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IMPORTANT RISK FACTORS

An investment in a Griffin-sponsored Qualified Opportunity Zone Fund program is subject to 
various risks, including but not limited to:

• No public market currently exists, and one may never exist, for the interests of any 
Griffin-sponsored Qualified Opportunity Zone Fund program. Griffin-sponsored 
Qualified Opportunity Zone Fund programs are not liquid.

• Griffin-sponsored Qualified Opportunity Zone Fund programs offer and sell interests 
pursuant to exemptions from the registration provisions of federal and state law and, 
accordingly, those interests are subject to restrictions on transfer.

• There is no guarantee that the investment objectives of any particular Griffin-
sponsored Qualified Opportunity Zone Fund program will be achieved.

• Investments in real estate are subject to varying degrees of risk, including, among 
other things, local conditions such as an oversupply of space or reduced demand 
for properties, an inability to collect rent, vacancies, inflation and other increases in 
operating costs, adverse changes in laws and regulations applicable to owners of real 
estate and changing market demographics.

• The acquisition of interests in a Griffin-sponsored Qualified Opportunity Zone Fund 
program may not qualify under Section 1031 of the Internal Revenue Code of 1986, 
as amended (the “Code”) for tax-deferred exchange treatment.

• The actual amount and timing of distributions paid by Griffin-sponsored Qualified 
Opportunity Zone Fund programs are not guaranteed and may vary. There is no 
guarantee that investors will receive distributions or a return of their capital.

• Griffin-sponsored Qualified Opportunity Zone Fund programs depend on tenants 
for their revenue and may suffer adverse consequences as a result of any financial 
difficulties, bankruptcy or insolvency of their tenants.

• Disruptions in the financial markets and challenging economic conditions could 
adversely affect Griffin-sponsored Qualified Opportunity Zone Fund programs.

• Certain of the programs previously sponsored by Griffin Capital have experienced 
adverse developments in the past.
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Q. What is Qualified Opportunity Zone (“QOZ”) legislation (aka Section 1400Z of the 
U.S. Internal Revenue Code (the “Code”))? What are the benefits of investing in a 
QOZ?

A: The Tax Cuts and Jobs Act (the “Act”), passed on December 22, 2017, included 
certain provisions designed to incentivize investment in designated low-income 
communities. The primary tool to incentivize investors is a series of tax benefits which 
are available with respect to capital gains.  

 The Act included the following key tax benefits (“QOZ benefits”) for those 
participating in the QOZ program:

• Capital Gain Deferral: Taxpayers who invest money up to their recognized 
capital gain (or a lesser amount) in a Qualified Opportunity Fund (“QOF”) can 
make an election to defer such gain until the end of the deferral period, which 
is defined as the earlier of (1) the date on which a taxpayer disposes of the QOF 
investment, (2) December 31, 2026, or (3) the date of an “inclusion event” (see 
pages 7, 8)

• Capital Gain Reduction: A taxpayer who makes a QOF investment by 
December 31, 2019 and holds such investment for seven years will be able 
to exclude 15% of the original invested capital gain at the end of the deferral 
period. A taxpayer who makes a QOF investment by December 31, 2021 and 
holds such investment for at least five years will be able to exclude 10% of the 
original invested capital gain at the end of the deferral period.

• Capital Gain Exclusion on Investment in QOF: Until December 31, 2047, a 
taxpayer who holds a QOF investment for at least 10 years may elect, at such 
future time when the QOF investment is disposed of, to exclude all of the gain 
attributable to the appreciation of the QOF investment.

G R I F F I N  C A P I TA L  C O M PA N Y 

Qualified Opportunity Zone Funds 
FAQs
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Q: What is a QOZ?

A: A QOZ is a low-income community (“LIC”), or certain other census tract adjacent to 
an LIC, which has been nominated as a QOZ by the chief executive officer of a state 
or possession of the United States and certified by the United States Department of 
the Treasury (“Treasury”). An LIC is a census tract area in which:

• The poverty rate for such LIC is at least 20%.

