
 

Exploring Opportunity Zones
 Do these newly designated areas of investment make sense for your portfolio? 

1As of April 2019.

2This website is unaffiliated with Raymond James.

WHAT IS A QUALIFIED OPPORTUNITY ZONE?
A Qualified Opportunity Zone (“QOZ”) is a low-income urban or rural 
community in the U.S. or its territories where investments into the distressed 
area may be eligible to receive preferential tax treatment. The Act created this 
QOZ program to spur private sector investment into these areas as an economic 
development tool.

The Governor or Chief Executive of every U.S. state and territory had the 
opportunity to nominate up to 25% of its low-income census tracts to be 
certified as QOZs. Governors were also given discretion to include moderate-
income census tracts adjacent to low-income tracts for up to 5% of their 
nominations. In total, there are now over 8,700 QOZs eligible for participation 
in this program.1 

To view the most recent list of QOZs and a map of these areas throughout the 
U.S., visit the Opportunity Zone Resources government website.2

The Investing in Opportunity Act (the “Act”) came with the enactment of the Tax Cuts & Jobs Act of 2017. The Act potentially provides 
investors a unique investment opportunity with preferential tax treatment. Let’s take a closer look at opportunity zones and opportunity 
zone funds created as a result of this Act.

The Act encourages the public and 
private sectors to work together 
to invest in underprivileged 
communities with the purpose of 
creating new businesses and needed 
jobs. The Act will direct much-needed 
private capital to more American 
communities, empowering state and 
local leaders to build a more prosperous 
future for distressed communities.

Generous tax incentives were created 
to stimulate private capital investing. 
A QOZ investor can participate in 
the development of low-income 
communities, while enjoying these 
tax benefits on their investment. It is 
important to note that these benefits 
pertain only to capital gains reinvested 
within 180 days of realization. Any 
investment of idle cash or cost basis 
from other investments will not receive 
these tax incentives.

WHAT ARE THE 
POTENTIAL 

BENEFITS OF A 
QOZ INVESTMENT?

WHAT IS A QUALIFIED OPPORTUNITY FUND?
The Act established a code in the tax law offering preferential tax treatment to 
certain realized capital gains reinvested into QOZs. The Act is intended to encourage 
realization and reinvestment of capital gains on a tax-deferred basis into Qualified 
Opportunity Funds (“QOF”), in which investors can receive these tax benefits.

A QOF is an investment vehicle organized as a corporation or partnership for the 
specific purpose of investing in QOZ property. QOFs must hold at least 90% of 
assets in QOZ property, not including other QOFs, and will be tested semiannually 
for compliance.

https://www.cdfifund.gov/Pages/Opportunity-Zones.aspx
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WHAT IS QOZ PROPERTY?
QOZ property refers to stock, partnership interest, or business property acquired after December 31, 2017, to be used in a trade or 
business conducted in a QOZ. Since the goal of the Act is to generate new investment, a QOF must either create new property in the QOZ or 
substantially improve existing property. 

Acquiring property already being used in the QOZ will not qualify without satisfying the Act’s requirement for substantial improvement. 
The Act defines substantial improvement as a reinvestment into the QOZ property equal to the property’s initial acquisition cost, within 
a 30-month timeframe. For example, if a QOF acquires existing property in a QOZ for $10 million, the QOF has 30 months to invest an 
additional $10 million in improvements to that property. Otherwise, the property will not qualify for the preferential tax treatment.

Tax deferral of capital 
gains invested

Any capital gains reinvested 
into a QOF within 180 days of 
realization are not taxed until the 
2026 tax year. If an investor sells a 
QOF prior to 2026, and does not 
reinvest into another QOF within 
180 days, the deferred capital 
gains will be considered taxable 
during that tax year.

Potential reduction of the 
capital gains deferred

For the 2026 tax year, taxes on the 
original deferred gain are reduced 
based on the holding period of the 
QOF investment on that date:

- 15% reduction if held for 7 
years  (investments made by 
12/31/2019)

- 10% reduction if held for 5 
years (investments made by 
12/31/2021)

Gains excluded if held  
long enough

Any capital gains generated from 
investments in QOFs are exempt 
from taxation, if the investment 
in the QOF is held for at least 
10 years and is realized prior to 
January 2048.

