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OPPORTUNITY ZONE INFORMATION SESSION
Lawrence

National Development Council




* How did Opportunity Zones Come to Be?
* How it Works

 State of Kansas and Lawrence OZs

* Community Strategies



Opportunity Zone Information Session

BACKGROUND

Established by congress in the Tax Cuts

and Jobs Act of 2017

Goal is to spur private Treasury has issued
sector investment in low FAQs, draft regulations
income communities and guidance

A “Light Touch” regulatory framework

UNDC 3



Opportunity Zone Information Session

THE BASICS

Provides tax incentives for investors to re-invest
unrealized capital gains by:
 Temporary deferral of capital gains taxes until 2026
e Tax reduction on capital gains (at 5 and 7 years)

e Elimination of taxes on gains from OZ investments (if
held for 10 years)



Opportunity Zones

HOW IT WORKS

Individual invests capital gains
into Opportunity Fund

Opportunity Fund invests in qualified
Opportunity Zone investments

Qualified investments include:

e Stock or partnership interest in
operating business in OZ

e Qualifying property in OZ

UNDC ;



Opportunity Zones

HOW IT WORKS

Investor(s)

Opportunity Fund

90% Asset Test

Direct OwnershV \ndirect Ownership

e —

1. Qualified Oz 2. Qualified OZ 3. Qualified Oz
Business Property Partnership Interest Stock
70% Asset Test
N y

Qualified Oz

|'||J'|Nm Business )




Opportunity Zones

HOW IT WORKS

Multiple Investors
Investor

" N y /
Opportunity Opportunity
Fund Fund

» \ 2
OZ Investment Portfolio of OZ
Investments
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Opportunity Zone Information Session

TAX BENEFITS

10% Tax
Taxes Deferred
f

Taxes Deferred

5% Tax
Reduction

No Taxes due
Taxes Deferred on Gains from
OZ Investment

Opportunity Zone Investment Timeframe
2 ./ f Deferral Ends on

12/31/2026
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Opportunity Zone Information Session

INVESTMENT EXAMPLE

Investor has an Investment
Subject to Federal Capital

Gains Tax
Investment Amount $500,000
Capital Gains Rate 23.80%

Capital Gains Tax Owed $119,000

Invests in Real Estate — Businesses
Located in Designated
Opportunity Zones

Investor wants a 7% Return

"NDC 9



Opportunity Zone Information Session

INVESTMENT EXAMPLE

Investor Summary

10 YR
7 YR
882,426 New Investment
$629,653 >
$546,272 After Tax
Original Original Original Original Investment
Capital Capital Capital
$500,000 $500,000 $500,000
1.8% Return 3.3% Return 5.85% Return

“NDC m



Opportunity Zone Session

FULLY TAXABLE VS OZ FUND EXAMPLE

Fully Taxed Investment Opportunity Zone Investment

Capital Gain $500,000 Capital Gain $500,000
- 0,
- Tax Payable (24%) $119,000 IR FETEISIE (o), >0
_ Total capital to Invest $500,000
Total capital to Invest $381,000

Sale Price after 10 years $983,600

Sale Pri fter 10 749,500 —

o1 THICE atter ° - Tax on Appreciation 0%
years
- Tax on Appreciation $87.700 Deferred Capital Gain $101,200

Tax paid in 2026

AT RS [RUel: 661,800 After Tax Funds $882,400
Available Available
Annual Rate of Return 2.8% Annual Rate of Return 5.9%

|1|_|rle Assumes 7% annual investment appreciation and 23.8% capital gains tax 1



Opportunity Zone Session

OPPORTUNITY ZONE PROPERTY

* (Category1l
* Tangible property
e Must bein OZ
* (Category 2
* OZ stock or partnership interests
* |nvestment transaction must occur after 12/31/17*

* Property must be substantially improved during
any 30 month period*

*Awaiting further guidance from Treasury

UNDC 1



Opportunity Zone Information Session

DRAFT REGULATIONS

* Draft regulations were released in October 2018,
but there are still many questions
* Proposed Regulations
 Revenue Ruling 2018-29
* QOF draft self-certification form (IRS Form 8996)
 Updates to IRS FAQs



https://www.irs.gov/pub/irs-drop/reg-115420-18.pdf
https://www.irs.gov/pub/irs-drop/rr-18-29.pdf
https://www.irs.gov/pub/irs-dft/f8996--dft.pdf
https://www.irs.gov/newsroom/opportunity-zones-frequently-asked-questions

Opportunity Zone Information Session

DRAFT QOF CERTIFICATION FORM

8996 J——
Fom Qualified Opportunity Fund ‘

{December 2018 » Go to www.irs. for the latest P E—
intemal g.,:.:.".s:,.t v » Attach to your tax return. See instructions. Sequence No. 996

Name Employer identfication number

General Information and Certification [T Cine 73 Penafty
¥ you checked "No™ in Part lIL, line 1:|comEeLeP.1lvk jure the . Enter the number from ine 8 belowon Pat lil. line 13. See Instructions if Part |, line 3 is “Yes."

