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without the consent of the Commis-
sioner on or before the final date pre-
scribed by paragraph (a)(1) of this sec-
tion for making the election. To do so, 
the bank that made the election must 
file an amended tax return for its dis-
qualification year (or, for elections 
under § 1.585–6(d)(2), the year for which 
the election was made) and attach a 
statement that— 

(i) Includes the bank’s name, address 
and taxpayer identification number; 

(ii) Identifies and withdraws the pre-
vious election; and 

(iii) If the bank is making a new elec-
tion under § 1.585–6(b)(2), § 1.585–6(d)(2) 
or § 1.585–7(a), contains the information 
described in paragraphs (b)(1)(ii) and 
(b)(1)(iii) of this section. 

(2) After final date for making election. 
An election under § 1.585–6(b)(2), § 1.585– 
6(d)(2) or § 1.585–7(a) may be revoked 
only with the consent of the Commis-
sioner after the final date prescribed by 
paragraph (a)(1) of this section for 
making the election. The Commis-
sioner will grant this consent only in 
extraordinary circumstances. 

(d) Elections by banks that are members 
of parent-subsidiary controlled groups. In 
the case of a bank that is a member of 
a parent-subsidiary controlled group 
(as defined in § 1.585–5(d)(2)), any elec-
tion under § 1.585–6(b)(2), § 1.585–6(d)(2) 
or § 1.585–7(a) with respect to the bank 
is to be made separately by the bank. 
An election made by one member of 
such a group is not binding on any 
other member of the group. 

(e) Elections made or revoked by amend-
ed return on or before February 28, 1994. 
This paragraph (e) applies to any elec-
tion that a bank seeks to make under 
paragraph (b) of this section, or revoke 
under paragraph (c) of this section, by 
means of an amended return that is 
filed on or before February 28, 1994. To 
make or revoke an election to which 
this paragraph (e) applies, a bank must 
file (before expiration of each applica-
ble period of limitations under section 
6501) this amended return and amended 
returns for all taxable years after the 
taxable year for which the election is 
made or revoked by amended return, to 
any extent necessary to report the 
bank’s tax liability in a manner con-

sistent with the making or revoking of 
the election by amended return. 

[T.D. 8513, 58 FR 68764, Dec. 29, 1993; 59 FR 
4583, Feb. 1, 1994; 59 FR 15502, Apr. 1, 1994] 

§ 1.586–1 Reserve for losses on loans of 
small business investment compa-
nies, etc. 

(a) General rule. As an alternative to 
a deduction from gross income under 
section 166(a) for specific debts which 
become worthless in whole or in part, a 
taxpayer which is a financial institu-
tion to which section 586 and this sec-
tion apply is allowed a deduction under 
section 166(c) for a reasonable addition 
to a reserve for bad debts provided such 
financial institution has adopted or 
adopts the reserve method of treating 
bad debts in accordance with paragraph 
(b) of § 1.166–1. In the case of such a tax-
payer, the amount of the reasonable 
addition to such reserve for a taxable 
year beginning after July 11, 1969, shall 
be an amount determined by the tax-
payer which does not exceed the 
amount computed under § 1.586–2. A fi-
nancial institution to which section 586 
and this section apply which adopts the 
reserve method is not entitled to 
charge-off any bad debts pursuant to 
section 166(a) with respect to a loan (as 
defined in § 1.586–2(c)(2)). Except as pro-
vided by § 1.586–2, regarding the manner 
of computation of the addition to the 
reserve for bad debts, the reserve for 
bad debts of a financial institution to 
which this section applies shall be 
maintained in the same manner as is 
provided by section 166(c) and the regu-
lations thereunder with respect to re-
serves for bad debts. Except as provided 
by this section, no deduction is allow-
able for an addition to a reserve for bad 
debts of a financial institution to 
which section 586 and this section 
apply. For rules relating to deduction 
with respect to debts which are not 
loans (as defined in § 1.586–2(c)(2)), see 
section 166(a) and the regulations 
thereunder. 

