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Department of the Treasury
Internal Revenue Service2008

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

If the parent corporation of a U.S.Section references are to the Internal Where To File consolidated tax group files Form 1120-LRevenue Code unless otherwise noted.
If the corporation is required to file (or and files Schedule M-3, each member of
voluntarily files) Schedule M-3 (Form the group must file Schedule M-3.General Instructions
1120-L), the corporation must file Form However, if the parent corporation of a
1120-L and all attachments and U.S. consolidated tax group files FormWhat’s New schedules, including Schedule M-3 (Form 1120-L and any member of the group files
1120-L), with the Department of Treasury,• Certain instructions for Schedule M-3, Form 1120-PC, U.S. Property and
Internal Revenue Service Center, Ogden,Parts I, II, and III, have been clarified. Casualty Insurance Company Income Tax
UT 84201-0012. Return, or Form 1120, that member mustComplete only one Part I for a

file a Form 1120-PC Schedule M-3 or aconsolidated group. Each Part II and III
Who Must File Form 1120 Schedule M-3, respectively,must indicate the name and Employer

and the group must comply with theIdentification Number (EIN) of the • Any domestic corporation or group of
mixed group consolidated Schedule M-3common parent and, if applicable, the corporations required to file Form 1120-L,
reporting described in the section,subsidiary name and EIN. See the Note U.S. Life Insurance Company Income Tax
Schedule M-3 Consolidation for Mixedunder Consolidated Schedule M-3 Versus Return, that reports on Schedule L, Part
Groups (1120/L/PC). A mixed group mustConsolidating Schedules M-3 for Form II, line 2b of Form 1120-L total assets at
also file Form 8916, Reconciliation ofthe end of the corporation’s tax year that1120-L Groups on page 4, for more
Schedule M-3 Taxable Income with Taxequal or exceed $10 million mustinformation.
Return Taxable Income for Mixed Groups.complete and file Schedule M-3.• Schedule M-3, Part I, line 4b, is used to

• A corporation filing a non-consolidatedreport the accounting standard used in If the parent corporation of a U.S.
Form 1120-L that reports on Schedule L, consolidated tax group files Form 1120-Lcomputing the worldwide consolidated net
Part II, line 2b of Form 1120-L total assets and any member of the group files Formincome (loss) stated in Part I, line 4a. See
that equal or exceed $10 million must 1120-PC or Form 1120, and thepage 6.
complete and file Schedule M-3 and must consolidated Schedule L, Part II, line 2b,• Schedule M-3, Part I, line 7a, is used to check box (1) Non-consolidated return, at reported in the return includes the assetsreport the income (loss) for any foreign the top of page 1 of Schedule M-3. of all of the corporations (the insurancedisregarded entity that is not included in • Any U.S. consolidated tax group companies as well as the non-insurancePart I, line 4a, but which is included in consisting of a U.S. parent corporation companies), in order to determine if thePart I, line 11. See page 7. and additional includible corporations group meets the $10 million threshold test• Schedule M-3, Part I, line 12, is used to listed on Form 851, Affiliations for the requirement to file Schedule M-3,

report the total assets and liabilities of the Schedule, required to file Form 1120-L use the amount of total assets reported
entities included or removed on Part I, that reports on Schedule L, Part II, line 2b on Schedule L, Part II, line 2b, of the
lines 4, 5, 6, and 7. See page 10. of Form 1120-L total consolidated assets consolidated return. If the parent

at the end of the tax year that equal or company of a U.S. consolidated tax group
exceed $10 million must complete and filePurpose of Schedule files Form 1120-L and any member of the
Schedule M-3, and must check box (2) group files Form 1120-PC or Form 1120Schedule M-3, Part I, asks certain
Consolidated return (Form 1120-L only) and the consolidated Schedule L, Part II,questions about the corporation’s
or (3) Mixed 1120/L/PC group, as line 2b, reported in the return does notfinancial statements and reconciles
applicable, at the top of page 1 of include the assets of one or more of thefinancial statement net income (loss) for
Schedule M-3. corporations in the U.S. consolidated taxthe corporation (or consolidated financial

group, in order to determine if the groupFor purposes of determining whether astatement group, if applicable), as
meets the $10 million threshold test forcorporation with a 52-53 week tax yearreported on Schedule M-3, Part I, line 4a,
the requirement to file Schedule M-3, usemust file Schedule M-3, suchto net income (loss) of the corporation for
the sum of the amount of total assetscorporation’s tax year is deemed to endU.S. taxable income purposes, as
reported on the consolidated Schedule L,or close on the last day of the calendarreported on Schedule M-3, Part I, line 11.
Part II, line 2b, plus the amounts of allmonth nearest to the last day of the 52-53
assets reported on Forms 1120-PC andweek tax year. For further guidance onSchedule M-3, Parts II and III,
1120 that are included in the consolidated52-53 week tax years, see Regulationsreconcile financial statement net income
return but not included on thesection 1.441-2(c)(1).(loss) for the U.S. corporation (or
consolidated Schedule L, Part II, line 2b.consolidated tax group, if applicable), as A U.S. life insurance company filing

reported on Schedule M-3, Part I, line 11, Form 1120-L that is not required to file For insurance companies included in
to taxable income on Form 1120-L, page Schedule M-3 may voluntarily file the consolidated U.S. income tax return,
1, line 20. For life insurance companies Schedule M-3. A life insurance company see instructions for Part I, lines 10 and
that prepare an annual statement, filing Schedule M-3 must check Item A, 11, and Part II, line 7, for guidance on
financial statement net income (loss) box (3) on Form 1120-L, page 1, Schedule M-3 reporting of intercompany
should be reported on the statutory basis indicating that Schedule M-3 is attached, dividends and statutory accounting
on Schedule M-3, Part I, line 11. whether required or voluntary. adjustments.

Cat. No. 39945W



Page 2 of 21 Instructions for Schedule M-3 (Form 1120-L) 11:37 -  2-FEB-2009

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

Example 1. Schedule M-3, the life insurance company insurance company prepares
must complete Schedule M-3 in its non-tax-basis financial statements,1. U.S. life insurance company A
entirety (Part I and all columns in Parts II Schedule L, Part II, line 2b, must equalowns U.S. subsidiary B and foreign
and III) for that subsequent tax year. the sum of the non-tax-basis financialsubsidiary F. For its 2008 tax year, A

statement total assets for eachprepares consolidated financial In the case of a U.S. consolidated tax
corporation listed on Form 851 andstatements with B and F that report total group, total assets at the end of the tax
included in the U.S. consolidated taxassets of $12 million. A files a year must be determined based on the
return (includible corporation) net ofconsolidated U.S. income tax return with total year-end assets of all includible
eliminations for intercompanyB and reports total consolidated assets on corporations listed on Form 851, net of
transactions between includibleSchedule L, Part II, line 2b, of $8 million. eliminations for intercompany
corporations. If the life insuranceA’s U.S. consolidated tax group is not transactions and balances between the
company does not prepare non-tax-basisrequired to file Schedule M-3 for the 2008 includible corporations. In addition, for
financial statements, Schedule L, Part II,tax year. purposes of determining for Schedule M-3
line 2b, must be based on the life2. U.S. life insurance company C whether the corporation (or U.S.
insurance company’s books and records.owns U.S. life insurance company D. For consolidated tax group) has total assets
The Schedule L balance sheet may showits 2008 tax year, C prepares at the end of the current tax year of $10
tax-basis balance sheet amounts if the lifeconsolidated financial statements with D million or more, the corporation’s total
insurance company is allowed to usebut C and D file separate U.S. income tax consolidated assets must be determined
books and records for Schedule M-3 andreturns. The consolidated accrual basis on an overall accrual method of
the life insurance company’s books andfinancial statements for C and D report accounting unless both of the following
records reflect only tax-basis amounts.total assets at the end of the taxable year apply: (a) the tax returns of all includible

of $12 million after intercompany corporations in the U.S. consolidated tax Generally, total assets at the beginning
eliminations. C reports separate company group are prepared using an overall cash of the year (Schedule L, Part II, line 2a),
total year-end assets on its Schedule L, method of accounting, and (b) no must equal total assets at the close of the
Part II, line 2b, of $7 million. D reports includible corporation in the U.S. prior year (Schedule L, Part II, line 2b).
separate company total year-end assets consolidated tax group prepares or is For each Schedule L balance sheet item
on its Schedule L, Part II, line 2b, of $6 included in financial statements prepared reported for which there is a difference
million. Neither C nor D is required to file on an accrual basis. between the current opening balance
Schedule M-3 for the 2008 tax year. sheet amount and the prior closingNote. See the instructions for Part I, line3. Foreign corporation A owns 100 balance sheet amount, attach a schedule1, for a discussion of non-tax-basispercent of both U.S. life insurance that reports the balance sheet item, theincome statements and relatedcompany B and U.S. life insurance prior closing amount, the current openingnon-tax-basis balance sheets to be usedcompany C. C owns 100 percent of U.S. amount, and a short explanation of thein the preparation of Schedule M-3 andlife insurance company D. For its 2008 change. Such reasons for thoseForm 1120-L, Schedule L.tax year, A prepares a consolidated differences include mergers and
worldwide financial statement for the acquisitions.Other Form 1120-LABCD consolidated group. The ABCD

For purposes of measuring total assetsconsolidated financial statement reports Schedules Affected by at the end of the year, the corporation’stotal year-end assets of $25 million.  A is
assets may not be netted or reduced bynot required to file a U.S. income tax Schedule M-3
the corporation’s liabilities. In addition,return.  B files a separate U.S. income tax Requirements total assets may not be reported as areturn and reports separate company total
negative amount. If Schedule L isReport on Schedules L and Form 1120-L,year-end assets on its Schedule L, Part II,
prepared on a non-tax-basis method, anpage 1, amounts for the U.S. corporationline 2b, of $12 million. C files a
investment in a partnership may beor, if applicable, the U.S. consolidated taxconsolidated U.S. income tax return with
shown as appropriate under thegroup.D and, after eliminating intercompany
corporation’s non-tax-basis method oftransactions between C and D, reports Schedule L accounting, including, if required by theconsolidated total year-end assets on

If a non-tax-basis income statement and corporation’s reporting methodology, theSchedule L, Part II, line 2b, of $8 million.
related non-tax-basis balance sheet is equity method of accounting forB is required to file Schedule M-3
prepared for any purpose for a period investments. If Schedule L is prepared onbecause its total year-end assets reported
ending with or within the tax year, a tax-basis, an investment by theon Schedule L, Part II, line 2b, exceed
Schedule L must be prepared showing corporation in a partnership must be$10 million. The CD U.S. consolidated tax
non-tax-basis amounts. See the shown as an asset and measured by thegroup is not required to file Schedule M-3
discussion in the instructions for Schedule corporation’s adjusted basis in itsbecause its total year-end assets reported
M-3, Part I, line 1, of non-tax-basis partnership interest. Any liabilitieson Schedule L, Part II, line 2b, do not
income statements and related contributing to such adjusted basis mustexceed $10 million.
non-tax-basis balance sheets prepared be shown on Schedule L as corporate
for any purpose and the impact on the liabilities.Other Issues Affecting selection of the income statement used

Consolidated Returnfor Schedule M-3 and the relatedSchedule M-3 Filing non-tax-basis balance sheet amounts that (Form 1120-L, Page 1)
must be used for Schedule L.Requirements Report on Form 1120-L, page 1, each

If a life insurance company was required Total assets shown on Schedule L, item of income, gain, loss, expense, or
to file Schedule M-3 for the preceding tax Part II, line 2b, must equal the total assets deduction net of elimination entries for
year but reports on Schedule L, Part II, of the life insurance company (or, in the intercompany transactions between
line 2b, of Form 1120-L total consolidated case of a U.S. consolidated tax group, the includible corporations. The corporation
assets at the end of the current tax year total assets of all members of the group must not report as dividends on Form
of less than $10 million, the life insurance listed on Form 851) as of the last day of 1120-L, Schedule A, any amounts
company is not required to file Schedule the tax year, and must be the same total received from an includible corporation
M-3 for the current tax year. The life assets reported by the life insurance unless the corporation receiving the
insurance company may voluntarily file company (or by each member of the U.S. intercompany dividends is an insurance
Schedule M-3 for the current tax year. If consolidated tax group) in the company and only to the extent that the
for a subsequent tax year the life non-tax-basis financial statements, if any, insurance company is required to include
insurance company is required to file used for Schedule M-3. If the life intercompany dividends in taxable
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income. See the instructions for Part I, year; and (5) the beneficial owner of 50% on September 16, 2008. On September
lines 10 and 11, for a discussion of or more of the beneficial interest of a trust 15, 2008, P filed a consolidated tax return
intercompany dividends and insurance or nominee arrangement on any day of on Form 1120-L and was required to
company statutory accounting. In general, the trust or nominee arrangement tax complete Schedule M-3 for the tax year
dividends received from an includible year is deemed to own all corporate and ending December 31, 2007. On
corporation must be eliminated in partnership interests owned or deemed to September 16, 2008, DS1, DS2, DS3,
consolidation rather than offset by the be owned under these instructions by the FS1, and FS2, each acquire a 10 percent
dividends-received deduction. trust or nominee arrangement. partnership interest in partnership K

which files Form 1065 for the tax yearA reportable entity partner with respect
ending December 31, 2008. P is deemedEntity Considerations for to a partnership (as defined above) must
to own, directly or indirectly (under thesereport the following to the partnershipSchedule M-3 instructions), all corporate andwithin 30 days of first becoming a

For purposes of Schedule M-3, partnership interests of DS1, DS2, andreportable entity partner and, after first
references to the classification of an entity DS3, as the parent of the taxreporting to the partnership under these
(for example, as a corporation, a consolidation group and therefore isinstructions, thereafter within 30 days of
partnership, or a trust) are references to deemed to own 30 percent of K onthe date of any change in the interest it
the treatment of the entity for U.S. income September 16, 2008. P is deemed toowns or is deemed to own, directly or
tax purposes. An entity that generally is own, directly or indirectly (under theseindirectly, under these instructions, in the
disregarded as separate from its owner instructions), all corporate andpartnership: (1) its name, (2) its mailing
for U.S. income tax purposes partnership interests of FS1 and FS2 asaddress, (3) its taxpayer identification
(disregarded entity) must not be the owner of 50% or more of eachnumber (TIN or EIN) if applicable, (4) its
separately reported on Schedule M-3 corporation by vote and therefore isentity or organization type, (5) the state or
except, if required, on Part I, line 7a or 7b. deemed to own 20% of K on Septembercountry in which it is organized, (6) the
On Parts II and III, any item of income, 16, 2008. P is therefore deemed to owndate on which it first became a reportable
gain, loss, deduction, or credit of a 50% of K on September 16, 2008. Sinceentity partner, (7) the date with respect to
disregarded entity must be reported as an P owns or is deemed to own, directly orwhich it is reporting a change in its
item of its owner. In particular, the income indirectly (under these instructions), 50%ownership interest in the partnership, if
or loss of a disregarded entity must not be or more of K on September 16, 2008, andapplicable, (8) the interest in the
reported on Part II, lines 9, 10, or 11 as a was required to complete Schedule M-3partnership it owns or is deemed to own
separate partnership or other with its most recently filed U.S. incomein the partnership, directly or indirectly (as
pass-through. The financial statement tax return filed prior to that date, P is adefined under these instructions) as of the
income or loss of a disregarded entity is reportable entity partner of K as ofdate with respect to which it is reporting,
included on Part I, line 7a or 7b, only if its September 16, 2008. On October 5,and (9) any change in that interest as of
financial statement income or loss is 2008, P reports to K that P is a reportablethe date with respect to which it is
included on Part I, line 11, but not on Part entity partner as of September 16, 2008,reporting.
I, line 4a. deemed to own (under these instructions)

The reportable entity partner must a 50% interest in K. K is, therefore,Reportable Entity Partner retain copies of required reports it makes required to complete Schedule M-3 whenReporting Responsibilities to the partnerships under these it files its Form 1065 for its tax year
instructions. Each partnership must retainA reportable entity partner with respect to ending December 31, 2008.
copies of the required reports it receivesa partnership filing Form 1065 is an entity
under these instructions from reportablethat (1) owns or is deemed to own, Consolidated Scheduleentity partners.directly or indirectly, under these

instructions a 50% or greater interest in Example 2. M-3 Versus Consolidating
the income, loss, or capital of the 1. A, an LLC filing a Form 1065 for Schedules M-3 for Formpartnership on any day of the tax year, 2008, is owned 50% by U.S. life
and (2) was required to complete insurance company Z. A owns 50% of B, 1120-L GroupsSchedule M-3 on its most recently filed C, D, and E, which are also LLCs filing a A consolidated tax return group with aU.S. income tax return or return of income Form 1065 for calendar year 2008. Z was parent corporation that files a Formfiled prior to that day. first required to complete Form 1120-L, 1120-L is a mixed group if any member is

