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Department of the Treasury
Internal Revenue Service2007

Instructions for
Schedule M-3 (Form 1120)
Net Income (Loss) Reconciliation for Corporations With Total Assets of
$10 Million or More

financial statement group, if applicable), Mixed 1120/L/PC group, as applicable,Section references are to the Internal
as reported on Part I, line 4, to net at the top of page 1 of Schedule M-3.Revenue Code unless otherwise noted.
income (loss) of the corporation for U.S. A U.S. corporation filing Form 1120General Instructions taxable income purposes, as reported that is not required to file Schedule M-3
on Part I, line 11. may voluntarily file Schedule M-3

instead of Schedule M-1. A corporationWhat’s New Schedule M-3 Parts II and III
filing Schedule M-3 must check Item A,reconcile financial statement net• The use of non-tax-basis and
box (4) on Form 1120, page 1,income (loss) for the U.S. corporationtax-basis financial statements and the
indicating that Schedule M-3 is(or consolidated tax group, ifselection of the income statement to be
attached, whether required or voluntary.applicable), as reported on Scheduleused for purposes of Schedule M-3 and
A corporation filing Schedule M-3 mustM-3, Part I, line 11, to taxable incomethe related balance sheet amounts that
not file Schedule M-1.on Form 1120, page 1, line 28.must be used by Schedule M-3 filers in

preparing Form 1120, Schedule L, is If the parent corporation of a U.S.
clarified on pages 2 and 6. consolidated tax group files Form 1120Where To File• Schedule M-3, Part I, line 7a, is used and files Schedule M-3, each member

If the corporation is required to file (orto report the income (loss) for any other of the group must file a Schedule M-3.
voluntarily files) Schedule M-3 (Formdisregarded entity that is not included in However, if the parent corporation of a
1120), the corporation must file FormPart I, line 4, but which is included in U.S. consolidated tax group files Form
1120 and all attachments andPart I, line 11. Schedule M-3, Part I, 1120 and any member of the group
schedules, including Schedule M-3line 7b, is used to report the income files Form 1120-PC, U.S. Property and
(Form 1120), with the Department of(loss) for any other includible entity Casualty Insurance Company Income
the Treasury, Internal Revenue Servicewhich is not a disregarded entity and Tax Return, or Form 1120-L, U.S. Life
Center, Ogden, UT 84201-0012.which is not included in Part I, line 4, Insurance Company Income Tax

but is included in Part I, line 11. See Return, that member must file Schedule
page 8. M-3 (Form 1120-PC) or Schedule M-3Who Must File
• Form 8916-A, Supplemental (Form 1120-L), respectively, and the• Any domestic corporation or group of
Attachment to Schedule M-3, must be group must comply with the mixedcorporations required to file Form 1120,
attached to support any amounts on group consolidated Schedule M-3U.S. Corporation Income Tax Return,
Part II, line 13, Interest income; Part II, instructions under Schedule M-3that reports on Schedule L of Form
line 17, Cost of goods sold; or Part III, Consolidation for Mixed Groups (1120/1120 total assets at the end of the
line 8, Interest expense. See Form L/PC) on page 4. A mixed group mustcorporation’s tax year that equal or
8916-A and its instructions. also file Form 8916, Reconciliation ofexceed $10 million must complete and• Part II, line 29a, instructions have Schedule M-3 Taxable Income with Taxfile Schedule M-3 instead of Schedule
been expanded to include how to report Return Taxable Income for MixedM-1, Reconciliation of Income (Loss)
consolidating amounts for “mixed Groups.per Books With Income per Return.
groups.” • A corporation filing a If the parent company of a U.S.• The notification made by a non-consolidated Form 1120 that consolidated tax group files Form 1120
“reportable entity partner” must be reports on Schedule L of Form 1120 and any member of the group files
retained by both the reportable entity total assets that equal or exceed $10 Form 1120-PC or Form 1120-L and the
partner and the partnership. See million must complete and file Schedule consolidated Schedule L reported in the
Reportable Entity Partner Reporting M-3 instead of Schedule M-1 and must return includes the assets of all of the
Responsibilities on page 3. check box (1) Non-consolidated return, companies (the insurance companies• The instructions for Part III clarify that at the top of page 1 of Schedule M-3. as well as the non-insurance
expense amounts that reduce financial • Any U.S. consolidated tax group companies), in order to determine if the
accounting income and deduction consisting of a U.S. parent corporation group meets the $10 million threshold
amounts that reduce taxable income and additional includible corporations test for the requirement to file Schedule
must be reported on Part III as positive listed on Form 851, Affiliations M-3, use the amount of total assets
amounts. See page 20. Schedule, required to file Form 1120, reported on Schedule L of the

that reports on Schedule L of Form consolidated return. If the parentPurpose of Schedule 1120 total consolidated assets at the company of a U.S. consolidated tax
Schedule M-3, Part I, asks certain end of the tax year that equal or exceed group files Form 1120 and any member
questions about the corporation’s $10 million must complete and file of the group files Form 1120-PC or
financial statements and reconciles Schedule M-3 instead of Schedule M-1, Form 1120-L and the consolidated
financial statement net income (loss) for and must check box (2) Consolidated Schedule L reported in the return does
the corporation (or consolidated return (Form 1120 only), or box (3) not include the assets of one or more of
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the insurance companies in the U.S. 3. Foreign corporation A owns 100 prepared using an overall cash method
consolidated tax group, in order to percent of both U.S. corporation B and of accounting, and (b) no includible
determine if the group meets the $10 U.S. corporation C. C owns 100 percent corporation in the U.S. consolidated tax
million threshold test, use the sum of of U.S. corporation D. For its 2007 tax group prepares or is included in
the amount of total assets reported on year, A prepares a consolidated financial statements prepared on an
the consolidated Schedule L plus the worldwide financial statement for the accrual basis.
amounts of all assets reported on ABCD consolidated group. The ABCD Note. See the instructions for Part I,
Forms 1120-PC and 1120-L that are consolidated financial statement reports line 1, for a discussion of non-tax-basis
included in the consolidated return but total year-end assets of $25 million. A income statements and related
not included on the consolidated is not required to file a U.S. income tax non-tax-basis balance sheets to be
Schedule L. return. B files a separate U.S. income used in the preparation of Schedule

tax return and reports separate M-3 and of Form 1120, Schedule L.Note. Schedule M-3 is not required for company total year-end assets on its
taxpayers filing Form 1120-REIT, U.S. Schedule L of $12 million. C files a
Income Tax Return for Real Estate Other Form 1120consolidated U.S. income tax return
Investment Trusts; Form 1120-H, U.S. with D and, after eliminating Schedules Affected byIncome Tax Return for Homeowners intercompany transactions between C
Associations; and Form 1120-SF, U.S. and D, reports consolidated total Schedule M-3
Income Tax Return for Settlement year-end assets on Schedule L of $8
Funds. Requirementsmillion. B is required to file Schedule

Report on Schedules L, M-2, and FormM-3 because its total year-end assetsThere is a unique Schedule M-3 for
1120, page 1, amounts for the U.S.reported on Schedule L exceed $10taxpayers required to file Form 1065,
corporation or, if applicable, the U.S.million. The CD U.S. consolidated taxU.S. Return of Partnership Income;
consolidated tax group.group is not required to file ScheduleForm 1120S, U.S. Income Tax Return

M-3 because its total year-end assetsfor an S Corporation; Form 1120-F, Schedule Ldo not exceed $10 million.U.S. Income Tax Return of a Foreign
If a non-tax-basis income statementCorporation; and for Forms 1120-PC or
and related non-tax-basis balance1120-L.
sheet is prepared for any purpose for aOther Issues Affecting

Cooperatives filing Form 1120-C, period ending with or within the taxSchedule M-3 FilingU.S. Income Tax Return for year, Schedule L must be prepared
Cooperative Associations, that report showing non-tax-basis amounts. SeeRequirements
end of year assets of $10 million or the instructions for Part I, line 1, for the

If a corporation was required to filemore must complete Schedule M-3 discussion of non-tax-basis income
Schedule M-3 for the preceding tax(Form 1120) instead of Schedule M-1. statements and related non-tax-basis
year, but reports on Form 1120, page balance sheets prepared for any

For insurance companies included in 1, Item D, and on Schedule L of Form purpose and the impact on the
the consolidated U.S. income tax 1120 total consolidated assets at the selection of the income statement used
return, see the instructions for Part I, end of the current tax year of less than for Schedule M-3 and the related
lines 10 and 11, and Part II, line 7, for $10 million, the corporation is not non-tax-basis balance sheet amounts
guidance on Schedule M-3 reporting of required to file Schedule M-3 for the that must be used for Schedule L.
intercompany dividends and statutory current tax year. The corporation may

Total assets shown on Schedule L,accounting adjustments. either (a) file Schedule M-3, or (b) file
line 15, column (d) (or, in the case ofSchedule M-1, for the current tax year.Example 1. some consolidated mixed groups with aHowever, if the corporation chooses to

1. U.S. corporation A owns U.S. Form 1120 parent and an insurancefile Schedule M-1 for the current tax
subsidiary B and foreign subsidiary F. subsidiary, the assets reported on Formyear, and for a subsequent tax year the
For its 2007 tax year, A prepares 1120, page 1, Item D), must equal thecorporation is required to file Schedule
consolidated financial statements with total assets of the corporation (or, in theM-3, the corporation must complete
B and F that report total assets of $12 case of a U.S. consolidated tax group,Schedule M-3 in its entirety (Part I and
million. A files a consolidated U.S. the total assets of all members of theall columns in Parts II and III) for that
income tax return with B and reports group listed on Form 851) as of the lastsubsequent tax year.
total consolidated assets on Schedule L day of the tax year, and must be the
of $8 million. A’s U.S. consolidated tax In the case of a U.S. consolidated same total assets reported by the
group is not required to file Schedule tax group, total assets at the end of the corporation (or by each member of the
M-3 for the 2007 tax year. tax year must be determined based on U.S. consolidated tax group) in the

2. U.S. corporation C owns U.S. the total year-end assets of all non-tax-basis financial statements, if
subsidiary D. For its 2007 tax year, C includible corporations listed on Form any, used for Schedule M-3. If the
prepares consolidated financial 851, net of eliminations for corporation prepares non-tax-basis
statements with D, but C and D file intercompany transactions and financial statements, Schedule L must
separate U.S. income tax returns. The balances between the includible equal the sum of the financial
consolidated accrual basis financial corporations. In addition, for purposes statement total assets for each
statements for C and D report total of determining whether the corporation corporation listed on Form 851 and
assets at the end of the tax year of $12 (or U.S. consolidated tax group) has included in the consolidated U.S.
million after intercompany eliminations. total assets at the end of the current tax income tax return (includible
C reports separate company total year of $10 million or more, the corporation) net of eliminations for
year-end assets on its Schedule L of $7 corporation’s total consolidated assets intercompany transactions between
million. D reports separate company must be determined on an overall includible corporations. If the
total year-end assets on its Schedule L accrual method of accounting unless corporation does not prepare
of $6 million. Neither C nor D is both of the following apply: (a) the tax non-tax-basis financial statements,
required to file Schedule M-3 for the returns of all includible corporations in Schedule L must be based on the
2007 tax year. the U.S. consolidated tax group are corporation’s books and records. The
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Schedule L balance sheet can show by the partnership during theEntity Considerations fortax-basis balance sheet amounts if the partnership tax year.
corporation is allowed to use books and 5. The beneficial owner of 50Schedule M-3
records for Schedule M-3 and the percent or more of the beneficial

For purposes of Schedule M-3,corporation’s books and records reflect interest of a trust or nominee
references to the classification of anonly tax-basis amounts. arrangement on any day of the trust or
entity (for example, as a corporation, a nominee arrangement tax year isGenerally, total assets at the partnership, or a trust) are references to deemed to own all corporate andbeginning of the year (Schedule L, line the treatment of the entity for U.S. partnership interests owned or deemed15, column (b)) must equal total assets income tax purposes. An entity that to be owned under these instructionsat the close of the prior year (Schedule generally is disregarded as separate by the trust or nominee arrangement.L, line 15, column (d)). For each from its owner for U.S. income tax

Schedule L balance sheet item reported purposes (disregarded entity) must not A reportable entity partner with
for which there is a difference between be separately reported on Schedule respect to a partnership (as defined
the current opening balance sheet M-3 except, if required, on Part I, line above) must report the following to the
amount and the prior closing balance 7a. On Schedule M-3, Parts II and III, partnership within 30 days of first
sheet amount attach a schedule that any item of income, gain, loss, becoming a reportable entity partner
reports the balance sheet item, the deduction, or credit of a disregarded and, after first reporting to the
prior closing amount, the current entity must be reported as an item of its partnership under these instructions,
opening amount, and a short owner. In particular, the income or loss thereafter within 30 days of the date of
explanation of the change. Such of a disregarded entity must not be any change in the interest it owns or is
reasons for these differences include reported on Part II, lines 9, 10, or 11 as deemed to own, directly or indirectly,
mergers and acquisitions. from a separate partnership or other under these instructions, in the

pass-through. The financial statementFor purposes of measuring total partnership.
income or loss of a disregarded entity isassets at the end of the year, the 1. Name.
included on Part I, line 7a, only if itscorporation’s assets may not be netted 2. Mailing address.
financial statement income or loss isor reduced by the corporation’s 3. Taxpayer identification number
included on Part I, line 11, but not onliabilities. In addition, total assets may (TIN or EIN), if applicable.
Part I, line 4.not be reported as a negative amount. 4. Entity or organization type.

If Schedule L is prepared on a 5. State or country in which it is
Reportable Entity Partnernon-tax-basis method, an investment in organized.

a partnership may be shown as 6. Date on which it first became aReporting Responsibilities
appropriate under the corporation’s reportable entity partner.A reportable entity partner with respectnon-tax-basis method of accounting, 7. Date with respect to which it isto a partnership filing Form 1065 is anincluding, if required by the reporting a change in its ownershipentity that (1) owns or is deemed tocorporation’s reporting methodology, interest in the partnership, if applicable.own, directly or indirectly, under thesethe equity method of accounting for 8. The interest in the partnership itinstructions a 50 percent or greaterinvestments. If Schedule L is prepared owns or is deemed to own in theinterest in the income, loss or capital ofon a tax-basis, an investment by the partnership, directly or indirectly (asthe partnership on any day of the taxcorporation in a partnership must be defined under these instructions) as ofyear and (2) was required to completeshown as an asset and measured by the date with respect to which it isSchedule M-3 on its most recently filedthe corporation’s adjusted basis in its reporting.U.S. income tax return or return ofpartnership interest. Any liabilities 9. Any change in that interest as ofincome filed prior to that day.contributing to such adjusted basis the date with respect to which it is
must be shown on Schedule L as For the purposes of these reporting.
corporate liabilities. instructions, the following rules apply.

