
Userid: SD_QVLBB DTD instrx Leadpct: 0% Pt. size: 9 ❏ Draft ❏ Ok to Print

PAGER/XML Fileid: ...10 XML 1120-PC M-3 Instructions\updated_I1120PM3 11-05-2010.xml (Init. & date)

Page 1 of 23 Instructions for Schedule M-3 (Form 1120-PC) (2010) 14:33 - 24-NOV-2010

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

Department of the Treasury
Internal Revenue Service2010

Instructions for Schedule
M-3 (Form 1120-PC)
Net Income (Loss) Reconciliation for U.S. Property and Casualty Insurance
Companies With Total Assets of $10 Million or More

schedules, including Schedule M-3 (Form consolidated assets on Schedule L of $8Section references are to the Internal
1120-PC), with the Department of the million. A’s U.S. consolidated tax group isRevenue Code unless otherwise noted.
Treasury, Internal Revenue Service not required to file Schedule M-3 for theGeneral Instructions Center, Ogden, UT 84201-0012. 2010 tax year.

2. U.S. property and casualty
insurance company C owns U.S. propertyWho Must FileWhat’s New
and casualty insurance company D. For• Any domestic corporation or group of• Special instructions for Part II, lines 25 its 2010 tax year, C preparescorporations required to file Formand 28, and Part III, line 40, have been consolidated financial statements with D1120-PC, U.S. Property and Casualtyadded. See page 12. but C and D file separate U.S. income taxInsurance Company Income Tax Return,• For Part II, line 25, and Part III, line 40, returns. The consolidated accrual basisthat reports on Schedule L of Forma separate schedule, including a detailed financial statements for C and D report1120-PC total assets at the end of thedescription of the amounts entered in total assets at the end of the taxable yearcorporation’s tax year that equal oreach column of these lines, must be of $12 million after intercompanyexceed $10 million must complete and fileattached to Schedule M-3 (Form eliminations. C reports separate companySchedule M-3 instead of Schedule M-1,1120-PC). See Required schedules for total year-end assets on its Schedule L ofReconciliation of Income (Loss) perPart II, line 25, and Part III, line 40 on $7 million. D reports separate companyBooks With Income (Loss) per Return.page 13 for more information. total year-end assets on its Schedule L of• A corporation filing a non-consolidated• Line 38, Research and development $6 million. Neither C nor D is required toForm 1120-PC that reports on Schedule Lcosts, has been added to Schedule M-3 file Schedule M-3 for the 2010 tax year.for Form 1120-PC total assets that equal(Form 1120-PC), Part III. See the 3. Foreign corporation A owns 100or exceed $10 million must complete andinstructions for line 38, Part III, and percent of both U.S. property andfile Schedule M-3 instead of Scheduleexamples on pages 21 and 22 for more casualty insurance company B and U.S.M-1 and must check box (1),information. property and casualty insurance companyNon-consolidated return, at the top of• Line 39, Section 118 exclusion, has C. C owns 100 percent of U.S. propertypage 1 of Schedule M-3.been added to Schedule M-3 (Form and casualty insurance company D. For• Any U.S. consolidated tax group1120-PC), Part III. See the instructions for its 2010 tax year, A prepares aconsisting of a U.S. parent corporationline 39, Part III, on page 22 for more consolidated worldwide financialand additional includible corporationsinformation. statement for the ABCD consolidatedlisted on Form 851, Affiliations Schedule, group. The ABCD consolidated financialrequired to file Form 1120-PC that reportsPurpose of Schedule statement reports total year-end assets ofon Schedule L of Form 1120-PC totalSchedule M-3, Part I, asks certain $25 million. A is not required to file a U.S.consolidated assets at the end of the taxquestions about the corporation’s income tax return. B files a separate U.S.year that equal or exceed $10 millionfinancial statements and reconciles income tax return and reports separatemust complete and file Schedule M-3financial statement net income (loss) for company total year-end assets on itsinstead of Schedule M-1, and must checkthe corporation (or consolidated financial Schedule L of $12 million. C files abox (2), Consolidated return (Formstatement group, if applicable), as consolidated U.S. income tax return with1120-PC only), or (3), Mixed 1120/L/PCreported on Schedule M-3, Part I, line 4a, D and, after eliminating intercompanygroup, as applicable, at the top of page 1to net income (loss) of the corporation for transactions between C and D, reportsof Schedule M-3.U.S. taxable income purposes, as consolidated total year-end assets on

A U.S. property and casualtyreported on Schedule M-3, Part I, line 11. Schedule L of $8 million. B is required to
insurance company filing Form 1120-PC file Schedule M-3 because its totalSchedule M-3, Parts II and III,
that is not required to file Schedule M-3 year-end assets reported on Schedule Lreconcile financial statement net income
may voluntarily file Schedule M-3 in place exceed $10 million. The CD U.S.(loss) for the U.S. corporation (or
of Schedule M-1. A property and casualty consolidated tax group is not required toconsolidated tax group, if applicable), as
insurance company filing Schedule M-3 file Schedule M-3 because its totalreported on Schedule M-3, Part I, line 11,
must check Item A, box 3, on Form year-end assets reported on Schedule Lto taxable income on Form 1120-PC,
1120-PC, page 1, indicating that do not exceed $10 million.Schedule A, line 35 (or Schedule B, line
Schedule M-3 is attached, whether19, if applicable). For property and
required or voluntary. A property and Special Filing Requirements forcasualty insurance companies that
casualty insurance company filingprepare an annual statement, financial Mixed Groups
Schedule M-3 must not file Schedule M-1.statement net income (loss) should be If the parent company of a U.S.

reported on the statutory basis on Example 1. consolidated tax group files Form
Schedule M-3, Part I, line 11. 1. U.S. corporation A owns U.S. 1120-PC and files Schedule M-3, all

subsidiary B and foreign subsidiary F. For members of the group must file ScheduleWhere To File its 2010 tax year, A prepares M-3. However, if the parent corporation of
If the corporation is required to file (or consolidated financial statements with B a U.S. consolidated tax group files Form
voluntarily files) Schedule M-3 (Form and F that report total assets of $12 1120-PC and any member of the group
1120-PC), the corporation must file Form million. A files a consolidated U.S. income files a Form 1120 or Form 1120-L, U.S.
1120-PC and all attachments and tax return with B and reports total Life Insurance Company Income Tax
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Return, that member must file a Form In the case of a U.S. consolidated tax statements, Schedule L must equal the
1120 Schedule M-3 or a Form 1120-L group, total assets at the end of the tax sum of the non-tax-basis financial
Schedule M-3, respectively, and the year must be determined based on the statement total assets for each
group must comply with the mixed group total year-end assets of all includible corporation listed on Form 851 and
consolidated Schedule M-3 reporting corporations listed on Form 851, net of included in the consolidated U.S. income
described in the section Schedule M-3 eliminations for intercompany tax return (includible corporation) net of
Consolidation for Mixed Groups (1120/L/ transactions and balances between the eliminations for intercompany
PC) on page 4 of these instructions. A includible corporations. In addition, for transactions between includible
mixed group must also file Form 8916, purposes of determining for Schedule M-3 corporations. If the property and casualty
Reconciliation of Schedule M-3 Taxable whether the corporation (or U.S. insurance company does not prepare
Income with Tax Return Taxable Income consolidated tax group) has total assets non-tax-basis financial statements,
for Mixed Groups, and, if applicable, Form at the end of the current tax year of $10 Schedule L must be based on the
8916-A, Supplemental Attachment to million or more, the corporation’s total property and casualty company’s books
Schedule M-3. consolidated assets must be determined and records. The Schedule L balance

on an overall accrual method of sheet may show tax-basis balance sheetIf the parent company of a U.S.
accounting unless both of the following amounts if the property and casualtyconsolidated tax group files Form
apply: (a) the tax returns of all includible insurance company is allowed to use1120-PC and any member of the group
corporations in the U.S. consolidated tax books and records for Schedule M-3 andfiles Form 1120 or Form 1120-L and the
group are prepared using an overall cash the property and casualty insuranceconsolidated Schedule L reported in the
method of accounting, and (b) no company’s books and records reflect onlyreturn includes the assets of all of the
includible corporation in the U.S. tax-basis amounts.companies (insurance companies as well
consolidated tax group prepares or isas the non-insurance companies), in Generally, total assets at the beginningincluded in financial statements preparedorder to determine if the group meets the of the year (Schedule L, line 15, columnon an accrual basis.$10 million threshold test for the (b)) must equal total assets at the close of

requirement to file Schedule M-3, use the Note. See the instructions for Part I, line the prior year (Schedule L, line 15,
amount of total assets reported on 1, for a discussion of non-tax-basis column (d)). For each Schedule L balance
Schedule L of the consolidated return. If income statements and related sheet item reported for which there is a
the parent company of a U.S. non-tax-basis balance sheets to be used difference between the current opening
consolidated tax group files Form in the preparation of Schedule M-3 and balance sheet amount, and the prior
1120-PC and any member of the group Form 1120-PC, Schedule L. closing balance sheet amount attach a
files Form 1120 or Form 1120-L and the schedule that reports the balance sheet
consolidated Schedule L reported in the item, the prior closing amount, the currentOther Form 1120-PC
return does not include the assets of one opening amount, and a short explanation
or more of the insurance companies in Schedules Affected by of the change. Such reasons for these
the U.S. consolidated tax group, in order differences include mergers andSchedule M-3to determine if the group meets the $10 acquisitions.
million threshold test for the requirement Requirements For purposes of measuring total assetsto file Schedule M-3, use the sum of the Report on Schedules L and Form at the end of the year, the corporation’samount of total assets reported on the 1120-PC, Schedule A (or Schedule B, if assets may not be netted or reduced byconsolidated Schedule L plus the applicable), amounts for the U.S. the corporation’s liabilities. In addition,amounts of all assets reported on Forms corporation or, if applicable, the U.S. total assets may not be reported as a1120 and 1120-L that are included in the consolidated tax group. negative amount. If Schedule L isconsolidated return but not included on

prepared on a non-tax-basis method, anthe consolidated Schedule L. Schedule L investment in a partnership may be
For insurance companies included in If a non-tax-basis income statement and shown as appropriate under the

the consolidated U.S. income tax return, related non-tax-basis balance sheet are corporation’s non-tax-basis method of
see instructions for Part I, lines 10a, 10b, prepared for any purpose for a period accounting, including, if required by the
10c, and 11, and Part II, line 7, for ending with or within the tax year, corporation’s reporting methodology, the
guidance on Schedule M-3 reporting of Schedule L must be prepared showing equity method of accounting for
intercompany dividends and statutory non-tax-basis amounts. See the investments. If Schedule L is prepared on
accounting adjustments. discussion in the instructions for Schedule a tax-basis, an investment by the

M-3, Part I, line 1, of non-tax-basis corporation in a partnership must be
income statements and relatedOther Issues Affecting shown as an asset and measured by the
non-tax-basis balance sheets prepared corporation’s adjusted basis in itsSchedule M-3 Filing for any purpose and the impact on the partnership interest. Any liabilities
selection of the income statement usedRequirements contributing to such adjusted basis must
for Schedule M-3 and the related be shown on Schedule L as corporateIf a property and casualty insurance
non-tax-basis balance sheet amounts that liabilities.company was required to file Schedule
must be used for Schedule L.M-3 for the preceding tax year but reports Schedule M-2on Schedule L of Form 1120-PC total Total assets shown on Schedule L,

The amount shown on Schedule M-2, lineconsolidated assets at the end of the line 15, column (d), must equal the total
2, Net income (loss) per books, mustcurrent tax year of less than $10 million, assets of the property and casualty
equal the amount shown on Schedulethe property and casualty insurance insurance company (or, in the case of a
M-3, Part I, line 11. Schedule M-2 mustcompany is not required to file Schedule U.S. consolidated tax group, the total
reflect activity only of corporationsM-3 for the current tax year. The property assets of all members of the group listed
included in the consolidated U.S. incomeand casualty insurance company may on Form 851) as of the last day of the tax
tax return.voluntarily file Schedule M-3 for the year, and must be the same total assets

current tax year. If for a subsequent tax reported by the property and casualty Consolidated Return (Formyear the property and casualty insurance insurance company (or by each member
1120-PC)company is required to file Schedule M-3, of the U.S. consolidated tax group) in the

the property and casualty insurance non-tax-basis financial statements, if any, Report on Form 1120-PC each item of
company must complete Schedule M-3 in used for Schedule M-3. If the property income, gain, loss, expense, or deduction
its entirety (Part I and all columns in Parts and casualty insurance company net of elimination entries for intercompany
II and III) for that subsequent tax year. prepares non-tax-basis financial transactions between includible
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corporations. The corporation must not be owned under these instructions by the Z was a reportable entity partner for 2010,
report as dividends on Form 1120-PC, corporation during the corporation tax each of A, B, C, D, and E is required to
Schedule A, any amounts received from year; (4) the owner of 50 percent or more complete Form 1065 Schedule M-3 for
an includible corporation unless the of partnership income, loss, or capital on 2010, regardless of whether they would
corporation receiving the intercompany any day of the partnership tax year is otherwise be required to complete
dividends is an insurance company and deemed to own all corporate and Schedule M-3 for that year.
only to the extent that the insurance partnership interests owned or deemed to 2. P, a U.S. property and casualty
company is required to include be owned under these instructions by the insurance company, is the parent of a
intercompany dividends in taxable partnership during the partnership tax financial consolidation group with 50
income. (See the instructions for Part I, year; and (5) the beneficial owner of 50 domestic subsidiaries, DS1 through
lines 10a, 10b, 10c, and 11, for a percent or more of the beneficial interest DS50, and 50 foreign subsidiaries, FS1
discussion of intercompany dividends and of a trust or nominee arrangement on any through FS50, all 100 percent owned on
insurance company statutory accounting.) day of the trust or nominee arrangement September 16, 2010. On September 15,
In general, dividends received from an tax year is deemed to own all corporate 2010, P filed a consolidated tax return on
includible corporation must be eliminated and partnership interests owned or Form 1120-PC and was required to
in consolidation rather than offset by the deemed to be owned under these complete Schedule M-3 for the tax year
dividends-received deduction. instructions by the trust or nominee ending December 31, 2009. On

arrangement. September 16, 2010, DS1, DS2, DS3,
FS1, and FS2 each acquire a 10 percentEntity Considerations for A reportable entity partner with respect
partnership interest in partnership Kto a partnership (as defined above) mustSchedule M-3 which files Form 1065 for the tax yearreport the following to the partnership

For purposes of Schedule M-3, ending December 31, 2010. P is deemedwithin 30 days of first becoming a
references to the classification of an entity to own, directly or indirectly (under thesereportable entity partner and, after first
(for example, as a corporation, a instructions), all corporate andreporting to the partnership under these
partnership, or a trust) are references to partnership interests of DS1, DS2, andinstructions, thereafter within 30 days of
the treatment of the entity for U.S. income DS3, as the parent of the taxthe date of any change in the interest it
tax purposes. An entity that generally is consolidation group and therefore isowns or is deemed to own, directly or
disregarded as separate from its owner deemed to own 30 percent of K onindirectly, under these instructions, in the
for U.S. income tax purposes September 16, 2010. P is deemed topartnership: (1) its name, (2) its mailing
(disregarded entity) must not be own, directly or indirectly (under theseaddress, (3) its taxpayer identification
separately reported on Schedule M-3 instructions), all corporate andnumber (TIN or EIN) if applicable, (4) its
except, if required, on Part I, line 7a or 7b. partnership interests of FS1 and FS2 asentity or organization type, (5) the state or
On Schedule M-3, Parts II and III, any the owner of 50 percent or more of eachcountry in which it is organized, (6) the
item of income, gain, loss, deduction, or corporation by vote and therefore isdate on which it first became a reportable
credit of a disregarded entity must be deemed to own 20 percent of K onentity partner, (7) the date with respect to
reported as an item of its owner. In September 16, 2010. P is thereforewhich it is reporting a change in its
particular, the income or loss of a deemed to own 50 percent of K onownership interest in the partnership, if
disregarded entity must not be reported September 16, 2010. Since P owns or isapplicable, (8) the interest in the
on Part II, lines 9, 10, or 11 as a separate deemed to own, directly or indirectlypartnership it owns or is deemed to own
partnership or other pass-through. The (under these instructions), 50 percent orin the partnership, directly or indirectly (as
financial statement income or loss of a more of K on September 16, 2010, anddefined under these instructions) as of the
disregarded entity is included on Part I, was required to complete Schedule M-3date with respect to which it is reporting,
line 7a or 7b, only if its financial statement with its most recently filed U.S. incomeand (9) any change in that interest as of
income or loss is included on Part I, line tax return filed prior to that date, P is athe date with respect to which it is
11, but not on Part I, line 4a. reportable entity partner of K as ofreporting.

