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Opportunity Zones

* Enacted in Federal Tax and Jobs Act (2017)

e Another tool in toolbox for investment and revitalization
In your community



Opportunity Zones

* Taxpayers can get capital gains tax deferral for making timely
investments in Opportunity Funds and Opportunity Zone
properties
— Can be tangible and intangible property

* Opportunity Fund vehicle could reduce transactional friction
and connect investors to overlooked, but credit-worthy,
Investment opportunities

* Equity investments in growth-stage businesses and real
property


Presenter
Presentation Notes
Intent was to spur economic growth and job creation
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Private Capital:

Investment income
subject to capital
gains tax

~ S6 trillion market
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Overview of Structure
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Investment Vehicle:

Opportunity Fund

Interest in a domestic
partnership

Stock in a domestic
corporation

\. J

\. J

s A
Tangible property used
in a trade or business
of the Fund
(substantial
improvement)



Presenter
Presentation Notes
Basic structure of Opportunity Zones tax benefit – how capital will flow to Opportunity Zones 

5% can be intangible-financial property.


Tax Benefits

* Benefits when capital is invested in a Qualified
Opportunity Zone Fund

— Temporary Tax Deferral

* Recognized at exit of fund or December 31, 2026, whichever is
earlier

— Step up in basis
* 5year = 10% reduction in tax liability of original capital gain

» 7 year=15% reduction in tax liability of original capital gain

— 10 year holding period: permanent exclusion of tax on any
gains made in the fund


Presenter
Presentation Notes
No later than December 31, 2026, Taxpayer recognizes: The lesser of:The Initial Gain, or The FMV of the QO Investment, over The Taxpayer’s Basis in the QO Investment 





Tax Benefits

Do not need to invest all of capital gain

Have 180 days to recognize gain and contribute in a
Qualified Opportunity Fund

December 31, 2026: deferral period ends and deadline
for investing in an OZ fund

If a taxpayer’s investment in an Opportunity Fund

decreases in value during the deferral period, the

amount of gain a taxpayer is required to recognize
decreases proportionately
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Basis is Fair Market Walue. Taxpayer sells investment
for $3MM. Taxpayer does not owe taxx on
appreciation of investment.




Opportunity Zone Funds

* Taxpayer can self certify on tax return OZ fund
* Fund can be set up as an LLC or partnership
* Must hold 90% of assets in QOZ property



Opportunity Zone Business Property or
Business

* Opportunity Zones can be used for a variety of uses
* Housing
* Commercial Real Estate and Renovation
* Opening new business in an OZ

* Expansion of existing business in an OZ or large expansion of
a business already in an OZ


Presenter
Presentation Notes
Substantially all means 70 percent of tangible property - To qualify as an OZ business, “substantially all” of a partnership or corporation’s tangible property owned or leased must be qualified opportunity zone business property. 


What is Qualified Opportunity Zone Property?
-Qualified OZ partnership interest
-Qualified OZ stock
-Qualified OZ Business property

Qualified OZ stock and partnership interests:
Investment must be acquired after December 31, 2017 in exchange for cash. Must be a qualified opportunity zone business, or is being organized for the purpose of being a qualified opportunity zone business. 
Must remain a qualified opportunity zone business for substantially all of the qualified  opportunity fund’s holding period. 

Qualified OZ Business:�Indirect investments. 
A trade or business in which substantially all of the tangible property owned or leased by the taxpayer is qualified opportunity zone business property and
At least 50% of income derived from Active Conduct�Substantial portion of intangible property used in active conduct of business.
Less than 5% unadjusted basis of property is nonqualified financial property. 






Other Incentives

* Can be layered with other incentives
* LIHTC
* Enterprise Zones
e Historic Tax Credit



Virginia OZs

The State’s role in the program was to nominate low
income census tracts to be designated as Opportunity
Zones

Virginia nominated 212 out of 901 low income census
tracts for OZ designation

Approved & Certified by U.S. Treasury in May

This represents the maximum number of low income
census tracts that could be nominated in Virginia


Presenter
Presentation Notes
Based on Census data from 2015 and 2016, Virginia had 901 census tracts eligible to be nominated as Opportunity Zones. Treasury mandated that each state was capped at nominating 25 percent of their eligible census tracts. This meant that Virginia could nominate up to 212 qualified census tracts. Up to 5% (11) contiguous tracts could also be nominated and be a part of 212 qualified census tracts for Virginia. 

