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Section 1.597–4(d)(1). Bridge Bank MB is
treated as a single entity that includes M and
has $5 million of liabilities, an account
receivable for future FFA with a basis of $1
million, and other assets with a basis of $4
million. Section 1.597–4(d)(1).

§ 1.597–5 Taxable Transfers.

(a) Taxable Transfers—(1) Defined.
The term Taxable Transfer means—

(i) A transaction in which an entity
transfers to a transferee other than a
Bridge Bank—

(A) Any deposit liability (whether or
not the Institution also transfers assets),
if FFA is provided in connection with
the transaction; or

(B) Any asset for which Agency or a
Controlled Entity has any financial
obligation (e.g., pursuant to a Loss
Guarantee or Agency Obligation); or

(ii) A deemed transfer of assets
described in paragraph (b) of this
section.

(2) Scope. This section provides rules
governing Taxable Transfers. Rules
applicable to both actual and deemed
asset acquisitions are provided in
paragraphs (c) and (d) of this section.
Special rules applicable only to deemed
asset acquisitions are provided in
paragraph (e) of this section.

(b) Deemed asset acquisitions upon
stock purchase—(1) In general. In a
deemed transfer of assets under this
paragraph (b), an Institution (including
a Bridge Bank or a Residual Entity) or
a Consolidated Subsidiary of the
Institution (the Old Entity) is treated as
selling all of its assets in a single
transaction and is treated as a new
corporation (the New Entity) that
purchases all of the Old Entity’s assets
at the close of the day immediately
preceding the occurrence of an event
described in paragraph (b)(2) of this
section. However, such an event results
in a deemed transfer of assets under this
paragraph (b) only if it occurs—

(i) In connection with a transaction in
which FFA is provided;

(ii) While the Old Entity is a Bridge
Bank;

(iii) While the Old Entity has a
positive balance in a deferred FFA
account (see § 1.597–2(c)(4)(v) regarding
the optional accelerated recapture of
deferred FFA); or

(iv) With respect to a Consolidated
Subsidiary, while the Institution of
which it is a Consolidated Subsidiary is
under Agency Control.

(2) Events. A deemed transfer of assets
under this paragraph (b) results if the
Old Entity—

(i) Becomes a non-member within the
meaning of § 1.1502–32(d)(4) of its
consolidated group (other than pursuant
to an election under § 1.597–4(g));

(ii) Becomes a member of an affiliated
group of which it was not previously a
member (other than pursuant to an
election under § 1.597–4(g)); or

(iii) Issues stock such that the stock
that was outstanding before the
imposition of Agency Control or the
occurrence of any transaction in
connection with the provision of FFA
represents 50 percent or less of the vote
or value of its outstanding stock
(disregarding stock described in section
1504(a)(4) and stock owned by Agency
or a Controlled Entity).

(3) Bridge Banks and Residual
Entities. If a Bridge Bank is treated as
selling all of its assets to a New Entity
under this paragraph (b), each
associated Residual Entity is treated as
simultaneously selling its assets to a
New Entity in a Taxable Transfer
described in this paragraph (b).

(c) Treatment of transferor—(1) FFA
in connection with a Taxable Transfer.
A transferor in a Taxable Transfer is
treated as having directly received
immediately before a Taxable Transfer
any Net Worth Assistance that Agency
provides to the New Entity or Acquiring
in connection with the transfer. (See
§ 1.597–2 (a) and (c) for rules regarding
the inclusion of FFA in income and
§ 1.597–2(a)(1) for related rules
regarding FFA provided to
shareholders.) The Net Worth
Assistance is treated as an asset of the
transferor that is sold to the New Entity
or Acquiring in the Taxable Transfer.

(2) Amount realized in a Taxable
Transfer. In a Taxable Transfer
described in paragraph (a)(1)(i) of this
section, the amount realized is
determined under section 1001(b) by
reference to the consideration paid for
the assets. In a Taxable Transfer
described in paragraph (a)(1)(ii) of this
section, the amount realized is the sum
of the grossed-up basis of the stock
acquired in connection with the Taxable
Transfer (excluding stock acquired from
the Old or New Entity), plus the amount
of liabilities assumed or taken subject to
in the deemed transfer, plus other
relevant items. The grossed-up basis of
the acquired stock equals the acquirors’
basis in the acquired stock divided by
the percentage of the Old Entity’s stock
(by value) attributable to the acquired
stock.

(3) Allocation of amount realized—(i)
In general. The amount realized under
paragraph (c)(2) of this section is
allocated among the assets transferred in
the Taxable Transfer in the same
manner as amounts are allocated among
assets under § 1.338(b)–2T (b), (c)(1) and
(2).

(ii) Modifications to general rule. This
paragraph (c)(3)(ii) modifies certain of

the allocation rules of paragraph (c)(3)(i)
of this section. Agency Obligations and
assets covered by Loss Guarantees in the
hands of the New Entity or Acquiring
are treated as Class II assets. Stock of a
Consolidated Subsidiary is treated as a
Class II asset to the extent the fair
market value of the Consolidated
Subsidiary’s Class I and Class II assets
exceeds the amount of its liabilities. The
fair market value of an Agency
Obligation is deemed to equal its
adjusted issue price immediately before
the Taxable Transfer. The fair market
value of an asset covered by a Loss
Guarantee immediately after the Taxable
Transfer is deemed to be not less than
the greater of the asset’s highest
guaranteed value or the highest price at
which the asset can be put.

(d) Treatment of a New Entity and
Acquiring—(1) Purchase price. The
purchase price for assets acquired in a
Taxable Transfer described in paragraph
(a)(1)(i) of this section is the cost of the
assets acquired. See § 1.1060–1T(c)(1).
The purchase price for assets acquired
in a Taxable Transfer described in
paragraph (a)(1)(ii) of this section is the
sum of the grossed-up basis of the stock
acquired in connection with the Taxable
Transfer (excluding stock acquired from
the Old or New Entity), plus the amount
of liabilities assumed or taken subject to
in the deemed transfer, plus other
relevant items. The grossed-up basis of
the acquired stock equals the acquirors’
basis in the acquired stock divided by
the percentage of the Old Entity’s stock
(by value) attributable to the acquired
stock. FFA provided in connection with
a Taxable Transfer is not included in the
New Entity’s or Acquiring’s purchase
price for the acquired assets. Any Net
Worth Assistance so provided is treated
as an asset of the transferor sold to the
New Entity or Acquiring in the Taxable
Transfer.

(2) Allocation of basis—(i) In general.
Except as otherwise provided in this
paragraph (d)(2), the purchase price
determined under paragraph (d)(1) of
this section is allocated among the
assets transferred in the Taxable
Transfer in the same manner as amounts
are allocated among assets under
§ 1.338(b)–2T(b), (c) (1) and (2).

(ii) Modifications to general rule. The
allocation rules contained in paragraph
(c)(3)(ii) of this section apply to the
allocation of basis among assets
acquired in a Taxable Transfer. No basis
is allocable to Agency’s agreement to
provide Loss Guarantees, yield
maintenance payments, cost to carry or
cost of funds reimbursement payments,
or expense reimbursement or indemnity
payments. A New Entity’s basis in assets
it receives from its shareholders is


