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26 CFR Parts 1, 301 and 602

[TD 8641)

RIk 154 5-ARTY

Treatmen! ¢f Acquisitisn of Cerain
Financiat ir.> ttutions; Certain Tax

Conseques.~es of Federal Financial
aAssistance 1o Financial Insiliutions

AGENCY! Internal Fevenue Service (1RS),

Tressusy.
aznan: Final regulations.

© SUMMARY: This document contuins final

regulations relating to Federal financisl
assistance, &s dafined in section 587{c}-" .
of the lnisrnsl Revenue Cods, thatis s -
raceived by a nancially troubled bank:
orthrift institution. and {0 scquisitions -
of financially troubled bank or thrift 1= =
institutions in which Federal-inancial -~
assistance is provided. This decument

- also contaies final regulations under- >+
: section 7507, These regulations prwxde

. guidance concerning the proper lax °

* treatment of various transaclions *

- involving the rece:pl ol‘ Federal -
* financisl nssistance, "¢ - '

"DATES: These regu]u.uons lu-e eﬂe:nva
. Decernber 21, 1595,

.,l,.

S m it

For dates of apphcabzhly seethe” |
“§1,597-7 Effective date” section under _
the SUPPLEMENTARY INFORMATION portion
of the preamb)e and the effoctive date
provisions {§ 1.5§97—7) of \hjs document.

FOA FURTHER INFORMATION CONTACT. . .
Steven M. Flanagan a\ 202-622-7780,
Vicki J. Hyche ot 202-622-7532, -
William D. Alexander a1 202~622-7710,
or Steven R. Glicksicin sl 202-6522—4439
[not toll-free numbers). - :

SUPPLEMENTARY INFORMATION: ~ L.
Paperwork Reduction Act ’

The collections of information )
contained in these final regulations have
been reviewed end approved by the
QOlfice of Management and Pudgel in
accordance with the Paperwork
Reduction Act (44 U.5.C. 3507) under
control bumber 1545—1300. Responses .

1o these collections of information ate

required to rack deferred incomeand .
ils subsequent recapture, elect ;o
disalfiliate earlier than would otherwise
be permitted. elect to apply the
provisions of the regulauan
relroactvely, and repon uncolieced

. income tax. nt

An agency may not condua or
sponsor, ang a PETSD’J i5 not mummd 8]
respond 10. a colleclion of informauon
uniess the collecuion of information
displays 2 valid control number.

The esumalec annual burden per
re-pondenyrecordkeeper vanes from 1
houri1o 11 hours, depending on
individual ~ircumstances. with an |
estimated average of 4.4 bours

Comments concerning the accurcy of
lbis burden estimale and suggesuoas for
reducing this burden should be senl 1o
the Internal Revenue Semvace, Aun: [RS
Repernis Ciearance Officer T:FP.
Washington, D 20224, end (o the
Qifics of Manapement and Budgel, Atin
Desk Officer for the Department of lae
Treasury, Gffice of lnformauon and
Regulziory aAffairs, Wasitangion, DC
10303,

. collections of information must be

_‘.'.:-:.'_.

Books or records relating 1o thess
[
rewined as long as thair conteals may-:
become -materisl in the adm:msl.nuou P
_ of any internal revenuse law. Generally.
lax returns and tax returmn information v,
ar cnnf‘denual as requlred by 26~ "..
U.5.C. 6103. -;- "
Beckground T
This documont contains ﬁna.l oot
- regulations under section 567, 86 -ie-i
. amended by section 1401 of the . - .-
Finencia! Institutions Reform, Recovery,.
and Enforcement Act of 1889 {Public

‘- Law 191<73) (FIRREA). The regulznoné .
*. provide guidance for banks and ..

domestic building and loan asseciations
{lnstitutions) and their affilistesin ... .-
connection wilh receipl of Federal
Fnancisl assistance [FFA] s defined in
section 597{¢). |

Section 557e) delegales to he
Secretary of the Treasury authority to
prescribe regulations concerning “any .
transaction in which Federal finuncial -
assistance is provided.” These -
regulations are issued under the
authority of section 597(a). .

This document slso amends the
regulations under section 7507 1o reflect
Lhe treatrment of FFA under FIRREA. -

- The 115 publisbed proposed

‘regulations undersections-597 and 7507

on April 22,1992 (57 FR 14794, Fi—6—
89, 1992-1 C.B. 1037).

Public Comments and the Finaj
Regulations

The IRS received comments on the
proposed regulations, and & putlic-
hearing was held on July 17, 1992, After
copsideration of the comments and the
statements made at the hearing, the
proposed-regulations are adopted es

_revised by this Treaswy decision. The _ .

pn.ncxpal comments and revisions are
discussed below’.

Section 2.597-2 Toxotion af FFA

Section 1,587-2 contains rules
conceung accounling for FFA as
incor . The final regulations retain the
propo~cd rule that, generallv, FFA s
income Lo the failed astilution when 1l
is received or accrued in accerdance
with the lnstitziion’s method of
accounting. Secion 1.597-2(c} contains
rules permitting cenamn lnsutunicns o

geles the inclusion of FFA.

Dejerral formula withou! Lontirwing
Equity. Under the propes= regulatic s,
unresclved lastitulions withou:
Comtinuing Eguily were permitied io
defes inclusion ol FFA 1n excess of
amounts delermined unde: a jormula.
The propased formule required current
inzlusion equal 10 the sum of Lsbilines
less aporegaie adjusied basis al the
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Equity deferral provisions apply only ta
‘the limited number of "open bank"”
resolutions not subject 1o the deemed
Taxabls Transfer rules. (At discussed
below, the Taxable Transfer definitipns
have also been ruodified to clarify that -
most “open bank™ assisted ransactions

beginning.of the assistance yeur
(representing losses elready recognized}, .
plus loss in the cutrent yoar
{disregarding FFA)}. The propased
formula generally sllowed Lhe .
Institution the benefit of any prior losses
-, ol its owners’ equity, bul, offset any
-.losses of creditors’ capital by the are treated as Taxable Transfers))
inclusion of FFA. However, wilb respect | The final regulations do not eliminate
- tolosses during the year FFA it + the special treatment of Institutions
- peceived, the proposed formuls did not  with Continuing Equity. The regulations

provide s New £atity or Acguiring a
purchass price adjusument upon any
transler lo Agency (e g., in satisfaction
of the disregarded insurument).

Lo response 1o comments, the final
reguletions also specifically provide for
teptyments 10 Agency by [nstitution
alfilistes. Moreaver, the final regulations
provide that if Agency sells an
Institution's instrument to a third party,
the cales price is treated as & repayment

>

-distinguish between losses of owmniers’
equity and losses of creditors’ capital
and, therefore, offset losses of-owners'
equity by inclusion of FFA. The formula

{togsther with related recapture rules} in -

the final regulaons has been changed
1o reflect that the owners' equity is the
first capital lost and, in a transaction
without Continuing Equity, is not offset
by inclusion of FFA.

Deferral formula with Continuing
Equity. The proposed regulations
allowed deferral under different
conditions where Continuing Equity is
pressnt In thet case, the Institution
mmust include curzently, in addition to
the normal formula amount, income
equal 10 all nel oporating loss carryovers
available 101t Also, an Institution with
Coptinuing Equity mus! recaplure
deferred FFA al Jeast as quickly as pro
rata over a maximum of six years,
regardless of whether it recognizes all of
its built-in losses during that time.

Commentators suggested that the
oruposed regulations unfaitly limited
defermal for Institutions with Conlinuing
Equity and recommended the same
deferral formula apply in all cases. They
criticized the Continuing Equity toncept
because it focused on-the-identity of the
ingtitution's shareholders after Whs

-_assistance rsnsaclion. .
’ Under the deBdition of Continuing”

Equity in the proposed regulations, an
Institution generally would have
Continuing Equity if five percent or
more of its siock at the end of 8 taxable
vezr was awned by shareholders who
owned stock before the institution was
placed in recesvership by a supervisory
agency {Agency] or first received FFA.
Tae five percen! reference was
cusleading because, under § 1.597-5, a
30 percent chacge in ownership
g=aerally resulls in a deemed Taxable
Transfer {now defined in §1.597~
3{a){1)} in which the [ailed Institution is
eaied gs a New Entity. The deferral
rules do not apply afier 3 deemed
Tzxabie Transfer. The finai regulations
:3us clarify that Continuing Equaty
exists only if the Institution is not {i) 8
Bridge Bank. lii} in Agency receivership,
o= (iii) treated as a New Entity. The
oiedification ta the definition of
Continuing Equity 15 not intended as s
substantive change. The Continuing

. provide deferral rules to ameliorate a

liming mismatch between FFA income
-and related losses. Defertal is no
designed to allow built-in losses to
offset operating income instesd of FFA

or to permit the permanent elimination -
of any subsidy provided by Agency. The

requirernen! that Institutions with
Continuing Equity recapture their
deferred FFA within six yearsis s
reasonable safeguard against indefinite
deferral of FFA income, The results
under these rules are comparable in
effect to those appliceble to acquirors in
Taxable Transfers.

The final regulations do, hawever.
modify the Continuing Equity formuia,
which, in the proposed regulations,
counted some losses twice. Recognized
losses represented in the first prong of
the formula (liabilities minus asset
bases} may comprise past of the third
prong (net operating losses available to
the Institution or its consolidated
group). The fina) re
doubie counting of losses.

Transfers of money ond proparty io
Agency. The proposed regulations
contained rules for taxing FFA if money
or propenty is also transferred to
Agency. These rules, together with rules
{or the treatment of FFA received
pursuant to a Loss Guarantee, bave been

clarified, reorganized, and restated in  —-

§1.597-2(d}.

The proposed regulations provided an

pfis=t or deduction for payments by an
institution to Agency to the extent of
previously received FFA. The ryle as
proposed provided limited relief tor
paytments made 10 Agency by & New
Entity or Acquinng. because they
receive little or no FFA. However, an

assisied acquisition can resull inincome
t0 & New Entity or Aoquiring in the formn

of buiit-in gain. Under secuon 597(¢}
and §1.597~3(b), an instrumen issyed
to Agency by a New Entuty or Acguiring
is, in effect, disregarded. If 3 New Entity
or ACqQuiring issues its instrument to
Agency il conneclion wilh the
acquisilion of an lnstitution, the valye
of the instrument is not included in the
purchase price. Consequently. a New
Enuty or Acguiring may have 2 basis
shorifall in Lhe assels acquired lor
deemed acquired) from the failed
Institution. The final regulations

lations comect this

to Agency by the issuver, Furthermore, -
the instrument is trealed as having been

. newly isauad by ths icsuer 1o the halder

at that ime. The RS and Treasury

-believe that this is an appropriste ime

for the issuer to offset FFA or increass
its basis, because the sales price
ressonsbly fixes the value of 1he
instrument, and any subsequent cost
associated with the instrumeni should
be sccounted for in accordance with the
nature of the instrument.

Section 1, 597-4(g} Elective
Disaffiliotion

The proposed regulations would

-aliow a coasolidated group to elect

{after the regulations became final) to
axclude an Institution in receivershi
from its group. The tlection porentially
requires the inclusion of e toll charge™
in the incoms of those members cwning
lhe common stock of the lnstitution {the
member shareholders). The amount of
the toll charge is the excess of the )
disaffiliated Institution's liabilitiesrpver
the adjusted basis ol its assets, The toll.”
charge is intended to rellect the amount
that would be included in income if
Agency wert to provide Lhe antire -
amount of FFA necessary 10 restore the
Institution’s solvency e the timme of the
event permitting disaffiliation,

: Commentators suggesied that the final -

regulations should include the tol)
charge in the income of the disalGiliated
Institution {rather than its member
shareholders), provide the group with a
“tall charge deduction,” end clanfy the
ability of the inember shareholders to
take 3 worthless stock deduction.

Toll charge. Commentaton suggested
that the final regulations include the tell
charge in the income of the failed
Institution rather than its member
shareholders. According to the
commentaloers, including the 10ll charge
in the income of the member
shareholders may result in
disadvantageous slale 1ax conseguences
in those states where banking
corporations are pot permitied 1o file
censolidated returns with nonbacking
corporations. Under the proposed
regulations, a bank bolding corporation
(the disaffiliated lnsutution's
sharebolder} would have 10 include in
mncome the 1oll charge without the
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bepefit of the Institution’s offsetting
losses.

The [RS und Treasury agree that the
toll charge is more appropriately
included in the income of the
Institution (i.e., the entity that is

. reimbursed by Agency for its loss),
because Lhe to]] charge represents

- accelerated FFA income. Thus, the final

regulations provide that the [nslitution,

rather than its member shareholders,-

takes the 10ll charge into income.

Toll charge deduction. Under the .

proposed regulations, the Institution

" does nol recognize buill-in losses on
disafiiliation. One commentator -
suggested the final regulslions provide
for a "toll charge deduction” for the
excess of the Institution's adjusted basis
over its liabilities. According to the
commentator, such a deduction is
sppropriate because the Institution
incurred economic loss while it was »
member of the consolidated group,
before the Institution wes placed in
receivership by Agency.

‘The commenlalor's recommendation
is not adopied in the final regulations
because a tol] charge deduction would
accelerale recognitioa of losses in
advance of realization. Sucha

“deduction is particularly inappropriate
because federal banking laws now
permit placing salvent institutions in
receivership. ln such cases, it is
uncestain whether the loss represented
by such a deduction will ever be
realized.

