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Federal tax law exempts the sale of certain types of corporate stock from capital gains taxation. 
Eligibility for Qualified Small Business Stock (QSBS) tax treatment depends on numerous 
factors, including the size of the corporation and the type of business activities. The language of 
the statute appears to exclude any business engaged in the field of health. The IRS issued a 
ruling in March 2022 that narrows this exception. This is potentially good news for shareholders 
of businesses that operate in the healthcare industry but do not interact directly with doctors or 
other medical professionals. The ruling may allow them to take advantage of the QSBS law. 

What Is Qualified Small Business Stock (QSBS)? 
Section 1202 of the Internal Revenue Code (IRC) exempts the sale of certain business stock 
from capital gains tax. Taxpayers who meet the statute’s requirements can exclude (1) $10 
million or (2) 10 times the amount of their basis in the stock they sold that year, whichever is 
greater, from their taxable capital gains. 
In order for the IRS to consider a company’s stock to be QSBS, the business must meet a 
lengthy list of criteria. A qualified small business, for example, must be a C corporation that had 
aggregate gross assets of no more than $50 million both before and immediately after the 
issuance of the stock. It must also be actively involved in a qualified trade or business (QTB). 
The IRC limits what types of business may qualify as a QTB in § 1202(e)(3). The relevant 
exclusions, for the purpose of the recent ruling, appear in subsection (A). A business does not 
qualify as a QTB if it “perform[s]...services in the field[] of health,” or its “principal asset…is the 
reputation or skill of 1 or more of its employees.” 
 
What Did the IRS Ruling Say About QSBS? 
The IRS issued PLR 202221006 on March 3, 2022 in response to a pharmaceutical distributor’s 
request for a letter ruling on whether their stock could qualify as QSBS. The taxpayer’s 
shareholders, according to the IRS, “are in the process of negotiating the sale of their stock in 
Taxpayer to an unrelated third party.” They wanted to know if the IRS would consider the stock 
to be eligible for QSBS tax treatment. 
At first glance, the taxpayer appears to be a “health” company excluded from QTB under IRC § 
1202(e)(3)(A). The IRS concluded otherwise. 
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The taxpayer does not manufacture pharmaceutical products. It enters into distribution 
agreements with manufacturers, often on an exclusive basis. It receives prescription orders from 
doctors. Several pharmacists employed by the taxpayer fill the prescriptions while other 
employees handle insurance claims. The taxpayer then mails the prescriptions to patients. 
Aside from receiving prescription orders, the taxpayer has no contact with any physicians. Its 
only contact with patients involves making pharmacists available to answer questions about 
medications, side effects and related concerns. It does not, the IRS found, “diagnos[e] any 
medical issues or recommend[] any treatment or drug to individuals.” 
 
The Ruling 
The IRS concluded that, because the taxpayer obtains its revenue from the sale of medications 
and not “the medical care of patients,” it is not involved in “health” services as described by IRC 
§ 1202(e)(3)(A). It also found that the taxpayer does not meet that subsection’s criterion of 
relying on “the reputation or skill of one or more of its employees.” It ruled that the taxpayer is 
engaged in a QTB, and therefore is eligible for QSBS tax treatment. 
 
How Does This Ruling Help Small Businesses? 
The IRS states in the ruling that other businesses and shareholders may not cite it as a 
precedent in their own claims. That said, the ruling could help shareholders in other companies 
that work in the healthcare field. The IRS has provided a roadmap of sorts to show how 
companies can demonstrate that they are not “health” companies excluded from the definition of 
QTB. This could be good news for businesses that do not interact directly with physicians or 
other medical professionals, and whose healthcare-related services are mainly related to retail 
and general information. 
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