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Advantages of Investing in a Qualified
Opportunity Zone Fund

The Tax Cuts and Jobs Act (TCJA) authorized the
creation of qualified opportunity zones with tax incentives
for those taxpayers willing to invest. Specifically, the
TCJA allows for re-investment of gains into qualified
opportunity funds (QOFs). QOFs are privately managed
investment vehicles which allow their investors to
indirectly invest in the opportunity zone. Investing in a
QOF allows taxpayers to defer and potentially exclude
capital gains.

Deferred Capital Gains

e Taxpayers who elect to utilize this vehicle will be able
to defer the realization of capital gains by rolling them
into a QOF.

e Ataxpayer can elect to temporarily defer gains from
the sale or exchange of property to the extent that the
taxpayer invests the gain(s) in a QOF within 180 days
of the date of the sale or exchange. Note that a
taxpayer need not reinvest all of the proceeds from
the sale or exchange to benefit from the deferral, but
this benefit is only available to the gains from the sale
or exchange of the original property that a taxpayer
invests in a QOF and elects to defer. The election is
only available for sales or exchanges on or before
December 31, 2026.

e Investing in a QOF can allow for the deferral of
taxation for a taxpayer’s qualifying gain until the
earlier of (1) the date on which the taxpayer disposes
of the investment in the QOF or (2) December 31,
2026. Note, the recognition from either event will be
the lesser of either (1) the remaining deferred gain,
less any applicable basis step-up (discussed below),
or (2) the fair market value of the investment in the
QOF, less any applicable basis step-up.

e Amounts invested in a QOF are treated as deferring
an equal amount of gain. As a result, the original gain
invested in a QOF can be completely deferred as
long as the investment equals or exceeds the amount
of on the original gain. Note, QOF benefits, including
the permanent exclusion of any gain from the
appreciation of the QOF itself, are only available to
the gains invested in the QOF which are subject to
the election. No additional amounts invested in the
QOF are eligible for any of these benefits.

e Example 1: Taxpayer sells property and realizes a
gain of $50 million on December 11, 2018 and
invests the entire $50 million gain in a QOF within
180 days of sale. Assuming Taxpayer made an
election to treat its investment as a deferral,
Taxpayer will not include the $50 million of realized
gain in her gross income for the 2018 tax year.

Exclusion of Capital Gains

Reinvesting capital gains in a QOF can lead to gains
potentially being excluded both through a basis increase
related to the original deferred gain, which was
reinvested, as well as an exclusion provision that focuses
on the appreciation of the gain in the QOF.

Reduction of Deferred Capital Gains

e Ataxpayer’s income tax basis in its reinvested
capital gains in a QOF Opportunity Zone Fund is
initially zero assuming the amount invested in the
QOF does not exceed the gain to be deferred.
However, taxpayers who meet certain holding
period requirements may benefit from a step-up
in basis in connection with the original deferred
capital gain.

e Simply put, a taxpayer who invests in a QOF may
be able to permanently exclude some of the
originally deferred gain discussed in the previous
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section (between 10% and 15% depending on
holding period).

Investments in QOF may have 10% of the
original gain eliminated if the taxpayer holds the
investment for at least 5 years. Moreover, this
benefit can increase by an additional 5% if the
investment is held for a total of at least 7 years,
potentially reducing the original deferred gain by
15%.

Example 2: Assume the same facts as Example
1, i.e., Taxpayer invests a $50 million gain in a
QOF on December 11, 2018. If Taxpayer
disposes of the investment in the QOF before
December 11, 2026, but after December 11,
2023 (i.e. she held the investment for at least 5
years), Taxpayer would not be subject to tax on
$5 million of the original $50 million deferred
gain. Additionally, if Taxpayer were to hold the
investment until December 11, 2025 (i.e. at least
7 years), then Taxpayer would not be subject to
tax on an additional $2.5 million, which would
make a total of $7.5 million of the original $50
million deferred gain that would be permanently
excluded from taxation.

Additional Exclusion of Certain Capital Gains

If a taxpayer elects to hold an investment in a
QOF for at least 10 years, a taxpayer may
permanently exclude gains from any appreciation
of the QOF itself.

As mentioned in the first section, taxpayers who
make a deferral election have to recognize any
such deferred gain on December 31, 2026, or if
prior to that date, the date on which a taxpayer
disposed of an investment in a QOF. They do
not, however, have to recognize any gain from
the appreciation of the QOF until they actually
dispose of that investment, which may include
some of the gain originally deferred if the value of
the fund on December 31, 2026 is less than the
amount of gain originally invested. As a result, a
taxpayer who holds a QOF for at least 10 years
may elect to step up the income tax basis of the
investment in the QOF to the fair market value of
that investment on the date of disposition and not

pay any income tax on any appreciation that
result after acquiring the QOF.