September 16, 2010. On October 5,Reportable Entity Partner The reportable entity partner must 2010, P reports to K that P is a reportableReporting Responsibilities retain copies of required reports it makes entity partner as of September 16, 2010,
to partnerships under these instructions.A reportable entity partner with respect to deemed to own (under these instructions)
Each partnership must retain copies ofa partnership filing Form 1065 is an entity a 50 percent interest in K. K is, therefore,
the required reports it receives underthat (1) owns or is deemed to own, required to complete Schedule M-3 when
these instructions from reportable entitydirectly or indirectly, under these it files its Form 1065 for its tax year
partners.instructions a 50 percent or greater ending December 31, 2010.

interest in the income, loss, or capital of Example 2.
the partnership on any day of the tax 1. A, an LLC filing a Form 1065 for Consolidated Scheduleyear, and (2) was required to complete 2010, is owned 50 percent by U.S.
Schedule M-3 on its most recently filed property and casualty insurance company M-3 Versus Consolidating
U.S. income tax return or return of income Z. A owns 50 percent of B, C, D, and E,
filed prior to that day. Schedules M-3 for Formwhich are also LLCs filing a Form 1065

For the purposes of these instructions, for calendar year 2010. Z was first 1120-PC Groups
the following rules apply: (1) the parent required to complete Form 1120-PC

A consolidated tax return group with acorporation of a consolidated tax group is Schedule M-3 for its corporate tax year
parent corporation that files a Formdeemed to own all corporate and ended December 31, 2009, and filed its
1120-PC is a mixed group if any memberpartnership interests owned or deemed to Schedule M-3 with Form 1120-PC for
is a life insurance company (files Formbe owned under these instructions by any 2009 on September 15, 2010. As of
1120-L, U.S. Life Insurance Companymember of the tax consolidated group; (2) September 16, 2010, Z was a reportable
Income Tax Return) or is not anthe owner of a disregarded entity is entity partner with respect to A and,
insurance company. See the discussiondeemed to own all corporate and through A, with respect to B, C, D, and E.
Schedule M-3 Consolidation for Mixedpartnership interests owned or deemed to On October 5, 2010, Z reports to A, B, C,
Groups (1120/L/PC).be owned under these instructions by the D, and E, as it is required to do within 30

disregarded entity; (3) the owner of 50 days of September 16, that Z is a A U.S. consolidated tax group must file
percent or more of a corporation by vote reportable entity partner directly owning a consolidated Schedule M-3. Parts I, II,
on any day of the corporation tax year is (with respect to A) or deemed to own and III of the consolidated Schedule M-3
deemed to own all corporate and indirectly (with respect to B, C, D, and E) must reflect the activity of the entire U.S.
partnership interests owned or deemed to a 50 percent interest. Therefore, because consolidated tax group. The parent
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corporation also must complete Parts II and III, and (2) consolidation of the 8916. Capital loss limitation and
and III of a separate Schedule M-3 to subgroup sub-consolidation totals on a carryforward used and charitable
reflect the parent’s own activity. In consolidated Schedule M-3 Part II that deduction limitation and carryforward
addition, Parts II and III of a separate ties to a consolidated Schedule M-3 Part I used are not taken into account in the
Schedule M-3 must be completed by and a consolidated Form 8916, determination of the three subgroup
each includible corporation to reflect the Reconciliation of Schedule M-3 Taxable sub-consolidated taxable incomes on
activity of that includible corporation. Income with Tax Return Taxable Income Schedule M-3, but are reflected on Form
Lastly, it generally will be necessary to for Mixed Groups. 8916 and in the calculation of the life/
complete Parts II and III of a separate non-life loss limitation and carryforwardIn addition to one Schedule M-3 Part II
Schedule M-3 for consolidation used. See the discussion Life/Non-Lifeand one Schedule M-3 Part III for each
eliminations. Loss Limitation and Carryforward Usedcorporation in the three subgroup

Calculations.If a U.S. consolidated tax group that is sub-consolidations, there will be generally
not a mixed group consists of four a total of six additional Schedule M-3 The reconciliation totals for book,
includible corporations (the parent and Parts II and six additional Schedule M-3 temporary difference, permanent
three subsidiaries) all filing Form Parts III for the subgroup difference, and taxable income for each
1120-PC, the U.S. consolidated tax group sub-consolidations. Specifically, there subgroup are reported on Forms 1120,
must complete six Schedules M-3 as must be one Part II and one Part III for 1120-PC, or 1120-L, as applicable,
follows: (a) one consolidated Schedule each subgroup’s sub-consolidated Schedule M-3, Part II, line 29a, columns
M-3 with Parts I, II, and III completed to amounts and one Part II and one Part III (a), (b), (c), and (d), and equal the sum of
reflect the activity of the entire U.S. for each subgroup’s sub-consolidation the line amounts on Part II, lines 26
consolidated tax group; (b) Parts II and III eliminations amounts. through 28. For a mixed group, Schedule
of a separate Schedule M-3 for each of M-3, Part II, lines 29b, 29c, and 30 areAt the mixed group consolidated level,
the four includible corporations to reflect blank on the Forms 1120, 1120-PC, orthere must be a consolidated Schedule
the activity of each includible corporation; 1120-L, as applicable, for the separateM-3, Part II, and, if applicable, a Part II for
and (c) Parts II and III of a separate corporations (parent and subsidiary) andconsolidation eliminations not includible in
Schedule M-3 to eliminate intercompany for the three subgroupthe subgroup eliminations. At the
transactions between includible sub-consolidations.consolidated level there must also be a
corporations and to include limitations on consolidated Schedule M-3 Part I and a Note. A sub-consolidation is required fordeductions (e.g., charitable contribution consolidated Form 8916. For a mixed every subgroup, even if the subgrouplimitations and capital loss limitations) and group, there is no Schedule M-3 Part III at consists of only one corporation. Incarryover amounts (e.g., charitable the consolidated level. At the addition, Form 8916-A, if applicable, iscontribution carryovers and capital loss consolidated level, use the Schedule M-3 required at the sub-consolidated level andcarryovers). See the discussion form (1120, 1120-PC, 1120-L) Parts I and the sub-consolidated elimination level.Completion of Schedule M-3 and Certain II that match the form on which the parent
Allocations, Limitations, and Carryovers. corporation reports and the entire Reconciliation of Mixed Group
Note. Complete only one Schedule M-3, consolidated group files. Subgroup Sub-ConsolidationPart I, for each consolidated group. A The corporation must check the Amounts to Schedule M-3 Part I,subsidiary of a consolidated group does applicable mixed group checkboxes on all Line 11, and to Tax Return Taxablenot complete Schedule M-3, Part I. Enter Schedules M-3, Parts I, II, and III, as Incomeon Part I the name and EIN of the discussed below.
common parent of the consolidated At the consolidated level, use the

Subgroup Sub-Consolidation: 1120group. Schedule M-3 form (1120, 1120-PC,
Subgroup, 1120-PC Subgroup, and 1120-L) Parts I and II that matches theIndicate on each Schedule M-3, Parts

form on which the parent corporation1120-L SubgroupII and III, on the line after the common
reports and the entire consolidated groupparent’s name and EIN, whether the A subgroup Schedule M-3, Parts II and III,
files. For a mixed group, the consolidatedSchedule M-3, Parts II and III, is for the: sub-consolidation must be prepared with
Schedule M-3, Part II, lines 29a, 29b, and(1) consolidated group; (2) parent all necessary eliminations within the
29c amounts report the applicablecorporation; (3) consolidation subgroup for each of the three possible
amounts from the three subgroupeliminations; or (4) subsidiary corporation, subgroups that are in fact present: one
sub-consolidation Part II, line 29aby checking the appropriate box. If Parts subgroup for those corporations reporting
amounts. (If a consolidated level Part IIII and III are for a subsidiary in a on Form 1120; one subgroup for those
for consolidation eliminations notconsolidated return, also enter the name corporations reporting on Form 1120-PC;
includible in the subgroup eliminations isand EIN of the subsidiary. and one subgroup for those reporting on
applicable, the applicable amounts mustForm 1120-L. The parent corporation isSchedule M-3 Consolidation for be adjusted by the applicable eliminationincluded in the subgroup that corresponds
amounts.) The consolidated ScheduleMixed Groups (1120/L/PC) to the form on which it reports and the
M-3, Part II, line 30, amounts are theentire consolidated group files. ForSpecial Schedule M-3 consolidation rules
sums of the applicable amounts on theexample, in the case of a Form 1120-PCapply to a mixed group, that is, a
consolidated Part II, lines 29a, 29b, andparent and Form 1120-PC consolidatedconsolidated tax group that (1) includes
29c. For a mixed group, the consolidatedgroup, the parent is included in the Formboth a corporation that is an insurance
Part II, lines 1 through 28 are blank and1120-PC subgroup sub-consolidation.company and a corporation that is not an
no consolidated Part III is required to beEach subgroup uses its own Scheduleinsurance company, or (2) includes both a
completed.M-3 form (1120, 1120-PC, 1120-L), Partslife insurance company and a property

II and III, for each corporation within theand casualty insurance company, or (3) For mixed groups, the consolidated
subgroup and for the subgroupincludes a life insurance company, a Part II, line 30, column (a), must equal
sub-consolidation and the subgroupproperty and casualty insurance Part I, line 11, with appropriate
eliminations.company, and a corporation that is not an adjustments for statutory accounting

insurance company. The three subgroup sub-consolidation requirements reflected on Part I, lines 10a
Mixed group consolidation for taxable income calculations on Schedule and 10b. The consolidated taxable

Schedule M-3, Parts II and III, requires (1) M-3 must follow the separate return income indicated on Part II, line 30,
subgroup sub-consolidation of the 1120 requirements of the regulation under column (d), must equal the amount shown
subgroup, the 1120-PC subgroup, and section 1502 and all other applicable on Form 8916, line 1. Form 8916, line 8,
the 1120-L subgroup, each with its own regulations taking into account the must equal taxable income reported on
sub-consolidated Schedule M-3 Parts II amounts separately reported on Form the tax return.
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U.S. consolidated tax group’s income taxCompletion of Mixed Group Life/Non-Life Loss Limitation and
expense as reflected in the financialCarryforward Used CalculationsCheckboxes for Schedule M-3 Part
statements.II and Part III The applicable life/non-life loss limitation

and all carryforward used calculations are Any adjustments made at theThe following discussion of checkboxes
made using the amounts determined for consolidated group level that are notwill assume that the 1120-PC subgroup
taxable income in the three subgroup attributable to any specific member of theincludes the corporate parent of the
sub-consolidations and other applicable U.S. consolidated tax group (e.g.,mixed group.
amounts separately reported on Form disallowance of net capital losses,
8916. The calculated life/non-life loss contribution deduction carryovers, andForms 1120, 1120-PC, and 1120-L,
limitation or carryforward used amounts, if limitation of contribution deductions) mustSchedule M-3, Parts II and III, each have
any, are not entered on Schedule M-3. not be reported on the separatea checkbox (5) at the top indicating a
The calculated amounts, if any, are consolidating parent or subsidiarymixed group. Checkbox (5) and one or
entered on Form 8916. Schedules M-3 but rather on themore other applicable checkboxes must

consolidated Schedule M-3 and on thebe checked for a mixed group.
consolidating Schedule M-3 forCompletion of Schedule

For example, an 1120-PC parent consolidation eliminations (or on FormM-3 and Certaincorporation included in the 1120-PC 8916 in the case of a mixed group).
subgroup must check Form 1120-PC Allocations, Limitations, If an includible corporation has (1) noSchedule M-3, Parts II and III, boxes (2), activity for the tax year (e.g., because theand CarryoversParent corporation, and (5), Mixed 1120/ corporation is a dormant or inactiveL/PC group. An 1120-PC subsidiary A corporation (or any member of a U.S. corporation), (2) no amount for thecorporation within the 1120-PC subgroup consolidated tax group) required to file corporation was included in Part I, line 11,must check Form 1120-PC Schedule M-3, Schedule M-3 must complete the form in and (3) the corporation has no amounts toParts II and III, boxes (4), Subsidiary its entirety. In particular, a corporation report on Part II and Part III of Schedulecorporation, and (5), Mixed 1120/L/PC filing a nonconsolidated return that meets M-3 for the tax year, the parentgroup. An 1120 subsidiary corporation the filing requirements for Schedule M-3 corporation of the U.S. consolidated taxwithin the 1120 subgroup must check must complete Parts I, II, and III. Such a group may attach to the consolidatedForm 1120 Schedule M-3, Parts II and III, corporation does not check any of the Schedule M-3 a statement that providesboxes (4), Subsidiary corporation, and checkboxes at the top of Parts II and III. the name and EIN of the includible(5), Mixed 1120/L/PC group. An 1120-L In the case of a U.S. consolidated tax corporation in lieu of filing a blank Part IIsubsidiary corporation within the 1120-L group, Part I must be completed once, on and Part III of Schedule M-3 for suchsubgroup must check Form 1120-L the consolidated Schedule M-3, by the entity. On Part I check box (4), DormantSchedule M-3, Parts II and III, boxes (4), parent corporation. Parts II and III must subsidiaries schedule attached.Subsidiary corporation, and (5), Mixed be completed by the parent corporation,
1120/L/PC group. each includible corporation, and a

consolidating eliminations entity.
The 1120 subgroup sub-consolidation Specific InstructionsAt the time the Form 1120-PC is filed,

Form 1120 Schedule M-3, Parts II and III, all applicable questions must be
must be indicated by checking boxes (5), answered on Part I, all columns must be Part I. FinancialMixed 1120/L/PC group, and (6), 1120 completed on Parts II and III, and all
group for the sub-consolidation, and by Information and Netnumerical data required by Schedule M-3
checking boxes (5), Mixed 1120/L/PC must be provided. Any schedule required Income (Loss)group, and (7), 1120 eliminations for the to support a line item on Schedule M-3
eliminations. The 1120-PC subgroup must be attached at the time Schedule Reconciliationsub-consolidation Form 1120-PC M-3 is filed and must provide the
Schedule M-3, Parts II and III, must be When To Complete Part Iinformation required for that line item.
indicated by checking boxes (5), Mixed

Part I must be completed for any tax yearAll detailed schedules for Part II and1120/L/PC group, and (6), 1120-PC group
for which the property and casualtyPart III of Schedule M-3 must be attachedfor the sub-consolidation, and by
insurance company files Schedule M-3.for each separate entity included in thechecking boxes (5), Mixed 1120/L/PC
Check either box (1), Non-consolidatedConsolidated Part II and Part III, includinggroup, and (7), 1120-PC eliminations for
return, (2), Consolidated return (Formthose for the parent company and thethe eliminations. The 1120-L subgroup
1120-PC only), or (3), Mixed 1120/L/PCeliminations entity, if applicable. It is notsub-consolidation Form 1120-L Schedule
group, as applicable. In addition, checkrequired that the same supportingM-3, Parts II and III, must be indicated by
box (4), Dormant subsidiaries scheduledetailed information be presented for Partchecking boxes (5), Mixed 1120/L/PC
attached, if applicable.II and Part III of the consolidatedgroup, and (6), 1120-L group for the

Schedule M-3.sub-consolidation, and by checking boxes Line 1. Questions Regarding
If an item attributable to an includible(5), Mixed 1120/L/PC group, and (7), the Type of Income Statementcorporation is not shared by or allocated1120-L eliminations for the eliminations. Preparedto the appropriate member of the group

A mixed group with a Form 1120-PC but is retained in the parent corporation’s For Schedule M-3, Part I, lines 1 through
parent corporation completes a financial statements (or books and 12, use only the financial statements of
consolidated level Form 1120-PC records, if applicable), then the item must the U.S. property and casualty insurance
Schedule M-3, Parts I and II, and a be reported by the parent corporation in company filing the U.S. income tax return
consolidated Form 8916. The mixed its separate Schedule M-3. For example, (the consolidated financial statements for
group consolidated Schedule M-3, Part II, if the parent of a U.S. consolidated tax the U.S. parent corporation of a U.S.
must be indicated by checking boxes (1), group prepares financial statements that consolidated tax group). If the U.S.
consolidated group, and (5), Mixed 1120/ include all members of the U.S. property and casualty insurance company
L/PC group. (If a consolidated level Part II consolidated tax group and the parent filing a U.S. income tax return (or the U.S.
for consolidation eliminations not does not allocate the group’s income tax parent corporation of a U.S. consolidated
includible in the subgroup eliminations is expense as reflected in the financial tax group) prepares its own financial
applicable, that Part II must be indicated statements among the members of the statements but is controlled by another
by checking boxes (3), Consolidated group but retains it in the parent corporation (U.S. or foreign) that prepares
eliminations, and (5), Mixed 1120/L/PC corporation, the parent corporation must financial statements that include the U.S.
group.) report on its separate Schedule M-3 the corporation, the U.S. corporation (or the
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U.S. parent corporation of a U.S. 4. Statutory accounting for insurance period that is restated, including the
consolidated tax group) must use for its companies. original amount and restated amount of
Schedule M-3, Part I, its own financial 5. Other regulatory accrual each annual statement period’s net
statements and not the financial accounting. income. The attached schedule is not
statements of the controlling corporation. 6. Any other accrual accounting required to report restatements on an

standard. entity-by-entity basis.If a non-publicly traded U.S. parent
7. Any fair market value standard.property casualty insurance company of a Line 3. Questions Regarding8. Any cash basis standard.U.S. consolidated tax group prepares Publicly Traded Voting

financial statements and that group If no non-tax-basis income statement Common Stockincludes a publicly traded subsidiary that is certified and two or more non-tax-basis The primary U.S. publicly traded votingfiles financial statements with the income statements are prepared, the common stock class is the most widelySecurities and Exchange Commission income statement prepared according to held or most heavily traded within the(SEC), the consolidated financial the first listed of the accounting standards U.S. as determined by the property andstatements of the parent property and listed above shall be used. casualty insurance company. If thecasualty insurance company are the
property and casualty insurance companyIf no non-tax-basis financialappropriate financial statements for
has more than one class of publiclystatements are prepared for a U.S.purposes of completing Part I. Do not use
traded voting common stock, attach a listproperty and casualty insurance companyany separate company financial
of the classes of publicly traded voting(or, in the case of a U.S. consolidated taxstatements that might be prepared for
common stock and the trading symbolgroup, for the U.S. parent corporation’spublicly traded subsidiaries.
and the nine-digit CUSIP number of eachconsolidated group) filing Schedule M-3

Non-Tax-Basis Financial class.(Form 1120-PC), the U.S. property and
Statements and Tax-Basis casualty insurance company (or the U.S. Line 4. Worldwide ConsolidatedFinancial Statements parent corporation of a U.S. consolidated

Net Income (Loss) per Incometax group) must check “No” on questionsA tax basis income statement is allowed
Statement1a, 1b, and 1c, skip Part I, lines 2afor Schedule M-3 and a tax-basis balance

through 3c, and enter the net incomesheet for Schedule L only if no Report on Part I, line 4a, the worldwide
(loss) per the books and records of thenon-tax-basis income statement and no consolidated net income (loss) per the
U.S. property and casualty insurancenon-tax-basis balance sheet were income statement (or books and records,
company (or U.S. consolidated tax group)prepared for any purpose and the books if applicable). A corporation filing a
on Part I, line 4a.and records of the corporation reflect only non-consolidated Form 1120-PC for itself

tax-basis amounts. The corporation is must report its worldwide income on PartIf no non-tax-basis financial
deemed to have non-tax-basis income I, line 4a.statements are prepared for a U.S.
statements and the related non-tax-basis property and casualty insurance company In completing Schedule M-3, the
balance sheets for the current tax year for (or, in the case of a U.S. consolidated tax property and casualty insurance company
purposes of Schedule M-3 and Schedule group, for the U.S. parent corporation’s must use financial statement amounts
L if such non-tax-basis financial consolidated group) filing Form 1120 from the financial statement type checked
statements were prepared for and Schedule M-3, and the U.S. property and “Yes” on Part I, line 1, or from its books
presented to management, creditors, casualty insurance company is owned by and records if Part I, line 1c, is checked
shareholders, government regulators, and a foreign corporation that prepares “No.” If Part I, line 1a, is checked “Yes,”
any other third parties for a period ending financial statements that include the U.S. report on Part I, line 4a, the net income
with or within the tax year. corporation (or the U.S. parent amount reported in the income statement

corporation’s consolidated group), theIf a Form 10-K is filed with the SEC for presented to the SEC on the corporation’s
U.S. corporation (or the U.S. parentthe period ending with or within the tax Form 10-K (the Form 10-K for the security
corporation of the U.S. consolidated taxyear, the corporation must check “Yes,” identified on Part I, line 3b, if applicable).
group) must check “No” on questions 1a,for Part I, line 1a, and use that income If a property and casualty insurance
1b, and 1c, skip Part I, lines 2a throughstatement for Schedule M-3. If Form 10-K company prepares non-tax-basis financial
3c, and enter the net income (loss) peris not filed and a non-tax-basis income statements, the amount on Part I, line 4a,
the books and records of the U.S.statement is prepared that is a certified must equal the financial statement net
corporation (or U.S. consolidated taxnon-tax-basis income statement for the income (loss) for the income statement
group) on Part I, line 4a.period ending with or within the tax year, period ending with or within the tax year

the corporation must check “Yes,” for Part as indicated on line Part I, 2a.Line 2. Questions RegardingI, line 1b, and use that income statement
If the property and casualty insuranceIncome Statement Period andfor Schedule M-3. If Form 10-K is not filed

company prepares non-tax-basis financialRestatementsand no certified non-tax-basis income
statements and the income statementstatement is prepared for the period Enter the beginning and ending dates on period differs from the corporation’s taxending with or within the tax year, the line 2a for the property and casualty year, the income statement periodcorporation must check “Yes,” for Part I, insurance company’s income statement indicated on Part I, line 2a, applies forline 1c, and use that income statement for period ending with or within this tax year. purposes of Part I, lines 4a through 8.Schedule M-3. The questions on Part I, lines 2b and If the property and casualty insuranceOrder of priority in accounting 2c, regarding income statement company does not prepare non-tax-basisstandards. If no Form 10-K is filed and restatements, refer to the worldwide financial statements, and has checkedtwo or more non-tax-basis income consolidated income statement issued by “No” on Part I, line 1c, enter the netstatements are both certified the corporation filing the U.S. income tax income (loss) per the books and recordsnon-tax-basis income statements for the return (the consolidated financial of the U.S. corporation or the U.S.period, the income statement prepared statements for the U.S. parent corporation consolidated tax group on Part I, line 4a.according to the following order of priority of a U.S. consolidated tax group) and

in accounting standards shall be used. Indicate on Part I, line 4b, which of theused to prepare Schedule M-3. Answer
following accounting standards were used1. U.S. Generally Accepted “Yes” on lines 2b and/or 2c if the property
for line 4a.Accounting Principles (GAAP). and casualty insurance company’s

2. International Financial Reporting income statement has been restated for 1. U.S. Generally Accepted
Standards (IFRS). any reason. Attach a short explanation of Accounting Principles (GAAP).