The reportable entity partner must1. The parent corporation of aSchedule M-2 retain copies of required reports itconsolidated tax group is deemed to
makes to partnerships under theseThe amount shown on Schedule M-2, own all corporate and partnership
instructions. Each partnership mustline 2, Net income (loss) per books, interests owned or deemed to be
retain copies of the required reports itmust equal the amount shown on owned under these instructions by any
receives under these instructions fromSchedule M-3, Part I, line 11. Schedule member of the tax consolidated group.
reportable entity partners.M-2 must reflect activity only of 2. The owner of a disregarded entity

corporations included in the Example 2.is deemed to own all corporate and
consolidated U.S. income tax return. partnership interests owned or deemed 1. A, an LLC filing a Form 1065 for

to be owned under these instructions 2007, is owned 50 percent by U.S.Consolidated Return by the disregarded entity. corporation Z. A owns 50 percent of B,
(Form 1120, Page 1) 3. The owner of 50 percent or more C, D, and E, which are also LLCs filing

of a corporation by vote on any day ofReport on Form 1120, page 1, each a Form 1065 for calendar year 2007. Z
the corporation tax year is deemed toitem of income, gain, loss, expense, or was first required to complete Schedule
own all corporate and partnershipdeduction net of elimination entries for M-3 (Form 1120) for its corporate tax
interests owned or deemed to beintercompany transactions between year ended December 31, 2006, and
owned under these instructions by theincludible corporations. The corporation filed its Form 1120 with Schedule M-3
corporation during the corporation taxmust not report as dividends on Form for 2006 on September 15, 2007. As of
year.1120, Schedule C, any amounts September 16, 2007, Z was a

received from an includible corporation. 4. The owner of 50 percent or more reportable entity partner with respect to
In general, dividends received from an of partnership income, loss, or capital A and, through A, with respect to B, C,
includible corporation must be on any day of the partnership tax year D, and E. On October 5, 2007, Z
eliminated in consolidation rather than is deemed to own all corporate and reports to A, B, C, D, and E, as it is
offset by the dividends-received partnership interests owned or deemed required to do within 30 days of
deduction. to be owned under these instructions September 16, that Z is a reportable
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entity partner directly owning (with 1120 is a mixed group if any member is insurance company, a property and
respect to A) or deemed to own a life insurance company (files using casualty insurance company, and a
indirectly (with respect to B, C, D, and Form 1120-L) or a property and corporation that is not an insurance
E) a 50 percent interest. Therefore, casualty insurance company (files using company.
because Z was a reportable entity 1120-PC). See Schedule M-3 Mixed group consolidation for
partner for 2007, each of A, B, C, D, Consolidation for Mixed Groups (1120/ Schedule M-3, Parts II and III, requires
and E is required to complete Schedule L/PC) below. (a) subgroup sub-consolidation of the
M-3 (Form 1065) for 2007, regardless A U.S. consolidated tax group must 1120 subgroup, the 1120-PC subgroup,
of whether they would otherwise be file a consolidated Schedule M-3. Parts and the 1120-L subgroup, each with its
required to complete Schedule M-3 for I, II, and III of the consolidated own sub-consolidated Schedule M-3,
that year. Schedule M-3 must reflect the activity Parts II and III, and (b) consolidation of

2. P, a U.S. corporation, is the of the entire U.S. consolidated tax the subgroup sub-consolidation totals
parent of a financial consolidation group group. The parent corporation also on a consolidated Schedule M-3, Part II
with 50 domestic subsidiaries DS1 must complete Parts II and III of a that ties to a consolidated Schedule
through DS50 and 50 foreign separate Schedule M-3 to reflect the M-3, Part I, and a consolidated Form
subsidiaries FS1 through FS50, all 100 parent’s own activity. In addition, Parts 8916, Reconciliation of Schedule M-3
percent owned on September 16, 2007. II and III of a separate Schedule M-3 Taxable Income with Tax Return
On September 15, 2007, P filed a must be completed by each includible Taxable Income for Mixed Groups.
consolidated tax return on Form 1120 corporation to reflect the activity of that In addition to one Schedule M-3,
and was required to complete Schedule includible corporation. Lastly, it Part II, and one Schedule M-3, Part III,
M-3 for the tax year ending December generally will be necessary to complete for each corporation in the three
31, 2006. On September 16, 2007, Parts II and III of a separate Schedule subgroup sub-consolidations, there will
DS1, DS2, DS3, FS1, and FS2 each M-3 for consolidation eliminations. be generally a total of six additional
acquires a 10 percent partnership If a U.S. consolidated tax group that Schedule M-3, Parts II, and six
interest in partnership K which files is not a mixed group consists of four additional Schedule M-3, Parts III, for
Form 1065 for the tax year ending includible corporations (the parent and the subgroup sub-consolidations.
December 31, 2007. P is deemed to three subsidiaries) all filing Form 1120, Specifically, there must be one Part II
own, directly or indirectly (under these the U.S. consolidated tax group must and one Part III for each subgroup’s
instructions) all corporate and complete six Schedules M-3 as follows. sub-consolidated amounts and one Part
partnership interests of DS1, DS2, DS3, • One consolidated Schedule M-3 with II and one Part III for each subgroup’s
as the parent of the tax consolidation Parts I, II, and III completed to reflect sub-consolidation eliminations
group and therefore is deemed to own the activity of the entire U.S. amounts.
30 percent of K on September 16, consolidated tax group. At the mixed group consolidated2007. P is deemed to own, directly or • Parts II and III of a separate level, there must be a consolidatedindirectly, (under these instructions) all Schedule M-3 for each of the four Schedule M-3, Part II, and, ifcorporate and partnership interests of includible corporations to reflect the applicable, a Part II for consolidationFS1 and FS2 as the owner of 50 activity of each includible corporation. eliminations not includible in thepercent or more of each corporation by • Parts II and III of a separate subgroup eliminations. At thevote and therefore is deemed to own 20 Schedule M-3 to eliminate consolidated level, there must also be apercent of K on September 16, 2007. P intercompany transactions between consolidated Schedule M-3, Part I, andis therefore deemed to own 50 percent includible corporations and to include a consolidated Form 8916. For a mixedof K on September 16, 2007. Since P limitations on deductions (charitable group, there is no Schedule M-3, Partowns or is deemed to own, directly or contribution limitations and capital loss III, at the consolidated level.indirectly, (under these instructions) 50 limitations) and carryover amounts

The corporation must check thepercent or more of K on September 16, (charitable contribution carryovers and
applicable mixed group checkboxes on2007, and was required to complete capital loss carryovers).
all Schedules M-3, Parts I, II, and III, asSchedule M-3 on its most recently filed See Completion of Schedule M-3 and
discussed below.U.S. income tax return filed prior to that Certain Allocations, Limitations, and

date. P is a reportable entity partner of Carryovers on page 5. Subgroup Sub-Consolidation:K as of September 16, 2007. On Note. On Part II and Part III, indicate 1120 Subgroup, 1120-PCOctober 5, 2007, P reports to K, as it is on the line after the common parent’s Subgroup, and 1120-Lrequired to do, that P is a reportable name whether the Schedule M-3 is for Subgroupentity partner as of September 16, the: (1) consolidated group; (2) parent2007, deemed to own (under these A subgroup Schedule M-3, Parts II andcorporation; (3) consolidationinstructions) a 50 percent interest in K. III, sub-consolidation must be preparedeliminations; or (4) subsidiaryK is therefore required to complete with all necessary eliminations withincorporation, by checking theSchedule M-3 when it files its Form the subgroup for each of the threeappropriate box.1065 for its tax year ending December possible subgroups that are in fact
31, 2007. present: one subgroup for thoseSchedule M-3 Consolidation

corporations reporting on Form 1120;for Mixed Groups (1120/L/
one subgroup for those corporations

PC)Consolidated Schedule reporting on Form 1120-PC; and one
Special Schedule M-3 consolidation subgroup for those reporting on FormM-3 Versus rules apply to a mixed group, that is, a 1120-L. The parent corporation is
consolidated tax group that (a) includes included in the subgroup thatConsolidating Schedules
both a corporation that is an insurance corresponds to the form on which it

M-3 for Form 1120 company and a corporation that is not reports and the entire consolidated
an insurance company, or (b) includes group files. For example, in the case ofGroups both a life insurance company and a a Form 1120 parent and Form 1120

A consolidated tax return group with a property and casualty insurance consolidated group, the parent is
parent corporation that files a Form company, or (c) includes a life included in the Form 1120 subgroup
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sub-consolidation. Each subgroup uses For mixed groups, the consolidated group, and box (7) 1120-L eliminations
its own Schedule M-3 form (1120, Part II, line 30, column (a), must equal for the eliminations.
1120-PC, 1120-L), Parts II and III, for Part I, line 11, with appropriate

A mixed group with a Form 1120each corporation within the subgroup adjustments for statutory accounting
parent corporation completes aand for the subgroup sub-consolidation requirements reflected on Part I, line
consolidated level Schedule M-3 (Formand the subgroup eliminations. 10. The consolidated taxable income
1120), Parts I and II, and aindicated on Part II, line 30, column (d),The three subgroup consolidated Form 8916. The mixedmust equal the amount shown on Formsub-consolidation taxable income group consolidated Schedule M-3, Part8916, line 1. Form 8916, line 8, mustcalculations on Schedule M-3 must II, must be indicated by checking boxequal taxable income reported on thefollow the separate return requirements (1) Consolidated group, and box (5)tax return.of the regulation under Section 1502 Mixed 1120/L/PC group. (If a

and all other applicable regulations Completion of Mixed Group consolidated level Part II for
taking into account the amounts consolidation eliminations not includibleCheckboxes for Schedule M-3,
separately reported on Form 8916. in the subgroup eliminations isPart II and Part III
Capital loss limitation and carryforward applicable, that Part II must be

Note. The following discussion ofused and charitable deduction limitation indicated by checking box (3)
checkboxes will assume that the 1120and carryforward used are not taken Consolidated eliminations, and box (5)
subgroup includes the corporate parentinto account in the determination of the Mixed 1120/L/PC group.)
of the mixed group.three subgroup sub-consolidated

taxable incomes on Schedule M-3, but Life/Non-Life Loss LimitationForms 1120, 1120-PC, and 1120-L,
are reflected on Form 8916 and in the and Carryforward UsedSchedule M-3, Parts II and III, each
calculation of the life/non-life loss have a checkbox (5) at the top Calculations
limitation and carryforward used. See indicating a mixed group. Checkbox (5) The applicable life/non-life lossLife/Non-Life Loss Limitation and and one or more other applicable limitation and all carryforward usedCarryforward Used Calculations  on this checkboxes must be checked. calculations are made using thepage.

amounts determined for taxable incomeFor example, an 1120 parent
The reconciliation totals for book, in the three subgroupcorporation included in the 1120

temporary difference, permanent sub-consolidations and other applicablesubgroup must check Schedule M-3
difference, and taxable income for each amounts separately reported on Form(Form 1120), Parts II and III, box (2)
subgroup are reported on Forms 1120, 8916. The calculated life/non-life lossParent corporation, and box (5) Mixed
1120-PC, or 1120-L, as applicable, limitation or carryforward used1120/L/PC group. An 1120 subsidiary
Schedule M-3, Part II, line 29a, amounts, if any, are not entered oncorporation within the 1120 subgroup
columns (a), (b), (c), and (d), and equal Schedule M-3. The calculated amounts,must check Schedule M-3 (Form 1120),
the sum of the line amounts on Part II, if any, are entered on Form 8916.Parts II and III, box (4) Subsidiary
lines 26 through 28. For a mixed group, corporation, and box (5) Mixed 1120/L/
Schedule M-3, Part II, lines 29b, 29c, PC group. An 1120-PC subsidiary Completion of Scheduleand 30 are blank on the Forms 1120, corporation within the 1120-PC
1120-PC, or 1120-L, as applicable, for subgroup must check Schedule M-3 M-3 and Certain
the separate corporations (parent and (Form 1120-PC), Parts II and III, box
subsidiary) and for the three subgroup Allocations, Limitations,(4) Subsidiary corporation, and box (5)
sub-consolidations. Mixed 1120/L/PC group. An 1120-L and Carryovers

subsidiary corporation within the 1120-LReconciliation of Mixed Group A corporation (or any member of a U.S.subgroup must check Schedule M-3Subgroup Sub-Consolidation consolidated tax group) required to file(Form 1120-L), Parts II and III, box (4)
Schedule M-3 must complete the formAmounts to Schedule M-3, Part Subsidiary corporation, and box (5)
in its entirety. In particular, aI, line 11, and To Tax Return Mixed 1120/L/PC group.
corporation filing a nonconsolidatedTaxable Income The 1120 subgroup return that meets the filing requirements

At the consolidated level, use the sub-consolidation Schedule M-3 (Form for Schedule M-3 must complete Parts
Schedule M-3 (Forms 1120, 1120-PC, 1120), Parts II and III, must be I, II, and III. Such a corporation does
or 1120-L), Parts I and II, that matches indicated by checking box (5) Mixed not check any of the checkboxes at the
the form on which the parent 1120/L/PC group, and box (6) 1120 top of Parts II and III. In the case of a
corporation reports and the entire group for the sub-consolidation, and by U.S. consolidated tax group, Part I
consolidated group files. For a mixed checking box (5) Mixed 1120/L/PC must be completed once, on the
group, the consolidated Schedule M-3, group, and box (7) 1120 eliminations consolidated Schedule M-3, by the
Part II, lines 29a, 29b, and 29c, report for the eliminations. The 1120-PC parent corporation. Parts II and III must
the applicable amounts from the three subgroup sub-consolidation Form be completed by the parent corporation,
subgroup sub-consolidation Part II, line 1120-PC, Schedule M-3, Parts II and each includible corporation, and a
29a, amounts. (If a consolidated level III, must be indicated by checking box consolidating eliminations entity.
Part II for consolidation eliminations not (5) Mixed 1120/L/PC group, and box (6)
includible in the subgroup eliminations 1120-PC group for the At the time the Form 1120 is filed, all
is applicable, the applicable amounts sub-consolidation, and by checking box applicable questions must be answered
must be adjusted by the applicable (5) Mixed 1120/L/PC group, and box (7) on Part I, all columns must be
elimination amounts.) The consolidated 1120-PC eliminations for the completed on Parts II and III, and all
Schedule M-3, Part II, line 30, amounts eliminations. The 1120-L subgroup numerical data required by Schedule
are the sum of the applicable amounts sub-consolidation Schedule M-3 (Form M-3 must be provided. Any schedule
on the consolidated Part II, lines 29a, 1120-L), Parts II and III, must be required to support a line item on
29b, and 29c. For a mixed group, the indicated by checking box (5) Mixed Schedule M-3 must be attached at the
consolidated Part II, lines 1 through 28, 1120/L/PC group, and box (6) 1120-L time Schedule M-3 is filed and must
are blank and no consolidated Part III is group for the sub-consolidation, and by provide the information required for that
required to be completed. checking box (5) Mixed 1120/L/PC line item.
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All detailed schedules for Part II and statement and no non-tax-basis
balance sheet were prepared for anyPart III of Schedule M-3 must be Specific Instructions
purpose and the books and records ofattached for each separate entity
the corporation reflect only tax-basisfor Part Iincluded in the consolidated Part II and
amounts. The corporation is deemed toPart III, including those for the parent
have non-tax-basis income statementscompany and the eliminations entity, if Part I. Financial and the related non-tax-basis balanceapplicable. It is not required that the sheets for the current tax year forInformation and Netsame supporting detailed information purposes of Schedule M-3 and

be presented for Part II and Part III of Income (Loss) Schedule L if such non-tax-basis
the consolidated Schedule M-3. financial statements were prepared forReconciliation and presented to management,

If an item attributable to an includible creditors, shareholders, governmentWhen To Complete Part I regulators, or any other third parties forcorporation is not shared by or
Part I must be completed for any tax a period ending with or within the taxallocated to the appropriate member of
year for which the corporation files year.the group but is retained in the parent
Schedule M-3. Check either box (1)corporation’s financial statements (or If a Form 10-K is filed with the SECNon-consolidated return, (2)books and records, if applicable), then for the period ending with or within theConsolidated return (Form 1120 only),

the item must be reported by the parent tax year, the corporation must checkor (3) Mixed 1120/L/PC group, as
corporation in its separate Schedule “Yes” for Part I, line 1a, and use thatapplicable. In addition, check box (4)
M-3. For example, if the parent of a income statement for Schedule M-3. IfDormant subsidiaries schedule

Form 10-K is not filed and aU.S. consolidated tax group prepares attached, if applicable.
non-tax-basis income statement isfinancial statements that include all
prepared that is a certifiedLine 1. Questions Regardingmembers of the U.S. consolidated tax
non-tax-basis income statement for thegroup and the parent does not allocate the Type of Income period ending with or within the taxthe group’s income tax expense as Statement Prepared year, the corporation must check “Yes”reflected in the financial statements
for Part I, line 1b, and use that incomeFor Part I, lines 1 through 11, use onlyamong the members of the group but statement for Schedule M-3. If Formthe financial statements of the U.S.

retains it in the parent corporation, the 10-K is not filed and no certifiedcorporation filing the U.S. income tax
parent corporation must report on its non-tax-basis income statement isreturn (the consolidated financial
separate Schedule M-3 the U.S. prepared but an unauditedstatements for the U.S. parent
consolidated tax group’s income tax non-tax-basis income statement iscorporation of a U.S. consolidated tax
expense as reflected in the financial prepared for the period ending with orgroup). If the U.S. corporation filing a
statements. within the tax year, the corporationU.S. income tax return (or the U.S.

must check “Yes” for Part I, line 1c, andparent corporation of a U.S.
use that income statement for Scheduleconsolidated tax group) prepares itsAny adjustments made at the
M-3.own financial statements but isconsolidated group level that are not

controlled by another corporation (U.S.attributable to any specific member of Order of priority in accountingor foreign) that prepares financialthe U.S. consolidated tax group (for standards.  If no Form 10-K is filedstatements that include the U.S.
example, disallowance of net capital and two or more non-tax-basis incomecorporation, the U.S. corporation (or the

statements are both certifiedlosses, contribution deduction U.S. parent corporation of a U.S.
non-tax-basis income statements forcarryovers, and limitation of contribution consolidated tax group) must use for its
the period, the income statementdeductions) must not be reported on Schedule M-3, Part I, its own financial
prepared according to the followingthe separate consolidating parent or statements and not the financial
order of priority in accounting standardssubsidiary Schedules M-3 but rather on statements of the controlling
shall be used.corporation.the consolidated Schedule M-3 and on

1. U.S. Generally Acceptedthe consolidating Schedule M-3 for If a non-publicly traded U.S. parent Accounting Principles (GAAP).consolidation eliminations (or on Form corporation of a U.S. consolidated tax 2. International Financial Reporting8916 in the case of a mixed group). group prepares financial statements Standards (IFRS).and that group includes a publicly
3. Any other Internationaltraded subsidiary that files financialIf an includible corporation has (1) Accounting Standards (IAS).statements with the Securities andno activity for the tax year (for example,
4. Statutory accounting forExchange Commission (SEC), thebecause the corporation is a dormant insurance companies.consolidated financial statements of theor inactive corporation), (2) no amount 5. Other regulatory accrualparent corporation are the appropriatefor the corporation was included in Part accounting.financial statements for purposes ofI, line 11, and (3) the corporation has 6. Any other accrual accountingcompleting Part I. Do not use any

no amounts to report on Part II and Part standard.separate company financial statements
III of Schedule M-3 for the tax year, the that might be prepared for publicly 7. Any fair market value standard.
parent corporation of the U.S. traded subsidiaries. 8. Any cash basis standard.
consolidated tax group may attach to

Non-Tax-Basis Financialthe consolidated Schedule M-3 a If no non-tax-basis income statementStatements and Tax-Basisstatement that provides the name and is certified and two or more
EIN of the includible corporation in lieu Financial Statements non-tax-basis income statements are
of filing a blank Part II and Part III of prepared, the income statementA tax-basis income statement is
Schedule M-3 for such entity. On Part I, prepared according to the first listed ofallowed for Schedule M-3 and a
check box (4) Dormant subsidiaries the accounting standards listed abovetax-basis balance sheet for Schedule L
schedule attached. shall be used.only if no non-tax-basis income
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If no non-tax-basis financial If a U.S. corporation (a) has netLine 3. Questions Regarding
income (loss) included on Part I, line 4,statements are prepared for a U.S. Publicly Traded Voting and removed on Part I, line 6a or 6b, oncorporation (or, in the case of a U.S.