JUNE 2019
Investor sells stock for a $1 
million capital gain

DECEMBER 2019
Investor allocates $1 million 
capital gain to a QOF, 
deferring a tax payment of 
$238,0003

DECEMBER 2026
Investor's original capital gain is 
reduced to $850,000, resulting in 
a tax bill of $202,3003

JANUARY 2030
Investor sells shares of QOF for $3 
million, resulting in a $2 million capital 
gain. Investor is exempt from paying a 
capital gains tax of $476,0003

3 Assumes investor pays long-term capital gains tax rate of 23.8% and excludes any applicable state taxes.

This hypothetical example is for illustrative purposes only and is not intended to imply or represent a specific return on any particular investment. It is intended to 
demonstrate the potential effect of taxation on long-term investments. Investing always involves risk and there is no guarantee that any investment program will be 
successful or will avoid losses.

The information provided is not a substitute for your understanding of the information, and the tax consequences relative to this matter. This is not individualized advice, 
and you should consult professionals, including tax professionals, about individual circumstances before making any decision or taking any action that may have tax 
consequences. Raymond James & Associates, Inc. and the Alternative Investments Group (Raymond James) is not rendering accounting, business, financial, investment, 
legal, tax, or other professional advice or services. 

HOW DO THE TAX INCENTIVES 
WORK?

OPPORTUNITY ZONE INVESTMENT  
TAX EXAMPLE
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HOW DO I INVEST IN A QOF?
Raymond James is seeking to add a diversified, multi-asset QOF to its Alternative Investments platform. The U.S. Treasury and the IRS have 
provided further guidance on specific rules related to investing in QOZs, which provide some clarity on managing commingled investment 
funds. 

The Raymond James team is optimistic about the opportunity and is in discussions with several QOF managers. These managers are 
reviewing the latest round of regulatory guidance in order to bring a diversified fund offering to the market. Until that time, Raymond James 
may offer direct investment opportunities for institutional investors, but will wait for further confirmation from its partners before offering 
a solution on the broader Alternative Investments platform for Qualified Purchasers.4

The Raymond James team will continue to actively monitor regulations as updates are released. Additionally, the team will work closely 
with investment managers throughout the product development process to potentially bring a competitive solution to the platform.

If you have any questions about participating in an 
opportunity zone investment, please consult with 
your financial advisor.

4 A Qualified Purchaser is an individual owning not less than $5,000,000 in investments as defined by the SEC.

Qualified Opportunity Zone investments can be highly illiquid, are speculative, and may not be suitable for all investors. Such investing is only intended for experienced 
and sophisticated investors who are willing to bear the high economic risks associated with such an investment. Investors should carefully review and consider potential 
risks before investing. Certain of these risks may include:

• risks related to the uncertainty of and compliance with the Qualified Opportunity Zone tax regime rules;
• loss of all or a substantial portion of investment;
• lack of liquidity;
• restrictions on transferring interests in any Qualified Opportunity Zone fund;
• for privately placed Qualified Opportunity Zone funds, less regulation and higher fees than mutual funds; and 
• investment manager risk.

 
Prospective investors of any investment should refer to the specific fund’s offering memorandum and operative documents, which will fully describe the specific risks 
and considerations associated with a specific investment.

The information provided herein has been prepared from sources believed to be reliable but is not guaranteed and is not a complete summary or statement of all 
available data necessary for making an investment decision. The views expressed herein may change at any time subsequent to the date of issue hereof. These materials 
are provided for informational purposes only, and under no circumstances may any information contained herein be construed as investment advice or an offer to 
sell or a solicitation of an offer to purchase any interest in any investment vehicle. The information contained herein does not take into account an investor's particular 
investment objectives, financial situations, or tax needs. 

Please note, changes in tax laws may occur at any time and could have a substantial impact upon each person's situation. While we are familiar with the tax provisions of 
the issues presented herein, we are not qualified to render advice on tax or legal matters. Investors should discuss tax or legal matters with the appropriate professional.

Investment products are: not deposits, not FDIC/NCUA insured, not insured by any government agency, not bank guaranteed, subject to risk and may lose 
value. © 2019 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. © 2019 Raymond James Financial Services, Inc., member FINRA/

SIPC. Raymond James ® is a registered trademark of Raymond James Financial, Inc. 


