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Income Insights is a series designed to quickly describe important income tax concepts for
advisors and their clients.
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Rolling Over Qualified Small Business Gains

Section 1045 of the Internal Revenue Code (IRC) was enacted to incentivize taxpayers to invest
in small businesses. It allows the rollover of capital gains earned from selling qualified small
business (QSB) stock if these two requirements are met: the taxpayer owned the stock for over 6
months and reinvested the proceeds in other another QSB within 60 days of the date of sale.

For purposes of Section 1045, a QSB is a business that meets these criteria:

e The company must be taxed as a domestic C corporation.

e For stock issued prior to July 4, 2025, the company’s aggregate gross assets must not
exceed $50 million before and immediately after the stock issuance.

e For stock issued on or after July 4, 2025, the company’s aggregate gross assets must not
exceed $75 million (to be adjusted annually for inflation) before and immediately after the
stock issuance.

« The company must be engaged in a qualifying trade or business, and 80% of the company’s
assets must be used in actively conducting one or more qualifying trades or businesses.

Per the IRC, a qualifying trade or business does not include businesses primarily engaged in
performing services in certain fields, including health, law, engineering, architecture,
accounting, actuarial science, performing arts, consulting, athletics, financial services,
brokerage services, or any trade or business in which the principal asset is the reputation or skill
of one or more of its employees. The definition of a qualifying trade or business also excludes
any banking, insurance, financing, leasing, investing, or farming businesses and any hotel,
motel, or restaurant.

In order to obtain the Section 1045’s rollover benefit, taxpayers must make an election on or
before the due date (including extensions) for filing their income tax return for the tax year in
which their QSB stock was sold.

While Section 1045 bears many similarities to Section 1202, a key difference is that Section
1045 provides a tax deferral while Section 1202 provides a tax exclusion. Section 1045 may
also provide a benefit to QSB shareholders who don’t meet the requirements to benefit—either
fully or partially—from Section 1202. For example, a QSB shareholder who hasn’t held the stock
for the holding period that Section 1202 requires might be able to benefit from a Section 1045
deferral—and may even be able to use the 1045 deferral to extend his holding period long
enough to ultimately qualify for Section 1202’s gain exclusion.
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Alternatively, a QSB shareholder whose gain exceeds her Section 1202 per-issuer gain limitation
might benefit from the Section 1045 deferral for all or a portion of her excess gains.
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Allspring Global Investments does not provide accounting, legal, or tax advice or investment
recommendations. Any tax or legal information on this page is merely a summary of our
understanding and interpretations of some of the current income tax regulations and is not
exhaustive. Investors should consult their tax advisor or legal counsel for advice and
information concerning their particular situation.

This material is provided for informational purposes only and is for professional/institutional
and qualified clients/investors only. Not for retail use outside the U.S. Recipients who do not
wish to be treated as professional/institutional or qualified clients/investors should notify
their Allspring contact immediately.

THIS CONTENT AND THE INFORMATION WITHIN DO NOT CONSTITUTE AN OFFER OR
SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE
UNAUTHORIZED OR UNLAWFUL TO DO SO AND SHOULD NOT BE CONSIDERED INVESTMENT
ADVICE, AN INVESTMENT RECOMMENDATION, OR INVESTMENT RESEARCH IN ANY
JURISDICTION.

INVESTMENT RISKS: All investments contain risk. Your capital may be at risk. The value, price,
or income of investments or financial instruments can fall as well as rise and is not
guaranteed. You may not get back the amount originally invested. Past performance is not a
guarantee or reliable indicator of future results.
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