
66102 Federal Register / Vol. 60, No. 245 / Thursday, December 21, 1995 / Rules and Regulations

determined under general principles of
income taxation and is not governed by
this paragraph (d).

(iii) Allowance and recapture of
additional basis in certain cases. If the
fair market value of the Class I and Class
II assets acquired in a Taxable Transfer
is greater than the New Entity’s or
Acquiring’s purchase price for the
acquired assets, the basis of the Class I
and Class II assets equals their fair
market value. The amount by which the
fair market value of the Class I and Class
II assets exceeds the purchase price is
included ratably as ordinary income by
the New Entity or Acquiring over a
period of six taxable years beginning in
the year of the Taxable Transfer. The
New Entity or Acquiring must include
as ordinary income the entire amount
remaining to be recaptured under the
preceding sentence in the taxable year
in which an event occurs that would
accelerate inclusion of an adjustment
under section 481.

(iv) Certain post-transfer
adjustments—(A) Agency Obligations. If
an adjustment to the principal amount
of an Agency Obligation or cash
payment to reflect a more accurate
determination of the condition of the
Institution at the time of the Taxable
Transfer is made before the earlier of the
date the New Entity or Acquiring files
its first post-transfer income tax return
or the due date of that return (including
extensions), the New Entity or
Acquiring must adjust its basis in its
acquired assets to reflect the adjustment.
In making adjustments to the New
Entity’s or Acquiring’s basis in its
acquired assets, paragraph (c)(3)(ii) of
this section is applied by treating an
adjustment to the principal amount of
an Agency Obligation pursuant to the
first sentence of this paragraph
(d)(2)(iv)(A) as occurring immediately
before the Taxable Transfer. (See
§ 1.597–3(c)(3) for rules regarding other
adjustments to the principal amount of
an Agency Obligation.)

(B) Assets covered by a Loss
Guarantee. If, immediately after a
Taxable Transfer, an asset is not covered
by a Loss Guarantee but the New Entity
or Acquiring has the right to designate
specific assets that will be covered by a
Loss Guarantee, the New Entity or
Acquiring must treat any asset so
designated as having been subject to the
Loss Guarantee at the time of the
Taxable Transfer. The New Entity or
Acquiring must adjust its basis in the
covered assets and in its other acquired
assets to reflect the designation in the
manner provided by paragraph (d)(2) of
this section. The New Entity or
Acquiring must make appropriate
adjustments in subsequent taxable years

if the designation is made after the New
Entity or Acquiring files its first post-
transfer income tax return or the due
date of that return (including
extensions) has passed.

(e) Special rules applicable to Taxable
Transfers that are deemed asset
acquisitions—(1) Taxpayer
identification numbers. Except as
provided in paragraph (e)(3) of this
section, a New Entity succeeds to the
TIN of the transferor in a deemed sale
under paragraph (b) of this section.

(2) Consolidated Subsidiaries—(i) In
general. A Consolidated Subsidiary that
is treated as selling its assets in a
Taxable Transfer under paragraph (b) of
this section is treated as engaging
immediately thereafter in a complete
liquidation to which section 332
applies. The consolidated group of
which the Consolidated Subsidiary is a
member does not take into account gain
or loss on the sale, exchange, or
cancellation of stock of the Consolidated
Subsidiary in connection with the
Taxable Transfer.

(ii) Certain minority shareholders.
Shareholders of the Consolidated
Subsidiary that are not members of the
consolidated group that includes the
Institution do not recognize gain or loss
with respect to shares of Consolidated
Subsidiary stock retained by the
shareholder. The shareholder’s basis for
that stock is not affected by the Taxable
Transfer.

(3) Bridge Banks and Residual
Entities—(i) In general. A Bridge Bank
or Residual Entity’s sale of assets to a
New Entity under paragraph (b) of this
section is treated as made by a single
entity under § 1.597–4(e). The New
Entity deemed to acquire the assets of a
Residual Entity under paragraph (b) of
this section is not treated as a single
entity with the Bridge Bank (or with the
New Entity acquiring the Bridge Bank’s
assets) and must obtain a new TIN.

(ii) Treatment of consolidated groups.
At the time of a Taxable Transfer
described in paragraph (a)(1)(ii) of this
section, treatment of a Bridge Bank as a
subsidiary member of a consolidated
group under § 1.597–4(f)(1) ceases.
However, the New Entity deemed to
acquire the assets of a Residual Entity is
a member of the selling consolidated
group after the deemed sale. The group’s
basis or excess loss account in the stock
of the New Entity that is deemed to
acquire the assets of the Residual Entity
is the group’s basis or excess loss
account in the stock of the Bridge Bank
immediately before the deemed sale, as
adjusted for the results of the sale.

(4) Certain returns. If an Old Entity
without Continuing Equity is not a
subsidiary of a consolidated group at the

time of the Taxable Transfer, the
controlling Agency must file all income
tax returns for the Old Entity for periods
ending on or prior to the date of the
deemed sale described in paragraph (b)
of this section that are not filed as of
that date.

(5) Basis limited to fair market value.
If all of the stock of the corporation is
not acquired on the date of the Taxable
Transfer, the Commissioner may make
appropriate adjustments under
paragraphs (c) and (d) of this section to
the extent using a grossed-up basis of
the stock of a corporation results in an
aggregate amount realized for, or basis
in, the assets other than the aggregate
fair market value of the assets.

(f) Examples. The following examples
illustrate the provisions of this section:

Example 1. Branch sale resulting in
Taxable Transfer. (i) Institution M is a
calendar year taxpayer in Agency
receivership. M is not a member of a
consolidated group. On January 1, 1997, M
has $200 million of liabilities (including
deposit liabilities) and assets with an
adjusted basis of $100 million. M has no
income or loss for 1997 and, except as
described below, receives no FFA. On
September 30, 1997, Agency causes M to
transfer six branches (with assets having an
adjusted basis of $1 million) together with
$120 million of deposit liabilities to N. In
connection with the transfer, Agency
provides $121 million in cash to N.

(ii) The transaction is a Taxable Transfer in
which M receives $121 million of Net Worth
Assistance. Section 1.597–5(a)(1). (M is
treated as directly receiving the $121 million
of Net Worth Assistance immediately before
the Taxable Transfer. Section 1.597–5(c)(1).)
M transfers branches having a basis of $1
million and is treated as transferring $121
million in cash (the Net Worth Assistance) to
N in exchange for N’s assumption of $120
million of liabilities. Thus, M realizes a loss
of $2 million on the transfer. The amount of
the FFA M must include in its income in
1997 is limited by § 1.597–2(c) to $102
million, which is the sum of the $100 million
excess of M’s liabilities ($200 million) over
the total adjusted basis of its assets ($100
million) at the beginning of 1997, plus the $2
million excess for the taxable year, which
results from the Taxable Transfer, of M’s
deductions (other than carryovers) over its
gross income other than FFA. M must
establish a deferred FFA account for the
remaining $19 million of FFA. Section
1.597–2(c)(4).

(iii) N, as Acquiring, must allocate its $120
million purchase price for the assets acquired
from M among those assets. Cash is a Class
I asset. The branch assets are in Classes III
and IV. N’s adjusted basis in the cash is its
amount, i.e., $121 million. Section 1.597–
5(d)(2). Because this amount exceeds N’s
purchase price for all of the acquired assets
by $1 million, N allocates no basis to the
other acquired assets and, under § 1.597–
5(d)(2), must recapture the $1 million excess
at an annual rate of $166,667 in the six
consecutive taxable years beginning with