Worthless stock deduction. Under the
proposed regulations, if an eleclion to
disaffiliate is made, the membars of the
consolidated group are treated as having
disposed of their stock in the
Lostitution. One commentator suggested
that the final regulations clarify that,
upoa disaffliation, the Institution’s

- stoek is worthless,

The fisal regulations address the
comumentalor's concerns by providing
that, as a4 consequence of the election,
the members of the consolidated group
treat their stock in the Inslitution as
worthless if the Institution is factually
insalvent on the date the Institution is
placed in receivership (or on the date
the consolidated group is deemed to
make the eiection to disalfiliale). This
rule preempts olherwise applicable tests
lor worthlessness under section 165 and
§1.1502-19. Any worthless stock
deduction is subject to the limitatiens of
the loss disallowance regulations
{§61.337[d)}1 and 1.1502-20).

Consistency rule. Under the praposed
regulauons, s consolidated group could
elect 1o disaffiliate a subsidiary
lnstitution only if the institution was ils
first subsidiary placed in Agency
receivership afier the enactment of

FIRREA. The election made for the first
subsidiary bound all future subsidiaries
placed in Agency receivership. To
address the concern thet the scope of -
the proposed consistency rule was 100
broad, the final regulations medily the
consistency rule to requirs, generally,
that s consolidated group must elect
consistently only for subsidiary
institutions placed in Agency
relﬁaivership within five years of each
other. .

Section 1.597-5 Taxaoble Transfers

Section 597 spplies to FFA and
transactions in connection with which
FFA is provided. The proposed
regulations generally define a Taxable
Transfer as a transfer of depasit
liabilities or stock while an Institution
is under Agency Control. However, IRS
and Treasury now understand that il is
possible for Agency to resolve an
lnstitution under its control witbout
providing assistance, or to provide
assistance without placing an Instilution
under its control. In light of this
information, the final regulations refine
the definition of a Taxable Transfer.

Under the final regulations, Taxable
Transfers include the transfer of any -
deposil liability in connection with
which FFA is provided or the transfer
of any assel for which Agency bas an
obligation (e.g.. assets covered by Loss
Guarantees). Certain transfers of stock
cause a Taxable Transfer if FFA is
provided in connection with the
transfer, if the Iastitution is a Bridge
Bank or il the Institution has 3 balance
in its deferred FFA account. The phrase
"in connection with” should be
interpreted broadly. I any pany 1o a
transaction receives FFA, sll parties and

all related transactions are within the ~°

scope of these regulaticas. Ta provide
certainly reparding tax treatment for
purcbasers of steck of subsidiaries of”
Institutions under Agency Contral, the
final regulations treat all transactions in
which such a subsidiary leaves its group
as Taxable Translers.

Section 1.597-8 Limitation pn
Ceollection of income Tax

Limitation where tax is borne by
Agency. The proposed regulations
provided that income 1ax aluibutable to
the receipt of FFA or gain on & Taxable
Transfer would net be collected Gom an
Institution without Conbnuing Equity if
Agency would bear the burden of the
tax. Commentalors suggested Lhat the
limitation on noncollection in cases of
Continuing Equity is tnappropriate
because it requires Agency 10 gross-up
any essistance paid 1o cover the tax
tbereon.

The final regulations retain the
limitation on noncollection in cases of
Continuing Equity. The IRS and
Treasury believe that the limitation is
appropriate [or transactions in which
A?ency assists an Institution while
allowing old sharebolders Lo retain their
ownership. Noncollection should not
inure to the benefit of the Institution's
olid sharehalders, who would have use
of the Institution's losses while escaping
responsibility for the tax on related FFA
income. The congressional purpose in
FIRREA to eliminate any tax subsidy [or
assisted transactions requires that the
IRS not waive its rights as ¢ crodilor in
cases where all olber creditors and
equity holders retair their rights.

Transferee linhility. The proposed
regulations limited the collection of a
failed Institution’s income taxes from a
tUansferee in & Taxable Transfer (i.e.. a
New Entity or Acquiring). This rule
wauld not apply if (similar to the
Coatinuing Equity rule discussed above
under the heading “Deferral formula
wilh Continuing Equity”} there is a five
percent overlap in the ownership of tha
transferor Institution and the New
Entity or Acquiring. .

Comumentators supgested that the final
regulations sbould nol include the five
percent overlap exception beceuse the
exceplion appears to punish former
owners of Institulious, Institutions have
difficully tracking ownership, and the
exception contdins 0o limits on
aggregation.

Because good faith purchaesers of
assets for value generally do not have
transferes liability, the final regylations
clarify that Acquiring [the purchaser of
Institution's assets in an actua) Taxable
Transler} is not subject to such liability
in any case. This rule applies even if
snhareholders of Acquiring were
shareholders of the selling lnstitution.

The final regulations do nol, hawever,
excepl 8 New Entity [the resulling
corperalion in a deemed Taxable
Transler) brom collection if the
Institution’s previous equity interests
remzain outstanding in the New Enuty,
or are reacquired or exchanged for
consideration. As in those cases in
which a Taxable Transler does not
occur, the ]RS should remain a creditor
if all other creditors retain their inlerests
and the lastitution’s previous equity
interests had retained value However,
by focusing on whelber previcus equity
interests retain value, the final
regulations eliminate the need to track
or aggregale ownership and do not
penalize any particular patenual
acquirors.
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Section 1.597-7  Effective Date

As proposed, these final regulations
genarally apply to texsble years ending
on or alter April 22, 1992, However, the
provisions of these regulations do not
apply to FFA received or accrued for
taxable years ending afier Apnil 22,
1992, in connection with an Agency
assisted acquisition that occurs beface
April 22,1992 Taxpayers not subject to

_ these regulations must comply with an
inteypretation of the statute that is
reasonable in light of the legisiative
history and applicable administrative
pronouncements. For this purpose, the
rules contaiped in Notice 89-102 {1969~
2 C.B. 436) apply 10 the extent provided
in the Notice.

An irrevocabie election is available to
apply the regulations to taxable years
priat to \he general effective date.
However, the election cannot be made if
the Institution's statute of limitations
kas expired or & section 338 election
was available but not made for the
Institution. In addition, consistent
treayment is required in “open bank”
msolutions that would result under the
regulations in deemed Taxabie Transfers
before April 22, 1992.

The proposed regulations required an
electing taxpayer ta extend the statute of
limitations for all items for three years
from the date of filing the election. The
final regulstions adopt a commentator’s
suggestion that the laxpayer extend the
statuts of limitations only for ilems
affected by application of the
regulations.

An Institation or conselidated group
makes the election on its first annual
income tax retutn filed on or after
warch 15, 1996. However, 1o make the
affirmative election Lo disaffiliate under
§ 1.597~4{g)(5) for an Institvtion placed
10 Agency receivership in a taxable year
ending before April 22, 1992, a
consolidated group must send the
2ffecied losutution the required
sidlement advising it of the elective
disaffiliation on or belore May 31, 1996.
[n that case, the consolidaled group is
deeined to have elected retroactjve
zpplication of these regulations but
@ust severtheless atlach the required
statement 1o its first annual income 1ax
retun fijed on or afier March 15, 1996.

The final regulations provide that
axpayers may relv on Lhe srovisions of
ihe proposed regulations to the extent
iney acted in reliance on the proposed
regulations prior Lo December 21, 1995.
Such reliznce must! be reasopable and
transactions wilb respect to which such
iaxpayers rely must be consistenl wilh
<he pverriding policies of section 597, as
expressed in the legislative history, as

well as the overtiding policies of the
proposed regulations.

Special Analyses

It has been determined that this
Treasury decision is not a significant
regulstory action es defined in EO
12866. Therelore, s reguiatory

Assessment is not requirsd. 1t is hereby
certified that thase regulations do not
have a significant economic impact on
a substantial number of smal] entities.,
This certifeation is based on the fact
that these regulations will generally
only apply to certain financially
troubled financial institutions and the
consclidated groups, if any, 10 which
they belong. Therefore, & Regulatory
Flexibility Analysis under the
Regulatory Flexdbility Act (5 US.C.
chapter 6} is not required. Pursuant to
section 7805(0) of the Internal Revenue
Code, the notice of proposed rulemaking
preceding these regulstions was
submitted to the Chief Counsel for
Advocacy of the Small Business
Administration for comment on its
impact on small business.

Drafting Information

The principal guthor of these
regulations iz Steven M. Flanagan,
Office of the Assistant Chief Counsel
[Corporate), IRS. However, other
personnel from the IRS and Treasury
Depariment participated in their
development,

List of Subjects
25 CFR Part 1
Income \axes, Reporting and

- recordkeeping requirements.

26 CFR Part 301

Employment taxes, Estate taxes,
Excise taxes, Gifi taxes, Income taxes,
Fenalties, Reportiog and recordkeeping
reguirements.

26 CFR Pant 502
Reporting and recordkeeping
requirements.

Adoplion of Amendments (o the
Regulations

Accordingly. 26 CFR parts 1. 101 and
602 are amended as [ollows:

PART 1~—INCOME TAXES

Paragraph 1. The avthority for pan 1
is amended by adding Whe [ollowing
citation:

Auvthority: 26 US.C. 7805~ ° -

Sections 1.597-1 through 1.597-7 also
issued under 26 U.5.C. 397 and 1561,

Par. 2. Sections 1.597-1 through
1.597-~7 are added to read as follows:

§1.597-1 Dshinltions.

For purposes of the regulations under
section 597—

(a) Unless the context otherwise
requires, the lemms consolidated group,
member and sudsidiary have the
meanings provided in §1.1502-1; and

(b] The following terms have the
meanings provided below—

Acquiring. The \erm Acquiring means
a corporation that is ¢ transfererin s
Taxable Transfer, other than a deemed
transferee in a Taxable Transfer
described in § 1.597-5{b).

Agency. The term Agency means the
Reseolution Trust Corporation, the
Federal Deposit Insurance Corporation,
any similar instrumentality of the
United States government, and any
predecessor or successor of the
foregoing (including the Federal Savings
and Loan Insurance Corporation).

Agency Control. An Institution er
entity is wader Agency Controf il
Agency is conservalor or receiver of the
Institution ot entity, or if Agency has
the right to appoint any of the
Institution’s or entity's directors.

Agency Obligation. The term Agency |
Obligation means a debt instrument that
Agency issues to an Institutionor ta a
direct or indirect owner of an
Inslitution.

Bridge Bank. The term Bridge Bank
means an Institution that is organized
by Agency to hold asseis and liabilities
of another Institution and \nat continues’
the operation of the other institution’s
business pending its acquisition or
liquidation, mad that is any of the
followin,

(1) A national bank charered by the
Compuoller of the Cumrency under
section 11(n) of the Federal Deposit
Insurance Act (12 U.S.C. 1821(n)) or
section 21 A(D{10)MA) of the Federal |
Home Loan Bank Act {12 U.SC.
1441a[b{10HA}) or any successor
sections;

(2} A Federal savings association
chartered by the Director of the Office
of Thrift Supervision under sectiop
21A[b)1D}A) of the Federa! Home Loan
Bank Act {12 U.S.C. 1441a(bli1e){A) or
any successor seclion: or

(3} A similar Lostitution chartered
under any other stalutory provisions.

Consolidated Subs:diory. The term
Consolidated Subsidiary means a
member of the consohidated group of
which an Institution is a member that
bears the same relationship to the
Institution that the members ol a
consulidated group bear 1o their
common parent under secion
1504(a)01}

Continuing Equity. An Insiitution has
Continaing Equity for any taxable vear
if. on the last day of the taxable year. the
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Lasttution is oot (1) a Bridge Bank, {2)
in Agency receivership, or (3} treated as
a New Entity.
Cantmﬂed Entity. The term
Controlled Entity means an entity under
esncy Control. --
ederal Fingncial Assistance ([FFA).
- The term Federal Financial Assistance
+- {FFA), s defined by section 597(c), -
" means any money or property provided

F2- by Agency to an Institution or to e direct
.= grindirect owner of stock in an
. Instivution under sectiop 406(f) of the

National Housing Act (12 U.5,C.
1729(f}), section 21A(b](4) of the Federal
Home Loan Bank Act {12 U.S.C.
1441a(b)[4)), section 11(0) or 13(c) of the
Federal Deposit Insurance Act (12
U.S.C. 18210, 1823(c)). or under ny

" similar provision of law. Any such
money or propenty is FFA, regardless of
whether the Institution or any of its
affilintes issues Agsncy a note ot other
obligation, stock, warrants, or other
rights to acquire stock in connection

" with Agency's provision of the money
or property. FFA includes Net Worth
Assistance, Loss Guarantee payments,
yield maistehance payraents, cost to
camry or cost of funds reimbursement
payments, expense reimbursement or
indemnity payments, and interest
{including original issue discount) on an
Agency Obligaton.’

institution. The term Institution
means an entity that is, or immediately
before being placed under Agency
Caoptrol was, 8 bank or domestic
building and loan association within the
meaning of section 597 (including a
Bridge Bank]. Except as otherwise
provided in the regulations under
section §97, the term [nstitution "~ -
inzludes a New Entity or Acquiring that

—is a bank or domestic buildiag and loan
associstion within Lthe meaning of
section 597.

Loss Guorantee, The 1erm Loss
Guarantee means an agreement
pursuant to which Agency or a
Copurolied Entity guarantees or agrees Lo
pay ap Institution a specified amount
upon the disposition or charge-ofi (in
whole or in part) of specific assets, an
agreement pursuant to which an
Institution bas 2 nght 1o pul assets to
Agency ot a Controlled Entity at a
specified price, or & similar
arrangement.