Common Stock another U.S. corporation’s Scheduleconsolidated tax group, for the U.S.
M-3, (b) files its own Form 1120The primary U.S. publicly traded votingparent corporation’s consolidated
(separate or consolidated), (c) does notcommon stock class is the most widelygroup) filing Schedule M-3 (Form
have a separate non-tax-basis financialheld or most heavily traded within the1120), the U.S. corporation (or the U.S.
statement (certified or otherwise) of itsU.S. as determined by the corporation.parent corporation of a U.S.
own, and (d) reports on Schedule L ofIf the corporation has more than oneconsolidated tax group) must check
its own Form 1120 total consolidatedclass of publicly traded voting common“No” on questions 1a, 1b, and 1c, skip
assets that equal or exceed $10 millionstock, attach a list of the classes ofPart I, lines 2a through 3c, and enter
at the end of the corporation’s tax year,publicly traded voting common stockthe net income (loss) per the books and
the corporation must answer questionsand the trading symbol and therecords of the U.S. corporation (or U.S. 1a, 1b, and 1c of Part I as appropriatenine-digit CUSIP number of each class.consolidated tax group) on Part I, for its own Form 1120 and must report

line 4. Line 4. Worldwide on Part I, line 4, the amount for the
corporation’s net income (loss) that isConsolidated Net Income

If no non-tax-basis financial removed on Part I, line 6a or 6b, of the(Loss) per Income Statementstatements are prepared for a U.S. other corporation’s Schedule M-3.
Report on Part I, line 4, the worldwidecorporation (or, in the case of a U.S. However, if in the circumstances
consolidated net income (loss) per theconsolidated tax group, for the U.S. described immediately above, the
income statement (or books andparent corporation’s consolidated corporation does have separate
records, if applicable) of the non-tax-basis financial statementsgroup) filing Schedule M-3 (Form
corporation. A corporation filing a (certified or otherwise) of its own,1120), and the U.S. corporation is
non-consolidated Form 1120 for itself independent of the amount of theowned by a foreign corporation that
must report its worldwide income on corporation’s net income included inprepares financial statements that
Part I, line 4. Part I, line 4, of the other U.S.includes the U.S. corporation (or the

corporation, the corporation mustIn completing Schedule M-3, theU.S. parent corporation’s consolidated
answer questions 1a, 1b, and 1c of Partcorporation must use financialgroup), the U.S. corporation (or the
I, as appropriate, for its own Formstatement amounts from the financialU.S. parent corporation of the U.S.
1120, based on its own separatestatement type checked “Yes” on Part I,consolidated tax group) must enter “No”
income statement, and must report online 1, or from its books and records ifon questions 1a, 1b, and 1c, skip Part I,
Part I, line 4, the net income amountsPart I, line 1c is checked “No.” If Part I,lines 2a through 3c, and enter the net
shown on its separate incomeline 1a, is checked “Yes,” report on Partincome (loss) per the books and
statement.I, line 4, the net income amountrecords of the U.S. corporation (or U.S.

reported in the income statement If line 4 includes net income (loss)consolidated tax group) on Part I,
presented to the SEC on the for a corporation that files Formline 4.
corporation’s Form 10-K (the Form 1120-PC or Form 1120-L, see the
10-K for the security identified on Part I, instructions for Part I, line 10, for
line 3b, if applicable).Line 2. Questions Regarding adjustments that may be necessary to

reconcile financial statement income toIf a corporation preparesIncome Statement Period
statutory income.non-tax-basis financial statements, theand Restatements amount on line 4 must equal the
Line 5. Net Income (Loss) ofEnter the beginning and ending dates financial statement net income (loss) for

on line 2a for the corporation’s annual the income statement period ending Nonincludible Foreign
income statement period ending with or with or within the tax year as indicated Entities
within the current tax year. on Part I, line 2a.

Remove the financial net income (line
If the corporation prepares 5a) or loss (line 5b) of each foreign

The questions on Part I, lines 2b and non-tax-basis financial statements and entity that is included on line 4 and is
2c, regarding income statement the income statement period differs not an includible corporation in the U.S.
restatements refer to the worldwide from the corporation’s tax year, the consolidated tax group (nonincludible
consolidated income statement issued income statement period indicated on foreign entity). In addition, on Part I,
by the corporation filing the U.S. Part I, line 2a, applies for purposes of line 8, adjust for consolidation

Part I, lines 4 through 8.income tax return (the consolidated eliminations and correct for minority
financial statements for the U.S. parent interest and intercompany dividendsIf the corporation does not prepare
corporation of a U.S. consolidated tax between any nonincludible foreignnon-tax-basis financial statements and
group) and used to prepare Schedule entity and any includible corporation.has checked “No” on Part I, line 1c,
M-3. Answer “Yes” on lines 2b and/or Do not remove in Part I the financial netenter the net income (loss) per the
2c if the corporation’s annual income income (loss) of any nonincludiblebooks and records of the U.S.
statement has been restated for any foreign entity accounted for on line 4corporation or the U.S. consolidated tax

using the equity method.reason. Attach a short explanation of group on Part I, line 4.
the reasons for the restatement in net Report on Part I, lines 5a through 10, Attach a supporting schedule that
income for each annual income as instructed below, all adjustment provides the name, EIN (if applicable),
statement period that is restated, amounts required to adjust worldwide and net income (loss) included on line 4
including the original amount and net income (loss) reported on this Part that is removed on this line 5 for each
restated amount of each annual I, line 4 (whether from financial separate nonincludible foreign entity.
statement period’s net income. The statements or books and records), to The amounts of income (loss) detailed
attached schedule is not required to net income (loss) of includible on the supporting schedule should be
report restatements on an corporations that must be reported on reported for each separate
entity-by-entity basis. Part I, line 11. nonincludible foreign entity without
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regard to the effect of consolidation or schedule, so that the separate financial reportable on Part I, line 8, the net
elimination entries. If there are amounts of all such consolidation andaccounting income (loss) of each
consolidation or elimination entries elimination entries must be reported onnonincludible U.S. entity remains
relating to nonincludible foreign entities a separate line on the attachedseparately stated. For example, if the
whose income (loss) is reported on the schedule, so that the separate financialnet income (after consolidation and
attached schedule that are not accounting income (loss) of each otherelimination entries) of a nonincludible
reportable on Part I, line 8, the net disregarded entity or other includibleU.S. sub-consolidated group is being
amounts of all such consolidation and entity remains separately stated. Forreported on line 6a, the attached
elimination entries must be reported on example, if the net income (aftersupporting schedule should report the
a separate line on the attached consolidation and elimination entries) ofincome (loss) of each separate
schedule, so that the separate financial a sub-consolidated group of othernonincludible U.S. legal entity from
accounting income (loss) of each disregarded entities is being reportedeach such entity’s own financial
nonincludible foreign entity remains on line 7a, the attached supportingaccounting net income statement or
separately stated. schedule should report the incomebooks and records, and any

(loss) of each separate otherconsolidation or elimination entries (forFor example, if the net income (after disregarded entity from each entity’sintercompany dividends, minorityconsolidation and elimination entries) of own financial accounting net incomeinterests, etc.) not reportable on Part I,a nonincludible foreign statement or books and records, andline 8, should be reported on thesub-consolidated group is being any consolidation or elimination entriesattached supporting schedule as a netreported on line 5a, the attached (for intercompany dividends, minorityamount on a line separate and apartsupporting schedule should report the interests, etc.) not reportable on Part I,from lines that report eachincome (loss) of each separate line 8, should be reported on thenonincludible U.S. entity’s separate netnonincludible foreign legal entity from attached supporting schedule as a netincome (loss).each such entity’s own financial amount on a line separate and apartaccounting net income statement or from lines that report each otherLine 7a. Net Income (Loss) ofbooks and records, and any includible corporation’s or entity’sconsolidation or elimination entries (for Other Disregarded Entities separate net income (loss).intercompany dividends, minority and
interests, etc.) not reportable on Part I, Line 8. Adjustment to7b. Net Income (Loss) ofline 8, should be reported on the Eliminations of Transactionsattached supporting schedule as a net Other Includible Entities
amount on a line separate and apart Between Includible EntitiesInclude on line 7a or 7b the financial
from lines that report each net income or (loss) of each and Nonincludible Entities
nonincludible foreign entity’s separate disregarded entity or other includible Adjustments on Part I, line 8, to reversenet income (loss). entity that is not included in the certain financial accounting

consolidated financial group and consolidation or elimination entries areLine 6. Net Income (Loss) of therefore not included in the income necessary to ensure that transactionsNonincludible U.S. Entities reported on Part I, line 4. Include on between includible entities and
line 7a the financial income of anyRemove the financial net income (line nonincludible U.S. or foreign entities
disregarded entity that is not included in6a) or loss (line 6b) of each U.S. entity are not eliminated, in order to report the
the income reported on Part I, line 4,that is included on line 4 and is not an correct total amount on Part I, line 11.
but is included in Part I, line 11 (otherincludible corporation in the U.S. Also, additional consolidation entries
disregarded entities). Include on line 7bconsolidated tax group (nonincludible and elimination entries may be
the financial income of any entity not aU.S. entity). In addition, on Part I, line necessary on Part I, line 8, related to
disregarded entity that is not included in8, adjust for consolidation eliminations transactions between includible entities
the income reported on line 4, but isand correct for minority interest and that are in the consolidated financial
included on line 11 (other includibleintercompany dividends between any group and other disregarded entities
entities). In addition, on Part I, line 8,nonincludible U.S. entity and any and other includible entities that are not
adjust for consolidation eliminationsincludible corporation. Do not remove in in the consolidated financial group but
and correct for minority interest andPart I the financial net income (loss) of that are reported on Part I, line 7a or
intercompany dividends for any otherany nonincludible U.S. entity accounted 7b, in order to report the correct total
disregarded entity or other includiblefor on line 4 using the equity method. amount on Part I, line 11.
entities.

Attach a supporting schedule that Include on Part I, line 8, the total of
Attach a supporting schedule thatprovides the name, EIN, and net the following: (a) amounts of any

provides the name, EIN, and netincome (loss) included on line 4 that is adjustments to consolidation entries
income (loss) per the financialremoved on this line 6 for each and elimination entries that are
statement or books and records on thisseparate nonincludible U.S. entity. The contained in the amount reported on
line 7 for each separate otheramounts of income (loss) detailed on Part I, line 4, required as a result of
disregarded entity or other includiblethe supporting schedule should be removing amounts on Part I, line 5 or 6;
entity. The amounts of income (loss)reported for each separate and (b) amounts of any additional
detailed on the supporting schedulenonincludible U.S. entity without regard consolidation entries and elimination
should be reported for each separateto the effect of consolidation or entries that are required as a result of
other disregarded entity or otherelimination entries. If there are including amounts on Part I, line 7a or
includible entity without regard to theconsolidation or elimination entries 7b. This is necessary in order that the
effect of consolidation or eliminationrelating to nonincludible U.S. entities consolidation entries and intercompany
entries solely between or among thewhose income (loss) is reported on the elimination entries included in the
entities listed. If there are consolidationattached schedule that are not amount reported on Part I, line 11, are
or elimination entries relating to suchreportable on Part I, line 8, the net only those applicable to the financial
disregarded entity or other includibleamounts of all such consolidation and net income (loss) of includible entities
entities whose income (loss) is reportedelimination entries must be reported on for the financial statement period. For
on the attached schedule that are nota separate line on the attached example, adjustments must be reported
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on line 8 to remove minority interest or merged may require the use of a income included in Part I before any
and to reverse the elimination of financial statement period for income adjustments on line 10, the amount of
intercompany dividends included on reported on Part I, line 11, that differs net income included on Part I, line 11,
Part I, line 4, that relate to the net from the period reported on Part I, line the amount of the net adjustment that is
income of entities removed on Part I, 4 or line 7. Report on Part I, line 10b, attributable to intercompany dividend
line 5 or 6, because the income to adjustments to income because of such adjustments required to be reported by
which the consolidation or elimination differences in accounting period. statutory accounting and included on
entries relate has been removed. Also, Part I, line 10a, the amount of the net

Line 10a. Intercompanyfor example, consolidation or adjustment attributable to other
elimination entries must be reported on statutory accounting requirements andDividend Adjustments To
line 8 to reflect any minority interest included on Part I, line 10b, and theReconcile to Line 11,
ownership in the net income of other amount of the remainder of the netLine 10b. Other Statutorydisregarded entities or other includible adjustment not required because of
entities reported on Part I, line 7a or 7b, Accounting Adjustments To statutory accounting and included on
and to eliminate any intercompany Part I, line 10c. If any net adjustment isReconcile to Line 11, and
dividends between entities whose included for the corporation on Part I,Line 10c. Other Adjustmentsincome is included on Part I, line 7a or lines 10b or 10c, attach a supplemental

To Reconcile to Amount on7b, and other entities included in the supporting schedule identifying the line
consolidated U.S. income tax return. (10b or 10c), the type of eachLine 11
See Examples 3, 4, and 5 in the adjustment included in the netInclude on lines 10a, 10b, and 10c any
instructions for line 11. adjustment, and the amount of eachother adjustments to reconcile net

adjustment included in the netIf a corporate owner of an interest in income (loss) on Part I, line 4, through
adjustment.another entity: (a) accounts for the Part I, line 9, with net income (loss) on

interest in entity in the owner Part I, line 11. Include on line 10a the Line 11. Net Income (Loss)corporation’s separate general ledger amount of any intercompany dividend
on the equity method, and (b) fully per Income Statement ofadjustment required by statutory
consolidates entity in the owner accounting. Include on line 10b the Includible Corporations
corporation’s consolidated financial amount of any other required statutory Report on line 11 the net income (loss)statements, but entity is not includible accounting adjustment. Include on line per the income statement (or booksin the owner corporation’s consolidated 10c the amount of any other adjustment and records, if applicable) of theU.S. income tax return, then, as part of not required by statutory accounting. corporation. In the case of a U.S.reversing all consolidation and Normally, all intercompany dividends consolidated tax group, report theelimination entries for the nonincludible will have been eliminated or excluded consolidated income statement netentity, the corporate owner must from the financial accounting income (loss) of all corporations listedreverse on Schedule M-3, Part I, line 8, consolidated net income (loss) reported on Form 851 and included in thethe elimination of the equity income on Part I, line 4. However, an insurance consolidated U.S. income tax return forinclusion from entity. If the owner company may be required to include the tax year. Amounts reported incorporation does not account for entity certain intercompany dividends on Part column (a) of Parts II and III (seeon the equity method on its own I, line 11, so that the amount reported instructions below) must be reported ongeneral ledger, it will not have on Part I, line 11, agrees with statutory the same accounting method used toeliminated the equity income for accounting net income (Annual report the amount of net income (loss)consolidated financial statement Statement). If the net income (loss) of a per income statement of includiblepurposes, and therefore will have no corporation that files Form 1120-PC or corporations on Part I, line 11, which forelimination of equity income to reverse. Form 1120-L is included on Part I, line insurance companies is statutory

The attached supporting schedule 4 or line 7, and is computed on a basis accounting. If an insurance company is
for Part I, line 8, must identify the type other than statutory accounting, include included in a consolidated Form 1120,
(for example, minority interest, on line 10a the adjustments necessary the amount of net income reported on
intercompany dividends, etc.) and such that Part I, line 11, includes Part I, Line 11, will include the statutory
amount of consolidation or elimination intercompany dividends in the net accounting net income for the
entries reported, as well as the names income (loss) for such corporation to insurance corporation and the GAAP
of the entities to which they pertain. It is the extent required by statutory net income for the non-insurance
not necessary, but it is permitted, to accounting principles. (For insurance corporations included in the U.S.
report intercompany eliminations that companies included in the consolidated consolidated tax group. (For insurance
net to zero on Part I, line 8, such as U.S. income tax return, see instructions companies included in the consolidated
intercompany interest income and for Part I, line 11, and Part II, line 7.) U.S. income tax return, see instructions
expense. for Part I, line 10, and Part II, line 7.)Statutory accounting for an

insurance company subsidiary acquiredLine 9. Adjustment To Do not, in any event, report on this
or merged may require the use of a line 11 the net income of entities notReconcile Income Statement financial statement period for income listed on Form 851 and not included inPeriod To Tax Year reported on Part I, line 11, that differs the consolidated U.S. income tax return
from the period reported on Part I, lineInclude on line 9 any adjustments for the tax year. For example, it is not
4 or line 7. Report on Part I, line 10b,necessary to the income (loss) of permissible to remove the income of
adjustments to income because of suchincludible corporations to reconcile nonincludible entities on lines 5 and/or
differences in accounting period.differences between the corporation’s 6, above, then to add back such

income statement period reported on For any adjustments reported on income on lines 7 through 10, such that
line 2a and the corporation’s tax year. Part I, lines 10a, 10b, and 10c, attach a the amount reported at line 11 includes
Attach a schedule describing the supporting schedule that provides, for the net income of entities not includible
adjustment. each corporation to which an in the consolidated U.S. income tax

