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Welcome
• To ask a question
– email AskCitiCommunityCapital@citi.com
– Follow instructions from the Operator - Press *1 for the operator to open your line. This will enter
you into the queue to ask a question
• The recording will available within the next 24 hours at
http://www.citibank.com/icg/sa/citicommunitycapital/resource_center.jsp
• Resources
– Novogradac Opportunity Zones Resource Center - https://www.novoco.com/resourcecenters/opportunity-zones-resource-center
– Sherman & Sterling - https://www.shearman.com/perspectives/2018/05/opportunity-zones-apreliminary-examination
• Poll Results
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Agenda
• Introduction of Panelists
• Background and current status of Opportunity Zones (OZs)
• Panelist Discussion
• Audience Question and Answer
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Opportunity Zone Definitions
Established under the Tax Cuts and Jobs Act of 2017, Opportunity Zones are intended to spur private investment
in low income communities by providing tax benefits to investors.
• All Qualified Opportunity Zone (“QOZ”) nominations have been certified by Treasury, and designated as “QOZs”.
• State Governors were able to nominate a census tract as a Qualified Opportunity Zone (“QOZ”) if:
 it is a “low-income community” under Section 45D(e) for New Markets Tax Credits, or
 it is contiguous with a designated low-income community and the median family income does not exceed 125% of the
median family income of the contiguous designated low-income community (such QOZs could be no more than 5% of the
QOZs in a State)
• Generally, the number of QOZs was limited to 25% of the number of low-income community census tracts in a State
• A list of QOZs can be found here: https://www.cdfifund.gov/pages/opportunity-zones.aspx
• A Qualified Opportunity Fund (“QOF”) is an investment vehicle that designates itself as a QOF and holds at least 90 percent of
its assets in Qualified Opportunity Zone Property (“QOZP”)
• Qualified Opportunity Zone Property includes Qualified Opportunity Zone Business Property (“QOZBP”), or stock or
partnership interests in a Qualified Opportunity Zone Business (“QOZB”) in which substantially all of the tangible property is
QOZBP.
 At least 50% of a QOZB’s gross income must be derived from active business
 “Non-qualified financial property” must be less than 5% of the basis of QOZB
 As long as a QOF has been organized with a purpose to acquire QOZP, nothing appears to prohibit a QOF from acquiring
such property with seed money or debt prior to receiving contributions from investors
 The Act does not prohibit the acquisition of QOZP with mortgage, mezzanine or fund-level financing
 For real estate, QOZBP must generally be new construction or “substantially improved”, effectively meaning that rehab
costs over 30 months must exceed acquisition cost
Note: Governors nominated tracts, Treasury certified the nominations, and designated the tracts.
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Qualified Opportunity Fund Benefits
Any individual, corporation, or trust can defer capital gains from the sale or exchange of property to an unrelated
person by investing such gains in a Qualified Opportunity Fund within 180 days of such gain.
1.

Deferral of taxes on original gain - Taxation on original gains is deferred until the earlier of disposition of QOF interest or
December 31, 2026
 E.g., a corporation originally invested $500, sold that asset in 2018 for $600, and reinvested the $100 gain in a QOF
 The investor does not pay $21 of taxes on the $100 gain in 2018

2.

Reduction of taxes on original gain – The deferred taxes are reduced by 10% if held for 5 years, or 15% if held for 7
years
 The investor would only pay $18.90 of taxes if QOF is disposed of in December 2023, or $17.85 if disposed of in
December 2025
 If the QOF is not sold before 2026, $17.85 is owed in 2026

3.

Elimination of taxes on gain from QOF - If a QOF is held for 10 or more years, no taxes are due upon sale on additional
gain
 The investor would pay $0 in tax if the QOF is disposed of for $150 in 2028
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❸
$10.50 Taxes = $0
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Application to Affordable Multifamily Housing
Affordable housing developers planning a new project in a Qualified Opportunity Zone may find it beneficial to
own the project through a Qualified Opportunity Fund.
GP Interest Benefits
• If a sponsor owns their GP interest through a QOF (or designates the lower-tier partnership as a QOF) with an
initial investment of gains from another investment, and sells that QOF interest in year 15, there is generally no
taxation on the gain from the QOF.
– While there may be minimal benefit from the deferral and reduction of the taxation on the prior gain rolled
into the QOF, there could be significant benefit from the elimination of taxes upon exit in year 15.
– This may obviate the need/desire to pursue a 1031 exchange at exit.

LP Interest Benefits
• In addition to the benefits of deferral and reduction of taxation on the original gain invested in an LP interest,
there could be an elimination of taxation on the gain on exit from “high loss” deals in year 16.
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Considerations and Unknowns
Investors have started to think through the benefits and how to structure these investments, but there is limited
guidance from the Department of Treasury and the IRS on the details. More information is expected soon.
• Elimination of taxation on the gain requires the initial investor to sell their interest in the QOF. It is unknown whether
IRS/Treasury will provide clarity regarding treatment for sale of the underlying property or investment rather than the QOF itself.
• Until IRS/Treasury issues guidance, it is unclear for how long a QOF can hold cash from the disposition of an asset before the
cash needs to be reinvested in QOZP.
• It is unknown whether a QOF that is a partnership may effectively realize gains on behalf of investors and reinvest such gains in
new QOZP to allow investors to defer and/or eliminate taxation of such gains. If IRS/Treasury does not issue such guidance,
investors may require restrictions on the QOF’s ability to sell assets until certain criteria are met.
• The treatment of land as qualified property remains unknown
– Typically treated for tax purposes as an asset separate from any buildings constructed on the land
– Amounts spent on construction or improvements of buildings may arguably not cause the land to be treated as substantially
improved, in which case the land would not be considered qualified property for purposes of the 90% test
– Expected that IRS/Treasury will allow land to be combined with the building for substantial improvement test, but no official
guidance yet
• Interests in a QOF could be considered securities. No guidance on potential SEC implications
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Panelist Discussion
• Panelist Questions
• I heard a rumor that Treasury does not intend to issue
further guidance. What do you know?
• I have a project tied up that is in a Qualified Opportunity
Zone. How soon could a Qualified Opportunity Fund be
set up, and what will it cost?
• I have a property that is partially in an opportunity zone,
do you think there is a chance I can get it to qualify as
opportunity zone property?
• Taking entitlement risk on investment opportunities. What
happens if the entitlement process takes much longer
than expected in a development and how would it impact
opportunity zone investments?
• Questions about gains:
– Is the QOF Investment limited to previously realized
gain?
– Does all of the QOF Investment have to be all of the
gain?
– Can gains be mixed or pooled?
– How do I manage fresh cash in opportunity zone
investments?