3. Any other International Accounting the reasons for the restatement in net 2. International Financial Reporting
Standards (IAS). income for each annual income statement Standards (IFRS).
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3. Statutory. Part I the financial net income (loss) of and include those assets and liabilities
4. Other (Specify). any nonincludible foreign entity accounted amounts in the total assets and total

for on Part I, line 4a, using the equity liabilities reported on Part I, line 12c. The
Report on Part I, lines 5a through 10, method. amounts of income (loss) detailed on the

as instructed below, all adjustment supporting schedule should be reportedAttach a supporting schedule thatamounts required to adjust worldwide net for each separate nonincludible U.S.provides the name, EIN (if applicable),income (loss) reported on this Part I, line entity without regard to the effect ofand net income (loss) included on Part I,4a (whether from financial statements or consolidation or elimination entries. Ifline 4a, that is removed on this line 5 forbooks and records), to net income (loss) there are consolidation or eliminationeach separate nonincludible foreignof includible corporations that must be entries relating to nonincludible U.S.entity. Also state the total assets and totalreported on Part I, line 11. entities whose income (loss) is reportedliabilities for each such separate on the attached schedule that are notReport on line 12a the worldwide nonincludible foreign entity and include reportable on Part I, line 8, the netconsolidated total assets and total those assets and liabilities amounts in the amounts of all such consolidation andliabilities amounts for the corporation total assets and total liabilities reported on elimination entries must be reported on ausing the same financial statements (or Part I, line 12b. The amounts of income separate line on the attached schedule,book and records) used for the worldwide (loss) detailed on the supporting schedule so that the separate financial accountingconsolidated income (loss) amount should be reported for each separate income (loss) of each nonincludible U.S.reported on Part I, line 4a. nonincludible foreign entity without regard entity remains separately stated. Forto the effect of consolidation orIf a U.S. property and casualty example, if the net income (afterelimination entries. If there areinsurance company (a) has net income consolidation and elimination entries) of aconsolidation or elimination entries(loss) included on Part I, line 4a, and nonincludible U.S. sub-consolidatedrelating to nonincludible foreign entitiesremoved on Part I, line 6a or 6b, on group is being reported on line 6a, thewhose income (loss) is reported on theanother U.S. corporation’s Schedule M-3, attached supporting schedule shouldattached schedule that are not reportable(b) files its own Form 1120-PC (separate report the income (loss) of each separateon Part I, line 8, the net amounts of allor consolidated), (c) does not have a nonincludible U.S. legal entity from eachsuch consolidation and elimination entriesseparate non-tax-basis financial such entity’s own financial accounting netmust be reported on a separate line onstatement (certified or otherwise) of its income statement or books and records,the attached schedule, so that theown, and (d) reports on Schedule L of its and any consolidation or eliminationseparate financial accounting incomeown Form 1120-PC total consolidated entries (for intercompany dividends,(loss) of each nonincludible foreign entityassets that equal or exceed $10 million at minority interests, etc.) not reportable onremains separately stated. For example, ifthe end of the corporation’s tax year, the Part I, line 8, should be reported on thethe net income (after consolidation andproperty and casualty insurance company attached supporting schedule as a netelimination entries) of a nonincludiblemust answer questions 1a, 1b, and 1c of amount on a line separate and apart fromforeign sub-consolidated group is beingPart I as appropriate for its own Form lines that report each nonincludible U.S.reported on line 5a, the attached1120-PC and must report on Part I, line entity’s separate net income (loss).supporting schedule should report the4a, the amount for the corporation’s net
income (loss) of each separateincome (loss) that is removed on Part I, Lines 7a, 7b, and 7c. Net
nonincludible foreign legal entity fromline 6a or 6b of the other corporation’s Income (Loss) of Other Foreign
each such entity’s own financialSchedule M-3. However, if in the Disregarded Entities, Netaccounting net income statement orcircumstances described immediately Income (Loss) of Other U.S.books and records, and any consolidationabove, the property and casualty Disregarded Entities, and Netor elimination entries (for intercompanyinsurance company does have separate

Income (Loss) of Otherdividends, minority interests, etc.) notnon-tax-basis financial statements
reportable on Part I, line 8, should be Includible Entities(certified or otherwise) of its own,
reported on the attached supportingindependent of the amount of the Include on line 7a, 7b, or line 7c the
schedule as a net amount on a linecorporation’s net income included in Part financial net income or (loss) of each
separate and apart from lines that reportI, line 4a, of the other U.S. corporation, foreign or U.S. disregarded entity or other
each nonincludible foreign entity’sthe corporation must answer questions includible corporation that is not included
separate net income (loss).1a, 1b, and 1c of Part I, as appropriate, in the consolidated financial group and

for its own Form 1120-PC, based on its therefore not included in the incomeLine 6. Net Income (Loss) ofown separate income statement, and reported on Part I, line 4a. Include on lineNonincludible U.S. Entitiesmust report on Part I, line 4a, the net 7a or 7b the financial net income or (loss)
income amounts shown on its separate Remove the financial net income (line 6a) of any disregarded entity that is not
income statement. or loss (line 6b) included on Part I, line included in the income reported on Part I,

4a, for each U.S. entity that is not an line 4a, but is included on Part I, line 11Note. See the instructions for Part I, line
includible corporation in the U.S. (other disregarded entities). Include on10, for adjustments that may be
consolidated tax group (nonincludible line 7c the financial net income or (loss)necessary to reconcile financial statement
U.S. entity). In addition, on Part I, line 8, of any entity not a disregarded entity thatincome to statutory income for the
adjust for consolidation eliminations and is not included in the income reported onproperty and casualty insurance
correct for minority interest and Part I, line 4a, but is included on line 11company.
intercompany dividends between any (other includible corporations). In addition,
nonincludible U.S. entity and anyLine 5. Net Income (Loss) of on Part I, line 8, adjust for consolidation
includible corporation. Do not remove in eliminations and correct for minorityNonincludible Foreign Entities
Part I the financial net income (loss) of interest and intercompany dividends forRemove the financial net income (line 5a) any nonincludible U.S. entity accounted any other disregarded entity or otheror loss (line 5b) of each foreign entity that for on Part I, line 4a, using the equity includible corporations.is included on Part I, line 4a, and is not an method.includible corporation in the U.S. Attach a supporting schedule that

consolidated tax group (nonincludible Attach a supporting schedule that provides the name, EIN, and net income
foreign entity). In addition, on Part I, line provides the name, EIN, and net income (loss) per the financial statement or books
8, adjust for consolidation eliminations (loss) included on Part I, line 4a, that is and records for each separate other
and correct for minority interest and removed on this line 6 for each separate disregarded entity or other includible
intercompany dividends between any nonincludible U.S. entity. Also state the entity reported on line 7. Also state the
nonincludible foreign entity and any total assets and total liabilities for each total assets and total liabilities for each
includible corporation. Do not remove in such separate nonincludible U.S. entity such separate included entity and include
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those assets and liabilities amounts in the that the consolidation entries and statement period for income reported on
total assets and total liabilities reported on intercompany eliminations entries Part I, line 11, that differs from the period
Part I, line 12d. The amounts of income included in the amount reported on Part I, reported on Part I, line 4a, or line 7.
(loss) detailed on the supporting schedule line 11, are only those applicable to the Report on Part I, line 10b, adjustments to
should be reported for each separate financial net income (loss) of includible income because of such differences in
other disregarded entity or other entities for the financial statement period. accounting period.
includible entity without regard to the For example, adjustments must be Line 10a. Intercompanyeffect of consolidation or elimination reported on line 8 to remove minority

Dividend Adjustments Toentries solely between or among the interest and to reverse the elimination of
Reconcile to Line 11, entities listed. If there are consolidation or intercompany dividends included on Part

elimination entries relating to such other I, line 4a, that relate to the net income of Line 10b. Other Statutory
disregarded entity or other includible entities removed on Part I, line 5 or 6, Accounting Adjustments To
entities whose income (loss) is reported because the income to which the Reconcile to Line 11, and 
on the attached schedule that are not consolidation or elimination entries relate  Line 10c. Other Adjustmentsreportable on Part I, line 8, the net has been removed. Also, for example,

To Reconcile to Amount onamounts of all such consolidation and consolidation or elimination entries must
Line 11elimination entries must be reported on a be reported on line 8 to reflect any

separate line on the attached schedule, minority interest ownership in the net Include on lines 10a, 10b, and 10c any
so that the separate financial accounting income of other disregarded entities or other adjustments to reconcile net income
income (loss) of each other disregarded other includible entities reported on Part I, (loss) on Part I, line 4a, through Part I,
entity or other includible entity remains line 7a, 7b, or 7c, and to eliminate any line 9, with net income (loss) on Part I,
separately stated. For example, if the net intercompany dividends between line 11. Include on line 10a the amount of
income (after consolidation and corporations or entities whose income is any intercompany dividend adjustment
elimination entries) of a sub-consolidated included on Part I, line 7a, 7b, or 7c, and required by statutory accounting. Include
group of other disregarded entities is other entities included in the consolidated on line 10b the amount of any other
being reported on lines 7a or 7b, the U.S. income tax return. See line 11, required statutory accounting adjustment.
attached supporting schedule should examples 3, 4, and 5. Include on line 10c the amount of any
report the income (loss) of each separate other adjustment not required by statutoryIf a corporate owner of an interest in
other disregarded entity from each entity’s accounting.another entity: (1) accounts for the
own financial accounting net income interest in entity in the owner Normally, all intercompany dividendsstatement or books and records, and any corporation’s separate general ledger on will have been eliminated or excludedconsolidation or elimination entries (for the equity method, and (2) fully from the financial accounting consolidatedintercompany dividends, minority consolidates entity in the owner net income (loss) reported on Part I, lineinterests, etc.) not reportable on Part I, corporation’s consolidated financial 4a. However, an insurance company mayline 8, should be reported on the attached statements, but entity is not includible in be required to include certainsupporting schedule as a net amount on a the owner corporation’s consolidated U.S. intercompany dividends on Part I, line 11,line separate and apart from lines that income tax return, then, as part of so that the amount reported on Part I, linereport each other disregarded entity’s reversing all consolidation and elimination 11, agrees with statutory accounting netseparate net income (loss). entries for the nonincludible entity, the income (Annual Statement). If the net

corporate owner must reverse on income (loss) of a corporation that filesLine 8. Adjustment to Schedule M-3, Part I, line 8, the Form 1120-PC or Form 1120-L isEliminations of Transactions elimination of the equity income inclusion included on Part I, line 4a, or line 7, and is
Between Includible Entities and from entity. If the owner corporation does computed on a basis other than statutory

not account for entity on the equityNonincludible Entities accounting, include on line 10a the
method on its own general ledger, it will adjustments necessary such that Part I,Adjustments on Part I, line 8, to reverse
not have eliminated the equity income for line 11, includes intercompany dividendscertain financial accounting consolidation
consolidated financial statement in the net income (loss) for suchor elimination entries are necessary to
purposes, and therefore will have no corporation to the extent required byensure that transactions between
elimination of equity income to reverse. statutory accounting principles. (Forincludible entities and nonincludible U.S.

insurance companies included in theor foreign entities are not eliminated, in The attached supporting schedule for
consolidated U.S. income tax return, seeorder to report the correct total amount on Part I, line 8, must identify the type (e.g.,
instructions for Part I, line 11, and Part II,Part I, line 11. Also, additional minority interest, intercompany dividends,
line 7.)consolidation entries and elimination etc.) and amount of consolidation or

entries may be necessary on Part I, line elimination entries reported, as well as Statutory accounting for an insurance
8, related to transactions between the names of the entities to which they company subsidiary acquired or merged
includible entities that are in the pertain. It is not necessary, but it is may require the use of a financial
consolidated financial statement group permitted, to report intercompany statement period for income reported on
and other disregarded entities and other eliminations that net to zero on Part I, line Part I, line 11, that differs from the period
includible entities that are not in the 8, such as intercompany interest income reported on Part I, line 4a, or line 7.
consolidated financial statement group and expense. Report on Part I, line 10b, adjustments to
but that are reported on Part I, lines 7a, income because of such differences inLine 9. Adjustment To7b, or 7c, in order to report the correct accounting period.Reconcile Income Statementtotal amount on Part I, line 11.

For any adjustments reported on PartPeriod to Tax Year
Include on Part I, line 8, the total of the I, lines 10a, 10b, and 10c, attach a

Include on line 9 any adjustmentsfollowing: (a) amounts of any adjustments supporting schedule that provides, for
necessary to the income (loss) ofto consolidation entries and elimination each corporation to which an adjustment
includible corporations to reconcileentries that are contained in the amount relates, the name and EIN of the
differences between the corporation’sreported on Part I, line 4a, required as a corporation, the amount of net income
income statement period reported on lineresult of removing amounts on Part I, included in Part I before any adjustments
2a and the corporation’s tax year. Attachlines 5 or 6; and (b) amounts of any on line 10, the amount of net income
a schedule describing the adjustment.additional consolidation entries and included on Part I, line 11, the amount of

elimination entries that are required as a Statutory accounting for an insurance the net adjustment that is attributable to
result of including amounts on Part I, line company subsidiary acquired or merged intercompany dividend adjustments
7a, 7b, or 7c. This is necessary in order may require the use of a financial required to be reported by statutory
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accounting and included on Part I, line corporations, DS1 through DS75, FS1 or is not on the statutory basis, P
10a, the amount of the net adjustment between 51% and 79% of the stock of 25 must enter any necessary adjustments on
attributable to other statutory accounting U.S. corporations, DS76 through DS100, lines 5a through 10 in order for Part I, line
requirements and included on Part I, line and 100% of the stock of 50 foreign 11, to report the net income (loss) of
10b, and the amount of the remainder of subsidiaries, FS1 through FS50. P includible corporations P and DS1, net of
the net adjustment not required because eliminates all dividend income from DS1 eliminations for transactions between P
of statutory accounting and included on through DS100 and FS1 through FS50 in and DS1.
Part I, line 10c. If any net adjustment is financial statement consolidation entries.
included for the corporation on Part I, Furthermore, P eliminates the minority Example 4.
lines 10b or 10c, attach a supplemental interest ownership, if any, of DS1 through 1. U.S. property and casualty
supporting schedule identifying the line DS100 in financial statement insurance company P owns 60% of
(10b or 10c), the type of each adjustment consolidation entries. P’s SEC Form 10-K corporation DS1 which is fully
included in the net adjustment, and the includes P, DS1 through DS100, and FS1 consolidated in P’s financial statements.
amount of each adjustment included in through FS50 on a fully consolidated P does not account for DS1 in P’s
the net adjustment. basis. P files a consolidated U.S. income separate general ledger on the equity

tax return with DS1 through DS75. method. DS1 has net income of $100Line 11. Net Income (Loss) per
P must check “Yes” on Part I, line 1a. (before minority interests) and paysIncome Statement of Includible On Part I, line 4a, P must report the dividends of $50, of which P receivesCorporations consolidated net income from the SEC $30. The dividend is eliminated in the

