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Low-Income "Opportunity Zones" As a Taxpayer Opportunity 

Qualifying taxpayers with capital gains have a significant new incentive to invest in Funds focused on 
low-income areas designated by governmental authorities.  

The taxpayer may elect to defer short-term or long-term capital gains invested in qualifying Funds. 
The deferred gain is generally recognized upon the earlier of disposition of the interest in the Fund, or 
December 31, 2026. 

The rollover needs to be within 180 days of realizing the capital gain.  

This new deferral provision may also have an element of gain forgiveness. In general, the initial basis 
in the investment will be zero because the entire investment relates to capital gains not recognized. 
Basis in the fund is increased by 10% of unrecognized gain after five years, with another 5% increase 
after seven years. On December 31, 2026, the taxpayer recognizes 85% of the deferred gain up to the 
fair market value of the fund. Basis in the fund is increased by the amount of gain recognized. After 
ten years, at the taxpayer's election, basis in the fund is fair market value on the date of the sale with 
potentially no gain recognition. If it is a loss, no election will be made, and taxpayer recognizes the 
loss. 

In planning capital gains to reinvest, consider: 

• Anticipated tax brackets (current and future), 
• The limit on deducting capital losses,  
• Whether the gain is short-term or long-term, and 
• Whether unrealized gains or losses should be realized. 

This new provision can help shift gains to a more advantageous year or multiple years in the future. 

The Fund may be a corporation or partnership, which can affect whether the investor is sheltered from 
tax until dividends are distributed, or whether there is flow-through income to the partner. The 
emphasis is for the Fund to invest in business. Many real estate activities should qualify.  

Investing in low-income areas is first and foremost an investment. The potentially worthwhile tax 
advantages to this new vehicle may be an important part of one's arsenal in planning investments.  

Feel free to call upon your Perelson Weiner contact in reviewing this important new provision, at 212-
605-3100. 

 