• Or if the LIC is located in a metropolitan area, the median income does not 
exceed 80% of the metropolitan area median household income.

• Or if the LIC is not located in a metropolitan area, the median income does not 
exceed 80% of the statewide median household income.

 The 50 states, the District of Columbia, and U.S. possessions were limited to 
designating no more than 25% of their LICs as QOZs, or 25 in total if the state or 
territory had fewer than 100 such LICs. All 50 states, the District of Columbia and 
five U.S. possessions all designated QOZs, representing over 8,700 QOZs. Once 
designated, the QOZ will remain a QOZ for 10 years, and such designation cannot 
be modified or withdrawn. Outside the immediate United States, Puerto Rico, in its 
entirety, is a QOZ.

 Legislation has been introduced that, if enacted, would also provide for the 
identification of additional QOZs in census tracts that have been federally declared 
disaster areas.

Q: Where are QOZs?

A: An interactive map of QOZ’s can be found on Novogradac & Company, LLP’s resource 
center, a link to which can be found below: 
www.novoco.com/resource-centers/opportunity-zone-resource-center/guidance/
novogradac-opportunity-zones-mapping-tool.

Q: How can I invest in a QOZ?

A: Any taxpayer with an U.S. taxable capital gain (subject to certain exceptions) can elect 
to invest an amount equal to such gain (or a lesser amount) into a QOF. This includes 
individuals, corporations (including Real Estate Investment Trusts and Regulated 
Investment Companies), partnerships, and certain other pass-through entities. 

 Investments must be made within the 180-day period beginning on the date 
that a taxpayer realizes the capital gain. Investors receiving capital gains through 
partnerships are eligible to extend this election period to 180 days after the end of 
their partnership’s taxable year. 

http://www.novoco.com/resource-centers/opportunity-zone-resource-center/guidance/novogradac-opportunity-zones-mapping-tool
http://www.novoco.com/resource-centers/opportunity-zone-resource-center/guidance/novogradac-opportunity-zones-mapping-tool
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Q: What is a QOF?

A: A QOF is an investment vehicle that is organized as a corporation or a partnership 
for the purposes of investing in QOZ property (“Zone Property”).

 It is important to note that while a QOF may invest in multiple Zone Properties, it 
may not invest in another QOF.

Q: Do QOZ benefits apply to state taxes as well?

A: Investors in states that conform with the federal QOZ provisions may receive state 
tax incentives similar to those available at the federal level. However, some states 
have decided to not conform with these provisions, and therefore, investors residing 
in these states would be eligible only for special tax treatment relative to their 
federal tax liability. 

 Interactive maps of conforming and non-conforming states can be found on 
Novogradac & Company, LLP’s QOZ Resource Center. The links to which can be 
found below:

 Personal Income Conformity: 
www.novoco.com/resource-centers/opportunity-zone-resource-center/guidance/
state-tax-code-conformity-personal-income

 Corporate Income Conformity: 
www.novoco.com/resource-centers/opportunity-zone-resource-center/guidance/
state-tax-code-conformity-corporate-income

Q: What requirements of a QOF are exclusive to real estate investing and how do 
they affect investors? 

A: QOFs are required to hold at least 90% of their assets in Zone Property (“90% Asset 
Test”). Zone Property, in the context of a QOF exclusively investing in real estate, is 
ultimately defined as a real estate property or development, located in QOZs, which 
satisfies the following requirements:

1). The property was acquired by purchase from an unrelated party or leased 
from a related or unrelated party.

2). The original use of the property in a QOZ commences with the QOF 
(“Original Use Requirement”) or the QOF substantially improves the 
property (“Substantial Improvement Requirement”).