For the purposes of these instructions, Schedule M-3, for its corporate tax year a property and casualty insurance
the following rules apply: (1) the parent ended December 31, 2007, and filed company (files Form 1120-PC) or is not
corporation of a consolidated tax group is Schedule M-3 with its Form 1120-L for an insurance company. See the
deemed to own all corporate and 2007 on September 15, 2008. As of discussion, Schedule M-3 Consolidation
partnership interests owned or deemed to September 16, 2008, Z was a reportable for Mixed Groups (1120/L/PC).
be owned under these instructions by any entity partner with respect to A and,

A U.S. consolidated tax group must filemember of the tax consolidated group; (2) through A, with respect to B, C, D, and E.
a consolidated Schedule M-3. Parts I, II,the owner of a disregarded entity is On October 5, 2008, Z reports to A, B, C,
and III of the consolidated Schedule M-3deemed to own all corporate and D, and E, as it is required to do within 30
must reflect the activity of the entire U.S.partnership interests owned or deemed to days of September 16, that Z is a
consolidated tax group. The parentbe owned under these instructions by the reportable entity partner directly owning
corporation also must complete Parts IIdisregarded entity; (3) the owner of 50% (with respect to A) or deemed to own
and III of a separate Schedule M-3 toor more of a corporation by vote on any indirectly (with respect to B, C, D, and E)
reflect the parent’s own activity. Inday of the corporation tax year is deemed a 50% interest. Therefore, because Z was
addition, Parts II and III of a separateto own all corporate and partnership a reportable entity partner for 2008, each
Schedule M-3 must be completed byinterests owned or deemed to be owned of A, B, C, D, and E is required to
each includible corporation to reflect theunder these instructions by the complete Form 1065, Schedule M-3, for
activity of that includible corporation.corporation during the corporation tax 2008, regardless of whether they would
Lastly, it generally will be necessary toyear; (4) the owner of 50% or more of otherwise be required to complete
complete Parts II and III of a separatepartnership income, loss, or capital on Schedule M-3 for that year.
Schedule M-3 for consolidationany day of the partnership tax year is 2. P, a U.S. life insurance company, is
eliminations.deemed to own all corporate and the parent of a financial consolidation

partnership interests owned or deemed to group with 50 domestic subsidiaries DS1 If a U.S. consolidated tax group that is
be owned under these instructions by the through DS50 and 50 foreign subsidiaries not a mixed group consists of four
partnership during the partnership tax FS1 through FS50, all 100 percent owned includible corporations (the parent and
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three subsidiaries) all filing Form 1120-L, one Schedule M-3, Part III, for each difference, and taxable income for each
the U.S. consolidated tax group must subgroup’s sub-consolidated amounts subgroup are reported on Forms 1120,
complete six Schedules M-3 as follows: and one Schedule M-3, Part II, and one 1120-PC, or 1120-L, as applicable,
(a) one consolidated Schedule M-3 with Schedule M-3, Part III, for each Schedule M-3, Part II, line 29a, columns
Parts I, II, and III completed to reflect the subgroup’s sub-consolidation eliminations (a), (b), (c), and (d), and equal the sum of
activity of the entire U.S. consolidated tax amounts. the line amounts on Part II, lines 26
group; (b) Parts II and III of a separate through 28. For a mixed group, ScheduleAt the mixed group consolidated level,
Schedule M-3 for each of the four M-3, Part II, lines 29b, 29c, and 30, arethere must be a consolidated Schedule
includible corporations to reflect the blank on the Forms 1120, 1120-PC, orM-3, Part II, and, if applicable, a Schedule
activity of each includible corporation; and 1120-L, as applicable, for the separateM-3, Part II, for consolidation eliminations
(c) Parts II and III of a separate Schedule corporations (parent and subsidiary) andnot includible in the subgroup
M-3 to eliminate intercompany for the three subgroupeliminations. At the consolidated level,
transactions between includible sub-consolidations.there must also be a consolidated
corporations and to include limitations on Schedule M-3, Part I, and a consolidated Reconciliation of Mixed Groupdeductions (e.g., charitable contribution Form 8916. For a mixed group, there is Subgroup Sub-Consolidationlimitations and capital loss limitations) and no Schedule M-3, Part III, at the Amounts to Schedule M-3, Part I,carryover amounts (e.g., charitable consolidated level. At the consolidated Line 11, and to Tax Return Taxablecontribution carryovers and capital loss level, use the Schedule M-3 (1120,

Incomecarryovers). See the discussion, 1120-PC, or 1120-L) Parts I and II, that
Completion of Schedule M-3 and Certain At the consolidated level, use thematch the form on which the parent
Allocations, Limitations, and Carryovers. Schedule M-3 form (1120, 1120-PC,corporation reports and the entire

1120-L) Parts I and II that matches theNote. Complete only one Schedule M-3, consolidated group files.
form on which the parent corporationPart I, for each consolidated group. A The corporation must check the
reports and the entire consolidated groupsubsidiary of a consolidated group does applicable mixed group checkboxes on all
files. For a mixed group, the consolidatednot complete Schedule M-3, Part I. Enter Schedules M-3, Parts I, II, and III, as
Schedule M-3, Part II, lines 29a, 29b, andon Part I, the name and EIN of the discussed below.
29c, amounts report the applicablecommon parent of the consolidated

Subgroup Sub-Consolidation: 1120 amounts from the three subgroupgroup.
sub-consolidation Part II, line 29a,Subgroup, 1120-PC Subgroup, and Indicate on each Schedule M-3, Parts
amounts. (If a consolidated level Part II1120-L SubgroupII and III, on the line after the common
for consolidation eliminations notparent’s name and EIN, whether the A subgroup Schedule M-3, Parts II and III,
includible in the subgroup eliminations isSchedule M-3, Parts II and III, is for the: sub-consolidation must be prepared with
applicable, the applicable amounts must(1) consolidated group; (2) parent all necessary eliminations within the
be adjusted by the applicable eliminationcorporation; (3) consolidation subgroup for each of the three possible
amounts.) The consolidated Scheduleeliminations; or (4) subsidiary corporation, subgroups that are in fact present: one
M-3, Part II, line 30, amounts are the sumby checking the appropriate box. If Parts subgroup for those corporations reporting
of the applicable amounts on theII and III are for a subsidiary in a on Form 1120; one subgroup for those
consolidated Part II lines 29a, 29b, andconsolidated return, also enter the name corporations reporting on Form 1120-PC;
29c. For a mixed group, the consolidatedand EIN of the subsidiary. and one subgroup for those reporting on
Part II, lines 1 through 28 are blank andForm 1120-L. The parent corporation isSchedule M-3 Consolidation for no consolidated Part III is required to beincluded in the subgroup that corresponds
completed.Mixed Groups (1120/L/PC) to the form on which it reports and the

For mixed groups, the consolidatedentire consolidated group files. ForSpecial Schedule M-3 consolidation rules
Part II, line 30, column (a) must equalexample, in the case of a Form 1120-Lapply to a mixed group, that is, a
Part I, line 11, with appropriateparent and Form 1120-L consolidatedconsolidated tax group that (1) includes
adjustments for statutory accountinggroup, the parent is included in the Formboth a corporation that is an insurance
requirements reflected on Part I, line 10.1120-L subgroup sub-consolidation. Eachcompany and a corporation that is not an
The consolidated taxable incomesubgroup uses its own Schedule M-3insurance company, or (2) includes both a
indicated on Part II, line 30, column (d),(1120, 1120-PC, or 1120-L), Parts II andlife insurance company and a property
must equal the amount shown on FormIII, for each corporation within theand casualty insurance company, or (3)
8916, line 1. Form 8916 line 8, mustsubgroup and for the subgroupincludes a life insurance company, a
equal taxable income reported on the taxsub-consolidation and the subgroupproperty and casualty insurance
return.eliminations.company, and a corporation that is not an

insurance company. The three subgroup sub-consolidation Completion of Mixed Group
taxable income calculations on ScheduleMixed group consolidation for Checkboxes for Schedule M-3, Part
M-3 must follow the separate returnSchedule M-3, Parts II and III, requires (1) II and Part III
requirements of the regulation undersubgroup sub-consolidation of the 1120

The following discussion of checkboxessection 1502 and all other applicablesubgroup, the 1120-PC subgroup, and
will assume that the 1120-L subgroupregulations taking into account thethe 1120-L subgroup, each with its own
includes the corporate parent of theamounts separately reported on Formsub-consolidated Schedule M-3, Parts II
mixed group.8916. Capital loss limitation andand III, and (2) consolidation of the

Forms 1120, 1120-PC, and 1120-L,carryforward used and charitablesubgroup sub-consolidation totals on a
Schedule M-3, Parts II and III, each havededuction limitation and carryforwardconsolidated Schedule M-3, Part II, that
a checkbox (5) at the top indicating aused are not taken into account in theties to a consolidated Schedule M-3, Part
mixed group. Checkbox (5) and one ordetermination of the three subgroupI, and a consolidated Form 8916.
more other applicable checkboxes mustsub-consolidated taxable incomes onIn addition to one Schedule M-3, Part
be checked for a mixed group.Schedule M-3, but are reflected on FormII, and one Schedule M-3, Part III, for

8916 and in the calculation of the life/each corporation in the three subgroup For example, an 1120-L parent
non-life loss limitation and carryforwardsub-consolidations, there will be generally corporation included in the 1120-L
used. See the discussion, Life/Non-Lifea total of six additional Schedule M-3, subgroup must check Form 1120-L,
Loss Limitation and Carryforward UsedParts II, and six additional Schedule M-3, Schedule M-3, Parts II and III, boxes (2)
Calculations.Parts III, for the subgroup Parent corporation and (5) Mixed 1120/L/

sub-consolidations. Specifically, there The reconciliation totals for book, PC group. An 1120-L subsidiary
must be one Schedule M-3, Part II, and temporary difference, permanent corporation within the 1120-L subgroup
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must check Form 1120-L, Schedule M-3, Schedule M-3 must complete the form in corporation was included in Part I, line 11,
Parts II and III, boxes (4) Subsidiary its entirety. In particular, a corporation and (3) the corporation has no amounts to
corporation and (5) Mixed 1120/L/PC filing a non-consolidated return that meets report on Part II and Part III of Schedule
group. An 1120-PC subsidiary corporation the filing requirements for Schedule M-3 M-3 for the tax year, the parent
within the 1120-PC subgroup must check must complete Parts I, II, and III.  Such a corporation of the U.S. consolidated tax
Form 1120-PC Schedule M-3, Parts II corporation does not check any of the group may attach to the consolidated
and III, boxes (4) Subsidiary corporation checkboxes at the top of Parts II and III. Schedule M-3, a statement that provides
and (5) Mixed 1120/L/PC group. An 1120 In the case of a U.S. consolidated tax the name and EIN of the includible
subsidiary corporation within the 1120 group, Part I must be completed once, on corporation instead of filing a blank Part II
subgroup must check Form 1120 the consolidated Schedule M-3, by the and Part III of Schedule M-3 for such
Schedule M-3, Parts II and III, boxes (4) parent corporation.  Parts II and III must entity. On Part I, check box (4) Dormant
Subsidiary corporation and (5) Mixed be completed by the parent corporation, subsidiaries schedule attached.
1120/L/PC group. each includible corporation, and a

consolidating eliminations entity.The 1120 subgroup sub-consolidation
At the time the Form 1120-L is filed, allForm 1120, Schedule M-3, Parts II and III, Specific Instructionsapplicable questions must be answeredmust be indicated by checking boxes (5)

on Part I, all columns must be completedMixed 1120/L/PC group and (6) 1120 for Part Ion Parts II and III, and all numerical datagroup for the sub-consolidation and by
required by Schedule M-3 must bechecking boxes (5) Mixed 1120/L/PC
provided. Any schedule required togroup, and (7) 1120 eliminations, for the Part I. Financial
support a line item on Schedule M-3 musteliminations. The 1120-PC subgroup Information and Netbe attached at the time Schedule M-3 issub-consolidation Form 1120-PC,
filed and must provide the informationSchedule M-3, Parts II and III, must be Income (Loss)
required for that line item.indicated by checking boxes (5) Mixed

Reconciliation1120/L/PC group and (6) 1120-PC group All detailed schedules for Part II and
for the sub-consolidation and by checking Part III of Schedule M-3 must be attached When To Complete Part Iboxes (5) Mixed 1120/L/PC group, and for each separate entity included in the
(7) 1120-PC eliminations, for the Part I must be completed for any tax yearconsolidated Part II and Part III, including
eliminations. The 1120-L subgroup for which the life insurance company filesthose for the parent company and the
sub-consolidation Form 1120-L, Schedule Schedule M-3. Check either box (1)eliminations entity, if applicable.  It is not
M-3, Parts II and III, must be indicated by Non-consolidated return, (2) Consolidatedrequired that the same supporting
checking boxes (5) Mixed 1120/L/PC return (Form 1120-L only), or (3) Mixeddetailed information be presented for Part
group and (6) 1120-L group for the 1120/L/PC group, as applicable. InII and Part III of the consolidated
sub-consolidation and by checking boxes addition, check box (4) DormantSchedule M-3.
(5) Mixed 1120/L/PC group, and (7) subsidiaries schedule attached, if

If an item attributable to an includible1120-L eliminations, for the eliminations. applicable.
corporation is not shared by or allocated

A mixed group with a Form 1120-L to the appropriate member of the group Line 1. Questions Regardingparent corporation completes a but is retained in the parent corporation’s the Type of Income Statementconsolidated level Form 1120-L, financial statements (or books and
Schedule M-3, Parts I and II, and a Preparedrecords, if applicable), then the item must
consolidated Form 8916. The mixed For Schedule M-3, Part I, lines 1 throughbe reported by  the parent corporation in
group consolidated Schedule M-3, Part II, 12, use only the financial statements ofits separate Schedule M-3.  For example,
must be indicated by checking boxes (1) the U.S. life insurance company filing theif the parent of a U.S. consolidated tax
consolidated group and (5) Mixed 1120/L/ U.S. income tax return (the consolidatedgroup prepares financial statements that
PC group. If a consolidated level Part II financial statements for the U.S. parentinclude all members of the U.S.
for consolidation eliminations not corporation of a U.S. consolidated taxconsolidated tax group and the parent
includible in the subgroup eliminations is group). If the U.S. life insurance companydoes not allocate the group’s income tax
applicable, that Part II must be indicated filing a U.S. income tax return (or the U.S.expense as reflected in the financial
by checking boxes (3) Consolidated parent corporation of a U.S. consolidatedstatements among the members of the
eliminations and (5) Mixed 1120/L/PC tax group) prepares its own financialgroup but retains it in the parent
group. statements but is controlled by anothercorporation, the parent corporation must

corporation (U.S. or foreign) that preparesreport on its separate Schedule M-3 theLife/Non-Life Loss Limitation and
financial statements that include the U.S.U.S. consolidated tax group’s income taxCarryforward Used Calculations corporation, the U.S. corporation (or theexpense as reflected in the financial

The applicable life/non-life loss limitation U.S. parent corporation of a U.S.statements.
and all carryforward used calculations are consolidated tax group) must use for itsAny adjustments made at themade using the amounts determined for Schedule M-3, Part I, its own financialconsolidated group level that are nottaxable income in the three subgroup statements and not the financialattributable to any specific member of thesub-consolidations and other applicable statements of the controlling corporation.U.S. consolidated tax group (e.g.,amounts separately reported on Form

disallowance of net capital losses,8916. The calculated life/non-life loss If a non-publicly traded U.S. parent life
contribution deduction carryovers, andlimitation or carryforward used amounts, if insurance company of a U.S.
limitation of contribution deductions) mustany, are not entered on Schedule M-3. consolidated tax group prepares financial
not be reported on the separateThe calculated amounts, if any, are statements and that group includes a
consolidating parent or subsidiaryentered on Form 8916. publicly traded subsidiary that files
Schedules M-3 but rather on the financial statements with the Securities
consolidated Schedule M-3 and on the and Exchange Commission (SEC), theCompletion of Schedule consolidating Schedule M-3 for consolidated financial statements of the
consolidation eliminations (or on FormM-3 and Certain parent life insurance company are the
8916 in the case of a mixed group). appropriate financial statements forAllocations, Limitations,

purposes of completing Part I. Do not useIf an includible corporation has (1) noand Carryovers any separate company financialactivity for the tax year (e.g., because the
statements that might be prepared forA corporation (or any member of a U.S. corporation is a dormant or inactive
publicly traded subsidiaries.consolidated tax group) required to file corporation), (2) no amount for the
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parent corporation’s consolidated group)Non-Tax-Basis Financial Line 4. Worldwide Consolidated
filing Schedule M-3, the U.S. lifeStatements and Tax-Basis Net Income (Loss) per Income
insurance company (or the U.S. parentFinancial Statements Statementcorporation of a U.S. consolidated taxA tax-basis income statement is allowed Report on Part I, line 4a, the worldwidegroup) must check “No” on questions 1a,for Schedule M-3 and a tax-basis balance consolidated net income (loss) per the1b, and 1c, skip Part I, lines 2a throughsheet for Schedule L only if no income statement (or books and records,3c, and enter the net income (loss) pernon-tax-basis income statement and no if applicable) of the corporation. Athe books and records of the U.S. lifenon-tax-basis balance sheet were corporation filing a non-consolidatedinsurance company (or U.S. consolidatedprepared for any purpose and the books Form 1120-L for itself must report itstax group) on Part I, line 4a.and records of the corporation reflect only worldwide income on Part I, line 4a.

