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Department of the Treasury
Internal Revenue Service2008

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

M-3, Part I, line 11, to taxable income A corporation filing Schedule M-3 mustSection references are to the Internal
on Form 1120, page 1, line 28. not file Schedule M-1.Revenue Code unless otherwise noted.

If the parent corporation of a U.S.General Instructions Where To File consolidated tax group files Form 1120
If the corporation is required to file (or and files Schedule M-3, each memberWhat’s New voluntarily files) Schedule M-3 (Form of the group must file a Schedule M-3.

• Certain instructions for Schedule 1120), the corporation must file Form However, if the parent corporation of a
M-3, Parts I, II, and III, have been 1120 and all attachments and U.S. consolidated tax group files Form
clarified. Complete only one Schedule schedules, including Schedule M-3 1120 and any member of the group
M-3, Part I, for a consolidated group. (Form 1120), with the Department of files Form 1120-PC, U.S. Property and
Both Schedule M-3, Parts II and III, the Treasury, Internal Revenue Service Casualty Insurance Company Income
must indicate the name and Employer Center, Ogden, UT 84201-0012. Tax Return, or Form 1120-L, U.S. Life
Identification Number (EIN) of the Insurance Company Income Tax
common parent and, if applicable, the Return, that member must file ScheduleWho Must Filesubsidiary name and EIN. See the Note M-3 (Form 1120-PC) or Schedule M-3• Any domestic corporation or group ofunder Consolidated Schedule M-3 (Form 1120-L), respectively, and thecorporations required to file Form 1120,Versus Consolidating Schedules M-3 group must comply with the mixedU.S. Corporation Income Tax Return,for Form 1120 Groups on page 4, for group consolidated Schedule M-3that reports on Schedule L of Formmore information. instructions under Schedule M-31120 total assets at the end of the

Consolidation for Mixed Groups (1120/corporation’s tax year that equal orInstructions have been added for the L/PC) on page 4. A mixed group mustexceed $10 million must complete andfollowing new lines on Part I of also file Form 8916, Reconciliation offile Schedule M-3 instead of ScheduleSchedule M-3 (Form 1120). Schedule M-3 Taxable Income with TaxM-1, Reconciliation of Income (Loss)• Schedule M-3, Part 1, line 4b, is used Return Taxable Income for Mixedper Books With Income per Return.to report the accounting standard used Groups.• A corporation filing ain computing the worldwide
non-consolidated Form 1120 thatconsolidated net income (loss) stated in If the parent company of a U.S.reports on Schedule L of Form 1120Part I, line 4a. See page 7. consolidated tax group files Form 1120total assets that equal or exceed $10• Schedule M-3, Part I. 7a, is used to and any member of the group filesmillion must complete and file Schedulereport the income (loss) for any foreign Form 1120-PC or Form 1120-L and theM-3 instead of Schedule M-1 and mustdisregarded entity that is not included in consolidated Schedule L reported in thecheck box (1) Non-consolidated return,Part 1, line 4a, but which is included in return includes the assets of all of theat the top of page 1 of Schedule M-3.Part 1, line 11. See page 9. companies (the insurance companies• Any U.S. consolidated tax group• Schedule M-3, Part 1, line 12, is used as well as the non-insuranceconsisting of a U.S. parent corporationto report the total assets and liabilities companies), in order to determine if theand additional includible corporationsof the entities included or removed on group meets the $10 million thresholdlisted on Form 851, AffiliationsPart I, lines 4, 5, 6, and 7. See page 11. test for the requirement to file ScheduleSchedule, required to file Form 1120,

M-3, use the amount of total assetsthat reports on Schedule L of FormPurpose of Schedule reported on Schedule L of the1120 total consolidated assets at the
consolidated return. If the parentSchedule M-3, Part I, asks certain end of the tax year that equal or exceed
company of a U.S. consolidated taxquestions about the corporation’s $10 million must complete and file
group files Form 1120 and any memberfinancial statements and reconciles Schedule M-3 instead of Schedule M-1,
of the group files Form 1120-PC orfinancial statement net income (loss) for and must check box (2) Consolidated
Form 1120-L and the consolidatedthe corporation (or consolidated return (Form 1120 only), or box (3)
Schedule L reported in the return doesfinancial statement group, if applicable), Mixed 1120/L/PC group, as applicable,
not include the assets of one or more ofas reported on Part I, line 4a, to net at the top of page 1 of Schedule M-3.
the insurance companies in the U.S.income (loss) of the corporation for U.S.
consolidated tax group, in order toA U.S. corporation filing Form 1120taxable income purposes, as reported
determine if the group meets the $10that is not required to file Schedule M-3on Part I, line 11.
million threshold test, use the sum ofmay voluntarily file Schedule M-3
the amount of total assets reported onSchedule M-3 Parts II and III instead of Schedule M-1. A corporation
the consolidated Schedule L plus thereconcile financial statement net filing Schedule M-3 must check Item A,
amounts of all assets reported onincome (loss) for the U.S. corporation box (4) on Form 1120, page 1,
Forms 1120-PC and 1120-L that are(or consolidated tax group, if indicating that Schedule M-3 is
included in the consolidated return butapplicable), as reported on Schedule attached, whether required or voluntary.

