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SUBJECT: Consider the list of census tractz preliminarily recommended for

designation by the Governor for federal Opportunity Zones.

REQUEST(S):

That the Board of Supervisors:
1. Receive a presentation pertaining to the federal Qpportunity Zones; and

2. Provide direction to staff regarding recommended census tracts.

SUMMARY:

Qpportunity Zones offer favorable capital gains treatment for faxpayers who invest
tn designated high poverty and high unemployment communities. The federal tax
bill passed at the end of December 2017 aliows the Governor to designate eligible
census fracts as Opportunity Zones. Investments made through opportunity funds
in these zones allowed o defer or eliminate federal taxes on capital gains. The
program allows the Governar to designate up to 25 percent of aligible census tracts.
Eligible tracts must meet certain criteria using 2011-15 data:

1. Poverly rates of at least 20 percent.

2. Median family incomes of no more than 80 percent of statewide or
metropalitan area median income.

The Governor may designate up to 879 iracts as Opportunity Zones. 3,518, census
fracts in 54 California counties gqualify under one or both federal criteria.
On March 2, 2018, the Department of Finance held a teleconference to roll out the

preliminary #st of census tracts recommended by the Governor. The Depariment of
Finance will receive comments and recommendations on the Governor's



SUBJECT. Consider the list of census lacts preliminarly recommended for
designation by the Governor for federal Cpportunity Zones.
DATE: March 13, 2018

recommended bist until 5:00 p.m. on Thursday, March 15, 2018, The Deparsiment of
Finance is looking for two types of commenis: {1) Keep or reject a tract currently
recommended for designation, and (2} Suggestions to include gualified tracts not
currently recommended. Department of Finance staff is dlearly encouraging
replacements, rather than additions.

The Chairman of the Board of Directors for the Tulare County Economic
Development Corporation ("EDC") has called a special board mesting for
Wednesday, March 14, 2018 from 7:30 to 8:30 a.m. The primary purpose of the
special meeting will be to discuss and consider approval of a final list of census
tracts to be nominated by the Governor for the federal Opportunity Zone program.
The state has indicated collaboralive submissions will be strongly considered.
Therefore, the EDC is wanting counbawide participation.

Al jurisdictions can also provide independent commenis and suggestions fo the
Department of Finance.
The: following ink is 1o an interactive qualified opportunity zone census tracts map:

hitps /cafinance maps.arcgis.com/appsiwebappviewerfindex hitmi?id=befladdbag4
d42ddaZb0466e207b1710

FISCAL IMPACT/FINANCING:
There is No Net County Cost to the General Fund.

LINKAGE TO THE COUNTY OF TULARE STRATEGIC BUSINESS PLAN:
The County's five-year strategic plan includes Economic Well Being and Quality of
Life initiatives. The designation of Opportunity Zones within Tulare County could
resulf in additional investments in the County's disadvaniaged communities.
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BEFORE THE BOARD OF SUPERVISORS
COUNTY OF TULARE, STATE OF CALIFORNIA

IN THE MATTER OF CONSIDER THE LIST
OF CENSUS TRACTS PRELIMINARILY

}

} Resoiution No.
RECOMMENDED FOR DESIGNATION BY }

)

}

THE GOVERMNOR FOR FEDERAL

OPPORTUNITY ZONES
UPON MOTION QF SUPERVISOR . SECONDED BY
SUPERVISOR . THE FOLLOWING WAS ADOPTED BY THE

BOARD OF SUPERVISORS, AT AN OFFICIAL MEETING HELD MARCH 13, 2018, BY
THE FOLLOWING VOTE:

AYERS:
NOES:
ABSTAIN:
ABSENT:

ATTEST: MICHAEL C. SPATA

COUNTY ADMINISTRATIVE OFFICER/
CLERK, BOARD OF SUPERVISORS

BY:

Deputy Clerk
¥ ok k% %k & kK X ¥ % % £ K B K R ¥ W

1. Recelved a preseniation pertaining o the federal Opportunity Zones; and
2. Provided direction fo staff regarding recommended census tracis.



Attachment “1”

Department of Finance (PowerPoint)
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Attachment “2”

Map of Eligible Census Tracts in Tulare County
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Attachment “3”

Opportunity Zones Fact Sheet



The Opportunity Zones programoffers three tax incentives forinvesting inlow-income communities

A temporary deferral

of inclusion in taxable
income for capital

gains reinvested into an
Opportunity Fund. The
deferred gain must be
recognized on the eatlier
of the date on which
the opportunity zone
investment is disposed
of or December 31, 2026.

through a gualified Opportunity Fund *:

A step-up in basis for
capital gains reinvested
in an Opportunity Fund.
The basis is increased by
10% if the investment in
the Opportunity Fund is
held by the taxpayer for
at least 5 years and by an
additional 5% if held for
at least 7 years, thereby
excluding up to 15% of
the original gain from
taxation.

A permanent exclusion
from taxable income

of capital gains from
the sale or exchange

of an investment in an
Opportunity Fund if the
investment is held for
at least 10 years. This
exclusion only applies
to gains accrued after an
investmentin an
Opportunity Fund.