Poverty rates of at least 20 percent or with family incomes below 80 percent of the state average

A low-income community census tract has an individual poverty rate of at least 20% or the median family income does not exceed 80 percent of statewide median family income or, if in a metropolitan area, the greater of 80 percent statewide median family income or 80 percent of metropolitan area median family income.

A contiguous tract must be adjacent with low-income community census tracts that are designated as Opportunity Zones, and the median family income of the exempt tract must not exceed 125% of the median family income of the designated low-income community census tract with which it is contiguous. 




Virginia Qualified Opportunity Zones



Presenter
Presentation Notes
Virginia’s Opportunity Zones were reflected in each region of the Commonwealth. As you can see, many zones are clustered together across boundary lines to allow for shared benefits and contiguous development. 


Current State Initiatives
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Presenter
Presentation Notes
As you can see right now when you scroll over a designated Opportunity Zone in Virginia, it only shows the GEOID. We are collecting data from all 93 localities that received a designated Opportunity Zone. In the future, anyone will be able to see the primary contact for that locality, including email, phone and a link to their website. We want this map to be a useful tool in connecting investors and local governments. 

We currently have been receiving inquiries (emails) from developers and investors looking for contacts at those local governments so we wanted to make this easier to connect. In addition we will be hosting a webinar in September going over best practices for our local governments and how they can use the Opportunity Zones to their advantage. 




Current State Efforts

* Connecting investors, local governments and developers

* Clearinghouse



Considerations

* Our understanding is that Virginia State capital gains tax
liability is based on your federal capital gains liability

* Many OZs overlap with Enterprise Zones and Historic
Regions registered with DHR

* Look at targeted local incentives



Where are we now?

* Draft regulations posted on Friday October 19, 2018 for
a 60 day comment period

* 3 documents released
— IRS Tax Form (draft)
— Proposed regulations
— Special rules for capital gains invested in OZ



Strategies and Tips for Local Governments

* |dentify target businesses and properties
* Create a marketing prospectus for investors

— Provide market data and information

* Workforce data, demographics, etc
— Existing properties
— Pipeline of potential projects
— Highlight investable deals
— Tell your local story


Presenter
Presentation Notes
Mention what Will mentioned earlier about other local governments and what they’re doing. 

From what we’ve been hearing from national, state and local partners, they’re interested in a local community's buy in and what their story is. 

What is investible in your community? What have you currently invested in? If your Main Street has a few vacant buildings, explain why. Was there not enough appropriated in the last fiscal year and why? Tell your story. Make known your priorities and goals. We saw this reflected in many survey submissions from our local partners on priority areas in their communities. Please make this information known to potential investors. 

The Governance project has a free template online for a marketing prospectus. 


Strategies and Tips for Local Governments

* |dentify and meet with potential investors

— High net worth individuals, Community foundations

* Have an Opportunity Zone Day

— Tour of potential projects

* |dentify other incentives to layer on projects that are in
OZs


Presenter
Presentation Notes
Community foundations: Steer grant and other foundation capital toward Opportunity Zones to amplify the impact.


Strategies and Tips for Local Governments

* Update capital improvement Plan, Zoning ordinances,
etc
— Direct resources to priority projects
— Zoning
* Inclusionary zoning to prevent negative effects of gentrification

* Get engaged with your community and engage investors
with the community


Presenter
Presentation Notes
Local leadership can create an ecosystem that encourages investment. Examples of how cities and states are thinking about this: 

Inform the marketplace
Online Portal - Make data available, inventory local assets
Site Tours and Education - Convene investors, developers, businesses, philanthropy, community stakeholders, etc.
Letters of Interest - Investors and Fund Managers

Incent certain types of activity 
Leverage add-on incentives, gap financing, risk mitigation
Create public funds, could be through partnership with local financial intermediaries to facilitate deal flow, asset manage, etc. 
Pairing investments with other sources of financing (HOME, CDBG, etc.)
Ease certain development requirements 



Additional Information


http://www.dhcd.virginia.gov/index.php/component/content/article/346.html
https://www.cdfifund.gov/pages/opportunity-zones.aspx
https://www.irs.gov/newsroom/opportunity-zones-frequently-asked-questions
https://eig.org/opportunityzones/about
https://www.enterprisecommunity.org/policy-and-advocacy/policy-priorities/opportunity-zones-program
https://www.enterprisecommunity.org/opportunity360/opportunity-zone-eligibility-tool

Questions?

Kristen Dahlman, Senior Policy Analyst
kristen.dahlman@dhcd.virginia.gov
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