Statutory accounting for an adjustment relates: the name and EIN return. A principal purpose of Schedule
insurance company subsidiary acquired of the corporation, the amount of net M-3 is to report on this Part I, line 11,
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only the financial accounting net remain eliminated in the net income statement purposes and as a
income of only the corporations amount on line 11. Transactions partnership for U.S. income tax
included in the consolidated U.S. between the includible corporations and purposes. In its financial statements, C
income tax return. the nonincludible entities that are consolidates N and includes $60 of net

eliminated in the net income amount on income ($100 less the minority interest
Whether or not the corporation line 4 are included in the net income of $40) on Part I, line 4.

prepares financial statements, Part I, amount on line 11 since the elimination C must remove the $100 net incomeline 11, must include all items that of those transactions was reversed on of N on Part I, line 6a. C must reverseimpact the net income (loss) of the line 8. on Part I, line 8, the elimination of thecorporation even if they are not 2. Foreign corporation F owns 100% $40 minority interest net income of N.recorded in the profit and loss accounts of the stock of U.S. corporation P. P The result is that C includes no incomein the corporation’s general ledger, owns 100% of the stock of DS1, 60% of for N either on Part I, line 11, or on Partincluding, for example, all post-closing the stock of DS2, and 100% of the II, line 9, column (a). C’s taxableadjusting entries (including workpaper stock of FS1. F prepares certified income from N must be reported by Cadjustments) and dividend income or audited financial statements. P does on Part II, line 9.other income received from not prepare any financial statements. P 3. U.S. corporation P owns 60% ofnonincludible corporations. files a consolidated U.S. income tax corporation DS1, which is fullyreturn with DS1.Example 3. consolidated in P’s financial
P must not complete Schedule M-3, statements. P accounts for DS1 in P’s1. U.S. corporation P is publicly

Part I, with reference to the financial separate general ledger on the equitytraded and files Form 10-K with the
statements of its foreign parent F. P method. DS1 has net income of $100SEC. P owns 80% or more of the stock
must check “No” on Part I, lines 1a, 1b, (before minority interests) and paysof 75 U.S. corporations, DS1 through
and 1c, skip lines 2a through 3c of Part dividends of $50, of which P receivesDS75, between 51% and 79% of the
I, and enter worldwide net income (loss) $30. The dividend reduces P’sstock of 25 U.S. corporations DS76
per the books and records of the investment in DS1 for equity methodthrough DS100, and 100% of the stock
includible corporations (P and DS1) on reporting on P’s separate generalof 50 foreign subsidiaries FS1 through
Part I, line 4. P must enter any ledger where P includes its 60% equityFS50. P eliminates all dividend income
necessary adjustments on lines 5a share of DS1 income, which is $60. Infrom DS1 through DS100 and FS1
through 10 in order for Part I, line 11, to its financial statements, P eliminatesthrough FS50 in financial statement
report the net income (loss) of the DS1 equity method income of $60consolidation entries. Furthermore, P
includible corporations P and DS1, net and consolidates DS1, including $60 ofeliminates the minority interest
of eliminations for transactions between net income ($100 less the minorityownership, if any, of DS1 through
P and DS1. interest of $40) on Part I, line 4.DS100 in financial statement

consolidation entries. P’s SEC Form P must remove the $100 net income
10-K includes P, DS1 through DS100 Example 4. of DS1 on Part I, line 6a. P must
and FS1 through FS50 on a fully reverse on Part I, line 8, the elimination1. U.S. corporation P owns 60% of
consolidated basis. P files a of the $40 minority interest net incomecorporation DS1 which is fully
consolidated U.S. income tax return of DS1 and the elimination of the $60 ofconsolidated in P’s financial
with DS1 through DS75. DS1 equity income. The net result isstatements. P does not account for

that P includes the $60 of equityP must check “Yes” on Part I, line DS1 in P’s separate general ledger on
method income from DS1 at Part I, line1a. On Part I, line 4, P must report the the equity method. DS1 has net income
11, and on Part II, line 6, column (a).consolidated net income from the SEC of $100 (before minority interests) and
P’s taxable dividend income from itsForm 10-K for the consolidated financial pays dividends of $50, of which P
investment in DS1 must be reported onstatement group of P, DS1 through receives $30. The dividend is
Part II, line 7, column (d).DS100, and FS1 through FS50. P must eliminated in the consolidated financial

remove the net income (loss) of FS1 statements. In its financial statements, 4. U.S. corporation C owns 60% of
through FS50 on Part I, line 5a or 5b, P consolidates DS1 and includes $60 the capital and profits interests in U.S.
as applicable. P must remove the net of net income ($100 less the minority LLC N. C accounts for N in C’s
income (loss) before minority interests interest of $40) on Part I, line 4. separate general ledger on the equity
of DS76 through DS100 on Part I, line method. N has net income of $100P must remove the $100 net income
6a or 6b, as applicable. P must reverse (before minority interests) and makesof DS1 on Part I, line 6a. P must
on Part I, line 8: no distributions during the tax year. Creverse on Part I, line 8, the elimination

a. The elimination of dividends treats N as a corporation for financialof the $40 minority interest net income
received by P and DS1 through DS75 statement purposes and as aof DS1. In addition, P reverses its
from DS76 through DS100 and FS1 partnership for U.S. income taxelimination of the $30 intercompany
through FS50; and purposes. For equity method reportingdividend in its financial statements on

b. The recognition of minority on C’s separate general ledger, CPart I, line 8. The net result is that P
interests’ share of the net income (loss) includes its 60% equity share of Nincludes the $30 dividend from DS1 at
of DS76 through DS100. (Note: The income, which is $60. In its financialPart I, line 11, and on Part II, line 7,
minority interests’ share, if any, of the statements, C eliminates the $60 of Ncolumn (a). P’s taxable dividend income
income of DS1 through DS75 must be equity method income and consolidatesfrom DS1 must be reported on Part II,
reported in Part II, line 8, Minority N, including $60 of net income ($100line 7, column (d).
interest for includible corporations.) less the minority interest of $40) on2. U.S. corporation C owns 60% of

Part I, line 4.P reports on Part I, line 11, the the capital and profits interests in U.S.
consolidated financial statement net LLC N. C does not account for N in C’s C must remove the $100 net income
income (loss) attributable to the separate general ledger on the equity of N on Part I, line 6a. C must reverse
includible corporations. Intercompany method. N has net income of $100 on Part I, line 8, the elimination of the
transactions between the includible (before minority interests) and makes $40 minority interest net income of N
corporations that had been eliminated no distributions during the tax year. C and the elimination of the $60 of N
in the net income amount on line 4 treats N as a corporation for financial equity method income. The result is
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that C includes the $60 of equity interest income received from DS1 Note. A schedule or explanation may
method income for N on Part I, line 11, included by P on line 4, and to remove be attached to any line even if none is
and on Part II, line 9, column (a). C’s the $40 of interest expense of DS1 required.
taxable income from N must be included in line 7b for a net change of

When To Complete Columnsreported by C on Part II, line 9, column zero; and (b) an entry to reflect the $20
(d). minority interest in the net income of (a) and (d)

5. U.S. corporation C owns 60% of DS1 (DS1 net income of $100 times A corporation is not required tothe capital and profits interests in U.S. 20% minority interest). The result is that complete columns (a) and (d) of Parts IILLC N. C accounts for N in C’s Part I, line 11, reports $1,120: $1,040 and III for the first tax year theseparate general ledger on the equity from line 4, $100 from line 7, and ($20) corporation is required to file Schedulemethod. N has net income of $100 from line 8. Stated another way, Part I, M-3. However, the corporation must(before minority interests) and pays a line 11, includes the entire $1,000 net complete columns (a) and (d) for all tax$50 cash distribution, of which C income of P, measured before years subsequent to the first tax yearreceives $30. The distribution reduces recognition of the intercompany interest the corporation is required to fileC’s investment in N for equity method income from DS1 and the consolidation Schedule M-3. For example, if areporting on C’s separate general of DS1 operations, plus the entire $140 corporation was required to fileledger. C treats N as a corporation for net income of DS1, measured before Schedule M-3 as a member of a U.S.financial statement purposes and as a interest expense to P, less the minority consolidated tax group and thepartnership for U.S. income tax interest ownership of $20 in DS1’s corporation leaves the U.S.purposes. For equity method reporting separate net income ($100). The consolidated tax group, the corporationon C’s separate general ledger, C consolidated U.S. income tax group is is required to complete Schedule M-3 inincludes its 60% equity share of N required to include on the attached its entirety in any succeeding tax yearincome, which is $60. In its financial supporting schedule for Part I, line 8, that the corporation is required tostatements, C eliminates the $60 of N the details of the adjustment to the complete Schedule M-3. However, ifequity method income and consolidates minority interest in the net income of the corporation joins in filing a differentN and includes $60 of net income DS1, but is not required to report the consolidated U.S. income tax return,($100 less the minority interest of $40) offsetting adjustment to the then the corporation must complete itson Part I, line 4. intercompany elimination of interest Schedule M-3 in its entirety in any yearincome and interest expense (though itC must remove the $100 net income that the U.S. consolidated tax groupis permitted to do so).of N on Part I, line 6a. C must reverse must complete its Schedule M-3 in its
on Part I, line 8, the elimination of the entirety.
$40 minority interest net income of N

If, for any tax year (or tax years)and the elimination of the $60 of N Specific Instructions for prior to the first tax year a corporation isequity method income. The result is
required to file Schedule M-3, aParts II and IIIthat C includes the $60 of equity
corporation voluntarily files Schedulemethod income for N on Part I, line 11, For consolidated U.S. income tax M-3 instead of Schedule M-1, then inand on Part II, line 9, column (a). C’s returns, file supporting schedules for those voluntary filing years thetaxable income from N must be each includible corporation. See corporation is not required to completereported by C on Part II, line 9, “Consolidated return” in the Instructions columns (a) and (d) of Parts II and III.column (d). for Form 1120. In addition, in the first tax year the
corporation is required to file ScheduleExample 5. U.S. corporation P
M-3, the corporation is not required toGeneral Format of Partsowns 80% of the stock of corporation
complete columns (a) and (d) of Parts IIDS1. DS1 is included in P’s II and III and III.consolidated income tax return, even

Indicate on the line after the commonthough DS1 is not included in P’s If a corporation that is not a mixed
parent’s name on Part II and Part III,consolidated financial statements on group chooses not to complete columns
whether the Schedule M-3 is for the:either a consolidated basis or on the (a) and (d) of Parts II and III in the first

equity method. DS1 has current year 1. Consolidated group; tax year the corporation is required to
net income of $100 after taking into 2. Parent corporation; file Schedule M-3 (or in any year in
account its $40 interest payment to P. 3. Consolidated eliminations; which the corporation voluntarily files
P has net income of $1,040 after 4. Subsidiary corporation; or Schedule M-3), then Part II, line 30, is
recognition of the interest income from 5. Mixed 1120/L/PC group, by reconciled by the corporation (or, in the
DS1. Because DS1 is an includible checking the appropriate box. case of a U.S. consolidated tax group,
corporation, 100% of the net income of by the group’s parent corporation on
both P and DS1 must be reported on Part II, line 30, of the group’sIf applicable, indicate on the secondForm 1120, page 1, of the PDS consolidated Schedule M-3) in theline of checkboxes, whether theconsolidated U.S. income tax return, following manner:Schedule M-3 is for a sub-consolidated:and the intercompany interest income 1. Report the amount from Part I,(6) 1120 group; or (7) 1120and expense must be removed by line 11, on Part II, line 30, column (a);eliminations. See Consolidatedconsolidation elimination entries. 2. Leave blank Part II, lines 1Schedule M-3 Versus Consolidating

P must report its financial statement through 29, columns (a) and (d);Schedules M-3 for Form 1120 Groups
net income of $1,040 on Part I, line 4, 3. Leave blank Part III, columns (a)and Schedule M-3 Consolidation for
and reports DS1’s net income of $100 and (d); andMixed Groups (1120/L/PC) on page 4.
on Part I, line 7b. Then, in order to 4. Report on Part II, line 30, column
reflect the full consolidation of the For each line item in Parts II and III, (d), the sum of Part II, line 30, columns
financial accounting net income of P report in column (a) the amount of net (a), (b), and (c).
and DS1 at Part I, line 11, the following income (loss) included in Part I, line 11,
consolidation and elimination entries and report in column (d) the amount Note. Mixed groups should see
are reported on Part I, line 8: (a) included in taxable income on Form Schedule M-3 Consolidation for Mixed
offsetting entries to remove the $40 of 1120, page 1, line 28. Groups (1120/L/PC) on page 4.
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In the case of a U.S. consolidated opposite effect on taxable income in a permanent difference of ($5,000) in
tax group that is not a mixed group, the future tax year (or years) due to the column (c), and $0 in column (d).
reconciliation described in the difference in timing of recognition for
preceding paragraph must be financial accounting and U.S. income Reporting Requirements
performed by each member of the U.S. tax purposes) or is the reversal of such
consolidated tax group. However, a difference that arose in a prior tax for Parts II and III
because Part I must be completed only year. Report in column (c) any Except for mixed group consolidation,
once on the consolidated Schedule M-3 difference that the corporation believes the number of Parts II must equal the
by the parent corporation of the U.S. will not reverse in a future tax year (and number of Parts III filed by the
consolidated tax group, the amount is not the reversal of such a difference corporation. Mixed groups should see
reported on Part II, line 30, column (a), that arose in a prior tax year). Schedule M-3 Consolidation for Mixed
by each member of the U.S. If the corporation is unable to Groups (1120/L/PC) on page 4.
consolidated tax group on its respective determine whether a difference
Schedule M-3 is the amount attributable between column (a) and column (d) for General Reporting
to that member that is reported on the an item will reverse in a future tax year Requirementsconsolidated Schedule M-3, Part I, line or is the reversal of a difference that

If an amount is attributable to a11, completed by the parent arose in a prior tax year, report the
reportable transaction described incorporation. Accordingly, the amount difference for that item in column (c).
Regulations section 1.6011-4(b), thereported on Part II, line 30, columns (a) Example 6. For the 2005, 2006, amount must be reported in columnsthrough (d), of the consolidated and 2007 tax years, corporation A has (a), (b), (c), and (d), as applicable, ofSchedule M-3 is the sum of the total consolidated assets on the last Part II, line 12, regardless of whetheramounts reported by each member of day of the tax year as reported on the amount would otherwise bethe U.S. consolidated tax group on its Schedule L, line 15, column (d), of $8 reported on Part II or Part III ofrespective Schedule M-3 (including a million, $11 million, and $12 million, Schedule M-3. Thus, if a taxpayer filesSchedule M-3 for consolidation respectively. A is required to file Form 8886, Reportable Transactioneliminations, if necessary). Note that Schedule M-3 for its 2006 and 2007 tax Disclosure Statement, the amountsthe amount reported on Part II, line 30, years. attributable to that reportablecolumn (a), of the consolidated

For its 2005 tax year, A voluntarily transaction must be reported on Part II,Schedule M-3 must equal the amount
files Schedule M-3 instead of Schedule line 12.reported on Part I, line 11, of the
M-1 and does not complete columns (a)consolidated Schedule M-3, and that A corporation is required to report inand (d) of Parts II and III.the amount reported on Part II, line 30, column (a) of Parts II and III the amount

For A’s 2006 tax year, the first taxcolumn (d), of the consolidated of any item specifically listed on
year that A is required to file ScheduleSchedule M-3 must equal the amount Schedule M-3 that is in any manner
M-3, A is only required to complete Partreported on the consolidated Form included in the corporation’s current
I and columns (b) and (c) of Parts II and1120, page 1, line 28. year financial statement net income
III. (loss) or in an income or expenseWhen To Complete Columns For A’s 2007 tax year, A is required account maintained in the corporation’s
to complete Schedule M-3 in its(b) and (c) books and records, even if there is no
entirety. difference between that amount and theColumns (b) and (c) of Parts II and III

