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EFFECTIVE DATE OF REPEAL

Repeal applicable to taxable years of foreign corpora-
tions beginning after Dec. 31, 2004, and to taxable years
of United States shareholders with or within which
such taxable years of foreign corporations end, see sec-
tion 413(d)(1) of Pub. L. 108-357, set out as an Effective
and Termination Dates of 2004 Amendments note under
section 1 of this title.

PART IV—DEDUCTION FOR DIVIDENDS

PAID

Sec.
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562. Rules applicable in determining dividends eli-
gible for dividends paid deduction.

563. Rules relating to dividends paid after close of
taxable year.

564. Dividend carryover.

565. Consent dividends.

§561. Definition of deduction for dividends paid
(a) General rule

The deduction for dividends paid shall be the
sum of—

(1) the dividends paid during the taxable
year,

(2) the consent dividends for the taxable
year (determined under section 565), and

(3) in the case of a personal holding com-
pany, the dividend carryover described in sec-
tion 564.

(b) Special rules applicable

In determining the deduction for dividends
paid, the rules provided in section 562 (relating
to rules applicable in determining dividends eli-
gible for dividends paid deduction) and section
563 (relating to dividends paid after the close of
the taxable year) shall be applicable.

(Aug. 16, 1954, ch. 736, 68A Stat. 198, Pub. L.
87-403, §3(f), Feb. 2, 1962, 76 Stat. 8; Pub. L.
94-455, title XIX, §1901(b)(32)(H), Oct. 4, 1976, 90
Stat. 1800.)

AMENDMENTS

1976—Subsec. (b). Pub. L. 94-455 redesignated existing
provisions of par. (1) as subsec. (b) and struck out par.
(2) relating to special adjustment on disposition of
antitrust stock as a dividend.

1962—Subsec. (b). Pub. L. 87-403 designated existing
provisions as par. (1) and added par. (2).

EFFECTIVE DATE OF 1976 AMENDMENT

Amendment by Pub. L. 94-455 applicable with respect
to taxable years beginning after Dec. 31, 1976, see sec-
tion 1901(d) of Pub. L. 94-455, set out as a note under
section 2 of this title.

EFFECTIVE DATE OF 1962 AMENDMENT

Amendment by Pub. L. 87-403 applicable only with re-
spect to distributions made after Feb. 2, 1962, see sec-
tion 3(g) of Pub. L. 87-403, set out as a note under sec-
tion 312 of this title.

§562. Rules applicable in determining dividends
eligible for dividends paid deduction

(a) General rule

For purposes of this part, the term ‘‘dividend”
shall, except as otherwise provided in this sec-
tion, include only dividends described in section
316 (relating to definition of dividends for pur-
poses of corporate distributions).
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(b) Distributions in liquidation

(1) Except in the case of a personal holding
company described in section 542—

(A) in the case of amounts distributed in
liquidation, the part of such distribution
which is properly chargeable to earnings and
profits accumulated after February 28, 1913,
shall be treated as a dividend for purposes of
computing the dividends paid deduction, and

(B) in the case of a complete liquidation
occurring within 24 months after the adop-
tion of a plan of liquidation, any distribu-
tion within such period pursuant to such
plan shall, to the extent of the earnings and
profits (computed without regard to capital
losses) of the corporation for the taxable
year in which such distribution is made, be
treated as a dividend for purposes of comput-
ing the dividends paid deduction.

For purposes of subparagraph (A), a liquida-
tion includes a redemption of stock to which
section 302 applies. Except to the extent pro-
vided in regulations, the preceding sentence
shall not apply in the case of any mere holding
or investment company which is not a regu-
lated investment company.

(2) In the case of a complete liquidation of a
personal holding company, occurring within 24
months after the adoption of a plan of liquida-
tion, the amount of any distribution within
such period pursuant to such plan shall be
treated as a dividend for purposes of comput-
ing the dividends paid deduction, to the extent
that such amount is distributed to corporate
distributees and represents such corporate dis-
tributees’ allocable share of the undistributed
personal holding company income for the tax-
able year of such distribution computed with-
out regard to this paragraph and without re-
gard to subparagraph (B) of section 316(b)(2).

(c) Preferential dividends

The amount of any distribution shall not be
considered as a dividend for purposes of comput-
ing the dividends paid deduction, unless such
distribution is pro rata, with no preference to
any share of stock as compared with other
shares of the same class, and with no preference
to one class of stock as compared with another
class except to the extent that the former is en-
titled (without reference to waivers of their
rights by shareholders) to such preference. In
the case of a distribution by a regulated invest-
ment company to a shareholder who made an
initial investment of at least $10,000,000 in such
company, such distribution shall not be treated
as not being pro rata or as being preferential
solely by reason of an increase in the distribu-
tion by reason of reductions in administrative
expenses of the company.