tax-basis amounts. The corporation is If no non-tax-basis financial In completing Schedule M-3, the lifedeemed to have non-tax-basis income statements are prepared for a U.S. life insurance company must use financialstatements and the related non-tax-basis insurance company (or, in the case of a statement amounts from the financialbalance sheets for the current year for U.S. consolidated tax group, for the U.S. statement type checked “Yes” on Part I,purposes of Schedule M-3 and Schedule parent corporation’s consolidated group) line 1, or from its books and records ifL if such non-tax-basis financial filing Schedule M-3 (Form 1120-L), and Part I, line 1c, is checked “No.” If Part I,statements were prepared for and the U.S. life insurance company is owned line 1a, is checked “Yes,” report on Part I,presented to management, creditors, by a foreign corporation that prepares line 4a, the net income amount reportedshareholders, government regulators, or financial statements that include the U.S. in the income statement presented to theany other third parties for a period ending life insurance company (or the U.S. SEC on the corporation’s Form 10-K (thewith or within the tax year. parent corporation’s consolidated group), Form 10-K for the security identified on
the U.S. life insurance company (or theIf a Form 10-K is filed with the SEC for Part I, line 3b, if applicable).
U.S. parent corporation of the U.S.the period ending with or within the tax If a life insurance company preparesconsolidated tax group) must check “No”year, the corporation must check “Yes,” non-tax-basis financial statements, theon questions 1a, 1b, and 1c, skip Part I,for Part I, line 1a, and use that income amount on Part I, line 4a, must equal thelines 2a through 3c, and enter the netstatement for Schedule M-3. If Form 10-K financial statement net income (loss) forincome (loss) per the books and recordsis not filed and a non-tax-basis income the income statement period ending withof the U.S. corporation (or U.S.statement is prepared that is a certified or within the tax year as indicated on Partconsolidated tax group) on Part I, line 4a.non-tax-basis income statement for the I, line 2a.

period ending with or within the tax year, Line 2. Questions Regarding If the life insurance company preparesthe corporation must check “Yes,” for Part Income Statement Period and non-tax-basis financial statements andI, line 1b, and use that income statement
the income statement period differs fromRestatementsfor Schedule M-3. If Form 10-K is not filed
the life insurance company’s tax year, theand no certified non-tax-basis income Enter the beginning and ending dates on
income statement period indicated onstatement is prepared but an unaudited line 2a for the life insurance company’s
Part I, line 2a, applies for purposes ofnon-tax-basis income statement is annual income statement period ending
Part I, lines 4a through 8.prepared for the period ending with or with or within this tax year.

within the tax year, the corporation must If the life insurance company does not
The questions on Part I, lines 2b andcheck “Yes,” for Part I, line 1c, and use prepare non-tax-basis financial

2c, regarding income statementthat income statement for Schedule M-3. statements, and has checked “No” on
restatements, refer to the worldwide Part I, line 1c, enter the net income (loss)Order of priority in accounting consolidated income statement issued by per the books and records of the U.S. lifestandards. If no Form 10-K is filed and the corporation filing the U.S. income tax insurance company or the U.S.two or more non-tax-basis income return (the consolidated financial consolidated tax group on Part I, line 4a.statements are both certified statements for the U.S. parent corporation

Indicate on Part I, line 4b, which of thenon-tax-basis income statements for the of a U.S. consolidated tax group) and
following accounting standards were usedperiod, the income statement prepared used to prepare Schedule M-3. Answer
for line 4a.according to the following order of priority “Yes” on lines 2b and/or 2c if the

in accounting standards shall be used. 1. U.S. Generally Acceptedcorporation’s annual income statement
Accounting Principles (GAAP).1. U.S. Generally Accepted has been restated for any reason. Attach

2. International Financial ReportingAccounting Principles (GAAP). a short explanation of the reasons for the
Standards (IFRS).2. International Financial Reporting restatement in net income for each

3. Statutory.Standards (IFRS). annual income statement period that is
4. Other (Specify).3. Any other International Accounting restated, including the original amount

Standards (IAS). and restated amount of each annual
Report on Part I, lines 5a through 10,4. Statutory accounting for insurance statement period’s net income. The

as instructed below, all adjustmentcompanies. attached schedule is not required to
amounts required to adjust worldwide net5. Other regulatory accrual report restatements on an entity-by-entity
income (loss) reported on this Part I, lineaccounting. basis.
4a (whether from financial statements or6. Any other accrual accounting
books and records), to net income (loss)Line 3. Questions Regardingstandard.
of includible corporations that must be7. Any fair market value standard. Publicly Traded Voting
reported on Part I, line 11.8. Any cash basis standard. Common Stock

Report on line 12a the worldwideThe primary U.S. publicly traded votingIf no non-tax-basis income statement consolidated total assets and totalcommon stock class is the most widelyis certified and two or more non-tax-basis liabilities amounts for the corporationheld or most heavily traded within thestatements are prepared, the income using the same financial statements (orU.S. as determined by the life insurancestatement prepared according to the first books and records) used for thecompany. If the life insurance companylisted of the accounting standards listed worldwide consolidated income (loss)has more than one class of publiclyabove shall be used. amount reported on Part I, line 4a.traded voting common stock, attach a list
If no non-tax-basis financial of the classes of publicly traded voting If a U.S. life insurance company (a)

statements are prepared for a U.S. life common stock and the trading symbol has net income (loss) included on Part I,
insurance company (or, in the case of a and the nine-digit CUSIP number of each line 4a, and removed on Part I, line 6a or
U.S. consolidated tax group, for the U.S. class. 6b, on another U.S. corporation’s
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Schedule M-3, (b) files its own Form such consolidation and elimination entries nonincludible U.S. legal entity from each
1120-L (separate or consolidated), (c) such entity’s own financial accounting netmust be reported on a separate line on
does not have a separate non-tax-basis income statement or books and records,the attached schedule, so that the
financial statement (certified or otherwise) and any consolidation or eliminationseparate financial accounting income
of its own, and (d) reports on Schedule L, entries (for intercompany dividends,(loss) of each nonincludible foreign entity
Part II, line 2b, of its own Form 1120-L minority interests, etc.) not reportable onremains separately stated. For example, if
total consolidated assets that equal or Part I, line 8, should be reported on thethe net income (after consolidation and
exceed $10 million at the end of the attached supporting schedule as a netelimination entries) of a nonincludible
corporation’s tax year, the life insurance amount on a line separate and apart fromforeign sub-consolidated group is being
company must answer questions 1a, 1b, lines that report each nonincludible U.S.reported on line 5a, the attached
and 1c, of Part I as appropriate for its own entity’s separate net income (loss).supporting schedule should report the
Form 1120-L and must report on Part I, income (loss) of each separate Lines 7a, 7b, and 7c. Netline 4a, the amount for the corporation’s nonincludible foreign legal entity from Income (Loss) of Other Foreignnet income (loss) that is removed on Part each such entity’s own financial

Disregarded Entities, NetI, line 6a or 6b, of the other corporation’s accounting net income statement or
Schedule M-3. However, if in the Income (Loss) of Other U.S.books and records, and any consolidation
circumstances described immediately or elimination entries (for intercompany Disregarded Entities, and Net
above, the life insurance company does dividends, minority interests, etc.) not Income (Loss) of Other
have separate non-tax-basis financial reportable on Part I, line 8, should be Includible Entitiesstatements (certified or otherwise) of its reported on the attached supporting

Include on lines 7a, 7b, or 7c the financialown, independent of the amount of the schedule as a net amount on a line
net income or (loss) of each foreign orcorporation’s net income included in Part separate and apart from lines that report
U.S. disregarded entity or other includibleI, line 4a, of the other U.S. corporation, each nonincludible foreign entity’s
corporation that is not included in thethe life insurance company must answer separate net income (loss).
consolidated financial group and thereforequestions 1a, 1b, and 1c, of Part I, as
not included in the income reported onappropriate, for its own Form 1120-L, Line 6. Net Income (Loss) of
Part I, line 4a. Include on line 7a or 7b thebased on its own separate income Nonincludible U.S. Entities
financial net income or (loss) of anystatement, and must report on Part I, line Remove the financial net income (line 6a) disregarded entity that is not included in4a, the net income amounts shown on its or loss (line 6b) included in Part I, line 4a, the income reported on Part I, line 4a, butseparate income statement. for each U.S. entity that is not an is included in Part I, line 11 (other

Note. See the instructions for Part I, line includible corporation in the U.S. disregarded entities). Include on line 7c
10, for adjustments that may be consolidated tax group (nonincludible the financial net income or (loss) of any
necessary to reconcile financial statement U.S. entity). In addition, on Part I, line 8, entity not a disregarded entity that is not
income to statutory income for the life adjust for consolidation eliminations and included in the income reported on Part I,
insurance company. correct for minority interest and line 4a, but is included on line 11 (other

intercompany dividends between any includible corporation). In addition, onLine 5. Net Income (Loss) of nonincludible U.S. entity and any Part I, line 8, adjust for consolidationNonincludible Foreign Entities includible corporation. Do not remove in eliminations and correct for minority
Part I the financial net income (loss) ofRemove the financial net income (line 5a) interest and intercompany dividends for
any nonincludible U.S. entity accountedor loss (line 5b) of each foreign entity that any other includible disregarded entity or
for on Part I, line 4a, using the equityis included on Part I, line 4a, and is not an other includible corporation.
method.includible corporation in the U.S. Attach a supporting schedule thatconsolidated tax group (nonincludible Attach a supporting schedule that provides the name, EIN, and net incomeforeign entity). In addition, on Part I, line provides the name, EIN, and net income (loss) per the financial statement or books8, adjust for consolidation eliminations (loss) included on Part I, line 4a, that is and records for each separate otherand correct for minority interest and removed on line 6 for each separate disregarded entity or other includibleintercompany dividends between any nonincludible U.S. entity. Also state the entity reported on line 7. Also state thenonincludible foreign entity and any total assets and total liabilities for each total assets and total liabilities for eachincludible corporation. Do not remove in such separate nonincludible U.S. entity such separate included entity and includePart I the financial net income (loss) of and include those assets and liabilities those assets and liabilities amounts in theany nonincludible foreign entity accounted amounts in the total assets and total total assets and total liabilities reported onfor on Part I, line 4a, using the equity liabilities reported on Part I, line 12c. The Part I, line 12d. The amounts of incomemethod. amounts of income (loss) detailed on the (loss) detailed on the supporting schedule
supporting schedule should be reportedAttach a supporting schedule that should be reported for each separate
for each separate nonincludible U.S.provides the name, EIN (if applicable), other disregarded entity or other
entity without regard to the effect ofand net income (loss) included on Part I, includible entity without regard to the
consolidation or elimination entries. Ifline 4a, that is removed on line 5 for each effect of consolidation or elimination
there are consolidation or eliminationseparate nonincludible foreign entity. Also entries solely between or among the
entries relating to nonincludible U.S.state the total assets and total liabilities entities listed. If there are consolidation or
entities whose income (loss) is reportedfor each such separate nonincludible elimination entries relating to such other
on the attached schedule that are notforeign entity and include those assets disregarded entity or other includible
reportable on Part I, line 8, the netand liabilities amounts in the total assets entities whose income (loss) is reported
amounts of all such consolidation andand total liabilities reported on Part I, line on the attached schedule that are not
elimination entries must be reported on a12b. The amounts of income (loss) reportable on Part I, line 8, the net
separate line on the attached schedule,detailed on the supporting schedule amounts of all such consolidation and
so that the separate financial accountingshould be reported for each separate elimination entries must be reported on a
income (loss) of each nonincludible U.S.nonincludible foreign entity without regard separate line on the attached schedule,
entity remains separately stated. Forto the effect of consolidation or so that the separate financial accounting
example, if the net income (afterelimination entries. If there are income (loss) of each other disregarded
consolidation and elimination entries) of aconsolidation or elimination entries entity or other includible entity remains
nonincludible U.S. sub-consolidatedrelating to nonincludible foreign entities separately stated. For example, if the net
group is being reported on line 6a, thewhose income (loss) is reported on the income (after consolidation and
attached supporting schedule shouldattached schedule that are not reportable elimination entries) of a sub-consolidated
report the income (loss) of each separateon Part I, line 8, the net amounts of all group of other disregarded entities is
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being reported on line 7a or 7b, the If a corporate owner of an interest in other adjustment not required by statutory
attached supporting schedule should another entity: (1) accounts for the accounting.
report the income (loss) of each separate interest in the entity in the owner Normally, all intercompany dividends
other disregarded entity from each entity’s corporation’s separate general ledger on will have been eliminated or excluded
own financial accounting net income the equity method, and (2) fully from the financial accounting consolidated
statement or books and records, and any consolidates the entity in the owner net income (loss) reported on Part I, line
consolidation or elimination entries (for corporation’s consolidated financial 4a. However, an insurance company may
intercompany dividends, minority statements, but the entity is not includible be required to include certain
interests, etc.) not reportable on Part I, in the owner corporation’s consolidated intercompany dividends on Part I, line 11,
line 8, should be reported on the attached U.S. income tax return, then, as part of so that the amount reported on Part I, line
supporting schedule as a net amount on a reversing all consolidation and elimination 11, agrees with statutory accounting net
line separate and apart from lines that entries for the nonincludible entity, the income (Annual Statement). If the net
report each other disregarded entity’s corporate owner must reverse on income (loss) of a corporation that files
separate net income (loss). Schedule M-3, Part I, line 8, the Form 1120-PC or Form 1120-L is

elimination of the equity income inclusion included on Part I, line 4a, or line 7, and isLine 8. Adjustment to from the entity. If the owner corporation computed on a basis other than statutory
does not account for the entity on theEliminations of Transactions accounting, include on line 10a the
equity method on its own general ledger,Between Includible Entities and adjustments necessary such that Part I,
it will not have eliminated the equity line 11, includes intercompany dividendsNonincludible Entities
income for consolidated financial in the net income (loss) for suchAdjustments on Part I, line 8, to reverse statement purposes, and therefore will corporation to the extent required bycertain financial accounting consolidation have no elimination of equity income to statutory accounting principles. Foror elimination entries are necessary to reverse. insurance companies included in theensure that transactions between

consolidated U.S. income tax return, seeThe attached supporting schedule forincludible entities and nonincludible U.S.
instructions for Part I, line 11, and Part II,Part I, line 8, must identify the type (e.g.,or foreign entities are not eliminated, in
line 7.minority interest, intercompany dividends,order to report the correct total amount on

etc.) and amount of consolidation orPart I, line 11. Also, additional Statutory accounting for an insurance
elimination entries reported, as well asconsolidation entries and elimination company subsidiary acquired or merged
the names of the entities to which theyentries may be necessary on Part I, line may require the use of a financial
pertain. It is not necessary, but it is8, related to transactions between statement period for income reported on
permitted, to report intercompanyincludible entities that are in the Part I, line 11, that differs from the period
eliminations that net to zero on Part I, lineconsolidated financial group and other reported on Part I, line 4 or line 7. Report
8, such as intercompany interest incomedisregarded entities and other includible on Part I, line 10b, adjustments to income
and expense.entities that are not in the consolidated because of such differences in accounting

financial group but that are reported on period.Line 9. Adjustment ToPart I, lines 7a, 7b, or 7c in order to report For any adjustments reported on PartReconcile Income Statementthe correct total amount on Part I, line 11. I, lines 10a, 10b, and 10c, attach aPeriod To Tax Year supporting schedule that provides, forInclude on Part I, line 8, the total of the Include on line 9 any adjustments each corporation to which an adjustmentfollowing: (a) amounts of any adjustments necessary to the income (loss) of relates: the name and EIN of theto consolidation entries and elimination includible corporations to reconcile corporation, the amount of net incomeentries that are contained in the amount differences between the corporation’s included in Part I before any adjustmentsreported on Part I, line 4a, required as a income statement period reported on line on line 10, the amount of net incomeresult of removing amounts on Part I, line 2a and the corporation’s tax year. Attach included on Part I, line 11, the amount of5 or 6; and (b) amounts of any additional a schedule describing the adjustment. the net adjustment that is attributable toconsolidation entries and elimination
intercompany dividend adjustmentsStatutory accounting for an insuranceentries that are required as a result of
required to be reported by statutorycompany subsidiary acquired or mergedincluding amounts on Part I, lines 7a, 7b,
accounting and included on Part I, linemay require the use of a financialor 7c. This is necessary in order that the
10a, the amount of the net adjustmentstatement period for income reported onconsolidation entries and intercompany
attributable to other statutory accountingPart I, line 11, that differs from the periodelimination entries included in the amount
requirements and included on Part I, linereported on Part I, line 4a, or line 7.reported on Part I, line 11, are only those
10b, and the amount of the remainder ofReport on Part I, line 10b, adjustments toapplicable to the financial net income
the net adjustment not required becauseincome because of such differences in(loss) of includible entities for the financial
of statutory accounting and included onaccounting period.statement period. For example,
Part I, line 10c. If any net adjustment isadjustments must be reported on line 8 to Line 10a. Intercompany included for the corporation on Part I,remove minority interest and to reverse