Cat. No. 38103Y



Page 2 of 25 Instructions for Schedule M-3 (Form 1120) 12:37 -  5-FEB-2009

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

not included on the consolidated total year-end assets of $25 million. A income statements and related
Schedule L. is not required to file a U.S. income tax non-tax-basis balance sheets to be

return. B files a separate U.S. income used in the preparation of ScheduleNote. Schedule M-3 is not required for
tax return and reports separate M-3 and of Form 1120, Schedule L.taxpayers filing Form 1120-REIT, U.S.
company total year-end assets on itsIncome Tax Return for Real Estate
Schedule L of $12 million. C files a Other Form 1120Investment Trusts; Form 1120–RIC,
consolidated U.S. income tax returnU.S. Income Tax Return for Regulated
with D and, after eliminating Schedules Affected byInvestment Companies; Form 1120-H,
intercompany transactions between CU.S. Income Tax Return for Schedule M-3and D, reports consolidated totalHomeowners Associations; and Form
year-end assets on Schedule L of $8 Requirements1120-SF, U.S. Income Tax Return for
million. B is required to file ScheduleSettlement Funds. Report on Schedules L, M-2, and FormM-3 because its total year-end assets

1120, page 1, amounts for the U.S.There is a unique Schedule M-3 for reported on Schedule L exceed $10
corporation or, if applicable, the U.S.taxpayers required to file Form 1065, million. The CD U.S. consolidated tax
consolidated tax group.U.S. Return of Partnership Income; group is not required to file Schedule

Form 1120S, U.S. Income Tax Return M-3 because its total year-end assets Schedule Lfor an S Corporation; Form 1120-F, do not exceed $10 million.
If a non-tax-basis income statementU.S. Income Tax Return of a Foreign
and related non-tax-basis balanceCorporation; and for Forms 1120-PC or
sheet is prepared for any purpose for aOther Issues Affecting1120-L.
period ending with or within the tax

Cooperatives filing Form 1120-C, Schedule M-3 Filing year, Schedule L must be prepared
U.S. Income Tax Return for showing non-tax-basis amounts. SeeRequirementsCooperative Associations, that report the instructions for Part I, line 1, for the
end of year assets of $10 million or If a corporation was required to file discussion of non-tax-basis income
more must complete Schedule M-3 Schedule M-3 for the preceding tax statements and related non-tax-basis
(Form 1120) instead of Schedule M-1. year, but reports on Form 1120, page balance sheets prepared for any

1, Item D, and on Schedule L of Form purpose and the impact on theFor insurance companies included in
1120 total consolidated assets at the selection of the income statement usedthe consolidated U.S. income tax
end of the current tax year of less than for Schedule M-3 and the relatedreturn, see the instructions for Part I,
$10 million, the corporation is not non-tax-basis balance sheet amountslines 10 and 11, and Part II, line 7, for
required to file Schedule M-3 for the that must be used for Schedule L.guidance on Schedule M-3 reporting of
current tax year. The corporation mayintercompany dividends and statutory Total assets shown on Schedule L,either (a) file Schedule M-3, or (b) fileaccounting adjustments. line 15, column (d) (or, in the case ofSchedule M-1, for the current tax year.

some consolidated mixed groups with aExample 1. However, if the corporation chooses to
Form 1120 parent and an insurance1. U.S. corporation A owns U.S. file Schedule M-1 for the current tax
subsidiary, the assets reported on Formsubsidiary B and foreign subsidiary F. year, and for a subsequent tax year the
1120, page 1, Item D), must equal theFor its 2008 tax year, A prepares corporation is required to file Schedule
total assets of the corporation (or, in theconsolidated financial statements with M-3, the corporation must complete
case of a U.S. consolidated tax group,B and F that report total assets of $12 Schedule M-3 in its entirety (Part I and
the total assets of all members of themillion. A files a consolidated U.S. all columns in Parts II and III) for that
group listed on Form 851) as of the lastincome tax return with B and reports subsequent tax year.
day of the tax year, and must be thetotal consolidated assets on Schedule L In the case of a U.S. consolidated same total assets reported by theof $8 million. A’s U.S. consolidated tax tax group, total assets at the end of the corporation (or by each member of thegroup is not required to file Schedule tax year must be determined based on U.S. consolidated tax group) in theM-3 for the 2008 tax year. the total year-end assets of all non-tax-basis financial statements, if2. U.S. corporation C owns U.S. includible corporations listed on Form any, used for Schedule M-3. If thesubsidiary D. For its 2008 tax year, C 851, net of eliminations for corporation prepares non-tax-basisprepares consolidated financial intercompany transactions and financial statements, Schedule L muststatements with D, but C and D file balances between the includible equal the sum of the financialseparate U.S. income tax returns. The corporations. In addition, for purposes statement total assets for eachconsolidated accrual basis financial of determining whether the corporation corporation listed on Form 851 andstatements for C and D report total (or U.S. consolidated tax group) has included in the consolidated U.S.assets at the end of the tax year of $12 total assets at the end of the current tax income tax return (includiblemillion after intercompany eliminations. year of $10 million or more, the corporation) net of eliminations forC reports separate company total corporation’s total consolidated assets intercompany transactions betweenyear-end assets on its Schedule L of $7 must be determined on an overall includible corporations. If themillion. D reports separate company accrual method of accounting unless corporation does not preparetotal year-end assets on its Schedule L both of the following apply: (a) the tax non-tax-basis financial statements,of $6 million. Neither C nor D is returns of all includible corporations in Schedule L must be based on therequired to file Schedule M-3 for the the U.S. consolidated tax group are corporation’s books and records. The2008 tax year. prepared using an overall cash method Schedule L balance sheet can show3. Foreign corporation A owns 100 of accounting, and (b) no includible tax-basis balance sheet amounts if thepercent of both U.S. corporation B and corporation in the U.S. consolidated tax corporation is allowed to use books andU.S. corporation C. C owns 100 percent group prepares or is included in records for Schedule M-3 and theof U.S. corporation D. For its 2008 tax financial statements prepared on an corporation’s books and records reflectyear, A prepares a consolidated accrual basis. only tax-basis amounts.worldwide financial statement for the

