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THE 123'S OF
OPPORTUNITY ZONES

of the Opportunity
Zones program
is to attract
imvastrment
to desipnated
areas. Therefore,
Qualified Opportunity Funds "QOF7)
must maintain at least 90% of the
assels contributed by investors in
qualified opportunity fzone property
("QOZP"). QOZP is defined as:
+ shares of corporations, issued after
Decermnber 31, 2017, operating a
business in the area,
+ participations on partnerships,
issu# ) after Decernber 31, 2017,
af gsating a business in the area or
:" A tangible property used in a

“iness operating in the area.

W, Yay we will discuzs the
requirements established by federal
regulations for a business to qualify

as a business in the area. Remember,

we need to understand the concepts
established at the federal level as
they serve as the basis for local

he primary purpose

incentives.

The first requirement that
the buziness has to be an active
business. For these purposes,
the rent of property will alsc be
considered an active business.
However, leases known as “triple
net leases” where the tenant is
responsible for all costs (insurance,
maintenance and taxes) related to
the property in addition to the rent,
are not considered a active business.
Once we determine that the business
conducts an active business, it must
meet the following requirements:
* Mot considered a “sin business”,
» The business meets the fallowing
tests:

= at least 50% of its gross income is
generated in a QOZ

= at beast 40% of intangible assets
are used in a QOZ

= less tan 5% of its assets are non
qualified financial assets, and
+ Substantially all {70%) of the tangible
property owned or leased by the
trade or business is QOZEF

The activity carried out by the
business cannot be one of the
following known as sin businesses:

+ public or private golf course

+ country club

+ massapge parlor

+ hat tub facilities

+ tanning facilities

* racetracks or betting facilities
szelling alcoholic beverages for
consumption cutside the business.

To satisfy the rule of generating at
least S0% of gross income from an
active business in an area, you can
use one of the following tests:

+ at least 50% of the hours related
to the services provided by the
business are incurred in an area,

+ at least 50% of the fees paid
for services for the business are
performed in an area,

the assets of the business located
in the area and the management or
operational functions carried out in
the area are nacessary to penerate

+ at least 50% of the gross income
of the business, or

+ based on the facts and
circurnstances, at least 50% of
the business is generated from a
commercial activity in an area.

An important exception to the
financial assets rule {investments,
bonds, etc ) is that the business can
maintain a reasonable amournt of
werking capital {cash or investments
with terms of 18 months or less) as
long as the business has a formal
plan to use them within 31 months of
their contribution to the business.
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The following are the reguirements
for the assets to constitute qualified
property:

» Property purchased from an
unrelated person after 12/31/2017,

* Property leased from an unrelated
person after 1231/2017, or from

a related person at arrm's length
market rates,

» Original use of the property
commences with the QOF er when
the QOF substantially improves the
property, and

* During substantially all (90%}) of the
QOF's holding period of the tangible
property, substantially all (70%) of the
use of the tangible property wasin a
oz

Original use is determined when
the property is put into service for
the first-time for depraciation or
armaortization purposes within a zone,
A property that has been used outside
the area qualify for eriginal use in
the areaif it meets the rest of the
requirements (e.g. purchased after
1242117} If the property has been
unused or vacant for at least 5 years,
it will be treated as original use when
purchased by the quallfiéﬁhkusiness
or the QOF. If the property's, s been
used within the area previous jbut it
hasn't been vacant for at le# o5 vears,
it could be considerad a E: lified
property if the business or the fund
perfarm substantial improvernents
within 20 moniths of acquisition.
Improvernants should be at least in
an amount similar to the cost of the
property without including land.