Dividend Adjustments To lines 10b or 10c, attach a supplementalthe elimination of intercompany dividends
supporting schedule identifying the lineReconcile to Line 11,included on Part I, line 4a, that relate to
(10b or 10c), the type of each adjustmentthe net income of entities removed on Line 10b. Other Statutory
included in the net adjustment, and thePart I, line 5 or 6, because the income to Accounting Adjustments To amount of each adjustment included inwhich the consolidation or elimination Reconcile to Line 11, and the net adjustment.entries relate has been removed. Also, for Line 10c. Other Adjustments Toexample, consolidation or elimination Line 11. Net Income (Loss) perReconcile to Amount on Line 11entries must be reported on line 8 to Income Statement of Includiblereflect any minority interest ownership in Include on lines 10a, 10b, and 10c any
Corporationsthe net income of other disregarded other adjustments to reconcile net income

entities or other includible entities (loss) on Part I, line 4a, through Part I, Report on line 11 the net income (loss)
reported on Part I, lines 7a, 7b, or 7c, and line 9, with net income (loss) on Part I, per the income statement (or books and
to eliminate any intercompany dividends line 11. Include on line 10a the amount of records, if applicable) of the life insurance
between entities whose income is any intercompany dividend adjustment company. In the case of a U.S.
included on Part I, lines 7a, 7b, or 7c, and required by statutory accounting. Include consolidated tax group, report the
other entities included in the consolidated on line 10b the amount of any other consolidated income statement net
U.S. income tax return. See line 11, required statutory accounting adjustment. income (loss) of all corporations listed on
examples 3, 4, and 5. Include on line 10c the amount of any Form 851 and included in the
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consolidated U.S. income tax return for as applicable. P must reverse on Part I, P must remove the $100 net income of
the tax year. Amounts reported in column line 8: DS1 on Part I, line 6a. P must reverse on
(a) of Parts II and III (see instructions Part I, line 8, the elimination of the $40a. The elimination of dividends
below) must be reported on the same minority interest net income of DS1. Inreceived by P and DS1 through DS75
accounting method used to report the addition, P reverses its elimination of thefrom DS76 through DS100 and FS1
amount of net income (loss) per income $30 intercompany dividend in its financialthrough FS50; and
statement of includible corporations on statements on Part I, line 8. The net resultb. The recognition of minority
Part I, line 11, which for insurance is that P includes the $30 dividend frominterests’ share of the net income (loss) of
companies is usually statutory DS1 at Part I, line 11, and on Part II, lineDS76 through DS100. Note: The minority
accounting. For insurance companies 7, column (a). P’s taxable dividendinterests’ share, if any, of the income of
included in the consolidated U.S. income income from DS1 must be reported onDS1 through DS75 must be reported in
tax return, see instructions for Part I, line Part II, line 7, column (d).Part II, line 8, Minority interest for
10, and Part II, line 7. 2. U.S. life insurance company Cincludible corporations.

owns 60% of the capital and profitsP reports on Part I, line 11, theDo not, in any event, report on line 11
interests in U.S. LLC N. C does notconsolidated financial statement netthe net income of entities not listed on
account for N in C’s separate generalincome (loss) attributable to the includibleForm 851 and not included in the
ledger on the equity method. N has netcorporations. Intercompany transactionsconsolidated U.S. income tax return for
income of $100 (before minority interests)between the includible corporations thatthe tax year. For example, it is not
and makes no distributions during the taxhad been eliminated in the net incomepermissible to remove the income of
year. C treats N as a corporation foramount on Part I, line 4a, remainnonincludible entities on lines 5 and/or 6,
financial statement purposes and as aeliminated in the net income amount onabove, then to add back such income on
partnership for U.S. income tax purposes.line 11. Transactions between thelines 7 through 10, such that the amount
In its financial statements, C consolidatesincludible corporations and thereported at line 11 includes the net
N and includes $60 of net income ($100nonincludible entities that are eliminatedincome of entities not includible in the
less the minority interest of $40) on Part I,in the net income amount on Part I, lineconsolidated U.S. income tax return. A
line 4a.4a, are included in the net income amountprincipal purpose of Schedule M-3 is to

on line 11 since the elimination of those C must remove the $100 net income ofreport on this Part I, line 11, only the
transactions were reversed on line 8. N on Part I, line 6a. C must reverse onfinancial accounting net income of only

2. Foreign corporation F owns 100% Part I, line 8, the elimination of the $40the corporations included in the
of the stock of U.S. life insurance minority interest net income of N. Theconsolidated U.S. income tax return.
company P. P owns 100% of the stock of result is that C includes no income for N

Whether or not the corporation DS1, 60% of the stock of DS2, and 100% either on Part I, line 11, or on Part II, line
prepares financial statements, Part I, line of the stock of FS1. F prepares certified 9, column (a). C’s taxable income from N
11, must include all items that impact the audited financial statements. P does not must be reported by C on Part II, line 9,
net income (loss) of the corporation even prepare any financial statements. P files a column (d).
if they are not recorded in the profit and consolidated U.S. income tax return with 3. U.S. life insurance company Ploss accounts in the corporation’s general DS1. owns 60% of corporation DS1, which isledger, including, for example, all P must not complete Schedule M-3, fully consolidated in P’s financialpost-closing adjusting entries (including Part I, with reference to the financial statements. P accounts for DS1 in P’sworkpaper adjustments) and dividend statements of its foreign parent F. P must separate general ledger on the equityincome or other income received from check “No” on Part I, lines 1a, 1b, and 1c, method. DS1 has net income of $100non-includible corporations. skip lines 2a through 3c of Part I, and (before minority interests) and pays

Example 3. enter worldwide net income (loss) per the dividends of $50, of which P receives
books and records of the includible $30. The dividend reduces P’s investment1. U.S. life insurance company P is
corporations (P and DS1) on Part I, line in DS1 for equity method reporting on P’spublicly traded and files Form 10-K with
4a. If the amount on Part I, line 4a, separate general ledger where P includesthe SEC. P owns 80% or more of the
includes the income (loss) of DS2 and its 60% equity share of DS1 income,stock of 75 U.S. corporations, DS1
FS1 or is not on the statutory basis, P which is $60. In its financial statements, Pthrough DS75, between 51% and 79% of
must enter any necessary adjustments on eliminates the DS1 equity method incomethe stock of 25 U.S. corporations, DS76
lines 5a through 10 in order for Part I, line of $60 and consolidates DS1, includingthrough DS100, and 100% of the stock of
11, to report the net income (loss) of $60 of net income ($100 less the minority50 foreign subsidiaries FS1 through
includible corporations P and DS1, net of interest of $40) on Part I, line 4a.FS50. P eliminates all dividend income
eliminations for transactions between Pfrom DS1 through DS100 and FS1 P must remove the $100 net income of
and DS1. In particular, P must make anythrough FS50 in financial statement DS1 on Part I, line 6a. P must reverse on
required adjustments on Part I, line 10, inconsolidation entries. Furthermore, P Part I, line 8, the elimination of the $40
order for the net income on line 11 for lifeeliminates the minority interest ownership, minority interest net income of DS1 and
insurance companies to be on theif any, of DS1 through DS100 in financial the elimination of the $60 of DS1 equity
statutory basis.statement consolidation entries. P’s SEC income. The net result is that P includes

Form 10-K includes P, DS1 through the $60 of equity method income from
DS100, and FS1 through FS50, on a fully Example 4. DS1 at Part I, line 11, and on Part II, line
consolidated basis. P files a consolidated 6, column (a). P’s taxable dividend1. U.S. life insurance company P
U.S. income tax return with DS1 through income from its investment in DS1 mustowns 60% of corporation DS1, which is
DS75. be reported on Part II, line 7, column (d).fully consolidated in P’s financial

P must check “Yes” on Part I, line 1a. statements. P does not account for DS1 4. U.S. life insurance company C
On Part I, line 4a, P must report the in P’s separate general ledger on the owns 60% of the capital and profits
consolidated net income from the SEC equity method. DS1 has net income of interests in U.S. LLC N. C accounts for N
Form 10-K for the consolidated financial $100 (before minority interests) and pays in C’s separate general ledger on the
statement group of P, DS1 through dividends of $50, of which P receives equity method. N has net income of $100
DS100, and FS1 through FS50. P must $30. The dividend is eliminated in the (before minority interests) and makes no
remove the net income (loss) of FS1 consolidated financial statements. In its distributions during the tax year. C treats
through FS50 on Part I, lines 5a or 5b, as financial statements, P consolidates DS1 N as a corporation for financial statement
applicable. P must remove the net income and includes $60 of net income ($100 purposes and as a partnership for U.S.
(loss) before minority interests of DS76 less the minority interest of $40) on Part I, income tax purposes. For equity method
through DS100 on Part I, lines 6a or 6b, line 4a. reporting on C’s separate general ledger,
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C includes its 60% equity share of N full consolidation of the financial corporation; (3) consolidation
income, which is $60. In its financial accounting net income of P and DS1 at eliminations; (4) subsidiary corporation; or
statements, C eliminates the $60 of N Part I, line 11, Net income (loss) per (5) Mixed 1120/L/PC group, by checking
equity method income and consolidates N income statement of includible the appropriate box. If applicable, indicate
including $60 of net income ($100 less corporations, the following consolidation on the second line of checkboxes,
the minority interest of $40) on Part I, line and elimination entries are reported on whether the Schedule M-3 is for a
4a. Part I, line 8: (a) offsetting entries to sub-consolidated: (6) 1120-L group; or (7)

remove the $40 of interest income 1120-L eliminations. See sections aboveC must remove the $100 net income of
received from DS1 included by P on line titled Consolidated Schedule M-3 VersusN on Part I, line 6a. C must reverse on
4a, and to remove the $40 of interest Consolidating Schedules M-3 for FormPart I, line 8, the elimination of the $40
expense of DS1 included in line 7c for a 1120-L Groups and Schedule M-3minority interest net income of N and the
net change of zero; and (b) an entry to Consolidation for Mixed Groups (1120/L/elimination of the $60 of N equity method
reflect the $20 minority interest in the net PC).income. The result is that C includes the
income of DS1 (DS1 net income of $100$60 of equity method income for N on For each line item in Parts II and III,
times 20% minority interest). The result isPart I, line 11, and on Part II, line 9, report in column (a) the amount of net
that Part 1, line 11, reports $1,120:column (a). C’s taxable income from N income (loss) included in Part I, line 11,
$1,040 from line 4a, $100 from line 7c,must be reported by C on Part II, line 9, and report in column (d) the amount
and ($20) from line 8. Stated anothercolumn (d). included in taxable income on Form
way, Part I, line 11, includes the entire5. U.S. life insurance company C 1120-L, page 1, line 20.
$1,000 net income of P, measured beforeowns 60% of the capital and profits Note. A schedule or explanation may berecognition of the intercompany interestinterests in U.S. LLC N. C accounts for N attached to any line even if none isincome from DS1 and the consolidation ofin C’s separate general ledger on the required.DS1 operations, plus the entire $140 netequity method. N has net income of $100
income of DS1, measured before interest When To Complete Columns (a)(before minority interests) and pays a $50
expense to P, less the minority interestcash distribution, of which C receives and (d)
ownership of $20 in DS1’s separate net$30. The distribution reduces C’s A life insurance company is not requiredincome ($100). The consolidated U.S.investment in N for equity method to complete columns (a) and (d) of Partsincome tax group is required to include onreporting on C’s separate general ledger. II and III for the first tax year the lifethe attached supporting schedule for PartC treats N as a corporation for financial insurance company is required to fileI, line 8, the details of the adjustment tostatement purposes and as a partnership Schedule M-3. The life insurancethe minority interest in the net income offor U.S. income tax purposes. For equity company must complete columns (a) andDS1, but is not required to report themethod reporting on C’s separate general (d) of Parts II and III for all tax yearsoffsetting adjustment to the intercompanyledger, C includes its 60% equity share of subsequent to the first tax year the lifeelimination of interest income and interestN income, which is $60. In its financial insurance company is required to fileexpense (though it is permitted to do so).statements, C eliminates the $60 of N Schedule M-3. For example, if a

equity method income and consolidates N Line 12. Total Assets and corporation was required to file Schedule
and includes $60 of net income ($100 M-3 as a member of a U.S. consolidatedLiabilities of Entities Includedless the minority interest of $40) on Part I, tax group and the corporation leaves theor Removed on Part I, Lines 4,line 4a. U.S. consolidated tax group, the5, 6, and 7C must remove the $100 net income of corporation is required to complete

Line 12 must be completed by allN on Part I, line 6a. C must reverse on Schedule M-3 in its entirety in any
corporations that file Schedule M-3.Part I, line 8, the elimination of the $40 succeeding tax year that the corporation
Report on lines 12a, 12b, 12c, and 12dminority interest net income of N and the is required to complete Schedule M-3.
the total amount (not just theelimination of the $60 of N equity method However, if the corporation joins in filing a
corporation’s share) of assets andincome. The result is that C includes the different consolidated U.S. income tax
liabilities of entities included or removed$60 of equity method income for N on return, then the corporation must
on Part I, lines 4, 5, 6, and 7. On line 12a,Part I, line 11, and on Part II, line 9, complete its Schedule M-3 in its entirety
enter the worldwide consolidated totalcolumn (a). C’s taxable income from N in any year that the U.S. consolidated tax
assets and total liabilities of all of themust be reported by C on Part II, line 9, group must complete its Schedule M-3 in
entities included in completing Part I, linecolumn (d). its entirety.
4a. On line 12b, enter the total assets and

If, for any tax year (or tax years) priortotal liabilities of the entities removed inExample 5. U.S. life insurance to the first tax year a life insurancecompleting on Part I, line 5. On line 12c,company P owns 80% of the stock of company is required to file Schedule M-3,enter the total assets and total liabilitiescorporation DS1. DS1 is included in P’s a life insurance company voluntarily filesremoved in completing Part I, line 6. Onconsolidated U.S. income tax return, even Schedule M-3, then in those voluntaryline 12d, enter total assets and totalthough DS1 is not included in P’s filing years the life insurance company isliabilities included in completing Part I,consolidated financial statements on not required to complete columns (a) andline 7.either a consolidated basis or on the (d) of Parts II and III. In addition, in the
equity method. DS1 has current year net first tax year the life insurance company is
income of $100 after taking into account required to file Schedule M-3, the lifeSpecific Instructions forits $40 interest payment to P. P has net insurance company is not required to
income of $1,040 after recognition of the complete columns (a) and (d) of Parts IIParts II and III
interest income from DS1. Because DS1 and III.For consolidated U.S. income tax returns,is an includible corporation, 100% of the

If a life insurance company that is notfile supporting schedules for eachnet income of both P and DS1 must be
a mixed group chooses not to completeincludible corporation. See Consolidatedreported on Form 1120-L, page 1, of the
columns (a) and (d) of Parts II and III inReturn in the Instructions for FormPDS consolidated U.S. income tax return,
the first tax year the life insurance1120-L.and the intercompany interest income and
company is required to file Schedule M-3expense must be removed by General Format of Parts II and (or in any year in which the life insuranceconsolidation elimination entries. III company voluntarily files Schedule M-3),

P must report its financial statement Indicate on the line after the common then Part II, line 30, is reconciled by the
net income of $1,040 on Part I, line 4a, parent’s name on Parts II and III, whether life insurance company (or, in the case of
and reports DS1’s net income of $100 on the Schedule M-3 is for the: (1) a U.S. consolidated tax group, by the
Part I, line 7c. Then, in order to reflect the consolidated tax group; (2) parent group’s parent life insurance company on
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Part II, line 30, of the group’s decreases) a deferred tax asset or permanent difference of ($5,000) in
consolidated Schedule M-3) in the liability. column (c), and $0 in column (d).
following manner: If the life insurance company does not Reporting Requirements1. Report the amount from Part I, line prepare financial statements, or the
11, on Part II, line 30, column (a); financial statements are not prepared in for Parts II and III