ABCD consolidated group. The ABCD Note. See the instructions for Part I, Generally, total assets at the
consolidated financial statement reports line 1, for a discussion of non-tax-basis beginning of the year (Schedule L, line
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15, column (b)) must equal total assets the treatment of the entity for U.S. partnership interests owned or deemed
at the close of the prior year (Schedule income tax purposes. An entity that to be owned under these instructions
L, line 15, column (d)). For each generally is disregarded as separate by the trust or nominee arrangement.
Schedule L balance sheet item reported from its owner for U.S. income tax

A reportable entity partner withfor which there is a difference between purposes (disregarded entity) must not
respect to a partnership (as definedthe current opening balance sheet be separately reported on Schedule
above) must report the following to theamount and the prior closing balance M-3 except, if required, on Part I, line
partnership within 30 days of firstsheet amount attach a schedule that 7a or 7b. On Schedule M-3, Parts II
becoming a reportable entity partnerreports the balance sheet item, the and III, any item of income, gain, loss,
and, after first reporting to theprior closing amount, the current deduction, or credit of a disregarded
partnership under these instructions,opening amount, and a short entity must be reported as an item of its
thereafter within 30 days of the date ofexplanation of the change. Such owner. In particular, the income or loss
any change in the interest it owns or isreasons for these differences include of a disregarded entity must not be
deemed to own, directly or indirectly,mergers and acquisitions. reported on Part II, lines 9, 10, or 11 as
under these instructions, in thefrom a separate partnership or otherFor purposes of measuring total partnership.pass-through entity. The financialassets at the end of the year, the statement income or loss of a 1. Name.corporation’s assets may not be netted disregarded entity is included on Part I, 2. Mailing address.or reduced by the corporation’s line 7a or 7b, only if its financial 3. Taxpayer identification numberliabilities. In addition, total assets may statement income or loss is included on (TIN or EIN), if applicable.not be reported as a negative amount. Part I, line 11, but not on Part I, line 4a. 4. Entity or organization type.If Schedule L is prepared on a

5. State or country in which it isnon-tax-basis method, an investment in Reportable Entity Partner organized.a partnership may be shown as
6. Date on which it first became aReporting Responsibilitiesappropriate under the corporation’s

reportable entity partner.non-tax-basis method of accounting, A reportable entity partner with respect 7. Date with respect to which it isincluding, if required by the to a partnership filing Form 1065 is an reporting a change in its ownershipcorporation’s reporting methodology, entity that: (1) owns or is deemed to interest in the partnership, if applicable.the equity method of accounting for own, directly or indirectly, under these 8. The interest in the partnership itinvestments. If Schedule L is prepared instructions a 50 percent or greater owns or is deemed to own in theon a tax-basis, an investment by the interest in the income, loss or capital of partnership, directly or indirectly (ascorporation in a partnership must be the partnership on any day of the tax defined under these instructions) as ofshown as an asset and measured by year; and (2) was required to complete the date with respect to which it isthe corporation’s adjusted basis in its Schedule M-3 on its most recently filed reporting.partnership interest. Any liabilities U.S. income tax return or return of 9. Any change in that interest as ofcontributing to such adjusted basis income filed prior to that day. the date with respect to which it ismust be shown on Schedule L as
reporting.For the purposes of thesecorporate liabilities.