Net Worth Assistence. The term Net
Worth Assistance means money ol
property {including an Agency
Obligation to the extent it has a fixed
prindpal amount) that Agency provides
as an integra! part of a Taxable Transfer,
other than FFA that accrues after the
date of the Taxable Transler. For
example, Net Worth Assistance does not
wclude Loss Cuarantee paymenis, yield

maintenance payments, cost 16 carry of
cost of funds reimbursement peyments.
or expense reimbursement or inderonity
paymenis. An Agency Obligation is
considered to have & fixed principal
amount nolwithstanding an e ement
providing for its adjustment

issuance to reflect a more accu.rata
determination of the condition of the
Institution a1 the time of the acquisition.

New Entity. The lerm New Ertity
means the new corporation that 1s
treated as purchasing &)l of the assets of
an Old Eatity in a Taxable Transfer
described in § 1.597=5(b].

Oid Entity. The tertn Old Entity means
the Institution or Consolidated
Subsidiary that is trealed as selling all
of its assets in a Taxable Transfer
described in § 1.597-5{b).

Residual Entity, The term Aesiduaf
Entity meant the entity that remains
after an institution Lransfers deposit
liabilities to a Bridge Bank.

Taxabie Tmnsfcr The term Taxable
Transfer has the meaning pmv:ded in
§ 1.557-5(a)(1). :

§1.5972 Taxatton of Federli Finaneia
Asalstance.

{a) Inciusion in income-—{1] In
general. Except as otherwise provided
io the lations under section 597, all
FFA is includible as ordinary income 10
the recipient al the time the FFA is
received of accrued in sccordance with
the recipient's method of accounting.
The amount of FFA received or accrued
is the amount of any money, the fair

- market value of any property (other than

an Agency Obligation), and the issue
price of any Agency Otligaticn
(determined under § 1.597-3(c}{2}). An
Institytion (apd not the nominal
recipient)-is treated as receiving directly
any FFA that Agency provides in &
taxable vear to a direct or indirect
shareholder of the Institution, 10 the
exlent money or property 15 vansfemred
1o the Institulior pursuant te an
agreemenl wath Agency.

[2) Cross references. See patagraph {c}
of this section for rules regarding the
timung ol inclusion of certain FFA. See
paragraph {d) of this section for
additiana! rules regarding the treatment
of FFA received in connecuon with
transfers of money or propery 1o
Agency or a Controlled Entity, or paid
pursuant lo a Loss Guaraniee. See
§1597-5{c)1} for additional rules
regarding the inclusiun of Net Worth
Assistance in ke income of an
Institution.

{b) Basis of property thot 15 FFA. I
FFA consists of property. the
institution’s basis in the propeny equals
the lair market value of the propeny
[pther than an Agency Obligation} or the

issue price of the Agency Obligation, s
determined under § 1.597-3{c)(2}.

{€) Timing of inclusion of certoin
FFA={(1} Scope. This paregraph (¢)
limits the amount of FFA an lostitution
must include in income currently under
teriain circumsiances and provides
rules for the deferred inclusion in
incomae of amounts in excess of thase
limits, This paragraph (c) toes not apply
e e New Entity or Acquiring.

{2) Amount currently included in
income by an Institution without
Continuing Equity. The amount of FFA
an [nstitution without Continuing
Equity must include in income in »
taxable year under parspraph [a}(1) of
this section is limited (o the sum of—

{i} The excess st the beginning of the

. taxable vear of the Institution’s

liabilities over the adjusted bases of the
Institution’s sssets: and

(ii) The amoum by which the excess
for the taxable year of the Institution"s
deductions sllowed by chaptor 1 6f the
Internal Revenue Code {other than net
operaling and capital loss carryovers)
over its gross income (determined
without regerd to FFA); is greater than
tho excess at the baginning of the
taxable year of the adjusted bases of the
institution’s assets aver the lnstitution's
Liabilities.

(3} Amrount currently included in
income by an Institution with
Continuing Equity. The amount of FFA
an Institotion with Contipuing Equity
must include in income in a taxable
year under paragraph (a)(1) of Uds
section is limited to the sum of—

(i) The excess at ibe beginning of the
taxable year-of-the lnstitution’s
liabilives over the adjusted bases of the
Institution’s-assets; .

{ii) Tbe grealer of-—

(A) The excess for the taxable year of
the Inslitution’s deductions allowed by
chapter 1 of the Internal Revenue Code
{other than nel operaung and capital
loss carryovers) over ils pross 1icome
[determined without regard to FFA) ot

(B) The excess for the 1axable year of
the deductions aliowed by chapter 1 of
the Interna} Revenue Code (other han
net operating and capital loss
carryovers) of the consolidated group of
which the lnstiwwion is a member on
the last day of the institution’s taxahle
Year over \he group's gross incorne
{determined without regard to FFA);
and

{iiil) The excess of the amount of any
net operaung loss carryover of the
lnstitulion [or in the case of a carrvover
from a consolidated rewrrn vear of the
Institutian's current consolidated group,
the net operating loss carryover of tze
group) to the taxable year over the
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amount described in paragraph (e)(3)(i)
- of this section.

{4) Deferred FFA=(i) Maintenance of
occount, AR Lnstitution mus! establish »
deferred FFA account commencing in
the first taxable year in which it receives
FFA that is not currently included in
income under paragraph (c)(2) or [c)i3)
of this section, and must maintain that
account in sccordance with the
requirements of this paregraph (ei(4).
The Institition mus! add the emount of
any FFA thet is not currently included
in income undar paragraph {cK2} or
(c)(3) of this section to its deferred FFA
sccount. The Inslitution must decrease
the balance of its deferred FFA nccount
by the smount of deferred FFA included
in income under paragraphs (c)(4)(ii),
{iv] ang {vi of this section. {See aiso
paragraph [d){$)(i)(B) of this section for
ather adjustments thal decrease the
deferred FFA account.) If, under
paragreph (c](3) of this section, FFA is
not cwrently included in income in e
taxable year, the Institution thereafter
mus! maintain its deferred FFA account
on a FIFO (first in, first oul) basis (e.g...
{or purposes of the Rrst sentence of
paragraph (c}{4}iv) ol this section).

{ii] Deferred FFA recapture. In any
taxable vear in which an Institution has
a balance in its deferred FFA account,
it must include in income an amount
equal 10 the lesser of the amount
described in paragraph {c)(4)(iii) of this
section ot the balance in its deferred
FFA account.

{iif) Annuel recopture amount—{A)
Institutions without Continuing Equity—
1) In genercl. In the case of an
Institution without Continuing Equity,
ihe amount deseribed in 1his paragraph .
lc)(4)(iji} is the amount by which—

(/) The excess for the 1axable year of
the Institution's deductions allowed by
chapter 1 of the Internal Revenue Code
{other than net operating and capital
ipss cArTyOVers) over jis gross income
iiaking into account FFA included in
_acome under paragreph {cl[2} of this
section); is greater than

{i?) The Institution's remaining equity
2s of the beginning of the 1axable vear.

{3) Renarnirng equity. The
asttution’s remaining equity is—

{i) The amount at the beginning of the
zxable vear in which the deferred FFA
zccount was eslablished equat 1o the
zdjusted bases of the Institution's assets
minus the Institution's liabilities {which
zZnount may be posilive or negalive);
2ius
" (i) The Institution’s taxable income
computed withoul regard 10 any
myrvover from any oiber yeat) in any
subsequent iaxable year or vears: minus

{1ii} The excess in any subsequent
:axable year or vears ol the Institution’s

deductions allowed by chapter 1 of the
Internal Revenue Code {other than net
operating and capital loss carryovers)
over ils gross income.

(B} Institutions with Continuing
Egquily. In ths case of an Institution with
Continuing Equity, the amount
described in this peragraph (c)4}{iii} is
the amount by which the Institution's

deductions allowed by chapter 1 of the

Internal Revenue Code (other than net
operaling and capital loss caryovers)
sxceed ils gross income (taking into
account FFA included in income under
paragraph (c]{3) of this section).

{iv] Additional deferred FFA
recopture by an Institution with
Continuing Equity. To the extent that, as
uf the end of a taxable year, the
cumulative amount of FFA deferred
under paragraph (£)(3) of this seciion
thet an Institution with Continuing
Equity has recaptured under this
paragraph (c)(4}) is less than the
cumulative amount of FFA delerred
under paragraph (c}(3} of this section
tha! the Institution would have
recaptured if that FFA had been
included in income ratably over the six
taxable years immediately following the
laxable year of defestal. the Institution
must include that difference in income
for the taxable year. An Institution with
Continuing Equity mus! include in
income the balance of its deferred FFA
account in the taxable year in which it
liquidates, ceases to do business,
transfers (other than to a Bridge Bank]}
substantially all of its assets and
liabilities, or is deemed 10 transfer all of
i1s assets under §1.597-5(b).

{v] Opticnal accelerated recapture of
deferred FFA. An Institution that bas a
deferred FFA account may include in
income the balance of iis deferred FFA
account op its timely filed (including
extensions) original income 1ax return
{or any taxable year that it is not under
Agency Contrpl. The balance of its
deferred FFA accoun! is income on Lhe
last day of that year.

{5) Exceptions io Jimmitations on use of
losses. In computing ap Institution’s
taxable income or alternative minimum
l1axable income for a 1axable vear,
sections 55{d}(1), 382 and 383 and
§§1.1502-15. 1.1502-21 and 1.15G2-22
do not limil the use of Lhe alicbutes of
the institytion to the extent. if any, that
the inclusion ol FFA (including
recaptured FFA| in incame resulis in
laxable incomne or aliernative minimum
laxable income (determined without
tegard 10 this paragraph [c}(5)) [or the
laxable year. This paragraph (c){3) does
not apply 1o any limitation under
seclion 342 or 383 o1 § 1.1502-13,
1.1502-21 or 1.1502-22 thal arose 1n
connection with ot prortoa

corporation becaming a Consolidated
Subsidiary of the Institution.

{6) Operoting rules—{i) Bad debt
reserves. For purposes of paragraphs -
(cl(2). [c}3) and (c}{4) of this section,
the adjusted bases of an Institution’s
sssois are reduced by the amount of the
Institution's reserves {or bad debts
under section 585 or 593, other than
suppiemental reserves under section
533,

(ii) Aggregation of Consolidated
Subsidiaries. For purposes of this -
peragraph (c), an Institution is treated as
a single entity thal includes the income,
expenses, assets, lisbilities, and
attributes of its Consolidated
Subsidiaries, wilh appropriate
adjustments tc prevent duplication.

(iii) Alternative minimum tax. To
computs the slternative minimum
taxable income altributable to FFA of an
Institution for any taxable year under
section 55, the rules of this section, and
related rules, are applied by using
alternative minimurm tax basis,
deductions, and all other items required
10 be taken into account. All other
alternative minimum tax provisions
continue to apply. -

{7} Eornings apnd profits. FFA that is
not currenily included in income under
this paragraph {c} is inciuded in
earnings and profits {or atl purposes of
the Internal Revenue Code o the extent
and st the time it is included in income
wnder Lhis paragraph {c). .

{d) Tronsfers of money or property to -
Agency. and property subjact ta a Loss
Guarontee—(1) Tronsfers of property to

- Ageacy. The transier of property (o

Agency or a Controlled Enlity is a
taxable sale ar exchange in which the
Institution is treated as realizing an
amount equal to—

(i) The property’s fair market value; or

{ii) For property subjeci to a Loss
Guarantee, the greater of the property's
fair market value or the guaranteed
value or price at which the propenv can
be put at the ume of transfer.

|2) FFA with respect to property
covered by a Loss Guarantee other than
on transfer to Agency. (i) FFA provided
pursuant to a Loss Guaraniee with
respect o covered property is included
in the amount reahzed with respect 1o
the property to the extent Lhe total
amounl realized does not exceed the
grealer of—-

(A) The property’s fair market valye:
or

{B) The guaranteed value or price al
which the propeny can be pul at the
ume of transfer.

{ii) For the purposes of this paragraph
{d)(2), references to an amoun! realized
include arnounls ebtained ia « hole ar
partial satisfaction of loans, arournls
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obtained by virtus of charging off or
marking to market coversd property,
and other amounts similarly related to

roperty, whather or not dispoaed ol
P {:?}eTr);utmem of FFA received in -

' "1 - exchange for property. FFA included in

%= the amount realized for property under

=~ this paragraph {d) is not includible in

-~-- income under paragraph (2)(1) of this

.7 section. The amount realized is treated

. _-in the same manner as if realized from
= a persop other than Agency ora

Coatrolied Entity. For example, gain
attributable 10 FFA received with
respect to a capital asset retains its
character as capital gain. Similarly, FFA
received with respect to property thal
-has besn charged off for income tax
purposes is treated as a recovery to the
extent of the amount previously charged
off. Any FFA provided in excess of the
amount realized under this paragraph
{d} is includible in income under
paragraph (a}{1) of this section,

{4) Adjustment to FFA~i) In general.
If an Institution pays or {ransfers money
ot property to Agency or a Controlled
Entity, the amount of money and [air
market value of the property is an
adjustraent to ils FFA to the extent the
amount paid and transferred exceeds
the amount of money and fair market
value of property Agency or a
Controlled Entity provides in exchange.

fii) Deposit insurance. This paragraph
{d}{4) does not apply to amounts paid 16
Ageuocy with respect 1o deposit
insurance.

