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Is There an Opportunity for You in Opportunity Zones?
By Steven Combs, Tax & Advisory Services Partner
Established by the 2017 Tax Cuts and Jobs Act, the Opportunity Zones
program (IRC 1400Z-1 and IRC 1400Z-2) was created in order to stimulate
economic development by offering a federal tax incentive for investments in
designated areas. The Internal Revenue Service (IRS) and the U.S.
Department of the Treasury—specifically, its Community Development
Financial Institutions Fund (CDFI Fund)—are tasked with working together to
administrate the Opportunity Zones (OZ) program.
What qualifies as an Opportunity Zone?
The IRS defines an Opportunity Zone as “an economicallydistressed community where new investments, under certain
conditions, may be eligible for preferential tax treatment.” For
an area to qualify as an OZ, it must be nominated for the
designation by the state and then certified by the Secretary
of the Treasury (a task which has been delegated to the
IRS).
How do you locate Opportunity Zones?
In the spring of 2018, the initial set of zones was designated,
with OZ outlined in 18 different states. As of today, OZ exist
in all 50 states, the District of Columbia, and five U.S.
territories—American Samoa, Guam, the Northern Mariana
Islands, Puerto Rico, and the Virgin Islands. There are
approximately 8,700 OZ designated throughout the United
States and its territories.
The CDFI Fund offers an Opportunity Zones Resources
Steven Combs
page with links to both a list and a map of designated OZs.
As of December 14, 2018, the Treasury has made final designations of all
Qualified OZ. Per the wording of IRC 1400Z, investors should not expect any
revisions or additions to the list of designated Qualified OZ.
How does the Opportunity Zones program work?
The Opportunity Zones program offers a tax incentive via deferred
investment gains. To take advantage of the incentive, a taxpayer must invest
gains from the sale or exchange of an investment into a Qualified Opportunity
Zone Fund (QOZF). The money must be invested into the QOZF within 180
days of the sale. The taxpayer may also invest the principal returned in the
sale into the QOZF, but that portion does not qualify for the tax incentive. If a
pass-through entity, such as a partnership, does not elect to defer a gain by
reinvesting in a QOZF, each owner has the option to directly reinvest his or
her share of gain. In this case, the 180-day period generally begins on the
last day of the pass-through (owner’s) tax year (rather than the day on which
the pass-through entity recognized the gain).
The IRS defines a Qualified Opportunity Zone Fund as “an investment
vehicle that is set up as either a partnership or corporation for investing in
eligible property that is located in an Opportunity Zone.” Once a taxpayer
puts money into a QOZF, the fund then invests in OZ property.
The OZ program requires a minimum of 90% of the assets of the QOZF to be
Qualified Opportunity Zone Property. There are three types of Qualified
Opportunity Zone Property: (1) property located within an OZ, (2) stock of a
qualified business that is based in an OZ, and (3) interests in a partnership
operating as a qualified business in an OZ.

of a sale or exchange stay, in effect, unrecognized while they remain in the
fund. The deferred gain must eventually be recognized, either when the
interest in the fund is sold or exchanged, or on December 31, 2026
(whichever comes first). The advantage to deferring tax payments on
investment gains is that investors have control of their capital for a longer
period and can use it to their advantage.
2. The Step-Up in Basis – Investment gain funds held in a QOZF for a set
number of years become eligible for tax savings on a step-up in basis. This
tax advantage kicks in at five years with a 10% step-up in
basis. An investor who deposits $50,000 of capital gains into
a QOZF and takes it out after five years would owe capital
gains tax on only $45,000 ($50,000 – ($50,000 X 10%)). The
basis increases to 15% for funds held for seven years or
longer. That same investor would owe capital gains tax on
only $42,500 if the money was kept in the QOZF for at least
seven years. Please note that the five and seven-year
holding periods must fall within the deferment period, which
ends on December 31, 2026. This means that only investors
who put gains into a QOZF by December 31, 2019 will be
able to achieve the 15% step-up in tax savings.
3. Permanent Deferral – The greatest gain goes to
investors with the patience to hold their investment gains in a
QOZF for at least 10 years. In addition to the 15% step-up
basis savings (assuming the initial investment was made
prior to December 31, 2019), these investors receive a
permanent exclusion of gains made post-contribution.
Should you seek to invest in Opportunity Zones?
As you contemplate whether to pursue Opportunity Zone investments, there
are a number of areas that you should examine:
• In order to get the most advantage out of the tax savings associated with
OZs, you need to be willing to leave your investment in the QOZF for a
minimum of 10 years. Are you in a position where you can make this type of
long-term investment?
• To qualify for tax savings, the funds invested in a QOZF must be investment
gains. This means that by investing in OZ, you are investing money that you
have earned in another fruitful venture. Are the potential tax savings from the
OZ program greater or more attractive than other investment prospects?
• While you can set up your own QOZF, don’t forget that investing in an
already existing fund is also an option and may be more simple. Do you have
the bandwidth to administer the fund yourself? Or would it be better to invest
in a fund that already exists?
• As already referred to in the discussion of the step-up basis tax advantage,
investors who are currently considering the OZ program have already missed
the window for earning the 7-year step-up basis of 15%. Is it worth it to make
an OZ investment knowing you will not be able to take advantage of the
higher step-up basis?

What are the tax advantages associated with the Opportunity Zones
program?
There are three avenues for tax savings via the Opportunity Zones program:

If you do decide to pursue investment in the Opportunity Zones program,
please consider consulting your WNDE tax advisor; we are familiar with the
ins and outs of the program. The key is taking the time to learn about and
understand the many facets of the program prior to committing to an
investment.

1. Temporary Deferral – Investment gains put into a QOZF within 180 days

You can reach Steven at (714) 978-1300 or scombs@wndecpa.com.
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For more information,
please go to:
info@caribouind.com
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Rendering of the planned MainPlace Mall renovation

Santa Ana ...... Opportunity Starts Here
Welcome to Santa Ana, the heart of Orange County, California. Home to Fortune
500 company First American Financial Corp., MainPlace Mall and the Santa Ana
Auto Mall, the City boasts many other high profile businesses employing
over 156,000 people in the region. Santa Ana ranks as the secondhighest employment-generating city in all of Orange County, with
some of the lowest cost investment opportunities with the highest
rate of return available.
With over 3,800 acres of qualified land designated as an
Opportunity Zone in the city, Santa Ana is looking for future
investment that will provide a substantial economic return for its
business and resident community.
Highlighting Current Development Opportunities
(1) Willowick Golf Course
The Willowick Golf Course is an unparalleled 100-acre development
opportunity and is one of the largest greenfield development opportunities in
Southern California. This Opportunity Zone-designated property is ripe for
investment. For more information on the Request for Proposals for the site,

please visit: https://ggcity.org/willowick.
(2) One Broadway Plaza
One Broadway Plaza is a 37-story shovel ready office tower project
right in the heart of Downtown Santa Ana. This 1.7 million-squarefoot office development is actively looking for joint-venture equity
investors to fund this project located in the Santa Ana Opportunity
Zone.
(3) 625IVE (625 N Grand Ave)
625IVE will be a 20-acre mixed use transit-oriented
redevelopment of the Orange County Register site in the heart of
Orange County. This freeway-adjacent, city-block redevelopment
project is conceived as a game-changing urban live/work/play
project that will provide the downtown with a true urban core.
Come invest in the City of Santa Ana, where opportunity awaits. For more
information on developable sites in the City’s Opportunity Zone, please call Marc
Morley, Economic Development Specialist, at (714) 647-6588 or mmorley@santaana.org.
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