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ABSTRACT

Angel investing in healthcare technology represents one of the most compelling
adjusted opportunities in venture capital, particularly when viewed through the
of tax optimization. This essay examines the mechanics of Qualified Small Busin
Stock (QSBS) under Section 1202 of the Internal Revenue Code, which allows
investors to exclude up to one hundred percent of capital gains on qualifying
investments, subject to the greater of ten million dollars or ten times the adjuste
basis. For healthcare technology entrepreneurs and investors operating in an
environment where median venture returns have compressed and traditional alp
become increasingly elusive, understanding these tax provisions transforms the
fundamental economics of early-stage investing. Beyond QSBS, this analysis exp.
the strategic application of opportunity zones, loss harvesting techniques, and e
structure optimization that collectively can improve after-tax returns by thirty t
percent relative to conventional investment approaches. The essay synthesizes
regulatory framework, quantitative analysis, and practical implementation strate
to demonstrate why tax-intelligent angel investing has become not merely
advantageous but essential for sophisticated healthcare technology investors see

to maximize long-term wealth creation.

THE ASYMMETRY NOBODY TALKS ABOL

There exists a peculiar blind spot in how most healthcare technology entreprene
and investors think about building wealth through angel investing. We obsess os
cap tables, dissect unit economics, debate whether a particular digital health cor
can achieve fifteen percent month-over-month growth, and lose sleep over whetl
regulatory pathway for a novel diagnostic will take eighteen months or thirty-sis
months to clear. Yet we frequently ignore or dramatically underweight one of th
most powerful levers available to us in the wealth creation equation, which is th
treatment of our investments. This oversight is particularly striking given that t
difference between paying zero taxes and paying the standard long-term capital

rate of twenty percent federal, plus potentially thirteen point three percent in a



like California, can easily represent the difference between a mediocre outcome

genuinely transformative one.

Consider a relatively straightforward scenario that plays out thousands of times
year across the healthcare technology ecosystem. An angel investor writes a fifty
thousand dollar check into a seed-stage company at a five million dollar post-mc
valuation. Five years later, the company exits for two hundred fifty million dolla
delivering a fifty times return. The investor’s position is now worth two point fiv
million dollars, representing a gain of two point four five million dollars. Under
conventional tax treatment, assuming a combined federal and state rate of thirty
point three percent, this investor would owe roughly eight hundred fifteen thou:
dollars in taxes, netting approximately one point six three five million dollars aft
This is obviously still an excellent outcome by any measure. However, under Sec
1202 Qualified Small Business Stock treatment, this same investor could potenti
owe zero federal taxes on the gain, immediately improving the after-tax return b
roughly six hundred thousand dollars on this single investment. The state tax

treatment varies significantly by jurisdiction, with some states conforming to fe«
QSBS treatment and others not, but even in the worst case scenario where state -

are still owed, the improvement in outcomes remains substantial.

The truly interesting aspect of this dynamic is not merely the absolute dollar
improvement on a single successful investment, but rather how it changes the
fundamental risk-return profile of angel portfolio construction. When you intro
the possibility of tax-free gains on your winners, you effectively increase the ske
your return distribution in a highly favorable way. The losses in your portfolio, ¥
are inevitable and often represent seventy to eighty percent of angel investments
count, can be harvested against ordinary income or other gains. Meanwhile, you
winners, which drive essentially all of your returns in a power law distributed as
class, can potentially be realized tax-free. This asymmetry is extraordinarily valu
and should meaningfully influence how sophisticated investors think about port

construction, position sizing, and time horizon.



UNDERSTANDING THE QUALIFIED SMALIL
BUSINESS STOCK EXEMPTION

Section 1202 of the Internal Revenue Code, which governs Qualified Small Busir
Stock, was originally enacted in 1993 as part of a broader legislative effort to
encourage investment in small businesses and startups. The provision has been
modified several times since its inception, with the most significant change occu
in 2010 when the exclusion percentage was increased to one hundred percent fo;
stock acquired after September twenty-seventh, 2010. This modification transfo;
QSBS from an interesting but somewhat limited benefit into one of the most pov
wealth-building tools available to startup investors. Yet despite having been in i
current form for nearly fifteen years, the provision remains underutilized and pc
understood even among sophisticated healthcare technology investors who shou

its primary beneficiaries.

