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Overview of the Opportunity Zones Program

On December 22, 2017, the Tax Cuts and Jobs Act created a new section of the Tax Code (26 U.S. Code § 1400Z) that provides tax incentives for
investments in targeted areas in the United States through investment vehicles called Opportunity Funds. The purpose of Opportunity Funds
15 to promote econoemic development in these select communities, known as Qpportunity Zones, by offering investors substantial federal tax

advantages that are only available through the new program.

By investing into an Opportunity Fund, investors can not only defer and
reduce their existing capital gains tax liability, but also eliminate future
capital gains tax on returns earned from the Opportunity Fund.

The key aspects of the Oppertunity Zene program are:

Opportunity Zones

Opportunity Zones are census tracts, nominated by governors and certified by the U.S. Department of the Treasury, into which Investors can
invest in new projects intended to spur econamic developrnent in exchange for certain federal tax benefits.

Opportunity Funds

Oppertunity Funds are investment vehicles that invest at least 50% of their capital in Qualified Opportunity Zones. The fund model enables
investors te peol their resources in Opportunity Zones, increasing the scale of capital going to investments selected by the manager.

To capture the potential tax benefits ottered by an Opportunity Fund, an investor must invest the gains tfrom a sale of a prior investment (e.g.,
stock, bends, real estate, a company) into an Opportunity Fund within 180 days of the sale of that investment. The investor enly has to roll in
the gain or profits from the sale of the investment, not the original principal of the investment. Moreover, only the taxable gains rolled over into
an Opportunity Fund are eligible to receive the tax incentives.

Investing in Opportunity Funds can provide three substantial potential tax advantages to investors:

[ 1 Deferral of capital gain
A tax deferral for any capital gains rolled over in an Opportunity Fund. The deferred gain would be rec-
ognized on the earlier of December 31, 2026 or the date on which the investment in the Fund is sold.

% Reduction of the capital gains tax realized
A step-up in basis for capital gains rolled into an Opportunity Fund. The basis of the original investment
s increased by 10% if the investment is held by the taxpayer for at least 5 years, and by an additional 5%

If held for at least 7 years. In other words, if by December 31, 2026 an investor has held an investment in
an Opportunity Fund for 7 years, then the tax on the initially deferred gain is expected to be reduced by
15%, or reduced by 10% if by then held for enly five years.

No tax on any capital gains from an investment in Opportunity Fund
In the case of any investment in an Opportunity Fund held by a taxpayer for at least 10 years, the basis

of such property shall be equal to the fair market value of such investment on the date that the invest-
ment is sold or exchanged, In short, after 10 years, thereafter there would be zero federal capital gains
tax on profits from the sale of an investment in an Opportunity Fund.
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How Investing in an Opportunity Fund Works

To receive the most favorable tax treatment on their investment, investors are incentivized to hold their stakes in an Opportunity Fund over the
long term, with the program providing the most potential upside to those who hold their investment for 10 years or even more,

Opportunity Fund Timeline

Year 1l Year 7 Year 10
2018 2025 2028
Rell over gain into Tax on original capital gain All capital gains taxes
Cpportunity Fund s reduced by another 5% now eliminated on any
(defer tax on gain) (15% total reducation) Opportunity Fund profits.
Year 5 Year 9
2023 April 15, 2027

Tax on original Pay taxes on griginal

capital gainis deferred capital gains

reduced by 10% (minus 15% reguction)
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The figure above illustrates how an investor’s potential after-tax returns compare assuming a 10-year holding period, annual investment ap-
preciation 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%). Far
example, after 10 years an investor would see an additional 544,000 for every $100,000 of capital gains reinvested inte an Opportunity Fund
on December 31, 2018 compared to an equivalent investment in a more traditional stock portfolio generating the same annual appraciation.

Note, however, that the perfermance assumptions shown are for illustrative purpeses enly, and are not intended to reflect the actual experi-
ence of any individual investor.