instructions, the following rules apply.
The reportable entity partner must1. The parent corporation of aSchedule M-2 retain copies of required reports itconsolidated tax group is deemed toThe amount shown on Schedule M-2, makes to partnerships under theseown all corporate and partnershipline 2, Net income (loss) per books, instructions. Each partnership mustinterests owned or deemed to bemust equal the amount shown on retain copies of the required reports itowned under these instructions by anySchedule M-3, Part I, line 11. Schedule receives under these instructions frommember of the tax consolidated group.M-2 must reflect activity only of reportable entity partners.2. The owner of a disregarded entitycorporations included in the Example 2.is deemed to own all corporate andconsolidated U.S. income tax return.

partnership interests owned or deemed 1. A, an LLC filing a Form 1065 for
to be owned under these instructions 2008, is owned 50 percent by U.S.Consolidated Return
by the disregarded entity. corporation Z. A owns 50 percent of B,(Form 1120, Page 1) 3. The owner of 50 percent or more C, D, and E, which are also LLCs filing

Report on Form 1120, page 1, each of a corporation by vote on any day of a Form 1065 for calendar year 2008. Z
item of income, gain, loss, expense, or the corporation tax year is deemed to was first required to complete Schedule
deduction net of elimination entries for own all corporate and partnership M-3 (Form 1120) for its corporate tax
intercompany transactions between interests owned or deemed to be year ended December 31, 2007, and
includible corporations. The corporation owned under these instructions by the filed its Form 1120 with Schedule M-3
must not report as dividends on Form corporation during the corporation tax for 2007 on September 15, 2008. As of
1120, Schedule C, any amounts year. September 16, 2008, Z was a
received from an includible corporation. 4. The owner of 50 percent or more reportable entity partner with respect to
In general, dividends received from an of partnership income, loss, or capital A and, through A, with respect to B, C,
includible corporation must be on any day of the partnership tax year D, and E. On October 5, 2008, Z
eliminated in consolidation rather than is deemed to own all corporate and reports to A, B, C, D, and E, as it is
offset by the dividends-received partnership interests owned or deemed required to do within 30 days of
deduction. to be owned under these instructions September 16, that Z is a reportable

by the partnership during the entity partner directly owning (with
partnership tax year. respect to A) or deemed to ownEntity Considerations for

5. The beneficial owner of 50 indirectly (with respect to B, C, D, andSchedule M-3 percent or more of the beneficial E) a 50 percent interest. Therefore,
For purposes of Schedule M-3, interest of a trust or nominee because Z was a reportable entity
references to the classification of an arrangement on any day of the trust or partner for 2008, each of A, B, C, D,
entity (for example, as a corporation, a nominee arrangement tax year is and E is required to complete Schedule
partnership, or a trust) are references to deemed to own all corporate and M-3 (Form 1065) for 2008, regardless
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of whether they would otherwise be A U.S. consolidated tax group must that is not an insurance company; or (b)
file a consolidated Schedule M-3. Parts both a life insurance company and arequired to complete Schedule M-3 for
I, II, and III of the consolidated property and casualty insurancethat year.
Schedule M-3 must reflect the activity company; or (c) a life insurance2. P, a U.S. corporation, is the
of the entire U.S. consolidated tax company, a property and casualtyparent of a financial consolidation group
group. The parent corporation also insurance company, and a corporationwith 50 domestic subsidiaries DS1
must complete Parts II and III of a that is not an insurance company.through DS50 and 50 foreign
separate Schedule M-3 to reflect thesubsidiaries FS1 through FS50, all 100 Mixed group consolidation for
parent’s own activity. In addition, Partspercent owned on September 16, 2008. Schedule M-3, Parts II and III, requires
II and III of a separate Schedule M-3 (a) subgroup sub-consolidation of theOn September 15, 2008, P filed a
must be completed by each includible 1120 subgroup, the 1120-PC subgroup,consolidated tax return on Form 1120
corporation to reflect the activity of that and the 1120-L subgroup, each with itsand was required to complete Schedule
includible corporation. Lastly, it own sub-consolidated Schedule M-3,M-3 for the tax year ending December
generally will be necessary to complete Parts II and III, and (b) consolidation of31, 2007. On September 16, 2008,
Parts II and III of a separate Schedule the subgroup sub-consolidation totalsDS1, DS2, DS3, FS1, and FS2 each
M-3 for consolidation eliminations. on a consolidated Schedule M-3, Part IIacquires a 10 percent partnership

that ties to a consolidated ScheduleIf a U.S. consolidated tax group thatinterest in partnership K which files
M-3, Part I, and a consolidated Formis not a mixed group consists of fourForm 1065 for the tax year ending
8916, Reconciliation of Schedule M-3includible corporations (the parent andDecember 31, 2008. P is deemed to
Taxable Income with Tax Returnthree subsidiaries) all filing Form 1120,own, directly or indirectly (under these
Taxable Income for Mixed Groups.the U.S. consolidated tax group mustinstructions) all corporate and