• How do you see bank and investor interest on the
institutional level? CRA has fueled huge growth in the
LIHTC and new market space, and LIHTC equity receives
special considerations for bank equity investments. Will
this become a factor at all in opportunity zone investing,
and will there be CRA-driven investor/lender involvement
in a substantial way?
• Can you “Land Bank” in an Opportunity Zone?
• Some states are expected to follow the federal exclusion
and some are not. How does this change rates of returns
in different states, and levels of interest from investors.
• Additional Questions, Time Permitting
• Are there other key unanswered questions related to
combining low-income housing tax credits with
Opportunity Zones?
• Do you think a future Congress will extend the
requirement that deferred gain be recognized no later than
December 31, 2026?
• Can the opportunity zone incentive be combined with new
markets tax credits and/or historic tax credits?
• For sellers of rental real estate, how does opportunity
zone investing compare to using 1031 like-kind
exchanges?
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Audience Question and Answer
• To ask a question
– email AskCitiCommunityCapital@citi.com
– Follow instructions from the Operator - Press *1 for the operator to open your line. This will enter
you into the queue to ask a question

IRS Circular 230 Disclosure: Citigroup Inc. and its affiliates do not provide tax or legal advice. Any discussion of tax matters in these materials (i) is not intended or written to be used, and cannot be used or
relied upon, by you for the purpose of avoiding any tax penalties and (ii) may have been written in connection with the "promotion or marketing" of any transaction contemplated hereby ("Transaction").
Accordingly, you should seek advice based on your particular circumstances from an independent tax advisor.
In any instance where distribution of this communication is subject to the rules of the US Commodity Futures Trading Commission ("CFTC"), this communication constitutes an invitation to consider entering
into a derivatives transaction under U.S. CFTC Regulations §§ 1.71 and 23.605, where applicable, but is not a binding offer to buy/sell any financial instrument.
Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements. This presentation is not a commitment to lend, syndicate a
financing, underwrite or purchase securities, or commit capital nor does it obligate us to enter into such a commitment, nor are we acting as a fiduciary to you. By accepting this presentation, subject to applicable law or
regulation, you agree to keep confidential the information contained herein and the existence of and proposed terms for any Transaction.
Prior to entering into any Transaction, you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that you are able to assume these risks) as well as the legal,
tax and accounting characterizations and consequences of any such Transaction. In this regard, by accepting this presentation, you acknowledge that (a) we are not in the business of providing (and you are not relying on us
for) legal, tax or accounting advice, (b) there may be legal, tax or accounting risks associated with any Transaction, (c) you should receive (and rely on) separate and qualified legal, tax and accounting advice and (d) you
should apprise senior management in your organization as to such legal, tax and accounting advice (and any risks associated with any Transaction) and our disclaimer as to these matters. By acceptance of these materials,
you and we hereby agree that from the commencement of discussions with respect to any Transaction, and notwithstanding any other provision in this presentation, we hereby confirm that no participant in any Transaction
shall be limited from disclosing the U.S. tax treatment or U.S. tax structure of such Transaction.
We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with us. We will ask for your complete name, street address, and taxpayer ID number.
We may also request corporate formation documents, or other forms of identification, to verify information provided.
Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers. These indications are provided solely for your information and consideration, are subject to change at any time
without notice and are not intended as a solicitation with respect to the purchase or sale of any instrument. The information contained in this presentation may include results of analyses from a quantitative model which
represent potential future events that may or may not be realized, and is not a complete analysis of every material fact representing any product. Any estimates included herein constitute our judgment as of the date hereof
and are subject to change without any notice. We and/or our affiliates may make a market in these instruments for our customers and for our own account. Accordingly, we may have a position in any such instrument at any
time.
Although this material may contain publicly available information about Citi corporate bond research, fixed income strategy or economic and market analysis, Citi policy (i) prohibits employees from offering, directly or
indirectly, a favorable or negative research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation; and (ii) prohibits analysts from being compensated for
specific recommendations or views contained in research reports. So as to reduce the potential for conflicts of interest, as well as to reduce any appearance of conflicts of interest, Citi has enacted policies and procedures
designed to limit communications between its investment banking and research personnel to specifically prescribed circumstances.

© 2018 Citibank, N.A. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world.
Citi believes that sustainability is good business practice. We work closely with our clients, peer financial institutions, NGOs and other partners to finance solutions to climate change, develop industry standards, reduce our
own environmental footprint, and engage with stakeholders to advance shared learning and solutions. Citi’s Sustainable Progress strategy focuses on sustainability performance across three pillars: Environmental Finance;
Environmental and Social Risk Management; and Operations and Supply Chain. Our cornerstone initiative is our $100 Billion Environmental Finance Goal – to lend, invest and facilitate $100 billion over 10 years to activities
focused on environmental and climate solutions.

