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National Development Council

Partners in Community Development since 1969

NDC’s work focuses on HOMES, JOBS and
COMMUNITY. Founded as a national
nonprofit in 1969, NDC has worked for
almost 50 years fulfilling its mission to
increase the flow of capital for investment
in low-income communities. NDC directs
capital to support the development and
preservation of affordable housing, the
creation of jobs through training and small
business lending and the advancement of
livable communities through investment in
social infrastructure.
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Opportunity Zones

OVERVIEW

Established by congress in the Tax Cuts
and Jobs Act of 2017

Goal is to spur private sector investment
in overlooked communities

Provides tax incentives for Real estate and
investing capital gains operating businesses

A “Light Touch” regulatory framework
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Opportunity Zones

THE BASICS

* [nvestments in real estate and operating business, such
das:
* @Grocery stores
* Manufacturing/industrial businesses
e Healthcare facilities
 Workforce housing
* Co-working spaces
* Hotels
* Incubators
* Research facilities
« Commercial real estate
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Opportunity Zones

WASHINGTON OPPORTUNITY ZONES




Opportunity Zones

THE BASICS

Provides tax incentives for investors to re-invest
unrealized capital gains by:
 Temporary deferral of capital gains taxes until 2026
e Tax reduction on capital gains (at 5 and 7 years)

* Elimination of taxes on gains from OZ investments (if
held for 10 years)



Opportunity Zones

TAX BENEFITS

7 years 10 years

(0]
Taxes Deferred L0 T?X
Reduction

5% Tax
Taxes Deferred :

Reduction

No Taxes due
Taxes Deferred on Gains from
OZ Investment
Opportunity Zone Investment Timeframe Deferral Ends on
12/31/2026
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Opportunity Zones

HOW IT WORKS

Individual invests capital gains
into Opportunity Fund

Opportunity Fund invests in qualified
Opportunity Zone investments

Qualified investments include:

* Stock or partnership interest in
operating business in OZ

* Qualifying property in OZ



Opportunity Zones

FULLY TAXABLE VS OZ FUND EXAMPLE

Fully Taxed Investment Opportunity Zone Investment

Capital Gain $500,000 Capital Gain $500,000
- (o)
- Tax Payable (24%) $119,000 Tax Payable (24%) S0
. Total capital to Invest $500,000
Total capital to Invest $381,000

Sale Price after 10 years $983,600

Sale Price after 10 $749,500 o
- Tax on Appreciation 0%
years
- Tax on Appreciation $87 700 Deferred Capital Gain $101,200
Tax paid in 2026
After Tax Funds $661,800 After Tax Funds $882,400
Available Available
Annual Rate of Return 2.8% Annual Rate of Return 5.9%

rﬂle Assumes 7% annual investment appreciation and 23.8% capital gains tax



Opportunity Zones

INVESTMENT EXAMPLE

$546,272

7YR

$629,653

Original
Capital
$500,000

1.8% Return

NDC

Original
Capital
$500,000

3.3% Return

10 YR

$882,426

New Investment
After Tax

Original
Capital
$500,000

5.85% Return

Original Investment
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Opportunity Zones
ECOSYSTEM

Cities Cham_bers of Commerce
Counties Communities Main Street Groups
Economic Developers CDCs / Neighborhood

Developers - National Funds (lists!)
Brokers / Lan_:tiowners p g Regional Funds
Companies / Self-Created Funds

Entrepreneurs Indivi
! ndividuals
Incubators / Tech Investors

Transfer

Banks [@ Universities

Utilities o o Accountants
CDEls Institutional e
Foundations Partners Financial Advisors

Source: Opportunity Alabama




Opportunity Zones

HOW IT WORKS

Investor(s)

Opportunity Fund

90% Asset Test

Direct Ownership/ \ndirect Ownership

— 1 B

2. Qualified Oz 3. Qualified Oz
Partnership Interest Stock

\  70% Asset Test
<

1. Qualified OZ
Business Property

Qualified Oz

Business
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Opportunity Zones

HOW IT WORKS

Multiple Investors
\\ l‘ y »
Opportunity
Fund

Single
Investor

Opportunity
Fund

\

OZ Investment Portfolio of OZ
Investments
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Opportunity Zones

THE FINE PRINT: TIMING

* Investment in QOF must take place within 180 days of
realizing capital gain

* Property must be acquired after 12/31/2017
 Must be purchased by an unrelated party (20%)

* Taxpayers can invest until 6/30/2027 and still receive
the 10-year benefit

e “Safe harbor” allows project to take 31 months to
spend OZ investment, given a written plan
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Opportunity Zones

THE FINE PRINT: ELIGIBILITY

* Real estate or operating business
* No “sin” businesses (i.e. liquor store, tanning salon)

At least 50% of business income must be derived from
active conduct of a trade or business in the
Opportunity Zone (may change)

e Can be new construction or rehabilitation

* Must result in “original use” of property, or
substantial improvement (double basis in building)
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Opportunity Zones

DRAFT REGULATIONS

* Draft regulations were released in October 2018,
but there are still many questions