(iii) Treatment of an interest held by
Agency or a Gontrolled Entity—|A) In
general. For purposes of this parsgraph
{d}. an interest described in § 1.597-3(b)
is not treated as property when
transferred by the issuer to Agency ora
Controlled Entity nor when acquired
from Agency or a Controlled Entity by
the issuer.

(B} Dispositions to parsans other than
issues. On the date Agency ora
Coatrotled Entity transfers an interest
described in § 1.597-3{b} ta a holder
other than the issuer, Agency or a
Controlled Entity, the issuer is treated
for purposes of this paragraph (d)(4) as
having transferred to Agency an amount
of money equal to the sum of the
arnount of money and the fair market
value of property thal was paid by the
new holder as consideration for the
iaterest.

{iv) Consolidated groups. For
purposes of Lthis paragraph (d). an
9lnstitution will be treated as having
made any transfer to Agency of a
Controlled Entity \bat was made by any
other member of sts consolidated group.
The consolidaied group must make
appropriate investment basis
adjusumenit to the exient the member

transferring money or olher property is
nol the member that received FFA. .

(5) Manner of making adjusuments to
FFA—{i) Reduction of FFA and deferred
FFA. An Institution adjusts iis FFA
under paragraph (d)(4) of 1his section by
reducing in the following order and in -
&n aggregets amount not groater than the
adjustment-— :

(A) The amount of any FFA that is-
otherwise includible in income for the
taxable year (befors application of
parsgraph (c} of this section); and

(B) The balance {but not below zero) -
in the deferred FFA account, if any.
maintained under paragraph [c}4) of
this section. .

{ti) Deduction of excess omounts. If
the amaunt of the adjustment exceeds
the surn of the amgounts described in
paragraph (d)(5) (i) of this section, the
Institution may deduct the excess to the
extent the deduction does not exceed
the amount of FFA included in income
for prior taxable yeers reduced by the
amount ol deductions allowable under

this paragrapb {d){5)(ii} in prior taxable -

years.

{iii) Additional adjustments. Any
adjustment to FFA in excess of the sum
of the amounts described in paragraphs
{d)(s)(i) and (ii) of this section is
treated—

(A) By an Institution other than a New
Entity or Acquiriag, 8s a deduction of
the amount in excess of FFA received
that is required to be transferred to
Agency under section 11{g) of the
Federal Deposit Insurance Act {12
U.5.C. 1821(g)): or

{B) By a New Entity or Acquiring, as
an adjustment 1o the purchase price
paid in the Taxable Transfer (see
§1.338(b}-3T}.

(e} Examples. The {ollowing examples
illustrate the provisions of this section:

Example 1. Timing of inciusion of FFA in
income, (i} Institution M, a calender vear
taxpaver without Conunuing Equity because
itis in Agency receivership, is not 2 member
ol a consolidaied group and has not been
acgquired in a Taxable Transfer. On |anuary
1, 1997, M has assets with a (o1a) adpusied
basis of 5100 million and 101zl Liabilities of
5120 million. M's deductions do not exceed
its gross income {determined withoul regard
o FFA) for 1997, Agepcy provides $30
million of FFA 10 M in 1997, The amount of
this FEA that M musl include in income in
1897 15 limited by §1.597-2(c)(2) 10 520
million. the amount by which M's liabilines
{5120 million) exceed the 1otal adjusied basis
of tts assets (STO0 million] al the beginning
of Lthe tazahle year. Pursuant 1o §1.597~
2{c)a)(i). M must establish a deferred FFA
account [or the remaining 510 million.

{1i) Il Agency msiead jends M 1the 530
milivon, M's indebiedness 1o Agency s
disregarded and the resulis arc the same as
in paragraph {i} of this Exomple 1. Sechan

597(ck; §4 1.597-1{b] (defining FFA) and
1.597-3(b).

Example 2. Tronsfer of property to Agency. .
{i] lostitution M, » calendar year taxpeyer
without Continuing Equity because il is ip
Agency receivership. is oot & member of a
consolideted group and has not been
scquired in a Taxable Transfer. At the
beginning of 1994, M's remaining equity is S0
snd M hes a deferred FFA account of $10
million. Agency-does nol provide any FFA 10
M in 1998, During the year, M wansfers
property not covernd by a Loss Guarantee to
Agency aod does nol receive any
considerstion. The property bas an adjusted
basis of $5 miliion snd w lair market value
of 51 miltion »f the time of the tansfer. M
bas no oiber taxable incomae or loss in 1998,

{ii) Under § 1.597=2(d}1}. M is treated as
seiling the property for 51 million, its fair
roarket value, thus recogrizing a $4 million
loss [$5 miliion=81 million). In saddition,
becausa M did not receive any consideration

-from Agency, under § 1.597-2(d}{4) M has an

adjustment 10 FFA of $1 million, the amount
by which the fair market velue of the
tansferred propenty (51 million) exceeds the
consideration M received from Ageocy [$0).
Because no FFA is provided 1o M in 1998,
this adjustment reduces the balence of M's
deferred FFA account to 59 millien {$10
million-$1 million). Section 1.597-
2(d}5)(i}B). Because M's 54 million Joss
causes M's deductions to exceed s gross
income by $4 million in 1998 end M has no
remaining equity, under §1.587-
2{c)(a)iii)(A) M must include $4 millicn of
deferred FFA in income. sod must decrease
the remaining 5% million balance of iLs
deferred FFA account by the same amount,
leaving a balance of 5% million. "

Exampie 3. Loss Guargntee, lnstitulion ,
a calendar year taxpayer, sells an asset
covered by a Loss Guarantee to an unrelated
third party for §4.000. 's adjusted basis in
the ssset at the time of sule and the asset's
guaranteed value are both $10,000. Pursuani
\a the Loss Guarantee, Agency pays ( 55,000
{510.000—-54.000). Q's amount realized from
the sale of the asset is 510,000 {S4,000 from
the third party and 56,000 from Agencyi.
Section 1.597-2{d)(2). Q realizes no gaip or
loss on the sale (510,000-510.000 = 50). and
therefore includes none of the 86,000l FFA
1l receives pursuant 1o the Loss Guaraniee in
income. Section 1.597-2(d}{3).

§1.597-3 Other rules.

(a) Ownership of assets. For all
income lax purposes, an Institution 1s
teated as the owner ol all assets
covered by 2 Loss Guaraniee, yield
maihienance agreement, or cosl lo carry
or cost ol funds reumbursement
agreement, regardless of whether
Agency lor a Controlled Entily)
ptherwise wayld be treated as the owner
under general principles of income
laxation.

(b) Debt and equity interests received
by Agency. Debt instruments, stock,
warrants, or sther nights 10 acguire stock
of an Institution Tor any of 1ts alfihates)
that Agency or s Controlled Enuty
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receives in comnection with e °

transaction in which FFA is provided
ars not teated as dabt, slock or other
eqmly interests of orin the issuer for

purpose of the Inlernal Revenue

Code whﬂe beld by Ageney ora
Controlled Entity. Cn the dats Agency
or a Conlrolled Entity transfers an
interest described in this parsgreph (b)
to a bolder other than Agency ora -
Controlled Entity, the interest is treated
4s baving been newly issued by the
issuer to the holder with an issue price
squal to the sum of the amount of
money and the fair market valus of
property paid by the new holder in
exchange for the interest,

(<) Agency Obligations—{(1) In
genercl. Except ns otherwise provided
in this paragraph (c). the original issue
discount rules of sections 1271 et seg.
apply to Agency Obligations.

{2} Issue price of Agency Obligations
provided os Net Worth Assistance. The
issue price of an Agency Obligetion that
is provided as Net Worth Assistance and
that bears interest al either & single fixed
rate or a qualified floating rate (and
provides for no contingent payments] is
the lesser of the sum of the present
values nf all payments due under the
obligation, discounted at a rate equal to
the applicable Federal rate (within the
meaning of section 1274{d) (1} and (3))
in effect for the date of issuance, or the’
stated principal amount of the
obligation. The issve price of an Agency
Obligstion that bears a qualified [loating
rale of interest (withip the meaning of
§1.1275-5{b)) is determined by treating
the obligation as bearing a fixed rate of
interes! equal to the rate in effect on the
date of tssuaace under the obligalion.

(3) Adjustments to principal amount.
Exceptas provided in §1.597-
5{d){2}{iv), this paragraph [c){3) applies
il Agency modifies or exchanges an
Agepcy Obligalion provided as Net
Worth Assistance [or a successor
obligation}). The issue price of the
modifed of new Agency Ubligation is
deiermined under paragraphs (c) (1} and
12} of ikis section. If the issue price ic
greater than the adjusted issue price of
the existing Agency Obligalion, \he
difierence is reated as FFA. 1 the issue
price is less than the adjusted issue
pnce of the existing Agency Obligation,
the difference is trealed as an
adjusupent 1o FFA under §1.597—
2(d)l4)-

Id} Successors. To the extent
necessary to effectuate the purposes of
the regulations under section 587, an
entiry's treatment under the regulativns
applies 10 ils successor. A successor
includes a vrans{eree in & transaction to
which sectyon 381{a) applies or s Bridge

Bank to which another Bridge Bank
transfers daposit lisbilities.

(e} Loss disallowance. For purpeses of
§1.1502-20, FFA and the amouni
described in §1.597-—4{g){3} are treated
as kn extraordinary gain disposition
within the meaning of § 1.1502~
20(c)(2)(i) and a Taxable Transfer is .
treated as an applicable asset

. acquisilion under section 1060{c) wilhin

tbe meaning of §1.1502~

-20(cH 2NN €.

{0 Losses and deductions with-respect
to covered assels. Prior (o the
disposition of an assel covered by a Loss

" Guaranies, the assat cannot be chugad

off. marked (o a merket value,
depreciated, amortized, or olberwise
treated in a manner that supposes an
actual or possible diminution of value
below the greater of the assel's highes!
guaranteed value or the hlghﬁt price nt
which the asset can be

(g) Anti-abuse rule. The regulaucns
under section 597 must be applied in a
manner consistent with the purpases of
section 597. Accordingly, if. in

- structuring or engaging in any

transaction, a principal purpose is to
achieve & tax result Lbal is inconsistent
with the purposes of section 597 and the
regulations thereunder, the
Commissioner can make appropriate
adjustments to income, deductions and
other ilems that would be consisient
with those purposes.

§ 1.557-4 Bridge Banks and Agency
Control.

(a) Scope. This section provides rules
that apply to a Bridge Bank or other
Institution under Agency Control and to-
transaclions in which an Institution
transfers deposit liabilities {whether or
nol the Institution also wanslers asseis)
to a Bridge Bank.

{b} Status as taxpaoyer A Bridge Bank
of otber Lnstitution under Agency
Control is a corporation within the
meaning of seclion 77011a)l3) {or all
purposes of be Internal Revenue Code
and is subject to all Inlernal Revenue
Code provisions that generally apply to
corporations, including those relzing ta
methods of accounting and 10
requirements for filing retwras, even il
Apency owns stock of the Instituiion.

(cl No section 382 ownership change.
The impasition of Agency Control, the
canceltation of Institution stock by
Agency. a ransaclion in which an
{nsiitution transfers deposit liabilities to
a Bridge Bank. and an election under
paragraph {g) of this setton are
disregarded in determining whether an
ownership change bas oecurred wilhin
tbe meaning ol section 382{g).

(4} Transfers te Bridge Banks»—[‘l) In
genergl. Excep! as otherwise provided

in paragraph (g) of this section, the rules
of this paragraph (d} spply 1o transfers
to Bridge Banks, in genera}, & Bridgr
Bank and its associated Residual Entity
are together treated as the successor
entity ta the transferring Institution. If
an [nstitution transfers deposit
liabilities to a Bridge Bank (whether or
not it also transfers assets), the
Institution recognizes ne gain or loss on
the transfer and the Bridge Bank
succeeds to the transferring Institution’s
besis in any Uansferred assets. The
associsted Residual Entity retains its
basis in any assets it continues 1o held.
Immediately sfter the transfer, the
Bridge Bank succeeds to end takes into
account the transferring [nstitution's
ilems described in seclion 381{c})
(subject to the conditions and
limitations specified in section 381{ci},
taxpayer identification number ("TIN"},
delerred FFA account, and accounl
receivable for future FFA as described
in paragraph (gl{4)(ii) of this section.
The Bridge Bank also succeeds to and
conlinues the Lranslemring Institution”s
taxable year.