complete six Schedules M-3 as follows:partnership interests of DS1, DS2, DS3, In addition to one Schedule M-3,
• One consolidated Schedule M-3 withas the parent of the tax consolidation Part II, and one Schedule M-3, Part III,
Parts I, II, and III completed to reflect for each corporation in the threegroup and therefore is deemed to own
the activity of the entire U.S. subgroup sub-consolidations, there will30 percent of K on September 16,
consolidated tax group. be generally a total of six additional2008. P is deemed to own, directly or • Parts II and III of a separate Schedule M-3, Parts II, and sixindirectly, (under these instructions) all
Schedule M-3 for each of the four additional Schedule M-3, Parts III, forcorporate and partnership interests of
includible corporations to reflect the the subgroup sub-consolidations.FS1 and FS2 as the owner of 50
activity of each includible corporation. Specifically, there must be one Part IIpercent or more of each corporation by • Parts II and III of a separate and one Part III for each subgroup’svote and therefore is deemed to own 20
Schedule M-3 to eliminate sub-consolidated amounts and one Partpercent of K on September 16, 2008. P
intercompany transactions between II and one Part III for each subgroup’sis therefore deemed to own 50 percent
includible corporations and to include sub-consolidation eliminationsof K on September 16, 2008. Since P
limitations on deductions (charitable amounts.owns or is deemed to own, directly or
contribution limitations and capital lossindirectly, (under these instructions) 50 At the mixed group consolidatedlimitations) and carryover amountspercent or more of K on September 16, level, there must be a consolidated(charitable contribution carryovers and2008, and was required to complete Schedule M-3, Part II, and, ifcapital loss carryovers).Schedule M-3 on its most recently filed applicable, a Part II for consolidationSee Completion of Schedule M-3 andU.S. income tax return filed prior to that eliminations not includible in theCertain Allocations, Limitations, anddate. P is a reportable entity partner of subgroup eliminations. At theCarryovers on page 5.K as of September 16, 2008. On consolidated level, there must also be a
Note. Complete only one ScheduleOctober 5, 2008, P reports to K, as it is consolidated Schedule M-3, Part I, and
M-3, Part I, for each consolidatedrequired to do, that P is a reportable a consolidated Form 8916. For a mixed
group. A subsidiary of a consolidatedentity partner as of September 16, group, there is no Schedule M-3, Part
group does not complete Schedule2008, deemed to own (under these III, at the consolidated level.
M-3, Part I. Enter on Schedule M-3,instructions) a 50 percent interest in K. The corporation must check thePart I, the name and EIN of theK is therefore required to complete applicable mixed group checkboxes oncommon parent of the consolidatedSchedule M-3 when it files its Form all Schedules M-3, Parts I, II, and III, asgroup. Indicate on Schedule M-3, Parts1065 for its tax year ending December discussed below.II and III, on the line after the common31, 2008.
parent’s name and EIN, whether the Subgroup Sub-Consolidation:
Schedule M-3, Parts II and III, is for the: 1120 Subgroup, 1120-PC
(1) consolidated group; (2) parent Subgroup, and 1120-LConsolidated Schedule corporation; (3) consolidation Subgroupeliminations; or (4) subsidiaryM-3 Versus A subgroup Schedule M-3, Parts II andcorporation, by checking the

III, sub-consolidation must be preparedConsolidating Schedules appropriate box. If Schedule M-3, Parts
with all necessary eliminations withinII and III, are for a subsidiary in aM-3 for Form 1120 the subgroup for each of the threeconsolidated return, also enter the
possible subgroups that are in factname and EIN of the subsidiary.Groups present: one subgroup for those

A consolidated tax return group with a corporations reporting on Form 1120;Schedule M-3 Consolidation
parent corporation that files a Form one subgroup for those corporationsfor Mixed Groups (1120/L/1120 is a mixed group if any member is reporting on Form 1120-PC; and one

PC)a life insurance company (files using subgroup for those reporting on Form
Form 1120-L) or a property and Special Schedule M-3 consolidation 1120-L. The parent corporation is
casualty insurance company (files using rules apply to a mixed group, that is, a included in the subgroup that
1120-PC). See Schedule M-3 consolidated tax group that includes: corresponds to the form on which it
Consolidation for Mixed Groups (1120/ (a) both a corporation that is an reports and the entire consolidated
L/PC) below. insurance company and a corporation group files. For example, in the case of
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a Form 1120 parent and Form 1120 consolidated Part II, lines 1 through 28, 1120/L/PC group, and box (6) 1120-L
consolidated group, the parent is are blank and no consolidated Part III is group for the sub-consolidation, and by
included in the Form 1120 subgroup required to be completed. checking box (5) Mixed 1120/L/PC
sub-consolidation. Each subgroup uses group, and box (7) 1120-L eliminationsFor mixed groups, the consolidated
its own Schedule M-3 (Forms 1120, for the eliminations.Part II, line 30, column (a), must equal
1120-PC, or 1120-L), Parts II and III, for Part I, line 11, with appropriate A mixed group with a Form 1120
each corporation within the subgroup adjustments for statutory accounting parent corporation completes a
and for the subgroup sub-consolidation requirements reflected on Part I, line consolidated level Schedule M-3 (Form
and the subgroup eliminations. 10b. The consolidated taxable income 1120), Parts I and II, and a

