2 AGENT'S PERSPECTIVE

INVESTING IN QUALIFIED OPPORTUNITY ZONES:
A NEW TAX ADVANTAGED INVESTMENT STRATEGY
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Contributing Writer

As a result of recent tax reform, Op-
portunity Zones have emerged as a way
for distressed neighborhoods to attract
needed real estate development and
for investors in these projects to receive
favorable tax treatment. Such investments
could allow you to defer capital gains
taxes until 2026, reduce the amount of
taxes you owe by up to 15%, and pay no
taxes on the fund’s gains if you hold it for
ten years.

On December 22, 2017 the Tax Cuts
and Jobs Act created a new section of
the tax code (26 U.S Code §1400Z) that
provides tax incentives for investments
in targeted areas of the US through invest-
ment vehicles called Qualified Opportu-

nity Funds (QOF). To date almost 9,000
such tracts have been identified in all 50
states, The District of Columbia, and five
U.S. territories. By investing into an QOF,
investors can not only defer and reduce
their existing capital gains tax liability,
but also eliminate future capital gains tax
on returns earned from the Opportunity
Fund.

KEY ASPECTS OF THE
OPPORTUNITY ZONE PROGRAM

Opportunity Zones, which are census
tracts, nominated by governors and
certified by the US Department of the
Treasury, into which investors can invest
in new projects intended to spur economic
development in exchange for certain
federal tax benefits.

Opportunity Funds, which are invest-
ment vehicles that invest at least 90%
of their capital in Qualified Opportunity
Zones. The fund model enables investors
to pool their resources in Opportunity
Zones, increasing the scale of capital
going to investments selected by the
manager.

To capture the potential tax benefits
offered by a Qualified Opportunity Fund,
an investor must invest the gains from a
sale of a prior investment (i.e. real estate,
stocks, bonds) into a QOF within 180 days
of the sale of the investment. The investor
only has to roll in the gain or profits from
the sale of the investment, not the original

principal of the investment. Only the tax-
able gains rolled over into an Opportunity
Fund are eligible to receive tax incentives.

Investing in Opportunity Funds can
provide three substantial potential tax
advantages to investors:

¢ Deferral of Capital Gain: A tax
deferral for any capital gains rolled over
in the Opportunity Fund. The deferred
gain would be recognized on the earlier
of December 31, 2026 or the date on
which the investment in the Fund is
sold.

¢ Reduction of the Capital Gains Tax
Realized: A step-up in basis for capital
gains rolled into an Opportunity Fund.
The basis of the original investment is
increased by 10% if the investment is
held by the taxpayer for a least 5 years,
and by an additional 5% if held for at
least 7 years. If by December 31, 2026
an investor has held an investment in
an Opportunity Fund for 7 years, then
the tax on the initially deferred gain
is expected to be reduced by 15% or
reduced by 10% if by then held for only
five years.

* No Tax on any Capital Gains from
an Investment in Opportunity Fund:
In the case of any investment in an
Opportunity Fund held by a taxpayer
for at least 10 years, the basis of such
property shall be equal to the fair
market value of such investment on

the date that the investment is sold or
exchanged. In short, after 10 years,
thereafter there would be zero federal
capital gains tax on profits from the
sale of an investment in an Opportunity
Fund.

EXAMPLE INVESTOR’S STEP-BY-
STEP PROCESS

Below are the steps an investor would
need to follow to reap the maximum
benefits offered through the Qualified
Opportunity Fund program.

1. December 31,2021: Invest in
Opportunity Fund (Day 1)

2. April 15,2022: Make election on
your tax filing showing capital gain
rollover into an Opportunity Fund

3. April 15,2031: Pay deferred capital
gains tax

December 31, 2032: Opportunity
Fund now becomes eligible for tax-
free sale (10-year hold)
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The biggest benefits of investing in an
Opportunity Fund go to those who have a
large capital gains tax bill to defer.
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754 Pepper Dr, San Bruno
Huge Modern Rebuild with Spectacular Bay View!

This spacious home has it all! Five bedrooms plus a den, four full and one half
baths, formal entry hall, living room, chefs kitchen with huge island, great-room with
dining and family areas, loft with seating space upstairs, laundry room, gorgeous
bay and airport views, balcony up and large patio on main floor Complete with
owned solar system, electric multi-zone heating and air-conditioning, four electric
fireplaces, nine flat-screen TVs, high tech lighting, easy-clean composite flooring,
two commercial grade tankless water heaters, fire sprinklers and security cameras!
Two car garage w/220v, plus three additional off-street parking spaces, nice drought-
friendly landscaping with drip irrigation, paved spaces for entertaining and a BBQ
set-up to watch the planes land while hosting family and guests! Located walking
distance to Bayhill Shopping Center, Walmart.com and YouTube HQ; convenient to
freeways, parks, transportation! Truly a great value! Offered at $2,250,000

Erik
Winkler

Remax Capital

License #: 00964405

650-834-2323

notdafonz@yahoo.com

RE/MAX

CAPITAL

Il  sAN FRANCISCO EXAMINER - SFEXAMINER.COM - SUNDAY, OCTOBER 10, 2021



