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“If Facebook could have chosen to locate itself in an Opportunity Zone,
like the Tenderloin in San Francisco, the investors would have paid no
capital gains on their equity.”
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- Sean Parker, the original Facebook President (whose think
tank, the Economic Innovation Group, created the policy that
helped turn the Opportunity Zone program into law)



Overview

 Under the recent Tax Cuts and Jobs Act of 2017, investors now have the ability to defer
capital gains (on the sale of stock, business assets, or any other property) by reinvesting the
gains in a qualified “Opportunity Fund.”

 An Opportunity Fund must invest at least 90% of its assets in real estate or businesses
located within certain underserved areas designated as “Opportunity Zones.”

 Although the Opportunity Zones program was intended to target low income communities,
many eligible census tracts include surprisingly higher end opportunities. For example, most
of downtown Houston is a Designated Opportunity Zone.

 The Opportunity Zones Program offers three tax incentives: temporary deferral of capital
gains from prior sales for up to 8 years, a potential step-up in basis for those prior gains, and
permanent exclusion of capital gains tax for the new Opportunity Fund investment if held at
least 10 years.
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Opportunity Zone Definition

• In 2018, state governors nominated certain census tracts as
Opportunity Zones, 8,700 of which were then certified by the
U. S. Secretary of the Treasury.

• To qualify as an Opportunity Zone, a census tract must have
either a poverty rate of at least 20%, or a median income that
does not exceed 80% of the higher of the median family
income of the metropolitan area or the statewide median
family income.

• Exceptions to the rule above have been granted to certain
census tracts that are contiguous to qualified tracts.

• These Opportunity Zone designations will be effective until
Dec. 31, 2028, however, the tax benefits of the program may
be claimed by taxpayers through Dec. 31, 2047.

4

Opportunity Zones Coverage Area 

Source: http://eig.org/opportunityzones



5 Opportunity Zones in Economically 
Desirable Areas



• An Opportunity Fund is any corporation or partnership that invests at least 90% of its assets in Qualified
Opportunity Zone Businesses or Property. The 90% threshold is determined by averaging the percentage
of qualified O-Zone property held at the midpoint of a Fund’s tax year and the last day of its tax year.

• Qualified Opportunity Zone Property includes:

• Qualified Opportunity Zone Stock

• Qualified Opportunity Zone Partnership Interests, or

• Qualified Opportunity Zone Business Property

• An Opportunity Zone Business is a trade or business in which:

• At least 70% of the property owned by the entity is qualified Opportunity Zone Business
Property (defined on the next slide), and

• At least 50% of its gross income is derived from the active conduct of that trade or business.

• Almost any type of business will qualify as an Opportunity Zone Business, with the exception of golf
courses, country clubs and certain so-called “sin” businesses (e.g., casinos, racetracks, liquor stores, and
massage parlors).
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Opportunity Zone Business Property 
Definition

Opportunity Zone Business Property is tangible property used in a trade or business according to 
the following:

• It was acquired after December 31, 2017

• The “original use” of the property commences with an Opportunity Zone Business (or the 
O-Zone Business substantially improves the property*) and

• Substantially all of the use of the property occurs within an O-Zone

*Property is “substantially improved” for this purpose if during any 30-month period following acquisition of such property there are additions to basis 
that equal or exceed the adjusted basis as of the beginning of the 30-month period. Proposed regulations provide that this requirement is met if the 
basis of a building is doubled, without regard to the basis of the underlying land. 
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To encourage investment in Opportunity Zones, the program relies on three tax incentives:

Deferral of Capital Gains: Any individual or business can elect to temporarily defer an unlimited amount of capital gain
from the sale or exchange of any asset (e.g., stock, or a business or real estate) to an unrelated person by investing
part or all of the gain from such sale into a “qualified Opportunity Fund”. Such investment must be made within 180
days of the asset’s sale (and such sale must occur no later than December 21, 2026). Unlike a 1031 Exchange, the
rules only require that the capital gain (or portion of it) be reinvested, not the entire value of the “relinquished
property.”

Partial Forgiveness of Tax on the Original Gain: If the investor holds the Opportunity Fund investment for at least 5
years, 10% of the tax on the deferred gain is permanently forgiven; if held for at least 7 years, an additional 5% of the
deferred tax is forgiven. The deferred gains are taxable when the Opportunity Fund investment is sold or December
31, 2026, whichever is earlier (so in order to achieve the maximum tax benefit for the original gain, an Opportunity
Fund investment must be made by December 31, 2019).