(d) Distributions by a member of an affiliated
group

In the case where a corporation which is a
member of an affiliated group of corporations
filing or required to file a consolidated return
for a taxable year is required to file a separate
personal holding company schedule for such tax-
able year, a distribution by such corporation to
another member of the affiliated group shall be
considered as a dividend for purposes of comput-
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ing the dividends paid deduction if such dis-
tribution would constitute a dividend under the
other provisions of this section to a recipient
which is not a member of an affiliated group.

(e) Special rules for real estate investment trusts

In the case of a real estate investment trust,
in determining the amount of dividends under
section 316 for purposes of computing the divi-
dends paid deduction, the earnings and profits of
such trust for any taxable year beginning after
December 31, 1980, shall be increased by the
total amount of gain (if any) on the sale or ex-
change of real property by such trust during
such taxable year.

(Aug. 16, 1954, ch. 736, 68A Stat. 198; Pub. L.
88-2172, title II, §225()(3), Feb. 26, 1964, 78 Stat. 88;
Pub. L. 97-248, title II, §222(e)(7), Sept. 3, 1982, 96
Stat. 480; Pub. L. 97-448, title I, §102(c)(2), Jan.
12, 1983, 96 Stat. 2370; Pub. L. 99-514, title VI,
§657(a), title XVIII, §1804(d)(1), Oct. 22, 1986, 100

Stat. 2299, 2800; Pub. L. 108-357, title IV,
§413(c)(9), Oct. 22, 2004, 118 Stat. 1507.)
AMENDMENTS

2004—Subsec. (b)(1). Pub. L. 108-357 struck out ‘‘or a
foreign personal holding company described in section
5562’ after ‘‘section 542’ in introductory provisions.

1986—Subsec. (b)(1). Pub. L. 99-514, §1804(d)(1), in-
serted at end ‘““Except to the extent provided in regula-
tions, the preceding sentence shall not apply in the
case of any mere holding or investment company which
is not a regulated investment company.”

Subsec. (¢). Pub. L. 99-514, §657(a), inserted at end ‘‘In
the case of a distribution by a regulated investment
company to a shareholder who made an initial invest-
ment of at least $10,000,000 in such company, such dis-
tribution shall not be treated as not being pro rata or
as being preferential solely by reason of an increase in
the distribution by reason of reductions in administra-
tive expenses of the company.”’

1983—Subsec. (e). Pub. L. 97-448 added subsec. (e).

1982—Subsec. (b)(1). Pub. L. 97-248 inserted sentence
at end providing that, for purposes of subpar. (A), a lig-
uidation includes a redemption of stock to which sec-
tion 302 applies.

1964—Subsec. (b). Pub. L. 88-272 designated existing
provisions as subpars. (A) and (B) of par. (1), excepted
personal holding companies in section 542, and foreign
personal holding companies in section 552 therefrom,
and added par. (2).

EFFECTIVE DATE OF 2004 AMENDMENT

Amendment by Pub. L. 108-357 applicable to taxable
years of foreign corporations beginning after Dec. 31,
2004, and to taxable years of United States shareholders
with or within which such taxable years of foreign cor-
porations end, see section 413(d)(1) of Pub. L. 108-35T7,
set out as an Effective and Termination Dates of 2004
Amendments note under section 1 of this title.

EFFECTIVE DATE OF 1986 AMENDMENT

Section 657(b) of Pub. L. 99-514 provided that: ‘“The
amendment made by subsection (a) [amending this sec-
tion] shall apply to distributions after the date of the
enactment of this Act [Oct. 22, 1986].”’

Section 1804(d)(2) of Pub. L. 99-514 provided that:
“The amendment made by paragraph (1) [amending this
section] shall apply to distributions after September 27,
1985.”

EFFECTIVE DATE OF 1983 AMENDMENT

Amendment by Pub. L. 97-448 effective, except as
otherwise provided, as if it had been included in the
provision of the Economic Recovery Tax Act of 1981,
Pub. L. 97-34, to which such amendment relates, see
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section 109 of Pub. L. 97-448, set out as a note under sec-
tion 1 of this title.

