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Executive Summary 

• Opportunity Zones are regulatorily-specified areas in which investments receive substantial tax 

benefits. 

• Current capital gains can be deferred for as long as 10 years and the original investment’s cost 

basis is grossed up by as much as 15%. 

• Capital gains generated by an investment in an Opportunity Fund1 are tax-free as long as the 

investment is held for 10 years. 

• Investors can generate a real negative tax rate by investing in successful Opportunity Funds. In 

non-jargon terms, the government is paying investors to invest well. 

Specifics 

1. Opportunity Zones (OZ) are low-income geographic areas in which state and federal governments 

are seeking to concentrate new investments to spur economic growth via beneficial tax policies. 

2. OZs are specially designated low-income community census tracts (as defined in Section 45D of 

the Internal Revenue Code). Governors designated 25% of these tracts in an attempt to 

concentrate economic development in certain areas. OZs are diverse and are sited in both urban 

and rural areas. 

3. An Opportunity Fund is a legal entity through which investments in OZs must be funneled in order 

to qualify for those investments to derive the special tax treatment mentioned below. Ninety percent 

of an Opportunity Fund’s assets must be invested in an OZ. 

4. Capital gains taxes on public or private securities that are reinvested in an Opportunity Fund can 

be deferred and lessened in the following ways: 

a. If the investment is held in the fund for five years, payment of the capital gains tax may be 

deferred for five years. In addition, after five years the basis of the original investment is 

grossed up by 10%. These changes allow for large net present value discounts to taxable 

income. (See Example: Five-Year Holding Period Scenario) 

b. If the investment is held in the fund for seven years, payment of the capital gains tax may 

be deferred for seven years. In addition, the basis of the original investment is grossed up 

an additional 5%. See Example: Seven-Year Holding Period Scenario. 

c. Capital gains must be assessed at the 10-year point, though inclusive of gross-ups 

mentioned above. See Example: 10-Year Holding Period Scenario. 

d. Capital gains on the funds invested in the Opportunity Fund receive permanent exclusion 

if invested for 10 years or if the investment is rolled into another Opportunity Fund for a 

combined holding period of at least 10 years. 

5. Considering the tax advantages, a relatively long time-horizon investor placing money in an 

Opportunity Fund that generates large capital gains over the next 10 years can effectively generate 

a negative tax rate – the government provides capital for you to invest without taking a share of the 

profits. 

6. Short-term capital gains are taxed at a higher rate than long-term gains, so the proportional effect 

of the OZ tax deferral plan is even greater than for long-term ones. 

  

                                                           
1 A fund set up to invest in Opportunity Zone businesses and holding at least 90% of its assets in the OZ. 
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Example 

Security Bought at $100 on January 1, 2018, sold for $150 on February 1, 2019. Long-term capital gains 

tax = $50 * 20% = $10. 

Five-Year Holding Period Scenario 

If the $50 capital gains are invested into an Opportunity Fund and held for five years, the original basis is 

grossed up by 10%.  

Table 1 

Original Basis $100 

Gross-Up $10 

New Basis $110 

Recalculated Capital Gains $40 

L-T Capital Gains Tax Rate 20% 

Tax Payable $8 

The value of the $8 discounted at various rates over the five-year holding period offers significant reductions 

in the present value of tax liabilities as shown below: 

Table 2 

 

The non-zero discount rates were chosen versus historical comparison: current medium-term US Treasury 

rate, long-term average US Treasury rate, long-term equity return rate, long-term venture capital return rate. 

Seven-Year Holding Period Scenario 

If the $50 capital gains are invested into an Opportunity Fund and held for five years, the original basis is 

grossed up by 15%.  

Table 3 

Original Basis $100 

Gross-Up $15 

New Basis $115 

Recalculated Capital Gains $35 

L-T Capital Gains Tax Rate 20% 

Tax Payable $7 

On a discounted basis, the present value of tax liabilities is as below: 

Table 4 

 

  

Discount Rate 0% 3% 5% 10% 20%

Nominal Tax 8.00$           6.89$       6.23$       4.85$       2.94$       

Tax Reduction vs Original -20% -31% -38% -51% -71%

Discount Rate 0% 3% 5% 10% 20%

Nominal Tax 7.00$           5.67$       4.93$       3.48$       1.73$       

Tax Reduction vs Original -30% -43% -51% -65% -83%
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10-Year Holding Period Scenario 

Tax Payable is identical to that calculated in Table 3. On a discounted basis, the present value of tax 

liabilities is as below: 

Table 5 

 

 

Discount Rate 0% 3% 5% 10% 20%

Nominal Tax 7.00$           5.19$       4.25$       2.58$       0.95$       

Tax Reduction vs Original -30% -48% -58% -74% -91%

Disclaimer 

This summary has been drafted on the basis of research into public sources of information regarding 

Opportunity Zones and was not prepared or reviewed by an attorney or accountant. This report does 

not represent a solicitation to buy or sell securities and is provided as a best-efforts attempt to inform 

investors about the Opportunity Zone tax credits. The information contained within represents our 

understanding of the tax laws on the date of authorship. We are in the process of consulting tax 

professionals about our understanding. 