The mechanics of QSBS qualification involve several specific requirements that -
be satisfied for the exemption to apply. First, the stock must be in a domestic C
corporation, which immediately excludes limited liability companies, partnershi
and S corporations unless they convert to C corporation status prior to the
investment. This requirement is generally straightforward for most venture-bac]
companies, which typically operate as Delaware C corporations from formation
convert early in their lifecycle. Second, the corporation must be a qualified smal
business at the time the stock is issued, meaning it has aggregate gross assets of
million dollars or less at all times before and immediately after the stock issuanc
This threshold is measured by the tax basis of assets rather than fair market valt
and the timing is specifically at issuance, which creates interesting planning

opportunities around when to invest relative to larger funding rounds.

Third, and perhaps most importantly, the corporation must be engaged in a qual
trade or business, which is defined somewhat circularly as any trade or business
than those specifically excluded by the statute. The excluded categories include
businesses involving services in the fields of health, law, engineering, architectu

accounting, actuarial science, performing arts, consulting, athletics, financial sei



and brokerage services, as well as banking, insurance, financing, leasing, investir
farming, mineral extraction, and hospitality businesses. This list of exclusions ir
appears to eliminate most healthcare technology companies, particularly those

involving clinical services or health-related professional services. However, the ¢
distinction lies in understanding what the statute actually prohibits versus what

investors mistakenly believe it prohibits.

The key question is whether the company’s principal asset is the reputation or sl
its employees, which is the underlying concern that the statute attempts to addr
with its exclusions. A healthcare technology company that is building software,
devices, diagnostics, or infrastructure generally qualifies for QSBS treatment ev:
though it operates in the healthcare sector, because its principal asset is the
technology itself rather than the reputation or skill of individual service provide
telemedicine platform that connects patients with physicians qualifies as a techr
business, not a medical services business, provided it is structured appropriately
company developing artificial intelligence for radiology interpretation qualifies
software business rather than a professional services business. A manufacturer c
continuous glucose monitors qualifies as a device company rather than a healthc
services business. The line can sometimes be subtle, and proper tax counsel is
essential, but the vast majority of venture-backed healthcare technology comparn

should qualify for QSBS treatment when structured correctly.

The fourth requirement is that the investor must acquire the stock at original
issuance, either directly from the company or through an underwriter, rather th:
purchasing it in a secondary transaction from another investor. This creates a
meaningful advantage for angel investors and early venture investors who are
participating in primary rounds, as opposed to later-stage investors who might t
purchasing secondary shares from founders or early employees. It also creates
planning considerations around secondary transactions and how to structure the

preserve QSBS benefits where possible.

Finally, the investor must hold the stock for at least five years to qualify for the
exclusion. This holding period requirement aligns well with the typical time hor

for successful startups to reach an exit, though it can create complications in



situations where an acquisition occurs earlier than anticipated. There are specif
provisions for rollover treatment where stock is sold before the five-year period
proceeds are reinvested in other qualifying small business stock, though these r¢
provisions have their own requirements and limitations that must be carefully

navigated.

The magnitude of the benefit is capped at the greater of ten million dollars of ge
issuer or ten times the adjusted basis of the investment. For most angel investor:
ten million dollar cap is the binding constraint, though investors making very sr
initial investments that generate extraordinarily large returns might potentially
benefit from the ten times basis calculation. If an investor writes a fifty thousanc
dollar check that somehow returns one thousand times and generates a fifty mill
dollar position, the ten times basis rule would allow for five hundred thousand ¢
of gain to be excluded rather than just ten million dollars. These scenarios are

exceedingly rare, but they do occur occasionally in the startup ecosystem, and

understanding the mechanics matters for those few situations where they apply.

THE MATH THAT CHANGES EVERYTHINC

To appreciate why QSBS treatment fundamentally alters the economics of angel
investing in healthcare technology, we need to work through several scenarios w
realistic assumptions about returns, tax rates, and portfolio outcomes. Let us sta
with a baseline case that represents a moderately successful angel portfolio, ther

examine how tax treatment affects the ultimate wealth creation.

