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Qualified Opportunity Zones
What Can and Cannot be Done?

A “Real-Life” Example



Acronyms

• QOZ = Qualified Opportunity Zone
• QOF = Qualified Opportunity Fund
• QOZP = Qualified Opportunity Zone Property
• QOZB = Qualified Opportunity Zone Business
• NMTC = New Markets Tax Credit



What Cannot Be Done?

• Cannot take after tax dollars to make an investment and get any 
benefits
• e.g., If I invest $10 million of after-tax cash in a QOF or in a QOZB or in 

QOZP, I will NOT receive tax free treatment on the appreciation
• In other words, I can only get tax benefits on dollars that represent capital 

gain dollars

• Cannot get tax benefits for any capital gain dollars that are more 
than 180 days old
• Note: measurement date is key and has some flexibility depending on 

“who” makes an investment in a QOF



Zone Geography

• Determined at the state level, but with Federal Criteria (Census)
• Guaranteed to be within zones already designated as qualifying 

for  New Markets Tax Credit financing (but not all NMTC zones are 
Opportunity Zones)



Timing

• Capital gain dollars invested in a QOF on or before 12/31/2019 can get 
full 15% basis step up (“7-year” holding period requirement; drop dead 
date of 12-31-2026)

• Capital gain dollars invested in a QOF after 12/31/2019 but on or before 
12/31/2021 will get only 10% basis step up (“5 year” holding period 
requirement; drop dead date of 12/31/2026)

• At 12/31/2026 – tax is incurred on the deferred capital gain dollars 
invested

• Capital gain dollars invested in a QOF on or before 12/31/2026 will get 
full basis step up on post-investment appreciation “10-year” basis step 
up

• “10 year” basis step up expires 12/31/2047
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QOF Structures

US LP* 
(QOF)

Sponsor 

(GP) Investors 

Develop Industrial Park

(Designated Zone)

*90% of assets are QOZ property

Direct Investment Indirect Investment 
QOZ Partnership Interest

Indirect Investment 
QOZ Stock

US LP* 
(QOF)

Sponsor 

(GP) Investors 

QOZ 

LP**

Third Party 
Sponsor

QOZ P’ship 
Interest 

Develop Shopping Mall

(Designated Zone)

*90% of assets are QOZ 

property US LP* 
(QOF)

Sponsor 

(GP) Investors 

Third Party 
Sponsor

QOZ 
Stock

Refurbish Factory

(Designated Zone)

*90% of assets are QOZ 

property 

QOZ Corp**

**Must satisfy 5 conditions **Must satisfy 5 conditions 
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S-Corp (w/ 
gain-dollars)

C-Corp 
Subsidiary

QOF, 
LP

GAINS GAINS

90% OF ASSETS MUST BE 
QOZ PROPERTY

QOZ 
BUSINESS, LP

OUTSIDE 
PARTNER

70% OF ASSETS MUST BE 
QOZ BUSINESS PROPERTY



Qualified Opportunity Zones Tax Year 2019
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S-Corp (w/ 
gain-dollars)

Related Party
C-Corp 

Subsidiary

QOF, 
LP

GAINS 
$9,466,167 

99%

GAINS 
$95,617 

1%

90% OF ASSETS MUST BE 
QOZ PROPERTY QOZ 

BUSINESS, LP

Construction 
Partner

70% OF ASSETS MUST BE 
QOZ BUSINESS PROPERTY

After tax 
$1,187,108

<10%

After tax 
$2,711,127

=20%

GAINS 
$9,561,785 

>70%



Proceeds Allocation Tax year 2021

Preferred Returns & Promoted Interests

QOZ Business, LP

QOF, LP C-Corp Sub Construction Partner Total

Priority Pref -                            

Other Pref 1,753,305               316,368           525,016                            2,594,689               

Capital Contributions 71% 9,561,785               9% 1,282,725       20% 2,711,127                         13,555,637            

Promote 53% 9,497,458              7% 1,286,938       40% 7,189,597                      17,973,994            

Total 20,812,548           2,886,031       10,425,741                    34,124,320           

60.99% 8.46% 30.55%



Cash

Redemption 2,675,803 10,425,741       

Other Cash

Value Redemption Value

Net Assets 34,124,320            34,124,320    

Loan (13,101,544)                   (13,101,544)   

-                                    -                    

Net Value 34,124,320            (13,101,544)                   21,022,776    

Equity Per S/H % After Redemption

C Corp Sub 8.46% 2,886,031              (2,675,803)                     210,228          1.000002%

QOF, LP 60.99% 20,812,548            20,812,548    98.999998%

Construction Partner 30.55% 10,425,741            (10,425,741)                   -                    

Net 34,124,320            (13,101,544)                   21,022,776    

QOF, LP Construction Partner

QOZ Business, LP

REDEMPTION

S CORP C CORP Sub

Jack Gallagher:

Gross Value of Land & 

Building = $53,022,400



Qualified Opportunity Zones Tax Year 2021
 - Post Redemption
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S-Corp (w/ 
gain-dollars)

Related Party
C-Corp 

Subsidiary

QOF, 
LP

GAINS 
$9,466,167 

99%

GAINS 
$95,617 

1%

90% OF ASSETS MUST BE 
QOZ PROPERTY QOZ 

BUSINESS, LP

70% OF ASSETS MUST BE 
QOZ BUSINESS PROPERTY

After tax 
$210,228

=1%

GAINS 
$20,812,548 

=99%



Tax Year 2026:

QOF, LP

S-Corp 9,466,167       

C-Corp Sub 95,617             

9,561,784       

QOZ Business, LP

QOF, LP 21,689,683              

C-Corp Sub 219,088                    

21,908,771              

Gain Recognized on initial deferral:

85% Gain Stepped up Basis Value

 Unrealized Gain 

disappearing in year-10 

(i.e. tax year 2029) 

S-Corp 8,046,242       9,466,167                 21,689,683              12,223,516                         

C-Corp Sub 81,274             95,617                       219,088                    123,471                               

Totals 8,127,516       9,561,784                 21,908,771              12,346,987                         

Jack Gallagher:

Gross Value = 55,000,000

Mortgage = 33,091,229
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