Report on line 11 the net income (loss) Form 10-K for the consolidated financial consolidated financial statements. In its
per the income statement (or books and statement group of P, DS1 through financial statements, P consolidates DS1
records, if applicable) of the property and DS100, and FS1 through FS50. P must and includes $60 of net income ($100
casualty insurance company. In the case remove the net income (loss) of FS1 less the minority interest of $40) on Part I,
of a U.S. consolidated tax group, report through FS50 on Part I, lines 5a or 5b, as line 4a.
the consolidated income statement net applicable. P must remove the net income P must remove the $100 net income ofincome (loss) of all corporations listed on (loss) before minority interests of DS76 DS1 on Part I, line 6a. P must reverse onForm 851 and included in the through DS100 on Part I, lines 6a or 6b, Part I, line 8, the elimination of the $40consolidated U.S. income tax return for as applicable. P must reverse on Part I, minority interest net income of DS1. Inthe tax year. Amounts reported in column line 8: addition, P reverses its elimination of the(a) of Parts II and III (see instructions a. The elimination of dividends $30 intercompany dividend in its financialbelow) must be reported on the same received by P and DS1 through DS75 statements on Part I, line 8. The net resultaccounting method used to report the from DS76 through DS100 and FS1 is that P includes the $30 dividend fromamount of net income (loss) per income through FS50; and DS1 at Part I, line 11, and on Part II, linestatement of includible corporations on b. The recognition of minority 7, column (a). P’s taxable dividendPart I, line 11, which for insurance interests’ share of the net income (loss) of income from DS1 must be reported oncompanies is usually statutory DS76 through DS100. (Note: The minority Part II, line 7, column (d).accounting. (For insurance companies interests’ share, if any, of the income of 2. U.S. property and casualtyincluded in the consolidated U.S. income DS1 through DS75 must be reported in insurance company C owns 60% of thetax return, see instructions for Part I, line Part II, line 8, Minority interest for capital and profits interests in U.S. LLC N.10, and Part II, line 7.) includible corporations.) C does not account for N in C’s separate

Do not, in any event, report on this line P reports on Part I, line 11, the general ledger on the equity method. N
11 the net income of entities not listed on consolidated financial statement net has net income of $100 (before minority
Form 851 other than disregarded entities income (loss) attributable to the includible interests) and makes no distributions
and not included in the consolidated U.S. corporations. Intercompany transactions during the tax year. C treats N as a
income tax return for the tax year. For between the includible corporations that corporation for financial statement
example, it is not permissible to remove had been eliminated in the net income purposes and as a partnership for U.S.
the income of nonincludible entities on amount on Part I, line 4a, remain income tax purposes. In its financial
lines 5 and/or 6, discussed on page 7, eliminated in the net income amount on statements, C consolidates N and
then to add back such income on lines 7 line 11. Transactions between the includes $60 of net income ($100 less the
through 10, such that the amount includible corporations and the minority interest of $40) on Part I, line 4a.
reported at line 11 includes the net nonincludible entities that are eliminated C must remove the $100 net income ofincome of entities not includible in the in the net income amount on Part I, line N on Part I, line 6a. C must reverse onconsolidated U.S. income tax return. A 4a, are included in the net income amount Part I, line 8, the elimination of the $40principal purpose of Schedule M-3 is to on line 11 since the elimination of those minority interest net income of N. Thereport on this Part I, line 11, only the transactions was reversed on line 8. result is that C includes no income for Nfinancial accounting net income of only 2. Foreign corporation F owns 100% either on Part I, line 11, or on Part II, linethe corporations included in the of the stock of U.S. corporation P. P owns 9, column (a). C’s taxable income from Nconsolidated U.S. income tax return. 100% of the stock of DS1, 60% of the must be reported by C on Part II, line 9,

Whether or not the corporation stock of DS2, and 100% of the stock of column (d).
prepares financial statements, Part I, line FS1. F prepares certified audited financial 3. U.S. property and casualty11, must include all items that impact the statements. P does not prepare any insurance company P owns 60% ofnet income (loss) of the corporation even financial statements. P files a corporation DS1, which is fullyif they are not recorded in the profit and consolidated U.S. income tax return with consolidated in P’s financial statements.loss accounts in the corporation’s general DS1. P accounts for DS1 in P’s separateledger, including, for example, all P must not complete Schedule M-3, general ledger on the equity method. DS1post-closing adjusting entries (including Part I, with reference to the financial has net income of $100 (before minorityworkpaper adjustments) and dividend statements of its foreign parent F. P must interests) and pays dividends of $50, ofincome or other income received from check “No” on Part I, lines 1a, 1b, and 1c, which P receives $30. The dividendnon-includible corporations. skip lines 2a through 3c of Part I, and reduces P’s investment in DS1 for equity

Example 3. enter worldwide net income (loss) per the method reporting on P’s separate general
1. U.S. property and casualty books and records of the includible ledger where P includes its 60% equity

insurance company P is publicly traded corporations (P and DS1) on Part I, line share of DS1 income, which is $60. In its
and files Form 10-K with the SEC. P owns 4a. If the amount on Part I, line 4a, financial statements, P eliminates the
80% or more of the stock of 75 U.S. includes the income (loss) of DS2 and DS1 equity method income of $60 and
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consolidates DS1, including $60 of net must be reported by C on Part II, line 9, enter the worldwide consolidated total
column (d). assets and total liabilities of all of theincome ($100 less the minority interest of

entities included in completing Part I, line$40) on Part I, line 4a.
4a. On line 12b, enter the total assets andExample 5. U.S. property andP must remove the $100 net income of
total liabilities of the entities removed incasualty insurance company P owns 80%DS1 on Part I, line 6a. P must reverse on
completing on Part I, line 5. On line 12c,of the stock of corporation DS1. DS1 isPart I, line 8, the elimination of the $40
enter the total assets and total liabilitiesincluded in P’s consolidated U.S. incomeminority interest net income of DS1 and
removed in completing Part I, line 6. Ontax return, even though DS1 is notthe elimination of the $60 of DS1 equity
line 12d, enter total assets and totalincluded in P’s consolidated financialincome. The net result is that P includes
liabilities included in completing Part I,statements on either a consolidated basisthe $60 of equity method income from
line 7.or on the equity method. DS1 has currentDS1 at Part I, line 11, and on Part II, line

year net income of $100 after taking into6, column (a). P’s taxable dividend
account its $40 interest payment to P. Pincome from its investment in DS1 must has net income of $1,040 after Specific Instructions forbe reported on Part II, line 7, column (d). recognition of the interest income from

4. U.S. property and casualty Parts II and IIIDS1. Because DS1 is an includible
insurance company C owns 60% of the corporation, 100% of the net income of For U.S. consolidated tax returns, file
capital and profits interests in U.S. LLC N. both P and DS1 must be reported on supporting schedules for each includible
C accounts for N in C’s separate general Form 1120-PC, Schedule A, of the PDS corporation. See Consolidated Return in
ledger on the equity method. N has net consolidated U.S. income tax return, and the instructions for Form 1120-PC.
income of $100 (before minority interests) the intercompany interest income and
and makes no distributions during the tax expense must be removed by General Format for Parts II
year. C treats N as a corporation for consolidation elimination entries. and IIIfinancial statement purposes and as a

P must report its financial statementpartnership for U.S. income tax purposes. Check the applicable box(es) at the top ofnet income of $1,040 on Part I, line 4a,For equity method reporting on C’s pages 2 and 3 of Schedule M-3 toand reports DS1’s net income of $100 onseparate general ledger, C includes its indicate whether the Schedule M-3 is forPart I, line 7c. Then, in order to reflect the60% equity share of N income, which is the:full consolidation of the financial$60. In its financial statements, C 1. Consolidated group;accounting net income of P and DS1 ateliminates the $60 of N equity method 2. Parent corporation;Part I, line 11, Net income (loss) perincome and consolidates N including $60 3. Consolidated eliminations;income statement of includibleof net income ($100 less the minority 4. Subsidiary corporation; orcorporations, the following consolidationinterest of $40) on Part I, line 4a. 5. Mixed 1120/L/PC group.and elimination entries are reported on
C must remove the $100 net income of Part I, line 8: (a) offsetting entries to

Also check the applicable box toN on Part I, line 6a. C must reverse on remove the $40 of interest income
indicate whether the Schedule M-3 is forPart I, line 8, the elimination of the $40 received from DS1 included by P on Part
a subconsolidated (6) 1120-PC group orminority interest net income of N and the I, line 4a, and to remove the $40 of
(7) 1120-PC eliminations. Seeelimination of the $60 of N equity method interest expense of DS1 included in line
Consolidated Schedule M-3 Versusincome. The result is that C includes the 7c for a net change of zero; and (b) an
Consolidating Schedules M-3 for Form$60 of equity method income for N on entry to reflect the $20 minority interest in
1120-PC Groups on page 3, andPart I, line 11, and on Part II, line 9, the net income of DS1 (DS1 net income
Schedule M-3 Consolidation for Mixedcolumn (a). C’s taxable income from N of $100 times 20% minority interest). The
Groups (1120/L/PC) on page 4.must be reported by C on Part II, line 9, result is that Part I line 11, reports $1,120:

column (d). $1,040 from Part I, line 4a, $100 from line For each line item in Parts II and III,
7, and ($20) from line 8. Stated another report in column (a) the amount of net5. U.S. property and casualty
way, Part I, line 11, includes the entire income (loss) included in Part I, line 11,insurance company C owns 60% of the
$1,000 net income of P, measured before and report in column (d) the amountcapital and profits interests in U.S. LLC N.
recognition of the intercompany interest included in taxable income on FormC accounts for N in C’s separate general
income from DS1 and the consolidation of 1120-PC, Schedule A, line 35 (orledger on the equity method. N has net
DS1 operations, plus the entire $140 net Schedule B, line 19, if applicable).income of $100 (before minority interests)
income of DS1, measured before interestand pays a $50 cash distribution, of which Note. A schedule or explanation may be
expense to P, less the minority interestC receives $30. The distribution reduces attached to any line even if none is
ownership of $20 in DS1’s separate netC’s investment in N for equity method required.
income ($100). The consolidated U.S.reporting on C’s separate general ledger.
income tax group is required to include onC treats N as a corporation for financial When To Complete Columns (a)
the attached supporting schedule for Partstatement purposes and as a partnership and (d)
I, line 8, the details of the adjustment tofor U.S. income tax purposes. For equity A property and casualty insurancethe minority interest in the net income ofmethod reporting on C’s separate general company is not required to completeDS1, but is not required to report theledger, C includes its 60% equity share of columns (a) and (d) of Parts II and III foroffsetting adjustment to the intercompanyN income, which is $60. In its financial the first tax year the property and casualtyelimination of interest income and intereststatements, C eliminates the $60 of N insurance company is required to fileexpense (though it is permitted to do so).equity method income and consolidates N Schedule M-3. The corporation must

and includes $60 of net income ($100 complete columns (a) and (d) of Parts IILine 12. Total Assets andless the minority interest of $40) on Part I, and III for all tax years subsequent to theLiabilities of Entities Includedline 4a. first tax year the property and casualtyor Removed on Part I, Lines 4,C must remove the $100 net income of insurance company is required to file
5, 6, and 7N on Part I, line 6a. C must reverse on Schedule M-3. For example, if a

Part I, line 8, the elimination of the $40 Line 12 must be completed by all corporation was required to file Schedule
minority interest net income of N and the corporations that file Schedule M-3. M-3 as a member of a U.S. consolidated
elimination of the $60 of N equity method Report on lines 12a, 12b, 12c, and 12d tax group and the corporation leaves the
income. The result is that C includes the the total amount (not just the U.S. consolidated tax group, the
$60 of equity method income for N on corporation’s share) of assets and corporation is required to complete
Part I, line 11, and on Part II, line 9, liabilities of entities included or removed Schedule M-3 in its entirety in any
column (a). C’s taxable income from N on Part I, lines 4, 5, 6, and 7. On line 12a, succeeding tax year that the corporation
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is required to complete Schedule M-3. respective Schedule M-3 (including a required to file Schedule M-3 for its 2010
However, if the corporation joins in filing a Schedule M-3 for consolidation and 2011 tax years.
different consolidated U.S. income tax eliminations, if necessary). Note that the For its 2009 tax year, A voluntarily files
return, then the corporation must amount reported on Part II, line 30, Schedule M-3 in lieu of Schedule M-1 and
complete its Schedule M-3 in its entirety column (a) of the consolidated Schedule does not complete columns (a) and (d) of
in any year that the U.S. consolidated tax M-3 must equal the amount reported on Parts II and III.
group must complete its Schedule M-3 in Part I, line 11 of the consolidated

For A’s 2010 tax year, the first tax yearits entirety. Schedule M-3, and that the amount
that A is required to file Schedule M-3, Areported on Part II, line 30, column (d) ofIf, for any tax year (or tax years) prior is only required to complete Part I andthe consolidated Schedule M-3 mustto the first tax year a property and columns (b) and (c) of Parts II and III. Forequal the amount reported on thecasualty insurance company is required A’s 2011 tax year, A is required toconsolidated Form 1120-PC, Schedule A,to file Schedule M-3, a property and complete Schedule M-3 in its entirety.line 35 (or Schedule B, line 19, ifcasualty insurance company voluntarily

Example 7. Property and casualtyapplicable).files Schedule M-3 in lieu of Schedule
insurance company B is a U.S. publiclyM-1, then in those voluntary filing years When To Complete Columns (b) traded corporation that files a U.S.the property and casualty insurance and (c) consolidated tax return and preparescompany is not required to complete
consolidated SAP/GAAP financialColumns (b) and (c) of Parts II and IIIcolumns (a) and (d) of Parts II and III. In
statements. In prior years, B acquiredmust be completed for any tax year foraddition, in the first tax year the property
intellectual property (IP) and goodwillwhich the property and casualtyand casualty insurance company is
through several corporate acquisitions.insurance company files Schedule M-3.required to file Schedule M-3 the property
The IP is amortizable for both U.S.For any item of income, gain, loss,and casualty insurance company is not
income tax and financial statementexpense, or deduction for which there is arequired to complete columns (a) and (d)
purposes. In the current year, B’s annualdifference between columns (a) and (d),of Parts II and III.
amortization expense for IP is $9,000 forthe portion of the difference that isIf a property and casualty insurance U.S. income tax purposes and $6,000 fortemporary must be entered in column (b)company that is not a mixed group financial statement purposes. In itsand the portion of the difference that ischooses not to complete columns (a) and financial statements, B treats thepermanent must be entered in column (c).(d) of Parts II and III in the first tax year difference in IP amortization as aIf financial statements are prepared bythe property and casualty insurance temporary difference. The goodwill is notthe property and casualty insurancecompany is required to file Schedule M-3 amortizable for U.S. income tax purposescompany in accordance with statutory(or in any year in which the property and and is subject to impairment for financialaccounting principles (SAP), differencescasualty insurance company voluntarily statement purposes. In the current year,that are treated as temporary for SAPfiles Schedule M-3), then Part II, line 30, B records an impairment charge on themust be reported in column (b) andis reconciled by the property and casualty goodwill of $5,000. In its financialdifferences that are permanent (that is,insurance company (or, in the case of a statements, B treats the goodwillnot temporary for SAP) must be reportedU.S. consolidated tax group, by the impairment as a permanent difference. Bin column (c). Generally, pursuant togroup’s parent property and casualty must report the amortization attributableSAP, a temporary difference affectsinsurance company on Part II, line 30, of to the IP on Part III, line 28, and report(creates, increases, or decreases) athe group’s consolidated Schedule M-3) $6,000 in column (a), a temporarydeferred tax asset or liability.in the following manner: difference of $3,000 in column (b), and

If the property and casualty insurance $9,000 in column (d). B must report the1. Report the amount from Part I, line
company does not prepare financial goodwill impairment on Part III, line 27,11, on Part II, line 30, column (a);
statements, or the financial statements and report $5,000 in column (a), a2. Leave blank Part II, lines 1 through
are not prepared in accordance with SAP, permanent difference of ($5,000) in29, columns (a) and (d);
report in column (b) any difference that column (c), and $0 in column (d).3. Leave blank Part III, columns (a)
the property and casualty insuranceand (d); and
company believes will reverse in a future4. Report on Part II, line 30, column Reporting Requirements
tax year (that is, have an opposite effect(d), the sum of Part II, line 30, columns for Parts II and IIIon taxable income in a future tax year (or(a), (b), and (c).
years) due to the difference in timing of Except for mixed group consolidation, the

Note. Mixed groups should see the recognition for financial accounting and number of Parts II must equal the number
section Schedule M-3 Consolidation for U.S. income tax purposes) or is the of Parts III filed by the corporation. Mixed
Mixed Groups (1120/L/PC). reversal of such a difference that arose in groups should see the discussion

a prior tax year. Report in column (c) any Schedule M-3 Consolidation for MixedIn the case of a U.S. consolidated tax difference that the property and casualty Groups (1120/L/PC).group that is not a mixed group, the insurance company believes will notreconciliation described in the preceding General Reportingreverse in a future tax year (and is not theparagraph must be performed by each Requirementsreversal of such a difference that arose inmember of the U.S. consolidated tax a prior tax year). If an amount is attributable to a reportablegroup. However, because Part I must be
transaction described in RegulationsIf the property and casualty insurancecompleted only once on the consolidated
section 1.6011-4(b), the amount must becompany is unable to determine whetherSchedule M-3 by the parent corporation
reported in columns (a), (b), (c), and (d),a difference between column (a) andof the U.S. consolidated tax group, the
as applicable, of Part II, line 12, Itemscolumn (d) for an item will reverse in aamount reported on Part II, line 30,
relating to reportable transactions,future tax year or is the reversal of acolumn (a), by each member of the U.S.
regardless of whether the amount woulddifference that arose in a prior tax year,consolidated tax group on its respective
otherwise be reported on Part II or Part IIIreport the difference for that item inSchedule M-3 is the amount attributable
of Schedule M-3. Thus, if a taxpayer filescolumn (c).to that member that is reported on the
Form 8886, Reportable Transactionconsolidated Schedule M-3, Part I, line Example 6. For the 2009, 2010, and
Disclosure Statement, the amounts11, completed by the parent corporation. 2011 tax years, property and casualty
attributable to that reportable transactionAccordingly, the amount reported on Part insurance company A has total
must be reported on Part II, line 12.II, line 30, columns (a) through (d) of the consolidated assets on the last day of the

