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less than 10 years after the day on 
which it (or any predecessor) was au-
thorized to do business as a financial 
institution described in the applicable 
subparagraph of § 1.586–1(b). For this 
purpose, the term predecessor means (i) 
any taxpayer which transferred more 
than 50 percent of the total amount of 
its assets to the taxpayer and is de-
scribed in the same subparagraph of 
§ 1.586–1(b) which describes the tax-
payer, or (ii) any predecessor of such 
predecessor. 

(2) Loan. (i) The term loan means 
debt, as the term debt is used in section 
166 and the regulations there-under. 

(ii) The term loan does not include 
the following items: 

(A) Discount or interest receivable 
reflected in the face amount of an out-
standing loan, which discount or inter-
est has not been included in gross in-
come; 

(B) A debt evidenced by a security (as 
defined in section 165(g)(2)(C) and the 
regulations thereunder); and 

(C) Any loan which is entered into or 
acquired for the primary purpose of en-
larging the otherwise available bad 
debt deduction. 

[T.D. 7444, 41 FR 53482, Dec. 7, 1976] 

MUTUAL SAVINGS BANKS, ETC. 

§ 1.591–1 Deduction for dividends paid 
on deposits. 

(a) In general. (1) In the case of a tax-
payer described in paragraph (c)(1) or 
(2) of this section, whichever is applica-
ble, there are allowed as deductions 
from gross income amounts which dur-
ing the taxable year are paid to, or 
credited to the accounts of, depositors 
or holders of accounts as dividends or 
interest on their deposits or 
withdrawable accounts, if such 
amounts paid or credited are 
withdrawable on demand subject only 
to customary notice of intention to 
withdraw. 

(2) The deduction provided in section 
591 is applicable to the taxable year in 
which amounts credited as dividends or 
interest become withdrawable by the 
depositor or holder of an account sub-
ject only to customary notice of inten-
tion to withdraw. Thus, amounts 
which, as of the last day of the taxable 
year, are credited as dividends or inter-

est, but which are not withdrawable by 
depositors or holders of accounts until 
the following business day, are deduct-
ible under section 591 in the year subse-
quent to the taxable year in which 
they were so credited. A deduction 
under this section will not be denied by 
reason of the fact that the amounts 
credited as dividends or interest, other-
wise deductible under section 591, are 
subject to the terms of a pledge agree-
ment between the taxpayer and the de-
positor or holder of an account. In the 
case of a domestic building and loan as-
sociation having nonwithdrawable cap-
ital stock represented by shares, no de-
duction is allowable under this section 
for amounts paid or credited as divi-
dends on such shares. In the case of a 
taxable year ending after December 31, 
1962, for special rules governing the 
treatment of dividends or interest paid 
or credited for periods representing 
more than 12 months, see section 
461(e). 

(b) Serial associations, bonus plans, etc. 
If a taxpayer described in paragraph 
(c)(1) or (2) of this section, whichever is 
applicable, operates in whole or in part 
as a serial association, maintains a 
bonus plan, or issues shares, or accepts 
deposits, subject to fines, penalties, 
forfeitures, or other withdrawal fees, it 
may deduct under section 591 the total 
amount credited as dividends or inter-
est upon such shares or deposits, cred-
ited to a bonus account for such shares 
or deposits, or allocated to a series of 
shares for the taxable year, notwith-
standing that as a customary condition 
of withdrawal: 

(1) Amounts invested in, and earnings 
credited to, series shares must be with-
drawn in multiples of even shares, or 

(2) Such taxpayer has the right, pur-
suant to bylaw, contract, or otherwise, 
to retain or recover a portion of the 
total amount invested in, or credited 
as earnings upon, such shares or depos-
its, such bonus account, or series of 
shares, as a fine, penalty, forfeiture, or 
other withdrawal fee. 
In any taxable year in which the right 
referred to in subparagraph (2) of this 
paragraph is exercised, there is includ-
ible in the gross income of such tax-
payer for such taxable year amounts 
retained or recovered by the taxpayer 
pursuant to the exercise of such right. 
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If the provisions of paragraph (a) of 
§ 1.163–4 (relating to deductions for 
original issue discount) apply to depos-
its made with respect to a certificate of 
deposit, time deposit, bonus plan or 
other deposit arrangement, the provi-
sions of this paragraph shall not apply. 