{2) Transfers to a Bridge Bank from
multiple Institutions. Il two or more
Institutions uansfer deposit liabilities to
the same Bridge Bark, the rules in
paragruph {d){1) ol this section are
modified ta the extent provided ia this
parapraph (d){2). The Bridge Bank
succeeds to the TIN and continues the
taxable year of the Institution that .
transfers the largest amouni of deposits
The tuxable years of the other
trapsierring Institutions close at the time
of the trensfer_ If 2l the transferor
Institutions are members of the same
consolidated groug, the Bridge Bank's
carryback of losses 1o the Institubion that
transfers the fargest amount of deposits
is not Lmited by section 381{b){3). The
limitations of section 381(b}{3) do apply
1o the Bridge Bank's carrybacks ol iosses
to &}l other wransferor Institutions. 1f the
trans[ercr Instifutions Are pot all
members of the same consolidated
group. the limitations of section
381(0)(3) apply with respect 1o all
transferor tnstitutions. See paragraph
{gll6)01i) ol Lhis section for additiunal
rules that appiv if two or mare
[nstitutions that are nol members of the
same consolidated group transfer
deposit hiabilities to the same Bndge
Bank.

le} Treatment of Bridge Bani and
Residuel Entity as o single entit. A
Bridge Bank and its associated Residual
Eatity ar Entities are treated as a single
entity for income tax purposes and must
fle a single combined income 1ax
retwrn. The Bridge Bank is responsible
for filing all income tax relums and
statements for 1hus single entity and s
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the agent of sach associated Residual
Entity 10 the same extent as if the Bridge
Bank were the common parent of a’
consalidated group including the
Residual Entity. The term Institution
includes & Residual Entity that files a

.. combined return-with its associated

.Bridge Bank, .. -

(f) Rules applicabis to members of

groups—{}) Status gs
members. Unless an slection is made
under paragraphb [g) of this section,
"Agency Control of an Institution does
not termioate the Institution’s
membership in & consolidated group.
Stock of & subsidiary that is canceled by
Agency is treated as bald by the
members of the consolidated group that
hald the stock prior to its cancellation.
If an Institulion is a member of »
consolideied group immediztely belare
it transfers deposil lisbilities 1o & Bridge
Bank, the Bridge Bank succeeds to the
Institution's status as the common
parent or, unless an election is made
under paregraph (g} of this secticn, as a
subsidiary of the group. If a Bridge Bank

_succeeds to an Institution's status as a
subsidiary, its stock is trested as held by
tha shareholders of the transferring
Institution, and the stock basis or excess
-loss account of the Institution carries
over to the Bridge Bank. A Bridge Bank
is treated 45 owning stock owned by its

: associated Residual Entities, including
for purposes of deterpining
membership in an affiliated group.

{2) No 30-day election to be excluded
from consclidated group. Neither an
Institution nor any of its Consolidated
Subsidiaries may be excluded from a
consolidated group for a taxable year
under §1.1502-76([b){5)(ii), as contained
in 26 CFR part 1 edition revised April
1, 1994, if the Institution is under
Agency Coalrol at any time during the

year.

* (3) Coordination with consolidated
retwn regulations. The provisions of the
regulations under section 597 take
precedence over conflicling provisions
in the regulations under section 1502.

(g} Elecuve disaffiliation—{1) In
general. A consolidated group of which
an Institution is # subsidiary may elect .
irrevocably not to include the
Institution in its affiliated group 1f the
[nstitution is placed in Agency
receivership (whelher or not assets or
deposit liabilities of the lnstitution are
transferred to 3 Bndge Bank). See
paragraph (g6} of this section for
circumstances under which a
consolidaled group is deemed 10 make
this election.

(2} Consequences of election If the
election upder this paragraph (g} is
made wilh respect lp an Institution, the
following consequences occur

immediately befors the subsidiary
lnstitution to which the election applies
is placed in Agency receivership (o, in
the case of a deemed election under
paragraph (g)(6) of this section,
immediately before the consolidated
p is deerned to make the election)

and in the following order—

(i) All adjustments of the Institution
and its Consolidated Subsidiaries under

. section 481 are accelerated;

{ii} Deferred intercompany gsins and
losses with respect to the Institution and
its Consolidated Subsidiaries are taken
into sccount and the Institution and its
Consolidated Subsidiaries take into
account any olher items required undear
the regulations under section 1502 [or
members that become nonmembers
within the meaning of § 1.1502-32(d)(4);

{iii} The taxable year of the institution
and its Consolidated Subsidiaries closas
and the Institution includes the ammount
described in paragraph (g){3) of this
section in income as ordinary income as
its last itern for that taxable year;

(iv) The members of the consolidated
group owning the common stock of the
Institution include in income any excess
loss account with respect to the
Institution’s stock under § 1.1502-19
and any other items required under the
regulations under section 1502 for
mermbers that own stock of corporations
thai become nonmembers within the
meaning of § 1.1502-32{d)}{4): and

(v} If the Institution's liabilities
exceed the aggregate [air market value of
ils assets on the date the Insutution is
placed in Agency receivership (or, in
tbe case of 2 deemed election under
paragraph (g)(6) of Wis section. on the
date the consolidated group is deemed
to make the election), the members of
the consolidated group treat their stack
in the Institution as worthjess. (See
§§1.337(d)-1 and 1.1502-20 for
potential limitations an the group's
worthless stock deduction.] in all other
cases, the consolidated group will be
treated es owning steck of a nonmermnber
corporation until such siock 1t disposed
of or becormes worthless under rules
otherwise apphicable.

(3) Toli charge. The amount described
in this paragraph {(g}{3) is the excess of
the Institution's liabilities pver the
adjusted bases of its assels ymmediately
before the Institution is placed in
Agency receivership (or. in the case of
a deemed election under paragraph
{g)(6) of this section, immediately before
the consolidated group is deemed to
make the election). In computing this
amount, the adjusted bases of an
Institulion’s assets are reduced by the
amount of the Institution's reserves for
bad debts under section 585 or 583,
other than supplemenial reserves under

section 593. For purposes of this
paragreph (g}3), an Institution is treated
as a single entity that includes the assaly
and liabilities of its Consolidaled
Subsidiaries, with sppropriate
adjustments to prevent duplication. The
amount described in this paragraph
(g){3) for alternative minimum tax
purposes is determined using
slternative minimum tax basis,
deductions, and all other items required ,
to be taken inlo account. In computing
the increase in the group's taxable
income or alternative minimum taxabls
income, sections 56{d}(1}. 362 and 383
and §§1.1502-18, 1.1502-21 and
1.1502-22 do oot limit the use of the
attributes of the Institution and its
Consolidaled Subsidiaries to the extent,
if any. that the inclusior of the amount
described in this paragraph {g)(3) in
income would result in the group
having taxable income or alternative
minimurm 1axable income {determined
without regard to this sentence) for the
taxable year. The preceding sentence
does not apply 10 any limitation under
section 382 or 383 or §§ 1.1502-15,
1.1502-21, or 1.1502-22 that arose in
connection with or priorio »
corporetion becoming s Consolidated
Subsidiary of the Institution.

(4} Treatment of Institutions after
disaffiliation—{i) in genercl. If the
election under this paragraph (g) is
made with respect to an Insttution,
immedialely after the Institution is .
placed in Agency receivership {or. in
the case of a deemed election under
paragraph {g)(8) of this section,
irumediately after the consolidated
groap is deemed to make the election),
the Institution and each of its
Consolidsted Subsidiaries are treated for
income Lax purposes as pew
corporations that are not members of the
electing group's affiliated group. Each
new corporation retains the TIN of the
corresponding disaffiliated corporstion
and is trested as having received the
assels and Jiabilities of the )
corresponding disalfiliated corporaticn
in 8 transaction 10 which section 351
applies {and in which no gain was
recognized under section 357(c) or
otherwise). Thus, the new corporation
has no net operating or capital loss
carryforwards. An election under this
paragraph (g} does pot terminate the
single entity treatment of a Bridge Baok
and its Restdua! Entities provided in
paragraph [e] of this section.

[3i) FFA. A new institulion is treated
as having a non- interest bearing.
nontansferable account receivable for
future FFA with a basis equal to the
amount described 0 paragraph {gH3j of
this section. If a disaffiliated Institution
has a deferred FFA account a! the time
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of its disaffliation, the corresponding
pew Institution succeeds to and takes
{nto account that deferred FFA account.

liii) Filing of consolidated returns. Tf
a disaffiliated Institution has
Consglidated Subsidiarias al the me of
its disaffiliation, the corresponding new
Institution is tequired to file &
consolidatad income tax retum with the
subsidiaries in accordance with the

tions undser section 1502,
jv) Status as Institution. [f an
Institution is disaffliated under this
ph (g), the resulting new
. gorporation it treated as an Institution
for purposes of the regulations under -~
section 597 regardless of whetheritisa
bank or domestic building end loan
association within the meaning of
section 587.

{v) Loss carrybacks. To the extent a
carryback of losses would result in a
refund being paid 1o » fiduciary under
section 6402(i}, an Institution or
Consalidated Subsidiary with respect o
which an election under this paragraph
{g) (other than under peragrsph (gl{6)(ii)
of this section} applies is allowed 1o
caury back losses as if the institution or
Consolidated Subsidiary bad conticued
to be a member of the consolidated
group that made the election.

(5} Affinrmative election——(i) Original
Institution—{A) Manner of making
election. Excep as otherwise provided
in paragraph [g){€) of this section. a
consolidated group makes the election
provided by this paragraph (g) by
sending a written statement by certified
mai) to the affected Institution on or
before the later of 120 days afier its
placement in Agency receivership or
May 31, 1996. The staterment must
contain the following legend at the top
of the page: *"THIS 15 AN ELECTION
UNDER § 1.597-4(g) TO EXCLUDE THE
BELOW-REFERENCED INSTITUTION
AND CONSOLIDATED SUBSIDIARIES
FROM THE AFFILIATED GROUP,” and
must inciude the names and taxpaver
identification numbers of the common
parent and of the lnstitution and
Consolidaled Subsidianes to which the
elect:on applies, and be date or which
the Institulton was placed in Agency
receivership. The consolidated group
mus! send a similar statemeni o all
subsidiary Institutions placed in Agency
receivership during the consistency
period described in paragraph (g){5)Li)
ol this secton. (Failure 1o sausfy the
requirement in the preceding sentence,
however, does not invalidate the
election with respect to any subsidiary
institution placed {n Agency
receivership during the consistency
period described in paragraph Ig)(5}0i)
of this secion.} The consolidated group
must include a copy of any election

statement and sccompanying certified
amajl receipt ns part of its first income -
1ax return filed afier the due date under
this pavagraph (g)(5) for such satsment.
A staterent must be attached ‘o Lhis
return indicating that the individual
who signed the election was suthorized
tc do o on bebalf of the cansolidated

- group. Agsncy cannot make this
-election under the authority of section

6402{i} or otharwise,

(B) Consistency limitation on
affirmative elzctions. A consolidated
group Ioay make an affinmative election
under this paragraph (g}5) with respect
to » subsidiary Institution placed in
Agency recsivership only if the group
made, or is desmed to have made, the
election under this panagraph (g) with
respect {0 every subsidiary Institution of
the group placed in Agency receivership
on or afier May 10, 1989 and within five
years preceding the date the subject
Institution was placed in Agency
receivership.

{1i} Effect en Institutions placed in
receiverchip sirnultaneously or
subseguently. Ap election under this
paragraph {g).-other than under
paragraph {gi6){ii) of this section,
applies to the Lnstitution with respect to
which the elsction is made or deemed
made (ihe original Institution} and each
subsidiary Institution of the group
placed in Agency receivership or
deconsolidated in ¢ontemplation of
Agency Controt or the receipt of FFA
simultanecusly with the original
Institution or within five years
thereafter.

{8) Doamed Elsctian~—il
Deconselidations in contermplatien. If

one or more members of a consolidated
- group deconsolidate (withrip the - ~- - —.

meaning of § 1.1502-19(c){1)[ii)(B)) a
subsidiary Insuiution in conternplation
of Agency Contrel or the receipt of FFA,
the consolidated group is deemed to
make the election described in this
paragraph (g) with respect 1o the
insttution on the date the
deconsolidation occurs. A subsidiary
institution is conclusively presumed 1o
kave been deconsolidated in
contemplation of Agency Control or Lthe
receipt of FEA if exther evenl occurs
within six months after the
deconsolidation.

{i1) Transfers to o Bridge Bank from
muitiple groups. On the day an
{nstitution’s transfer of deposit
liabilities to a Bridge Bank results o the
Bridge Bank holding deposit liabilities
from both a subsidiary lnstitution and
an Institution nol included in the
subsidiary Institution’s consolidated
group, each consolidated group of
which a transferring Institution or the
Bridge Bank is a subsidiary is deemed

to make the election described in this

" paragraph (g) with respect to its

subsidiary Institution. If deposit
Liabilitins of encthar Institution that is &
subsidiary member of any consolidated
p subsequently are transferred to

the Bridge Bank, the consolidatad group
of which the Ilnstitution is & subsidiary
is deemad to make the alection
described in this peragraph'(g) with
respect.to that [nstitution at the time of
the subsequent transfer. T

{b) Examples. The following axamples

fllusirate the provisiens of this section:

Facts. tion X, the common parent
of » consclidated group, owns all the siock
{with » basis of 54 million) of Institution M,

.an insolvent [nstitution with no Consolideted

Subridiaries. Al the close of business on
April 30, 1996, M hes 34 million of deposit
linbilities, $1 million of other Lishililies, apd
assets with an adjusted basis of 34 million
and & fair macket valoe of 33 million,
Example 1. Effect of receivership on

. consolidation. On May 1, 1996, Agency
- plsces M in receivership and begins

liquidating M. X does oot make sn electioa
under §1.597—4(g). M remuins s meraber of
the X consolidetad group sfier May 1, 1996,
Soection 1.597—4(IH1}).

Ewarmpie 2. Effact of Bridge Bank on
consolidation—{i) Additionol facts. On May
1, 1996, Agency places M io receivership and
causes M 1o Tansier oll of its wasets and
deposil linbilities 10 Bridge Bank MB.

[ii) Consagquences without an clection to
disaffiliate. M recognizes no gain of loss from
wbe transfer and MB succeeds 1o M's bakis in
the transferred asseis, M's itemas deseribed 1A
section 381(e] {subject 1o the conditions aad
limitatians specified in seclion 381(¢)) and
TIN. Section 1.597—[d)1). [[F M bads '
deferred FFA account. MB would also
succeed 10 thal account Seciion 1.507-
4{d)(1}.} MB continues M's taxsble year and
succeeds to M’s status 25 3 merdber of the X
consolidated group sfier May 1. 1996,
Section 1.597~ (d){1) wnd {[j. MB and M are
teated as 8 single entiry for income 1ax
purpases, Section 1.597—l(e).