Thus, a taxpayer who invests in a QOF and holds
that investment at least 10 years may be able to:

a) Defer the original gain until the earlier of
(1) the date on which the taxpayer
disposes of the investment in the QOF or
(2) December 31, 2026;

b) Receive up to a 15% percent step-up in
basis and thereby permanently exclude
some of the original gain invested; and

c) Exclude all of the gain related to the
appreciation of the QOF itself.

Example 3: Assume the same facts as Examples
1 and 2, i.e., Taxpayer invests a $50 million gain
in a QOF on December 11, 2018. On December
11, 2028, Taxpayer sells the investment in the
QOF for $150 million, i.e., the value of the
investment has appreciated by $100 million.
Assuming the value of the QOF on December 31,
2026 was at least $50 million, the following would
result:

a) None of the $50 million in gain would
have to be reported in 2018.

b) On December 31, 2026, Taxpayer will
only recognize $42.5 million of gain
($50M*85%) as opposed to the original
deferred gain at $50 million. The basis in
Taxpayer's QOF investment will increase
to $50 million due to this gain
recognition.

c) When Taxpayer sells the QOF for $150
million, no gain will be taxed. The $100
million of appreciation in the QOF
investment is excluded because
Taxpayer held the QOF for 10 years.

Questions Remain

Some questions remain from the language creating the
QOFs inthe TCJA.

How and when a taxpayer makes the election to
defer the recognition of the capital gains rolled
into a QOF. For example, will the benefits
discussed above be available for those who
invest after 20227 If an investor in a QOF is
unable to hold an investment for the 5- or 7-year
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period required for basis step-up prior to the gains discussed above. As a result, what would
December 31, 2026 recognition date, will they happen if a taxpayer invests in a QOF, but would
receive any benefit from the step up? not have held the investment for one of the above

mentioned statutory periods?
e How and when a taxpayer who holds a QOF

investment for 10 years makes the election to a) For example, Taxpayer invests in a QOF
exclude the gain from the appreciation of the in 2020, will Taxpayer be permitted to
fund. Currently, the statutory and regulatory hold the QOF until 2030 to qualify for the
authority calls for the expiration of all opportunity permanent exclusion of gains related to
zones (and, thus, all QOFs) at a date prior to the appreciation of the QOF, or would
when a taxpayer that invests after 2018 could this benefit be lost to Taxpayer?

hold a QOF investment for the 10 years required
to utilize the additional exclusion of certain capital

The Treasury still has the opportunity to provide clarification on these points, until then, taxpayers who invest in QOFs after
2018 risk not being able to take advantage of all the benefits QOFs have to offer.
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Thank you for reviewing this presentation. Please review the important
information below.

Scope of Relationship and Service Providers. Goldman Sachs & Co.
LLC. and its present and future affiliates and their respective partners,
officers, directors, employees, and agents (collectively “GS&Co.”), may offer
and provide—or facilitate receipt of through third parties—a suite of personal
family office services (“Family Office Services”) specifically designed for
certain Private Wealth Management clients of GS&Co. GS&Co. is a
subsidiary of The Goldman Sachs Group, Inc., is a registered investment
adviser, and receives fees for certain of the Family Office Services. This
material represents the views of the GS Family Office, and the views and
opinions expressed herein may differ from the views and opinions expressed
by other departments or divisions of Goldman Sachs.

GS&Co. does not provide legal, tax, or accounting advice to its clients,
unless explicitly agreed between the client and GS&Co., and GS&Co. does
not offer the sale of insurance products. As part of its GS Family Office
Wealth Advisory Services, Goldman Sachs may, upon your request, discuss
with you various aspects of financial planning. The scope of such planning
services will vary among clients and may only include episodic and
educational consultations that should not be viewed as tax advice. Financial
planning does not address every aspect of a client’s financial life and the fact
that a topic is not discussed with you does not indicate that the topic is not
applicable to your financial situation. Goldman Sachs may review with you
the general income tax consequences of your investments, estate planning,
philanthropic endeavors, real estate holdings, and certain other activities that
may affect your income tax.

Goldman Sachs assumes no duty to take action pursuant to any
recommendations, advice, or financial planning strategies discussed with
you as part of GS Family Office Wealth Advisory Services. It is your
responsibility to determine if and how any such recommendations, advice, or
financial planning strategies should be implemented or otherwise followed,
and you are encouraged to consult with your own tax advisor and other
professionals regarding your specific circumstances. Goldman Sachs is not
liable for any services received from your independent advisors or the results
of any incident arising from any such services or advice.