1 Tpeoftapger: T R L) PEierhe Y ICH it uld, utd,
2 Is the y ganized for, the of | ing in qualified opportunity Zene property (other than another qualfied 1 Total assets on the last day.ofthe month .-
opportunity fund)? Multiply line 1by 90 . (. . . g
7] No.STOP. Do not file this form with your tax retumn. Total Qualified Opportunity Zone Property on
[]] Yes. Gotoline3. the last day of the month "Quul- ¥ 1
3 |s this the first period the taxpayer is 8 Qualified Opportunity Fund? Subtract fine 3 from ine 2. If lees than zem,
DYn.Bychﬁ:kﬂgﬂﬁm you certify that by the end of the yer's first qualified opp y fund year, the taxpayer's
include a ..Mmmyamofwmmnuﬁdwmznnemmthe
description of the qualified opportunity zone business. See instructions.
] No.Goto Part Il

4_|f*Yes" on line 3, list the first manth in which the fund chooses to be a Qualified Oppounity Fund. o wanth Morih 8 Month 3 Month 10 soren 11 Moem 12
] Investment Standard Calculation

5 Total qualified opportunity zone property held by the taxpayer on the |ast day of the first 6-month
period of the taxpayer’s tax year. See instructions if Part |, line 3 is “Yes" . . . 5

6 Towassetsheldbymemxpayeronmelaatdsydmefmﬁ-fmnmpenodollhetamayersw
year. See instructions if Part |, line 3 is “Yes" . . N

7 Divideline 5byline 6.

8 Total mmf-edopponumyzonepmpe«yh@dbymetaxpeyeronmelas(dsyotmetaxpeyestax
year

9 Tomlassetsheldbymetaxpayeronthelaatdaydlhemxpayefstmyeu C e e e e 9

10 Diideline8bylined. . . . - e 10

Qualified Opportunity Fund Average and Penalty

11 Addlines7and10 . . . e e e e e 11
12 Divide line 11 by 2.0. SeelrlstrucnonsﬁPanllme:hs'Y& e e e e 12
13 Is line 12 equal to or more than .90?

[_] Yes. Enter -0- on this line and file this form with your tax retum.

) No. The fund has failed to the c Part IV to figure the

penalty. Enter the penaltyfmmheaofPanImeslne andﬁletmsformmmyourtau

retum . . - - - 13

Cat. No. 37220G Form 8996 (122018}

entrate . . . . . .. .2
Multiply lined byine . . . . . . . .
Divide line 6 by 12.0. Round up to two decimal
places. See if Part |, line 3is "Yes”

|~nou a wn

L

Penalty. Add columns (a) through () of line 7. Enter the total hereandon Part il line 93 . . . . . . . . . . . . . . . . . . . s

~|o

Form 8996 (12-2018)

14



Opportunity Zone Information Session

DRAFT REGULATIONS

* TIMING

* Taxpayers can invest until 6/30/2027 and, if they hold the

investment for 10 years, step up the basis in their QOF
investment to FMV

* Flexibility with timing for QOF to meet 90% assets test

* “Working capital safe harbor” — project has 31 months to
spend OZ capital

"NDC

15



Opportunity Zone Information Session

DRAFT REGULATIONS

 DEFINITIONS

e “Substantially all”: 70% of a business’s tangible property
must be in an Opportunity Zone

e “Substantial improvement” requirement to double
adjustable basis excludes the value of land



Opportunity Zone Information Session

KEY DIFFERENCES

* Flexible
* Market-driven
* Variety of projects
* No required outcomes

e Scalable
* No upfront awards



Opportunity Zone Session

STATE ROLE IN KANSAS OPPORTUNITY ZONES

* Designate Census Tracts

* Identify and Align Existing Resources, Programs
and Policies to Enhance Kansas Opportunity Zones

* Facilitate Community Collaboration

* Create and Distribute Resources for Communities
 Website
* LinkedIn Group Page
 mySidewalk

UNDC 1



Opportunity Zone Session

KANSAS OPPORTUNITY ZONES

Kansas Opportunity Zones Selection

Feb Mar April \YEW
2018 2018 2018 2018
e December 2017: Tax Cuts and Jobs Act of 2017

* February 2018: Department of Commerce Announces
Request for Letters of Interest

e March 2018: Selected Communities Announced

* April 2018: Final Nominations sent to the United States
Department of the Treasury for Designation

 May 2018: Treasury confirms all nominated census tracts as
designated Kansas Opportunity Zones

UNDC 1



Opportunity Zone Session

KANSAS OPPORTUNITY ZONES

*  Focused on reaching out and working with local leaders
e to identify needs in their community and
e the opportunities available to address those needs.
 Received letters of interest from 39 communities.
* Evaluated needs and opportunities present in each census tract.

