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Opportunity Zones – A New Tax Incentive

• Created by the Tax Cuts and Jobs Act 
• Goal is to give tax incentives for new 

investment in low-income communities 
– focus is on investors with current 
capital assets & how to incentivize 
redeployment to OZs
• 3 kinds of capital gains tax relief
• Zones were nominated and finalized by 

Summer 2018





North Carolina’s Opportunity Zones



What are the Tax Benefits of  OZs?
Three kinds of capital gains tax incentives: 
1. For capital gains invested into an O Fund:

a. Deferral of rolled-over capital gain until earlier of:
i. Date you sell your interest in O Fund; or
ii. December 31, 2026

2. Plus: 10% reduction of this past capital gain if investment is held for 5 
years, and 15% reduction of capital gain if investment is held for 7 years

3. And, for future gains accrued on investments while in an O Fund: 
a. Exclusion (non-taxation) of all post-investment gain if the investment in 

an O Fund is held for at least 10 years



Example – Irene Investor

• Irene owns land she bought as investment many years ago for $10,000.
• In 2019, she sells it for $60,000 and within 180 days reinvests the gain 

into an O Fund.
• 1st tax benefit – Irene can defer paying tax on $50,000 gain until 

earlier of:
• Date she sells her interest in O Fund, or
• Last day of 2026

• 2nd tax benefit – exclusion.  If Irene holds new investment:
• For at least 5 years, 10% of gain ($5,000) will never be taxed.
• For at least 7 years, 15% of gain ($7,500) will never be taxed.



Example – Irene Investor (continued)

Third tax benefit – no tax on appreciation in O Fund if held 
for at least 10 years.
• Assume Irene’s interest in O Fund was worth $70,000 after 10 

years.
• Under regular tax rules, she would realize a $20,000 capital gain on 

value increase since date of investment.
• But Opportunity Fund allows entire appreciation to escape 

taxation.



What are the OZ Program’s Requirements?
• Investments in OZs must be made via an Opportunity Fund (O Fund) 
• These may be a partnership or corporation organized for purpose of investing in QOZ 

Property
• Must hold at least 90% of its assets in QOZ property within a Zone

• O Funds are self-certifying via an IRS Form (Form 8996) which is filed with 
federal income filings. 
• The 90% asset requirement will be assessed via asset values reported on the 

O Fund’s applicable financial statements for the year. 



OZ Program Requirements (cont’d) 
• Qualified Opportunity Zone property includes: 
• QOZ stock or partnership interests (if business is operated through a 

subsidiary)
• QOZ business property: tangible property used in a QOZ business 

purchased after 2017 and its original use begins with the O Fund or the 
O Fund substantially improves it  (e.g., real estate)
• “Original Use” = Property that has not been depreciated yet (so, 

incomplete projects can qualify)
• “Substantially improved” = investment in improvement is at least as 

much as was paid for the used asset; does not include the basis of 
the land
• How to treat vacant/abandoned property?  If vacant for at least 5 

years, eligible for “original use”



OZ Program Requirements (cont’d) 

• QOZ business = A business where substantially all tangible property is 
QOZ business property
• “Substantially all” = 70% of the tangible property owned or leased is in a QOZ
• What about property that straddles a QOZ?  

• If the property inside the QOZ is “substantial by comparison” (the cost is greater) than 
that of the property outside the QOZ and they are contiguous, the all the property is 
considered to be in a QOZ.  

• Under the proposed rules, ownership and operation (including leasing) 
of real property used in a trade or business is treated as the “active 
conduct of a trade or business” for the purposes of the QOZ 
requirements. 
• Restriction on “sin” businesses



Other Questions About QOZs
• Can you invest non-gain funds 

into an O Fund? 
• Yes, but they are not eligible for 

any of the tax benefits.  If both 
types of funds are invested, 
they are treated as separate 
investments for tax purposes. 

• Is this program permanent? 
• No.  The OZ designations will 

expire at the end of 2028; but 
investments made in 2019 and 
beyond are still eligible for the 
step-up in basis election 
through the end of 2047. 

• What about working capital?
• There is a “working capital safe 

harbor” for O Fund investments 
in OZ businesses that acquire, 
construct, or rehabilitate 
tangible business property, 
including real property.  Cash 
and cash equivalents qualify as 
business property for up to 31 
months



What’s Next? 
• In 2018, the White House established the “White House 

Opportunity and Revitalization Council,” Chaired by HUD 
Secretary Ben Carson. 
• HUD and Treasury have both requested input on what data should 

be reported to evaluate effectiveness of QOZs and prevent fraud
• New website opened on October 2: 

https://opportunityzones.hud.gov
• Final rules for the QOZ program could be out by Fall 2019; 

the proposed rules are effective in the meantime
• Delays in releasing the 2nd round of rules caused many 

investors/funds to wait to use the program, but participation is 
now expected to accelerate quickly

https://opportunityzones.hud.gov/


QOZ Resources

See the New 
OZ Tool Kit

www.nar.realtor/qualified-opportunity-
zones/qualified-opportunity-zones-toolkit