3). During substantially all (90%) of the holding period of the property, 
substantially all (70%) of the use of the property was in a QOZ.

https://www.novoco.com/resource-centers/opportunity-zone-resource-center/guidance/state-tax-code-conformity-personal-income
https://www.novoco.com/resource-centers/opportunity-zone-resource-center/guidance/state-tax-code-conformity-personal-income
https://www.novoco.com/resource-centers/opportunity-zone-resource-center/guidance/state-tax-code-conformity-corporate-income
https://www.novoco.com/resource-centers/opportunity-zone-resource-center/guidance/state-tax-code-conformity-corporate-income
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 As noted above, Zone Property must satisfy the Original Use Requirement or the 
Substantial Improvement Requirement. 

• Original Use Requirement generally requires that the property be newly 
developed but may include existing property that has been vacant for at least 
five years.  

• Substantial Improvement Requirement requires that the QOF invest in 
improvements to the property in an amount equal to 100% or more of the cost 
to purchase the property, excluding the value of the land.

 Zone Property may take the form of either direct equity ownership of real estate 
located in QOZs or equity interest in a trade or business in which substantially all 
(70%) of the business’s tangible property is Zone Property (a “Zone Business”). Zone 
Businesses must satisfy the following requirements: 

• At least 50% of the trade or business’s total gross income must be derived 
from the active conduct of a trade or business. 

• A substantial portion of the trade or business’s tangible property (70%) and 
intangible property (40%) must be used in the active conduct of the business. 

• Less than 5% of the trade or business’s average unadjusted basis in its 
property may be nonqualified financial property (which is defined in the Code 
to include certain types of financial assets, including cash). 

• A Zone Business cannot include the operation of any private or commercial 
golf course, country club, massage parlor, hot tub facility, sun tan facility, 
racetrack or other facility used for gambling, or any store of which the principal 
business is the sale of alcoholic beverages for consumption off premises.

Q. How do the fund-specific requirements affect my interest in the QOF? 

A. An investor’s eligibility for QOZ benefits depends on the following: 

• The investment consists of eligible gains (as previously discussed).

• The fund maintains it status as a QOF.

• The investment is made prior to December 31, 2026.

• The investment in the QOF is held for at least five or seven years prior to 
December 31, 2026 in order to qualify for the 10% or 15% capital gain 
reduction, respectively, relative to their deferred gain (as previously discussed).

• The investment in the QOF is held for at least 10 years prior to being sold and/
or recognizing a capital gain from the QOF for purposes of the elective fair 
market value step-up in basis (as previously discussed).
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 As previously noted, the QOF itself has specific requirements that it must comply 
with. However, these will not affect an investor’s eligibility to qualify for QOZ benefits, 
as long as the QOF maintains its status as a QOF. But, the QOF’s ability to comply 
with the 90% Asset Test (as previously discussed) may affect the performance of an 
investor’s interest in the QOF. If the QOF fails to hold at least 90% of its assets in Zone 
Property, then it will be required to pay a penalty for each month of such failure to 
the extent the amount of assets held by the QOF in Zone Property falls below 90%, 
multiplied by the underpayment rate (currently set at an annualized rate of 6%). Such 
penalty would ultimately be a drag on the overall performance of the QOF and would 
continue to affect performance until the QOF is able to meet the 90% Asset Test. 

Q. What happens to my investment if the QOF loses its status as a QOF? 

A. If the QOF loses this status, then the investor’s QOZ benefits related to the QOF 
would end on such date. 

 To the extent that such an event occurred prior to December 31, 2026, then the 
capital gains tax liability related to the deferred gain would accelerate, and such gain 
would become payable in that year. If the investment has been held for at least five or 
seven years prior to the date in which the QOF no longer qualified as a QOF, then the 
investor would still be eligible for the 10% or 15% capital gain reduction, respectively, 
relative to their deferred gain. 

 If the QOF loses its status as a QOF subsequent to December 31, 2026, then there 
would be no effect on the treatment of the investors’ original deferred gain in the 
QOF as such liability would already be payable and the investors would have accrued 
all eligible benefits up to that point. However, if such an event occurs before an 
investor holds its interest for 10 years, then the investor would not qualify for the fair 
market value step-up and may be subject to capital gains tax liability relative to the 
investor’s investment in the QOF. If such an event occurs after the investor has held its 
interest in the QOF for 10 years, then the basis of their investment, at the investor’s 
election, would be immediately stepped up to the fair market value as of such date. 