consolidated Schedule M-3 is the sum of tax year as reported on Schedule L, line A property and casualty insurance
the amounts reported by each member of 15, column (d), of $8 million, $11 million, company is required to report in column
the U.S. consolidated tax group on its and $12 million, respectively. A is (a) of Parts II and III the amount of any
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item specifically listed on Schedule M-3 property and casualty insurance Part II, line 25, or on Part II, line 28, or a
that is in any manner included in the company’s annual statement or exists in given expense/deduction item on Part III,
property and casualty insurance the property and casualty insurance line 40, or on Part II, line 28, is
company’s current year annual statement company’s books and records, regardless determined separately by each member
net income (loss) or in an income or of the nomenclature associated with that of the U.S. consolidated tax group and
expense account maintained in the item in the annual statement or books and not at the U.S. consolidated tax group
property and casualty insurance records. Accurate completion of Schedule level. For example, U.S. corporation P
company’s books and records, even if M-3 requires reporting amounts according has two subsidiaries, A and B, that are
there is no difference between that to the substantive nature of the specific included in P’s consolidated financial
amount and the amount included in line items included in Schedule M-3 and statements and in P’s consolidated U.S.
taxable income unless (a) otherwise consistent reporting of all transactions of income tax return. For financial statement
provided in these instructions or (b) the like substantive nature that occurred purposes, P, A, and B recognize real
amount is attributable to a reportable during the tax year. For example, all estate tax expense when accrued. For
transaction described in Regulations expense amounts that are included in the U.S. income tax purposes, P and A
section 1.6011-4(b) and is therefore annual statement or exist in the books recognize such expense consistent with
reported on Part II, line 12. For example, and records that represent some form of the method used for financial statement
with the exception of interest income “Bad debt expense,” except write offs of purposes, whereas B recognizes such
reflected on a Schedule K-1 received by a premium receivables, must be reported deduction based on a method different
property and casualty insurance company on Part III, line 32, in column (a), from that used for financial statement
as a result of the property and casualty regardless of whether the amounts are purposes. P and A must report this
insurance company’s investment in a recorded or stated under different expense/deduction in column (a) and (d)
partnership or other pass-through entity, nomenclature in the annual statement or on Part II, line 28. B must report the
all interest income, whether from the books and records, such as “Provision following on Part III, line 40, in column (a),
unconsolidated affiliated companies, third for doubtful accounts” or “Expense for B’s expense recognized in the financial
parties, banks, or other entities, whether uncollectible notes receivable.” Likewise, statements when accrued; in column (d),
imputed interest or not, whether from as stated in the preceding paragraph, all B’s real estate tax expense recognized for
foreign or domestic sources, whether fines and penalties must be included on U.S. income tax purposes; and in column
taxable or exempt from tax and Part III, line 11, column (a), regardless of (b) or (c), as applicable, the difference
regardless of how or where the income is the terminology or nomenclature attached between B’s real estate tax expense in its
classified in the property and casualty to them by the property and casualty financial statements and its real estate tax
insurance company’s annual statement, insurance company in its books and deduction recognized for U.S. taxable
must be included on Part II, line 13, records or annual statement. income purposes.
column (a). Likewise, all fines and With limited exceptions, Part II Separately stated and adequately
penalties paid to a government or other includes lines for specific items of income, disclosed. Each difference reported in
authority for the violation of any law for gain, or loss (income items). (See Part II, Parts II and III must be separately stated
which fines or penalties are assessed lines 1 through 24.) If an income item is and adequately disclosed. In general, a
must be included on Part III, line 11, described in Part II, lines 1 through 24, difference is adequately disclosed if the
column (a), regardless of the government report the amount of the item on the difference is labeled in a manner that
authority that imposed the fines or applicable line, regardless of whether clearly identifies the item or transaction
penalties, regardless of whether the fines there is a difference for the item. If there from which the difference arises. For
or penalties are civil or criminal, is a difference for the income item, or only further guidance about adequate
regardless of the classification, a portion of the income item has a disclosure, see Regulations section
nomenclature, or terminology attached to difference and a portion of the item does 1.6662-4(f). If a specific item of income,
the fines or penalties by the imposing not have a difference, and the item is not gain, loss, expense, or deduction is
authority in its actions or documents, and described in Part II, lines 1 through 24, described on Part II, lines 9 through 24, or
regardless of how or where the fines or report and describe the entire amount of Part III, lines 1 through 39, and the line
penalties are classified in the property the item on Part II, line 25. does not indicate to “attach schedule” or
and casualty insurance company’s “attach details,” and the specificWith limited exceptions, Part IIIsummary of operations or the income and instructions for the line do not call for anincludes lines for specific items ofexpense accounts maintained in the attachment of a schedule or statement,expense or deduction (expense items).property and casualty insurance then the item is considered separately(See Part III, lines 1 through 39.) If ancompany’s books and records. stated and adequately disclosed if theexpense item is described on Part III,

item is reported on the applicable line andIf a property and casualty insurance lines 1 through 39, report the amount of
the amount(s) of the item(s) are reportedcompany would be required to report in the item on the applicable line, regardless
in the applicable columns of thecolumn (a) of Parts II and III the amount of whether there is a difference for the
applicable line. See the instructionsof any item specifically listed on Schedule item. If there is a difference for the
beginning on page 13 for specificM-3 in accordance with the preceding expense item, or only a portion of the
additional information required to beparagraph, except that the property and expense item has a difference and a
provided for amounts reported on Part II,casualty insurance company has portion of the item does not have a
lines 1 through 8.capitalized the item of income or expense difference and the item is not described in

and reports the amount in its annual Part III, lines 1 through 39, report and Note. A schedule or explanation may be
statement or in asset and liability describe the entire amount of the item on attached to any line even if none is
accounts maintained in the property and Part III, line 40. required.
casualty insurance company’s books and If there is no difference between the Except as otherwise provided,records, the property and casualty annual statement amount and the taxable differences for the same item must beinsurance company must report the amount of an entire item of income, loss, combined or netted together and reportedproper tax treatment of the item in expense, or deduction and the item is not as one amount on the applicable line ofcolumns (b), (c), and (d), as applicable. described or included in Part II, lines 1 Schedule M-3. However, differences for

through 25, or Part III, lines 1 through 40,Furthermore, in applying the two separate items must not be combined or
report the entire amount of the item inpreceding paragraphs, a property and netted together. Each item (and
columns (a) and (d) of Part II, line 28.casualty insurance company is required corresponding amount attributable to that

to report in column (a) of Parts II and III Special instructions for Part II, lines 25 item) must be separately stated and
the amount of any item specifically listed and 28, and Part III, line 40. Whether a adequately disclosed on the applicable
on Schedule M-3 that is included in the given income (loss) item is reported on line of Schedule M-3, or any schedule
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required to be attached, even if the expenses. In its annual statement, D
amounts are below a certain dollar treats the two reserve accounts as giving Part II. Reconciliation of
amount. rise to temporary differences that will Net Income (Loss) perreverse in future years. The two reservesRequired schedules for Part II, line 25,

are expenses in D’s 2010 annualand Part III, line 40. A separate Income Statement of
statement but are not deductions for U.S.schedule must be attached to Schedule Includible Corporationsincome tax purposes in 2010. D must notM-3 (Form 1120-PC) that includes a
combine the Schedule M-3 differences fordetailed description of each item and With Taxable Income perthe three reserve accounts. D must reportadjustment entered on Part II, line 25, and
the amounts attributable to the allowance ReturnPart III, line 40.
for bad debts on Part III, line 32, and mustThe description for each amount separately state and adequately disclose Lines 1 Through 8. Additionalentered in column (a) must be readily the amount attributable to the other Information for Each Propertyidentifiable to the name of the account in reserve, office closure costs, on a and Casualty Insurancethe financial statements or books and required, attached schedule that supportsrecords of the taxpayer, under which the Companythe amounts at Part III, line 40.amount in column (a) was recorded in the For any item reported on Part II, lines 1, 3D must also provide a description foraccounting records. Also, the description through 6, or 8, attach a supportingeach reserve that meets the requirementsfor each amount entered in column (a) schedule that provides the name of thefor Part III, line 40, discussed earliermust include detailed information entity for which the item is reported, theunder Required schedules for Part II, linesupporting each adjustment reported in type of entity (corporation, partnership,25, and Part III, line 40. In this example,columns (b) and (c), including how the etc.), the entity’s EIN (if applicable), andan acceptable description would beadjustment is identified in the accounting the item amounts for columns (a) through“Future Office Closure Expense Reserve.”records. The entire description is (d). See the instructions for Part II, lines 2Note. There is no need to add the title ofconsidered the tax description for the and 7, for the specific informationthe reserve account to the description ifamount reported in column (d) for each required for those particular lines.the account name for the amount initem reported on Part II, line 25, or Part
column (a) is already part of theIII, line 40. Line 1. Income (Loss) Fromadjustment description.Each description should adequately Equity Method Foreigndescribe all four columns of Part II, line Example 10. Property and casualty Corporations25, or Part III, line 40. If additional insurance company F is a calendar year

Report on line 1, column (a), the financialinformation is required to provide an taxpayer that was required to file
income (loss) included in Part I, line 11,acceptable description, provide a Schedule M-3 for its 2009 tax year and is
for any foreign corporation accounted forsupporting attachment. required to file Schedule M-3 for its 2010
on the equity method and remove suchtax year. During 2010, F incurs $200 ofExample 8. Property and casualty
amount in column (b) or (c), asmeals and entertainment expenses that Finsurance company C is a calendar year
applicable. Report the amount ofdeducts in computing net income per thetaxpayer that placed in service ten
dividends received and other taxableincome statement. $50 of the $200 isdepreciable fixed assets in 2004. C was
amounts received or includible fromsubject to the 50% limitation underrequired to file Schedule M-3 for its 2009
foreign corporations on Part II, lines 2section 274(n). In its annual statement, Ftax year and is required to file Schedule
through 5, as applicable.treats the limitation on deductions forM-3 for its 2010 tax year. C’s total

meals and entertainment as a permanentdepreciation expense for its 2010 tax year
difference. Because meals and Line 2. Gross Foreignfor five of the assets is $50,000 for
entertainment expenses are specificallyincome statement purposes and $70,000 Dividends Not Previously Taxed
described in Part III, line 10, Meals andfor U.S. income tax purposes. C’s total Except as otherwise provided in thisentertainment, F must report all of itsannual depreciation expense for its 2010 paragraph, report on line 2, column (d),meals and entertainment expenses ontax year for the other five assets is the amount (before any withholding tax)this line, regardless of whether there is a$40,000 for income statement purposes of any foreign dividends included indifference. Accordingly, F must reportand $30,000 for U.S. income tax taxable income on Form 1120-PC,$200 in column (a), $25 in column (c),purposes. In its annual statement, C Schedule A, line 35 (or Schedule B, lineand $175 in column (d). F must not reporttreats the differences between annual 19, if applicable), and report on line 2,the $150 of meals and entertainmentstatement and U.S. income tax column (a), the amount of dividends fromexpenses that are deducted in F’s annualdepreciation expense as giving rise to any foreign corporation included in Part I,statement net income and are fullytemporary differences that will reverse in line 11. Do not report on Part II, line 2,deductible for U.S. income tax purposesfuture years. C must combine all of its any amounts that must be reported onon Part II, line 28, and the $50 subject todepreciation adjustments. Accordingly, C Part II, lines 3 or 4, or dividends that werethe limitation under section 274(n) on Partmust report on Part III, line 31, for its previously taxed and must be reported onIII, line 10.2010 tax year income statement Part II, line 5. (See the instructions on

depreciation expense of $90,000 in page 14 for Part II, lines 3, 4, and 5.)
column (a), a temporary difference of
$10,000 in column (b), and U.S. income For any dividends reported on Part II,
tax depreciation expense of $100,000 in line 2, that are received on a class of
column (d). voting stock of which the property and

casualty insurance company directly orExample 9. Property and casualty
indirectly owned 10% or more of theinsurance company D is a calendar year
outstanding shares of that class at anytaxpayer that was required to file
time during the tax year, report on anSchedule M-3 for its 2009 tax year and is
attached supporting schedule for Part II,required to file Schedule M-3 for its 2010
line 2 (1) the name of the dividend payer,tax year. On December 31, 2010, D
(2) the payer’s EIN (if applicable), (3) theestablishes two reserve accounts in the
class of voting stock on which theamount of $100,000 for each account.
dividend was paid, (4) the percentage ofOne reserve account is an allowance for
the class directly or indirectly owned, andagency balances that are estimated to be
(5) the item amounts for columns (a)uncollectible. The second reserve is an
through (d).estimate of future office closure
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on Part II, line 7, dividends received from Example 11. Property and casualtyLine 3. Subpart F, QEF, and
any U.S. corporation accounted for on the insurance company G is a calendar yearSimilar Income Inclusions
equity method. taxpayer that was required to file

Report on line 3, column (d), the amount Schedule M-3 for its 2009 tax year and is
included in taxable income under section Line 7. U.S. Dividends Not required to file Schedule M-3 for its 2010
951 (relating to Subpart F), gains or other Eliminated in Tax Consolidation tax year. G owns 90% of the stock of U.S.
income inclusions resulting from elections corporation DS1. G files a consolidatedReport on line 7, column (a), the amountunder sections 1291(d)(2) and 1298(b)(1), U.S. income tax return with DS1 as theof dividends included in Part I, line 11 thatand any amount included in taxable GDS1 U.S. consolidated group. Gwere received from any U.S. corporation.income pursuant to section 1293 (relating prepares certified SAP/GAAP financialReport on line 7, column (d), the amountto qualified electing funds). The amount of statements for the consolidated financialof any U.S. dividends included in taxableSubpart F income corresponds to the total statement group consisting of G and DS1.income on Form 1120-PC, Schedule A,of the amounts reported by the property G has no net income of its own, and Gline 35 (or Schedule B, line 19, ifand casualty insurance company on line does not report its equity interest in theapplicable).6, Schedule I, of all Forms 5471, income of DS1 on its separate financialUsually, the amounts included on lineInformation Return of U.S. Persons With statements. DS1 has financial statement7, columns (a) and (d) include onlyRespect to Certain Foreign Corporations. net income (before minority interests) anddividends received from U.S. corporationsThe amount of qualified electing fund taxable income of $1,000 ($2,500 ofthat are not included in the U.S.income corresponds to the total of the revenue less $1,500 cost of goods sold).consolidated tax group becauseamounts reported by the property and

On the consolidated Schedule M-3,intercompany dividends (dividendscasualty insurance company on line 3(a),
Part I, line 4a, Worldwide consolidatedreceived from includible corporationsPart II, of all Forms 8621, Return by a
net income (loss) per income statement,listed on Form 851) are eliminated orShareholder of a Passive Foreign
and on line 11, Net income (loss) perexcluded for financial accountingInvestment Company (PFIC) or Qualified
income statement of includiblepurposes and eliminated for theElecting Fund.
corporations, the U.S. consolidated taxcalculation of U.S. taxable income. In theAlso include on line 3 PFIC group GDS1 must report $900 of financialcase of an insurance company included inmark-to-market gains and losses under statement net income ($1,000 net incomethe consolidated U.S. income tax returnsection 1296. Do not report such gains less $100 minority interest).required to report intercompany dividendsand losses on Schedule M-3 Part II, line as part of statutory accounting net The GDS1 group must prepare one15. income, include such intercompany consolidated Schedule M-3, Parts II and

dividends on Part II, line 7, column (a)Part I, line 4a. Section 78 III and three additional Schedules M-3,
and the taxable amount of thoseGross-Up Parts II and III: one for G, one for DS1,
dividends on Part II, line 7, column (d). and one for consolidation eliminations.Report on Part I, line 4a, column (d), the (For insurance companies included in theamount of any section 78 gross-up not On the Schedule M-3, Parts II and IIIconsolidated U.S. income tax return, seeincluded on Part II, column (d) of lines 9, for DS1, $1,000 is reported on Part II, lineinstructions for Part I, lines 10a, 10b, 10c,10, and 11, Income (loss) from U.S. 28 and line 30, in both columns (a) andand 11.)partnerships, foreign partnerships, and (d). On G’s Schedule M-3, Parts II and III,

For any intercompany dividendsother pass-through entities. The section zero is reported on Part II, line 30, in both
(dividends received from includible78 gross-up amount on this Part I, line 4a, columns (a) and (d). On the consolidation
corporations listed on Form 851) includedmust correspond to the total section 78 eliminations Schedule M-3, Parts II and
on Part II, line 7, report on an attachedgross-up amounts reported by the III, on Part II, line 8 and line 30, the
supporting schedule for Part II, line 7 (1)property and casualty insurance company minority interest elimination for the U.S.
the name of the dividend payer, (2) theon all Forms 1118, Foreign Tax consolidated tax group is reported as
payer’s EIN, (3) the class of stock orCredit—Corporations, excluding the ($100) in column (a), $100 in column (c),
security on which the dividends wereamounts reported on Schedule M-3, Part and $0 in column (d).
paid, (4) the amount of any netII, column (d) of lines 9, 10, and 11.