(iii} Conseguences with un election io
disaffiliote. 1[, on July 1,1996. X makes ap
election under §1.597—4(g) with respect 10
t, the fullowing consequences are reated o
ccewmog mroedistely before M was placed
in Agency receivership. M must include 51
milhon (55 million of liabilines—34 mibion
of adjusied basis) in income as of May 1.
1996, Section 1.557--41g; [2)and }3). M i3
then treated as a new corporation that 1s not
z memmber of the X consolidated group and
that has assets (includiog 8 51 midlicn
sccount recelvable for fulure FRAJ wilh a
basiz ol 85 million and 35 million of
liabijities received fram disallilisted
corporation M in a secuon 357 transaclion,
tNew corporation M retzins the TIN of
disaffilised corporatiop M. Section 1.597-
4{g)4). immediately afier the disaffiiiation,
new Corporalich M is treated as transferning
its atcets and deposit liabulities (o Bridge
Bank MB. New corporation M recognizes ro
gain oz loss from the transfer and MB
succeeds (0 M5 TilN apd taxable vear.
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Section 1.587—4{d)1). Bridge Bank MB is
treetad 45 « gingle sutity thet includes M and
hag 55 milliop of lisbilities, an sccount
recelvable for future FFA with & basis of $1
mnilion, and other assets with o basis of 54
million. Section 1.597—4(dX1).

§1.507-5 Taxsbie Trensters. .

-(a) Texable Trantfers—{1) Defined.
The tarm Taxable Transfer mesns— "

(i} A tansaction in which an entity
transfors 10 a transferea other than &
Bridge Bank—

- [A) Any deposit liability [whether or
not the Institution also transfers assets),
{f FFA is provided it connection with
the transaction; or -

(B} Any asset for which Agency ora
Controlied Entity bas any financial
obligation {¢.g.. pursuant to a Loss
Guarantee or Agency Obligstion); or

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

{2) Scope. This section provides mles
governing Taxable Transfers. Rules
applicabie to both actual and deemed
asset acquisilions are provided in
paragraphs [¢} and (d) of this section.
Special niles applicable only to deemed
asset acquisitions are provided in
paragraph {#) of this section,

(b) Deemed asset acquisitions upon
stock purchase—{1) In general. [n a
deemed transfer of assets under this
paragraph {b), 2 Instituion (including

s Bridge Bank or a Residual Entity)or -

a Consolidated Subsidiary of the
Insutution {the Old Entity] is treated as
selling all of its assets in e single
transaction and is treated as a new
corponation {the New Entity) that

- purchases all of the Old Enlily’s assets
at the close of the day immediately
preceding the pccurrence of an event
described in paragraph (b}{2) of this
section. However, such an event results
in a deemed transfer of assets under this
paragrsph (b) only if it occurs—

(i) o connection with a transattion in
which FFA is provided;

{ii} While the Old Entity is a Bndge
Bank;

{i1i) While the O}d Entity has s
positive balance in a deferred FFA
account [see § 1.597-2(c)(4){v) regarding
the optional accelerated recapture of
delerred FFA); or

fiv) With respect 10 a Consclidated
Subsidiary, while the lnstitution of .
which it 15 a Consolidated Subsidiary is
under Agency Conurol.

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

[i) Becomes 2 non-member within the
meaning of §1.1502-32{d){4) of its
consolidated group (other thgo pursuant
\a an election under § 3.557—4(g});

{ii) Becormes a member af an affilisted
group of which it was not previously «
member (other than pursuant tg an
eloction under §1.597—4(g)}: or

(iii) Issues stock such that the stock

. that was gutstanding before the

imposition of Agency Conlrol 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 siock
(disregarding stock described in section
1504{a){4) and stock owned by Agency

.or a Controlled Entity).

(3) Bridge Banks and Residual
Entities. 1[ a Bridge Bank is treated as

.salling all of its assels to & Now Entity

under this paragraph {b), esch
associated Residual Entity is treated as
simultaneously selling its assets to a
New Entity in a Taxable Transfer
described in this paragraph (b).

{c) Treotment of tronsferor—{1) FFA
in connection with a Taxable Transfer.
A transferor in s Texable Transfer is
treated as having-directly received
immedigtely before a Taxable Transfer
any Net Worth Assistance that Ageacy
provides to the New Eatity or Acquiring
in connection with the yansfer. (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
Assislance is treated as an asset of the
transferor that is sald to the New Entity
or Acquiring in the Taxable Transler.

(2) Amount realized 1n o Taxable
Transfer. In a Taxable Transfer
described in paragraph (a){1)(i] of this
section, the amount realized is
determined under section 1001(bj by
reference to the consideration paid for
the assets, In » Taxable Transfer
described in paragraph (a){1)(ii) of this
section, the amount realized is the sum
of 1he 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 laken subject to
in the deemed transler, pius other
relevant items. The grossed-up basis of
the acquired siock equals the acquirars’
basis in the acquired stock divided by
the percentege of the Old Enlity’s stock
(by value) attribulabie Lo the acquired
stock.

(3) Allecation of omount realized—{il
In general. The amount realized under
parapraph (c)(2) of this section is
allocated among the assete transfemred in
the Taxable Transfer in the same
manner 85 amounts are ailocaled among
assels under §1.328{b)-2T o}, {¢){1) and
{21,

{ii) Medifications to general rule. This
paragraph (¢)(3}ii) modifies certain of

the allocation Tules of paragrapk (c)(3){i)
of 1his section. Agency Obligstions and
assets covered by Loss Guarsntees in the
hands of the New Entity or Acquiring
are traaled as Class I assets. Stock of &
Consolidated Subsidiary is trested as a
Class 11 asset to the extent the fair
market value of the Consolidated
Subsidiary’s Class 1 and Class Il assets

~ exceeds the amount of its liabilities. The

fair market value of an Agency
Obligation is deemed 10 equal its

.adjusted issue price ilmmediately before

the Taxable Transfer. The [airmarket
valus of an asset covered by a Loss
Cuarantes immediately after the Taxable
Transfer is deemed to be not less than
the greater of the asset’s highest
guaranieed value or the highest price at
which the asset can be put.

{d) Treatment of @ New Entity and
Acquiring--(1) Purchase price. The
purchase price for assets acquired in a
Taxable Transier described in paragraph
{a)(1)(i) of this section is the cost of the
assels acquired. See §1.1060-1T(c)(1).
The purchase price for assels scquired
in a Taxable Transfer described in
paragraph (a)(1){ii) of this section is the
surn of e grossed-up basis of the stock
acquired in connection with the Taxable
Transfer (excluding siock acquired from
the Old or New Entity), plus the amount
of liabilities assumed or takea subject 10
in the deemed ransfer, plus other
relevant items. The grossed-up basis of
the acquired stock eguals the acquiracs’
basis in the acquirad stock divided by
the percentage of the Old Eatity’s stock
{by value) sttributable 10 the acquired
stock. FFA provided in connection with
a Taxable Transfer is not included in the
New Eptily's or Acquiring’s purchase
price for the acquired assets. Any Net
Worth Assistance so pravided is treated
as an asset of the transferor sold to the
New Enlity or Acquiring in the Taxable
Transfer.

(2} Allocation of basis—{i) In general.
Excapt as otherwise provided in this
paragraph {dj(2). the purchase price
determined under paragraph {d}(1] of
this section is allocaled among the
assels transferred in the Taxahle
Transfer in the same manner as amounts
are allocated among assets under
§1.338(b}-2T(b). (c] {1} and {2).

{1t} Medifications to general ritle. The
allocation rules conlained in paragraph
{c}3)ii} of this section apply 1o the
allecation of basis among assels
acquired in & Taxable Transfer. Mo basis
is allocabie to Agency's agreement ta
provide Loss Guarantees, yield
maintenance paymenls. cosl 10 carry or
cost of funds revmbursemant payment,,
or expense reimbursement or 1ndemnity
payments. A New Entity's basis in assels
il receives from its shareholders is
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.; - determined under general prmcnples of

taxation and is not governed by
?nph (d).
m] Al wance and recopture of

air Tiarket value of the Class | md Class
sstts acquired in a Taxsble Transfer

3 grulur tran the New Entity's or

T g's purchase price for the

ired nssets, the basis of the Class L

: .n d Clasa J assets equals their fair

soarket vaJue. The amount by which the

m:markot valus of the Class I and Class

assats exceeds the purchese prics is.

__..a:.indnded ratably as ordinary income by

,‘1.!:0 Naw Enhty or Acquiring overa
ricd of six taxeble years beginning in

'V lhe yoar of the Taxabls Transfer. The

New Enfity or Acquiring must include
as ordinaAry income the entire amount
remaining 10 be recaptured under tha
preceding sentence in the taxable year
in which an event occurs that would
.accelecate inclusion of an adjusument
under seclion 481,
(iv} Certain post-transfer
- adjustments— A} Agency Qbligations. If
an adjustment to the principal amount.
of sn.Agency Obligation o cash
payment to refllect & more accurats
determinetion of the conditivn of the
“Institution at the time of the Taxsble
Transler is made before the earlier of the
date the New Entity or Acquiring files
its first post-transfer income lax retum
ot the due date of that return (including
extensions). the New Entity or
Acquiring must adjust its basis in its
acquired assets to reflect the adjusunent.
In making adjusturents to the New
Enkity's or Acquaring's basis in its
_acmii assels. paragraph (c){3)ii} of

-~ . this section is applied by Urealing an

sdjustment to the principal amount of
an Agency Obligation pursuant 1o 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
adiustments 1o the principal amount of
an Agency OUbligation ]

'BY Assets covered by a Loss
Guarontee. [{, immediately after a
Taxable Transfer. an asset is not covered
by 3 Loss Guarantee bul the New Enlity
or Acguiring bas the right to designate
specibe assets that will be covered by a
Loss Guurantee, Lhe iNew Entity or
Acquinbg must reat any assel o
designated as having been subject 1o the
Loss Guarantee at the ume of the
Taxable Transfer. The New Enlity or
Acquiring must adjust its basis in the
covered assets and in its other acquired
assetsto refect the desighation in the
manner provided by paragraph {d)(2) of
this section. The New Entity or
Acquiring must make appropriate
adjustments in subsequent 1axable years

e ra—

if the designation is made after the Naw
Eatity or Acquiring files its first post-
transier incoms Lax return or the due
date of that return (mcludmg
extensions) has 1P

{®) Special rules appl:cable to Taxable
Transfers thot are deemed asset

- acguisitions—{1} Taxpayer

identification numbers. Except as

. provided in parsgraph (e)(3} uf this -
- section. 1 New Entity succeeds to the. .

TIN o[the transferoe io 2 desmed sale-
der partgraph (b) of this section.  _.
(23 nsolidated Subsidiaries—i] In
generol. A Consclidated Subsidiary that
is troated as selling ity assetsin & -

Taxabls Transfer under paragraph (b} of .

this section is trmated as sngsging:
immediately thereafter in a complete
liquidation to which section 332
applies. The conselidated group of
which the Consolidated Subsidiary is »
member does not take into account gain
or loss on the sale, exchaage, or
cancellation of stock of the Consolidated
Subsidiary in connection with tha
Taxabla Transler.

{ii) Certain minerity shareholders.
Shareholders of the Consolidated
Subsidiary that ate 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
sharsholder. The shareholder's basis for
that stock is not affectsd by the Taxable
Transfer.

{3) Bridge Banks and Aesiduai
Entities—{i} In general. A Bridge Bank
or Residual Entity's sale of nssets to a
Mew Entity under paragraph (b) of this
section is tredted a5 made by = single
entity under § 1.597-4{e). The New
Entity deemed to scquire the assets of a
Residual Entity under paragraph {b)of
this section is no! trealed 85 @ single - -
Tntity with the Bridge Bank {or with the
New Entity acquiring the Bridge Bank's
asseis) and must obtain a new TIN,

{ii} Treatment of conselidated groups,
At the ume of a Taxable Transfer
described in paragraph {a}{1){ii} of this
section, troatment of a Bridge Bank as a
subsidiary member of a consolidated
group under § 1.597-4({1) ceases,
However, the New Entity deemed o
acquire the assets of a Residual Entity is
a member of the seiling consohdated
group after the deemed sale. The group’s
basis or excess loss account in the slock
of the New Entity that is deemed to
acquire the assets of the Residual Eatity
i5 the group’s basis or excess luss
account in the stock of the Bridge Bank
immediately before the deemed sale. as
adjusied for the results of the sale.

(4) Certain returns. Lf an Old Entity
withoul Conupuing Equily is not a
subsidiary of a consolidated group at the

timo of the Taamble Transfer, the
controlling Agency rmust fils all income
tax returny for the Old Entity for periods
ending nn or prior to the date of the )
deemed sale described in paragraph (b)
of this section that are not ﬁled 8s of
that dmte.

(5] Basis iimited ta fair muriet voiue,
1f all of the stock of the corponslioniis. .
not acguired on the date of the Taxable
Transfer, the Comumissioner rnay make
appropriaie sdjustments under -

- paragrapbs {c) and {d) of this secticn 10

the extent using s grossed-up basis of
the stock of & corporation results in an
aggregale amount reslized for. or basis
in, the assels other than the aggregate
fair macket vajue of the essets.