Assume an investor deploys five hundred thousand dollars across twenty healthc
technology companies over a three-year period, writing checks that range from t
thousand dollars to fifty thousand dollars depending on the opportunity. This

represents a realistic portfolio size for an active angel investor who is making ro
six to eight investments per year and sizing positions based on conviction and

opportunity. Using historical data on angel returns, we would expect approxima
seventy percent of these investments to either fail completely or return less than

times capital, ten to fifteen percent to generate modest returns in the one to thre



times range, ten to fifteen percent to generate solid returns in the three to ten ti
range, and perhaps zero to five percent to generate truly exceptional returns abo

times.

Let us assume that in this portfolio, fourteen companies return zero, three comg
return one point five times, two companies return five times, and one company r
thirty times. The portfolio level arithmetic works out to an initial investment of
hundred thousand dollars generating proceeds of roughly two point three seven
million dollars, for a multiple of approximately four point seven five times over :
seven to ten year period. By venture standards, this is a very good outcome, well
median angel returns and placing this portfolio in approximately the top quartil

performance.

Under conventional tax treatment, the investor would pay long-term capital gair
taxes on the one point eight seven five million dollars of gains. Assuming a comt
federal and state rate of thirty-three point three percent, the tax liability would
approximately six hundred twenty-five thousand dollars, leaving the investor wit
point seven five million dollars of after-tax proceeds plus the return of the origir
five hundred thousand dollar principal, for a total of two point two five million

dollars. The after-tax multiple on invested capital would be four point five times

Now consider the same portfolio outcomes but with proper QSBS treatment on 1
qualifying investments. Assuming all twenty investments were structured correc
qualify for QSBS treatment, the federal tax on gains would be zero. Even assumi
that state taxes remain due because the investor resides in a state that does not

conform to federal QSBS treatment, the tax rate drops from thirty-three point tt
percent to approximately thirteen point three percent. The tax liability would be
roughly two hundred fifty thousand dollars, leaving the investor with one point :
two five million dollars of after-tax gains plus the five hundred thousand dollar 1
of principal, for a total of two point one two five million dollars. Wait, that matk
not work correctly. Let me recalculate. The investor has one point eight seven fir
million dollars of gains and five hundred thousand dollars return of principal fo
proceeds of two point three seven five million dollars. Under QSBS with only st

taxes due, the tax would be approximately two hundred fifty thousand dollars on



one point eight seven five million of gains, leaving net proceeds of two point one
five million dollars, which represents an after-tax multiple of four point two five
times. This is still substantially better than paying both federal and state taxes, |

the difference is less dramatic than the pure federal savings alone.

However, the real power of QSBS becomes apparent when we look at the distribr
of returns within the portfolio rather than just the aggregate. The thirty times w
in this portfolio generated one and a half million dollars of proceeds on a fifty
thousand dollar investment, representing one point four five million of gain. Un
conventional tax treatment, the investor would pay approximately four hundred
eighty-three thousand dollars in taxes on this single position, netting roughly ni
hundred sixty-seven thousand dollars after-tax. Under QSBS treatment with no
federal tax, the investor would pay approximately one hundred ninety-three thot
dollars in state tax, netting one point two five seven million dollars after-tax. Th
difference of two hundred ninety thousand dollars on this single investment
represents nearly sixty percent of the investor’s entire initial capital across the w

portfolio. This is the asymmetry that makes QSBS so powerful.

The tax benefits compound in subtle but important ways when we consider how
investors actually manage portfolios over time. Most sophisticated angel investo
not simply deploy capital once and wait for outcomes. Instead, they continuousl
recycle proceeds from exits back into new investments, creating a compounding
over decades. When you can realize your wins tax-free or at dramatically reducec
rates, you have more capital to redeploy, which allows the portfolio to compounc
faster. Over a twenty or thirty year investment career, this effect can easily repre
the difference between building fifty million dollars of wealth versus building

seventy-five or eighty million dollars of wealth, holding gross returns constant.

