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What are they, how do they work and 
what are the opportunities?



DISCLAIMER: This presentation and its content do not constitute advice. Attendants should not
act solely on the basis of the material contained in this publication. It is intended for
information purposes only and should not be regarded as specific advice. In addition, advice
from proper consultant should be obtained prior to taking action on any issue dealt with in this
presentation.
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What	is	an	Opportunity	Zone?

• an	economically-distressed	community	where	new	
investment,	under	certain	conditions,	may	be	eligible	
for	preferential	tax	treatment

• a	locality	qualify	as	Opportunity	Zones	if	it	has	been	
certified	as	such	by	the	Secretary	of	the	US	Treasury	via	
his	delegation	authority	to	the	Internal	Revenue	Service

• Qualified	Opportunity	Zone	designation	remains	in	
effect	for	10	years
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What	are	the	incentives*?
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Temporary 
Deferral

A temporary deferral of inclusion in 
taxable income for capital gains 
reinvested into an Opportunity 

Fund. The deferred gain must be 
recognized the earlier of the date 

on which the opportunity 
investment is disposed of or 

December 31, 2026.

Permanen
t Exclusion

A permanent exclusion from 
taxable income of capital gains 
from the sale or exchange of an 

investment in an Opportunity Zone 
if held for at least 10 years.  This 

exclusion applies only to the gains 
accrued after the investment in an 

Opportunity Zone.

Step-up 
In Basis

A step-up in basis for capital gains 
reinvested in an Opportunity Fund.
The basis is increased by 10% if 

the investment is held for at least 5 
years and by 15% if held for at 

least 7 years, thereby excluding up 
to 15% of the original gain from 

taxation.

*Enacted	as	part	of	the	2017	Tax	Cuts	and	Jobs	Act	



Basic	principles
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Eligible taxpayers:
individuals, C 
corporations, 

partnerships, S 
corporations, trusts and 

estates

Timely investment: within 
180 days of gain 

realization. Exception for 
working capital account

Original gain invested 
deferral and step up: 

5 yrs: 10%
7 yrs: 15%

Eligible gain:
capital gains from 
unrelated parties 

transactions

Investment in a QOF:
“domestic” corporation or 
partnership that invests in 
QOZ property: 90% and 

70% tests

Gain on investment 
on the QOF:
10 yrs: 100%



How	does	it	works?
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Investment	
in	QOF

2025	– 7	year	
step	up

Type	of	
gains

2023	– 5	year	
step	up

2028	– 10	
year	full	

exclusion	of	
QOF	gain

180	days	rule

By	2019	to	receive	
max	deferral

Gain	realized	in	2018

2026	–
recognition	of	
deferred	gain	
(statutory	due	

date)
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• the	QOF	may	place	funds	in	a	working	capital	account	for	as	long	as	31	
months	if:
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Working	capital	safe	harbor

– there	is	a	written	plan	identifying	purpose	of	the	account	
for	the	acquisition,	construction	or	improvement	of	QOZ	
tangible	property,	

– there	is	a	written	schedule	consistent	with	ordinary	start-
up	of	business	operations	that	shows	funds	will	be	used	
within	31-month	period,	and	

– QOF	substantially	complies	with	the	schedule
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Working	capital	safe	
harbor	(cont.)
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• working	capital	account	means	cash,	cash	equivalents	and	
debt	instruments	with	18	month	or	shorter	maturity

• income	generated	by	the	working	capital	account	will	be	
treated	as	qualifying	active	trade	or	business	income
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Original	use	and	substantial	
improvement
• QOF	rules	require	that	either	(i)	the	original	use	of	the	QOZ	

property	begins	with	the	QOF	or	(ii)	the	QOF	substantially	
improves	property	within	30	months	by	making	capital	
improvements	that	exceed	the	cost	of	the	property

regulations	reserve	definition	of	original	use	– it	is	unclear	whether	QOF	can	purchase	
newly	constructed	building	that	is	not	yet	in	service;	what	if	property	was	abandoned?
substantial	improvement	rules	are	taxpayer	friendly
substantial	improvement	is	measured	by	cost	of	building,	not	including	land
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Thank you

www.camarapr.org #tucamaraenaccion
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