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Hudson City Savings Bank v. Commissioner, 58 T. C. 671 (1972)

Interest deductions by mutual savings banks under section 591 are only allowable
when the interest becomes withdrawable on demand by depositors.

Summary

Hudson City Savings Bank, a mutual savings bank, sought to deduct semiannual
interest  credited  to  depositors’  accounts  at  year-end  but  payable  on  the  first
business day of the following year. The Tax Court held that section 591 of the
Internal Revenue Code exclusively governs interest deductions for mutual savings
banks,  and  deductions  are  allowed  only  when  the  interest  is  withdrawable  on
demand. The court ruled that the interest was not deductible in the year it was
credited because it  was not withdrawable until  January of the subsequent year.
However, the court allowed the interest to be treated as a liability for the purpose of
calculating  bad debt  reserve  deductions  under  section  593,  as  it  was  properly
accrued under the bank’s accounting method.

Facts

Hudson City Savings Bank, a mutual savings bank, switched from a cash to an
accrual method of accounting in 1959. It credited semiannual interest to depositors’
accounts at the end of each year, but the interest was payable and withdrawable on
the first business day of the following year. The bank deducted this interest in the
year it was credited. The Commissioner disallowed these deductions for the years
1962-1964, asserting that the interest was not withdrawable until the subsequent
year. The bank also treated this interest as a liability for the purpose of calculating
its bad debt reserve under section 593.

Procedural History

The Commissioner determined deficiencies in the bank’s federal income taxes for
1962-1964 and disallowed the bank’s interest deductions under section 591. The
bank petitioned the Tax Court for a redetermination of the deficiencies. The Tax
Court  considered whether  section  591 exclusively  governed the  bank’s  interest
deductions and whether the interest was properly treated as a liability for section
593 purposes.

Issue(s)

1. Whether section 591 is the exclusive statutory authority for interest deductions by
mutual savings banks on an accrual method of accounting.
2. Whether the semiannual interest credited at year-end but payable on the first
business day of the following year was deductible under section 591 in the year it
was credited.
3.  Whether  the  semiannual  interest  was  properly  treated  as  a  liability  for  the
purpose of calculating the bank’s bad debt reserve under section 593.
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Holding

1. Yes, because section 591 is specifically directed at mutual savings banks and its
language and legislative history do not distinguish between cash and accrual basis
taxpayers.
2. No, because the interest was not withdrawable on demand until the first business
day of the following year, as required by section 591.
3.  Yes,  because the interest was properly accrued under the bank’s accounting
method and constituted a fixed and certain liability by the end of the year.

Court’s Reasoning

The court applied section 591, which allows mutual savings banks to deduct interest
paid or credited to depositors’ accounts when it is withdrawable on demand. The
court reasoned that the legislative history of section 591 did not distinguish between
cash and accrual basis taxpayers, and its specific applicability to mutual savings
banks overrode the more general section 163(a). The court found that the interest
credited at year-end was not withdrawable until January of the following year, as per
the bank’s bylaws and resolutions, thus not meeting the section 591 requirement for
deductibility  in the earlier  year.  However,  the court  held that  the interest  was
properly accrued as a liability under the bank’s accounting method and should be
treated as such for the purpose of calculating the bad debt reserve under section
593. The court emphasized that the withdrawability requirement of section 591 is
separate from accounting rules, and an item can be properly accrued without being
deductible.

Practical Implications

This  decision  clarifies  that  mutual  savings  banks  must  adhere  strictly  to  the
withdrawability  requirement  of  section  591  when  claiming  interest  deductions,
regardless of their accounting method. Banks cannot deduct interest credited at
year-end if it is not withdrawable until the following year. However, they can still
treat such interest as a liability for other tax calculations, such as bad debt reserves
under section 593. This ruling may affect how mutual savings banks time their
interest payments and account for them in their financial and tax reporting. It also
underscores the importance of aligning bank policies with tax code requirements to
optimize  tax  positions.  Subsequent  cases  involving  similar  issues  will  need  to
consider this ruling when determining the deductibility of  interest payments by
mutual savings banks.


