(b)(2). Redemptions are disregarded if they are incident to the termination of services (where such redeemed stock was acquired by an employee or director in connection with the performance of services), death, disability or mental incapacity, or divorce. Treas. Reg. § 1.1202-2(d).] 

	
	
	

	6.	NEW: Holding Period and Exclusion Information (FYI Only)

	For informational purposes only (not a Company representation):
· For stock acquired before July 5, 2025: To qualify for the QSBS exclusion, stock must be held for more than 5 years.
· For stock acquired on or after July 5, 2025: The QSBS exclusion percentage depends on the holding period:
· 3 years: 50% exclusion
· 4 years: 75% exclusion
· 5 years or more: 100% exclusion

	7. 	NEW: Per-Taxpayer Limitation Information (FYI Only)

	· For informational purposes only (not a Company representation): The total amount of gain from a single issuer that a taxpayer can exclude under §1202 is limited to the greater of: (A) 10 times the taxpayer’s aggregate adjusted basis in the QSBS of that issuer that is sold in the tax year; or (B) The applicable lifetime dollar cap per issuer, determined as follows:
· For stock acquired before July 5, 2025: The cap is $10 million, reduced by any QSBS gain from the same issuer claimed in prior years.
· For stock acquired on or after July 5, 2025: The cap is $15 million (subject to inflation adjustment for taxable years beginning after 2026). This is a single, lifetime cap per issuer. It is reduced by the total QSBS gain claimed by the taxpayer from that same issuer in all prior years, plus any gain claimed on older stock (acquired before July 5, 2025) in the current tax year.


IN WITNESS WHEREOF, the Company has provided this Checklist on [●].
[COMPANY NAME, INC.]


By: 				
Name: 				
Title: 				
Checklist Last Updated July 5, 2025
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