Q. Can my deferred gain be recognized earlier because of certain events?

A. The proposed QOZ regulations list “inclusion events” that result in a QOF investor 
recognizing an amount of deferred gain. As a general principle, an “inclusion event” 
results from a transfer of a qualifying investment in a transaction to the extent the 
transfer reduces the taxpayer’s equity interest in the QOF. For example, an “inclusion 
event” would occur if an investor received distributions from a QOF that were in 



8

excess of the investor’s basis in the QOF.  A transaction that does not reduce a 
taxpayer’s equity interest in the taxpayer’s QOF may also be an “inclusion event” in 
certain instances. For example, if the transaction is treated as a disguised sale for U.S. 
federal income tax purposes.

Q. Is an investor’s death an “inclusion event” that causes the transferee of the QOF 
interest to recognize the initially deferred gain and/or make the investment 
ineligible for QOZ benefits?

A. Generally, a transfer of a qualifying investment in a QOF by reason of death is not an 
“inclusion event”. A taxpayer that receives a qualifying investment in a QOF by reason 
of a non-inclusion event, such as the previous owner’s death, succeeds to the prior 
owner’s holding period for QOZ purposes. As such, the transferee taxpayer’s holding 
period for the qualifying investment will include the time that the deceased owner 
held the interest.  

Q. What gains are eligible for QOZ benefits?

A. Only capital gains recognized prior to 2027 are eligible for deferral if timely invested 
in a QOF. There is no limit on the amount of capital gains that a taxpayer may defer by 
investing in a QOF. Eligible gains include the following:

• Long-term capital gains

• Short-term capital gains

• Section 1231 gains (gains from the sale of depreciable property, such as  
real estate) characterized as capital gains

• Unrecaptured Section 1250 gains (difference between the depreciated tax 
basis of “real” property, such as real estate, and the original cost basis)

 NOTE: Eligible gains must be invested within 180 days of when the gain would have 
otherwise been recognized for tax purposes, with certain exceptions as noted below.  

Q. What gains are ineligible for QOZ benefits?

A. Again, the gain must be recognized prior to 2027. Other types of ineligible gains 
include:

• Recaptured Section 1245 gains (depreciation recapture associated with 
“personal” property such as machinery, furniture, autos, etc.), and
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• Excess depreciation recaptured with respect to Section 1250 gains.

 – Excess depreciation recapture under Section 1250 is rare and typically 
only applies to assets acquired prior to 1986.

Q. If you have a gain that will be realized over a number of years (installment sale), 
would you need to invest the entire gain within 180 days of the initial transaction 
even though only a portion has been realized?

A. The treatment of such gains is still unclear under the currently proposed regulations. 
The statute refers to the date of the sale or exchange, but the proposed regulations 
refer to the date upon which the gain is recognized (which in the case of an installment 
sale would be over time).

Q. Are gains from life insurance and annuities eligible for QOZ benefits?  

A. No, such gains are taxed at ordinary income tax rates and are therefore not eligible.

Q. Are there special rules for Section 1256 contracts and straddles?

A. What is a Section 1256 contract?
 Section 1256 contracts include:

• Regulated futures contracts

• Foreign currency contracts

• Non-equity options (options for which the underlying asset is not equity, such 
as index and commodity options)

• Dealer equity options

• Dealer securities futures contracts

 These contracts have unique tax characteristics and treatment versus other types of 
investments.

 What is a straddle?
 A straddle is an options strategy that involves buying both a short and long position 

on underlying property with a similar strike price and expiration date.

 How are they treated differently?  
 Holders of Section 1256 contracts are required to net gains and losses on these 

contracts and only treat the amount of any net gain as eligible for QOZ benefits.
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 If a Section 1256 contract is held as part of a straddle transaction, any gain from the 
transaction is not eligible for QOZ benefits. 