2. Leave blank Part II, lines 1 through accordance with SAP, report in column Except for mixed group consolidation, the29, columns (a) and (d); (b) any difference that the life insurance number of Parts II must equal the number3. Leave blank Part III, columns (a) company believes will reverse in a future of Parts III filed by the corporation. Mixedand (d); and tax year (that is, have an opposite effect groups should see the discussion,4. Report on Part II, line 30, column on taxable income in a future tax year (or Schedule M-3 Consolidation for Mixed(d), the sum of Part II, line 30, columns years) due to the difference in timing of Groups (1120/L/PC).(a), (b), and (c). recognition for financial accounting and
U.S. income tax purposes) or is the General ReportingNote. Mixed groups should see the reversal of such a difference that arose in Requirementssection, Schedule M-3 Consolidation for a prior tax year. Report in column (c) any If an amount is attributable to a reportableMixed Groups (1120/L/PC). difference that the life insurance company transaction described in Regulationsbelieves will not reverse in a future taxIn the case of a U.S. consolidated tax section 1.6011-4(b), the amount must beyear (and is not the reversal of such agroup that is not a mixed group, the reported in columns (a), (b), (c), and (d),difference that arose in a prior tax year).reconciliation described in the preceding as applicable, of Part II, line 12, items

paragraph must be performed by each If the life insurance company is unable relating to reportable transactions,
member of the U.S. consolidated tax to determine whether a difference regardless of whether the amount would
group. However, because Part I must be between column (a) and column (d) for an otherwise be reported on Part II or Part III
completed only once on the consolidated item will reverse in a future tax year or is of Schedule M-3. Thus, if a taxpayer files
Schedule M-3 by the parent corporation the reversal of a difference that arose in a Form 8886, Reportable Transaction
of the U.S. consolidated tax group, the prior tax year, report the difference for Disclosure Statement, the amounts
amount reported on Part II, line 30, that item in column (c). attributable to that reportable transaction
column (a), by each member of the U.S. must be reported on Part II, line 12.Example 6. For the 2007, 2008, andconsolidated tax group on its respective

2009 tax years, life insurance company A A life insurance company is required toSchedule M-3 is the amount attributable
has total consolidated assets on the last report in column (a) of Parts II and III theto that member that is reported on the
day of the tax year as reported on amount of any item specifically listed onconsolidated Schedule M-3, Part I, line
Schedule L, Part II, line 2b, of $8 million, Schedule M-3 that is in any manner11, completed by the parent corporation.
$11 million, and $12 million, respectively. included in the life insurance company’sAccordingly, the amount reported on Part
A is required to file Schedule M-3 for its current year annual statement net incomeII, line 30, columns (a) through (d) of the
2008 and 2009 tax years. (loss) or in an income or expense accountconsolidated Schedule M-3 is the sum of

maintained in the life insuranceFor its 2007 tax year, A voluntarily filesthe amounts reported by each member of
company’s books and records, even ifSchedule M-3 and does not completethe U.S. consolidated tax group on its
there is no difference between thatcolumns (a) and (d) of Parts II and III.respective Schedule M-3 (including a
amount and the amount included inSchedule M-3 for consolidation For A’s 2008 tax year, the first tax year taxable income unless (a) otherwiseeliminations, if necessary). Note that the that A is required to file Schedule M-3, A provided in these instructions or (b) theamount reported on Part II, line 30, is only required to complete Part I and amount is attributable to a reportablecolumn (a), of the consolidated Schedule columns (b) and (c) of Parts II and III. For transaction described in RegulationsM-3 must equal the amount reported on A’s 2009 tax year, A is required to section 1.6011-4(b) and is thereforePart I, line 11, of the consolidated complete Schedule M-3 in its entirety. reported on Part II, line 12. For example,Schedule M-3, and that the amount

Example 7. Life insurance company with the exception of interest incomereported on Part II, line 30, column (d), of
B is a U.S. publicly traded corporation reflected on a Schedule K-1 received by athe consolidated Schedule M-3 must
that files a consolidated U.S. income tax life insurance company as a result of theequal the amount reported on the
return and prepares consolidated SAP/ life insurance company’s investment in aconsolidated Form 1120-L, page 1, line
GAAP financial statements. In prior years, partnership or other pass-through entity,20.
B acquired intellectual property (IP) and all interest income, whether from

When To Complete Columns (b) goodwill through several corporate unconsolidated affiliated companies, third
acquisitions. The IP is amortizable for parties, banks, or other entities, whetherand (c)
both U.S. income tax and financial from foreign or domestic sources,Columns (b) and (c) of Parts II and III
statement purposes. In the current year, whether taxable or exempt from tax andmust be completed for any tax year for
B’s annual amortization expense for IP is regardless of how or where the income iswhich the life insurance company files
$9,000 for U.S. income tax purposes and classified in the life insurance company’sSchedule M-3.
$6,000 for financial statement purposes. annual statement, must be included on

For any item of income, gain, loss, In its financial statements, B treats the Part II, line 13, column (a). Likewise, all
expense, or deduction for which there is a difference in IP amortization as a fines and penalties paid to a government
difference between columns (a) and (d), temporary difference. The goodwill is not or other authority for the violation of any
the portion of the difference that is amortizable for U.S. income tax purposes law for which fines or penalties are
temporary must be entered in column (b) and is subject to impairment for financial assessed must be included on Part III,
and the portion of the difference that is statement purposes. In the current year, line 12, column (a), regardless of the
permanent must be entered in column (c). B records an impairment charge on the government authority that imposed the

If financial statements are prepared by goodwill of $5,000. In its financial fines or penalties, regardless of whether
the life insurance company in accordance statements, B treats the goodwill the fines or penalties are civil or criminal,
with statutory accounting principles impairment as a permanent difference. B regardless of the classification,
(SAP), differences that are treated as must report the amortization attributable nomenclature, or terminology attached to
temporary for SAP must be reported in to the IP on Part III, line 30, and report the fines or penalties by the imposing
column (b) and differences that are $6,000 in column (a), a temporary authority in its actions or documents, and
permanent (that is, not temporary for difference of $3,000 in column (b), and regardless of how or where the fines or
SAP) must be reported in column (c). $9,000 in column (d). B must report the penalties are classified in the life
Generally, pursuant to SAP, a temporary goodwill impairment on Part III, line 29, insurance company’s summary of
difference affects (creates, increases, or and report $5,000 in column (a), a operations or the income and expense
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accounts maintained in the life insurance of whether there is a difference for the its 2008 tax year for the other five assets
company’s books and records. item. If there is a difference for the is $40,000 for summary of operations

expense item, or only a portion of the purposes and $30,000 for U.S. incomeIf a life insurance company would be
expense item has a difference and a tax purposes. In its annual statement, Crequired to report in column (a) of Parts II
portion of the item does not have a treats the differences between annualand III the amount of any item specifically
difference and the item is not described in statement and U.S. income taxlisted on Schedule M-3 in accordance
Part III, lines 1 through 37, report and depreciation expense as giving rise towith the preceding paragraph, except that
describe the entire amount of the item on temporary differences that will reverse inthe life insurance company has
Part III, line 38. future years. C must combine all of itscapitalized the item of income or expense

depreciation adjustments. Accordingly, Cand reports the amount in its annual If there is no difference between the
must report on Part III, line 32, for itsstatement or in asset and liability annual statement amount and the taxable
2008 tax year income statementaccounts maintained in the life insurance amount of an entire item of income, loss,
depreciation expense of $90,000 incompany’s books and records, the life expense, or deduction and the item is not
column (a), a temporary difference ofinsurance company must report the described or included in Part II, lines 1
$10,000 in column (b), and U.S. incomeproper tax treatment of the item in through 24, or Part III, lines 1 through 37,
tax depreciation expense of $100,000 incolumns (b), (c), and (d), as applicable. report the entire amount of the item in
column (d).columns (a) and (d) of Part II, line 28.Furthermore, in applying the two

Example 9. Life insurance companypreceding paragraphs, a life insurance Separately stated and adequately
D is a calendar year taxpayer that wascompany is required to report in column disclosed. Each difference reported in
required to file Schedule M-3 for its 2007(a) of Parts II and III the amount of any Parts II and III must be separately stated
tax year and is required to file Scheduleitem specifically listed on Schedule M-3 and adequately disclosed. In general, a
M-3 for its 2008 tax year. On Decemberthat is included in the life insurance difference is adequately disclosed if the
31, 2008, D establishes two reservecompany’s annual statement or exists in difference is labeled in a manner that
accounts in the amount of $100,000 forthe life insurance company’s books and clearly identifies the item or transaction
each account. One reserve account is anrecords, regardless of the nomenclature from which the difference arises. For
allowance for agency balances that areassociated with that item in the annual further guidance about adequate
estimated to be uncollectible. The secondstatement or books and records. Accurate disclosure, see Regulations section
reserve is an estimate of future officecompletion of Schedule M-3 requires 1.6662-4(f). If a specific item of income,
closure expenses. In its annualreporting amounts according to the gain, loss, expense, or deduction is
statement, D treats the two reservesubstantive nature of the specific line described on Part II, lines 9 through 24, or
accounts as giving rise to temporaryitems included in Schedule M-3 and Part III, lines 1 through 37, and the line
differences that will reverse in futureconsistent reporting of all transactions of does not indicate to “attach schedule” or
years. The two reserves are expenses inlike substantive nature that occurred “attach details,” and the specific
D’s 2008 annual statement but are notduring the tax year. For example, all instructions for the line do not call for an
deductions for U.S. income tax purposesexpense amounts that are included in the attachment of a schedule or statement,
in 2008. D must not combine theannual statement or exist in the books then the item is considered separately
Schedule M-3 differences for the twoand records that represent some form of stated and adequately disclosed if the
reserve accounts. D must report the“Bad debt expense,” must be reported on item is reported on the applicable line and
amounts attributable to the allowance forPart III, line 33, column (a), regardless of the amount(s) of the item(s) are reported
bad debts on Part III, line 33, Bad debtwhether the amounts are recorded or in the applicable columns of the
expense/agency balances written off, andstated under different nomenclature in the applicable line. See the instructions
must separately state and adequatelyannual statement or the books and beginning on this page for specific
disclose the amount attributable to therecords such as: “Provision for doubtful additional information required to be
other reserve, office closure costs, on aaccounts;” “Expense for uncollectible provided for amounts reported on Part II,
required, attached schedule that supportsnotes receivable;” or “Impairment of trade lines 1 through 8.
the amounts on Part III, line 38.accounts receivable.” Likewise, as stated

Note. A schedule or explanation may bein the preceding paragraph, all fines and
Example 10. Life insurance companyattached to any line even if none ispenalties must be included on Part III, line

F is a calendar year taxpayer that wasrequired.12, column (a), regardless of the
required to file Schedule M-3 for its 2007terminology or nomenclature attached to Except as otherwise provided, tax year and is required to file Schedulethem by the life insurance company in its differences for the same item must be M-3 for its 2008 tax year. During 2008, Fbooks and records or annual statement. combined or netted together and reported incurs $200 of meals and entertainmentas one amount on the applicable line ofWith limited exceptions, Part II expenses that F deducts in computing netSchedule M-3. However, differences forincludes lines for specific items of income, income per the income statement. Of theseparate items must not be combined orgain, or loss (income items) (see Part II, $200, $50 is subject to the 50% limitationnetted together. Each item (andlines 1 through 24). If an income item is under section 274(n). F treats thecorresponding amount attributable to thatdescribed in Part II, lines 1 through 24, limitation on deductions for meals anditem) must be separately stated andreport the amount of the item on the entertainment as a permanent difference.adequately disclosed on the applicableapplicable line, regardless of whether Because meals and entertainmentline of Schedule M-3, or any schedulethere is a difference for the item. If there expenses are specifically described inrequired to be attached, even if theis a difference for the income item, or only Part III, line 11, Meals and entertainment,amounts are below a certain dollara portion of the income item has a F must report all of its meals andamount.difference and a portion of the item does entertainment expenses on this line,

not have a difference, and the item is not Example 8. Life insurance company regardless of whether there is a
described in Part II, lines 1 through 24, C is a calendar year taxpayer that placed difference. Accordingly, F must report
report and describe the entire amount of in service ten depreciable fixed assets in $200 in column (a), $25 in column (c),
the item on Part II, line 25. 2002. C was required to file Schedule M-3 and $175 in column (d). F must not report

With limited exceptions, Part III for its 2007 tax year and is required to file the $150 of meals and entertainment
includes lines for specific items of Schedule M-3 for its 2008 tax year. C’s expenses that are deducted in F’s annual
expense or deduction (expense items). total depreciation expense for its 2008 tax statement net income and are fully
(See Part III, lines 1 through 37.) If an year for five of the assets is $50,000 for deductible for U.S. income tax purposes
expense item is described on Part III, summary of operations purposes and on Part II, line 28, and the $50 subject to
lines 1 through 37, report the amount of $70,000 for U.S. income tax purposes. the limitation under section 274(n) on Part
the item on the applicable line, regardless C’s total annual depreciation expense for III, line 11.
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951 (relating to Subpart F), gains or other corporation. Report on line 7, column (d),
income inclusions resulting from elections the amount of any U.S. dividendsPart II. Reconciliation of
under sections 1291(d)(2) and 1298(b)(1), included in taxable income on FormNet Income (Loss) per and any amount included in taxable 1120-L, page 1, line 20.
income pursuant to section 1293 (relating Usually, the amounts included on lineIncome Statement of Life
to qualified electing funds). The amount of 7, columns (a) and (d) include onlyInsurance Companies With Subpart F income corresponds to the total dividends received from U.S. corporations
of the amounts reported by the life that are not included in the U.S.Taxable Income per Return insurance company on line 6, Schedule I, consolidated tax group because
of all Forms 5471, Information Return of intercompany dividends (dividendsLines 1 Through 8. Additional U.S. Persons With Respect to Certain received from includible corporationsInformation for Each Life Foreign Corporations. The amount of listed on Form 851) are eliminated orInsurance Company qualified electing fund income excluded for financial accounting
corresponds to the total of the amountsFor any item reported on Part II, lines 1, 3 purposes and eliminated for the
reported by the life insurance company onthrough 6, or 8, attach a supporting calculation of U.S. taxable income. In the
line 3(a), Part II, of all Forms 8621,schedule that provides the name of the case of an insurance company included in
Return by a Shareholder of a Passiveentity for which the item is reported, the the consolidated U.S. income tax return
Foreign Investment Company (PFIC) ortype of entity (corporation, partnership, required to report intercompany dividends
Qualified Electing Fund.etc.), the entity’s EIN (if applicable), and as part of statutory accounting net

the item amounts for columns (a) through Also include on line 3 PFIC income, include such intercompany
(d). See the instructions for Part II, lines 2 mark-to-market gains and losses under dividends on Part II, line 7, column (a)
and 7, for the specific information section 1296. Do not report such gains and the taxable amount of those
required for those particular lines. and losses on Part II, line 16. dividends on Part II, line 7, column (d).