Illustrative Scenario: After-Tax Potential Net Returns
$100,000 investment over 10-year held (assuming 7% annual appreciation)

$73,485
(7 3% ROI)
! A 2Xhigher
| — - potential
232,357 return
1329 RO
— Er =
Traditional 5tock Cpportunity
Portfolio Fund

A long-term investor could roughly double his or her potential af-
ter-tax return by rolling capital gains into a qualified Opportunity
Fund instead of investing them into a traditional stock portiolio.
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Disclaimers
General Disclaimer

As of July 2, 2018, there is uncertainty regarding the Opportunity Zone program, as the US Department of the Treasury has not released guid-
ance on many of the questions left open by the Tax Cuts and Jobs Act of 2017, These open questions include, but are not limited to: (a) what
kinds of gains, other than capital gains, if any, ¢an be properly rolled into an Opportunity Fund, (b} how much time an opportunity fund
will have te deploy the capital it has raised, {¢) tax treatment of gains in an epportunity fund pass-through partnership, etc. Accordingly. the
foregoing discussion of the various aspacts of the Opportunity Zone program is based upon pesitions that we believe to be reasenable given
the statute as currently written and prior Treasury and IRS precedent; however, there can be ng assurance that the forgeing discussion will
ultimately prove to be correct as Treasury begins issuing guidance and regulations on the Opportunity Zone program. Given such uncertainty,
each prospective investor should consult with their personal tax advisers befare making any investment into an opportunity fund, including
the

Overview

The Tax Cuts and Jobs Act (TCJA) pravideas that, for investors who have relled capital gaing inte an oppoartunity fund and held that investment
inthe oppoertunity fund for a periad of ten years or more, that any additicnal gain realized by such Investor from liguidating such investment
will not incur additional federal capital gains taxes. However, please note that, given the uncertainty regarding future Treasury Department
suidance, each prospective investor should censult with their personal tax advisors befare making any investmentinto an epportunity fund,
including the

Defer Capital Gains

Section 1400Z-2(b}(1} states that capital gains rolled into an opportunity fund within 180 days of being realized shall be Tncluded Tn taxable
income for the year ended December 31, 2026.

Reduce Tax You Qwe

Section 14002-2(1)(2)(B) states that an investor’s basis in the capital gain rolled into an opportunity fund will have a step-up in asis of 10% if
held for at least five years, and a step-up in basis of an additional 5% if held for at least seven years. Note, however, that as the deferred capital
gain will be taxed on December 31, 2026, we expect that these holding pericds would need to be satisfied priar to that date in order to receive
the benefits described herein.

Disclaimer on lllustrative Scenario on Potential After Tax Returns

The TCJA provides that, for investers who have rolled capital gains into an oppertunity fund and held that investment in the oppertunity fund
for a period of ten years or more, that any additional gain realized by such invester from liquidating such investment will not incur additicnal
federal capital gains tax. However, please note that, given the uncertainty regarding future Treasury Department guidance, prospective inves-
tors should consult with their tax advisor before making any investment into an opportunity fund, including the

*The calculations show an investor's potential aftertax returns under different scenarios, assuming an investiment of capital gains prior to
December 31, 2019, a 10 year holding, annual investment appreciation of 7%, and 2 long-term capital gaing tax rate of 23.8% (federal capital
gains tax of 20% and net investment income tax of 3.8%), only taking into account tax at a federal level {not state), Note, however, that the
perfermance assumptions shown are for illustrative purposes only, and are not intended to reflect the actual experience of any individual
investor. The calculations for the standard stock portfolio are based on relling over capital gains equal to 5100,000, at an initial tax of 23.8%
{using the same assumpticns described above), into a standard stock portfolio, the remaining §76,200 of which then appreciates at a com-
pounding return of 7%, At the end of each holding period, the investment In the standard stock portfolio is assumed to be seld and long-term
capital gains at a tax rate of 23.8% paid on the capital gains from the investment in the standard stock portfolio. The ten-year hold calculations
for the Gpportunity Fund are based on rolling over gains of $100,00C, at an initially deferred tax of 0%, into an Opportunity Fund, with the
entirety of the $100,000 then appreciating at a compounding return of 7%, until December 31, 2026, at which time the initially deferred tax is
reduced by 15% and the net amount is taxed at a rate of 23 8%, effectively reducing the principal invested in the opportunity fund accerdingly.
Thereafter, returns centinue to compound at the same initial rate selected by the user of 7%. At the end of the tenth year of the holding period.
the investment in the Opportunity Fund is seld and the capital gains on the investment in the Oppeortunity Fund itself is taxed at a rate of 0%.
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