Example 7. Corporation B is a U.S. amount included in taxable incomemust be completed for any tax year for
publicly traded corporation that files a unless (a) otherwise provided in thesewhich the corporation files Schedule
consolidated U.S. income tax return instructions or (b) the amount isM-3.
and prepares consolidated GAAP attributable to a reportable transactionFor any item of income, gain, loss,
financial statements. In prior years, B described in Regulations sectionexpense, or deduction for which there
acquired intellectual property (IP) and 1.6011-4(b) and is therefore reportedis a difference between columns (a)
goodwill through several corporate on Part II, line 12. For example, withand (d), the portion of the difference
acquisitions. The IP is amortizable for the exception of interest incomethat is temporary must be entered in
both U.S. income tax and financial reflected on a Schedule K-1 receivedcolumn (b) and the portion of the
statement purposes. In the current by a corporation as a result of thedifference that is permanent must be
year, B’s annual amortization expense corporation’s investment in aentered in column (c).
for IP is $9,000 for U.S. income tax partnership or other pass-through

If financial statements are prepared purposes and $6,000 for financial entity, all interest income, included on
by the corporation in accordance with statement purposes. In its financial Part I, line 11, whether from
generally accepted accounting statements, B treats the difference in IP unconsolidated affiliated companies,
principles (GAAP), differences that are amortization as a temporary difference. third parties, banks, or other entities,
treated as temporary for GAAP must be The goodwill is not amortizable for U.S. whether from foreign or domestic
reported in column (b) and differences income tax purposes and is subject to sources, whether taxable or exempt
that are permanent (that is, not impairment for financial statement from tax, and whether classified as
temporary for GAAP) must be reported purposes. In the current year, B records some other type of income for U.S.
in column (c). Generally, pursuant to an impairment charge on the goodwill income tax purposes (such as
GAAP, a temporary difference affects of $5,000. In its financial statements, B dividends), must be included on Part II,
(creates, increases, or decreases) a treats the goodwill impairment as a line 13, column (a). Likewise, all fines
deferred tax asset or liability. permanent difference. B must report the and penalties included in Part I, line 11,

If the corporation does not prepare amortization attributable to the IP on paid to a government or other authority
financial statements, or the financial Part III, line 28, and report $6,000 in for the violation of any law for which
statements are not prepared in column (a), a temporary difference of fines or penalties are assessed must be
accordance with GAAP, report in $3,000 in column (b), and $9,000 in included on Part III, line 12, column (a),
column (b) any difference that the column (d). B must report the goodwill regardless of the government authority
corporation believes will reverse in a impairment on Part III, line 26, and that imposed the fines or penalties,
future tax year (that is, have an report $5,000 in column (a), a regardless of whether the fines or
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penalties are civil or criminal, described in Part II, lines 1 through 24, disclosed on the applicable line of
regardless of the classification, report and describe the entire amount Schedule M-3, or any schedule
nomenclature, or terminology attached of the item on Part II, line 25. required to be attached, even if the
to the fines or penalties by the imposing amounts are below a certain dollarWith limited exceptions, Part III
authority in its actions or documents. amount.includes lines for specific items of

expense or deduction (expense items).If a corporation would be required to Example 8. Corporation C is a(See Part III, lines 1 through 34.) If anreport in column (a) of Parts II and III calendar year taxpayer that placed inexpense item is described on Part III,the amount of any item specifically service ten depreciable fixed assets inlines 1 through 34, report the amount oflisted on Schedule M-3 in accordance 2001. C was required to file Schedulethe item on the applicable line,with the preceding paragraph, except M-3 for its 2006 tax year and isregardless of whether there is athat the corporation has capitalized the
required to file Schedule M-3 for itsdifference for the item. If there is aitem of income or expense and reports
2007 tax year. C’s total depreciationdifference for the expense item, or onlythe amount in its financial statement
expense for its 2007 tax year for five ofa portion of the expense item has abalance sheet or in asset and liability
the assets is $50,000 for incomedifference and a portion of the itemaccounts maintained in the
statement purposes and $70,000 fordoes not have a difference and the itemcorporation’s books and records, the
U.S. income tax purposes. C’s totalis not described in Part III, lines 1corporation must report the proper tax
annual depreciation expense for itsthrough 34, report and describe thetreatment of the item in columns (b),
2007 tax year for the other five assetsentire amount of the item on Part III,(c), and (d), as applicable.
is $40,000 for income statementline 35.

Furthermore, in applying the two purposes and $30,000 for U.S. incomeIf there is no difference between thepreceding paragraphs, a corporation is tax purposes. In its financialfinancial accounting amount and therequired to report in column (a) of Parts statements, C treats the differencestaxable amount of an entire item ofII and III the amount of any item between financial statement and U.S.income, loss, expense, or deductionspecifically listed on Schedule M-3 that income tax depreciation expense asand the item is not described oris included in the corporation’s financial giving rise to temporary differences thatincluded in Part II, lines 1 through 25,statements or exists in the corporation’s will reverse in future years. C mustor Part III, lines 1 through 35, report thebooks and records, regardless of the combine all of its depreciationentire amount of the item in columns (a)nomenclature associated with that item adjustments. Accordingly, C mustand (d) of Part II, line 28.in the financial statements or books and report on Part III, line 31, for its 2007
Separately stated and adequatelyrecords. Accurate completion of tax year income statement depreciation
disclosed. Each difference reported inSchedule M-3 requires reporting expense of $90,000 in column (a), a
Parts II and III must be separatelyamounts according to the substantive temporary difference of $10,000 in
stated and adequately disclosed. Innature of the specific line items column (b), and U.S. income tax
general, a difference is adequatelyincluded in Schedule M-3 and depreciation expense of $100,000 in
disclosed if the difference is labeled inconsistent reporting of all transactions column (d).
a manner that clearly identifies the itemof like substantive nature that occurred
or transaction from which the differenceduring the tax year. For example, all Example 9. Corporation D is a
arises. For further guidance aboutexpense amounts that are included in calendar year taxpayer that was
adequate disclosure, see Regulationsthe financial statements or exist in the required to file Schedule M-3 for its
section 1.6662-4(f). If a specific item ofbooks and records that represent some 2006 tax year and is required to file
income, gain, loss, expense, orform of “Bad debt expense,” must be Schedule M-3 for its 2007 tax year. On
deduction is described on Part II, linesreported on Part III, line 32, in column December 31, 2007, D establishes
9 through 24, or Part III, lines 1 through(a), regardless of whether the amounts three reserve accounts in the amount of
34, and the line does not indicate toare recorded or stated under different $100,000 for each account. One
“attach schedule” or “attach details,”nomenclature in the financial reserve account is an allowance for
and the specific instructions for the linestatements or the books and records accounts receivable that are estimated
do not call for an attachment of asuch as: “Provision for doubtful to be uncollectible. The second reserve
schedule or statement, then the item isaccounts;” “Expense for uncollectible is an estimate of coupons outstanding
considered separately stated andnotes receivable;” or “Impairment of that may have to be paid. The third
adequately disclosed if the item istrade accounts receivable.” Likewise, reserve is an estimate of future
reported on the applicable line and theas stated in the preceding paragraph, warranty expenses. In its financial
amount(s) of the item(s) are reported inall fines and penalties must be included statements, D treats the three reserve
the applicable columns of theon Part III, line 12, column (a), accounts as giving rise to temporary
applicable line. See the instructions forregardless of the terminology or differences that will reverse in future
Part II, lines 1 through 8, for specificnomenclature attached to them by the years. The three reserves are expenses
additional information required to becorporation in its books and records or in D’s 2007 financial statements but are
provided for these particular lines.financial statements. not deductions for U.S. income tax
Note. A schedule or explanation may purposes in 2007. D must not combineWith limited exceptions, Part II
be attached to any line even if none is the Schedule M-3 differences for theincludes lines for specific items of
required. three reserve accounts. D must reportincome, gain, or loss (income items).

the amounts attributable to the(See Part II, lines 1 through 24.) If an Except as otherwise provided,
allowance for uncollectible accountsincome item is described in Part II, lines differences for the same item must be
receivable on Part III, line 32, Bad debt1 through 24, report the amount of the combined or netted together and
expense, and must separately stateitem on the applicable line, regardless reported as one amount on the
and adequately disclose the amountsof whether there is a difference for the applicable line of Schedule M-3.
attributable to each of the other twoitem. If there is a difference for the However, differences for separate items
reserves, coupons outstanding andincome item, or only a portion of the must not be combined or netted
warranty costs, on a required, attachedincome item has a difference and a together. Each item (and corresponding
schedule that supports the amounts atportion of the item does not have a amount attributable to that item) must

difference, and the item is not be separately stated and adequately Part III, line 35.
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Example 10. Corporation E is a Line 3. Subpart F, QEF, andPart II. Reconciliation ofcalendar year taxpayer that was Similar Income Inclusionsrequired to file Schedule M-3 for its Net Income (Loss) per Report on line 3, column (d), the2006 tax year and is required to file
amount included in taxable incomeIncome Statement ofSchedule M-3 for its 2007 tax year. On
under section 951 (relating to SubpartJanuary 2, 2007, E establishes an Includible Corporations F), gains or other income inclusions

allowance for uncollectible accounts resulting from elections under sectionsWith Taxable Income perreceivable (bad debt reserve) of 1291(d)(2) and 1298(b)(1), and any
$100,000. During 2007, E increased amount included in taxable incomeReturn
the reserve by $250,000 for additional pursuant to section 1293 (relating toFor any item reported on Part II, lines 1,accounts receivable that may become qualified electing funds). The amount of3 through 6, or 8, attach a supportinguncollectible. Additionally, during 2007 Subpart F income corresponds to theschedule that provides the name of theE decreases the reserve by $75,000 for total of the amounts reported by theentity for which the item is reported, the corporation on line 6, Schedule I, of allaccounts receivable that were entity’s EIN (if applicable), the type of Forms 5471, Information Return of U.S.discharged in bankruptcy during 2007. entity (corporation, partnership, etc.), Persons With Respect To CertainThe balance in the reserve account on and the item amounts for columns (a) Foreign Corporations. The amount ofDecember 31, 2007, is $275,000. The through (d). See the instructions for qualified electing fund income$100,000 amount to establish the Part II, lines 2 and 7, for the specific corresponds to the total of the amountsreserve account and the $250,000 to information required for those particular reported by the corporation on line 3(a),increase the reserve account are lines. Part II, of all Forms 8621, Return by a
expenses on E’s 2007 financial Shareholder of a Passive Foreign
statements but are not deductible for Line 1. Income (Loss) From Investment Company (PFIC) or
U.S. income tax purposes in 2007. Equity Method Foreign Qualified Electing Fund.
However, the $75,000 decrease to the Also include on line 3 PFICCorporationsreserve is deductible for U.S. income mark-to-market gains and losses underReport on line 1, column (a), thetax purposes in 2007. In its financial section 1296. Do not report such gainsfinancial income (loss) included in Partstatements, E treats the reserve and losses on Part II, line 16.I, line 11, for any foreign corporationaccount as giving rise to a temporary accounted for on the equity method and Line 4. Section 78 Gross-Updifference that will reverse in future tax remove such amount in column (b) or
years. E must report on Part III, line 32, Report on line 4, column (d), the(c), as applicable. Report the amount of
for its 2007 tax year income statement amount of any section 78 gross-up notdividends received and other taxable

included in column (d) of Part II, lines 9,bad debt expense of $350,000 in amounts received or includible from
10, and 11, Income (loss) from U.S.column (a), a temporary difference of foreign corporations on Part II, lines 2
partnerships, foreign partnerships, and($275,000) in column (b), and U.S. through 5, as applicable.
other pass-through entities. The sectionincome tax bad debt expense of
78 gross-up amount on this line 4 must$75,000 in column (d). Line 2. Gross Foreign correspond to the total section 78

Dividends Not Previously gross-up amounts reported by theExample 11. Corporation F is a corporation on all Forms 1118, ForeignTaxedcalendar year taxpayer that was Tax Credit—Corporations, excludingExcept as otherwise provided in thisrequired to file Schedule M-3 for its the amounts reported in column (d) ofparagraph, report on line 2, column (d),2006 tax year and is required to file Part II, lines 9, 10, and 11.the amount (before any withholding tax)Schedule M-3 for its 2007 tax year.
of any foreign dividends included in Line 5. Gross ForeignDuring 2007, F incurs $200 of meals
current year taxable income on Formand entertainment expenses that F Distributions Previously1120, page 1, line 28, and report ondeducts in computing net income per Taxedline 2, column (a), the amount of

the income statement. $50 of the $200 dividends from any foreign corporation Report on line 5, column (a), anyis subject to the 50% limitation under included in Part I, line 11. Do not report distributions received from foreignsection 274(n). In its financial on line 2 any amounts that must be corporations that were included in Partstatements, F treats the limitation on reported on Part II, line 3 or 4, or I, line 11, and that were previously
deductions for meals and entertainment dividends that were previously taxed taxed for U.S. income tax purposes. For
as a permanent difference. Because and must be reported on Part II, line 5. example, include in column (a) amounts
meals and entertainment expenses are (See the instructions below for Part II, that are excluded from taxable income
specifically described in Part III, line 11, lines 3, 4, and 5.) under sections 959 and 1293(c).
F must report all of its meals and Remove such amount in column (b) orFor any dividends reported on Partentertainment expenses on this line, (c), as applicable. Report the fullII, line 2, that are received on a class ofregardless of whether there is a amount of the distribution before anyvoting stock of which the corporation withholding tax. Since previously taxeddifference. Accordingly, F must report directly or indirectly owned 10% or foreign distributions are not currently$200 in column (a), $25 in column (c), more of the outstanding shares of that taxable, line 5, column (d), is shaded.and $175 in column (d). F must not class at any time during the tax year, (Also, see instructions above for Part II,report the $150 of meals and report on an attached supporting line 2.)entertainment expenses that are schedule; (1) the name of the dividend
deducted in F’s financial statement net payer, (2) the payer’s EIN (if Line 6. Income (Loss) From
income and are fully deductible for U.S. applicable), (3) the class of voting stock Equity Method U.S.income tax purposes on Part II, line 28, on which the dividend was paid, (4) the

CorporationsOther items with no differences, and percentage of the class directly or
the $50 subject to the limitation under indirectly owned, and (5) the amounts Report on line 6, column (a), the

for columns (a) through (d).section 274(n) on Part III, line 11. financial income (loss) included in Part
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I, line 11, for any U.S. corporation item amounts for columns (a) through income on Part II, line 30, column (a),
accounted for on the equity method and (d). will total $900, net permanent
remove such amount in column (b) or differences on Part II, line 30, column

Line 8. Minority Interest for(c), as applicable. Report on Part II, line (c), will total $100, and taxable income
7, dividends received from any U.S. on line 30, column (d), will total $1,000.Includible Corporations
corporation accounted for on the equity Report on line 8, column (a), the Line 9. Income (Loss) Frommethod. minority interest included in the U.S. Partnerships andfinancial income (loss) on Part I, lineLine 7. U.S. Dividends Not

11, for any member of the U.S. Line 10. Income (Loss) FromEliminated in Tax consolidated tax group that is less than Foreign PartnershipsConsolidation 100% owned.
For any interest owned by the

Report on line 7, column (a), the Example 12. Corporation G is a corporation or a member of the U.S.
amount of dividends included in Part I, calendar year taxpayer that was consolidated tax group that is treated
line 11, that were received from any required to file Schedule M-3 for its as an investment in a partnership for
U.S. corporation. Report on line 7, 2006 tax year and is required to file U.S. income tax purposes (other than
column (d), the amount of any U.S. Schedule M-3 for its 2007 tax year. G an interest in a disregarded entity),
dividends included in taxable income on owns 90% of the stock of U.S. report amounts on Part II, line 9 or 10,
Form 1120, page 1, line 28. corporation DS1. G files a consolidated as described below:

U.S. income tax return with DS1 as theUsually, the amounts included on 1. In column (a) the sum of the
GDS1 U.S. consolidated group. Gline 7, columns (a) and (d) include only corporation’s distributive share of
prepares certified GAAP financialdividends received from U.S. income or loss from a U.S. or foreign
statements for the consolidatedcorporations that are not included in the partnership that is included in Part I,
financial statement group consisting ofU.S. consolidated tax group because line 11;
G and DS1. G has no net income of itsintercompany dividends (dividends 2. In column (b) or (c), as
own, and G does not report its equityreceived from includible corporations applicable, except for amounts
interest in the income of DS1 on itslisted on Form 851) are eliminated or described in item 4, below, the sum of
separate financial statements. DS1 hasexcluded for financial accounting all differences, if any, attributable to the
financial statement net income (beforepurposes and eliminated for the corporation’s distributive share of
minority interests) and taxable incomecalculation of U.S. taxable income. In income or loss from a U.S. or foreign
of $1,000 ($2,500 of revenue lessthe case of an insurance company partnership; and
$1,500 cost of goods sold).included in the consolidated U.S. 3. In column (d), except for amounts

income tax return required to report On the consolidated Schedule M-3, described in item 4, below, the sum of
intercompany dividends as part of Part I, line 4, Worldwide consolidated all amounts of income, gain, loss, or
statutory accounting net income, net income (loss) per income deduction attributable to the
include such intercompany dividends statement, and on line 11, Net income corporation’s distributive share of
on Part II, line 7, column (a) and the (loss) per income statement of income or loss from a U.S. or foreign
taxable amount of those dividends on includible corporations, the U.S. partnership (that is, the sum of all
Part II, line 7, column (d). (For consolidated tax group GDS1 must amounts reportable on the corporation’s
insurance companies included in the report $900 of financial statement net Schedule(s) K-1 received from the
consolidated U.S. income tax return, income ($1,000 net income less $100 partnership (if applicable)), without
see the instructions for Part I, lines 10 minority interest). regard to any limitations computed at
and 11.) the partner level (for example,The GDS1 group must prepare oneFor any intercompany dividends limitations on utilization of charitableconsolidated Schedule M-3, Parts II(dividends received from includible contributions, capital losses, andand III, and three additional Schedulescorporations listed on Form 851) interest expense).M-3, Parts II and III: one for G, one forincluded on Part II, line 7, report on an 4. Do not report on Part II, line 9 orDS1, and one for consolidationattached supporting schedule: (1) the 10, as applicable, any portion of aeliminations.name of the dividend payer, (2) the corporation’s domestic production

