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Thank you to our Speakers
• George Ashton: Managing Director, Strategic 

Investments at Local Initiative Support 
Corporation (LISC)

• Kate Sofis: CEO of SFMade and Bay Area Urban 
Manufacturing Initiative

• Kevin Wilson: Partner at Novogradac & 
Company



Agenda
• Welcome & the Zoom Platform – BAUM – 5 minutes
• Setting the Stage – Kate Sofis, SFMade/BAUM – 5 minutes
• Opportunity Zones 101 – George Ashton, LISC – 5 minutes
• OZ Fund Real Estate Investments – George Ashton, LISC, 10 

minutes
• OZ Fund Small Business Investments – Kevin Wilson, 

Novogradac – 10 minutes
• Discussion of Strengths and Challenges – 10 minutes
• Q&A – 20 minutes



Opportunity Zones & Real 
Estate Investments
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INVESTMENTS

George Ashton                                                                                
Managing Director, Strategic Investments                               
Washington, DC

Asheville, NC
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One of the nation’s largest community development financial institutions
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We create opportunities for people to thrive.

Our Investment Companies.



777

Our work impacts the lives of 
millions of Americans.



Strategic Investments 
Group Services
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Return on 
Investments Responsive Development

Economic Advancement



9

Opportunity Zones
Investor Tax Incentive

Lower the cost of 
equity investment

Open investors up to new 
under-invested geographies

Incentive for local and federal government to 
organize their resources around this cause

With enough interest in these areas –
the development risks begin to diminish

OZ Investment Premise



LISC Fund Types
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Other Ways to Partner

• Debt Partner

• Tax Credits

• Structuring & Fund 
Management

• Program & Grant 
Support

• Policy Support
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Opportunity Zones
Economic Development Examples

Business Infrastructure 
Real Estate Funds: 

Venture 
Capital Funds:

Operating Business 
Private Equity:

Enhancement For 
Other Federal Tax 

Credit Transactions:

• Industrial
• Retail
• Mixed use
• TOD

• NMTCs
• Historic Tax Credits 

• Businesses moving to or 
expanding in an 
Opportunity Zone

• Equipment financing

• Seed stage investments
• Series A investments
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MLK Gateway, a $23 million, 44,000 SF commercial development sitting at the 
epicenter of main street Anacostia neighborhood. The project will be anchored by 
an award-winning minority owned IT & management consulting firm, Enlightened, 
employing over 150 residents--becoming the area’s largest private employment 
center and tech incubator for local minority-led startups.

THROUHG LISC’s 
INCLUSION 
INITIATIVE

$45MM
INVESTED
LOCALLY

$12 MM
IN ANNUAL 

WAGES

$1.7MM
INITIAL 
EQUITY

272
NEW JOBS

CREATED BY 
MLK PROJECT 

GENERATED 
THROUGH JOB 

CREATION

INVESTED IN 
PROJECT PRE-
DEVELOPMENT

Project Sources Amount

Bank Debt $13.0 MM

Subordinate Debt $1.0 MM

NMTC Equity $5.0 MM

Opportunity Fund 
Equity $3.0 MM

Sponsor Equity $1.0 MM

Total $23.0 MM SE WASHINGTON DC AERIAL VIEW

MLK Gateway II

11th St Bridge Project

MLK Gateway I

Terms

Local Fund Project
MLK Gateway I & II   Washington, D.C. 



Opportunity Zones & Small 
Business Investments
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Taxpayers can get 
capital gains

tax deferral
(& more)

Qualified 
Opportunity Funds 

(QOFs)

for making 
timely 
investments in

Qualified 
Opportunity Zone 

Property

which 
invest in

Basic Structure

September 17, 2019 www.novoco.com
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3 Tax Incentive Benefits

1. 2. 3.Capital Gain
Deferral

Partial
forgiveness

Forgiveness of
additional gains

September 17, 2019 www.novoco.com
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Tax Incentives Timeline

Maximum benefit is achieved by holding the QOZ investment for 10 years

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029

10 years

5 years

Investment and deferral of Capital Gain
(up to 180 days after event triggering the gain)

10% Step up in basis 
of deferred gain

7 years

Additional 5% Step up in 
basis of deferred gain

Permanent Exclusion 
of gains accrued in the 

Opportunity Fund

Taxes paid on deferred 
gain

September 17, 2019 www.novoco.com
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4 Year 5 Year 7 Year 12/31/2026 10 Year