BEYOND QSBS: OTHER TAX STRATEGIE!
FOR ANGEL INVESTORS

While Qualified Small Business Stock treatment represents the single most imp:

tax strategy for angel investors, it exists within a broader ecosystem of tax-advan



structures and approaches that sophisticated healthcare technology investors sh
understand and deploy strategically. The cumulative effect of layering multiple 1
strategies can improve after-tax returns by thirty to fifty percent relative to naive

investment approaches that ignore tax considerations.

Opportunity Zone investments represent another potentially valuable tool, thou,
that is less directly applicable to most venture-stage healthcare technology inves
The Opportunity Zone program, created by the Tax Cuts and Jobs Act of 2017, a
investors to defer and potentially reduce capital gains taxes by investing in desig
economically distressed communities through Qualified Opportunity Funds. Wl
the program was designed primarily to drive investment in real estate and opera
businesses in underserved areas, there are structures that allow venture capital
deployment through Opportunity Zone funds. The mechanics involve recognizir
capital gain from a prior investment, then rolling those proceeds into a Qualifie
Opportunity Fund within one hundred eighty days. The initial gain is deferred 1
December thirty-first, 2026, or when the Opportunity Zone investment is sold,
whichever comes first. If the investment is held for five years, the investor receiv
ten percent step-up in basis on the deferred gain, and if held for seven years, an
additional five percent for a total fifteen percent step-up. Most significantly, if t]
Opportunity Zone investment is held for ten years, any appreciation in the

Opportunity Zone investment itself is completely tax-free.

For healthcare technology investors, the challenge with Opportunity Zones is th
relatively few venture-scale opportunities are located in designated zones, and tl
requirement to deploy capital into specific geographic areas may not align well v
finding the best investment opportunities. However, there are creative structure
where funds have been set up to invest in companies that conduct substantial
operations in Opportunity Zones, even if the company itself is headquartered
elsewhere. A healthcare technology company might be incorporated in Delaware
headquartered in San Francisco, but if it operates a large customer service cente
data processing facility in an Opportunity Zone, it could potentially qualify for

investment through an Opportunity Zone fund structure. These arrangements re



careful structuring and competent tax counsel, but they can be worth the compl

for sufficiently large investments.

Tax loss harvesting represents a more straightforward and universally applicable
strategy that every angel investor should implement systematically. In angel
portfolios, the majority of investments will either fail completely or return less t
the initial investment, creating capital losses. These losses can be used to offset
capital gains from other investments, and if losses exceed gains in a given year, u
three thousand dollars of net capital losses can be deducted against ordinary inc
with the remainder carried forward to future years. The strategy is to recognize
as early as possible once it becomes clear that a company will not succeed, there
accelerating the tax benefit. However, investors must be careful not to trigger w
sale rules, which disallow the loss deduction if the investor repurchases the sam

substantially identical security within thirty days before or after the sale.

In practice, loss harvesting in angel portfolios is complicated by the fact that ma
failed companies do not have clear liquidity events where stock can be formally |
to recognize the loss. Instead, the company simply stops operating, and the stock
becomes worthless. The tax code allows investors to claim a deduction for worth
securities in the year they become worthless, but determining the exact year can
challenging. Many tax advisors recommend taking a conservative approach and

waiting until it is absolutely clear that no value remains, but this can sometimes
the recognition of losses unnecessarily. More aggressive approaches involve forn
documenting when the company ceased operations and had no remaining assets,

which establishes a clear date when the securities became worthless.

The interaction between loss harvesting and QSBS treatment creates interesting
planning opportunities. Losses can be harvested and used to offset other taxable
income or gains, while wins that qualify for QSBS treatment are excluded from
taxation entirely. This means that the downside of the portfolio generates tax be
through loss deductions, while the upside is potentially tax-free, creating a
profoundly asymmetric outcome. In effect, the government is subsidizing your I«
while allowing you to keep your gains tax-free, which is about as favorable a risk

reward tradeoff as exists anywhere in investing.