On the Schedule M-3, Parts II andpayer’s EIN, (3) the class of stock or activities deduction under section 199
III, for DS1, $1,000 is reported on Partsecurity on which the dividends were even if some or all of the corporation’s
II, line 28 and line 30, in both columnspaid, (4) the amount of any net deduction is attributable to a
(a) and (d). On G’s Schedule M-3,adjustment included on Part I, line 10a, partnership interest held by the
Parts II and III, zero is reported on Partfor such dividends, and (5) the item corporation. A corporation must report
II, line 30, in both columns (a) and (d).amounts for columns (a) through (d). this deduction only on Part III, line 22.
On the consolidation eliminationsFor any dividends included on Part
Schedule M-3, Parts II and III, on Part For each partnership reported onII, line 7, that are not intercompany
II, line 8 and line 30, the minority line 9 or 10, attach a supportingdividends (dividends received from
interest elimination for the U.S. schedule that provides the name, EINincludible corporations listed on Form
consolidated tax group is reported as (if applicable), end of year profit-sharing851) that are received on classes of
($100) in column (a), $100 in column percentage (if applicable), end of yearvoting stock in which the corporation
(c), and $0 in column (d). loss-sharing percentage (if applicable),directly or indirectly owned 10% or

and the amount reported in column (a),more of the outstanding shares of that On the Schedule M-3, Parts II and
(b), (c), or (d) of lines 9 or 10, asclass at any time during the tax year, III, for the U.S. consolidated tax group,
applicable.report on an attached supporting on Part II, line 8, Minority interest for

schedule for Part II, line 7, (1) the name includible corporations, ($100) is Example 13. U.S. corporation H is
of the dividend payer, (2) the payer’s reported in column (a), $100 in column a calendar year taxpayer that was
EIN (if applicable), (3) the class of (c), and $0 in column (d). On Part II, required to file Schedule M-3 for its
voting stock on which the dividend was line 28, the U.S. consolidated tax group 2006 tax year and is required to file
paid, (4) the percentage of the class reports $1,000 in both columns (a) and Schedule M-3 for its 2007 tax year. H
directly or indirectly owned, and (5) the (d). As a result, financial statement net has an investment in a U.S. partnership
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USP. H prepares financial statements For each pass-through entity If a transaction is a listed transaction
described in Regulations sectionreported on line 11, attach a supportingin accordance with GAAP. In its
1.6011-4(b)(2), the description alsoschedule that provides that entity’sfinancial statements, H treats the
must include the description providedname, EIN (if applicable), thedifference between financial statement
on line 3 of Form 8886. In addition, ifcorporation’s end of year profit-sharingnet income and taxable income from its
the reportable transaction involves anpercentage (if applicable), theinvestment in USP as a permanent
investment in the transaction throughcorporation’s end of year loss-sharingdifference. For its 2007 tax year, H’s
another entity such as a partnership,percentage (if applicable), and thefinancial statement net income includes
the description must include the nameamounts reported by the corporation in$10,000 of income attributable to its
and EIN (if applicable) of that entity ascolumn (a), (b), (c), or (d) of line 11, asshare of USP’s net income. H’s
reported on line 5 of Form 8886.applicable.Schedule K-1 from USP reports $5,000

Example 15. Corporation J is aof ordinary income, $7,000 of long-term
calendar year taxpayer that wascapital gains, $4,000 of charitable Line 12. Items Relating to
required to file Schedule M-3 for itscontributions, and $200 of section 179 Reportable Transactions 2006 tax year and is required to fileexpense. H must report on Part II, line

Any amounts attributable to any Schedule M-3 for its 2007 tax year. J9, $10,000 in column (a), a permanent
reportable transactions (as described in incurred seven different abandonmentdifference of ($2,200) in column (c),
Regulations section 1.6011-4) must be losses during its 2007 tax year. Oneand $7,800 in column (d).
included on Part II, line 12, regardless loss of $12 million results from a
of whether the difference, orExample 14. Same facts as reportable transaction described in
differences, would otherwise beExample 13 except that corporation H’s Regulations section 1.6011-4(b)(5),
reported elsewhere in Part II or Part III.charitable contribution deduction is another loss of $5 million results from a
Thus, if a taxpayer files Form 8886 forwholly attributable to its partnership reportable transaction described in
any reportable transaction described in Regulations section 1.6011-4(b)(4), andinterest in USP and is limited to $90
Regulations section 1.6011-4, the the remaining five abandonment lossespursuant to section 170(b)(2) due to
amounts attributable to that reportable are not reportable transactions. Jother investment losses incurred by H.
transaction must be reported on Part II, discloses the reportable transactionsIn its financial statements, H treated
line 12. In addition, all income and giving rise to the $12 million and $5this limitation as a temporary difference.
expense amounts attributable to a million losses on separate Forms 8886H must not report the charitable
reportable transaction must be reported and sequentially numbers them X1 andcontribution limitation of $3,910 ($4,000
on Part II, line 12, columns (a) and (d) X2, respectively. J must separately-$90) on Part II, line 9. H must report
even if there is no difference between state and adequately disclose the $12the limitation on Part III, line 21, and
the financial amounts and the taxable million and $5 million losses on Part II,report the disallowed charitable
amounts. line 12. The $12 million loss and the $5contributions of ($3,910) in columns (b)

million loss will be adequately disclosedand (d). Each difference attributable to a if J attaches a supporting schedule for
reportable transaction must be line 12 that lists each of theLine 11. Income (Loss) From separately stated and adequately sequentially numbered forms, Form
disclosed. A corporation will beOther Pass-Through Entities 8886-X1 and Form 8886-X2, and with
considered to have separately stated respect to each reportable transactionFor any interest in a pass-through entity
and adequately disclosed a reportable reports the appropriate amounts(other than an interest in a partnership
transaction on line 12 if the corporation required for Part II, line 12, columns (a)reportable on Part II, line 9 or 10, as
sequentially numbers each Form 8886 through (d). Alternatively, J’sapplicable) owned by a member of the
and lists by identifying number on the disclosures will be adequate if theU.S. consolidated tax group (other than supporting schedule for Part II, line 12, description provided for each loss onan interest in a disregarded entity), each sequentially numbered reportable the supporting schedule includes thereport the following on line 11: transaction and the amounts required names and tax shelter registration1. In column (a) the sum of the for Part II, line 12, columns (a) through numbers, if any, disclosed on thecorporation’s distributive share of (d). applicable Form 8886, identifies theincome or loss from the pass-through type of reportable transaction for theentity that is included in Part I, line 11; In lieu of the requirements of the loss, and reports the appropriate
preceding paragraph, a corporation will2. In column (b) or (c), as amounts required for Part II, line 12,
be considered to have separatelyapplicable, except for amounts columns (a) through (d). J must report
stated and adequately disclosed adescribed in item 4, below, the sum of the losses attributable to the other five
reportable transaction if the corporationall differences, if any, attributable to the abandonment losses on Part II, line
attaches a supporting schedule thatpass-through entity; and 23e, regardless of whether a difference
provides the following for each3. In column (d), except for amounts exists for any or all of those
reportable transaction:described in item 4, below, the sum of abandonment losses.

1. A description of the reportableall taxable amounts of income, gain, Example 16. Corporation K is a
transaction disclosed on Form 8886 forloss, or deduction reportable on the calendar year taxpayer that was
which amounts are reported on Part II,corporation’s Schedules K-1 received required to file Schedule M-3 for its
line 12;from the pass-through entity (if 2006 tax year and is required to file

applicable). 2. The name and tax shelter Schedule M-3 for its 2007 tax year. K
registration number, if applicable, as4. Do not report on Part II, line 11, enters into a transaction with
reported on lines 1a and 1b,any portion of a corporation’s domestic contractual protection that is a
respectively, of Form 8886; andproduction activities deduction even if reportable transaction described in

some or all of the corporation’s 3. The type of reportable transaction Regulations section 1.6011-4(b)(4).
deduction is attributable to an interest (that is, listed transaction, confidential This reportable transaction is the only
in a pass-through entity held by the transaction, transaction with contractual reportable transaction for K’s 2007 tax
corporation. A corporation must report protection, etc.) as reported on line 2 of year and results in a $7 million capital

Form 8886.this deduction only on Part III, line 22. loss for both financial accounting

-16- Instructions for Schedule M-3 (Form 1120)



Page 17 of 25 Instructions for Schedule M-3 (Form 1120) 11:55 -  1-FEB-2008

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

purposes and U.S. income tax accounting (for example, adjustments Line 15. Hedging
purposes. Although the transaction related to accounts receivable, Transactionsdoes not result in a difference, K is accounts payable, compensation,

Report on line 15, column (a), the netrequired to report on Part II, line 12, the accrued liabilities, etc.), regardless of
gain or loss from hedging transactionsfollowing amounts: ($7 million) in whether a separate line on Schedule
included on Part I, line 11. Report incolumn (a), zero in columns (b) and (c), M-3 corresponds to an item within the
column (d) the amount of taxableand ($7 million) in column (d). The accrual to cash reconciliation.
income from hedging transactions astransaction will be adequately disclosed Differences not attributable to the use
defined in section 1221(b)(2). Useif K attaches a supporting schedule for of the different overall methods of columns (b) and (c) to report allline 12 that (a) sequentially numbers accounting must be reported on the differences caused by treating hedgingthe Form 8886 and refers to the appropriate lines of Schedule M-3 (for transactions differently for financialsequentially-numbered Form 8886-X1 example, a depreciation difference accounting purposes and for U.S.and (b) reports the applicable amounts must be reported on Part III, line 31). income tax purposes. For example, if arequired for line 12, columns (a)
portion of a hedge is consideredthrough (d). Alternatively, the Example 17. Corporation L is a
ineffective under GAAP but still is atransaction will be adequately disclosed calendar year taxpayer that was valid hedge under section 1221(b)(2),if the supporting statement for line 12 required to file Schedule M-3 for its the difference must be reported on lineincludes a description of the 2006 tax year and is required to file 15. The hedge of a capital asset, whichtransaction, the name and tax shelter Schedule M-3 for its 2007 tax year. L is not a valid hedge for U.S. income taxregistration number, if any, and the type prepares financial statements in purposes but may be considered aof reportable transaction disclosed on accordance with GAAP using an overall hedge for GAAP purposes, must alsoForm 8886.

accrual method of accounting. L uses be reported here.
an overall cash method of accountingLine 13. Interest Income Report hedging gains and lossesfor U.S. income tax purposes. L’sReport on Part II, line 13, column (a), computed under the mark-to-marketfinancial statements for the year endingthe total amount of interest income method of accounting on line 15 and
December 31, 2007, report accountsincluded on Part I, line 11, and report not on Part II, line 16.
receivable of $35,000, an allowance foron Part II, line 13, column (d), the total Report any gain or loss frombad debts of $10,000, and accountsamount of interest income included on inventory hedging transactions on linepayable of $17,000 related to currentForm 1120, page 1, line 28, that is not 15 and not on Part II, line 17.year acquisition and reorganizationrequired to be reported elsewhere on
legal and accounting fees. In addition,Schedule M-3. In columns (b) or (c), as Line 16. Mark-to-Market
for L’s year ending December 31, 2007,applicable, adjust for any amounts Income (Loss)L reported financial statementtreated for U.S. income tax purposes as

Report on line 16 any amountdepreciation expense of $15,000 andinterest income that are treated as
representing the mark-to-marketdepreciation for U.S. income taxsome other form of income for financial
income or loss for any securities heldpurposes of $25,000. For L’s 2007 taxaccounting purposes, or vice versa. For
by a dealer in securities, a dealer inexample, adjustments to interest year using an overall cash method of
commodities having made a validincome resulting from adjustments accounting, L does not recognize the
election under section 475(e), or amade in accordance with the $35,000 of revenue attributable to the trader in securities or commoditiesinstructions for Part II, line 18, should accounts receivable, cannot deduct the having made a valid election underbe made in columns (b) and (c) of this $10,000 allowance for bad debt, and section 475(f). “Securities” for theseline 13. cannot deduct the $17,000 of accounts purposes are securities described in

payable. In its financial statements, LComplete Part II of Form 8916-A. section 475(c)(2) and section 475(e)(2).
treats both the difference in overallEnter the amounts from line 6, columns “Securities” do not include any items
accounting methods used for financial(a) through (d) of Form 8916-A, on specifically excluded from sections
statement and U.S. income taxSchedule M-3, Part II, line 13, columns 475(c)(2) and 475(e)(2), such as certain

(a) through (d), as applicable. Attach purposes and the difference in contracts to which section 1256(a)
Form 8916-A. depreciation expense as temporary applies.

differences. L must combine allDo not report on this line 13 or Report hedging gains and losses
adjustments attributable to theinclude on Form 8916-A amounts computed under the mark-to-market
differences related to the overallreported in accordance with the method of accounting on Part II, line
accounting methods on Part II, line 14.instructions for Part II, lines 9, 10, 11, 15, Hedging transactions, and not on
As a result, L must report on Part II, line12, and 22. line 16.
14, $8,000 in column (a) ($35,000

Line 14. Total Accrual to Line 17. Cost of Goods Sold-$10,000 - $17,000), ($8,000) in column
(b), and zero in column (d). L must not Report on line 17 any amountsCash Adjustment
report the accrual to cash adjustment deducted as part of cost of goods soldThis line is completed by a corporation
attributable to the legal and accounting during the tax year, regardless ofthat prepares financial statements (or
fees on Part III, line 24, Current year whether the amounts would otherwisebooks and records, if permitted) using
acquisition or reorganization legal and be reported elsewhere in Part II or Partan overall accrual method of accounting

III.accounting fees. Because theand uses an overall cash method of
difference in depreciation expense doesaccounting for U.S. income tax Examples of amounts that must be
not relate to the use of the cash orpurposes (or vice versa). With the included as cost of goods sold items
accrual method of accounting, L mustexception of amounts required to be are amounts attributable to inventory
report the depreciation difference onreported on Part II, line 12, the valuation, such as amounts attributable
Part III, line 31, Depreciation, andcorporation must report on Part II, line to cost-flow assumptions, additional
report $15,000 in column (a), $10,00014, a single amount net of all costs required to be capitalized
in column (b), and $25,000 in columnadjustments attributable solely to the (including depreciation) such as section
(d).use of the different overall methods of 263A costs, inventory shrinkage
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accruals, inventory obsolescence ($70,000 depreciation and $50 meals lease. In its financial statements, M
reserves, and lower of cost or market and entertainment expenses). In treats the difference in the financial
(LCM) write-downs. addition, C must report on Part III, line accounting and the U.S. income tax

31, for its 2007 tax year income treatment of these transactions asComplete Part I of Form 8916-A.
statement, depreciation expense of temporary. During 2007, M reports in itsEnter the amounts from line 8, columns
$40,000 in column (a), a temporary financial statements $1,000 of sales(a) through (d) of Form 8916-A, on
difference of ($10,000) in column (b) and $700 of cost of goods sold withSchedule M-3, Part II, line 17, columns
and $30,000 in column (d); and on Part respect to 2007 lease transactions. M(a) through (d), as applicable. Attach
III, line 11, meals and entertainment receives periodic payments of $500 inForm 8916-A.
expense of $100 in column (a), a 2007 with respect to these 2007Note.  The entries in columns (a) and permanent difference of ($50) in transactions and similar transactions

(d) of Schedule M-3, line 17, are column (c), and $50 in column (d). All from prior years and treats $400 as
negative amounts. other cost of goods sold items would be principal and $100 as interest income.

added to the amounts included on Part For financial accounting purposes, MDo not report the following on this
II, line 17, detailed in this example and reports gross profit of $300 ($1,000line 17 or on Form 8916-A:
reported on Form 8916-A and on Part -$700) and interest income of $100• Amounts reportable on Part II, line
II, line 17, in the appropriate columns. from these transactions. For U.S.12;

income tax purposes, M reports $500 of• Any gain or loss from inventory Line 18. Sale Versus Lease gross rental income (the periodichedging transactions reportable on Part
payments) and (based on other facts)II, line 15; (for Sellers and/or Lessors)
$200 of depreciation deduction on the• Amounts reportable on Part II, line Note. Also see the instructions at Part
property. On its 2007 Schedule M-3, M18; III, line 34, Purchase Versus Lease (for
must report on Part II, line 13, $100 in• Amounts reportable on Part II, line Purchasers and/or Lessees), on page
column (a), ($100) in column (b), and21; 23.
zero in column (d). In addition, M must• Mark-to-market income or (loss)

