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Pub. L. 99-514, set out as a note under section 166 of
this title.

EFFECTIVE DATE OF 1981 AMENDMENT

Pub. L. 97-34, title II, §267(b), Aug. 13, 1981, 95 Stat.
267, provided that: ‘“The amendment made by sub-
section (a) [amending this section] shall apply to tax-
able years beginning after 1981.”

EFFECTIVE DATE

Pub. L. 91-172, title IV, §431(d), Dec. 30, 1969, 83 Stat.
620, provided that: ‘“The amendments made by sub-
sections (a) [enacting this section and section 586 of
this title] and (c¢) [amending section 166 of this title]
shall apply to taxable years beginning after July 11,
1969.”

SAVINGS PROVISION

For provisions that nothing in amendment by Pub. L.
101-508 be construed to affect treatment of certain
transactions occurring, property acquired, or items of
income, loss, deduction, or credit taken into account
prior to Nov. 5, 1990, for purposes of determining liabil-
ity for tax for periods ending after Nov. 5, 1990, see sec-
tion 11821(b) of Pub. L. 101-508, set out as a note under
section 456K of this title.

[§ 586. Repealed. Pub. L. 99-514, title IX, §901(c),
Oct. 22, 1986, 100 Stat. 2378]

Section, added Pub. L. 91-172, title IV, §431(a), Dec.
30, 1969, 83 Stat. 618; amended Pub. L. 94-455, title XIX,
§1906(b)(13)(A), Oct. 4, 1976, 90 Stat. 1834, related to re-
serves for losses on loans of small business investment
companies, etc.

EFFECTIVE DATE OF REPEAL

Repeal applicable to taxable years beginning after
Dec. 31, 1986, see section 901(e) of Pub. L. 99-514, set out
as an Effective Date of 1986 Amendment note under sec-
tion 166 of this title.

PART II—MUTUAL SAVINGS BANKS, ETC.

Sec.

591. Deduction for dividends paid on deposits.

[692. Repealed.]

593. Reserves for losses on loans.

594. Alternative tax for mutual savings banks
conducting life insurance business.

[695, 596. Repealed.]

597. Treatment of transactions in which Federal

financial assistance provided.

AMENDMENTS

1996—Pub. L. 104-188, title I, §1616(b)(16), Aug. 20, 1996,
110 Stat. 1857, struck out items 595 ‘‘Foreclosure on
property securing loans’ and 596 ‘‘Limitation on divi-
dends received deduction’.

1989—Pub. L. 101-73, title XIV, §1401(b)(1), Aug. 9, 1989,
103 Stat. 549, repealed amendment made by Pub. L.
99-514, §904(b)(2), see 1986 Amendment note below.

Pub. L. 101-73, title XIV, §1401(a)(3)(C), Aug. 9, 1989,
103 Stat. 549, substituted ‘‘Treatment of transactions in
which Federal financial assistance provided” for
“FSLIC or FDIC financial assistance’ in item 597.

1988—Pub. L. 100-647, title IV, §4012(b)(2)(D)(ii), Nov.
10, 1988, 102 Stat. 3658, substituted *“FSLIC or FDIC” for
“FSLIC” in item 597.

1986—Pub. L. 99-514, title IX, §904(b)(2), (c)(2)(A), Oct.
22, 1986, 100 Stat. 2385, as amended by Pub. L. 100-647,
title IV, §4012(a)(2), Nov. 10, 1988, 102 Stat. 3656, which,
applicable to transfers after Dec. 31, 1989, in taxable
years ending after that date, directed amendment of
analysis by striking out item 597, was repealed by Pub.
L. 101-73, title XIV, §1401(b)(1), (c)(4), Aug. 9, 1989, 103
Stat. 549, 550, eff. Oct. 22, 1986, and applicable as if the
amendments made by such section had not been en-
acted.
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1981—Pub. L. 97-34, title II, §244(b), Aug. 13, 1981, 95
Stat. 2565, added item 597.

1976—Pub. L. 94-455, title XIX, §1901(b)(19), Oct. 4,
1976, 90 Stat. 1796, struck out item 592 ‘‘Deduction for
repayment of certain loans’’.

1969—Pub. L. 91-172, title IV, §434(b)(2), Dec. 30, 1969,
83 Stat. 625, added item 596.

1962—Pub. L. 87-834, §6(d), Oct. 16, 1962, 76 Stat. 984,
substituted ‘‘Reserves for losses on loans” for ‘Addi-
tions to reserve for bad debts’ in item 593, and added
item 595.

§591. Deduction for dividends paid on deposits

(a) In general

In the case of mutual savings banks, coopera-
tive banks, and domestic building and loan asso-
ciations and other savings institutions char-
tered and supervised as savings and loan or simi-
lar associations under Federal or State law,
there shall be allowed as deductions in comput-
ing taxable income amounts paid to, or credited
to the accounts of, depositors or holders of ac-
counts 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 with-
draw.

(b) Mutual savings bank to include certain banks
with capital stock

For purposes of this part, the term ‘“‘mutual
savings bank” includes any bank—
(1) which has capital stock represented by
shares, and
(2) which is subject to, and operates under,
Federal or State laws relating to mutual sav-
ings bank.

(Aug. 16, 1954, ch. 736, 68A Stat. 204; Pub. L.
87-834, §6(f), Oct. 16, 1962, 76 Stat. 984; Pub. L.
97-34, title II, §245(a), Aug. 13, 1981, 95 Stat. 255.)

AMENDMENTS

1981—Pub. L. 97-34 designated existing provisions as
subsec. (a), inserted heading ‘‘In general’’, and added
subsec. (b).