The Opportunity Zones program is designed to incentivize patient capital investments in low-income
communities nationwide. All of the underlying incentives relate to the tax treatment of capital gains, and
all are tied to the longevity of an investor’s stake i1 a qualified Opportunity Fund, providing the most
upside to those who hold their investment for 10 years or more.

The figure above and table below illustrale how an inveslor’s available aller-lax funds compare under
difTerent scenarios, assuming various holding periods, annual investment appreciation of 7%, and a
long-term capital gains tax rate of 23.8% (federal capital gains tax of 20% and net investment income tax
of 3.8%). For example, after 10 years an investor will see an additional $44 for every $100 of capital gains
reinvested into an Opportunity Fund in 2018 compared to an equivalent investment in a more traditional
stock portiolio generating the same annual appreciation. Table 1 and the examples that follow provide
addilonal information on the ax liabilities and differences in the aller-Lax annual rales ol return.

fraditionas! Stock Portfndin

Daivin i Mo b BESTIOC I AT {mf;\)},s«.,-f LI Furd Lo Wseston

Heanarice A Capital Saln of 2100 s Ralmeastad n 2015
Holding Peried Appreciation Rate Investment ina Investment in an Difference in After-Tax
Stock Portfolio Opportunity Fund Annual Rate of Return

Total Tax After-Tax Funds Total Tax After-Tax Funds

Liability Available Liability Available
5 Years 7% $31 $100 $31 $109 1.9%
7 Years 7% $35 $111 $35 $126 1.8%

10 years 7% $41 $132 $20 $176 3.0%




Susie has $100 of unrealized capital gains in her stock portfolio. She decides in 2018 to reinvest those
gains into an O-Fund that invests in distressed areas of her home state, and she holds that investment
for 10 years. Susie is able to defer the tax she owes on her original $100 of capital gains until 2026.
Furthet, the basis is increased by 15% (effectively reducing her $100 of taxable capital gains to $85). Thus,
she will owe $20 (23.8% of $85) of tax on her original capital gains when the bill finally comes due. In
addition, since she holds her O-Fund investment for at least 10 years, she owes no capital gains tax on

its appreciation. Assuming that her O-Fund investment grows 7% annually, the after-tax value of her
original $100 investment in 2028 is $176. Susie has enjoyed a 5.8% effective annual return, compared to
the 2.8% an equivalent non-0O-Fund investment would have delivered.

Total tax bill in 2028: $20
After-tax value of investment in 2028: $176
Effective after-tux annual return on $100 capital gain in 2018: 5.8%

As in Example 1, in 2018 Susie rolls over $100 of capital gains into an O-Fund. She holds the investment
for 7 years, selling in 2025. As in Example 1, she temporarily defers the tax she owes on her original
capital gains and steps-up her basis by 15%, so that in 2025 she will owe $20 (23.8% of $85) of tax on her
original capital gains. Unlike Example 1, however, Susie will owe capital gains tax on the appreciation
of her O-Fund investment, since she holds the investment for less than 10 years. Assuming that her
O-Fund investment grows 7% annually, in 2025 Susie will owe $15 (23.8% of $61) of tax on the O-Fund
investment’s capital gain. Susie did not take full advantage of the Opportunity Zone program but
ncvertheless reecived a 3.3% cllective annual return comparced to the 1.5% an cquivalent non-O-TFund
investment would have delivered.

Total tax bill in 2025: $35
After-tux value of investment in 2025: $126
Effective after-tax annual return on $100 capital gain in 2018: 3.3%

As in Example 1, in 2018 Susie rolls over $100 of capital gains into an O-Fund. She holds the investment
for 5 years, selling in 2023. As in Example 1, she can temporarily defer the tax she owes on her original
capital gains, but her step-up in basis is only 10%, so that in 2023 she will owe $21 (23.8% of $90) of tax

on her original capital gains. As in Example 2, Susie enjoys no exemption from capital gains tax on the
appreciation of her O-Fund investment, since she holds the investment for less than 10 years. Assuming
that her O-Fund investment grows 7% annually, in 2023 Susie will owe $10 (23.8% of $40) of tax on the
O-Fund investment’s capital gain. Susie did not take full advantage of the Opportunity Zone program but
nevertheless reccived a 1.8% cllective annual return on her initial capital gains compared to the -0.1%
elffeclive annual relurn an equivalenl non-O-Fund investment would have delivered.

Totul tax bill in 2023: $31
After-tax value of investment in 2023: $109
Effective after-tax annual return on $100 capital gain in 2018: 1.8%




1. A qualified Opportunity Fund is a privately managed investment vehicle organized as a corporation or a partnership for the purpose of
investing in qualilicd opportunily zone property ( he vehicle timst hold al least 90 pereenl olils assels in such propeny). (rovernors (or the
Mayor in the case of the District of Columbia) may designate 25 percent of their state’s low-income census tracts as qualified opportunicy zones,
subject to certification by the U.S. Secretary of the Treasury. Low-income census tracts are defined in Internal Revenue Code Section 4aD{e).

If the number of low-income census tracts in a state is less than 100, then a Governor may designate a total of 25 tracts. Qualified opportunicy
zone property includes any qualified opportunity zone business stock, any qualified opportunity zone partnership interest, and any qualified
opportunity zone business property. Only taxpayers who roll over capital gains of non-zone assets before December 31, 2026, will be able to take
advantage of the special treatment under the provision.