Entity structure optimization represents another area where sophisticated tax

planning can add substantial value. Many angel investors invest through self-dir
IRAs, which allows for tax-deferred or even tax-free growth depending on whetl
IRA is traditional or Roth. Investing through a Roth IRA is particularly attractiv
because qualified distributions are completely tax-free, and there are no require
minimum distributions during the investor’s lifetime. However, self-directed IR
investing comes with significant restrictions, including prohibitions on self-deal
and requirements that the IRA not invest in businesses where the IRA owner ha
significant involvement. For healthcare entrepreneurs who are also angel investc
these restrictions often make IRA investing impractical for their direct investme
activity, though it can work well for investments through funds or in companies

the investor is purely passive.

Some investors use family limited partnerships or limited liability companies to
their angel investments, which can provide estate planning benefits and asset
protection advantages in addition to potential tax benefits. These structures allo
investors to make gifts of minority interests in the entity to family members at
discounted valuations, which can be an effective way to transfer wealth to the ne
generation while minimizing gift and estate taxes. The tax treatment of the
investments themselves does not change, but the overall family wealth planning

picture can be optimized through proper structure.

THE TIMING GAME: WHEN TAX BENEFIT
ACTUALLY MATTER

Understanding when tax considerations should influence investment decisions v
when they should be subordinated to fundamental business considerations is cri
for avoiding suboptimal outcomes. The tax tail should never wag the investment
but there are specific situations where tax-aware decision making can add subst:

value without compromising investment quality.

The most common timing consideration involves the five-year holding period re

for QSBS treatment. When a company receives an acquisition offer after three ot



years, investors face a decision about whether to support the transaction or pust
the company to remain independent until the five-year threshold is reached. In r
cases, this is not really a decision at all because the best available exit should get
be taken when it presents itself, regardless of tax considerations. A bird in hand
worth two in the bush, and the risk that the company’s business deteriorates or

the strategic opportunity disappears often outweighs the tax benefit of waiting.

However, there are scenarios where a thoughtful analysis might lead to a differes
conclusion. If an acquisition offer is received after four years and three months,
the offer represents a solid but unspectacular outcome of perhaps three to five ti
return, and the company has strong momentum and appears likely to receive

materially better offers if it waits another nine months, then the tax consideratic
might reasonably factor into the decision calculus. The investor needs to compai
after-tax proceeds from accepting the current offer against the expected value of
waiting, accounting for the probability that better offers will or will not materia
and the time value of money. This type of analysis is highly situation-specific ans
requires good judgment about the business trajectory and market dynamics, but

the kind of thinking that sophisticated investors should be doing.

Another timing consideration arises around secondary transactions and how to
structure them to preserve QSBS benefits. As companies mature and raise later-
rounds, early investors and employees often have opportunities to sell portions c
their positions in secondary transactions. These transactions can provide valuab
liquidity and allow investors to derisk their portfolios, but they need to be struc
carefully to avoid inadvertently destroying QSBS eligibility. The general rule is t
stock acquired in a secondary transaction does not qualify for QSBS treatment
because it was not acquired at original issuance. However, there are rollover
provisions that allow investors to sell QSBS and reinvest the proceeds in other C
within sixty days while preserving the holding period from the original investme
These rollovers can be useful in specific circumstances but require careful planr

and execution.

The timing of when to incorporate a company can also have QSBS implications f

founders who are angel investors in their own companies. If a company starts as



LLC for liability protection and operational simplicity, then later converts to a (
corporation to facilitate venture funding, the founders need to be thoughtful ab
how to structure that conversion to maximize QSBS eligibility. Generally, the sai
approach is to convert to C corporation status as early as possible, ideally before
external financing occurs, so that all investors receive stock that qualifies for QS
treatment from day one. Waiting to convert until later rounds can create

complications where early investors have stock that qualifies and later investors

not, or vice versa, depending on exactly how the conversion is structured.

PORTFOLIO CONSTRUCTION THROUGH
TAX LENS

The existence of QSBS treatment and other tax benefits should meaningfully inf
how sophisticated healthcare technology investors think about portfolio constru
though perhaps not in the ways that might initially seem obvious. The naive app
would be to dramatically overweight investments that qualify for QSBS treatmer
relative to those that do not, but this misunderstands both the nature of startup

returns and the proper role of tax considerations in portfolio management.