Permanent Elimination of Tax on Further Accrued Gains: If the investment in the Opportunity Fund is held at least 10
years, then the taxpayer will pay no capital gains tax on the gains that accrue in the Opportunity Fund itself (in other
words, the second round of capital gains).
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A Trifecta of Tax Breaks9

Gains rolled into an OZ fund 
within 180 days of sales

Tax on original gain is 
reduced by 10%

Tax on original gains is 
reduced by an additional 5%

Deferred tax on original 
gain is due. Investor will pay 
tax on only 85% of Original 

Capital Gains Upon sale, no tax on post-
acquisition gains/OZ fund interest

Year 1 - 2019 Year 5 - 2024 Year 7 - 2026 Dec. 31, 2026 Year 10 - 2029

1. Deferral of Capital Gains Taxes

Capital gains from the sale of any asset (if reinvested
within 180 days) are deferred until the sale of the
new investment, or December 31, 2026, whichever is
earlier.

2.  Step-up in Basis

Any gain re-invested and held for 5 years gets a tax
basis increase of 10%, and any investment held for 7
years gets a tax basis increase of 15% --- thereby
reducing the original capital gains tax by that amount.

1. Permanent Elimination

Investments held for 10 years will pay no capital gains
tax on the post-acquisition gains. This permanent
exclusion only applies to the gains accrued in an
Opportunity Fund.

1 2 2 2 3

1 2 3

Tax Deferral Timeline:



Potential Tax Savings (5 Year Hold)

Capital Gain #1

-Tax (23.8%)

Capital to Invest

Sales Price after 5 years

Tax on Capital Gain #2 (23.8%) 

After Tax Funds Available

Capital Gain #1 (Tax Deferred)

Capital to Invest

Sales Price after 5 years

Deferred Tax on Capital Gain #1 (23.8% x .90)

Tax on Capital Gain #2 (23.8%)

After Tax Funds Available
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*Deferred gains on both Capital Gain #1 and #2 to be paid upon sale. The original gain was reduced by 
10% by holding for 5 years.

Year       Tax Basis Increase

5

7

10

10%

5% (15% total)

Fair market value on sale

$1,000,000

($238,000)

$762,000

$1,227,209

($110,720)

$1,116,489

$1,000,000

$1,000,000

$1,610,510

*($214,200)

*($145,301)

$1,251,009

Traditional Investment
(10% annual appreciation / 5 years)

Opportunity Fund
(10% annual appreciation / 5 years)



Potential Tax Savings (7 Year Hold)

Capital Gain #1

-Tax (23.8%)

Capital to Invest

Sales Price after 7 years

Tax on Capital Gain #2 (23.8%) 

After Tax Funds Available

Capital Gain #1 (Tax Deferred)

Capital to Invest

Sales Price after 7 years

Deferred Tax on Capital Gain #1 (23.8% x .85)

Tax on Capital Gain #2 (23.8%)

After Tax Funds Available
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*Deferred gains on both Capital Gain #1 and #2 to be paid upon sale. The original gain was reduced by 
15% by holding for 7 years.

Year       Tax Basis Increase

5

7

10

10%

5% (15% total)

Fair market value on sale

$1,000,000

($238,000)

$762,000

$1,484,922

($172,056)

$1,312,866

$1,000,000

$1,000,000

$1,948,717

*($202,300)

*($225,795)

$1,520,622

Traditional Investment
(10% annual appreciation / 7 years)

Opportunity Fund
(10% annual appreciation / 7 years)



Potential Tax Savings (10 Year Hold)

Capital Gain #1

-Tax (23.8%)

Capital to Invest

Sales Price after 10 years

Tax on Capital Gain #2 (23.8%) 

After Tax Funds Available

Capital Gain #1 (Tax Deferred)

Capital to Invest

Sales Price after 10 years

Deferred Tax on Capital Gain #1 (23.8% x .85)

Tax on Capital Gain #2

After Tax Funds Available

12

* Deferred gains on Capital Gain #1 to be paid on December 31, 2026 (the deadline for all deferred taxes). 
If held ten years, the gain in the new investment essentially grows tax-free.