Asset transfer transactions with report on Part II, line 18, $300 of grossassociated with the inventories of
periodic payments characterized for profit in column (a), $200 in column (b),dealers in securities under section 475,
financial accounting purposes as either and $500 of gross rental income inreportable on Part II, line 16;
a sale or a lease may, under some column (d). Lastly, M must report on• Section 481(a) adjustments related to
circumstances, be characterized as the Part III, line 31, $200 in column (b) andcost of goods sold or inventory
opposite for tax purposes. If the (d).valuation, reportable on Part II, line 19;
transaction is treated as a lease, the• Fines and penalties reportable on
seller/lessor reports the periodicPart III, line 12; Line 19. Section 481(a)
payments as gross rental income and• Judgments, damages, awards, and Adjustmentsalso reports depreciation expense orsimilar costs, reportable on Part III, line
deduction. If the transaction is treated With the exception of a section 481(a)13; and
as a sale, the seller/lessor reports gross adjustment that is required to be• Amounts included on Part III, line 34.
profit (sale price less cost of goods reported on Part II, line 12, for

Example 18.  Corporation C is a sold) from the sale of assets and reportable transactions, any difference
calendar year taxpayer that placed in reports the periodic payments as between an income or expense item
service ten depreciable fixed assets in payments of principal and interest attributable to an authorized (or
2001. C was required to file Schedule income. unauthorized) change in method of
M-3 for its 2006 tax year and is accounting made for U.S. income taxOn Part II, line 18, column (a), reportrequired to file Schedule M-3 for its purposes that results in a sectionthe gross profit or gross rental income2007 tax year. C’s total depreciation 481(a) adjustment must be reported onfor financial accounting purposes for allexpense for its 2007 tax year for five of Part II, line 19, regardless of whether asale or lease transactions that must bethe assets is $50,000 for financial separate line for that income orgiven the opposite characterization foraccounting purposes and $70,000 for expense item exists in Part II or Part III.U.S. income tax purposes. On Part II,U.S. income tax purposes. C’s total

line 18, column (d), report the gross Example 20. Corporation N is aannual depreciation expense for its
profit or gross rental income for federal calendar year taxpayer that was2007 tax year for the other five assets
income tax purposes. Interest income required to file Schedule M-3 for itsis $40,000 for financial accounting
amounts for such transactions must be 2006 tax year and is required to filepurposes and $30,000 for U.S. income
reported on Part II, line 13, in column Schedule M-3 for its 2007 tax year. Ntax purposes. In addition, C incurs $200
(a) or (d), as applicable. Depreciation was depreciating certain fixed assetsof meals and entertainment expenses
expense for such transactions must be over an erroneous recovery period and,that C deducts in computing net income
reported on Part III, line 31, in column effective for its 2007 tax year, Nfor financial accounting purposes. All
(a) or (d), as applicable. Use columns receives IRS consent to change its$200 of the meals and entertainment
(b) and (c) of Part II, lines 13 and 18, method of accounting for theexpenses is subject to the 50%
and Part III, line 31, as applicable to depreciable fixed assets and beginslimitation under section 274(n). In its
report the differences between column using the proper recovery period. Thefinancial statements, C treats the
(a) and (d). change in method of accounting results$50,000 depreciation and $100 of the

in a positive section 481(a) adjustmentmeals and entertainment as other costs Example 19. Corporation M sells
of $100,000 that is required to bein computing cost of goods sold. C and leases property to customers. M is
spread over four tax years, beginningmust include on Form 8916-A and on a calendar year taxpayer that was
with the 2007 tax year. In its financialSchedule M-3, Part II, line 17, in required to file Schedule M-3 for its
statements, N treats the section 481(a)column (a), the $50,000 of depreciation 2006 tax year and is required to file
adjustment as a temporary difference.and $100 of meals and entertainment. Schedule M-3 for its 2007 tax year. For
N must report on Part II, line 19,C must also include a temporary financial accounting purposes, M
$25,000 in columns (b) and (d) for itsdifference of $20,000 in column (b) a accounts for each transaction as a sale.
2007 tax year and each of thepermanent difference of ($50) in For U.S. income tax purposes, each of
subsequent three tax years (unless N iscolumn (c) and $70,050 in column (d) M’s transactions must be treated as a
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otherwise required to recognize the worthless stock losses, which must beThan Inventory and
remainder of the 481(a) adjustment reported on Part II, line 23f.Pass-Through Entitiesearlier). N must not report the section

Report on line 23a, column (a), all481(a) adjustment on Part III, line 31. Line 23e. Abandonment
gains and losses on the disposition of Lossesassets except for (a) gains and lossesLine 20. Unearned/Deferred

Report on line 23e any abandonmenton the disposition of inventory, and (b)Revenue losses, regardless of whether the lossgains and losses allocated to the
Report on line 20, column (a), amounts is characterized as an ordinary loss orcorporation from a pass-through entity
of revenues included in Part I, line 11, a capital loss.(for example, on Schedule K-1) that are
that were deferred from a prior financial included in the net income (loss) of
accounting year. Report on line 20, Line 23f. Worthless Stockincludible corporations reported on Part
column (d), amounts of revenues I, line 11. Reverse the amount reported Losses
recognizable for U.S. income tax in column (a) in column (b) or (c), as Report on line 23f any worthless stockpurposes in the current tax year that applicable. The corresponding gains loss, regardless of whether the loss isare recognized for financial accounting and losses for U.S. income tax characterized as an ordinary loss or apurposes in a different year. Also, purposes are reported on Part II, lines capital loss. Attach a schedule thatreport on line 20, column (d), any 23b through 23g, as applicable. separately states and adequatelyamount of revenues reported on line

discloses each transaction that gives20, column (a), that are recognizable Line 23b. Gross Capital rise to a worthless stock loss and thefor U.S. income tax purposes in the Gains From Schedule D, amount of each loss.current tax year. Use columns (b) and
Excluding Amounts From(c) of line 20, as applicable, to report Line 23g. Other Gain/Loss onthe differences between column (a) and Pass-Through Entities

Disposition of Assets Other(d). Report on line 23b gross capital gains
Than Inventoryreported on Schedule D (Form 1120),Line 20 must not be used to report

Capital Gains and Losses, excluding Report on line 23g any gains or lossesincome recognized from long-term
capital gains from pass-through entities, from the sale or exchange of propertycontracts. Instead, use line 21.
which must be reported on Part II, lines other than inventory that are not
9, 10, or 11, as applicable. reported on lines 23b through 23f.Line 21. Income Recognition

From Long-Term Contracts Line 23c. Gross Capital Line 24. Capital Loss
Report on line 21 the amount of net Losses From Schedule D, Limitation and Carryforwardincome or loss for financial statement

Excluding Amounts Frompurposes (or books and records, if Used
applicable) or U.S. income tax Pass-Through Entities, Report as a positive amount on line 24,
purposes for any contract accounted for columns (b) or (c), as applicable, andAbandonment Losses, andunder a long-term contract method of (d) the excess of the net capital lossesWorthless Stock Lossesaccounting. over the net capital gains reported on

Report on line 23c gross capital losses Schedule D (Form 1120) by the
Line 22. Original Issue reported on Schedule D (Form 1120), corporation. For a U.S. consolidated tax

excluding capital losses from (a) group, the Schedule M-3 adjustment forDiscount and Other Imputed
pass-through entities, which must be the amount of the consolidated netInterest reported on Part II, lines 9, 10, or 11, as capital loss that is disallowed should

Report on line 22 any amounts of applicable; (b) abandonment losses, not be made on the separate
original issue discount (OID) and other which must be reported on Part II, line consolidating Schedules M-3 of the
imputed interest. The term “original 23e; and (c) worthless stock losses, includible corporations, but on the
issue discount and other imputed which must be reported on Part II, line separate Schedule M-3 for consolidated
interest” includes, but is not limited to: 23f. Do not report on line 23c capital eliminations (or on Form 8916 in the

losses carried over from a prior tax year1. The difference between issue case of a mixed group) as described
and utilized in the current tax year. Seeprice and the stated redemption price at under Completion of Schedule M-3 and
the instructions for Part II, line 24,maturity of a debt instrument, which Certain Allocations, Limitations, and
regarding the reporting requirements formay be wholly or partially realized on Carryovers on page 5.
capital loss carryovers utilized in thethe disposition of a debt instrument

If the corporation utilizes a capitalcurrent tax year.under section 1273;
loss carryforward on Schedule D in the2. Amounts that are imputed
current tax year, report the carryforwardLine 23d. Net Gain/Lossinterest on a deferred sales contract
utilized as a negative amount on Part II,under section 483; Reported on Form 4797, Line line 24, columns (b) or (c), as3. Amounts treated as interest or 17, Excluding Amounts From applicable, and column (d). For a U.S.OID under the stripped bond rules
consolidated tax group, the SchedulePass-Through Entities,under Section 1286; and
M-3 adjustment for the amount of the4. Amounts treated as OID under Abandonment Losses, and
consolidated capital loss carryforwardthe below-market interest rate rules Worthless Stock Losses should not be made on the separateunder Section 7872.

Report on line 23d the net gain or loss consolidating Schedules M-3 of the
reported on line 17 of Form 4797, Sales includible corporations, but on the

Line 23a. Income Statement of Business Property, excluding separate Schedule M-3 for
amounts from (a) pass-through entities, consolidation eliminations (or on FormGain/Loss on Sale,
which must be reported on Part II, lines 8916 in the case of a mixed group) asExchange, Abandonment,
9, 10, or 11, as applicable; (b) described under Completion ofWorthlessness, or Other abandonment losses, which must be Schedule M-3 and Certain Allocations,

Disposition of Assets Other reported on Part II, line 23e; and (c) Limitations, and Carryovers on page 5.
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report on Part II, line 27, column (a), on the group’s consolidated ScheduleLine 25. Other Income (Loss)
($1 million). Similarly, if Part III, line 36, M-3) in the following manner:Items With Differences column (b), reflects an amount of 1. Report the amount from Part I,

Separately state and adequately ($50,000), then report on Part II, line line 11, on Part II, line 30, column (a);
disclose on Part II, line 25, all items of 27, column (b), $50,000. 2. Leave blank Part II, lines 1
income (loss) with differences that are through 29, columns (a) and (d);Line 28. Other Items With Nonot otherwise listed on Part II, lines 1 3. Leave blank Part III, columns (a)
through 24. Attach a schedule that Differences and (d); and
itemizes the type of income (loss) and 4. Report on Part II, line 30, columnIf there is no difference between thethe amount of each item. (d), the sum of Part II, line 30, columnsfinancial accounting amount and the

If any “comprehensive income” as (a), (b), and (c).taxable amount of an entire item of
defined by Statement of Financial income, gain, loss, expense, or

Note. Mixed groups see Schedule M-3Accounting Standards (SFAS) No. 130 deduction and the item is not described
Consolidation for Mixed Groups (1120/is reported on this line, describe the or included in Part II, lines 1 through
L/PC) on page 4.item(s) in detail. Examples of 25, or Part III, lines 1 through 35, report

sufficiently detailed descriptions include the entire amount of the item in
“foreign currency translation columns (a) and (d) of line 28. If a Part III. Reconciliation of
adjustments” and “gains and losses on portion of an item of income, loss, Net Income (Loss) peravailable-for-sale securities.” expense, or deduction has a difference

and a portion of the item does not haveWhether an item of income (loss) is Income Statement of
a difference, do not report any portionreported on line 25, or is reported on
of the item on line 28. Instead, report Includible CorporationsPart II, line 28, is determined separately
the entire amount of the item (that is,by each member of the U.S. With Taxable Income perboth the portion with a difference andconsolidated tax group and not at the
the portion without a difference) on theU.S. consolidated tax group level. For Return—Expense/
applicable line of Part II, lines 1 throughexample, U.S. corporation P has two

Deduction Items25, or Part III, lines 1 through 35. Seesubsidiaries, corporations A and B, that
Example 11 on page 14.are included in P’s consolidated Note. Expense amounts that reduce

financial statements and in P’s financial accounting income must beLine 29a. 1120 Subgroupconsolidated U.S. income tax return. reported on Part III, column (a), as
For financial statement purposes, P, A, Reconciliation Totals positive amounts. Deduction amounts
and B recognize revenue from the sale that reduce taxable income must beFor filers other than a mixed group,
of inventory upon delivery to the reported on Part III, column (d), ascombine lines 26 through 28 and skip
customer. For U.S. income tax positive amounts. Amounts reported onlines 29b and 29c. On the
purposes, P and A recognize such Part II, line 27, must be the negative ofsub-consolidated Schedule M-3 for a
revenue consistent with the method the amounts reported on Part III, linemixed group, combine lines 26 through
used for financial statement purposes, 36.28 and skip lines 29b and 29c. For the
whereas B recognizes such revenue consolidated Schedule M-3 of a mixed
based upon customer acceptance. P Lines 1 Through 6. Incomegroup, complete only lines 29a through
and A must report this revenue in 29c and line 30 of Part II. No Part III is Tax Expense
column (a) and (d) on Part II, line 28. B required to be completed for the If the corporation does not distinguishmust report the following on Part II, line consolidated Schedule M-3 of a mixed between current and deferred income25: in column (a), B’s revenue group. tax expense in its financial statementsrecognized in the financial statements

(or its books and records, if applicable),based upon delivery to the customer; in Line 29b. PC Insurance report income tax expense as currentcolumn (d), B’s revenue recognized for Subgroup Reconciliation income tax expense using lines 1, 3,U.S. income tax purposes based upon
and 5, as applicable.Totalscustomer acceptance; and in column

Line 29b is only used by mixed groups. A U.S. consolidated tax group must(b) or (c), as applicable, the difference
See Schedule M-3 Consolidation for complete lines 1 through 6 inbetween B’s revenue recognized in its
Mixed Groups (1120/L/PC) on page 4. accordance with the allocation of taxfinancial statements and in its U.S.

expense among the members of thetaxable income.
Line 29c. Life Insurance U.S. consolidated tax group in the

Line 26. Total Income (Loss) financial statements (or its books andSubgroup Reconciliation
records, if applicable). If the current andItems Totals
deferred U.S., state, and foreignCombine lines 1 through 25 and enter Line 29c is only used by mixed groups. income tax expense for the U.S.the total on line 26. See Schedule M-3 Consolidation for consolidated tax group (income tax

Note. Line 17, Cost of goods sold, Mixed Groups (1120/L/PC) on page 4. expense) is allocated among the
columns (a) and (d), are negative members of the U.S. consolidated taxLine 30. Reconciliationamounts which will affect the totals group in the group’s financial
entered on line 26. Totals statements (or its books and records, if

If a corporation that is not a mixed applicable), then each member mustLine 27. Total Expense/
group chooses not to complete columns report its allocated income tax expense

Deduction Items (a) and (d) of Parts II and III in the first on Part III, lines 1 through 6, of that
Report on Part II, line 27, columns (a) tax year the corporation is required to member’s separate Schedule M-3.
through (d), as applicable, the negative file Schedule M-3 (or for any year in However, if the income tax expense is
of the amounts reported on Part III, line which the corporation voluntarily files not shared or allocated among
36, columns (a) through (d). For Schedule M-3), Part II, line 30, is members of the U.S. consolidated tax
example, if Part III, line 36, column (a), reconciled by the corporation (or, in the group but is retained in the parent
reflects an amount of $1 million, then case of a U.S. consolidated tax group, corporation’s financial statements (or
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books and records, if applicable), then See section 162(f) for additionalLine 10. Other Equity-Based
guidance.amounts are reported only on Part III, Compensationlines 1 through 6, of the parent’s Report on line 12, column (d), anyReport on line 10 any amounts forseparate Schedule M-3. such amounts as described in theequity-based compensation or
preceding paragraph that are includibleconsideration that are reflected asLine 7. Foreign Withholding in taxable income, regardless of theexpense for financial accounting
financial accounting period in whichTaxes purposes (column (a)) or deducted in
such amounts were or are included inthe U.S. income tax return (column (d))Report on line 7, column (a), the financial accounting net income.other than amounts reportableamount of foreign withholding taxes Complete columns (b) and (c) aselsewhere on Schedule M-3, Parts IIincluded in financial accounting net appropriate.and III (for example, on Part III, line 9,income on Part I, line 11. If the

Do not report on this Part III, line 12,for stock options expense). Examplescorporation is deducting foreign tax,
amounts required to be reported inof amounts reportable on line 10use column (b) or (c), as applicable, to
accordance with instructions for Part III,include payments attributable tocorrect for any difference between
line 13.employee stock purchase plansforeign withholding tax included in