1962—Pub. L. 87-834 included other savings institu-
tions chartered and supervised as savings and loan or
similar associations under Federal or State law, and
authorized amounts paid as interest as a deduction.

EFFECTIVE DATE OF 1981 AMENDMENT

Pub. L. 97-34, title II, §246(d), Aug. 13, 1981, 95 Stat.
2566, provided that: ‘“The amendments made by section
245 [amending this section and section 593 of this title]
shall apply with respect to taxable years ending after
the date of the enactment of this Act [Aug. 13, 1981].”

[§592. Repealed. Pub. L. 94-455, title XIX,
§1901(a)(83), Oct. 4, 1976, 90 Stat. 1778]

Section, act Aug. 16, 1954, ch. 736, 68A Stat. 205, au-
thorized a deduction by mutual savings banks for re-
payment of loans made before Sept. 1, 1951, by the
United States or any agency or instrumentality there-
of, or any mutual fund established under the authority
of the laws of any State.

EFFECTIVE DATE OF REPEAL

Repeal effective with respect to taxable years begin-
ning after Dec. 31, 1976, see section 1901(d) of Pub. L.
94-455, set out as an Effective Date of 1976 Amendment
note under section 2 of this title.



§593

§593. Reserves for losses on loans
(a) Reserve for bad debts

(1) In general

Except as provided in paragraph (2), in the
case of—

(A) any domestic building and loan asso-
ciation,

(B) any mutual savings bank, or

(C) any cooperative bank without capital
stock organized and operated for mutual
purposes and without profit,

there shall be allowed a deduction for a rea-
sonable addition to a reserve for bad debts.
Such deduction shall be in lieu of any deduc-
tion under section 166(a).

(2) Organization must meet 60-percent asset
test of section 7701(a)(19)

This section shall apply to an association or
bank referred to in paragraph (1) only if it
meets the requirements of section
7701(a)(19)(C).

(b) Addition to reserves for bad debts

(1) In general

For purposes of subsection (a), the reason-
able addition for the taxable year to the re-
serve for bad debts of any taxpayer described
in subsection (a) shall be an amount equal to
the sum of—

(A) the amount determined to be a reason-
able addition to the reserve for losses on
nonqualifying loans, computed in the same
manner as is provided with respect to addi-
tions to the reserves for losses on loans of
banks under section 585(b)(2), plus

(B) the amount determined by the tax-
payer to be a reasonable addition to the re-
serve for losses on qualifying real property
loans, but such amount shall not exceed the
amount determined under paragraph (2) or
(3), whichever is the larger, but the amount
determined under this subparagraph shall in
no case be greater than the larger of—

(i) the amount determined under para-
graph (3), or

(ii) the amount which, when added to the
amount determined under subparagraph

(A), equals the amount by which 12 percent

of the total deposits or withdrawable ac-

counts of depositors of the taxpayer at the
close of such year exceeds the sum of its
surplus, undivided profits, and reserves at
the beginning of such year (taking into ac-
count any portion thereof attributable to
the period before the first taxable year be-
ginning after December 31, 1951).
(2) Percentage of taxable income method

(A) In general

Subject to subparagraphs (B) and (C), the
amount determined under this paragraph for
the taxable year shall be an amount equal to
8 percent of the taxable income for such
year.

(B) Reduction for amounts referred to in

paragraph (1)(A)

The amount determined under subpara-

graph (A) shall be reduced (but not below 0)
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by the amount determined under paragraph
(D(A).
(C) Overall limitation on paragraph

The amount determined under this para-
graph shall not exceed the amount necessary
to increase the balance at the close of the
taxable year of the reserve for losses on
qualifying real property loans to 6 percent of
such loans outstanding at such time.

(D) Computation of taxable income

For purposes of this paragraph, taxable in-
come shall be computed—

(i) by excluding from gross income any
amount included therein by reason of sub-
section (e),

(ii) without regard to any deduction al-
lowable for any addition to the reserve for
bad debts,

(iii) by excluding from gross income an
amount equal to the net gain for the tax-
able year arising from the sale or exchange
of stock of a corporation or of obligations
the interest on which is excludable from
gross income under section 103,

(iv) by excluding from gross income divi-
dends with respect to which a deduction is
allowable by part VIII of subchapter B, re-
duced by an amount equal to 8 percent of
the dividends received deduction (deter-
mined without regard to section 596)! for
the taxable year, and

(v) if there is a capital gain rate differen-
tial (as defined in section 904(b)(3)(D)) for
the taxable year, by excluding from gross
income the rate differential portion (with-
in the meaning of section 904(b)(3)(E)) of
the lesser of—

(I) the net long-term capital gain for
the taxable year, or

(IT) the net long-term capital gain for
the taxable year from the sale or ex-
change of property other than property

described in clause (iii).

(3) Experience method

The amount determined under this para-
graph for the taxable year shall be computed
in the same manner as is provided with re-
spect to additions to the reserves for losses on
loans of banks under section 585(b)(2).

(c) Treatment of reserve for bad debts

(1) Establishment of reserves

Each taxpayer described in subsection (a)
which uses the reserve method of accounting
for bad debts shall establish and maintain a
reserve for losses on qualifying real property
loans, a reserve for losses on nonqualifying
loans, and a supplemental reserve for losses on
loans. For purposes of this title, such reserves
shall be treated as reserves for bad debts, but
no deduction shall be allowed for any addition
to the supplemental reserve for losses on
loans.

(2) Certain pre-1963 reserves

Notwithstanding the second sentence of
paragraph (1), any amount allocated pursuant

1See References in Text note below.
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