Certain of the Family Office Services may be provided by GS&Co., which
includes GS&Co. wealth management personnel (“GS&Co. Personnel”), The
Ayco Company, L.P. (“Ayco”) (a GS&Co. affiliate and a wholly-owned
subsidiary of The Goldman Sachs Group, Inc.), and Ayco wealth
management personnel (“Ayco Personnel”). Certain other of the Family
Office Services may be provided by subcontractors, independent service
providers, or other third parties (collectively, “Third Party Vendors”), who are
not acting as financial or investment advisors, and who are not delivering
investment or financial advice, with respect to the provision of Family Office
Services. Services provided by Third Party Vendors are wholly independent
of those provided by GS&Co. and additional terms of service may apply for
clients entering into any separate agreements with Third Party Vendors in
furtherance of Family Office Services. GS&Co. may refer clients to Third
Party Vendors for services including, but not limited to, tax return
preparation, household payment administration and bill payment, certain
philanthropic advisory services, cyber security services, physical security
services, and health advisory services. Services provided by Third Party
Vendors may include additional terms of service should clients enter into any
separate agreements with Third Party Vendors in furtherance of Family
Office Services.

The scope, duration, deliverables, assigned personnel, referrals to Third
Party Vendors, and delivery channels through which Family Office Services
are provided will vary among clients, including the facts, requested services,
circumstances, personal financial goals, net worth, complexity, and/or needs
of each client. Services will be reviewed, advised upon, and/or performed, to
the extent applicable to each client. Family Office Services will be provided
based on individual client needs. Not all clients will receive all services.
Certain activities may fall beyond the scope of the Family Office Services. In
addition, the Family Office Services may not address every aspect of a
client’s financial life.

Family Office Services do not include investment and brokerage services for
clients’ GS&Co. accounts, which will continue to be provided by GS&Co.
pursuant to the terms of the agreements between those clients and
GS&Co. Any asset management services provided are governed by a

separate  investment management agreement (as may be
applicable). GS&Co. Personnel and Ayco Personnel providing Family Office
Services do not provide discretionary management over client investments.

Responsibility to Clients. GS&Co. may act as a fiduciary in providing some
but not all Family Office Services provided by GS&Co. GS&Co. may act in
an investment advisory capacity with respect to one or more client accounts
and may undertake a fiduciary duty when providing certain of the Family
Office Services. Where GS&Co. acts as a broker it may not become a
fiduciary. GS&Co. does not act in an investment advisory capacity and has
no fiduciary duty when providing certain of the Family Office Services,
including accommodation services — which are provided as a courtesy
only. In providing Family Office Services, GS&Co. will rely on information
provided by, or on behalf of, clients. GS&Co. will not be responsible for the
accuracy or completeness of any such information, nor for any
consequences related to the use of any inaccurate or incomplete
information.

Limitation of Liability for Certain Services. Where GS&Co. refers clients
to Third Party Vendors for certain Family Office Services, GS&Co. is not
liable for clients’ ultimate selection and utilization of such Third Party Vendor,
for any services rendered or guidance received, or the results of any incident
arising from any such referral. GS&Co. is not responsible for the
supervision, monitoring, management, or performance of such Third Party
Vendors and is not liable for any failure of Third Party Vendors to render
services or any losses incurred as a result of such services. Cybersecurity
consultations provided by GS&Co. are intended to provide a general
overview of cyber and physical security threats, but are not comprehensive;
GS&Co. is not liable for any incident following such consultations.

Fee Structure. Family Office Services fees may vary among clients
depending on their particular circumstances. Certain of the fees associated
with Family Office Services are either charged as a single bundled fee while
other fees are charged as supplemental fees, which are identified in the
Family Office Services Supplement to clients’ Customer
Agreement. GS&Co. reserves the right to adjust the Family Office Services
fees in the event of extraordinary circumstances.

Conflicts. GS&Co. receives fees for certain of the Family Office Services. In
the course of providing such services, GS&Co. or its subsidiaries or affiliates
may offer additional services and/or products for which additional fees or
commissions are charged. These offerings create a conflict of interest and
clients may be asked to acknowledge their understanding of such conflict.

Assumptions. Where materials and/or analyses are provided to you, they
are based on the assumptions stated therein. In the event any of the
assumptions used do not prove to be true, results are likely to vary
substantially from the examples shown herein. These examples are for
illustrative purposes only and no representation is being made that any client
will or is likely to achieve the results shown. Assumed growth rates are
subject to high levels of uncertainty and do not represent actual trading and,
thus, may not reflect material economic and market factors that may have an
impact on actual performance. Goldman Sachs has no obligation to provide
updates to these rates.

Any provided financial planning services, including cash flow analyses based
on the information you provide, are a hypothetical illustration of mathematical
principles and are not a prediction or projection of performance of an
investment or investment strategy.

No Distribution; No Offer or Solicitation. This material may not, without
Goldman Sachs' prior written consent, be (i) copied, photocopied or
duplicated in any form, by any means, or (i) distributed to any person that is
not an employee, officer, director, or authorized agent of the recipient. This
material is not an offer or solicitation with respect to the purchase or sale of
any security in any jurisdiction in which such offer or solicitation is not
authorized or to any person to whom it would be unlawful to make such offer
or solicitation.

GS Family Office services offered through Goldman Sachs and Co. LLC.
Member FINRA/SIPC.
© 2018 Goldman Sachs. All rights reserved.