EFFECTIVE DATE OF 1982 AMENDMENT

Amendment by Pub. L. 97-248 applicable to distribu-
tions after Aug. 31, 1982, with exceptions for certain
partial liquidations, see section 222(f) of Pub. L. 97-248,
set out as a note under section 302 of this title.

EFFECTIVE DATE OF 1964 AMENDMENT

Amendment Pub. L. 88-272 applicable to distributions
made in any taxable year of the distributing corpora-
tion beginning after Dec. 31, 1963, see section 225(1) of
Pub. L. 88-272, set out as a note under section 316 of
this title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.

§563. Rules relating to dividends paid after close
of taxable year

(a) Accumulated earnings tax

In the determination of the dividends paid de-
duction for purposes of the accumulated earn-
ings tax imposed by section 531, a dividend paid
after the close of any taxable year and on or be-
fore the 15th day of the third month following
the close of such taxable year shall be consid-
ered as paid during such taxable year.

(b) Personal holding company tax

In the determination of the dividends paid de-
duction for purposes of the personal holding
company tax imposed by section 541, a dividend
paid after the close of any taxable year and on
or before the 15th day of the third month follow-
ing the close of such taxable year shall, to the
extent the taxpayer elects in its return for the
taxable year, be considered as paid during such
taxable year. The amount allowed as a dividend
by reason of the application of this subsection
with respect to any taxable year shall not ex-
ceed either—

(1) The undistributed personal holding com-
pany income of the corporation for the taxable
year, computed without regard to this sub-
section, or

(2) 20 percent of the sum of the dividends
paid during the taxable year, computed with-
out regard to this subsection.

(c) Dividends considered as paid on last day of
taxable year

For the purpose of applying section 562(a),
with respect to distributions under subsection
(a) or (b) of this section, a distribution made
after the close of a taxable year and on or before
the 15th day of the third month following the
close of the taxable year shall be considered as
made on the last day of such taxable year.

(Aug. 16, 1954, ch. 736, 68A Stat. 199; Pub. L.
91-172, title IX, §914(a), Dec. 30, 1969, 83 Stat. 723;
Pub. L. 101-239, title VII, §7401(b), Dec. 19, 1989,
103 Stat. 2356; Pub. L. 108-357, title IV,
§413(c)(10), Oct. 22, 2004, 118 Stat. 1507.)
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AMENDMENTS

2004—Subsecs. (¢), (d). Pub. L. 108-357 redesignated
subsec. (d) as (c), substituted ‘‘subsection (a) or (b)” for
“‘subsection (a), (b), or (¢)”’, and struck out former sub-
sec. (¢) which related to foreign personal holding com-
pany tax.

1989—Subsec. (c¢). Pub. L. 101-239, §7401(b)(1), added
subsec. (c). Former subsec. (¢) redesignated (d).

Subsec. (d). Pub. L. 101-239, §7401(b)(2), substituted
“subsection (a), (b), or (c)” for ‘‘subsection (a) or (b)”.

Pub. L. 101-239, §7401(b)(1), redesignated former sub-
sec. (¢) as (d).

1969—Subsec. (b)(2). Pub. L. 91-172 substituted ‘20 per-
cent” for ‘‘10 percent’’.

EFFECTIVE DATE OF 2004 AMENDMENT

Amendment by Pub. L. 108-357 applicable to taxable
years of foreign corporations beginning after Dec. 31,
2004, and to taxable years of United States shareholders
with or within which such taxable years of foreign cor-
porations end, see section 413(d)(1) of Pub. L. 108-357,
set out as an Effective and Termination Dates of 2004
Amendments note under section 1 of this title.

EFFECTIVE DATE OF 1989 AMENDMENT

Amendment by Pub. L. 101-239 applicable to taxable
years of foreign corporations beginning after July 10,
1989, with special rules for any foreign corporation re-
quired by the amendments made by section 7401 of Pub.
L. 101-239 to change its taxable year for its first taxable
year beginning after July 10, 1989, see section 7401(d) of
Pub. L. 101-239, set out as an Effective Date note under
section 898 of this title.

EFFECTIVE DATE OF 1969 AMENDMENT

Section 914(b) of Pub. L. 91-172 provided that: ‘“The
amendment made by subsection (a) [amending this sec-
tion] shall apply to taxable years beginning after De-
cember 31, 1969.”’

§564. Dividend carryover
(a) General rule

For purposes of computing the dividends paid
deduction under section 561, in the case of a per-
sonal holding company the dividend carryover
for any taxable year shall be the dividend carry-
over to such taxable year, computed as provided
in subsection (b), from the two preceding tax-
able years.