(f) Examples. Tos following examples
illusuate the provisions of this section:

Example 1. Branch sale resulting in
Taxoble Transfer. [i) instirtion M is &
calendar year taxpayer in Agency
recoivership. M is nota membet of e
consolidated group, Ou january 1, 1997, M
hes 3200 miilion of liskilities (including
deposit liabilities) and arsets with ax
sdjusisd basis of £300 millica. M hes oo
income or josa for 1997 snd, except a3
descyibed below, recsives no FFA. On
September 30, 1997, Agency causes M 1o
transfer six branches | with assets having ac
adjusted besis of 1 miilion) 1ogethes with
5120 million of depesit liabilities o N. 1n
connectios with Lbe tranther, Agsncy
provides 3121 million in cash to N.

"{ii) The taasaction it « Taxubie Transferin
which M receives 5121 millioo of Net Worth
Ascistance. Section 1.597~5a){1). (Mt
treniad as direct]y receiving the 3121 million
of Net Worth Assistance immediately before
the Taxable Transfer. Secuon 1.597—%c){i}}
M transfiers branches baving s basis of 51
million nad is reated #s tansfeming $121

. millica in cash {the Net Wortk Assistance] 1o

N in-exchenge for N's assumption of $120

- million of liabilides. Thus, M reslizes & lass __

of 52 million on the vansfer. The amount of
the FFA M must include in ils income in
2997 ie lirmited by §1.597-2{c} 10 5182
mijlion, which is the sum of the $100 million
«xcess of M's liahilities (§200 million) over
the total adjusied basis of its »sse1s (5100
mithon] a1 the beginning of 1997, plus the 52
million excess for the iaxable vear. which
results from the Taxable Transfer, of M's
deduclions {ather than carrvovers) overix
gross inroroe olber Lhan FFA. M mous)
esiablish ¢ delerred FFA wccoual for Lhe
remainiag 519 miliion of FFA. Section
1.587_2{c)(4)

(iii) . as Acquiring, musl allocate s $120
millian purchase price for the assets scquired
from M among those assets. Cash is a Class
{ asser. The branch essets are ip Classes Nl
and V. N's adjusied besnis in e cash is ns
amounl, i.e., 5121 million, Section 1.587—
S${d}{Z}. Because Wis amaunt gxceeds N's
purchase price for al) of Lhe acquired assets
by $1 million, N allocaies oo basis lo Lhe
ather acquired assets and, under §1.597~
5{dJl2). must recapture the £1 milhon excess
at an aapual rate of $166,667 in the six
consgculive laxakle years beginning with
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1997 [subjecl o acceleration for certain
avanish . :
Example 2. Stock issuance by Bridge Bank

- gauting Taxeble Transfer. (1) On April 1,

1596, lasttwtion P is placed (n receivership
and csused 1o transfer assets and liabilities 1o

. . Bridge Bank PB. Do Augusi 31, 1596, the

LIRS

_assets of PB consist of $20 million in cash,

Jouzs outstanding with un adjusted basis of

- » 530 milllan and & fulr market value of $40
+ million, and other non-fiaancial assets

Iy

‘de

{priroarily branch asiets and squipmeny) with
an adjusted basis of $5 millica. PB has
it Liabilities of $95 million and other

* Jiabilities of $5 miilion. P, the Residusl

Enptity, holds resl estate with an adjusied

' basis of 510 milliob and claims in litigatien

haviag & Zero basis, P retains no deposit
liskilities apd has nc other lisbilities {excent
its iinbitity 10 Agency for having caused it
deposit liabilities to be satisfied).

{ii) On September 1, 1996, Agency causes
PB ta issue 100 percent of its commoen stock
for 52 million cash to X. On the same dey,
Agency issues 2 $23 million note ta PB. The
nole bears k fixed rate of interest in excess
of the npplicsble fedem} rate in effect far
September 1, 1996. Agency pravides Loss
Guarantess guarabtesing D s value of $50
million for P8's loars outstanding.

{tii) The stock issuantce is o Taxable
Transfer in which P is reated a5 selling sil
of its assets to & new cotporation. New PE.
Section 1.597-5(b)(1). PB is trested s
directly receiving 525 million of Net Worth
Assistance [the 1ssue price of the Agency
Dbligation) immediziely belore the Taxahie
Transfer. Section 1.597-3(cX2); §1.597-
5(c)[1} The amount of FFA PR mus include
in income is determined under § 1.597-2(3)
and {¢). PBin turn is deemed \o wansfer the
pote do New PB ip the Taxable Transier,
1ogether with 520 million of cash. sl its
joant putstanding {with » basis of 350
million) and its other. noo-financial sxsets
{with 2 bazis of 55 millicn). The armount
realized by PB frew the sale iy 5100 million,
tbe amount of PB’s liabilities deemed to be

aisumed by New PB.-This amount realized

rquals PB's basis ig its assets and 1hus, PB
realizes 1o gain of loss oo the gansfer 10 New
s}

- {iv) Residual Extity P also ix treated as
selling all its assels (consisting of real estate
ead claups i litigation) Jor $0 (the amount

o tonsiderauen recewvesd by PY 1o w pew
wopacetion (New P}in a Taxalble Transier.
Secbon 1.597-5(b);3). (P's anly lisbihty is to
Agency and o Liability o Agency i1 bot
~eated a5 m debt upder § 1.597-3{bk} Thus,

= realizes » 510 million loss oo the transfer

13 New P. The carcbined renum fiied by PB
224 P for 1996 will reflecta 1otal loss on the
exable Transfer ef $10 millior (50 Jor PB
za¢d 510 millico for P). Section 1.597=5{e}3).
Thatrenwn also will reftect FF A income bom
zae Net Worth Assistance, detesmnined under
1.597-2(a) and k).

[v) New PB &5 weated as having acquired
tae assels it acquired from PB for $100
=illion, the arnoun of ligbililies assuraed. I
iocaing basis arsong these aszels, New PB
teats the Agency bole and the loans
outstanding {which are covered by Loss
Guarantees} as Class ] assets. For the
surpase of allocatng basis, the Jair markes

value of the Agency note is deerned Lo squal
its adjusted issus price immediately belars
the trunsfer, 325 million. The fair market
value of the lowns is deerned not 1o be less
thaa the guaranteed value of $50 million.

(vi} New P is rested as having scquired it
assels for Do conviderstion. Thus its batiy in
its nasets immodistely after the transfer is
zero. New PB and New P are pot trested a5
a single entity. Section 1.597-5{¢}3}.

Exomple 3, Taxable Transfer of previously
disaffiliated Iastitution. (i) Corporation X, the
common parent of 8 consolidaled group,
owns all the stock of Institution M, s
insolvent lastitution with no Consalidated
Subsidiaries, On April 30, 1006, M has 54
million of depotit liabilities, 51 million of
other lisbilities. and wszets with an adjusted
basis of $4 millicn end u fair ;nerkst velue.
of 53 million. On Mey 1. 1996, Agency places
M in receivership. X elects under § 1.597—
4(g} to disaflilise M. Accordingly, us of May
1. 1996, new corporstion M iz not » mamber
of the X consolideted group. On May 1, 3996,
Agency causes M 1o Uansfer all of its assets
end liabilities to Bridge Bank MB. Under
§1.547-4{e}, MB wnd M are thereafter treated
as & single entity which has 35 million of
Jiabilities, an sccount receivable for Riture
FFA with a basis of 51 millicn. end other
ussels with » basis of $4 million. Section
1.597—4(gl{4).

(i) During May 1996, MB eamns $25,000 of
intarest income and actrues $20.000 of
interes; expense on depositor sccounts and
thers is 50 net change in deposits other than
the additional $20.000 of interest expense
sccrusd on depositor sccounts. MB pays
55,000 of wege expenses and has no other
iterns of income or expense.

(3ii) On Juoe 1, 1996, Agency causes MB to
issut 100 pecent of its stock 1o corporstion
Y. Ia connection with the stock icsuanca,
Agency provides ap Agency Obligation for 52
million and no other FFA.

[iv) The siock issuance resulis ip a Taxable
Transler. Section 1.597-5(b). MB is Ceatled a3
receiving the Agency Obligalion immedimely
pricr tothe Twable Transfer. Section 1.557-
S{cX1). MB has 51 roillion of basis in us
sccount receivsble for FFA. This recaivable
is reated as satisfied, offsetting 51 rillion of
tbe 52 million of FFA provided by Agency
io connection with the Taxsble Transler. The
status of the remuining $1 million ol FFA pe
wncludible incoms is determined as of the
end of the taxable year under §1.587-2[cl.
However, under § 1.597-2(5). MB oblainz &
52 million basis in the Agency Obligenon
received ms FFA.

(v) Under § 1.597--5{c){2). in Lhe Taxable
Transfer, Old Entity MB is weated as selling,
o New Eality MB, sli of Old Entiry MB's
assets, having  basis of 56.020.000 [the
original 4 million of esset basis as of April
30, 1596, plus 520,000 nei cach from May
1996 activities, plus 52 milaon 1o the Agency
Obligation received as FFA). Jor $5.020.000,
the amount of Did Entty MB's liabilities
strumed by New Enuty MB pursuant to the
Taxable Transfer. Therelors, Q14 Entity MB
recognizes. in the sggregats, a loss of 51
million from the Taxable Transfer.

(vi] Becruse this 31 million loss causes O1d
Ertity MB's deductions 1o exceed its gross
incame {detemuiaed withoul regard 1o FFA|

by $1 million, Old Enlity MB mus! include

i its inconve the 31 million of FFA not offsst
by the FFA recaivable. Section 1.587-2{c),
(As of May 1, 1996, Did Entity MB's ]
liabllities (£5,000,000) did nol exceed MB's
85 million adjusied basis of its essets. For the
taxabis yasr, MB's deductions of $1.025.000

" ($3,000,000 loss from ths Taxable Transier,

$20,000 interes: axpeitse and 35,000 of wege
expenss) sxcooded its gross incoma -
.[dismgerding FFA) of $75.000 [inlerest
income) by $1,000,000, Thus, under §1.597—
2(c). M8 includer in income the entire
31,000,000 of FFA not ollzet by the FFA
receivabie.) .

{vii) Therslore, Old Eatity MB's taxable
incoms for the laxuble year ¢nding on the -
daie of the Taxable Trapsfer is 50. .

{viii} Residual Endty M is aiso deemed to
engage in & deemed sale of itz assels 10 New
Entity M under § 1.597-5{b)(3), bul there are
no fax consequences 43 M bhas no sssets or
lisbililies at the lime of the desmed sale.

{ix) Under §1.597=5{dX1], New Entity MB
is Ueaied a5 purchasing Old Eptity MB's
assets for $5,020.000, the amount of New
Entity MB's liabilities. Of this, 52,000,000 is
silocuted to the 32 million Agency -
Obliguiion, and $3,020.000 is sliocated to the
other assets New Entity MB is treated s
purchading in the Taxable Transfer.

Lxample 4. Loss Sharing. Instinition N
acquires nseeis and assumes lisbilivies of
snather Insiitution in o Taxable Transfer.
Araong the assets ransferred are three
parcels of real astole. In the hands of the
transierring Enstitution, these sssets had book
values of $100.000 sach 1n connection with
the Taxable Transfer, Agency agrees (o
reimburse lnstitution M for BO percentof eny
Joss [based on the original book value) ;
realized on the disposition or charge-off of
the three properties. This afTeogement
coastitetes a Loss Guerantee. Thus, in
allocating basis, institution N peats the three
parcels as Class I wssers. By virue of the
arrsngement with the Ageocy, lnstieton N
is assured that the parcels will not be worth

the propertios are worlhless, Agency will
reimburse 80 pervent of e loss. Allhough
Instnution could oblain payments under the
Loss Guarantee if the properies are worth
more, i1 is not guaranteed har it will realize
mort than $80.000. Accordingly, S8O.000 is
the highest guarsmiesd value of the three
parcels. insurution N will allocate basis 10
the Class I assets up 1o their fair market
value. For this purpose, the {xir market value
uf the three parcels is not less than $80.000
each Section 1.597-5{d}2)i:): § 1.597-
S{chaliil

~§ 1.587-6 Uimitadon an caltection of
Income tax,

{2} Limitation on collection where tax
15 borne by Agency. If an [nstitution
withou! Comtinuing Equily lor any of its
Consolidated Subsidiaries) is liable for
income tax that is sttributable Yo the
inclusion in income of FFA or gain from
a Taxable Transfer. the tax wall not be
collecled il it would be borne by
Agency. The [inal determination of
whether the tax would be borne by

less to it than 580,000 esch, becavse eved if - =~ ——
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gency is withia the sole discretion of
2 Coramissioner. [n determining-

‘hether tax would bebornas by Agency, .

1¢ Commissioner will disregard

ydemnity, tax-sharing, or similas
bligations of Agency, an lostitution, oF
ts Consclidated Subsidiaries. Collection
Jf the seversl income tax liability under
$1.1502-6 from members of an
mnstitution’s consolidated group other
than the Institution or its Consalidated
Subsidiaries is ol sifected by this
spction, Income tax will continue s ba
subject to collection except as
specifically limited in 1his section. This
section does 0ot apply to taxes other -
than income 1aXes,

(b} Arnsant of (ax attributoble to FFA
orgain on o Taxoble Transfer, For
purposes of paragraph {8} of this section.
ihe amount of income taxin a taxable
year attributadle to the inclusion of FFA
ot gain from & Taxable Transfer in the

" income of an Instiation (or a
Consolideted Subsidiary} is the excess
of the actual income tax liability of the
Institution (or the consolidated group in
which the Institution is 4 member]; over
the income tax liability of the Institution
for the comsclidated group in which the
institulica is & member) determined
withoui regersd to FFA or gain or 1oss on
the Taxable Transfer. :

{c) Reporting of uncollected tax. A
taxpayer must specify on the frout page
of Form 1120 (U.5. Corporate lncome
Tax Return), to the left of the space
provided for "Total Tax.” the amount of
incoroe tax for the taxsble year that s
potentially not subject to callection
under this section. If an Institytion is 2
subsidiary member of a consclidated -

—group. the mmount specified as nol,
subject to collection is zern. )

{d) . Assessments of fax to offset
refunds. locome tax that is not collected
urnider this section will be azsezsed and,
thus, used to offset any claim for refund
made by ar on behali of the Instilution,
the Coosolidated Subsidiary ar any
ather corporalion with several Liability
for the tax.