(For insurance companies included in theLine 1. Income (Loss) From Line 4. Section 78 Gross-Up consolidated U.S. income tax return, seeEquity Method Foreign Report on line 4, column (d), the amount instructions for Part I, lines 10 and 11.)
of any section 78 gross-up notCorporations For any intercompany dividendsincluded in column (d) of Part II, linesReport on line 1, column (a), the financial (dividends received from includible9, 10, and 11, Income (loss) from U.S.income (loss) included in Part I, line 11, corporations listed on Form 851) includedpartnerships, foreign partnerships andfor any foreign corporation accounted for on Part II, line 7, report on an attachedother pass-through entities.  The sectionon the equity method and remove such supporting schedule for Part II, line 7 (1)78 gross-up amount on line 4 mustamount in column (b) or (c), as the name of the dividend payer (2) thecorrespond to the total section 78applicable. Report the amount of payer’s EIN (3) the class of stock orgross-up amounts reported by thedividends received and other taxable security on which the dividends were paidcorporation on all Forms 1118, Foreignamounts received or includible from (4) the amount of any net adjustmentTax Credit—Corporations, excluding theforeign corporations on Part II, lines 2 included on Part I, line 10a, for suchamounts reported in column (d) of Part II,through 5, as applicable. dividends, and (5) the amounts forlines 9, 10, and 11. columns (a) through (d).Line 2. Gross Foreign Line 5. Gross Foreign For any dividends included on Part II,Dividends Not Previously Taxed Distributions Previously Taxed line 7, that are not intercompany

Except as otherwise provided in this dividends (dividends received fromReport on line 5, column (a), anyparagraph, report on line 2, column (d), includible corporations listed on Formdistributions received from foreignthe amount (before any withholding tax) 851) that are received on classes ofcorporations that were included in Part I,of any foreign dividends included in voting stock in which the corporationline 11, and that were previously taxed fortaxable income on Form 1120-L, page 1, directly or indirectly owned 10% or moreU.S. income tax purposes. For example,line 20, and report on line 2, column (a), of the outstanding shares of that class atinclude in column (a) amounts that arethe amount of dividends from any foreign any time during the tax year, report on anexcluded from taxable income undercorporation included in Part I, line 11. Do attached supporting schedule for Part II,sections 959 and 1293(c). Remove suchnot report on Part II, line 2, any amounts line 7 (1) the name of the dividend payeramount in column (b) or (c), asthat must be reported on Part II, lines 3 or (2) the payer’s EIN (if applicable) (3) theapplicable. Report the full amount of the4, or dividends that were previously taxed class of voting stock on which thedistribution before any withholding tax.and must be reported on Part II, line 5 dividend was paid (4) the percentage ofSince previously taxed foreign(see the instructions below for Part II, the class directly or indirectly owned, anddistributions are not currently taxable, linelines 3, 4 and 5). Report amounts in (5) the amounts for columns (a) through5, column (d) is shaded. Also, seecolumns (b) and (c), as applicable. (d).instructions above for Part II, line 2.
For any dividends reported on Part II, Line 8. Minority Interest forLine 6. Income (Loss) Fromline 2, that are received on a class of Includible CorporationsEquity Method U.S.voting stock of which the life insurance

Report on line 8, column (a), the minorityCorporationscompany directly or indirectly owned 10%
interest included in the financial incomeor more of the outstanding shares of that Report on line 6, column (a), the financial
(loss) on Part I, line 11, for any memberclass at any time during the tax year, income (loss) included in Part I, line 11,
of the U.S. consolidated tax group that isreport on an attached supporting for any U.S. corporation accounted for on
less than 100% owned.schedule for Part II, line 2: (1) the name the equity method and remove such

of the dividend payer (2) the payer’s EIN Example 11. Life insurance companyamount in column (b) or (c), as
(if applicable) (3) the class of voting stock G is a calendar year taxpayer that wasapplicable. Report on Part II, line 7,
on which the dividend was paid (4) the required to file Schedule M-3 for its 2007dividends received from any U.S.
percentage of the class directly or tax year and is required to file Schedulecorporation accounted for on the equity
indirectly owned, and (5) the amounts for M-3 for its 2008 tax year. G owns 90% ofmethod.
columns (a) through (d). the stock of U.S. corporation DS1. G filesLine 7. U.S. Dividends Not a consolidated U.S. income tax returnLine 3. Subpart F, QEF, and Eliminated in Tax Consolidation with DS1 as the GDS1 U.S. consolidated
Similar Income Inclusions Report on line 7, column (a), the amount group. G prepares certified SAP/GAAP
Report on line 3, column (d), the amount of dividends included in Part I, line 11, financial statements for the consolidated
included in taxable income under section that were received from any U.S. financial statement group consisting of G
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and DS1. G has no net income of its own, deduction attributable to the corporation’s U.S. consolidated tax group (other than
and G does not report its equity interest in distributive share of income or loss from a an interest in a disregarded entity), report
the income of DS1 on its separate U.S. or foreign partnership (i.e., the sum the following on line 11:
financial statements. DS1 has financial of all amounts reportable on the 1. In column (a) the sum of the
statement net income (before minority corporation’s Schedule(s) K-1 received corporation’s distributive share of income
interests) and taxable income of $1,000 from the partnership (if applicable)), or loss from the pass-through entity that is
($2,500 of revenue less $1,500 cost of without regard to any limitations included in Part I, line 11;
goods sold). computed at the partner level (e.g., 2. In column (b) or (c), as applicable,

limitations on utilization of charitableOn the consolidated Schedule M-3, except for amounts described in item 4,
contributions, capital losses, and interestPart I, line 4a, Worldwide consolidated below, the sum of all differences, if any,
expense).net income (loss) per income statement, attributable to the pass-through entity;

4. Do not report on Part II, line 9 orand on line 11, Net income (loss) per and
10, as applicable, any portion of aincome statement of includible 3. In column (d), except for amountscorporation’s deduction under section 199corporations, the U.S. consolidated tax described in item 4, below, the sum of all(income attributable to domesticgroup GDS1 must report $900 of financial taxable amounts of income, gain, loss, orproduction activities) even if some or all ofstatement net income ($1,000 net income deduction reportable on the corporation’sthe corporation’s deduction under sectionless $100 minority interest). Schedules K-1 received from the199 is attributable to a partnership

pass-through entity (if applicable).The GDS1 group must prepare one interest held by the corporation. A
4. Do not report on Part II, line 11, anyconsolidated Schedule M-3, Parts II and corporation must report its deduction

portion of a corporation’s deduction underIII and three additional Schedules M-3, under section 199 only on Part III, line 37.
section 199 (income attributable toParts II and III: one for G, one for DS1,
domestic production activities) even ifFor each partnership reported on line 9and one for consolidation eliminations.
some or all of the corporation’s deductionor 10, attach a supporting schedule thatOn the Schedule M-3, Parts II and III

provides the name, EIN (if applicable), under section 199 is attributable to anfor DS1, $1,000 is reported on Part II, line
end of year profit-sharing percentage (if interest in a pass-through entity held by28 and line 30, in both columns (a) and
applicable), end of year loss-sharing the corporation. A corporation must report(d). On G’s Schedule M-3, Parts II and III,
percentage (if applicable), and the its deduction under section 199 only onzero is reported on Part II, line 30, in both
amount reported in column (a), (b), (c), or Part III, line 37.columns (a) and (d). On the consolidation
(d) of lines 9 or 10, as applicable.eliminations Schedule M-3, Parts II and

For each pass-through entity reportedExample 12. U.S. life insuranceIII, on Part II, line 8 and line 30, the
on line 11, attach a supporting schedulecompany H is a calendar year taxpayerminority interest elimination for the U.S.

that was required to file Schedule M-3 for that provides that entity’s name, EIN (ifconsolidated tax group is reported as
its 2007 tax year and is required to file applicable), the life insurance company’s($100) in column (a), $100 in column (c),
Schedule M-3 for its 2008 tax year. H has end of year profit-sharing percentage (ifand $0 in column (d).
an investment in a U.S. partnership, USP. applicable), the life insurance company’sOn the Schedule M-3, Parts II and III, H prepares annual statements in end of year loss-sharing percentage (iffor the U.S. consolidated tax group, on accordance with SAP. In its annual applicable), and the amounts reported byPart II, line 8, Minority interest for statement, H treats the difference the life insurance company in column (a),includible corporations, ($100) is reported between annual statement net income (b), (c), or (d) of line 11, as applicable.in column (a), $100 in column (c), and $0 and taxable income from its investment inin column (d). On Part II, line 28, the U.S. USP as a permanent difference. For its Line 12. Items Relating toconsolidated tax group reports $1,000 in 2008 tax year, H’s annual statement net Reportable Transactionsboth columns (a) and (d). As a result, income includes $10,000 of income Any amounts attributable to anyfinancial statement net income on Part II, attributable to its share of USP’s net reportable transactions (as described inline 30, column (a), will total $900, net income. H’s Schedule K-1 from USP Regulations section 1.6011-4) must bepermanent differences on Part II, line 30, reports $5,000 of ordinary income, $7,000 included on Part II, line 12, regardless ofcolumn (c), will total $100, and taxable of long-term capital gains, $4,000 of whether the difference, or differences,income on line 30, column (d), will total charitable contributions, and $200 of would otherwise be reported elsewhere in$1,000. section 179 expense. H must report on Part II or Part III. Thus, if a taxpayer filesPart II, line 9, $10,000 in column (a), aLine 9. Income (Loss) From U.S. Form 8886 for any reportable transactionpermanent difference of ($2,200) inPartnerships and Line 10. described in Regulations sectioncolumn (c), and $7,800 in column (d). 1.6011-4, the amounts attributable to thatIncome (Loss) From Foreign

Example 13. Same facts as Example reportable transaction must be reportedPartnerships 12 except that life insurance company H’s on Part II, line 12. In addition, all incomeFor any interest owned by the corporation charitable contribution deduction is wholly and expense amounts attributable to aor a member of the U.S. consolidated tax attributable to its partnership interest in reportable transaction must be reportedgroup that is treated as an investment in a USP and is limited to $90 pursuant to on Part II, line 12, columns (a) and (d)partnership for U.S. income tax purposes section 170(b)(2) due to other investment even if there is no difference between the(other than an interest in a disregarded losses incurred by H. In its financial annual statement amounts and theentity), report amounts on Part II, line 9 or statements, H treated this limitation as a taxable amounts.10, as described below: temporary difference. H must not report
Each difference attributable to a1. In column (a) the sum of the the charitable contribution limitation of

reportable transaction must be separatelycorporation’s distributive share of income $3,910 ($4,000−$90) on Part II, line 9. H
stated and adequately disclosed. A lifeor loss from a U.S. or foreign partnership must report the limitation on Part III, line
insurance company will be considered tothat is included in Part I, line 11; 21, and report the disallowed charitable
have separately stated and adequately2. In column (b) or (c), as applicable, contributions of ($3,910) in columns (b)
disclosed a reportable transaction on lineexcept for amounts described in item 4 and (d).
12 if the life insurance companybelow, the sum of all differences, if any, Line 11. Income (Loss) From sequentially numbers each Form 8886attributable to the corporation’s

Other Pass-Through Entities and lists by identifying number on thedistributive share of income or loss from a
supporting schedule for Part II, line 12,U.S. or foreign partnership; and For any interest in a pass-through entity
each sequentially numbered reportable3. In column (d), except for amounts (other than an interest in a partnership
transaction and the amounts required fordescribed in item 4 below, the sum of all reportable on Part II, line 9 or 10, as
Part II, line 12, columns (a) through (d).amounts of income, gain, loss, or applicable) owned by a member of the
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Instead of the requirements of the through (d). J must report the losses included in taxable income on Form
preceding paragraph, a life insurance attributable to the other five abandonment 1120-L, page 1, line 20. Report amounts
company will be considered to have losses on Part II, line 23e, regardless of in columns (b) and (c), as applicable.
separately stated and adequately whether a difference exists for any or all Line 15. Hedging Transactionsdisclosed a reportable transaction if the of those abandonment losses.

Report on line 15, column (a), the netlife insurance company attaches a Example 15. Life insurance company gain or loss from hedging transactionssupporting schedule that provides the K is a calendar year taxpayer that was included on Part I, line 11. Report infollowing for each reportable transaction: required to file Schedule M-3 for its 2007 column (d) the amount of taxable income1. A description of the reportable tax year and is required to file Schedule from hedging transactions as defined intransaction disclosed on Form 8886 for M-3 for its 2008 tax year. K enters into a section 1221(b)(2). Use columns (b) andwhich amounts are reported on Part II, transaction with contractual protection (c) to report all differences caused byline 12; that is a reportable transaction described treating hedging transactions differently2. The name and reportable in Regulations section 1.6011-4(b)(4). for statutory accounting purposes and fortransaction or tax shelter registration This reportable transaction is the only U.S. income tax purposes. For example, ifnumber, if applicable, as reported on lines reportable transaction for K’s 2008 tax a portion of a hedge is considered1a and 1c, respectively, of Form 8886; year and results in a $7 million capital ineffective under SAP but still is a validand loss for both statutory accounting hedge under section 1221(b)(2), thepurposes and U.S. income tax purposes.3. The type of reportable transaction difference must be reported on line 15.Although the transaction does not result(i.e., listed transaction, confidential The hedge of a capital asset, which is notin a difference, K is required to report ontransaction, transaction with contractual a valid hedge for U.S. income taxPart II, line 12, the following amounts: ($7protection, etc.) as reported on line 2 of purposes but may be considered a hedgemillion) in column (a), zero in columns (b)Form 8886. for SAP purposes, must also be reportedand (c), and ($7 million) in column (d). here.The transaction will be adequatelyIf a transaction is a listed transaction
Report hedging gains and lossesdisclosed if K attaches a supportingdescribed in Regulations section

computed under the mark-to-marketschedule for line 12 that (a) sequentially1.6011-4(b)(2), the description also must
method of accounting on line 15 and notnumbers the Form 8886 and refers to theinclude the description provided on line 3
on Part II, line 16, Mark-to-market incomesequentially-numbered Form 8886-X1of Form 8886. In addition, if the reportable
(loss).and (b) reports the applicable amountstransaction involves an investment in the

required for line 12, columns (a) throughtransaction through another entity such as Line 16. Mark-to-Market Income(d). Alternatively, the transaction will bea partnership, the description must (Loss)adequately disclosed if the supportinginclude the name and EIN (if applicable)
Report on line 16 any amountstatement for line 12 includes aof that entity as reported on line 5 of Form
representing the mark-to-market incomedescription of the transaction, the name8886.
or loss for any securities held by a dealerand tax shelter registration number, if

Example 14. Life insurance company in securities, a dealer in commoditiesany, and the type of reportable
J is a calendar year taxpayer that was having made a valid election undertransaction disclosed on Form 8886.
required to file Schedule M-3 for its 2007 section 475(e), or a trader in securities or

Line 13. Interest Incometax year and is required to file Schedule commodities having made a valid election
M-3 for its 2008 tax year. J incurred Report on Part II, line 13, column (a), the under section 475(f). “Securities” for
seven different abandonment losses total amount of interest income included these purposes are securities described
during its 2008 tax year. One loss of $12 on Part I, line 11, and report on Part II, in section 475(c)(2) and section 475(e)(2).
million results from a reportable line 13, column (d), the total amount of “Securities” do not include any items
transaction described in Regulations interest income included on Form 1120-L, specifically excluded from sections
section 1.6011-4(b)(5), another loss of $5 page 1, line 20, that is not required to be 475(c)(2) and 475(e)(2), such as certain
million results from a reportable reported elsewhere on Schedule M-3. In contracts to which section 1256(a)
transaction described in Regulations columns (b) or (c), as applicable, adjust applies.
section 1.6011-4(b)(4), and the remaining for any amounts treated for U.S. income Report hedging gains and lossesfive abandonment losses are not tax purposes as interest income that are computed under the mark-to-marketreportable transactions. J discloses the treated as some other form of income for method of accounting on Part II, line 15,reportable transactions giving rise to the statutory accounting purposes, or vice and not on line 16.$12 million and $5 million losses on versa. For example, adjustments to
separate Forms 8886 and sequentially interest income resulting from Line 17. Deferred and
numbers them X1 and X2, respectively. J adjustments made in accordance with Uncollected Premiums
must separately state and adequately instructions for Part II, line 18, should be Report on line 17, column (a), the amountdisclose the $12 million and $5 million made in columns (b) and (c) of line 13. of deferred and uncollected premiumslosses on Part II, line 12. The $12 million Complete Part II of Form 8916-A, included in Part I, line 11. Report on lineloss and the $5 million loss will be Supplemental Attachment to Schedule 17, column (d), the amount of deferredadequately disclosed if J attaches a M-3. Enter the amounts from line 6, and uncollected premiums included insupporting schedule for line 12 that lists columns (a) through (d) of Form 8916-A, taxable income on Form 1120-L, page 1,each of the sequentially numbered forms, on Schedule M-3, Part II, line 13, columns line 20. Report amounts in columns (b)Form 8886-X1 and Form 8886-X2, and (a) through (d), as applicable. Attach and (c), as applicable.with respect to each reportable Form 8916-A.transaction reports the appropriate Line 18. Sale Versus Lease (for

Do not report on this line 13 or includeamounts required for Part II, line 12, Sellers and/or Lessors)
on Form 8916-A amounts reported incolumns (a) through (d). Alternatively, J’s Note. Also see the instructions at Partaccordance with the instructions for Partdisclosures will be adequate if the III, line 35, Purchase Versus Lease (forII, lines 9, 10, 11, 12, and 21.description provided for each loss on the Purchasers and/or Lessees), on page 19.supporting schedule includes the names Line 14. Accrual of Bondand reportable transaction or tax shelter Asset transfer transactions with
Discountregistration numbers, if any, disclosed on periodic payments characterized for

the applicable Form 8886, identifies the Report on line 14, column (a), the amount statutory accounting purposes as either a
type of reportable transaction for the loss, of accrued bond discount included in Part sale or a lease may, under some
and reports the appropriate amounts 1, line 11. Report on line 14, column (d), circumstances, be characterized as the
required for Part II, line 12, columns (a) the amount of accrued bond discount opposite for tax purposes. If the
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transaction is treated as a lease, the income or expense item attributable to an market discount reclassification included
seller/lessor reports the periodic authorized (or unauthorized) change in in taxable income on Form 1120-L, page
payments as gross rental income and method of accounting made for U.S. 1, line 20. Report amounts in columns (b)
also reports depreciation expense or income tax purposes that results in a and (c), as applicable.
deduction. If the transaction is treated as section 481(a) adjustment must be