Year       Tax Basis Increase

5

7

10

10%

5% (15% total)

Fair market value on sale

$1,000,000

($238,000)

$762,000

$1,976,432

($289,035)

$1,687,397

$1,000,000

$1,000,000

$2,593,742

*($202,300)

$0

$2,391,442

Traditional Investment
(10% annual appreciation / 10 year hold)

Opportunity Fund
(10% annual appreciation / 10 year hold)



Section 1031 Exchange vs. 
Opportunity Zone Fund

Section 1031

Real Property

Entire Proceeds

180 Days

Yes

• Taxes can be delayed 
indefinitely, but capital 
gains fully taxable when 
the new property is sold

O-Zone Fund

Any Asset

Only Capital Gain (All or Part)

180 Days

No

• Capital gains tax 
deferred until 12/31/26

• Up to 15% of the 
deferred tax is forgiven

• No capital gains tax on 
any new gains if the 
investment is held 10 
years.

Eligible Assets

Required Investment

Investment Deadline

Intermediary Required?

Tax Benefits
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 The proposed regulations provide that taxpayers eligible for the program include
individuals, C Corps, S Corps, mutual funds, REITs, partnerships, trusts and estates.

 For a partnership, the rules allow either the partnership or the partners to invest in
an O-Fund with respect to a gain recognized by the partnership.

 While the rules typically require that an investment in an O-Fund be made within
180 days of the date of a particular gain, a special timing rule applies to the
members of a partnership, allowing them to invest up to 180 days after the last day
of the taxable year of the partnership that recognized the gain.

14 Eligibility and Timing



Issues Requiring Further IRS Guidance
 The recently proposed regulations (released Oct. 19, 2018) will not be effective until the date published

in the Federal Register (expected in mid-2019), but special rules permit Fund operators to rely on them if
they are applied consistently and in their entirety.

 One of the biggest open issues of the program is whether an O-Zone Fund’s interim gains that are
reinvested in new qualified property are taxed immediately, or deferred for the life of the Fund (the so-
called “interim gain problem”). Further guidance is also required to address the distribution of any
refinancing proceeds (e.g., whether such amounts will be capped to avoid triggering any deferred gains).

 While the proposed regulations suggest that any deferred capital gain will retain its character as either a
short-term or long-term gain when it is eventually taxed, they don’t define whether the “attributes”
include the tax rate, although the more likely view is that the deferred gains will be taxed at the tax rates
in effect in the year the tax is ultimately paid.

 The proposed regulations provide a “safe harbor” that allows an O-Zone Business to hold funds for up to
31 months for the acquisition, construction, or improvement of real and other tangible property, so long
as the amount of funds intended for the safe harbor is designated in writing, along with a written
schedule for the timely expenditure of the funds. It is not clear, however, if a specific property must be
identified at the very beginning of such 31-month period.

 The next round of IRS guidelines are expected sometime in March of 2019, which will hopefully shed
more light on these and other open issues.
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Additional Q&A

Q: Can Opportunity Funds receive investments from taxpayers who did not have capital gains (or choose not to defer such 
gains)?

A: Yes, but such funds will not be eligible for any of the tax incentives under the program.

Q: What happens if a taxpayer’s investment in an Opportunity Fund decreases in value during the deferral period?

A:  The amount of original gain the taxpayer is required to recognize decreases proportionately.

Q:  What happens if the fund fails to meet the 90-Percent Asset Test?

A:  The Fund will pay a penalty for each month it fails to meet this requirement (the penalty rate is applied only to the 
amount of the shortfall).

Q:  What happens if property owned by an O-Zone Business later fails to qualify as O-Zone Business Property (for example, 
certain tangible property is moved outside of an O-Zone but continues to be used by the O-Zone Business)?

A:  It will continue to be treated as O-Zone Business Property for the lesser of:  i) 5 years; or ii) the date on which such 
property is no longer owned by the O-Zone Business.
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Contacts17

For further discussion regarding Opportunity Zones, please contact:

Brad Gates
Vice President

Brock Investment Group, Inc.
Brad@veritasfamilypartners.com

OR

Vaughn Brock
President

Brock Investment Group, Inc.
Vaughn@veritasfamilypartners.com

mailto:Brad@veritasfamilypartners.com
mailto:Vaughn@veritasfamilypartners.com
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Much of the information contained in this presentation is included thanks to the kind permission of attorney Steven Mount, author of
three superb articles on the topic of Opportunity Zones (copies available upon request):

1. New Program Allows Deferral and Possible Forgiveness of Capital Gains Invested in Low-Income Community Businesses,
Tax Management Real Estate Journal, Vol. 34 No. 2 (02/07/18)

2. Moving Forward with the Opportunity Zone Program, Tax Management Real Estate Journal, Vol. 34 No. 7 (07/04/18)

3. IRS Guidance Permits Opportunity Zone Transactions to Proceed, Tax Management Real Estate Journal, Vol. 34 No. 11
(11/07/18)
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