(c) Effective date. The provisions of 
paragraphs (a) and (b) of this section 
shall apply to: 

(1) Dividends or interest paid or cred-
ited after October 16, 1962, by any tax-
payer which (at the time of such pay-
ment or credit) qualifies as (i) a mu-
tual savings bank not having capital 
stock represented by shares, (ii) a do-
mestic building and loan association 
(as defined in section 7701(a)(19)), (iii) a 
cooperative bank (as defined in section 
7701(a)(32)), or (iv) any other savings in-
stitution chartered and supervised as a 
savings and loan or similar association 
under Federal or State law; and 

(2) Dividends paid or credited before 
October 17, 1962, by any taxpayer which 
(at the time of such payment or credit) 
qualifies as (i) a mutual savings bank 
not having capital stock represented 
by shares, (ii) a cooperative bank with-
out capital stock organized and oper-
ated for mutual purposes and without 
profit, or (iii) a domestic building and 
loan association (as defined in section 
7701(a)(19) before amendment by sec-
tion 6(c) of the Revenue Act of 1962 (76 
Stat. 982)). 

[T.D. 6728, 29 FR 5855, May 5, 1964, as amend-
ed by T.D. 7154, 36 FR 24997, Dec. 28, 1971] 

§ 1.592–1 Repayment of certain loans 
by mutual savings banks, building 
and loan associations, and coopera-
tive banks. 

There is deductible, under section 
592, from the gross income of a mutual 
savings bank not having capital stock 
represented by shares, a domestic 
building and loan association, or a co-
operative bank without capital stock 
organized and operated for mutual pur-
poses and without profit, amounts paid 
by such institutions during the taxable 
year in repayment of loans made before 
September 1, 1951, by the United States 
or any agency or instrumentality 
thereof which is wholly owned by the 
United States, or by any mutual fund 
established under the authority of the 
laws of any State. For example, 

amounts paid by such institution in re-
payment of loans made by the Recon-
struction Finance Corporation before 
September 1, 1951, are deductible under 
this section. Section 592 is not applica-
ble, however, in the case of amounts 
paid in repayment of loans made by an 
agency or instrumentality not wholly 
owned by the United States. 

§ 1.593–1 Additions to reserve for bad 
debts. 

(a) In general. A mutual savings bank 
not having capital stock represented 
by shares, a domestic building and loan 
association, and a cooperative bank 
without capital stock organized and 
operated for mutual purposes and with-
out profit may, as an alternative to a 
deduction from gross income under sec-
tion 166(a) for specific debts which be-
come worthless in whole or in part, de-
duct amounts credited to a reserve for 
bad debts in the manner and under the 
circumstances prescribed in this sec-
tion and § 1.593–2. In the case of such an 
institution, the selection of either of 
the alternative methods for treating 
bad debts may be made by thetaxpayer 
in the return for its first taxable year 
beginning after December 31,1951. The 
method selected shall be subject to the 
approval of the Commissioner upon ex-
amination of the return. If the method 
selected is approved, it must be fol-
lowed in returns for subsequent years, 
unless permission is granted by the 
Commissioner to change to another 
method. Application for permission to 
change the method of treating bad 
debts shall be made at least 30 days 
prior to the close of the taxable year 
for which the change is to be effective. 

(b) Addition to reserve. Except as oth-
erwise provided in § 1.593–2, the reason-
able addition to a reserve for bad debts 
shall be any amount determined by the 
taxpayer which does not exceed the 
lesser of: 

(1) The amount of its taxable income 
for the taxable year, computed without 
regard to section 593 and without re-
gard to any section providing for a de-
duction the amount of which is depend-
ent upon the amount of taxable income 
(such as section 170, relating to chari-
table, etc., contributions and gifts), or 

(2) The amount by which 12 percent 
of the total deposits or withdrawable 
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