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Q. What is an Opportunity Zone?

A: Opportunity Zones are areas in each state where Qualifi ed Op-
portunity Funds can invest gains from other investments into real 
estate and businesses to defer and reduce capital gains taxes.

Q: Why were Opportunity Zones created?

A: Opportunity Zones were added as part of the Tax Cuts and Jobs 
Act on Dec. 22, 2017, to encourage investment, development and 
job creation in economically distressed communities.

Q: What is a Qualifi ed Opportunity Fund?

A: Investors put capital gains from other investments such as the 
sale of stocks into a Qualifi ed Opportunity Fund to defer and re-
duce taxes on capital gains. The fund invests at least 90 percent of 
that money into properties located in opportunity zones and must 
substantially improve the property with development equal to or 
greater than the purchase price within 30 months.

Q: Is this a “limited time” opportunity?

A: Gains that are placed in an Opportunity Fund are only deferred 
until the end of 2026. As a result, the equity investment must be 
made by the end of 2019 to get the full 15 percent tax basis “step-
up” from investing in an Opportunity Fund for seven years. 

Q: Are the rules still being defi ned? What guidance is coming?

A: Guidance is still pending on many elements of this newly created 
tax rule. One open question is how funds are treated during the sub-
stantial improvement phase. The statute allows 30 months to com-
plete the substantial improvements, but requires that 90 percent of the 
funds be invested within six months. This rule, and many others, will 
require additional guidance from the Treasury Department and the IRS.

Q: How do investors benefi t by investing in Opportunity Zones?

A: If investors invest capital gains into a Qualifi ed Opportunity Fund 
within 180 days of selling an asset such as stocks, they can potentially 
defer or reduce their capital gains taxes:

 ■ Five-Year Hold: If the taxpayer holds the fund shares for fi ve 
years, there is a 10 percent basis step-up. They only pay taxes on 
90 percent of the capital gains they invested.

 ■ Seven-Year Hold: If the taxpayer holds the fund shares for seven 
years, there is another 5 percent basis step-up (to a total of 15 
percent). They only pay taxes on 85 percent of the capital gains 
they invested.

 ■ Taxes Due: When the taxpayer sells the investment, or on Dec. 
31, 2026, – whichever comes fi rst – the taxpayer must pay taxes 
on the deferred capital gains.

 ■ 10-Year Hold: If the taxpayer holds the fund shares 10 years, the 
taxpayer still receives the 15 percent basis step-up, but also pays 
no capital gains taxes on the profi ts on the assets in the fund.

Q: How is a Qualifi ed Opportunity Fund Created?

A: An eligible taxpayer self-certifi es by fi ling with the IRS as a part-
nership or as a corporation. Investors place capital into the fund 
within 180 days of recognizing a gain from other investments. 

Q: Do Opportunity Zones only apply to real estate?

A: Although this FAQ focuses on commercial real estate and redevelop-
ment, Opportunity Funds can also invest in new construction and busi-
nesses located in these areas. Separate rules apply to those options.

Q: Can investors 1031 Exchange into an Opportunity Fund?

A: Investors cannot use a 1031 tax deferred exchange to move profi ts 
from real property into an Opportunity Fund, nor can gains from an Op-
portunity Fund be exchanged into real property using a 1031 exchange.
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Opportunity Zones and Opportunity Funds are still awaiting IRS guidance and are subject to dramatic revision. This FAQ was prepared as an interpretation of the 
current rules and is subject to change without notice. Consult a Tax Professional for an interpretation based on your unique investment and taxation needs.