indicated on Part II, line 30, column (d), consolidated Form 8916. The mixedThe three subgroup
must equal the amount shown on Form group consolidated Schedule M-3, Partsub-consolidation taxable income
8916, line 1. Form 8916, line 8, must II, must be indicated by checking boxcalculations on Schedule M-3 must
equal taxable income reported on the (1) Consolidated group, and box (5)follow the separate return requirements
tax return. Mixed 1120/L/PC group. (If aof the regulation under Section 1502

consolidated level Part II forand all other applicable regulations Completion of Mixed Group
consolidation eliminations not includibletaking into account the amounts Checkboxes for Schedule M-3, in the subgroup eliminations isseparately reported on Form 8916. Part II and Part III applicable, that Part II must beCapital loss limitation and carryforward
indicated by checking box (3)used and charitable deduction limitation Note. The following discussion of
Consolidated eliminations, and box (5)and carryforward used are not taken checkboxes will assume that the 1120
Mixed 1120/L/PC group.)into account in the determination of the subgroup includes the corporate parent

three subgroup sub-consolidated of the mixed group. Life/Non-Life Loss Limitationtaxable incomes on Schedule M-3, but Forms 1120, 1120-PC, and 1120-L, and Carryforward Usedare reflected on Form 8916 and in the Schedule M-3, Parts II and III, each Calculationscalculation of the life/non-life loss have a checkbox (5) at the toplimitation and carryforward used. See The applicable life/non-life lossindicating a mixed group. Checkbox (5)Life/Non-Life Loss Limitation and limitation and all carryforward usedand one or more other applicableCarryforward Used Calculations  on this calculations are made using thecheckboxes must be checked.page. amounts determined for taxable income
For example, an 1120 parent in the three subgroupThe reconciliation totals for book, corporation included in the 1120 sub-consolidations and other applicabletemporary difference, permanent subgroup must check Schedule M-3 amounts separately reported on Formdifference, and taxable income for each (Form 1120), Parts II and III, box (2) 8916. The calculated life/non-life losssubgroup are reported on Forms 1120, Parent corporation, and box (5) Mixed limitation or carryforward used1120-PC, or 1120-L, as applicable, 1120/L/PC group. An 1120 subsidiary amounts, if any, are not entered onSchedule M-3, Part II, line 29a, corporation within the 1120 subgroup Schedule M-3. The calculated amounts,columns (a), (b), (c), and (d), and equal must check Schedule M-3 (Form 1120), if any, are entered on Form 8916.the sum of the line amounts on Part II, Parts II and III, box (4) Subsidiary

lines 26 through 28. For a mixed group, corporation, and box (5) Mixed 1120/L/ Completion of ScheduleSchedule M-3, Part II, lines 29b, 29c, PC group. An 1120-PC subsidiary
and 30 are blank on the Forms 1120, corporation within the 1120-PC M-3 and Certain1120-PC, or 1120-L, as applicable, for subgroup must check Schedule M-3
the separate corporations (parent and Allocations, Limitations,(Form 1120-PC), Parts II and III, box
subsidiary) and for the three subgroup (4) Subsidiary corporation, and box (5) and Carryoverssub-consolidations. Mixed 1120/L/PC group. An 1120-L

A corporation (or any member of a U.S.subsidiary corporation within the 1120-LReconciliation of Mixed Group consolidated tax group) required to filesubgroup must check Schedule M-3Subgroup Sub-Consolidation Schedule M-3 must complete the form(Form 1120-L), Parts II and III, box (4)
Amounts to Schedule M-3, Part in its entirety. In particular, aSubsidiary corporation, and box (5)
I, line 11, and To Tax Return corporation filing a nonconsolidatedMixed 1120/L/PC group.

return that meets the filing requirementsTaxable Income The 1120 subgroup
for Schedule M-3 must complete PartsAt the consolidated level, use the sub-consolidation Schedule M-3 (Form
I, II, and III. Such a corporation doesSchedule M-3 (Forms 1120, 1120-PC, 1120), Parts II and III, must be
not check any of the checkboxes at theor 1120-L), Parts I and II, that matches indicated by checking box (5) Mixed
top of Parts II and III. In the case of athe form on which the parent 1120/L/PC group, and box (6) 1120
U.S. consolidated tax group, Part Icorporation reports and the entire group for the sub-consolidation, and by
must be completed once, on theconsolidated group files. For a mixed checking box (5) Mixed 1120/L/PC
consolidated Schedule M-3, by thegroup, the consolidated Schedule M-3, group, and box (7) 1120 eliminations
parent corporation. Parts II and III mustPart II, lines 29a, 29b, and 29c, report for the eliminations. The 1120-PC
be completed by the parent corporation,the applicable amounts from the three subgroup sub-consolidation Form
each includible corporation, and asubgroup sub-consolidation Part II, line 1120-PC, Schedule M-3, Parts II and
consolidating eliminations entity.29a, amounts. (If a consolidated level III, must be indicated by checking box