Q. How is the deferred gain treated when it becomes taxable after December 31, 
2026?

A. All of the deferred gain’s tax attributes are preserved through the deferral period and 
are taken into account when the gain becomes taxable after December 31, 2026 (or 
earlier as previously described). This means that deferred short-term capital gains are 
taxed at short-term capital gains tax rates, long-term capital gains are taxed at long-
term capital gains tax rates and so on.  

Q. How long do I have to invest my capital gain into a QOF in order to be eligible for 
QOZ benefits?  

A. In general, taxpayers who have U.S. taxable capital gains that are seeking to invest 
in a QOF must invest such capital gains within 180 days from when the taxpayer 
would have otherwise recognized the gains. If the taxpayer invests only a portion of 
their capital gains into a QOF, only such portion is eligible to receive the benefits of 
investing in a QOF.

 Note: As discussed below, current proposed regulations provide that, with respect to 
Section 1231 gains treated as capital gains, a taxpayer has 180 days beginning at the 
end of the taxable year in which the Section 1231 gains are recognized to invest those 
gains and be eligible for QOZ benefits.

 Special rules for partnerships and other pass-through entities (e.g. S 
corporations, decedents’ estates, and trusts):

 A partnership (or other pass-through entity) may elect to defer all or part of a capital 
gain to the extent that it makes an eligible investment in a QOF. A partner may also 
elect its own deferral with respect to the partner’s distributive share if all or any 
portion of the partner’s distributive share satisfies certain eligibility rules. 

 A partner’s 180-day period generally begins on the last day of the partnership’s 
taxable year (as that is the day on which the partner would be required to recognize 
the gain if such gain is not deferred). Alternatively, if the partner knows (or receives 
information) regarding both the date of the partnership’s gain and the partnership’s 
decision not to elect deferral under Section 1400Z-2, the partner may choose to begin 
its own 180-day period on the same date as the partnership sells the asset giving rise 
to capital gain. 
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 Special rules for Section 1231 gains:
 Section 1231 gains apply to real or depreciable business property used in a trade 

or business (i.e., commercial property) that is held for over one year. Under Section 
1231, gains from such property are considered “capital” gains and taxed at capital 
gains tax rates, whereas losses are considered “ordinary” and are therefore allowed 
to offset ordinary income. This is a favorable tax treatment but can be limited by the 
requirement that any Section 1231 gains or losses recognized in a particular year 
must be combined such that only the net gain or loss is recognized. Because of this 
requirement, the proposed QOZ regulations have stated that only the net Section 
1231 gains are eligible for QOZ benefits. Furthermore, as discussed previously above, 
since such gains are not determinable until the last day of the tax year, the 180-day 
investment period for such gains will begin on the last day of the investor’s tax year.  

Q. How do I elect to defer my gain that I have invested into a QOF?

A. Taxpayers that invest eligible gains in a QOF must make deferral elections on IRS Form 
8949 (https://www.irs.gov/pub/irs-pdf/f8949.pdf) and attach such form to their U.S. 
federal income tax returns for the taxable year in which the gain would have been 
recognized if it had not been deferred. 

Q. Am I allowed to invest only eligible gains into a QOF? 

A. Only eligible gains will qualify for QOZ benefits. There is no restriction against 
investing funds that are not associated with an eligible gain; however, such investment 
will not qualify for the QOZ benefits. If an investor contributes funds associated with 
eligible gains as well as funds associated with ineligible gains, then the investments 
will be treated as separate properties. The amounts associated with the eligible gains 
will qualify for the QOZ benefits while the amounts associated with the ineligible gains 
will not.

Q. Can I exchange my interest in one QOF for interest in another QOF?  

A. Yes. Investors may exchange their interest in one QOF for interest in another QOF 
without causing a recognition of capital gains tax liability, as long as the exchange is 
completed within 180 days. The entire amount must be exchanged.

https://www.irs.gov/pub/irs-pdf/f8949.pdf
https://www.irs.gov/pub/irs-pdf/f8949.pdf
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