{e) Collection of 1axes from Acguiring
or a New Entity—41) Acquiring. No
wmcorne lax liability {including the
several liability for taxes under
£ 1.1507-6) of a trapsferor in » Taxahle
Transfer wili be collected from
Acguinng.

{2) New Entity. Income 1ax liabilivy
(including the several habilily for taxes
under §1.1502-6) of a ransieror in a
Taxable Transfer will be collected rom
a New Entity oniy if slock 1bat was
outstanding in the Oid Enlity remains
cutstanding as stock in the New Entily
o is reacquired or exchanged for
consideration.

" providédib tbe Notice, =

() Effect on section 7507, This section
supersedes the applicatior of section
7507, and the regulations therennder,
for \he sstessment and collection of

_ incospe tax atiributable to FFA,

51.507-7 Effective date.

{a} FIRREA affective dote. Section 597,
as amended by section 1401 of the
Finaxicial Institutions Reform, Recovery,
and Enforcament Act of 19389 (FIRREA),
Public Law 101-73, is generally
cffective for any FFA received or
eccrued by an [nstitution oa or after
May 10, 1585, and for any tranzaction in
connection with which such FFA is
provided, unless the FFA is provided in
connecton with an acquisition
occurting prior 10 May 10, 1959, See
§ 1.597-8 Jor rules regarding FFA
received or accrued on or after May 10,

" 1989, that relates \0 an acquisition that

ocgurted before May 10, 1989.

[t) Effective date of regulations,
Except as otherwise provided in this
section, §§1.597~1 through 1.597-6
epply ta taxable yeers ending on or after
Aprl 22, 1992. However, the provisions
of §§1.597=1 through 1.597-6 da not
apply \o FFA received or scerued for
laxable years ending on or alter April
22, 1992, in connection with an Agency
assisled acguisition within the meaning
of Notice 89-102 [1989-2 C.B. 436; see
§ 501.601({d){2}) (whick does not include
a transfer to & Bridge Bank}. that occws
before April 22, 1992, Taxpayers riot
subject 1o §§ 1.597-1 through 1.597~6
st comply with an interpretation of
the siatute Lhat is reasonable in Light of
the legislative history and applicable
sdministcalive proncuncements. Far
this purpose, the rules contained in
Notice 84102 apply (o the extent

{c] Elective application te prior years
and transoctions—{1j In general. Excem
8s limited in this paragraph [c), an
election is availsble to apply §§1.597~
1 through 1.587-6 to 1axeble years prior
to the genera! effecrive date of these
regulations. A consolidated group may
elect 1o apply §§1.597-1 through 1,597~
6 [or ail metnbers of the group in 8l
taxable vears 1o which section 5§97, as
amended by FIRREA, applies, The
common parent makes the election for
the group. An gnlitly thal is nnt a
member cf a consolidated group may
elect to apply §5 1.597-1 through 1.537~
6 1o all taxabie years to which section
897 as amended by FIRREA. applies for
which it is not & member of a
censolidated group. The election ic
urrevocahle.

{2) Efection ungvrilabie in certain
cases—{:} Slatute of limitations closed.
The election cannat be made if the
peried for assessmen! and collecton of

tax has expired under the rules of
section 6501 {or any 1axabls year in
which §§ 1.597~1 through 1.597-6
would affect the derarminstion of the
wlecting sntlity’s or group’s income,
deductions, gain, 10ss, basis, or other
items.

fii) N section J38 election under
Notice 83-102, The slection canaot be
meda with respect (o an Institution if,
under Notice 89102, il was n Targat
with respect to which a qualified stock
purchase wias made, & timely election
under saction 338 wes not made, and on
April 22,1992, a timely election under
section 338 could not be mads. |

{ifi) Inconsisten! treatment of
Institution that would be New Entity. If, -
under § 1.527-5{b}, an Instiulion would
become a New Entity before April 22,
1952, the election cannol be made with
respect ta that Institution unless
elections are made by all relevant
persons such tha! §§ 1.597-1 through
1.597-& upply both before and afier the
deemed sale under §1.597-3, However,
this requirement does not apply i,
under §§1.597-1 through 1.597-E, the
institution weould not bave Costinuing
Equity prior to the deemed sale.

13} Expense reimbursements. Notice
B5-102, 1589-2 C.B. 435. provides that
reimbursements paid or accrued
pursuant 1o an expense reimbursement
orindemnity arrangenrent are not
included in income but the taxpayer
may not deduct, or ptherwise \eke inte
accounl, the item of cost of expense te
which the reimbursement or indemnity
paymant relates. With respeet 1¢ an
Agency assisted acquisition within the
meaning of Netice 89-102 that ocours
befora April 22, 1992, & taxpayer that
elects to apply these regulations
retroactively under this paragraph {¢)
may coatinue lo account fof these items
under the rules of Notice 89-102.

(4] Procedural rules—{i} Monner of
moking election. An Inslitutignor -
cansolidated group makes the election
provided by this paragraph {c} by
sttaching » writien slatement to, and
including it as 3 part of. the 1axpayer’s
or cansolidsted group's firtt annual
incomg tax return iled o or after
March 15, 1996, The statemeal must
cuntain the Intlowing legend at thewp
of the page. “T1i15 1S AN ELECTION
UNDER §1.597.-7{c)," and must contain
the name, address and emplover
idemificajon number of the taxpaver ot
comman parent making the eleclion.
The siatement must irclude &
declaration tzat “TAXPAYER AGREES
TO EXTEND THEL STATUTEQF
LIMITATIONS ON ASSESSMENT FOR
THREE YEARS FROM THE DATE OF
THE FILING OF THI5 ELECTION
FINDER §1.5087-7{c}, IF THE
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- LIMITATIONS PERIOD WOULD - .. |,
. +EXPIRE EARLIER WITHOUT SUCH described in this paragraph [d) that,
EXTENSION FOR ANY ITEMS - .. under notice FI-46—89, would bo a New
e IN ANY TAXABLE YEAR _ Enlily or Acquirnng with respect toa -
ST >'-'BYJ'i'EE FILING OF THIS ELECTION,”.  Taxable Transier o or after April 22,1z
- .h-.md-l declaration that.either ;,... < ~- v . .1992; and befors Decamber.21, 1995,  account Lo determine uhameu.bmk;
TrLld “'AMEINIDED RETURNS WILL BE FILED may apply the rules of that notice with: " ussets are sufBicient 1o meet claims of -
3 FOR ALL TAXABLE YEARS AFFECTED respect lo such transaction. ; - 70" depositors. - T '
-“'BYJTEEFHMGOFTTHSMONW S . '--~-’r-".;-.n.,_
.. , ¢3PWITHIN 180 DAYS OF MAKING THIS: - 'PART 301—PROCEDURE AND: 2.7 -
¥ STXYSTATEMENT, UNLESS SUCH -0 'ADM!NISTHAHON R S
ZREQUIREMENT IS WAIVED IN--% <% % T
“=WRITING BY THE DISTRICT.. .

war .

(i) Taxoble Transfers. Any taxpaysr  described in sectiaa $57(a) prior 10 i .
amendment by the Financial B
lnsututions Reform. Recovery, and =7t=. .

- Enforcemant Act of 1920 and; tharefore, .

. such payroents must be taked into-et.a

37 - PART 602-OMB CONTROL' NUMBERS

.3 UNDER THE PAPERWORK Pt
Pnr The authomy ctuuon fot pnrt ’HEDUCTION ACT g

-

. “ARE CONSISTENT WITH THE -
- 7 PROVISIONS OF §§ 15871 THROUGH '

"+ DIRECTOR OR HIS DELEGATE" of N

“ZMALLRETURNS PREVIOUSLY FILEZD

301 is amended by-sdding entries i’ - '"' MR N .

numencal order 10 read as follows:”
Auumruy- 26 U.Sc.nos ' 2t _,2
7 Sectiod 301.7507-1 also :ssuad under

_Par. 6. 'I‘be unthomy mubon.lor pan
502 conunuss to md 8s [ollows -

- Authorily: 26 US.C. 78052 & _« -

1597-6"&ndbemgnedbyan 25USC.597 ' . Par. 7. In § 602.101, mnhc'
'mdmdual who is authorized to make* . Section'301,7507-9 alm 1ssued unoer amended bysaddmg ,nfmfm‘,’minl;,’cnl
“the-election under this peragraph {c)on 26 U.5.C. 597, * = -~ . ¢ BT orderto the tsble 10 read as follows "y

- bebalf of the taxpaver. An eleclion with
_respect to » consolidated group must be

“ Par. 4. Section 301. 7507-‘1 is T
amended by adding paragraph ['b){*ll to

§602. 101 OMB Control numbers. o

made by the common parenl of the - read ss follows: - e . AP B e amae s
‘groun. not Agency. and applies (0 all I ' - @+ . EER
mmbers OIU}: roup.” disafil T 5301.?507-1 Banks nnd trust companies :

- (ii) Effect of efective disaffilintion, To  covered. Currern
ml.ke he affirmative eleclion described -+ LT D - . Cm“&m‘ omB gon-
in §1.597—4(g}s} for an Institution ~ ) I ‘ S : ol No,
_placed in Agency receivershipin a’ {4) The term ceased to do business.
taxabie ysar ending before Apal 22 means the bank no looger accepts . . A . .
1992. the consolidated group must send deposils or makes loans and diccounts,  1.597-2 . 1545-1300
. the affected Institution the sialement and is winding up its alfsirs and isin’,  1587-4 1545-1300
. "described in § 1.597—4(g)(5) on or before  (he process of liouidatiog ils asseis to 1.597-6 S, 1545-1300
_May 31, 109B. Notwithstanding the pay depositors. & bank will not be 1.597-7 15453300
requ.uemems of paragrapb {c)ia}(i) of ' considered 10 have ceased 10 do o C
this section. a consolidated group - . business on account of a transaction in LT e e T e TR

" sending such a staiement 1s deemed to -which the bank— :
- make the election described in, and 1o (i) Transfers assets and liabilitiestoa -Margaret Miloer Richardson, .. _

-agree tg the conditions contained in.
.this paragraph (c). The consolidated-

© group must neveriheless atlach the
.statemenl cescribed in paragraph -
{c}{‘i}h) of<ais section Lo iis firsl annua
" income tax return filed on or alier
Merch 15, 1996.

(d) Relionce on prior guidance—(1)
Natice 88-102. Taxpayers may rely on’
Nolice 85-102, 19692 C.B. 436, to the
extent Lhey acted in reliance on that
Notice prior 10 April 22, 1992, Such
reliance must be reasonable and
wacsacuons with respec) ta which
axpayers rely must be consisten: with

e overriding pohicies of section 597, as

exaressed in the legislative history,

i2) Notice FI-46-85—i) In genera.f
MNolce Fi—56-89 was published in the
Federal Register on Apsl 23,1992 (57
FR 14804). Taxpayers mav rely on the

prot ~sions of &§ 1,597 -1 uu-oug!- 1.597—

& o that nouce 1o the extent they acted
in reliance on those provisions prior to

I

Decemper 21, 1993, Such reliance must

be seasponabie and transaciions with

Teszect to whach taxpayers relv must be

consistent with the ovemdmg policies
of section 557, as expressed in the
legislative hustory. as well as the
ovemiding policies of nouce Fi—46-89.

Bridge Bank in a transler described in
§ 1.597—4 ol this chapter;

{ii} Translers assets and liabiliues 10
any person in a transaction 10 which |
section 381/a) epples or in which the

- transferse receives propeny with a

transferred basis:
{iii) Transiers asseis or liabilittes 1o
"any person in a transaction in which

Federal Fipancial Assistance (25 defined

in section 597) is provided (o any pany
10 the Lransaction, unless all ithe Federal
* ‘Financial Assistance is deposnt
insurance under § 301.7307-9{d}: or
{iv]) Trawsiers assels or liabilitiesto
anyv perscnin a8 wansaclion similer io
anv transaciion described 1 paragraphs
fb){4} [} through (i} of Lhis secbon.
This paragraph (bl{4) apphes 10 1axable
years ending on or ahe: Apnl 22, 1992,
Par. 5. Section 301.7507-9 is
amended by adding a sentence 10 the
end of paragranh {d} 1o read as jollows:

§201.7507-8 Termination of immunity.
{d) *  r For:zxable vears endiag on
or zfter Apnl 22. 1992, degosil
\hsurance coes noi include rederal
Financizl Assistance las defined 1n
section 597) 2nd oiher payments

Commissioner of internc! Revenue.
Approved: December 4, 71985,
Cynthia G. Beerbower, * -
Assistant Secretory of the Treasury .
[ER Doc. 95-30627 Filed 12-20-85; 8:45 amn)
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