(b) Computation of dividend carryover

The dividend carryover to the taxable year
shall be determined as follows:

(1) For each of the 2 preceding taxable years
there shall be determined the taxable income
computed with the adjustments provided in
section 545 (whether or not the taxpayer was a
personal holding company for either of such
preceding taxable years), and there shall also
be determined for each such year the deduc-
tion for dividends paid during such year as
provided in section 561 (but determined with-
out regard to the dividend carryover to such
year).

(2) There shall be determined for each such
taxable year whether there is an excess of such
taxable income over such deduction for divi-
dends paid or an excess of such deduction for
dividends paid over such taxable income, and
the amount of each such excess.

(8) If there is an excess of such deductions
for dividends paid over such taxable income
for the first preceding taxable year, such ex-
cess shall be allowed as a dividend carryover
to the taxable year.
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(4) If there is an excess of such deduction for
dividends paid over such taxable income for
the second preceding taxable year, such excess
shall be reduced by the amount determined in
paragraph (5), and the remainder of such ex-
cess shall be allowed as a dividend carryover
to the taxable year.

(5) The amount of the reduction specified in
paragraph (4) shall be the amount of the ex-
cess of the taxable income, if any, for the first
preceding taxable year over such deduction for
dividends paid, if any, for the first preceding
taxable year.

(Aug. 16, 1954, ch. 736, 68A Stat. 200; Pub. L.
94-455, title XIX, §1901(a)(81), Oct. 4, 1976, 90
Stat. 1778.)

AMENDMENTS

1976—Subsec. (¢). Pub. L. 94-455 struck out subsec. (c)
which related to the determination of dividend carry-
over from taxable years to which this subtitle does not
apply.

EFFECTIVE DATE OF 1976 AMENDMENT

Amendment by Pub. L. 94-455 applicable with respect
to taxable years beginning after Dec. 31, 1976, see sec-
tion 1901(d) of Pub. L. 94-455, set out as a note under
section 2 of this title.

§565. Consent dividends
(a) General rule

If any person owns consent stock (as defined in
subsection (f)(1)) in a corporation on the last
day of the taxable year of such corporation, and
such person agrees, in a consent filed with the
return of such corporation in accordance with
regulations prescribed by the Secretary, to treat
as a dividend the amount specified in such con-
sent, the amount so specified shall, except as
provided in subsection (b), constitute a consent
dividend for purposes of section 561 (relating to
the deduction for dividends paid).

(b) Limitations

A consent dividend shall not include—

(1) an amount specified in a consent which,
if distributed in money, would constitute, or
be part of, a distribution which would be dis-
qualified for purposes of the dividends paid de-
duction under section 562(c) (relating to pref-
erential dividends), or

(2) an amount specified in a consent which
would not constitute a dividend (as defined in
section 316) if the total amounts specified in
consents filed by the corporation had been dis-
tributed in money to shareholders on the last
day of the taxable year of such corporation.

(c) Effect of consent

The amount of a consent dividend shall be
considered, for purposes of this title—
(1) as distributed in money by the corpora-
tion to the shareholder on the last day of the
taxable year of the corporation, and
(2) as contributed to the capital of the cor-
poration by the shareholder on such day.
(d) Consent dividends and other distributions

If a distribution by a corporation consists in
part of consent dividends and in part of money
or other property, the entire amount specified in
the consents and the amount of such money or
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other property shall be considered together for
purposes of applying this title.
(e) Nonresident aliens and foreign corporations

In the case of a consent dividend which, if paid
in money would be subject to the provisions of
section 1441 (relating to withholding of tax on
nonresident aliens) or section 1442 (relating to
withholding of tax on foreign corporations), this
section shall not apply unless the consent is ac-
companied by money, or such other medium of
payment as the Secretary may by regulations
authorize, in an amount equal to the amount
that would be required to be deducted and with-
held under sections 1441 or 1442 if the consent
dividend had been, on the last day of the taxable
year of the corporation, paid to the shareholder
in money as a dividend. The amount accompany-
ing the consent shall be credited against the tax
imposed by this subtitle on the shareholder.

(f) Definitions
(1) Consent stock

Consent stock, for purposes of this section,
means the class or classes of stock entitled,
after the payment of preferred dividends, to a
share in the distribution (other than in com-
plete or partial liquidation) within the taxable
year of all the remaining earnings and profits,
which share constitutes the same proportion
of such distribution regardless of the amount
of such distribution.

