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The Broad Context
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Steve Glickman Background
•

Founder and CEO of Develop LLC, the only advisory firm solely dedicated to the Opportunity Zones marketplace.

•

Clients include some of the largest and most influential Opportunity Zone Funds in the country, collectively deploying
billions of dollars in dozens of cities around the country in assets including real estate, energy and infrastructure,
manufacturing, entertainment, impact investments, and beyond.

•

Co-Founder and former CEO of the Economic Innovation Group, the bipartisan public policy organization that was the
chief architect of the concept and legislation.

•

Former senior economic advisor in the Obama White House, where he managed international trade, foreign investment,
manufacturing and small business issues for the National Security Council and National Economic Council.

•

Adjunct Professor at Georgetown University with B.A. and M.A. from Georgetown University, J.D. from Columbia Law
School, and LL.M. from the London School of Economics.

•

Featured in the AP, Atlantic, Axios, Barron’s, Bisnow, Bloomberg, Chicago Tribune, CNN, Crain’s, Daily Beast, Fast
Company, Financial Times, Forbes, Fortune, Guardian, Impact Alpha, Inc., The Los Angeles Times, Marketplace, The
New York Times, Ozy, NPR, PBS, Politico, Real Deal, San Francisco Chronicle, TechCrunch, Time, VentureBeat, Vox,
Washington Post, and The Wall Street Journal.
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Trade, manufacturing, and presidential politics
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So, how do we save the places that are left behind?
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Genesis of the Idea
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Why the U.S. Congress created Opportunity Zones
52 million Americans (1 in 6) live in economically distressed communities.
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Job growth fails to reach most distressed zip codes
More than half of the country’s distressed zip codes contained fewer jobs and
places of business in 2015 than they had in 2000.
Change in employment from
2000 to 2015 by quintile

Sources: EIG’s “Escape Velocity”

Cumulative change in
employment by quintile
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The geography of growth is contracting
In the 1990s, it took 125 counties containing nearly a third of the country’s population
to power half of the national increase in business establishments, but by the 2010s, it
took only 20 counties with 17 percent of the population to achieve the same result.

1992-1996

2010-2014

Source: EIG’s “New Map of Economic Growth and Recovery”
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Residing in a distressed community not only limits
access to opportunity, it alters life outcomes as well
Average life expectancy
by quintile (county)
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Every year a child spends growing
up in a struggling community:
77
75

• Reduces future earnings by 4
percent
• Reduces marriage rates
• Reduces the probability of
attending college
• Reduces the probability of
moving to a better
neighborhood as an adult.

Sources: EIG’s “2017 Distressed Communities Index” and
Chetty, Hendren, and Katz “The Effects of Exposure to Better Neighborhoods on Children”
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Uneven access to capital is now a threshold issue for
addressing economic growth in America
Nearly one out of every
four community banks
has disappeared since 2008

Small business lending
remains down by 25%

75% of all venture
capital concentrates
in three states
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Sources: FDIC and National Venture Capital Association

Opportunity Zones were developed by the Economic
Innovation Group as an innovative solution to expand
the geography of economic growth
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Introduction to
Opportunity Zones
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Congress passed legislation in December 2017 creating
Opportunity Zones as part of the Tax Cuts and Jobs Act
• Program based on underlying bipartisan legislation
called the “Investing in Opportunity Act”
• Designed to spur long-term private sector
investments in low-income communities nationwide.
• Offers a frictionless way for investors to reinvest the
$6 trillion in unrealized capital gains into
distressed communities through Opportunity Funds, in
exchange for a graduated series of incentives tied to
long-term holdings.
• First new national community investment program in
over 15 years, and has the potential to scale into the
largest economic development program in the U.S.
• It is specifically designed to channel tens of billions in
equity capital into overlooked markets.
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Opportunity Zones are a radical experiment in placebased economic development incentives
• Flexibility: Low-income communities have a wide range of financing needs. The
flexibility of the Opportunity Zones incentive provides the potential to support a variety
mutually reinforcing activities within a single community as well as across a broad
spectrum of communities.
• Scalability: There is no statutory cap on the amount of capital that can flow to
Opportunity Zones in any given year. As such, Opportunity Zones have the potential to
help fuel economic renewal in distressed communities on an unprecedented scale.
• Simplicity: Complexity has often been the Achilles heel of policies aimed at unlocking
private capital in low-income areas. Complexity adds cost, time, and risk to business
transactions, biasing programs towards a narrower set of stakeholders and more riskaverse outcomes, often precluding the very types of business investments that are most
likely to have transformative benefits for communities.
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Opportunity Zone benefits to investors
Opportunity Zones offer investors three incentives for putting their capital to work
rebuilding economically distressed communities:
1. A temporary deferral: An investor can defer capital gains taxes until 2026 by putting and
keeping unrealized gains in an Opportunity Fund.
2. A reduction: The original amount of capital gains on which an investor has to pay deferred
taxes is reduced by 10% if the Opportunity Fund investment is held for 5 years and another 5%
if held for 7 years.
3. An exemption: Any capital gains on investments made through the Opportunity Fund accrue
tax-free as long as the investor holds them for at least 10 years.
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New private equity investment vehicles:
Qualified Opportunity Funds
• Qualified Opportunity Funds (QOFs) are investment vehicles organized as
corporations or partnerships for the specific purpose of investing in qualified
opportunity zone business property. They must hold at least 90 percent of their
assets in qualified opportunity zone property.
• They can be structured in many different ways:

• Large, diversified, portfolio style multi-asset fund
• Family of single-investor, special purpose vehicles for singles assets
• Club investments for family offices or small groups of high net worth investors
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Opportunity Funds can invest in just about anything
Three types of assets are eligible for investment:

Stock of a qualified
opportunity zone
corporation.

Interest in a qualified
opportunity zone
partnership.

Tangible property
used in qualified
opportunity zones.*

This includes high-growth startups, entertainment companies, energy and infrastructure
projects, manufacturing, commercial real estate, multi-family housing, brownfield
redevelopment, innovation districts, entrepreneurship incubators and accelerators, coworking spaces, and more.
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Fully taxable investment vs Opportunity Zones fund
Fully Taxed Investment
Capital Gain

Opportunity Zone Investment

$100,000

Capital Gain

- Tax payable (24%)

$24,000

- Tax payable

Total Capital to Invest

$76,000

Total Capital to Invest

$100,000

Sales Price after 10 years

$259,374

Sales Price after 10 years
- Tax on Appreciation
(24%)
After Tax Funds
Available

$197,000
$29,070
$168,054

- Tax on Appreciation
Deferred Capital Gain Tax
(24%) paid in 2026
After Tax Funds
Available

$100,000
$0

$0
$20,480
$238,974
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8,766 U.S. communities across all 50 states & 5
territories are now certified Opportunity Zones
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Milwaukee on the Opportunity Zones Index
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Making OZ Investments
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Investors can easily enter the Opportunity Zones market
4







Investors (individuals, partnerships, corporations, foreign investors) receive
tax benefits by making an equity investment in a Qualified Opportunity
Fund (QOF) which will invest in areas designated as Qualified Opportunity
Zones (QOZs)
Any capital gain qualifies for re-investment in an Opportunity Zone
 Only the gain amount needs to be invested, not all proceeds and not all
the gain
Investors have 180 days from the sale or exchange in which to invest the gain
in a QOF
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Qualified Opportunity Funds are responsible for
compliance with the federal law and regulations
2
0







QOF must be either a corporation (including a REIT) or a partnership
QOFs must have 90% of its assets invested in QOZ property
There are penalties for failure to comply
 Penalty equals the shortfall multiplied by the Federal short- term rate +
the underpayment rate)
 Taxpayer can show reasonable cause
There is no application or approval process for an entity to become a
QOF, instead, an entity simply elects QOF status with the IRS

25

Commercial real estate is the most common asset class
41



To qualify the property must be either originally used in a QOZ or
substantially improved



Substantial improvement must occur within a 30-month period, which
generally means doubling the basis of the property (excluding the value of
the land)



Each asset must be substantially improved to qualify as qualified property
(assets cannot be aggregated)



Land in a QOZ must be used in a trade or business but does not need to be
substantially improved to be qualified property.
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But QOFs can invest in almost any business that has a
physical and business nexus to its community
2
8



The entity interest must be acquired by the Taxpayer from the entity, solely for cash, after
December 31, 2017



The entity must qualify as a qualified business during substantially all (90%) of the
qualified opportunity fund’s holding period of the entity interest



Substantially all (70%) of the underlying value of the tangible property owned or leased by
the business must be qualified property in an Opportunity Zone



At least 50% of the total gross income of the QOZB must be derived from the active
conduct of business in the QOZ
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Except for financial services companies…
3
7