On the Schedule M-3, Parts II and IIIadjustment included on Part I, line 10a,
for the U.S. consolidated tax group, onLine 5. Gross Foreign for such dividends, and (5) the amounts
Part II, line 8, Minority interest forDistributions Previously Taxed for columns (a) through (d).
includible corporations, ($100) is reportedReport on line 5, column (a), any For any dividends included on Part II, in column (a), $100 in column (c), and $0distributions received from foreign line 7, that are not intercompany in column (d). On Part II, line 28, the U.S.corporations that were included in Part I, dividends (dividends received from consolidated tax group reports $1,000 inline 11, and that were previously taxed for includible corporations listed on Form both columns (a) and (d). As a result,U.S. income tax purposes. For example, 851) that are received on classes of financial statement net income on Part II,include in column (a) amounts that are voting stock in which the corporation line 30, column (a), will total $900, netexcluded from taxable income under directly or indirectly owned 10% or more permanent differences on Part II, line 30,sections 959 and 1293(c). Remove such of the outstanding shares of that class at column (c), will total $100, and taxableamount in column (b) or (c), as any time during the tax year, report on an income on line 30, column (d), will totalapplicable. Report the full amount of the attached supporting schedule for Part II, $1,000.distribution before any withholding tax. line 7 (1) the name of the dividend payer,

Since previously taxed foreign (2) the payer’s EIN (if applicable), (3) the Line 9. Income (Loss) From U.S.
distributions are not currently taxable, line class of voting stock on which the Partnerships and Line 10.
5, column (d) is shaded. (Also, see dividend was paid, (4) the percentage of Income (Loss) From Foreigninstructions on page 13 for Part II, line 2.) the class directly or indirectly owned, and Partnerships(5) the amounts for columns (a) throughLine 6. Income (Loss) From For any interest owned by the corporation(d).Equity Method U.S. or a member of the U.S. consolidated tax

Line 8. Minority Interest forCorporations group that is treated as an investment in a
Includible Corporations partnership for U.S. income tax purposesReport on line 6, column (a), the financial

(other than an interest in a disregardedincome (loss) included in Part I, line 11, Report on line 8, column (a), the minority
entity), report amounts on Part II, line 9 orfor any U.S. property and casualty interest included in the income statement
10, as described below:insurance company accounted for on the income (loss) on Part I, line 11, for any

equity method and remove such amount member of the U.S. consolidated tax 1.  In column (a) the sum of the
in column (b) or (c), as applicable. Report group that is less than 100% owned. corporation’s distributive share of income
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or loss from a U.S. or foreign partnership must report the limitation on Part III, line Each difference attributable to a
that is included in Part I, line 11; 20, and report the disallowed charitable reportable transaction must be separately

2. In column (b) or (c), as applicable, contributions of ($3,910) in columns (b) stated and adequately disclosed. A
except for amounts described in item 4, and (d). property and casualty insurance company
below, the sum of all differences, if any, will be considered to have separately

Line 11. Income (Loss) Fromattributable to the corporation’s stated and adequately disclosed a
distributive share of income or loss from a reportable transaction on line 12 if theOther Pass-Through Entities
U.S. or foreign partnership; and property and casualty insurance companyFor any interest in a pass-through entity

3. In column (d), except for amounts sequentially numbers each Form 8886(other than an interest in a partnership
described in item 4, below, the sum of all and lists by identifying number on thereportable on Part II, line 9 or 10, as
amounts of income, gain, loss, or supporting schedule for Part II, line 12,applicable) owned by a member of the
deduction attributable to the corporation’s each sequentially numbered reportableU.S. consolidated tax group (other than
distributive share of income or loss from a transaction and the amounts required foran interest in a disregarded entity), report
U.S. or foreign partnership (i.e., the sum Part II, line 12, columns (a) through (d).the following on line 11:
of all amounts reportable on the

1. In column (a) the sum of the In lieu of the requirements of thecorporation’s Schedule(s) K-1 received
corporation’s distributive share of income preceding paragraph, a property andfrom the partnership (if applicable)),
or loss from the pass-through entity that is casualty insurance company will bewithout regard to any limitations
included in Part I, line 11; considered to have separately stated andcomputed at the partner level (e.g.,

2. In column (b) or (c), as applicable, adequately disclosed a reportablelimitations on utilization of charitable
except for amounts described in item 4, transaction if the property and casualtycontributions, capital losses, and interest
below, the sum of all differences, if any, insurance company attaches a supportingexpense).
attributable to the pass-through entity; schedule that provides the following for4.  Do not report on Part II, line 9 or
and each reportable transaction:10, as applicable, any portion of a

3. In column (d), except for amounts 1. A description of the reportablecorporation’s deduction under section 199
described in item 4, below, the sum of all transaction disclosed on Form 8886 for(income attributable to domestic
taxable amounts of income, gain, loss, or which amounts are reported on Part II,production activities) even if some or all of
deduction reportable on the corporation’s line 12;the corporation’s deduction under section
Schedules K-1 received from the 2. The name and reportable199 is attributable to a partnership
pass-through entity (if applicable); transaction or tax shelter registrationinterest held by the corporation. A

4. Do not report on Part II, line 11, any number, if applicable, as reported on linescorporation must report its deduction
portion of a corporation’s deduction under 1a and 1c, respectively, of Form 8886;under section 199 only on Part III, line 37.
section 199 (income attributable to and
domestic production activities) even ifFor each partnership reported on line 9 3. The type of reportable transaction
some or all of the corporation’s deductionor 10, attach a supporting schedule that (i.e., listed transaction, confidential
under section 199 is attributable to anprovides the name, EIN (if applicable), transaction, transaction with contractual
interest in a pass-through entity held byend of year profit-sharing percentage (if protection, etc.) as reported on line 2 of
the corporation. A corporation must reportapplicable), end of year loss-sharing Form 8886.
its deduction under section 199 only onpercentage (if applicable), and the

If a transaction is a listed transactionPart III, line 37.amount reported in column (a), (b), (c), or
described in Regulations section(d) of lines 9 or 10, as applicable.
1.6011-4(b)(2), the description also mustFor each pass-through entity reportedExample 12. U.S. property and
include the description provided on line 3on line 11, attach a supporting schedulecasualty insurance company H is a
of Form 8886. In addition, if the reportablethat provides that entity’s name, EIN (ifcalendar year taxpayer that was required
transaction involves an investment in theapplicable), the property and casualtyto file Schedule M-3 for its 2009 tax year
transaction through another entity such asinsurance company’s end of yearand is required to file Schedule M-3 for its
a partnership, the description mustprofit-sharing percentage (if applicable),2010 tax year. H has an investment in a
include the name and EIN (if applicable)the property and casualty insuranceU.S. partnership USP. H prepares annual
of that entity as reported on line 5 of Formcompany’s end of year loss-sharingstatements in accordance with SAP. In its
8886.percentage (if applicable), and theannual statement, H treats the difference

amounts reported by the property andbetween annual statement net income Example 14.  Property and casualty
casualty insurance company in columnand taxable income from its investment in insurance company J is a calendar year
(a), (b), (c), or (d) of line 11, asUSP as a permanent difference. For its taxpayer that was required to file
applicable.2010 tax year, H’s annual statement net Schedule M-3 for its 2009 tax year and is

income includes $10,000 of income required to file Schedule M-3 for its 2010Line 12. Items Relating toattributable to its share of USP’s net tax year. J incurred seven different
Reportable Transactionsincome. H’s Schedule K-1 from USP abandonment losses during its 2010 tax

reports $5,000 of ordinary income, $7,000 Any amounts attributable to any year. One loss of $12 million results from
of long-term capital gains, $4,000 of reportable transactions (as described in a reportable transaction described in
charitable contributions, and $200 of Regulations section 1.6011-4) must be Regulations section 1.6011-4(b)(5),
section 179 expense. H must report on included on Part II, line 12, regardless of another loss of $5 million results from a
Part II, line 9, $10,000 in column (a), a whether the difference, or differences, reportable transaction described in
permanent difference of ($2,200) in would otherwise be reported elsewhere in Regulations section 1.6011-4(b)(4), and
column (c), and $7,800 in column (d). Part II or Part III. Thus, if a taxpayer files the remaining five abandonment losses

Example 13. Same facts as Example Form 8886 for any reportable transaction are not reportable transactions. J
12 except that corporation H’s charitable described in Regulations section discloses the reportable transactions
contribution deduction is wholly 1.6011-4, the amounts attributable to that giving rise to the $12 million and $5
attributable to its partnership interest in reportable transaction must be reported million losses on separate Forms 8886
USP and is limited to $90 pursuant to on Part II, line 12. In addition, all income and sequentially numbers them X1 and
section 170(b)(2) due to other investment and expense amounts attributable to a X2, respectively. J must separately state
losses incurred by H. In its financial reportable transaction must be reported and adequately disclose the $12 million
statements, H treated this limitation as a on Part II, line 12, columns (a) and (d) and $5 million losses on Part II, line 12.
temporary difference. H must not report even if there is no difference between the The $12 million loss and the $5 million
the charitable contribution limitation of annual statement amounts and the loss will be adequately disclosed if J
$3,910 ($4,000 -$90) on Part II, line 9. H taxable amounts. attaches a supporting schedule for line 12
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that lists each of the sequentially Complete Part II of Form 8916-A. Line 17. Sale Versus Lease (for
numbered forms, Form 8886-X1 and Enter the amounts from line 6, columns Sellers and/or Lessors)
Form 8886-X2, and with respect to each (a) through (d) of Form 8916-A, on Note. Also see the instructions at Partreportable transaction reports the Schedule M-3, Part II, line 13, columns III, line 35, Purchase Versus Lease (forappropriate amounts required for Part II, (a) through (d), as applicable. Attach Purchasers and/or Lessees), on page 21.line 12, columns (a) through (d). Form 8916-A.
Alternatively, J’s disclosures will be Asset transfer transactions withDo not report on this line 13 or include
adequate if the description provided for periodic payments characterized foron Form 8916-A amounts reported in
each loss on the supporting schedule statutory accounting purposes as either aaccordance with the instructions for Part
includes the names and reportable sale or a lease may, under someII, lines 9, 10, 11, 12, and 21.
transaction or tax shelter registration circumstances, be characterized as the
numbers, if any, disclosed on the Line 14. Hedging Transactions opposite for tax purposes. If the
applicable Form 8886, identifies the type transaction is treated as a lease, theReport on line 14, column (a), the net
of reportable transaction for the loss, and seller/lessor reports the periodicgain or loss from hedging transactions
reports the appropriate amounts required payments as gross rental income andincluded on Part I, line 11. Report in
for Part II, line 12, columns (a) through also reports depreciation expense orcolumn (d) the amount of taxable income
(d). J must report the losses attributable deduction. If the transaction is treated asfrom hedging transactions as defined in
to the other five abandonment losses on a sale, the seller/lessor reports grosssection 1221(b)(2). Use columns (b) and
Part II, line 23e, regardless of whether a profit (sale price less cost of goods sold)(c) to report all differences caused by
difference exists for any or all of those from the sale of assets and reports thetreating hedging transactions differently
abandonment losses. periodic payments as payments offor statutory accounting purposes and for

principal and interest income.Example 15. Property and casualty U.S. income tax purposes. For example, if
insurance company K is a calendar year a portion of a hedge is considered On Part II, line 17, column (a), report
taxpayer that was required to file ineffective under SAP but still is a valid the gross profit or gross rental income for
Schedule M-3 for its 2009 tax year and is hedge under section 1221(b)(2), the statutory accounting purposes for all sale
required to file Schedule M-3 for its 2010 difference must be reported on line 14. or lease transactions that must be given
tax year. K enters into a transaction with The hedge of a capital asset, which is not the opposite characterization for U.S.
contractual protection that is a reportable a valid hedge for U.S. income tax income tax purposes. On Part II, line 17,
transaction described in Regulations purposes but may be considered a hedge column (d), report the gross profit or
section 1.6011-4(b)(4). This reportable for SAP purposes, must also be reported gross rental income for U.S. income tax
transaction is the only reportable here. purposes. Interest income amounts for
transaction for K’s 2010 tax year and such transactions must be reported onReport hedging gains and losses
results in a $7 million capital loss for both Part II, line 13, Interest income, in columncomputed under the mark-to-market
statutory accounting purposes and U.S. (a) or (d), as applicable. Depreciationmethod of accounting on line 14 and not
income tax purposes. Although the expense for such transactions must beon Part II, line 15.
transaction does not result in a difference, reported on Part III, line 31, Depreciation,
K is required to report on Part II, line 12, Line 15. Mark-to-Market Income in column (a) or (d), as applicable. Use
the following amounts: ($7 million) in (Loss) columns (b) and (c) of Part II, lines 13 and
column (a), zero in columns (b) and (c), 17, and Part III, line 31, as applicable toReport on line 15 any amountand ($7 million) in column (d). The report the differences between columnsrepresenting the mark-to-market incometransaction will be adequately disclosed if (a) and (d).or loss for any securities held by a dealerK attaches a supporting schedule for line in securities, a dealer in commodities Example 16. Property and casualty12 that (a) sequentially numbers the Form having made a valid election under insurance company M sells and leases8886 and refers to the sequentially section 475(e), or a trader in securities or property to customers. M is a calendarnumbered Form 8886-X1 and (b) reports commodities having made a valid election year taxpayer that was required to filethe applicable amounts required for line under section 475(f). “Securities” for Schedule M-3 for its 2009 tax year and is12, columns (a) through (d). Alternatively, these purposes are securities described required to file Schedule M-3 for its 2010the transaction will be adequately in section 475(c)(2) and section 475(e)(2). tax year. For statutory accountingdisclosed if the supporting statement for Securities do not include any items purposes, M accounts for eachline 12 includes a description of the specifically excluded from sections transaction as a sale. For U.S. income taxtransaction, the name and tax shelter 475(c)(2) and 475(e)(2), such as certain purposes, each of M’s transactions mustregistration number, if any, and the type contracts to which section 1256(a) be treated as a lease. In its annualof reportable transaction disclosed on applies. statement, M treats the difference in theForm 8886.

statutory accounting and the U.S. incomeReport hedging gains and lossesLine 13. Interest Income tax treatment of these transactions ascomputed under the mark-to-market
Report on Part II, line 13, column (a), the temporary. During 2010, M reports in itsmethod of accounting on Part II, line 14,
total amount of interest income included annual statement $1,000 of sales andHedging transactions, and not on line 15.
on Part I, line 11, and report on Part II, $700 of cost of goods sold with respect to

Line 16. Premium Incomeline 13, column (d), the total amount of 2010 lease transactions. M receives
interest income included on Form Report on line 16, column (a), the amount periodic payments of $500 in 2010 with
1120-PC, Schedule A, line 35 (or of earned premiums included in Part I, respect to these 2010 transactions and
Schedule B, line 19, if applicable), that is line 11. Include on line 16, column (d), the similar transactions from prior years and
not required to be reported elsewhere on amount of earned premiums included on treats $400 as principal and $100 as
Schedule M-3. In columns (b) or (c), as Form 1120-PC, Schedule A, line 35 (or interest income. For statutory accounting
applicable, adjust for any amounts treated Schedule B, line 19, if applicable). purposes, M reports gross profit of $300
for U.S. income tax purposes as interest Complete columns (b) and (c), as ($1,000–$700) and interest income of
income that are treated as some other appropriate. Attach a detailed schedule $100 from these transactions. For U.S.
form of income for statutory accounting separately stating amounts included on income tax purposes, M reports $500 of
purposes, or vice versa. For example, line 16 attributable to the change in (1) gross rental income (the periodic
adjustments to interest income resulting advanced premiums, (2) earned but payments) and (based on other facts)
from adjustments made in accordance unbilled premiums, (3) retrospective $200 of depreciation deduction on the
with instructions for Part II, line 17, should premium accruals, (4) unearned property. On its 2010 Schedule M-3, M
be made in columns (b) and (c) of this line premiums, and (5) other premium must report on Part II, line 13, $100 in
13. accounts. column (a), ($100) in column (b), and
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zero in column (d). In addition, M must 2. Amounts that are imputed interest Abandonment Losses, and
report on Part II, line 17, $300 of gross on a deferred sales contract under Worthless Stock Losses
profit in column (a), $200 in column (b), section 483;

Report on line 23d the net gain or lossand $500 of gross rental income in 3. Amounts treated as interest or OID reported on line 17 of Form 4797, Salescolumn (d). Lastly, M must report on Part under the stripped bond rules under of Business Property, excluding amountsIII, line 31, $200 in column (b) and (d). section 1286; and from (a) pass-through entities, which must
4. Amounts treated as OID under the be reported on Part II, lines 9, 10, or 11,Line 18. Section 481(a)

below-market interest rate rules under as applicable; (b) abandonment losses,Adjustments section 7872. which must be reported on Part II, lineWith the exception of a section 481(a) 23e; and (c) worthless stock losses,adjustment that is required to be reported which must be reported on Part II, lineLine 22. Reserved for Futureon Part II, line 12, for reportable 23f.transactions, any difference between an Use
income or expense item attributable to an This line is reserved for future use. Do not Line 23e. Abandonment Lossesauthorized (or unauthorized) change in include any amounts on this line.

Report on line 23e any abandonmentmethod of accounting made for U.S.
losses, regardless of whether the loss isincome tax purposes that results in a Line 23a. Income Statement characterized as an ordinary loss or asection 481(a) adjustment must be Gain/Loss on Sale, Exchange, capital loss.reported on Part II, line 18, regardless of

Abandonment, Worthlessness,whether a separate line for that income or
or Other Disposition of Assetsexpense item exists in Part II or Part III. Line 23f. Worthless Stock
Other Than Pass-Through LossesExample 17. Property and casualty
Entitiesinsurance company N is a calendar year Report on line 23f any worthless stock

taxpayer that was required to file Report on line 23a, column (a), all gains loss, regardless of whether the loss is
Schedule M-3 for its 2009 tax year and is and losses on the disposition of assets characterized as an ordinary loss or a
required to file Schedule M-3 for its 2010 except for gains and losses allocated to capital loss. Attach a schedule that
tax year. N was depreciating certain fixed the corporation from a pass-through entity separately states and adequately
assets over an erroneous recovery period (e.g., on Schedule K-1) that are included discloses each transaction that gives rise
and, effective for its 2010 tax year, N in the net income (loss) per income to a worthless stock loss and the amount
receives IRS consent to change its statement of includible corporations of each loss.
method of accounting for the depreciable reported on Part I, line 11. Reverse the
fixed assets and begins using the proper amount reported in column (a) in column Line 23g. Other Gain/Loss on
recovery period. The change in method of (b) or (c), as applicable. The Disposition of Assetsaccounting results in a positive section corresponding gains and losses for U.S.