Standard After Tax IRR Total IRR

23.8% Tax Rate 4 Year 5 Year 7 Year 12/31/2026 10 Year
Standard After Tax IRR 6.00% 6.00% 6.00% 6.00% 6.00%
Incremental OZ Benefit 1.44% 2.08% 1.95% 1.71% 3.08%
OZ Investment IRR 7.44 8.08% 7.95% 7.71% 9.08%
Percentage Increase 35% 32% 29% 51%

Opportunity Zone Incremental Benefit

*Rates and prices displayed in this and next slides are for demonstration purposes only and may not be indicative of actual figures 
available at market, depending on type of taxpayer, location of investment, and various other factors.

September 17, 2019 www.novoco.com
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3.08% 2.96%
2.74% 2.61%

2.25%
2.09%

1.91%
1.74%

0.00%

0.50%
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2.50%

3.00%

3.50%
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en

ta
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R
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Year of QOF Initial Investment

*In order to maximize benefits, gain must be invested in QOF by 12/31/2019.

Perishability of Incentives

September 17, 2019 www.novoco.com
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Qualified Opportunity Funds (QOFs)

Two requirements for eligibility:

1. Investment vehicle to be organized as a corporation or a partnership for the purpose of 
investing in Qualified Opportunity Zone Property 

2. At least 90 percent of its assets is held in Qualified Opportunity Zone Property

*Funds can be structured to invest in multiple assets, or as a single-asset special purpose vehicle. However, 
Opportunity Funds cannot be structured to invest in other funds, thereby prohibiting a ‘fund-of-funds’ model.

**Failure to meet 90% threshold causes a monthly penalty equal to the federal underpayment rate (6% for April –
June) multiplied by the excess of 90% of fund assets over fund QOZP, subject to a reasonable cause exception – no 
penalty imposed if failure due to reasonable cause.  Failure not covered by reasonable cause could result in penalty 
or possibly decertification.

September 17, 2019 www.novoco.com



© 2019

Qualified Opportunity Zone Property: Direct and Indirect 
Investments

• The investment must be acquired after December 31, 2017 solely in exchange for cash;
• Must be a qualified opportunity zone business, or is being organized for the purpose of being 

a qualified opportunity zone business;
• Must remain a qualified opportunity zone business for substantially all of the qualified 

opportunity fund’s holding period
– Now defined by new proposed regulations as 90% of the holding period

September 17, 2019 www.novoco.com
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Qualified Opportunity Zone Businesses (QOZB)

A trade or business in which substantially all (70% per Proposed Regulations) of the tangible 
property owned or leased by the taxpayer is qualified opportunity zone business property (QOZBP) 
and:

*Non-qualified financial property is, generally, debt, stock, partnership interests, options, futures contracts, forward contracts, 
warrants, etc. that do not relate to the OZ investment.
**Active conduct of business includes the ownership and operation (including leasing) of real property but merely entering into 
a NNN lease is not the active conduct of a business.

At least 50% of 
income derived 

from Active Conduct

Substantial portion, at least 
40 percent, of intangible 
property used in active 

conduct of business

< 5 percent average 
aggregate unadjusted basis of 

property is nonqualified 
financial property 

September 17, 2019 www.novoco.com
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Operating Businesses - Non-qualifiers

• What types of operating businesses are NOT likely to qualify as either a Qualified Opportunity Fund 
(QOF) or a Qualified Opportunity Zone Business (QOZB)?

Businesses such as 
financial institutions 

- hold large 
amounts of NQFP

Businesses holding 
intangible property not 

actively used in the 
Trade or Business 

(TOB)

Sin businesses cannot 
be QOZBs

September 17, 2019 www.novoco.com
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Qualified Opportunity Zone Business Property (QOZBP)

ü Tangible property used in a trade or business
ü Acquired by purchase from an unrelated party (20% 

standard) after December 31, 2017
ü During substantially all of holding period, substantially all 

the use is in a QOZ – now defined as 70%
ü Original use in the QOZ commences with the taxpayer (PIS 

date for depreciation or amortization purposes)
OR
ü Taxpayer substantially improves the property

ü during any 30-month period after acquisition, additions to 
basis exceed an amount equal to the adjusted basis of 
such property at the beginning of such period

September 17, 2019 www.novoco.com
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Substantially-all Requirement for QOZBs