Less than 5% of the average of the aggregate adjusted bases of the
property of the business is attributable to nonqualified financial property


Nonqualified financial property includes securities, debt, and
certain financial instruments



A "reasonable amount" of working capital is allowed



The proposed regulations have a 31-month safe harbor for working
capital for all businesses, including real estate projects
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… Or “sin businesses”
3
8


(1)
(2)
(3)
(4)
(5)

(6)
(7)

The business cannot be any of the following:
golf course
country club
massage parlor
hot tub
suntan facility
Any facility used for gambling
Store whose principal business is the sale of alcoholic beverages for
consumption off premises
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Status of the Opportunity
Zones Marketplace
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Opportunity Zone timeline and regulations
Dec.
2017:
OZ
statute
passed

Dec. 2019:
Finalized IRS
regs expected
/ Deadline
for full 15%
basis step-up

Oct.
2018: IRS
release 1st
round of
OZ regs

June
2018:
Govs.
selected
map of
OZs
(through
2028)

May 2019:
IRS releases
2nd round of
OZregs

Dec.
2046:
Expirati
on of tax
free
status on
OZ
equity

Dec.
2026:
Tax
deferral
on
rollover
expires

Dec.
2021:
Deadline
for 10%
basis
step-up

Jun.
2027:
Deadline
to make
new OZ
investme
nts
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Opportunity Zones are already a significant asset class
2
3

OZ marketplace represents at least $10 billion in equity investments in year
1, the largest community investment program in modern U.S. history
•

There are now over 300 Qualified Opportunity Funds, targeting nearly $70 billion in equity
investment across the country as of Q2 2019 (vast majority in commercial real estate)

•

QOFs have raised on average of 15% of their capital targets, which does not include
debt/leverage, which could double or triple the size of the marketplace

•

Largest community investment program previously was the New Markets Tax Credit, which
deploys about $3.5 billion in equity a year, so Opportunity Zones is already 3X the size of this
program in its first year

•

These numbers undercount investments in operating businesses, as well as the special purpose
vehicles (single investments) that make up a majority of the market

Source: Novogradac “Residential Investments Top Novogradac QOF Listings” (Oct. 2019)
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OZs are moving the needle in low-income communities
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OZ investments are impacting the commercial real
estate marketplace, not necessarily where you’d think
• Since the beginning of 2018, when the OZ incentive was created,
commercial real estate investments in OZs have accounted for about 10%
of overall U.S. volume
• Development site investment (acquisitions of raw land) was 15% higher
than before OZs
• Multifamily (apartment) development is 66% higher and represent over
half (53%) of total CRE OZ investments
• Markets with highest percentage increases in OZ CRE developments were
in Baltimore (896%), Birmingham (728%), Boston (572%), Philadelphia
(479%), Denver (413%), and Detroit (200%)

Source: CBRE research “Multifamily Developers Seize Opportunity” (Nov. 2019)
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What’s next for Opportunity Zones?
• The OZ marketplace is under scrutiny from the far left of the Democratic party due to its ties to the
Trump Administration and critical reporting by the New York Times
• Even though roughly half of the 100 cosponsors of the OZ legislation in Congress were Democrats,
and several 2020 Democratic presidential candidates such as U.S. Senators Cory Booker and
Michael Bennet, Indiana Mayor Pete Buttigieg, New York entrepreneur Andrew Yang, former
Governor Deval Patrick, and Congressmen John Delaney are supporters of OZs

• Congress will look for a bipartisan fix in 2020 increase data collection and transparency and
prohibit zones and projects not in the spirit of the program from being financed
• In the meantime, OZs will see increased investments from institutions, corporations, sovereign
wealth funds, and large wealthy families looking for a new outlet for impact investment and CSR
• Operating business investments in OZs will grow exponentially o include a bigger focus on growth
companies with higher multiples: renewable energy and infrastructure, manufacturing, media and
entertainment, franchises, and technology companies, among others
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Develop is America’s leading Opportunity
Zones advisory firm, working with
investment managers, entrepreneurs venture
capitalists, developers, and others seeking to
leverage private capital to positively
transform low-income communities through
the development of new businesses, housing
and real estate, and infrastructure projects.
WEB

developadvisors.com

EMAIL

Steve@developadvisors.com

facebook.com/steven.g.glickman
linkedin.com/in/stevenglickman/
twitter.com/stevengglickman
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