Report on line 23g any gains or losses481(a) adjustment of $100,000 that is income tax purposes are reported on Part
from the sale or exchange of property thatrequired to be spread over 4 tax years, II, lines 23b through 23g, as applicable.
are not reported on lines 23b through 23f.beginning with the 2010 tax year. In its

annual statement, N treats the section Line 23b. Gross Capital Gains
481(a) adjustment as a temporary Line 24. Capital Loss LimitationFrom Schedule D, Excluding
difference. N must report on Part II, line and Carryforward UsedAmounts From Pass-Through18, $25,000 in columns (b) and (d) for its Report as a positive amount on line 24,Entities2010 tax year and each of the columns (b) or (c), as applicable, and (d)Report on line 23b gross capital gainssubsequent 3 tax years (unless N is the excess of the net capital losses overreported on Schedule D, excluding capitalotherwise required to recognize the the net capital gains reported ongains from pass-through entities, whichremainder of the 481(a) adjustment Schedule D, Capital Gains and Losses,must be reported on Part II, lines 9, 10, orearlier). N must not report the section by the corporation. For a U.S.11, as applicable.481(a) adjustment on Part III, line 31. consolidated tax group, the Schedule M-3

adjustment for the amount of theLine 19. Income From a Special Line 23c. Gross Capital Losses consolidated net capital loss that isLoss Discount Account From Schedule D, Excluding disallowed should not be made on the
Report on line 19 income recognized from Amounts From Pass-Through separate consolidating Schedules M-3 of
a subtraction from the Special Loss the includible corporations, but on theEntities, Abandonment Losses,Discount Account under section 847(5). separate Schedule M-3 for consolidatedand Worthless Stock Losses

eliminations (or on Form 8916 in the caseLine 20. Income Recognition Report on line 23c gross capital losses
of a mixed group) as described underreported on Schedule D, excluding capitalFrom Long-Term Contracts
Completion of Schedule M-3 and Certainlosses from (a) pass-through entities,Report on line 20 the amount of net Allocations, Limitations, and Carryovers.which must be reported on Part II, lines 9,income or loss for financial statement

10, or 11, as applicable; (b) abandonmentpurposes (or books and records, if If the corporation utilizes a capital losslosses, which must be reported on Part II,applicable) or U.S. income tax purposes carryforward on Schedule D in the currentline 23e; and (c) worthless stock losses,for any contract accounted for under a tax year, report the carryforward utilizedwhich must be reported on Part II, linelong-term contract method of accounting. as a negative amount on Part II, line 24,23f. Do not report on line 23c capital columns (b) or (c), as applicable, andLine 21. Original Issue Discount losses carried over from a prior tax year column (d). For a U.S. consolidated taxand utilized in the current tax year. Seeand Other Imputed Interest group, the Schedule M-3 adjustment forthe instructions for Part II, line 24,Report on line 21 any amounts of original the amount of the consolidated capitalregarding the reporting requirements forissue discount (OID) and other imputed loss carryforward should not be made oncapital loss carryovers utilized in theinterest. The term “original issue discount the separate consolidating Schedules M-3current tax year.and other imputed interest” includes, but of the includible corporations, but on the
is not limited to: separate Schedule M-3 for consolidationLine 23d. Net Gain/Loss eliminations (or on Form 8916 in the case1. The excess of a debt instrument’s Reported on Form 4797, Line of a mixed group) as described understated redemption price at maturity over

17, Excluding Amounts From Completion of Schedule M-3 and Certainits issue price, as determined under
section 1273; Pass-Through Entities, Allocations, Limitations, and Carryovers.
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recognized in the financial statementsLine 25. Other Income (Loss) Line 29c. Life Insurance
based upon delivery to the customer; inItems With Differences Subgroup Reconciliation Totals
column (d), B’s revenue recognized forSeparately state and adequately disclose Line 29c is only used by mixed groups.U.S. income tax purposes based uponon Part II, line 25, all items of income See Schedule M-3 Consolidation forcustomer acceptance; and in column (b)(loss) with differences that are not Mixed Groups (1120/L/PC), earlier.or (c), as applicable, the differenceotherwise listed on Part II, lines 1 through
between B’s revenue recognized in its Line 30. Reconciliation Totals.24. Attach a schedule that describes and
financial statements and in its U.S. Combine Lines 29a through 29citemizes the type of income (loss) and the
taxable income.amount of each item and provides a If a property and casualty insurance

description that states the income (loss) company that is not a mixed groupNote. In this example, the first column of
name for book purposes for the amount chooses not to complete columns (a) andthe attached schedule for Part II, line 25,recorded in column (a) and describes the (d) of Parts II and III in the first tax yeardiscussed earlier, must include anadjustment being recorded in column (b) the property and casualty insuranceadequate description, such as, “Inventoryor (c). The entire description completes company is required to file Schedule M-3Sales Revenue recognized uponthe tax description for the amount (or for any year in which the property andacceptance, not delivery.”included in column (d) for each item casualty insurance company voluntarily
separately stated on this line. files Schedule M-3), Part II, line 30, is

Line 27. Total Expense/ reconciled by the property and casualtyThe attached schedule should have Deduction Items insurance company (or, in the case of afive columns. The first column has the
U.S. consolidated tax group, on theReport on Part II, line 27, columns (a)description for the next four columns. The
group’s consolidated Schedule M-3) inthrough (d), as applicable, the negative ofsecond column is column (a), income
the following manner:the amounts reported on Part III, line 41,(loss) per income statement, the third

1. Report the amount from Part I, linecolumns (a) through (d). For example, ifcolumn is column (b), temporary
11, on Part II, line 30, column (a);difference, the fourth column is column Part III, line 41, column (a), reflects an

2. Leave blank Part II, lines 1 through(c), permanent difference, and the fifth amount of $1 million, then report on Part
29, columns (a) and (d);column is column (d), income (loss) per II, line 27, column (a), ($1 million).

3. Leave blank Part III, columns (a)tax return. Every item listed on the Similarly, if Part III, line 41, column (b),
and (d); andattached schedule for line 25 must always reflects an amount of ($50,000), then

4. Report on Part II, line 30, columnhave columns (a) + (b) + (c) = (d). Each report on Part II, line 27, column (b),
(d), the sum of Part II, line 30, columnsitem with amounts in columns (a), (b), (c), $50,000.
(a), (b), and (c).and (d) will be totaled and included as

one line on line 25 of the face of the Line 28. Other Items With No Note. Mixed groups see Schedule M-3schedule. Differences Consolidation for Mixed Groups (1120/L/For insurance companies included in If there is no difference between the PC), earlier.the consolidated U.S. income tax return, statutory accounting amount and the
see instructions for Part I, lines 10a, 10b, taxable amount of an entire item of
10c, and 11, and Part II, line 7, for income, gain, loss, expense, or deduction Part III. Reconciliation ofguidance on the treatment of and the item is not described or includedintercompany dividends and statutory Net Income (Loss) perin Part II, lines 1 through 25, or Part III,accounting. lines 1 through 40, report the entire Income Statement ofIf any “comprehensive income” as amount of the item in columns (a) and (d)
defined by Statement of Financial Includible Corporationsof line 28. If a portion of an item of
Accounting Standards (SFAS) No. 130 is income, loss, expense, or deduction has With Taxable Income perreported on this line, describe the item(s) a difference and a portion of the item
in detail. Examples of sufficiently detailed does not have a difference, do not report Return—Expense/
descriptions include “foreign currency any portion of the item on line 28. Instead, Deduction Itemstranslation adjustments — report the entire amount of the item (i.e.,
comprehensive income” and “gains and Note. Expense amounts that reduceboth the portion with a difference and the
losses on available-for-sale securities — financial accounting income must beportion without a difference) on the
comprehensive income.” reported on Part III, column (a), asapplicable line of Part II, lines 1 through

positive amounts. Deduction amounts that25, or Part III, lines 1 through 40. SeeWhether an item of income (loss) is
reduce taxable income must be reportedExample 10 on page 13.reported on line 25, or is reported on Part
on Part III, column (d), as positiveII, line 28, is determined separately by
amounts. Amounts reported on Part II,each member of the U.S. consolidated tax Line 29a. PC Insurance
line 27, must be the negative of thegroup and not at the U.S. consolidated Subgroup Reconciliation Totals amounts reported on Part III, line 41.tax group level. For filers other than a mixed group,

Example 18.  U.S. corporation P has Lines 1 Through 6. Income Taxcombine lines 26 through 28 and skip
two subsidiaries, corporations A and B, lines 29b and 29c. On the Expense
that are included in P’s consolidated sub-consolidated Schedule M-3 for a If the property and casualty insurancefinancial statements and in P’s mixed group, combine lines 26 through 28 company does not distinguish betweenconsolidated U.S. income tax return. For and skip lines 29b and 29c. For the current and deferred income tax expensefinancial statement purposes, P, A, and B consolidated Schedule M-3 of a mixed in its annual statement (or its books andrecognize revenue from the sale of group, complete only lines 29a through records, if applicable), report income taxinventory upon delivery to the customer. 29c and line 30 of Part II. Part III is not expense as current income tax expenseFor U.S. income tax purposes, P and A required for the consolidated Schedule using lines 1, 3, and 5, as applicable.recognize such revenue consistent with M-3 of a mixed group.
the method used for financial statement A U.S. consolidated tax group must
purposes, whereas B recognizes such complete lines 1 through 6 in accordanceLine 29b. 1120 Subgrouprevenue based upon customer with the allocation of tax expense amongReconciliation Totalsacceptance. P and A must report this the members of the U.S. consolidated tax

Line 29b is only used by mixed groups.revenue in column (a) and (d) on Part II, group in the financial statements (or its
See Schedule M-3 Consolidation forline 28. B must report the following on books and records, if applicable). If the
Mixed Groups (1120/L/PC), earlier.Part II, line 25: in column (a), B’s revenue current and deferred U.S., state, and
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foreign income tax expense for the U.S. of the classification, nomenclature, or statutory accounting period in which such
consolidated tax group (income tax terminology used for such amounts, and amounts were or are included in statutory
expense) is allocated among the regardless of how or where such amounts accounting net income. Complete
members of the U.S. consolidated tax are classified in the property and casualty columns (b) and (c), as appropriate.
group in the group’s financial statements insurance company’s statutory income Do not report on this Part III, line 12,
(or its books and records, if applicable), statement or the income and expense amounts required to be reported in
then each member must report its accounts maintained in the property and accordance with instructions for Part III,
allocated income tax expense on Part III, casualty insurance company’s books and line 11.
lines 1 through 6, of that member’s records. Report only amounts not Do not report on this Part III, line 12,separate Schedule M-3. However, if the otherwise reportable elsewhere on amounts recovered from insurers or anyincome tax expense is not shared or Schedule M-3, Parts II and III. other indemnitors for any judgments,allocated among members of the U.S. damages, awards, or similar costsLine 11. Fines and Penaltiesconsolidated tax group but is retained in described above.Report on line 11 any fines or similarthe parent corporation’s financial

penalties paid to a government or otherstatements (or books and records, if Line 13. Parachute Payments
authority for the violation of any law forapplicable), then amounts are reported Report on line 13, column (a), the totalwhich fines or penalties are assessed. Allonly on Part III, lines 1 through 6, of the expense included in statutory accountingfines and penalties expensed in statutoryparent’s separate Schedule M-3. net income on Part I, line 11, that isaccounting income (paid or accrued) must subject to section 280G. Report in columnLine 7. Foreign Withholding be included on this line 11, column (a), (b) or (c), as applicable, the amount ofTaxes regardless of the government or other nondeductible parachute paymentsauthority that imposed the fines orReport on line 7, column (a), the amount pursuant to section 280G, and report inpenalties, regardless of whether the finesof foreign withholding taxes included in column (d) the deductible amount ofand penalties are civil or criminal,financial accounting income on Part I, line compensation after any excess parachuteregardless of the classification,11. If the property and casualty insurance payment limitations under section 280G.nomenclature, or terminology used for thecompany is deducting foreign tax, use If a payment is subject to limitation underfines or penalties by the imposingcolumn (b) or (c), as applicable, to correct both sections 162(m) and 280G, reportauthority in its actions or documents, andfor any difference between foreign the total payment on this line 13.regardless of how or where the fines orwithholding tax included in statutory
penalties are classified in the property Line 14. Compensation Withaccounting net income and the amount of
and casualty insurance company’s Section 162(m) Limitationforeign withholding taxes being deducted
statutory income statement or the incomein the return. If the property and casualty Report on line 14, column (a), the total
and expense accounts maintained in theinsurance company is crediting foreign amount of non-performance-based
property and casualty insurancewithholding taxes against the U.S. income current compensation expense for the
company’s books and records. Alsotax liability, use column (b) or (c), as corporate officers to whom section 162
report on line 11, column (a), the reversalapplicable, to negate the amount reported (m) applies. Report in column (b) or (c),
of any overaccrual of any amountin column (a). as applicable, the nondeductible amount
described in this paragraph. See section of current compensation in excess of $1Line 8. Stock Option Expense 162(f) for additional guidance. million ($500,000 if the corporation

Report on line 8, column (a), amounts Report on line 11, column (d), any receives or has received financial
expensed on Part I, line 11, net income, such amounts as described in the assistance under the Treasury Asset
that are attributable to all stock options. preceding paragraph that are includible in Relief Program (TARP)). Report the
Report on line 8, column (d), deduction taxable income, regardless of the deductible compensation in column (d). If
amounts attributable to all stock options. financial accounting period in which such a payment is subject to limitation under

amounts were or are included in financial both sections 162(m) and 280G, reportLine 9. Other Equity-Based accounting net income. Complete the total payment on Part III, line 13,Compensation columns (b) and (c) as appropriate. Parachute payments. See Regulations
Report on line 9 any amounts for section 1.162-27(g) for the interactionDo not report on this Part III, line 11,
equity-based compensation or between sections 162(m) and 280G.amounts required to be reported in
consideration that are reflected as accordance with instructions for Part III, Line 15. Pension andexpenses for statutory accounting line 12. Profit-Sharingpurposes (column (a)) or deducted in the

Do not report on this Part III, line 11,U.S. income tax return (column (d)) other Report on line 15 any amounts
amounts recovered from insurers or anythan amounts reportable elsewhere on attributable to the property and casualty
other indemnitors for any fines andSchedule M-3, Parts II and III (e.g., on insurance company’s pension plans,
penalties described above.Part III, line 8, for stock options expense). profit-sharing plans, and any other

Examples of amounts reportable on line 9 retirement plans.Line 12. Judgments, Damages,
include payments attributable to Awards, and Similar Costs Line 16. Other Post-Retirementemployee stock purchase plans (ESPPs),

Report on line 12, column (a), the amount Benefitsphantom stock options, phantom stock
of any estimated or actual judgments,units, stock warrants, stock appreciation Report on line 16 any amounts
damages, awards, settlements, andrights, and restricted stock, regardless of attributable to other post-retirement
similar costs, however named orwhether such payments are made to benefits not otherwise includible on Part
classified, included in financial accountingemployees or non-employees, or as III, line 15, for example, retiree health and
income, regardless of whether thepayment for property or compensation for life insurance coverage, dental coverage,
amount deducted was attributable to anservices. etc.
estimate of future anticipated payments or

Line 10. Meals and Line 17. Deferredactual payments. Also report on line 12,
column (a), the reversal of anyEntertainment Compensation
overaccrual of any amount described inReport on line 10, column (a), any Report on line 17, column (a), any
this paragraph.amounts paid or accrued by the property compensation expense included in the

and casualty insurance company during Report on line 12, column (d), any net income (loss) amount reported in Part
the tax year for meals, beverages, and such amounts as are described in the I, line 11, that is not deductible for U.S.
entertainment that are accounted for in preceding paragraph that are includible in income tax purposes in the current tax
statutory accounting income, regardless taxable income, regardless of the year and that was not reported elsewhere
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on Schedule M-3. Report on line 17, taxable or tax-free acquisition of property the impairment of goodwill, insurance in
column (d), any compensation deductible (e.g., stock or assets) or a tax-free force, and ceding commissions. Attach a
in the current tax year that was not reorganization. Report on this line any schedule separately stating the amounts
included in the net income (loss) amount investment banking fees incurred at any for each item.
reported in Part I, line 11, for the current stage of the acquisition or reorganization Line 28. Other Amortization ortax year and that is not reportable process including, for example, fees paid

Impairment Write-Offselsewhere on Schedule M-3. For or incurred to evaluate whether to
example, report originations and reversals investigate an acquisition, fees to conduct Report on line 28 any amortization or
of deferred compensation subject to an actual investigation, and fees to impairment write-offs not otherwise
section 409A on line 17. consummate the acquisition. Also include includible on Schedule M-3.

on this line 23 investment banking fees Line 29. Discounting of UnpaidLine 19. Charitable Contribution incurred in connection with the liquidation
Losses (Section 846)of Intangible Property of a subsidiary, a spin-off of a subsidiary,

or an initial public stock offering. Report on line 29, column (a), the changeReport on line 19 any charitable
in liability for unpaid losses and losscontribution of intangible property, for Line 24. Current Year adjustment expense net of reinsurance asexample, contributions of:

Acquisition or Reorganization included in Part I, line 11. Report in• Intellectual property, patents (including
Legal and Accounting Fees column (d) the amount of change in theany amounts of additional contributions

same liability valued for tax purposesallowable by virtue of income earned by Report on line 24 any legal and
included in the taxable income on Formdonees subsequent to the year of accounting fees paid or incurred in
1120-PC, Schedule A, line 35 (ordonation), copyrights, trademarks; connection with a taxable or tax-free
Schedule B, line 19, if applicable). Do not• Securities (including stocks and their acquisition of property (e.g., stock or
include paid losses on this line 29.derivatives, stock options, and bonds); assets) or tax-free reorganization. Report
Indicate amounts in columns (b) and (c),• Conservation easements (including on this line any legal and accounting fees
as appropriate. Attach a schedulescenic easements or air rights); incurred at any stage of the acquisition or
supporting columns (b) and (c) that• Railroad rights of way; reorganization process including, for
identifies the beginning and end of the• Mineral rights; and example, fees paid or incurred to evaluate
taxable year amounts of discounting as• Other intangible property. whether to investigate an acquisition, fees
required by IRC section 846. Include anyto conduct an actual investigation, andLine 20. Charitable Contribution other differences between columns (a)fees to consummate the acquisition. AlsoLimitation/Carryforward and (d) by separate title as well asinclude on this line legal and accounting
beginning and end of tax year amounts.Report as a negative amount on this line fees incurred in connection with the

20, columns (b), (c), and (d), as liquidation of a subsidiary, a spin-off of a Line 30. Reduction of Lossapplicable, the excess of charitable subsidiary, or an initial public stock Deduction (Sectioncontributions made during the tax year offering.
832(b)(5)(B))over the amount of the charitable

Line 25. Current Yearcontribution limitation amount. Report the proration adjustment required
Acquisition/Reorganization by section 832(b)(5)(B) as a negativeIf the corporation utilizes a contribution

amount on line 30, column (d). ReportOther Costscarryforward in the current tax year,
amounts in column (b) and (c), asreport the carryforward utilized as a Report on line 25 any other fees paid or
appropriate. Do not enter an amount onpositive amount on columns (b), (c), and incurred in connection with a taxable or
line 30, column (a).(d), as applicable. tax-free acquisition of property (e.g., stock

or assets) or a tax-free reorganization notWhen a consolidated income tax Line 31. Depreciation
otherwise reportable on Schedule M-3return is being filed, Schedule M-3 Report on line 31 any depreciation(e.g., Part III, line 23 or 24). Report onadjustments for the amount of charitable expense that is not required to bethis line any fees paid or incurred at anycontributions in excess of the limitation, or reported elsewhere on Schedule M-3stage of the acquisition or reorganizationfor charitable contribution carryforward (e.g., on Part II, lines 9, 10, or 11).process including, for example, fees paidutilized, should not be made on the
or incurred to evaluate whether to Line 32. Bad Debt Expense andseparate consolidating Schedules M-3 of
investigate an acquisition, fees to conductthe includible corporations, but on the Agency Balances Written Off
an actual investigation, and fees toseparate consolidating Schedule M-3 for Report on line 32, column (a), anyconsummate the acquisition. Also includeconsolidation eliminations (or on Form amounts attributable to an allowance foron this line 25 other acquisition/8916 in the case of a mixed group) as uncollectible accounts receivable orreorganization costs incurred indescribed under Completion of Schedule actual write-offs of accounts receivableconnection with the liquidation of aM-3 and Certain Allocations, Limitations, included in Part I, line 11. Also report onsubsidiary, a spin-off of a subsidiary, orand Carryovers. this line agency balances written off peran initial public stock offering.

the annual statement. Report in columnLine 21. Write-Off of Premium
(d) the amount of bad debt expenseLine 26. Amortization ofReceivables deductible for federal income taxAcquisition, Reorganization,Report on line 21 the amount of premium purposes in accordance with section 166.and Start-Up Costsreceivables written off rather than on line
Line 33. Deduction From aReport on line 26 amortization of32.