The fundamental reality of angel investing is that returns are driven almost enti
by a small number of extreme outliers. Depending on which study you reference
somewhere between ten and twenty percent of investments in a typical angel poi
generate one hundred percent or more of the portfolio returns, with the rest eitl
losing money or returning modest amounts that are overwhelmed by the wins. T
power law distribution means that the most important objective in portfolio

construction is to maximize the probability of capturing outlier companies, not

optimize tax efficiency on average.

From this perspective, the primary insight from QSBS treatment is that it furthe
increases the value of outlier outcomes relative to moderate successes, which

reinforces the importance of having adequate exposure to companies with genui
home-run potential. A company that is likely to return three or four times your i

in five to seven years might be an acceptable investment on fundamental terms, |



is not meaningfully more attractive when you factor in QSBS treatment because
absolute dollar impact of the tax savings is relatively modest. By contrast, a com
that has a low probability of succeeding but a genuine chance of returning thirts
fifty or one hundred times if things go right becomes materially more attractive
you consider that the entire gain might be tax-free. The tax benefit increases in

absolute dollar terms as the magnitude of the gain increases, so it disproportion

enhances the value of the tail outcomes that drive portfolio returns.

This suggests that tax-aware portfolio construction should involve being willing
take significant exposure to high-risk, high-potential-return opportunities wher
QSBS treatment applies, while being more selective about moderate-risk, moder
return opportunities. The classic venture capital power law holds that you shoul
bets on companies that could be worth billions, not companies that will definite
worth tens of millions. Tax considerations strengthen this intuition by increasin
after-tax returns on the massive successes while doing relatively little for the

moderate successes.

The other key portfolio construction insight involves diversification across time
across companies relative to the QSBS caps. Because the exclusion is capped at t
million dollars of gain per issuer, investors who write very large checks into indi
companies need to think carefully about position sizing to avoid leaving money «
table. If an investor writes a one million dollar check into a seed-stage company
subsequently generates a one hundred times return, the position would be wortl
hundred million dollars, representing a ninety-nine million dollar gain. Howeve
ten million dollars of that gain would be eligible for QSBS exclusion, meaning tl
eighty-nine million dollars of gain would be taxed at ordinary rates. The investo
would have been substantially better off from a tax perspective to write ten smal
checks of one hundred thousand dollars each into ten different companies, each
which generated a one hundred times return, because then the entire gain acros:

portfolio could potentially qualify for QSBS treatment.

This creates an interesting tension because position sizing for other reasons mig
suggest putting more money into your highest-conviction investments, but tax

efficiency argues for spreading capital across more positions to stay under the ps



issuer caps. For most angel investors writing checks between ten thousand and ¢
hundred thousand dollars, this is not a meaningful constraint because even a on
hundred times return on a one hundred thousand dollar investment would gene;
only a ten million dollar gain, which would be fully covered by the QSBS cap. Bt
investors who write materially larger checks or who have the opportunity to inve
additional capital in follow-on rounds as companies mature, the interaction betv

position sizing and QSBS caps deserves consideration.

THE INTERSECTION OF HEALTHCARE AN
TAX-ADVANTAGED INVESTING

Healthcare technology companies present particularly attractive opportunities fi
advantaged angel investing because of several characteristics specific to the sect:
First, as discussed earlier, most healthcare technology companies qualify as
technology businesses rather than healthcare services businesses for purposes of
QSBS eligibility, despite operating in a sector that is explicitly mentioned in the
excluded businesses. This creates a favorable selection effect where sophisticate
investors can build portfolios concentrated in healthcare technology while still

maintaining QSBS eligibility across their investments.

Second, healthcare technology companies often have longer development timelir
relative to consumer internet or certain other technology sectors, which aligns

naturally with the five-year holding period requirement for QSBS. A consumer s
media app might get acquired after two or three years, creating a challenging tre
between accepting an early exit and waiting for QSBS eligibility. By contrast, a

company developing a novel diagnostic test or a complex healthcare infrastructu
platform is unlikely to exit in less than five years given the time required to achi
regulatory clearance, complete clinical validation, achieve commercial scale, and
become attractive to strategic acquirers. This longer timeline means that healthe
technology investors are less likely to face difficult decisions about whether to e

hold periods to achieve tax benefits.