 Through application process, the panel considered many projects,

including:

* Shortages of workforce housing

* Food deserts

 Economically depressed downtowns, and main streets in rural communities.

Factors considered included:
 Geographic location
 Poverty and Unemployment Rates

* Potential engagement with education
* Identification of specific projects

UNDC 2



Opportunity Zone Session

KANSAS OPPORTUNITY ZONES
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Opportunity Zone Session

LAWRENCE OPPORTUNITY ZONES

Designated 2018 Lawrence Opportunity Zones Map

annl 3

Cueerns Rd

ek

g/-’

o
7

—E-Hide-Rd
m
Monterey Way

\

City of Lawrence
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LAWRENCE OPPORTUNITY ZONES

Total African- | . . People in| 18 an('i Median BA some HS Degree No HS Under | Over 65 |Unemploy

Area Population [American Hispanic Po(\:’/o;e)t' ty :2?::3 HT::::\ZH Dc:g/:)e € Co(lol/f)ge (%) Degree (%) | 18 (%) (%) ment (%)
us 321008407 | 127% | 17.6% | 146% | 203% |$ 57,652| 19.1% | 29.1% 27.3% 12.7% 22.9 14.9 6.6%
State 200380 | 8% | 115% | 128% | 164% |$ 55,477| 19.6% | 31.9% 26.2% 9.5% 2.7 14.7 4.8%
Lawrence MSA 117,806 41% | 60% | 187% | 12.8% |$ 54,370 26.4% | 27.0% 18.3% 4.7% 18.9 10.8 4.7%
Lawrence City R 45% | 66% | 21.8% | 14.4% |$ 49,297| 27.0% | 26.2% 15.8% 4.6% 17.2 9.9 4.3%
°pp°’t“;‘4i;y cEne 2 83 66% | 84% | 57.5% | 82.0% |$ 15,288 28.6% | 25.6% 8.3% 0.0% 2.4 03 17.8%
°pp°’t“;‘2i;y AT s oos 49% | 94% | 321% | 46.1% | 40,343| 26.4% | 29.6% 18.7% 8.9% 20 7.8 2.8%

UNDC 2



Opportunity Zone Information Session

CHALLENGES

. Federal guidance
* Additional regulations forthcoming

¢ concerns
¢ guarantees

 Opportunity Zone Investments will provide
of needed capital



Opportunity Zone Session

STACKING OPPORTUNITY ZONE BENEFITS

 Qualified Opportunity Funds are one funding
source for projects

* No limitation on the use of existing programs for
qualified projects within Opportunity Zones



Opportunity Zone Session

EXISTING RESOURCES

Federal
Federal Historic Tax Credits - NMTC (New Markets Tax Credit)
USDA Rural Infrastructure Grant/Loan Program

State

Angel Investors - CDBG - HAT - HPIP - KDHE Brownfields Program - KIT / KIR - PEAK -
RHID State Historic Tax Credits - STAR Bonds - Workforce AID

Local
CID - Electric Rate Incentive Discounts - IRB
Local Community Foundations & Job Creation Grants - NRP - Property Tax Abatement
Revolving Loan Funds - Regional Planning Commissions - TIF

UNDC 2



Opportunity Zone Information Session

COMMUNITY STRATEGIES

* Identify and educate an ecosystem of players:

 Developers, investors, banks, financial advisors, accountants,
community foundations, public entities, etc.

 Develop a local economic development strategy & pipeline of
projects

e Cultivate relationships with investors (community
prospectus, website, etc.)

 Coordinate and connect key players to get projects done!

UNDC 2



Opportunity Zone Listening Session

COMMUNITY ENTRY POINTS

* Raise awareness of OZs

* |dentify stakeholders

» Strategy/listening session

* Resources to incent OZ investments

e Establish a fund? Identify opportunities
 Market and pitch them

UNDC 2
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Opportunity Zone Listening Session

CONTACT INFORMATION

Jeff Jewell | Director, NDC
jlewell@ndconline.org

Jordan Bickford | Deputy Chief Counsel, KDC
Jordan.bickford@ks.gov
For more information:

www.kansascommerce.gov/OpportunityZones
IRS FAQs
Economic Innovation Group (www.eig.org)

29
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