Line 23a. Income Statementa sale, the seller/lessor reports gross reported on Part II, line 19, regardless of
profit (sale price less cost of goods sold) whether a separate line for that income or Gain/Loss on Sale, Exchange,
from the sale of assets and reports the expense item exists in Part II or Part III. Abandonment, Worthlessness,
periodic payments as payments of or Other Disposition of AssetsSection 807(f) changes should beprincipal and interest income. reported on Part III, line 25. Other Than Pass-Through

On Part II, line 18, column (a), report EntitiesExample 17. Life insurance company
the gross profit or gross rental income for N is a calendar year taxpayer that was Report on line 23a, column (a), all gains
statutory accounting purposes for all sale required to file Schedule M-3 for its 2007 and losses on the disposition of assets
or lease transactions that must be given tax year and is required to file Schedule except for gains and losses allocated to
the opposite characterization for U.S. M-3 for its 2008 tax year. N was the life insurance company from a
income tax purposes. On Part II, line 18, depreciating certain fixed assets over an pass-through entity (e.g., on Schedule
column (d), report the gross profit or erroneous recovery period and, effective K-1) that are included in the net income
gross rental income for U.S. income tax for its 2008 tax year, N receives IRS (loss) of includible corporations reported
purposes. Interest income amounts for consent to change its method of on Part I, line 11. Reverse the amount
such transactions must be reported on accounting for the depreciable fixed reported in column (a) in column (b) or
Part II, line 13, in column (a) or (d), as assets and begins using the proper (c), as applicable. The corresponding
applicable. Depreciation expense for such recovery period. The change in method of gains and losses for U.S. income tax
transactions must be reported on Part III, accounting results in a positive section purposes are reported on Part II, lines
line 32, in column (a) or (d), as applicable. 481(a) adjustment of $100,000 that is 23b through 23g, as applicable.
Use columns (b) and (c) of Part II, lines required to be spread over four tax years,
13 and 18, and Part III, line 32, as Line 23b. Gross Capital Gainsbeginning with the 2008 tax year. In its
applicable to report the differences annual statement, N treats the section From Schedule D, Excluding
between column (a) and (d). 481(a) adjustment as a temporary Amounts From Pass-Through

difference. N must report on Part II, lineExample 16. Life insurance company Entities
19, $25,000 in columns (b) and (d) for itsM sells and leases property to customers. Report on line 23b, gross capital gains2008 tax year and each of theM is a calendar year taxpayer that was reported on Schedule D, excluding capitalsubsequent three tax years (unless N isrequired to file Schedule M-3 for its 2007 gains from pass-through entities, whichotherwise required to recognize thetax year and is required to file Schedule must be reported on Part II, lines 9, 10, orremainder of the 481(a) adjustmentM-3 for its 2008 tax year. For statutory 11, as applicable.earlier). N must not report the sectionaccounting purposes, M accounts for
481(a) adjustment on Part III, line 32.each transaction as a sale. For U.S. Line 23c. Gross Capital Losses

income tax purposes, each of M’s From Schedule D, ExcludingLine 20. Amortization of Interesttransactions must be treated as a lease.
Amounts From Pass-ThroughMaintenance ReserveIn its annual statement, M treats the
Entities, Abandonment Losses,difference in the statutory accounting and Report on line 20, column (a), the amount

the U.S. income tax treatment of these and Worthless Stock Lossesof interest maintenance reserve
transactions as temporary. During 2008, amortization included in Part I, line 11. Report on line 23c, gross capital losses
M reports in its annual statement $1,000 Report amounts in columns (b) and (c), reported on Schedule D, excluding capital
of sales and $700 of cost of goods sold as applicable. losses from (a) pass-through entities,
with respect to 2008 lease transactions. which must be reported on Part II, lines 9,Line 21. Original Issue DiscountM receives periodic payments of $500 in 10 or 11, as applicable; (b) abandonment
2008 with respect to these 2008 and Other Imputed Interest losses, which must be reported on Part II,
transactions and similar transactions from Report on line 21 any amounts of original line 23e; and (c) worthless stock losses,
prior years and treats $400 as principal issue discount (OID) and imputed which must be reported on Part II, line
and $100 as interest income. For interest. The term “original issue discount 23f. Do not report on line 23c capital
statutory accounting purposes, M reports and other imputed interest” includes, but losses carried over from a prior tax year
gross profit of $300 ($1,000−$700) and is not limited to: and utilized in the current tax year. See
interest income of $100 from these the instructions for Part II, line 24,1. The difference between issue pricetransactions. For U.S. income tax regarding the reporting requirements forand the stated redemption price atpurposes, M reports $500 of gross rental capital loss carryovers utilized in thematurity of a debt instrument, which mayincome (the periodic payments) and current tax year.be wholly or partially realized on the(based on other facts) $200 of disposition of a debt instrument underdepreciation deduction on the property. Line 23d. Net Gain/Losssection 1273;On its 2008 Schedule M-3, M must report Reported on Form 4797, Line2. Amounts that are imputed intereston Part II, line 13, $100 in column (a), 17, Excluding Amounts Fromon a deferred sales contract under($100) in column (b), and zero in column section 483; Pass-Through Entities,(d). In addition, M must report on Part II, 3. Amounts treated as interest or OID Abandonment Losses, andline 18, $300 of gross profit in column (a), under the stripped bond rules under Worthless Stock Losses$200 in column (b), and $500 of gross section 1286; andrental income in column (d). Lastly, M Report on line 23d the net gain or loss4. Amounts treated as OID under themust report on Part III, line 32, $200 in reported on line 17 of Form 4797, Salesbelow-market interest rate rules undercolumn (b) and (d). of Business Property, excluding amountssection 7872.

from (a) pass-through entities, which mustLine 19. Section 481(a) be reported on Part II, lines 9, 10, or 11,Line 22. Market DiscountAdjustments as applicable; (b) abandonment losses,
ReclassificationWith the exception of a section 481(a) which must be reported on Part II, line

adjustment that is required to be reported Report on Line 22, the amount of market 23e; and (c) worthless stock losses,
on Part II, line 12, for reportable discount reclassification included in Part I, which must be reported on Part II, line
transactions, any difference between an line 11. Report on line 22, the amount of 23f.
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treatment of intercompany dividends and applicable line of Part II, lines 1 throughLine 23e. Abandonment Losses
statutory accounting. 25, or Part III, lines 1 through 38. See,Report on line 23e any abandonment

Example 10.losses, regardless of whether the loss is If any “comprehensive income” as
characterized as an ordinary loss or a defined by Statement of Financial Line 29a. Life Insurance
capital loss. Accounting Standards (SFAS) No. 130 is Subgroup Reconciliation Totals

reported on this line, describe the item(s)Line 23f. Worthless Stock For filers other than a mixed group,in detail. Examples of sufficiently detailed
combine lines 26 through 28 and skipLosses descriptions include “foreign currency
lines 29b and 29c. On theReport on line 23f any worthless stock translation adjustments” and “gains and
sub-consolidated Schedule M-3 for aloss, regardless of whether the loss is losses on available-for-sale securities.”
mixed group, combine lines 26 through 28characterized as an ordinary loss or a Whether an item of income (loss) is and skip lines 29b and 29c. For thecapital loss. Attach a schedule that reported on line 25, or is reported on Part consolidated Schedule M-3 of a mixedseparately states and adequately II, line 28, is determined separately by group, complete only lines 29a throughdiscloses each transaction that gives rise each member of the U.S. consolidated tax 29c and line 30 of Part II. Part III is notto a worthless stock loss and the amount group and not at the U.S. consolidated required to be completed for theof each loss. tax group level. For example, U.S. consolidated Schedule M-3 of a mixed

corporation P has two subsidiaries,Line 23g. Other Gain/Loss on group.
corporations A and B, that are included inDisposition of Assets Line 29b. 1120 SubgroupP’s consolidated financial statements and

Report on line 23g any gains or losses in P’s consolidated U.S. income tax Reconciliation Totals
from the sale or exchange of property that return. For financial statement purposes, Line 29b is only used by mixed groups.are not reported on lines 23b through 23f. P, A, and B recognize revenue from the See Schedule M-3 Consolidation for

sale of inventory upon delivery to theLine 24. Capital Loss Limitation Mixed Groups (1120/L/PC), earlier.
customer. For U.S. income tax purposes,and Carryforward Used Line 29c. PC InsuranceP and A recognize such revenue

Report as a positive amount on line 24, consistent with the method used for Subgroup Reconciliation Totalscolumns (b) or (c), as applicable, and (d) financial statement purposes, whereas B Line 29c is only used by mixed groups.the excess of the net capital losses over recognizes such revenue based upon See Schedule M-3 Consolidation forthe net capital gains reported on customer acceptance. P and A must Mixed Groups (1120/L/PC), earlier.Schedule D, Capital Gains and Losses, report this revenue in column (a) and (d)
by the corporation. For a U.S. on Part II, line 28, B must report the Line 30. Reconciliation Totals
consolidated tax group, the Schedule M-3 following on Part II, line 25: in column (a), If a life insurance company that is not aadjustment for the amount of the B’s revenue recognized in the financial mixed group chooses not to completeconsolidated net capital loss that is statements based upon delivery to the columns (a) and (d) of Parts II and III indisallowed should not be made on the customer; in column (d), B’s revenue the first tax year the life insuranceseparate consolidating Schedules M-3 of recognized for U.S. income tax purposes company is required to file Schedule M-3the includible corporations, but on the based upon customer acceptance; and in (or for any year in which the life insuranceseparate Schedule M-3 for consolidated column (b) or (c), as applicable, the company voluntarily files Schedule M-3),eliminations (or on Form 8916 in the case difference between B’s revenue Part II, line 30, is reconciled by the lifeof a mixed group) as described in the recognized in its financial statements and insurance company (or, in the case of asection, Completion of Schedule M-3 and in its U.S. taxable income. U.S. consolidated tax group, on theCertain Allocations, Limitations, and

group’s consolidated Schedule M-3) inCarryovers. Line 27. Total Expense/ the following manner:Deduction ItemsIf the corporation utilizes a capital loss
1. Report the amount from Part I, linecarryforward on Schedule D in the current Report on Part II, line 27, columns (a) 11, on Part II, line 30, column (a);tax year, report the carryforward utilized through (d), as applicable, the negative of 2. Leave blank Part II, lines 1 throughas a negative amount on Part II, line 24, the amounts reported on Part III, line 39, 29, columns (a) and (d);columns (b) or (c), as applicable, and columns (a) through (d). For example, if 3. Leave blank Part III, columns (a)column (d). For a U.S. consolidated tax Part III, line 39, column (a), reflects an and (d); andgroup, the Schedule M-3 adjustment for amount of $1 million, then report on Part 4. Report on Part II, line 30, columnthe amount of the consolidated capital II, line 27, column (a), ($1 million). (d), the sum of Part II, line 29, columnsloss carryforward should not be made on Similarly, if Part III, line 39, column (b), (a), (b), and (c).the separate consolidating Schedules M-3 reflects an amount of ($50,000), then

of the includible corporations, but on the report on Part II, line 27, column (b), Note. Mixed groups see Schedule M-3
separate Schedule M-3 for consolidation $50,000. Consolidation for Mixed Groups (1120/L/
eliminations (or on Form 8916 in the case PC).Line 28. Other Items With Noof a mixed group) as described in the
section, Completion of Schedule M-3 and Differences
Certain Allocations, Limitations, and If there is no difference between the Part III. Reconciliation ofCarryovers. statutory accounting amount and the

Net Income (Loss) pertaxable amount of an entire item ofLine 25. Other Income (Loss)
income, gain, loss, expense, or deductionItems With Differences Income Statement ofand the item is not described or included

Separately state and adequately disclose in Part II, lines 1 through 25, or Part III, Includible Corporations
on Part II, line 25, all items of income lines 1 through 38, report the entire With Taxable Income per(loss) with differences that are not amount of the item in columns (a) and (d)
otherwise listed on Part II, lines 1 through of line 28. If a portion of an item of Return—Expense/24. Attach a schedule that itemizes the income, loss, expense, or deduction has
type of income (loss) and the amount of Deduction Itemsa difference and a portion of the item
each item. does not have a difference, do not report Note. Expense amounts that reduce

For insurance companies included in any portion of the item on line 28. Instead, financial accounting income must be
the consolidated U.S. income tax return, report the entire amount of the item (i.e., reported on Part III, column (a), as
see instructions for Part I, lines 10 and both the portion with a difference and the positive amounts. Deduction amounts that
11, and Part II, line 7, for guidance on the portion without a difference) on the reduce taxable income must be reported
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on Part III, column (d), as positive rights, and restricted stock, regardless of preceding paragraph that are includible in
amounts. Amounts reported on Part II, whether such payments are made to taxable income, regardless of the
line 27, must be the negative of the employees or non-employees, or as financial accounting period in which such
amounts reported in Part III, line 36. payment for property or compensation for amounts were or are included in financial

services. accounting net income. Complete
Lines 1 Through 6. Income Tax columns (b) and (c) as appropriate.If the amounts include incentive stock
Expense options or nonqualified stock options, Do not report on this Part III, line 12,

attach a detailed schedule separately amounts required to be reported inIf the life insurance company does not
stating each. accordance with instructions for Part III,distinguish between current and deferred

line 13.income tax expense in its annual Line 9. Capitalization ofstatement (or its books and records, if Do not report on this Part III, line 12,Deferred Acquisition Costsapplicable), report income tax expense as amounts recovered from insurers or any
Report on line 9, column (d), the amountcurrent income tax expense using lines 1, other indemnitors for any fines and
of deferred acquisition costs capitalized3, and 5, as applicable. penalties described above.
and taken into account in taxable income

A U.S. consolidated tax group must Line 13. Judgments, Damages,on Form 1120-L, page 1, line 20. Report
complete lines 1 through 6 in accordance amounts in columns (b) and (c), as Awards, and Similar Costswith the allocation of tax expense among applicable. Report on line 13, column (a), the amountthe members of the U.S. consolidated tax

of any estimated or actual judgments,Line 10. Amortization ofgroup in the financial statements (or its
damages, awards, settlements, andbooks and records, if applicable). If the Deferred Acquisition Costs
similar costs, however named orcurrent and deferred U.S., state, and Report on line 10, column (d), the amount classified, included in financial accountingforeign income tax expense for the U.S. of deferred acquisition costs amortized income, regardless of whether theconsolidated tax group (income tax and taken into account in taxable income amount deducted was attributable to anexpense) is allocated among the on Form 1120-L, page 1, line 20. Report estimate of future anticipated payments ormembers of the U.S. consolidated tax amounts in columns (b) and (c), as actual payments. Also report on line 13,group in the group’s financial statements applicable. column (a), the reversal of any(or its books and records, if applicable),
overaccrual of any amount described inLine 11. Meals andthen each member must report its
this paragraph.allocated income tax expense on Part III, Entertainment

lines 1 through 6, of that member’s Report on line 13, column (d), anyReport on line 11, column (a), any
separate Schedule M-3. However, if the such amounts as are described in theamounts paid or accrued by the life
income tax expense is not shared or preceding paragraph that are includible ininsurance company during the tax year
allocated among members of the U.S. taxable income, regardless of thefor meals, beverages, and entertainment
consolidated tax group but is retained in financial accounting period in which suchthat are accounted for in statutory
the parent corporation’s financial amounts were or are included in financialaccounting income, regardless of the
statements (or books and records, if accounting net income. Completeclassification, nomenclature, or
applicable), then amounts are reported columns (b) and (c) as appropriate.terminology used for such amounts, and
only on Part III, lines 1 through 6, of the Do not report on this Part III, line 13,regardless of how or where such amounts
parent’s separate Schedule M-3. amounts required to be reported inare classified in the life insurance

accordance with instructions for Part III,company’s statutory income statement orLine 7. Foreign Withholding line 12.the income and expense accountsTaxes maintained in the life insurance Do not report on this Part III, line 13,
Report on line 7, column (a), the amount company’s books and records. Report amounts recovered from insurers or any
of foreign withholding taxes included in only amounts not otherwise reportable other indemnitors for any judgments,
statutory accounting net income on Part I, elsewhere on Schedule M-3, Parts II and damages, awards, or similar costs
line 11. If the life insurance company is III. described above.
deducting foreign tax, use column (b) or Line 12. Fines and Penalties Line 14. Parachute Payments(c), as applicable, to correct for any