acquisition, reorganization, and start-up Special Loss Discount AccountLine 22. Guarantee Fund costs. For purposes of column (b), (c), Report on line 33 the deduction forAssessments and (d), include amounts amortizable additions to the Special Loss Discount
under section 167, 195, or 248.Report on line 22 all special purpose and Account under section 847(4).

guaranty fund assessments accrued or Line 27. Amortization/ Line 34. Corporate Owned Lifededucted for the taxable year. Impairment of Goodwill, Insurance PremiumsLine 23. Current Year Insurance in Force, and Ceding Report on line 34 all amounts ofAcquisition or Reorganization Commissions insurance premiums attributable to any
Investment Banking Fees Report on line 27 amortization of goodwill, life insurance policy if the insurance
Report on line 23 any investment banking insurance in force, and ceding company is directly or indirectly a
fees paid or incurred in connection with a commissions or amounts attributable to beneficiary under the policy or if the policy
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has a cash value. Report in column (d) columns (b) and (d) for the interest adjustments for timing differences
the amount of the premiums that are deduction. On Part III, line 31, X reports between financial and tax accounting for:
deductible for federal income tax zero in column (a) and $1,200 in columns (1) deferral and amortization of research
purposes. (b) and (d) for the depreciation deduction. expenditures, (2) section 59(e) election,

(3) reduction of section 174 expendituresLine 36. Interest ExpenseLine 35. Purchase Versus Lease under section 280C or section 482, (4)
(for Purchasers and/or Report on Part III, line 36, column (a), the costs attributable to obtaining a patent,

total amount of interest expense includedLessees) (5) research in social sciences, and (6)
on Part I, line 11, and report on Part III, cost elements for property of a characterNote. Also see the instructions for
line 36, column (d), the total amount of subject to depreciation.sellers and/or lessors in the instructions
interest expense included on Formfor Part II, line 17. Section 174 provides two methods for1120-PC, Schedule A, line 35 (or the treatment of research andAsset transfer transactions with Schedule B, line 19, if applicable), that is experimental expenditures paid orperiodic payments characterized for not reported elsewhere on Schedule M-3 incurred by a taxpayer in connection withstatutory accounting purposes as either a in accordance with the next paragraph. In the taxpayer’s trade or business. Thesepurchase or a lease may, under some columns (b) or (c), as applicable, adjust expenditures may be treated as expensescircumstances, be characterized as the for any amounts treated for U.S. income not chargeable to a capital account andopposite for tax purposes. tax purposes as interest expense that are deducted in the year in which they areIf a transaction is treated as a lease, treated as some other form of expense for paid or incurred, or they may be deferredthe purchaser/lessee reports the periodic statutory accounting purposes, or vice and amortized. Since the method forpayments as gross rental expense. If the versa. For example, adjustments to treatment of research and experimentaltransaction is treated as a purchase, the interest expense resulting from expenditures is adopted at the subsidiarypurchaser/lessee reports the periodic adjustments made in accordance with level, the expense/deduction item ispayments as payments of principal and instructions for Part III, line 35, Purchase determined separately by each memberinterest and also reports depreciation versus lease (for purchasers and/or of a U.S. consolidated tax group and notexpense or deduction with respect to the lessees), should be made in columns (b) at the U.S. consolidated tax group level.purchased asset. and (c), as applicable, on this line 36. For example, U.S. Corporation P has two

Report in column (a) gross rent Complete Part III of Form 8916-A. subsidiaries, A and B, which are included
expense for a transaction treated as a Enter the amounts from line 5, columns in P’s consolidated financial statements
lease for statutory accounting purposes (a) through (d) of Form 8916-A, on and in P’s consolidated U.S. income tax
but as a sale for U.S. income tax Schedule M-3, Part III, line 36, columns return. For financial purposes, P, A, and B
purposes. Report in column (d) gross (a) through (d), as applicable. Attach recognize research and development cost
rental deductions for a transaction treated Form 8916-A. as an expense when accrued. For U.S.
as a lease for U.S. income tax purposes Do not report on Form 8916-A and this income tax purposes, P and A recognize
but as a purchase for statutory accounting line 36 amounts reported in accordance such costs consistent with the method
purposes. Report interest expense for with the instructions for Part II, lines 9, 10, used for financial purposes, whereas B
such transactions on Part III, line 36, in 11, and 12. capitalizes and amortizes such costs. P
column (a) or (d), as applicable. Report and A must report this expense inLine 37. Domestic Productiondepreciation expense or deductions for columns (a) and (d). B must report its
such transactions on Part III, line 31, in Activities Deduction expense recognized in the financial
column (a) or (d), as applicable. Use Report on Part III, line 37, column (d), the statements when accrued in column (a);
columns (b) and (c) of Part III, lines 31, amount of the domestic production in column (d), B’s research and
35, and 36, as applicable, to report the activities deduction under section 199 that development expenditures recognized for
differences between column (a) and (d) is included in taxable income on Form U.S. income tax purposes; and in
for such recharacterized transactions. 1120-PC, Schedule A, line 35. Complete columns (b) and (c), as applicable, the

Example 19. U.S. property and columns (b) and (c), as appropriate. Do difference between B’s research and
casualty insurance company X acquired not report any portion of the company’s development costs in its financial
property in a transaction that, for statutory domestic production activities deduction statements and its research and
accounting purposes, X treats as a lease. on any other line of Schedule M-3. experimental expenditures for U.S.
X is a calendar year taxpayer that was taxable income purposes.Line 38. Research andrequired to file Schedule M-3 for its 2009 Attach a schedule supporting theDevelopment Coststax year and is required to file Schedule amounts reported on this line in columns
M-3 for its 2010 tax year. Because of its Report in column (a) the amount of (a), (b), (c), and (d). The schedule must
terms, the transaction is treated for U.S. expenses included in net income reported separately state and adequately disclose
income tax purposes as a purchase and on Part I, line 11, that are related to the transactions summarized by this line.
X must treat the periodic payments it research and development expense.

The attached schedule should havemakes partially as payment of principal Report in column (d) the amount of
five columns. The first column has theand partially as payment of interest. In its deductions included in Form 1120-PC
description for the next four columns. Theannual statement, X treats the difference page 2, Schedule A, line 32 that are
second column is column (a) expense perbetween the statutory accounting and recognized and reported as Section 174
income statement, the third column isU.S. income tax treatment of this research and experimental expenditures
column (b) temporary difference, thetransaction as a temporary difference. consistent with the corporation’s adopted
fourth column is column (c) permanentDuring 2010, X reports in its annual method of accounting for such
difference, and the fifth column is columnstatement $1,000 of gross rental expense expenditures. In column (c), as
(d) deduction per tax return. Every itemthat, for U.S. income tax purposes, is applicable, include any adjustments for
listed on the attached schedule mustrecharacterized as a $700 payment of any amounts treated for U.S. income tax
always have columns (a) + (b) + (c) = (d).principal and a $300 payment of interest, purposes as research or experimental
On the attached schedule, the columnaccompanied by a depreciation deduction expenditures that are treated as some
total amounts for columns (a), (b), (c),of $1,200 (based on other facts). On its other form of expense for financial
and (d) must equal the column amounts2010 Schedule M-3, X must report the accounting purposes, or vice versa.
reported on this line.following on Part III, line 35: column (a) Report any difference in timing

$1,000, its statutory accounting gross recognition in column (b). For example, if The attached schedule may use a
rental expense; column (b), ($1,000); and the taxpayer’s financial accounting short description keyed to an expanded
column (d), zero. On Part III, line 36, X method does not specify otherwise, description in an additional attachment.
reports zero in column (a) and $300 in column (b) adjustments include The short description of the transaction
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should be phrased in such a way as to represents actual costs of material, labor of the expenses were credit eligible
clearly identify (1) the account name and component cost to construct the expenses, and, X claimed a research
under which the amount recorded in machine, and $20,000 represents credit of $1,000. X did not make the
column (a) was recorded in the financial research costs not attributable to the reduced credit election under section
statements or books of the taxpayer, and machine itself. X capitalized all costs of 280C. Accordingly, since X’s financial
(2) what adjustment is being recorded in $30,000 related to the machine and accounting method does not specify
either column (b) or column (c) for that recognized $6,000 of depreciation otherwise, X must report $100,000 in
transaction. The entire description is expense in its financial statements. X’s column (a), ($1,000) (reduction of
considered to be the tax description for depreciation expense on the $10,000 of research and experimental expenditures
the amount recorded in column (d) for costs related to the machine itself was to the extent of the credit amount) in
that item. $2,000 for U.S. income tax purposes. column (b), and $99,000 in column (d).

Accordingly, X must report $50,000 inExample 20. Corporation X is a Line 39. Section 118 exclusioncolumn (a), $20,000 (research costscalendar year taxpayer that was required Report on line 39 any inducementswhich are not attributable to the machineto file Schedule M-3 for its 2009 tax return received in the current year that areitself) in column (b), and $70,000 inand is required to file Schedule M-3 for its treated as contributions to the capital of acolumn (d). X must also report $6,000 in2010 tax year. During 2010, X incurred corporation by a non-shareholder. Reportcolumn (a), ($4,000) in column (b), and$100,000 of research and development in column (a) any income amount as a$2,000 in column (d) on Part III, line 31,costs that X recognized as an expense in negative number and any expenseDepreciation.its financial statements. Also, X incurred amount as a positive number.$20,000 in attorney fees in obtaining a Example 24. Corporation X is a
Corporations must identify on anpatent application that X capitalized and calendar year taxpayer that was required

accompanying schedule referencing Lineamortized in its financial statements. X to file Schedule M-3 for its 2009 tax return
39 the fair market value of land or otherrecognized a $2,000 amortization and is required to file Schedule M-3 for its
property (including cash) provided to thededuction. In compliance with its adopted 2010 tax year. During 2010, X incurred
corporation by any non-shareholder,method of accounting under section 174, $10,000 of research and development
including a governmental unit, or civicX deducts research and experimental costs related to social sciences that it
group, as an inducement, or for any otherexpenditures for U.S. income tax recognized as an expense in its financial
purpose. Include inducements for thepurposes. Accordingly, X must report statements. X adopted the current
corporation to locate its business in a$100,000 in column (a), $20,000 in expense method to research and
particular state, municipality, community,column (b), and $120,000 in column (d). experimental expenditures for U.S.
or locality for the purpose of enabling theX must also report $2,000 in column (a), income tax purposes. Because such
corporation to expand its existing($2,000) in column (b), and $0 in column costs are not allowable costs under
operating facilities including corporate(d) on Part III, line 28 Other amortization section 174, X must report $10,000 in
headquarters, distribution center(s),or impairment write-offs. column (a), permanent difference
factory(ies), etc. (“inducements”).($10,000) in column (c), and $0 in columnExample 21. Assume the same facts

On the accompanying schedule also(d). If such costs are otherwise deductibleas Example 20  except Corporation X
identify any inducements that includefor U.S. income tax purposes, X mustmakes an annual election under section
refundable or transferable tax credits,report this item of expense on Part III, line59(e) to deduct $80,000 of its $120,000 of
including transferable credits that were40 Other expense/deduction Items withresearch and experimental expenditures
sold.differences.over a 10-year period. Accordingly, X

The schedule must separately state,must report $100,000 in column (a), a Example 25. Corporation X is a
adequately disclose, and identify all of thetemporary difference of ($52,000) calendar year taxpayer that was required
dollar amounts summarized by this line.($20,000 less ($80,000/10 years X 9 to file Schedule M-3 for its 2009 tax return
An accompanying schedule is requiredyears)) in column (b), and $48,000 in and is required to file Schedule M-3 for its
even if there are no dollar amountscolumn (d). X must report $2000 in 2010 tax year. During 2010, X paid
reported on line 39.column (a), ($2000) in column (b), and $0 $75,000 to acquire or in-license intangible

in column (d) on Part III, line 28 Other assets under a collaborative arrangement Line 40. Other Expense/amortization or impairment write-offs. with another company that X recognized Deduction Items Withas a research and development expenseExample 22. Assume the same facts Differencesin its financial statements. X adopted theas Example 21 except Corporation X
Separately state and adequately disclosecurrent expense method to research andelected to capitalize and amortize its
on Part III, line 40, all items of expense/experimental expenditures for U.S.research and expenditures over 60
deduction that are not otherwise listed onincome tax purposes. Because paymentsmonths with respect to all its research
Part III, lines 1 through 39.made to acquire rights to a product orprograms for U.S. tax purposes. X first

technology are excluded costs from therealized benefits from such expenditures Attach a schedule that describes and
definition of research and experimentalon August 1. Accordingly, X must report itemizes the type of expense/deduction
expenditures, X must report $75,000 in$100,000 in column (a), a temporary and the amount of each item, and
column (a), ($75,000) in column (c), anddifference of ($90,000) ($20,000 less provides a description that states the
$0 in column (d). X must report any$120,000/60 months X 55 months)) in expense/deduction name for book
amortization otherwise allowable relatedcolumn (b), and $10,000 in column (d). purposes for the amount recorded in
to the payments on Part III, line 28 Other column (a) and describes the adjustmentExample 23. Corporation X is a
amortization or impairment write-offs. being recorded in column (b) or (c). Thecalendar year taxpayer that was required

entire description completes the taxto file Schedule M-3 for its 2009 tax return Example 26. Corporation X is a
description for the amount included inand is required to file Schedule M-3 for its calendar year taxpayer that was required
column (d) for each item separately2010 tax year. X adopted the current to file Schedule M-3 for its 2009 tax return
stated on this line.expense method to research and and is required to file Schedule M-3 for its

experimental expenditures for U.S. 2010 tax year. X adopted the current The schedule of details attached to the
income tax purposes. During 2010, X expense method for research and Schedule M-3 for line 40 must separately
incurred $50,000 of research and experimental expenditures for U.S. state and adequately disclose the nature
development costs that X recognized as income tax purposes. During 2010, X and amount of the expense related to
an expense in its financial statements. incurred $100,000 of research and each reserve and/or contingent liability.
Also, X undertook to develop a new development costs that X recognized as The appropriate level of disclosure
machine for its business. X expended an expense for both financial accounting depends upon each taxpayer’s
$30,000 on the project of which $10,000 and U.S. income tax purposes. A portion operational activity and the nature of its
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accounting records. For example, if a liability that is not required to be reported paid and amortizes the advertising over
corporation’s net income amount reported elsewhere on Schedule M-3. For the 12-month period. In its annual
in the income statement includes example: (1) amounts relating to changes statement, Q treats the differences
anticipated expenses for a discontinued in reserves for litigation must be reported attributable to the financial accounting
operation as a single amount, and its on Part III, line 12, Judgments, damages, treatment and U.S. income tax treatment
general ledger or other books, records, awards, and similar costs; and (2) of the prepaid insurance and advertising
and workpapers provide details for the amounts relating to changes in reserves as temporary differences.
anticipated expenses under more for uncollectible accounts receivable must Q also has a Legal reserve where
explanatory and defined categories such be reported on Part III, line 32, Bad debt $300,000 was expensed for financial
as employee termination costs, lease expense and/or agency balances written accounting purposes and a ($100,000)
cancellation costs, loss on sale of off. (See Example 9 and Example 27.) temporary difference was calculated to
equipment, etc., a supporting schedule Report on Part III, line 40, the arrive at the income tax deduction of
that lists those categories of expenses amortization of various items of prepaid $200,000. The schedule attached to Q’s
and their details will satisfy the expense, such as prepaid subscriptions return for Part III, line 40 must be
requirement to separately state and and license fees, prepaid insurance, etc. separately stated and adequately
adequately disclose. In order to disclosed as follows:Report on line 40, column (a),separately state and adequately disclose expenses included in net income reported Columnthe employee termination costs, it is not

(a) Columnon Part I, line 11, that are related torequired that an anticipated termination Expense Column Column (d)reserves and contingent liabilities. Report
per (b) (c) Deductioncost amount be listed for each employee, on line 40, column (d), amounts related to Income Temporary Permanent per Taxor that each asset (or category of asset)

Description Statement Difference Difference returnliabilities for reserves and contingentbe listed along with the anticipated loss liabilities that are deductible in the current Prepaidon disposition. tax year for U.S. income tax purposes. insurance
The attached schedule should have premiumExamples of items that must be reported

expensedfive columns. The first column has the on line 40 include restructuring reserves, notdescription for the next four columns. The capitalized $250,000 $250,000 -0- $500,000reserves for discontinued operations, and
second column is column (a) expense per reserves for acquisitions and dispositions. Legalincome statement, the third column is Only report on line 40 items that are not expense
column (b) temporary difference, the reserve $300,000 ($100,000) -0- $200,000required to be reported elsewhere on
fourth column is column (c) permanent Schedule M-3, Parts II and III. Total Line
difference, and the fifth column is column 40 $550,000 $150,000 -0- $700,000Example 27. Property and casualty(d) deduction per tax return. Every item

insurance company Q is a calendar yearlisted on the attached schedule for line 40
taxpayer that was required to file Line 41. Total Expense/must always have columns (a) + (b) + (c)
Schedule M-3 for its 2009 tax year and is Deduction Items= (d). Each item with amounts in columns
required to file Schedule M-3 for its 2010(a), (b), (c), and (d) will be totaled and Report on Part II, line 27, columns (a)
tax year. On July 1 of each year, Q has aincluded as one line on line 40 on the though (d), as applicable, the negative of
fixed liability for its annual insuranceface of the schedule. the amounts reported on Part III, line 41,
premiums on its home office building that columns (a) through (d), as applicable.Comprehensive income. If any provides a 12-month coverage period Report positive amounts as negative and“comprehensive income” as defined by beginning July 1 through June 30. In negative amounts as positive. ForSFAS No. 130 is reported on this line, addition, Q historically prepays 12 months example, if Part III, line 41, column (a),describe the item(s) in detail as, for of advertising expense on July 1. On July reflects an amount of $1 million, thenexample, “foreign currency translation 1, 2010, Q prepays its insurance premium report on Part II, line 27, column (a), ($1adjustments—comprehensive income” of $500,000 and advertising expenses of million). Similarly, if Part III, line 41,and “gains and losses on $800,000. For statutory accounting column (b), reflects an amount ofavailable-for-sale purposes, Q capitalizes and amortizes the ($50,000), then report on Part II, line 27,securities—comprehensive income.” prepaid insurance and advertising over 12 column (b), $50,000.Reserves and contingent liabilities. months. For U.S. income tax purposes, Q

Report on line 40 amounts related to the deducts the insurance premium when
change in each reserve or contingent
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