* Links:
* Proposed Regulations
* Revenue Ruling 2018-29
* QOF draft self-certification form (IRS Form 8996)
 Updates to IRS FAQs
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https://www.irs.gov/pub/irs-drop/reg-115420-18.pdf
https://www.irs.gov/pub/irs-drop/rr-18-29.pdf
https://www.irs.gov/pub/irs-dft/f8996--dft.pdf
https://www.irs.gov/newsroom/opportunity-zones-frequently-asked-questions

Opportunity Zones

DRAFT QOF CERTIFICATION FORM

OMB Mo. 1545-0123
Fom 8996 Qualified Opportunity Fund

'“""""';‘:’T # Go to www.irs.gow/Form@36 for the latest information. .

rams Frs tarvce » Attach o your tax retum. See instructions. cocuinca Ho. 996
Hame Emgloyer idenification number

General Information and Certification

1 Type of taxpayer: | | Corporation’ || Partnership mrmmuuzl 13 Penalty -
2 |s the iaxpayer crganized for the purpose of Investing in gqualified apportunity zone property jother than another gualfied f you chacked “Na" in Part Il line 13 complets Par 1o fgure the - Enter the number from ife 8 belgw.an Parll, line 13 See Inatuctiona ff Part |, line 3 is “Ves."
opportunity fumd)® ] ] el i ]
[] Na.STOP. Do not file this form with your tax retum. TR ey T e oont ot s et
] Yes. Goto line 3. 2 Mulliplyline 1by 80 . (. . o) a0 i
i " 3 Totsl Qualified Zon,
3 |s this the first pericd the taxpayer is 8 Qualified Opportunity Fund? by, Yo &N
[ ¥es. By checking this towx, you certify that by the end of the taxpayer's first qualfied opportunity fund year. the texpayer's 4 Subimet Bna 3 from na 2 I laea than zem,
organizing documents include a statement of the entity's purpose of investing. in qualified oppartunity zone properdy and the 5 i".:;;&mmm: s
deseription of the qualified opportunity zone business. See instrictions. 6 Multiply line d by lines . . .
7 Diwvide line & by 12.0. Round deciuel
] No. Got.n Part Il _ _ . e: 'Q:. A O:J*"P.:f\ fn:;m Yes”
4 |f“Yes" on line &, list the firsi manih in which the/fund chooses tobe a Cualified Sppodunity Fund. - P - » o - o
Marth 5 Sarh 7 Maoeth 8 Mertns Manih 10 e 11 hceih 12
IEd] investment Standard Galculation 1
2
5 Total qualified opporunity zone property held by the taxpayer on the last day of the first 5-month :
period of the taxpayer's tax year. See instructions if Part |, line 3 is *Yes" . . . 5 5
6 demmhehnyﬂwmpnyarmlhelaatdaynfﬂwwEmmwncdnlthetaapawsm :
year. See instructions if Part |, line 3 is “Yes" . . . L 8 Penalty. Add columns (a) through [) of line 7. Enter the totd hersand on Pant il Ine 18 . _ _ _ . 3
7 Divide ineSbyline&. . . . . - - T Form B886 (12-2018)
& Total qualified opportunity zone |:||'|:||:|-E|'t5‘I held by the mxpayar on the last |:I.£q.I n‘f 11'19 Iaxpaye 5 tax
year - 8
8 Total as.aetsheh:l bgﬂmtamawmthelamdwnflhemsyefstmm Coe e e a
10 Divide ine 8 by line®. . . - - C e e e 10
LA Qualified I‘Jppnmnty Fund Average and Penaﬂg-
11 Addlines Tand10 . _ . o 11
12 Divide line 11 by 2.0. Se-emau'unmnsﬂf-‘arll IlneSts"‘l’ea" e e e e e e e 12
13 Iz line 12 equal to or mose than 507
] Yes. Enter -0- on this line and file this form with your tax retum.
[ Mo. The fund has falled to maintain the investment standard. Complete Part IV to figure the
pena]ly Enter the pena]ty from line 8 of Part IV on this line, and file this form with your tax
returm 13
Cat Mo, 37E20G Form 8996 (12201
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Opportunity Zones

CHALLENGES

 Lack federal guidance
* Draft regulations released October 2018
* Hearing held 2/14/19
* Additional regulations forthcoming

. concerns in some areas (i.e. downtown
Seattle)

¢ guarantees

 Opportunity Zone Investments will provide
of needed capital
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Opportunity Zones

COMMUNITY STRATEGIES

* Identify and educate an ecosystem of players:

 Developers, investors, banks, nonprofits, financial advisors, accountants, community
foundations, public entities, etc.

 Develop a local economic development strategy & pipeline of projects
e Cultivate relationships with investors (local, regional, national)

* Encourage impact measurement & reporting
https://ozframework.org/

 Coordinate and connect key players to get projects done!
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https://ozframework.org/

Opportunity Zones

OLYMPIC PENINSULA

Governor Jay Inslee bus tour of opportunity zones
Federal Reserve Olympic Peninsula listening tour
Community information sessions

|dentifying projects

|dentifying & mitigating barriers

Media & photo bank

Housing needs assessment participation
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Opportunity Zones

NORTH CENTRAL WA
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Opportunity Zones
SPOKANE
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Opportunity Zones
ERIE, PA
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Opportunity Zones

CONTACT INFORMATION

Melissa LaFayette
mlafayette@ndconline.org

Sharayah Lane
slane@ndconline.org
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