(b) Application of section. Section 586 
and this section shall apply only to the 
following financial institutions: 

(1) Any small business investment 
company operating under the Small 
Business Investment Act of 1958 as 
amended and supplemented (72 Stat. 
689), and 
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(2) Any business development cor-
poration, which for purposes of this 
section, means a corporation which 
was created by or pursuant to an act of 
a State legislature for purposes of pro-
moting, maintaining, and assisting the 
economy and industry within such 
State on a regional or statewide basis 
by making loans which would generally 
not be made by banks (as defined in 
section 581 and the regulations there-
under) within such region or State in 
the ordinary course of their businesses 
(except on the basis of a partial partici-
pation), and which is operated pri-
marily for such purposes. 

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

§ 1.586–2 Addition to reserve. 
(a) General rule. Except as provided 

by paragraph (b) of this section, the 
amount computed under this section is 
the amount necessary to increase the 
balance of the reserve for bad debts (as 
of the close of the taxable year) to the 
greater of: 

(1) The amount which bears the same 
ratio to loans outstanding at the close 
of the taxable year as (i) the total bad 
debts sustained during the taxable year 
and the 5 preceding taxable years (or, 
with the approval of the Commissioner, 
a shorter period), adjusted for recov-
eries of bad debts during such period, 
bears to (ii) the sum of the loans out-
standing at the close of such 6 or fewer 
taxable years, or 

(2) The lower of: 
(i) The balance of the reserve as of 

the close of the base year, or 
(ii) If the amount of loans out-

standing at the close of the taxable 
year is less than the amount of loans 
outstanding at the close of the base 
year, the amount which bears the same 
ratio to loans outstanding at the close 
of the taxable year as the balance of 
the reserve as of the close of the base 
year bears to the amount of loans out-
standing at the close of the base year. 
For purposes of subparagraph (2) of this 
paragraph, the term base year means 
the last taxable year beginning on or 
before July 11, 1969. For purposes of ap-
plying this paragraph, a period shorter 
than the 6 years generally would be ap-
propriate only where there is a change 
in the type of a substantial portion of 

the loans outstanding such that the 
risk of loss is substantially increased. 
For example, if the major portion of a 
business development corporation’s 
portfolio of loans changes from agricul-
tural loans to industrial loans which 
results in a substantial increase in the 
risk of loss, a period shorter than the 6 
years may be appropriate. If approval 
is granted to use a shorter period, the 
experience for those taxable years 
which are excluded shall not be used 
for any subsequent year. A request for 
approval to exclude the experience of a 
prior taxable year shall not be consid-
ered unless it is sent to the Commis-
sioner at least 30 days before the close 
of the current taxable year. The re-
quest shall include a statement of the 
reasons such experience should be ex-
cluded. 

(b) New financial institutions—(1) Small 
business investment companies. In the 
case of a new financial institution 
which is a small business investment 
company to which section 586 applies, 
the amount computed under this sec-
tion is the greater of the amount com-
puted under paragraph (a) of this sec-
tion or the amount necessary to in-
crease the balance of the reserve for 
bad debts as of the close of the taxable 
year to the amount which bears the 
same ratio to loans outstanding at the 
close of the taxable year as: 

(i) The total bad debts (as determined 
by the Commissioner) sustained by all 
such small business investment compa-
nies during the 12-month period ending 
on March 31 that ends with or within 
the taxpayer’s previous taxable year, 
and during the five 12-month periods 
ending on March 31 that precede such 
12-month period, adjusted for recov-
eries of bad debts during such periods 
(as determined by the Commissioner), 
bears to 

(ii) The sum of the loans outstanding 
(as determined by the Commissioner) 
by all such small business investment 
companies at the close of each of such 
six 12-month periods ending on March 
31. 

(2) Business development corporations. 
In the case of a new financial institu-
tion which is a business development 
corporation to which section 586 ap-
plies, the amount computed under this 
section is the greater of the amount 
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