Substantially all of the 
tangible property owned or 
leased by the taxpayer is 

qualified opportunity zone 
business property 

Substantially all for purposes 
of this test means 70%

70%

September 17, 2019 www.novoco.com
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Active Conduct of a Trade or Business and
Leasing Considerations

September 17, 2019 www.novoco.com
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Proximity of Active Conduct Tests

• 50% of gross income of a QOZBs must be derived from the active conduct of a 
trade or business in the qualified opportunity zone

• A substantial portion of the intangible property of an opportunity zone business 
must be used in the active conduct of a trade or business in the qualified 
opportunity zone
– Substantial portion is now defined as 40%

September 17, 2019 www.novoco.com
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Measurement of 50% Gross Income Test

• At least 50% of services performed (based on hours of employees / 
independent contractors) are performed within the qualified OZ;

• At least 50% of services performed (based on amounts paid to employees / 
independent contractors) are performed in the qualified OZ; or

• Tangible property of the business that is in a QOZ and the management / 
operational functions performed for the business in the QOZ are each necessary 
to generate 50% of trade or business gross income.

Taxpayers not meeting any of the above may meet the 50% requirement if, based 
on all the facts and circumstances, at least 50 percent of gross income is derived 
from the active conduct of a trade or business in the qualified OZ.

September 17, 2019 www.novoco.com
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Leased Property – Original Use and Substantial 
Improvement

• Improvements made by a lessee to leased property satisfy the original use 
requirement and are considered purchased property

• Original use requirement does not apply to leased tangible property

• There is no “substantially improvement” requirement for leased tangible 
property

September 17, 2019 www.novoco.com



© 2019

Leased Property – Lease Valuation Methodology

• Leased tangible property may be valued using either an applicable financial 
statement valuation method or an alternative valuation method, if applied 
consistently to all leased tangible property during the taxable year:
– Financial statement valuation method – The value of leased tangible property is the value of 

that property as reported on the applicable financial statement, prepared according to U.S. 
GAAP and which requires recognition of the lease of the tangible property

– Alternative valuation method – The value of tangible property is determined based on a 
calculation of the “present value” of the lease payments for the use of the tangible property

September 17, 2019 www.novoco.com
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Structure

QOFGeneral
Partner

Investor(s)

QOZ
Business

General
Partner

Investor(s)

Rental real estate
• New construction
• Substantial 

improvement (100%)

(180 days)

Operating Business
• New business
• Existing business expanding 

into Opp. Zone
• Improving existing business 

September 17, 2019 www.novoco.com



Disclaimer

Novogradac & Company LLP (“Novogradac”) is the copyright owner of this slide deck. Novogradac is making the slide deck

and accompanying presentation (collectively, the “Materials”) available to attendees and/or viewers of this workshop as a

general learning opportunity and not as a substitute for professional advice. As a condition precedent for accessing the

Materials, you agree to the terms of this disclaimer. You agree not to make business or financial decisions based solely on

the Materials and you agree that we are not responsible for business or tax decisions made by you based on the information

provided in the Materials. Other than as permitted under the Fair Use Doctrine of US copyright law, you may not copy, cite or

distribute the Materials, in part or in whole, without the prior written consent of an authorized officer of Novogradac. All

rights reserved 2019 by Novogradac & Company LLP. Novogradac & Company LLP is a registered trademark of Novogradac.

March 28, 2019 www.novoco.com



Opportunity Zones: 
Strengths and Challenges
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Opportunity Zones
Strengths
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Opportunity Zones
Potential Challenges



For Local Stakeholders
Knowledge Leadership Online Resources

35

Download the “how-to” guide for stakeholders ready to engage in 
opportunity zone projects in their community.

Visit: LISC.ORG/OPPORTUNITYZONES01

02

Subscribe to connect with our team03



Brings the right mix of development to support the long term stable 
economic growth of a community, avoiding overbuild and 
development bubbles. 

Smart Investments1

Ensure that all income levels within these communities will benefit 
from the economic progress created by the investments in these 
communities. 

Inclusive Investments2

Offer specific advantages to underserved populations, with the 
assumption that market forces typically cater to the needs of well-
served populations. 

Impactful Investments3

IMPACT FRAMEWORK
Economic Opportunity for Underserved Communities



Opportunity Zones: 
Q&A Time



Thank you!
What’s Next?

BAUM’s Fall In-Person Event
Thursday, December 12th | 11am - 2pm

@Gate510 in San Leandro