(ESPPs), phantom stock options,financial accounting net income and the Do not report on this Part III, line 12,
phantom stock units, stock warrants,amount of foreign withholding taxes amounts recovered from insurers or
stock appreciation rights, and restrictedbeing deducted in the return. If the any other indemnitors for any fines and
stock, regardless of whether suchcorporation is crediting foreign penalties described above.
payments are made to employees orwithholding taxes against the U.S.
non-employees, or as payment forincome tax liability, use column (b) or Line 13. Judgments,
property or compensation for services.(c), as applicable, to negate the amount Damages, Awards, and

reported in column (a). Line 11. Meals and Similar Costs
Report on line 13, column (a), theEntertainmentLine 8. Interest Expense
amount of any estimated or actualReport on line 11, column (a), anyReport on Part III, line 8, column (a), judgments, damages, awards,amounts paid or accrued by thethe total amount of interest expense settlements, and similar costs, howevercorporation during the tax year forincluded on Part I, line 11, and report named or classified, included inmeals, beverages, and entertainmenton Part III, line 8, column (d), the total financial accounting income, regardlessthat are accounted for in financialamount of interest deduction included of whether the amount deducted wasaccounting income, regardless of theon Form 1120, page 1, line 28, that is attributable to an estimate of futureclassification, nomenclature, ornot required to be reported elsewhere anticipated payments or actualterminology used for such amounts,on Schedule M-3. In columns (b) or (c), payments. Also report on line 13,and regardless of how or where suchas applicable, include any adjustments column (a), the reversal of anyamounts are classified in thefor any amounts treated for U.S. overaccrual of any amount described incorporation’s financial incomeincome tax purposes as interest this paragraph.statement or the income and expensededuction that are treated as some accounts maintained in the Report on line 13, column (d), anyother form of expense for financial corporation’s books and records. such amounts as are described in theaccounting purposes, or vice versa. For Report only amounts not otherwise preceding paragraph that are includibleexample, adjustments to interest reportable elsewhere on Schedule M-3, in taxable income, regardless of theexpense/deduction resulting from Parts II and III (for example, Part II, line financial accounting period in whichadjustments made in accordance with 17). such amounts were or are included inthe instructions for Part III, line 34,
financial accounting net income.Purchase versus lease (for purchasers Line 12. Fines and Penalties Complete columns (b) and (c) asand/or lessees), should be made in

Report on line 12 any fines or similar appropriate.columns (b) and (c), as applicable, on
penalties paid to a government or otherthis line 8. Do not report on this Part III, line 13,
authority for the violation of any law for amounts required to be reported in
which fines or penalties are assessed.Complete Part III of Form 8916-A. accordance with instructions for Part III,
All fines and penalties expensed inEnter the amounts from line 5, columns line 12.
financial accounting income (paid or(a) through (d) of Form 8916-A, on

Do not report on this Part III, line 13,accrued) must be included on this lineSchedule M-3, Part III, line 8, columns
amounts recovered from insurers or12, column (a), regardless of the(a) through (d), as applicable. Attach
any other indemnitors for anygovernment or other authority thatForm 8916-A.
judgments, damages, awards, or similarimposed the fines or penalties,
costs described above.regardless of whether the fines andDo not report on Form 8916-A and

penalties are civil or criminal,this line 8 amounts reported in Line 14. Parachute Paymentsregardless of the classification,accordance with the instructions for
nomenclature, or terminology used for Report on line 14, column (a), the totalPart II, lines 9, 10, 11, and 12.
the fines or penalties by the imposing expense included in financial
authority in its actions or documents, accounting net income on Part I, lineLine 9. Stock Option
and regardless of how or where the 11, that is subject to section 280G.Expense fines or penalties are classified in the Report in column (b) or (c), as

Report on line 9, column (a), amounts corporation’s financial income applicable, the amount of nondeductible
expensed on Part I, line 11, net income statement or the income and expense parachute payments pursuant to
per the income statement, that are accounts maintained in the section 280G, and report in column (d)
attributable to all stock options. Report corporation’s books and records. Also the deductible amount of compensation
on line 9, column (d), deduction report on line 12, column (a), the after any excess parachute payment
amounts attributable to all stock reversal of any overaccrual of any limitations under section 280G. If a
options. amount described in this paragraph. payment is subject to limitation under
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both sections 162(m) and 280G, report to the year of donation), copyrights, acquisition, fees to conduct an actual
the total payment on this line 14. trademarks; investigation, and fees to consummate

• Securities (including stocks and their the acquisition. Also include on this line
derivatives, stock options, and bonds); 23 investment banking fees incurred inLine 15. Compensation With
• Conservation easements (including connection with the liquidation of aSection 162(m) Limitation
scenic easements or air rights); subsidiary, a spin-off of a subsidiary, or

Report on line 15, column (a), the total • Railroad rights of way; an initial public stock offering.
amount of non-performance-based • Mineral rights; and
current compensation expense for the Line 24. Current Year• Other intangible property.
corporate officers to whom section Acquisition or
162(m) applies. Report the Line 21. Charitable Reorganization Legal andnondeductible amount of current Contribution Limitation/compensation in excess of $1 million in Accounting Fees

Carryforwardcolumn (b) or (c), as applicable, and the Report on line 24 any legal and
deductible compensation in column (d). Report as a negative amount on this accounting fees paid or incurred in
If a payment is subject to limitation line 21, columns (b), (c), and (d), as connection with a taxable or tax-free
under both sections 162(m) and 280G, applicable, the excess of charitable acquisition of property (for example,
report the total payment on Part III, line contributions made during the tax year stock or assets) or tax-free
14, Parachute payments. See over the amount of the charitable reorganization. Report on this line any
Regulations section 1.162-27(g) for the contribution limitation amount. legal and accounting fees incurred at
interaction between sections 162(m) any stage of the acquisition orIf the corporation utilizes aand 280G. reorganization process including, forcontribution carryforward in the current

example, fees paid or incurred totax year, report the carryforward utilizedLine 16. Pension and evaluate whether to investigate anas a positive amount on columns (b),
acquisition, fees to conduct an actualProfit-Sharing (c), and (d), as applicable.
investigation, and fees to consummateReport on line 16 any amounts When a consolidated income tax the acquisition. Also include on this lineattributable to the corporation’s pension return is being filed, Schedule M-3 legal and accounting fees incurred inplans, profit-sharing plans, and any adjustments for the amount of connection with the liquidation of aother retirement plans. charitable contributions in excess of the subsidiary, a spin-off of a subsidiary, or

limitation, or for charitable contribution an initial public stock offering.Line 17. Other carryforward utilized, should not be
made on the separate consolidatingPost-Retirement Benefits Line 25. Current Year
Schedules M-3 of the includibleReport on line 17 any amounts Acquisition/Reorganization
corporations, but on the separateattributable to other post-retirement Other Costsconsolidating Schedule M-3 forbenefits not otherwise includible on Part

Report on line 25 any other fees paid orconsolidation eliminations (or on FormIII, line 16 (for example, retiree health
incurred in connection with a taxable or8916 in the case of a mixed group).and life insurance coverage, dental
tax-free acquisition of property (forSee Completion of Schedule M-3 andcoverage, etc.).
example, stock or assets) or a tax-freeCertain Allocations, Limitations, and
reorganization not otherwise reportableCarryovers on page 5.Line 18. Deferred
on Schedule M-3 (for example, Part III,

Compensation Line 22. Domestic line 23 or 24). Report on this line any
Report on line 18, column (a), any fees paid or incurred at any stage of theProduction Activities
compensation expense included in the acquisition or reorganization processDeductionnet income (loss) amount reported in including, for example, fees paid or

Report on Part III, line 22, column (d),Part I, line 11, that is not deductible for incurred to evaluate whether to
the corporation’s domestic productionU.S. income tax purposes in the current investigate an acquisition, fees to
activities deduction under section 199tax year and that was not reported conduct an actual investigation, and
that is reported on Form 1120, page 1,elsewhere on Schedule M-3, column fees to consummate the acquisition.
line 25. Complete columns (b) and (c)(a). Report on line 18, column (d), any Also include on this line other
as appropriate. Do not report anycompensation deductible in the current acquisition/reorganization costs
portion of the corporation’s domestictax year that was not included in the net incurred in connection with the
production activities deduction on anyincome (loss) amount reported in Part I, liquidation of a subsidiary, a spin-off of
other line of Schedule M-3.line 11, for the current tax year and that a subsidiary, or an initial public stock

is not reportable elsewhere on offering.
Line 23. Current YearSchedule M-3. For example, report

Line 26. Amortization/originations and reversals of deferred Acquisition or
compensation subject to section 409A Impairment of GoodwillReorganization Investment
on line 18. Report on line 26 amortization ofBanking Fees

goodwill or amounts attributable to the
Report on line 23 any investmentLine 20. Charitable impairment of goodwill.
banking fees paid or incurred inContribution of Intangible
connection with a taxable or tax-free Line 27. Amortization ofProperty acquisition of property (for example, Acquisition, Reorganization,

Report on line 20 any charitable stock or assets) or a tax-free
and Start-Up Costscontribution of intangible property, for reorganization. Report on this line any

example, contributions of: investment banking fees incurred at any Report on line 27 amortization of
• Intellectual property, patents stage of the acquisition or acquisition, reorganization, and start-up
(including any amounts of additional reorganization process including, for costs. For purposes of column (b), (c),
contributions allowable by virtue of example, fees paid or incurred to and (d), include amounts amortizable
income earned by donees subsequent evaluate whether to investigate an under section 167, 195, or 248.
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deduction with respect to the purchased U.S. consolidated tax group level. ForLine 28. Other Amortization
asset. example, U.S. corporation P has twoor Impairment Write-Offs subsidiaries, A and B, that are includedReport in column (a), gross rent

Report on line 28 any amortization or in P’s consolidated financial statementsexpense for a transaction treated as a
impairment write-offs not otherwise and in P’s consolidated U.S. income taxlease for financial accounting purposes
includible on Schedule M-3. return. For financial statementbut as a sale for U.S. income tax

purposes, P, A, and B recognize realpurposes. Report in column (d), grossLine 29. Section 198 estate tax expense when accrued. Forrental deductions for a transaction
U.S. income tax purposes, P and AEnvironmental Remediation treated as a lease for U.S. income tax
recognize such expense consistent withpurposes but as a purchase forCosts
the method used for financial statementfinancial accounting purposes. ReportReport on line 29, column (a), any purposes, whereas B recognizes suchinterest expense for such transactionsamounts attributable to environmental deduction based on a method differenton Part III, line 8, in column (a) or (d),remediation costs included on Part I, from that used for financial statementas applicable. Report depreciationline 11. Report in columns (b), (c), and purposes. P and A must report thisexpense or deductions for such(d), as applicable, any deductible expense/deduction in column (a) andtransactions on Part III, line 31, inamounts attributable to environmental (d) on Part II, line 28. B must report thecolumn (a) or (d), as applicable. Useremediation costs described in section following on Part III, line 35, in columncolumns (b) and (c) of Part III, lines 8,198 that are paid or incurred during the (a), B’s expense recognized in the31, and 34, as applicable, to report thecurrent tax year. financial statements when accrued; indifferences between column (a) and (d)
column (d), B’s real estate tax expensefor such recharacterized transactions.Line 31. Depreciation recognized for U.S. income taxExample 21. U.S. corporation XReport on line 31 any depreciation purposes; and in column (b) or (c), asacquired property in a transaction that,expense that is not required to be applicable, the difference between B’sfor financial accounting purposes, Xreported elsewhere on Schedule M-3 real estate tax expense in its financialtreats as a lease. X is a calendar year(for example, on Part II, line 9, 10, 11, statements and its real estate taxtaxpayer that was required to fileor 17). deduction recognized for U.S. taxableSchedule M-3 for its 2006 tax year and income purposes.is required to file Schedule M-3 for itsLine 32. Bad Debt Expense Comprehensive income. If any2007 tax year. Because of its terms, the

Report on line 32, column (a), any “comprehensive income” as defined bytransaction is treated for U.S. income
amounts attributable to an allowance SFAS No. 130 is reported on this line,tax purposes as a purchase and X must
for uncollectible accounts receivable or describe the item(s) in detail as, fortreat the periodic payments it makes
actual write-offs of accounts receivable example, “Foreign currency translationpartially as payment of principal and
included on Part I, line 11. Report in adjustments” and “Gains and losses onpartially as payment of interest. In its
column (d) the amount of bad debt available-for-sale securities.”financial statements, X treats the
expense deductible for federal income difference between the financial Reserves and contingent liabilities.tax purposes under section 166. accounting and U.S. income tax Report on line 35 amounts related to

treatment of this transaction as a the change in each reserve orLine 33. Corporate Owned temporary difference. During 2007, X contingent liability that is not required toLife Insurance Premiums reports in its financial statements be reported elsewhere on Schedule
$1,000 of gross rental expense that, forReport on line 33 all amounts of M-3. For example, amounts relating to
U.S. income tax purposes, isinsurance premiums attributable to any changes in reserves for litigation must
recharacterized as a $700 payment oflife insurance policy if the corporation is be reported on Part III, line 13, and
principal and a $300 payment ofdirectly or indirectly a beneficiary under amounts relating to changes in
interest, accompanied by a depreciationthe policy or if the policy has a cash reserves for uncollectible accounts
deduction of $1,200 (based on othervalue. Report in column (d) the amount receivable must be reported on Part III,
facts). On its 2007 Schedule M-3, Xof the premiums that are deductible for line 32. See Examples 9, 21, and 22.
must report the following on Part III, linefederal income tax purposes. Report on line 35 the amortization of34: column (a) $1,000, its financial various items of prepaid expense, suchaccounting gross rental expense;Line 34. Purchase Versus as prepaid subscriptions and licensecolumn (b), ($1,000); and column (d),Lease (for Purchasers and/or fees, prepaid insurance, etc.zero. On Part III, line 8, X reports zeroLessees) Report on line 35, column (a),in column (a) and $300 in columns (b)

Note. Also see the instructions for expenses included in net incomeand (d) for the interest deduction. On
sellers and/or lessors in the instructions reported on Part I, line 11, that arePart III, line 31, X reports zero in
for Part II, line 18. related to reserves and contingentcolumn (a) and $1,200 in columns (b)

liabilities. Report on line 35, column (d),and (d) for the depreciation deduction.Asset transfer transactions with amounts related to liabilities forperiodic payments characterized for Line 35. Other Expense/ reserves and contingent liabilities thatfinancial accounting purposes as either are deductible in the current tax yearDeduction Items Witha purchase or a lease may, under some for U.S. income tax purposes.Differencescircumstances, be characterized as the Examples of items that must beopposite for tax purposes. Report on Part III, line 35, all items of reported on line 35 include warranty
expense/deduction that are notIf a transaction is treated as a lease, reserves, restructuring reserves,
otherwise listed on Part III, lines 1the purchaser/lessee reports the reserves for discontinued operations,
through 34.periodic payments as gross rental and reserves for acquisitions and

expense. If the transaction is treated as Whether an expense/deduction item dispositions. Only report on line 35
a purchase, the purchaser/lessee is reported on this line 35, or reported items that are not required to be
reports the periodic payments as on Part II, line 28, is determined reported elsewhere on Schedule M-3,
payments of principal and interest and separately by each member of the U.S. Parts II and III. For example, the
also reports depreciation expense or consolidated tax group and not at the expense for a reserve for inventory
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obsolescence must be reported on Part costs, it is not required that an attributable to the financial statement
II, line 17. anticipated termination cost amount be treatment and U.S. income tax

listed for each employee, or that each treatment of the prepaid insurance andThe schedule of details attached to
asset (or category of asset) be listed advertising as temporary differences. Qthe return for line 35 must separately
along with the anticipated loss on must separately state and adequatelystate and adequately disclose the
disposition. disclose on Part III, line 35, its prepaidnature and amount of the expense

insurance premium and reportrelated to each reserve and/or Example 22. Corporation Q is a
$250,000 in column (a) ($500,000/12contingent liability. The appropriate calendar year taxpayer that was
months X 6 months), $250,000 inlevel of disclosure depends upon each required to file Schedule M-3 for its
column (b), and $500,000 in columntaxpayer’s operational activity and the 2006 tax year and is required to file
(d). Q must also separately state andnature of its accounting records. For Schedule M-3 for its 2007 tax year. On
adequately disclose on Part II, line 28,example, if a corporation’s net income July 1 of each year, Q has a fixed
its prepaid advertising and reportamount reported in the income liability for its annual insurance

statement includes anticipated premiums that provides a 12-month $400,000 in column (a) and (d).
expenses for a discontinued operation coverage period beginning July 1
as a single amount, and its general through June 30. In addition, Q Line 36. Total Expense/
ledger or other books, records, and historically prepays 12 months of Deduction Itemsworkpapers provide details for the advertising expense on July 1. On July

Report on Part II, line 27, columns (a)anticipated expenses under more 1, 2007, Q prepays its insurance
though (d), as applicable, the negativeexplanatory and defined categories premium of $500,000 and advertising
of the amounts reported on Part III, linesuch as employee termination costs, expenses of $800,000. For financial
36, columns (a) through (d), aslease cancellation costs, loss on sale of accounting purposes, Q capitalizes and
applicable. For example, if Part III, lineequipment, etc., a supporting schedule amortizes the prepaid insurance and
36, column (a), reflects an amount ofthat lists those categories of expenses advertising over 12 months. For U.S.
$1 million, then report on Part II, lineand their details will satisfy the income tax purposes, Q deducts the
27, column (a), ($1 million). Similarly, ifrequirement to separately state and insurance premium when paid and
Part III, line 36, column (b), reflects anadequately disclose. In order to amortizes the advertising over the
amount of ($50,000), then report onseparately state and adequately 12-month period. In its financial
Part II, line 27, column (b), $50,000.disclose the employee termination statements, Q treats the differences
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