Part II for consolidation eliminations not (5) Mixed 1120/L/PC group, and box (6) At the time the Form 1120 is filed, all
includible in the subgroup eliminations 1120-PC group for the applicable questions must be answered
is applicable, the applicable amounts sub-consolidation, and by checking box on Part I, all columns must be
must be adjusted by the applicable (5) Mixed 1120/L/PC group, and box (7) completed on Parts II and III, and all
elimination amounts.) The consolidated 1120-PC eliminations for the numerical data required by Schedule
Schedule M-3, Part II, line 30, amounts eliminations. The 1120-L subgroup M-3 must be provided. Any schedule
are the sum of the applicable amounts sub-consolidation Schedule M-3 (Form required to support a line item on
on the consolidated Part II, lines 29a, 1120-L), Parts II and III, must be Schedule M-3 must be attached at the
29b, and 29c. For a mixed group, the indicated by checking box (5) Mixed time Schedule M-3 is filed and must
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provide the information required for that statement and no non-tax-basis
balance sheet were prepared for anyline item. Specific Instructions
purpose and the books and records of

All detailed schedules for Part II and the corporation reflect only tax-basisfor Part I
Part III of Schedule M-3 must be amounts. The corporation is deemed to
attached for each separate entity have non-tax-basis income statementsPart I. Financial and the related non-tax-basis balanceincluded in the consolidated Part II and

sheets for the current tax year forPart III, including those for the parent Information and Net
purposes of Schedule M-3 andcompany and the eliminations entity, if Income (Loss) Schedule L if such non-tax-basisapplicable. It is not required that the
financial statements were prepared forsame supporting detailed information Reconciliation and presented to management,be presented for Part II and Part III of
creditors, shareholders, governmentthe consolidated Schedule M-3. When To Complete Part I regulators, or any other third parties for

Part I must be completed for any tax a period ending with or within the taxIf an item attributable to an includible
year for which the corporation files year.corporation is not shared by or
Schedule M-3. Check either box (1)allocated to the appropriate member of If a Form 10-K is filed with the SECNon-consolidated return, (2)the group but is retained in the parent for the period ending with or within theConsolidated return (Form 1120 only),corporation’s financial statements (or tax year, the corporation must checkor (3) Mixed 1120/L/PC group, as

books and records, if applicable), then “Yes” for Part I, line 1a, and use thatapplicable. In addition, check box (4),
the item must be reported by the parent income statement for Schedule M-3. IfDormant subsidiaries schedule
corporation in its separate Schedule Form 10-K is not filed and aattached, if applicable.
M-3. For example, if the parent of a non-tax-basis income statement is
U.S. consolidated tax group prepares prepared that is a certifiedLine 1. Questions Regarding

non-tax-basis income statement for thefinancial statements that include all the Type of Income period ending with or within the taxmembers of the U.S. consolidated tax Statement Prepared year, the corporation must check “Yes”group and the parent does not allocate
for Part I, line 1b, and use that incomeFor Part I, lines 1 through 12, use onlythe group’s income tax expense as
statement for Schedule M-3. If Formthe financial statements of the U.S.reflected in the financial statements
10-K is not filed and no certifiedcorporation filing the U.S. income taxamong the members of the group but
non-tax-basis income statement isreturn (the consolidated financialretains it in the parent corporation, the
prepared but an unauditedstatements for the U.S. parentparent corporation must report on its
non-tax-basis income statement iscorporation of a U.S. consolidated taxseparate Schedule M-3 the U.S.
prepared for the period ending with orgroup). If the U.S. corporation filing aconsolidated tax group’s income tax within the tax year, the corporationU.S. income tax return (or the U.S.expense as reflected in the financial must check “Yes” for Part I, line 1c, andparent corporation of a U.S.

statements. use that income statement for Scheduleconsolidated tax group) prepares its
M-3.own financial statements but isAny adjustments made at the

controlled by another corporation (U.S.consolidated group level that are not Order of priority in accountingor foreign) that prepares financialattributable to any specific member of standards.  If no Form 10-K is filedstatements that include the U.S.
the U.S. consolidated tax group (for and two or more non-tax-basis incomecorporation, the U.S. corporation (or the

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

1. U.S. Generally Acceptedthe consolidated Schedule M-3 and on If a non-publicly traded U.S. parent Accounting Principles (GAAP).the consolidating Schedule M-3 for corporation of a U.S. consolidated tax 2. International Financial Reportingconsolidation eliminations (or on Form group prepares financial statements Standards (IFRS).8916 in the case of a mixed group). and that group includes a publicly
3. Any other Internationaltraded subsidiary that files financialIf an includible corporation has: (1) Accounting Standards (IAS).statements with the Securities andno activity for the tax year (for example, 4. Statutory accounting forExchange Commission (SEC), the

because the corporation is a dormant insurance companies.consolidated financial statements of the
or inactive corporation); (2) no amount 5. Other regulatory accrualparent corporation are the appropriate
for the corporation to include in Part I, accounting.financial statements for purposes of
line 11; and (3) the corporation has no 6. Any other accrual accountingcompleting Part I. Do not use any
amounts to report on Part II and Part III standard.separate company financial statements
of Schedule M-3 for the tax year; the that might be prepared for publicly 7. Any fair market value standard.
parent corporation of the U.S. traded subsidiaries. 8. Any cash basis standard.
consolidated tax group may attach to