Report on line 12 any fines or similardifference between foreign withholding Report on line 14, column (a), the total
penalties paid to a government or othertax included in statutory accounting net expense included in statutory accounting
authority for the violation of any law forincome and the amount of foreign net income on Part I, line 11, that is
which fines or penalties are assessed. Allwithholding taxes being deducted in the subject to section 280G. Report in column
fines and penalties expensed in financialreturn. If the life insurance company is (b) or (c), as applicable, the amount of
accounting income (paid or accrued) mustcrediting foreign withholding taxes against nondeductible parachute payments
be included on line 12, column (a),the U.S. income tax liability, use column pursuant to section 280G, and report in
regardless of the government or other(b) or (c), as applicable, to negate the column (d) the deductible amount of
authority that imposed the fines oramount reported in column (a). compensation after any excess parachute
penalties, regardless of whether the fines payment limitations under section 280G.Line 8. Equity Based and penalties are civil or criminal, If a payment is subject to limitation under
regardless of the classification,Compensation both sections 162(m) and 280G, report
nomenclature, or terminology used for theReport on line 8 any amounts for the total payment on line 14.
fines or penalties by the imposingequity-based compensation or Line 15. Compensation Withauthority in its actions or documents, andconsideration that are reflected as
regardless of how or where the fines or Section 162(m) Limitationexpense for statutory accounting
penalties are classified in thepurposes (column (a)) or deducted in the Report on line 15, column (a), the total
corporation’s financial income statementU.S. income tax return (column (d)) other amount of non-performance-based
or the income and expense accountsthan amounts reportable elsewhere on current compensation expense for the
maintained in the corporation’s books andSchedule M-3, Parts II and III. Examples corporate officers to whom section 162
records. Also report on line 12, columnof amounts reportable on line 8 include (m) applies. Report the nondeductible
(a), the reversal of any overaccrual of anyincentive stock options, nonqualified stock amount of current compensation in
amount described in this paragraph. Seeoptions, payments attributable to excess of $1 million in column (b) or (c),
section 162(f) for additional guidance.employee stock purchase plans (ESPPs), as applicable, and the deductible

phantom stock options, phantom stock Report on line 12, column (d), any compensation in column (d). If a payment
units, stock warrants, stock appreciation such amounts as described in the is subject to limitation under both sections

-18- Instructions for Schedule M-3 (Form 1120-L)



Page 19 of 21 Instructions for Schedule M-3 (Form 1120-L) 11:37 -  2-FEB-2009

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

162(m) and 280G, report the total adjustments for the amount of charitable with a taxable or tax-free acquisition of
payment on Part III, line 14, Parachute contributions in excess of the limitation, or property (e.g., stock or assets) or a
payments. See Regulations section for charitable contribution carryforward tax-free reorganization. Report on this line
1.162-27(g) for the interaction between utilized, should not be made on the any investment banking fees, legal and
sections 162(m) and 280G. separate consolidating Schedules M-3 of accounting, and any other fees paid or

the includible corporations, but on the incurred at any stage of the acquisition orLine 16. Pension and separate consolidating Schedule M-3 for reorganization process including, for
Profit-Sharing consolidation eliminations (or on Form example, fees paid or incurred to evaluate

8916 in the case of a mixed group) as whether to investigate an acquisition, feesReport on line 16 any amounts
described in Completion of Schedule M-3 to conduct an actual investigation, andattributable to the life insurance
and Certain Allocations, Limitations, and fees to consummate the acquisition. Alsocompany’s pension plans, profit-sharing
Carryovers. include on this line any investmentplans, and any other retirement plans.

banking fees, legal and accounting, and
Line 22. Change in SectionLine 17. Other Post-Retirement any other fees paid or incurred in
807(c)(1) Tax ReservesBenefits connection with the liquidation of a

subsidiary, a spin-off of a subsidiary, orReport on line 22, column (a), the changeReport on line 17 any amounts
an initial public stock offering. Attach ain section 807(c)(1) life insuranceattributable to other post-retirement
schedule separately stating acquisition/reserves included in Part I, line 11. Reportbenefits not otherwise includible on Part
reorganization investment banking fees,on line 22, column (d), the change inIII, line 16, for example, retiree health and
legal and accounting fees, and othersection 807(c)(1) life insurance reserveslife insurance coverage, dental coverage,
costs. Report amounts in columns (b) andincluded in taxable income on Formetc.
(c), as applicable.1120-L, page 1, line 20. Report amounts

Line 18. Deferred in columns (b) and (c), as applicable. Line 28. Amortization ofCompensation
Acquisition, Reorganization,Line 23. Change in SectionReport on line 18, column (a), any and Start-Up Costs807(c)(2) Tax Reservescompensation expense included in the
Report on line 28 amortization ofReport on line 23, column (a), the changenet income (loss) amount reported in Part
acquisition, reorganization, and start-upin section 807(c)(2) unearned premiumsI, line 11, that is not deductible for U.S.
costs. For purposes of columns (b), (c),and unpaid losses included in Part I, lineincome tax purposes in the current tax
and (d), include amounts amortizable11. Report on line 23, column (d), theyear and that was not reported elsewhere
under section 167, 195, or 248.change in section 807(c)(2) unearnedon Schedule M-3, column (a). Report on

premiums and unpaid losses included inline 18, column (d), any compensation Line 29. Amortization/taxable income on Form 1120-L, page 1,deductible in the current tax year that was Impairment of Goodwill,line 20. Report amounts in columns (b)not included in the net income (loss)
Insurance in Force and Cedingand (c), as applicable.amount reported in Part I, line 11, for the
Commissionscurrent tax year and that is not reportable Line 24. Change in All Otherelsewhere on Schedule M-3. For Report on line 29 amortization of goodwill,Section 807(c) Tax Reservesexample, report originations and reversals insurance in force and ceding

of deferred compensation subject to Report on line 24, column (a), the change commissions or amounts attributable to
section 409A on line 18. in all other section 807(c) reserves the impairment of goodwill, insurance in

included in Part I, line 11. Report on line force and ceding commissions. Attach aLine 20. Charitable Contribution 24, column (d), the change in all other schedule separately stating the amountsof Intangible Property section 807(c) reserves included in for each item.
taxable income on Form 1120-L, page 1,Report on line 20 any charitable

Line 30. Other Amortization orline 20. Report amounts in columns (b)contribution of intangible property, for
Impairment Write-Offsand (c), as applicable.example, contributions of:

• Intellectual property, patents (including Report on line 30 any amortization orLine 25. Section 807(f)any amounts of additional contributions impairment write-offs not otherwiseAdjustments for Change inallowable by virtue of income earned by includible on Schedule M-3.
Computing Reservesdonees subsequent to the year of

Line 31. Section 846 Amountdonation), copyrights, trademarks; Report on line 25, column (d), the section
Report on line 31, column (d), the section• Securities (including stocks and their 807(f) adjustments included in taxable
846 amount included in taxable incomederivatives, stock options, and bonds); income on Form 1120-L, page 1, line 20.
on Form 1120-L, page 1, line 20. Report• Conservation easements (including Report amounts in columns (b) and (c),
amounts in columns (b) and (c), asscenic easements or air rights); as applicable.
applicable.• Railroad rights of way;

Line 26. Section 807(a)(2)(B)• Mineral rights; and Line 32. Depreciation• Other intangible property. Tax Reserve Amount With
Report on line 32 any depreciationRespect to Policyholder ShareLine 21. Charitable Contribution expense that is not required to beof Tax Exempt InterestLimitation/Carryforward reported elsewhere on Schedule M-3

Report on line 26, column (d), the change (e.g., on Part II, lines, 9, 10, or 11).Report as a negative amount on line 21, in section 807(a)(2)(B) tax reservecolumns (b), (c), and (d), as applicable, Line 33. Bad Debt Expense andamount with respect to policyholder sharethe excess of charitable contributions of tax exempt interest included in taxable Agency Balances Written Offmade during the tax year over the amount income on Form 1120-L, page 1, line 20. Report on line 33, column (a), anyof the charitable contribution limitation Report amounts in columns (b) and (c), amounts attributable to an allowance foramount. as applicable. uncollectible accounts receivable or
If the corporation utilizes a contribution actual write-offs of accounts receivableLine 27. Current Yearcarryforward in the current tax year, included in Part I, line 11. Also report onAcquisition/Reorganizationreport the carryforward utilized as a this line agency balances written off per

positive amount on columns (b), (c), and Costs the annual statement. Report in column
(d), as applicable. Report on line 27 any investment (d) the amount of bad debt expense

When a consolidated income tax banking, legal and accounting, and any deductible for federal income tax
return is being filed, Schedule M-3 other fees paid or incurred in connection purposes in accordance with section 166.
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accompanied by a depreciation deduction accrued.  For U.S. income tax purposes,Line 34. Corporate Owned Life
of $1,200 (based on other facts). On its P and A recognize such expenseInsurance Premiums
2008 Schedule M-3, X must report the consistent with the method used for

Report on line 34 all amounts of following on Part III, line 35: column (a), financial statement purposes, whereas B
insurance premiums attributable to any $1,000, its statutory accounting gross recognizes such deduction based on a
life insurance policy if the life insurance rental expense; column (b), ($1,000); and method different from that used for
company is directly or indirectly a column (d), zero. On Part III, line 36, X financial statement purposes. P and A
beneficiary under the policy or if the policy reports $300 in columns (b) and (d) for must report this expense/deduction in
has a cash value. Report in column (d) the interest deduction. On Part III, line 32, column (a) and (d) on Part II, line 28.  B
the amount of the premiums that are X reports $1,200 in columns (b) and (d) must report the following on Part III, line
deductible for federal income tax for the depreciation deduction. 38: in column (a), B’s expense recognized
purposes. in the financial statements when accrued;Line 36. Interest Expense in column (d), B’s real estate tax expenseLine 35. Purchase Versus Lease

Report on Part III, line 36, column (a), the recognized for U.S. income tax purposes;(for Purchasers and/or total amount of interest expense included and in column (b) or (c), as applicable,Lessees) on Part I, line 11, and report on Part III, the difference between B’s real estate tax
Note. Also see the instructions for line 36, column (d), the total amount of expense in its financial statements and its
sellers and/or lessors in the instructions interest deduction included on Form real estate tax deduction recognized for
for Part II, line 18. 1120-L, page 1, line 20, that is not U.S. income tax purposes.

required to be reported elsewhere onAsset transfer transactions with Comprehensive income. If any
Schedule M-3. In columns (b) or (c), asperiodic payments characterized for “comprehensive income” as defined by
applicable, include any adjustments forstatutory accounting purposes as either a SFAS No. 130 is reported on this line,
any amounts treated for U.S. income taxpurchase or a lease may, under some describe the item(s) in detail as, for
purposes as interest deduction that arecircumstances, be characterized as the example, “foreign currency translation
treated as some other form of expense foropposite for tax purposes. adjustments” and “gains and losses on
statutory accounting purposes, or vice available-for-sale securities.”If a transaction is treated as a lease, versa. For example, adjustments to Reserves and contingent liabilities.the purchaser/lessee reports the periodic interest expense/deduction resulting from Report on line 38 amounts related to thepayments as gross rental expense. If the adjustments made in accordance with the change in each reserve or contingenttransaction is treated as a purchase, the instructions for Part III, line 35, Purchase liability that is not required to be reportedpurchaser/lessee reports the periodic versus lease (for purchasers and/or elsewhere on Schedule M-3. Forpayments as payments of principal and lessees), should be made in columns (b) example: (1) amounts relating to changesinterest and also reports depreciation and (c), as applicable, on line 36. in reserves for litigation must be reportedexpense or deduction with respect to the

Complete Part III of Form 8916-A. on Part III, line 13, Judgments, damages,purchased asset.
Enter the amounts from line 5, columns awards, and similar costs; and (2)Report in column (a), gross rent (a) through (d) of Form 8916-A, on amounts relating to changes in reservesexpense for a transaction treated as a Schedule M-3, Part III, line 36, columns for uncollectible accounts receivable mustlease for statutory accounting purposes (a) through (d), as applicable. Attach be reported on Part III, line 33, Bad debtbut as a sale for U.S. income tax Form 8916-A. expense/agency balances written off. Seepurposes. Report in column (d), gross

Example 9 and Example 19.Do not report on Form 8916-A and thisrental deductions for a transaction treated
line 36, amounts reported in accordance Report on Part III, line 38, theas a lease for U.S. income tax purposes
with the instructions for Part II, lines 9, 10, amortization of various items of prepaidbut as a purchase for statutory accounting
11, and 12. expense, such as prepaid subscriptionspurposes. Report interest expense for

and license fees, prepaid insurance, etc.such transactions on Part III, line 36, in Line 37. Domestic Production
column (a) or (d), as applicable. Report Report on line 38, column (a),Activities Deductiondepreciation expense or deductions for expenses included in net income reported

Report on Part III, line 37, column (d), thesuch transactions on Part III, line 32, in on Part I, line 11, that are related to
amount of the domestic productioncolumn (a) or (d), as applicable. Use reserves and contingent liabilities. Report
activities deduction under section 199columns (b) and (c) of Part III, lines 32, on line 38, column (d), amounts related to
included in taxable income on Form35, and 36, as applicable, to report the liabilities for reserves and contingent
1120-L, page 1, line 20. Completedifferences between column (a) and (d) liabilities that are deductible in the current
columns (b) and (c), as applicable. Do notfor such recharacterized transactions. tax year for U.S. income tax purposes.
report any portion of the corporation’s Examples of reserves that are allowed forExample 18. U.S. life insurance domestic production activities deduction book purposes, but not for tax purposescompany X acquired property in a on any other line of Schedule M-3. include restructuring reserves, reservestransaction that, for statutory accounting

for discontinued operations, and reservespurposes, X treats as a lease. X is a Line 38. Other Expense/
for acquisitions and dispositions. Onlycalendar year taxpayer that was required Deduction Items With report on line 38 items that are notto file Schedule M-3 for its 2007 tax year Differences required to be reported elsewhere onand is required to file Schedule M-3 for its

Report on Part III, line 38, all items of Schedule M-3, Parts II and III.2008 tax year. Because of its terms, the
expense/deduction that are not otherwisetransaction is treated for U.S. income tax The schedule of details attached to the
listed on Part III, lines 1 through 37.purposes as a purchase and X must treat return for line 38 must separately state

the periodic payments it makes partially Whether an expense/deduction item is and adequately disclose the nature and
as payment of principal and partially as reported on line 38, or reported on Part II, amount of the expense related to each
payment of interest. In its annual line 28, is determined separately by each reserve and/or contingent liability. The
statement, X treats the difference member of the U.S. consolidated tax appropriate level of disclosure depends
between the statutory accounting and group and not at the U.S. consolidated upon each taxpayer’s operational activity
U.S. income tax treatment of this tax group level.  For example, U.S. and the nature of its accounting records.
transaction as a temporary difference. corporation P has two subsidiaries, A and For example, if a life insurance
During 2008, X reports in its annual B, that are included in P’s consolidated company’s net income amount reported in
statement $1,000 of gross rental expense financial statements and in P’s the income statement includes anticipated
that, for U.S. income tax purposes, is consolidated U.S. income tax return. For expenses for a discontinued operation as
recharacterized as a $700 payment of financial statement purposes, P, A, and B a single amount, and its general ledger or
principal and a $300 payment of interest, recognize real estate tax expense when other books, records, and workpapers
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provide details for the anticipated office building that provides a 12-month (a) ($500,000/12 months times 6 months),
expenses under more explanatory and coverage period beginning July 1 through $250,000 in column (b), and $500,000 in
defined categories such as employee June 30. In addition, Q historically column (d). Q must also separately state
termination costs, lease cancellation prepays 12 months of advertising and adequately disclose on Part II, line
costs, loss on sale of equipment, etc., a expense on July 1. On July 1, 2008, Q 28, its prepaid advertising and report
supporting schedule that lists those prepays its insurance premium of $400,000 in columns (a) and (d).
categories of expenses and their details $500,000 and advertising expenses of Line 39. Total Expense/will satisfy the requirement to separately $800,000. For statutory accounting

Deduction Itemsstate and adequately disclose. In order to purposes, Q capitalizes and amortizes the
Report on Part II, line 27, columns (a)separately state and adequately disclose prepaid insurance and advertising over 12
though (d), as applicable, the negative ofthe employee termination costs, it is not months. For U.S. income tax purposes, Q
the amounts reported on Part III, line 39,required that an anticipated termination deducts the insurance premium when
columns (a) through (d), as applicable.cost amount be listed for each employee, paid and amortizes the advertising over
Report positive amounts as negative andor that each asset (or category of asset) the 12-month period. In its annual
negative amounts as positive. Forbe listed along with the anticipated loss statement, Q treats the differences
example, if Part III, line 39, column (a),on disposition. attributable to the annual statement
reflects an amount of $1 million, thentreatment and U.S. income tax treatmentExample 19. Life insurance company
report on Part II, line 27, column (a), ($1of the prepaid insurance and advertisingQ is a calendar year taxpayer that was
million). Similarly, if Part III, line 39,as temporary differences. Q mustrequired to file Schedule M-3 for its 2007
column (b), reflects an amount ofseparately state and adequately disclosetax year and is required to file Schedule
($50,000), then report on Part II, line 27,on Part III, line 38, its prepaid insuranceM-3 for its 2008 tax year. On July 1 of
column (b), $50,000.premium and report $250,000 in columneach year, Q has a fixed liability for its

annual insurance premiums on its home
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