(2) Preferred dividends

Preferred dividends, for purposes of this sec-
tion, means a distribution (other than in com-
plete or partial liquidation), limited in
amount, which must be made on any class of
stock before a further distribution (other than
in complete or partial liquidation) of earnings
and profits may be made within the taxable
year.

(Aug. 16, 1954, ch. 736, 68A Stat. 200; Pub. L.
94-455, title XIX, §1906(b)(13)(A), Oct. 4, 1976, 90
Stat. 1834.)
AMENDMENTS
1976—Subsecs. (a), (e). Pub. L. 94-455 struck out ‘‘or
his delegate’ after ‘‘Secretary’’.

Subchapter H—Banking Institutions

Part
1. Rules of general application to banking insti-
tutions.
II. Mutual savings banks, etc.

AMENDMENTS

1976—Pub. L. 94455, title XIX, §1901(b)(20)(C), Oct. 4,
1976, 90 Stat. 1797, struck out item for part III ‘‘Bank
affiliates’.

PART I—RULES OF GENERAL APPLICATION
TO BANKING INSTITUTIONS

Sec.
581. Definition of bank.
582. Bad debts, losses, and gains with respect to
securities held by financial institutions.
[683. Repealed.]
584. Common trust funds.
585. Reserves for losses on loans of banks.
[586. Repealed.]
AMENDMENTS

1986—Pub. L. 99-514, title IX, §901(d)(4)(H), Oct. 22,
1986, 100 Stat. 2380, struck out item 586 ‘‘Reserves for
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losses on loans of small business investment compa-
nies, etc.”

1976—Pub. L. 94-455, title XIX, §1901(b)(18), Oct. 4,
1976, 90 Stat. 1796, struck out item 583 ‘‘Deductions of
dividends paid on certain preferred stock’’.

1969—Pub. L. 91-172, title IV, §431(c)(2), Dec. 30, 1969,
83 Stat. 620, substituted ‘‘Bad debts, losses, and gains
with respect to securities held by financial institu-
tions’’, for ‘‘Bad debt and loss deduction with respect to
securities held by banks’ in item 582, and added items
585 and 586.

§ 581. Definition of bank

For purposes of sections 582 and 584, the term
“bank’ means a bank or trust company incor-
porated and doing business under the laws of the
United States (including laws relating to the
District of Columbia) or of any State, a substan-
tial part of the business of which consists of re-
ceiving deposits and making loans and dis-
counts, or of exercising fiduciary powers similar
to those permitted to national banks under au-
thority of the Comptroller of the Currency, and
which is subject by law to supervision and exam-
ination by State, Territorial, or Federal author-
ity having supervision over banking institu-
tions. Such term also means a domestic building
and loan association.

(Aug. 16, 1954, ch. 736, 68A Stat. 202; Pub. L.
87-722, §5, Sept. 28, 1962, 76 Stat. 670; Pub. L.
94-455, title XIX, §1901(c)(5), Oct. 4, 1976, 90 Stat.
1803.)

AMENDMENTS

1976—Pub. L. 94-455 substituted ‘‘or of any State’ for
“of any State, or of any Territory” after ‘‘District of
Columbia)”’ and struck out ‘“‘Territorial’’ after ‘‘exam-
ination by State”.

1962—Pub. L. 87-722 substituted ‘‘authority of the
Comptroller of the Currency’ for ‘‘section 11(k) of the
Federal Reserve Act (38 Stat. 262; 12 U.S.C. 248(k))”’.

§ 582. Bad debts, losses, and gains with respect to
securities held by financial institutions

(a) Securities

Notwithstanding sections 165(g)(1) and 166(e),
subsections (a) and (b) of section 166 (relating to
allowance of deduction for bad debts) shall apply
in the case of a bank to a debt which is evi-
denced by a security as defined in section
165(g)(2)(C).

(b) Worthless stock in affiliated bank

For purposes of section 165(g)(1), where the
taxpayer is a bank and owns directly at least 80
percent of each class of stock of another bank,
stock in such other bank shall not be treated as
a capital asset.

(c) Bond, etc., losses and gains of financial insti-
tutions

(1) General rule

For purposes of this subtitle, in the case of
a financial institution referred to in paragraph
(2), the sale or exchange of a bond, debenture,
note, or certificate or other evidence of in-
debtedness shall not be considered a sale or ex-
change of a capital asset. For purposes of the
preceding sentence, any regular or residual in-
terest in a REMIC shall be treated as an evi-
dence of indebtedness.
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