Third, the regulatory barriers and market complexities that characterize healthc
create higher failure rates but also larger outcomes for successful companies. In
power law distributed asset class, you want exposure to markets with high variai
because the losses are capped at your initial investment while the upside is

theoretically unlimited. Healthcare delivers this type of distribution, and the tas
benefits of QSBS treatment amplify the upside while doing nothing to worsen th
downside. The result is a risk-return profile that is even more skewed in the inve

favor than would be the case in other sectors.

Fourth, healthcare technology companies often generate substantial operating lc
in their early years as they invest in clinical studies, regulatory processes, and m
development, which means the companies themselves are not paying meaningful
corporate taxes during the period when angels and early venture investors hold 1
stock. This creates an interesting arbitrage where the company is not generating
taxable income, so there is no double taxation at the corporate level, but the inve
can ultimately realize their gains tax-free at the individual level thanks to QSBS
treatment. This is in contrast to mature, profitable businesses where investors p
corporate taxes at the entity level and then personal taxes when they sell, creatin

much higher overall tax burden.

COMMON MISTAKES AND
MISCONCEPTIONS

Despite the substantial benefits available through intelligent tax planning, many
healthcare technology investors make preventable mistakes that cost them signit
money. Understanding these common errors is nearly as valuable as understandi

strategies themselves.

The most common mistake is simply failing to verify QSBS eligibility at the time
investment. Many investors assume that because they are investing in a technolo
company, their stock will automatically qualify for QSBS treatment, without act
confirming that the company meets all the requirements. The requirement that |

company have gross assets of fifty million dollars or less at the time of issuance i



particularly important to verify, especially when investing in later rounds. A con
that has raised a large Series B or Series C might exceed the fifty million dollar
threshold, which would make new stock issued in those rounds ineligible even t
the company is otherwise a qualified small business. Investors should make it
standard practice to request a representation from the company at the time of
investment that it is a qualified small business and that the stock being issued

qualifies for QSBS treatment.

Related to this, many investors do not maintain adequate documentation to supj
their QSBS claims. When you eventually sell the stock years later and claim the
exclusion on your tax return, you need to be able to substantiate that all the
requirements were met. This means keeping contemporaneous records showing
the stock was acquired at original issuance, that the company was a qualified sm
business at that time, that you have held the stock for at least five years, and tha
company was engaged in a qualified trade or business throughout your holding
period. Assembling this documentation years after the fact can be challenging o
impossible, so it is much better to collect it systematically at the time of each

investment.

Another common mistake involves the treatment of stock acquired through opti
exercises. Employees who receive stock options as part of their compensation ca
potentially qualify for QSBS treatment on stock acquired by exercising those op
but the rules are somewhat complex and different from the rules that apply to di
stock purchases by investors. The holding period for QSBS purposes generally b
when the option is exercised, not when it is granted, which means that employee
need to hold the resulting stock for five years after exercise to qualify for the

exclusion. Many employees exercise options and then sell the stock relatively qu
following an acquisition, not realizing that they would have benefited from wait
satisfy the five-year holding period. Similarly, the asset test and qualified busine
need to be satisfied at the time of exercise, not at the time of grant, which can cr
situations where options granted when the company was small are exercised afte

company has grown larger and no longer qualifies.



Some investors mistakenly believe that the ten million dollar cap applies to theii
entire portfolio rather than being per-issuer. This is an important distinction be
an investor who has three investments that each generate ten million dollars of ¢
would be able to exclude all thirty million dollars, assuming each investment qu
for QSBS treatment. The cap is ten million dollars of gain per issuer, not ten mil
dollars total across all investments. This means that the benefit scales with the

number of successful investments in your portfolio, which further reinforces the

of diversification.

There is also confusion about the interaction between QSBS treatment and state
The federal tax exclusion under Section 1202 is clear, but states have wide latitu
determining whether to conform to federal tax treatment. Some states, including
California as of the current date, do not conform to QSBS treatment, meaning tt
gains that are excluded from federal tax are still subject to state income tax. Oth
states conform partially, providing reduced but not eliminated state tax on QSB!¢
gains. And still other states conform fully, providing the same tax treatment at t
state level as the federal level. Investors need to understand the rules in their ste
residence at the time they recognize the gain, not at the time they made the

investment, because changes in state tax law or changes in the investor’s residen

affect the ultimate tax treatment.

BUILDING WEALTH THROUGH
INTELLIGENT TAX STRATEGY

The synthesis of all these considerations points toward a clear framework for ho
healthcare technology entrepreneurs and investors should think about the role c
optimization in their wealth-building strategies. Tax considerations should neve
override sound investment judgment or lead investors to make fundamentally pc
business decisions in pursuit of tax benefits. The quality of the underlying inves
opportunity must always be the primary consideration, with tax treatment acting

meaningful but secondary factor that influences decisions at the margin.



However, within the constraint of making good investments on fundamental bus
merits, there is tremendous value to be captured through intelligent tax plannin
strategy. The difference between paying zero federal tax on your gains versus pa
twenty or thirty-three percent can easily represent millions of dollars over an

investing career, and that money can either compound in your portfolio or be los
taxes. Given that we are discussing legal and well-established provisions of the t
code rather than aggressive or questionable strategies, there is no reason for any

sophisticated investor to leave this money on the table.

The practical implementation of tax-intelligent investing involves several concre
actions. First, develop standard operating procedures that ensure QSBS eligibili
verified for every investment at the time the investment is made, and maintain p
documentation systematically. Second, structure investments to maximize tax

efficiency where doing so does not compromise investment quality, including

considerations around entity type, timing of investments relative to company

milestones, and position sizing relative to QSBS caps. Third, implement active t:
harvesting across the portfolio to ensure that losses are recognized as early as pc
and can be used to offset other income. Fourth, work with qualified tax advisors
understand venture and startup investing, rather than generalist tax preparers w

may not be familiar with the nuances of QSBS and related provisions.

The cumulative effect of implementing these practices consistently across an eni
portfolio and across a multi-decade investing career is substantial. An investor v
deploys five hundred thousand dollars into angel investments every year for twes
years and generates a four times multiple across those cohorts would turn ten m
dollars of invested capital into forty million dollars of proceeds. Under full tax

treatment at thirty-three percent, this would net roughly twenty-seven million d
after tax. Under QSBS treatment with no federal tax and only state tax at thirtee
percent, this would net roughly thirty-four million dollars after tax. The differer
seven million dollars represents more than two times the annual investment amc
which could itself be deployed into additional investments and compound furth
over time. Over a forty-year career, the effects are even more dramatic, potential

representing the difference between moderate wealth and generational wealth.



For healthcare technology entrepreneurs who are also angel investors, the wealt]
creation potential is even larger because the amounts involved are typically grea
founder who sells a company for fifty million dollars and wants to recycle that c:
into angel investing would deploy much larger amounts across their portfolio th
example above, and the absolute dollar impact of tax optimization scales

proportionally. A founder in this situation who fails to implement tax-intelligen
strategies might leave five or ten million dollars or more on the table over time, "

is real money even by the standards of successful entrepreneurs.

The healthcare technology sector is in the midst of a multi-decade transformatic
will create enormous opportunities for investors and entrepreneurs who positioi
themselves intelligently. The combination of technological innovation, demogra;
trends, regulatory evolution, and economic pressure on healthcare costs virtuall
guarantees that massive value will be created in this sector over the coming deca
Capturing a portion of that value creation through angel investing is itself a win
strategy, but capturing it in a tax-efficient manner through vehicles like QSBS c:
dramatically amplify the outcomes. In an environment where traditional sources
alpha are becoming increasingly scarce and where fee compression is squeezing
returns throughout the investment industry, tax optimization represents one of 1
most reliable ways to generate excess returns without taking additional risk. For
sophisticated healthcare technology investors, understanding and implementing

strategies is not optional but essential to building long-term wealth.

If you are interested in joining my generalist healthcare angel syndicate, reach o
treyrawles@gmail.com or send me a DM. We don’t take a carry and defer annual
for six months so investors can decide if they see value before joining officially.

Accredited investors only.
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