Non-Tax-Basis Financialthe consolidated Schedule M-3 a If no non-tax-basis income statementStatements and Tax-Basisstatement that provides the name and is certified and two or more
Financial StatementsEIN of the includible corporation in lieu non-tax-basis income statements are

of filing a blank Part II and Part III of prepared, the income statementA tax-basis income statement is
Schedule M-3 for such entity. On Part I, prepared according to the first listed ofallowed for Schedule M-3, and a
check box (4), Dormant subsidiaries the accounting standards listed abovetax-basis balance sheet for Schedule L,

shall be used.schedule attached. only if no non-tax-basis income
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If no non-tax-basis financial 5. Other (Specify).Line 3. Questions Regarding
statements are prepared for a U.S. Publicly Traded Voting Report on Part I, lines 5a through 10,corporation (or, in the case of a U.S.

as instructed below, all adjustmentCommon Stockconsolidated tax group, for the U.S.
amounts required to adjust worldwideThe primary U.S. publicly traded votingparent corporation’s consolidated
net income (loss) reported on this Partcommon stock class is the most widelygroup) filing Schedule M-3 (Form
I, line 4a (whether from financialheld or most heavily traded within the1120), the U.S. corporation (or the U.S.
statements or books and records), toU.S. as determined by the corporation.parent corporation of a U.S. net income (loss) of includibleIf the corporation has more than oneconsolidated tax group) must check corporations that must be reported onclass of publicly traded voting common“No” on questions 1a, 1b, and 1c, skip Part I, line 11.stock, attach a list of the classes ofPart I, lines 2a through 3c, and enter

Report on line 12a the worldwidepublicly traded voting common stockthe net income (loss) per the books and
consolidated total assets and totaland the trading symbol and therecords of the U.S. corporation (or U.S.
liabilities amounts for the corporationnine-digit CUSIP number of each class.consolidated tax group) on Part I,
using the same financial statements (orline 4a. Line 4a. Worldwide books and records) used for the
worldwide consolidated income (loss)Consolidated Net Income

If no non-tax-basis financial amount reported on Part 1, line 4a.(Loss) per Income Statementstatements are prepared for a U.S.
If a U.S. corporation: (a) has netReport on Part I, line 4a, the worldwidecorporation (or, in the case of a U.S.

income (loss) included on Part I, lineconsolidated net income (loss) per theconsolidated tax group, for the U.S. 4a, and removed on Part I, line 6a orincome statement (or books andparent corporation’s consolidated 6b, on another U.S. corporation’srecords, if applicable) of thegroup) filing Schedule M-3 (Form Schedule M-3; (b) files its own Formcorporation. A corporation filing a1120), and the U.S. corporation is 1120 (separate or consolidated); (c)non-consolidated Form 1120 for itselfowned by a foreign corporation that does not have a separate non-tax-basismust report its worldwide income onprepares financial statements that financial statement (certified orPart I, line 4a.includes the U.S. corporation (or the otherwise) of its own; and (d) reports on
In completing Schedule M-3, theU.S. parent corporation’s consolidated Schedule L of its own Form 1120 total

corporation must use financialgroup), the U.S. corporation (or the consolidated assets that equal or
statement amounts from the financialU.S. parent corporation of the U.S. exceed $10 million at the end of the
statement type checked “Yes” on Part I,consolidated tax group) must enter “No” corporation’s tax year, the corporation
line 1, or from its books and records ifon questions 1a, 1b, and 1c, skip Part I, must answer questions 1a, 1b, and 1c
Part I, line 1c is checked “No.” If Part I,lines 2a through 3c, and enter the net of Part I as appropriate for its own Form
line 1a, is checked “Yes,” report on Partincome (loss) per the books and 1120 and must report on Part I, line 4a,
I, line 4a, the net income amount the amount for the corporation’s netrecords of the U.S. corporation (or U.S.
reported in the income statement income (loss) that is removed on Part I,consolidated tax group) on Part I, presented to the SEC on the line 6a or 6b, of the other corporation’sline 4a. corporation’s Form 10-K (the Form Schedule M-3. However, if in the
10-K for the security identified on Part I, circumstances described immediately
line 3b, if applicable).Line 2. Questions Regarding above, the corporation does have

If a corporation prepares separate non-tax-basis financialIncome Statement Period
non-tax-basis financial statements, the statements (certified or otherwise) of itsand Restatements amount on line 4a must equal the own, independent of the amount of the

Enter the beginning and ending dates financial statement net income (loss) for corporation’s net income included in
on line 2a for the corporation’s annual the income statement period ending Part I, line 4a, of the other U.S.
income statement period ending with or with or within the tax year as indicated corporation, the corporation must

on Part I, line 2a.within the current tax year. answer questions 1a, 1b, and 1c of Part
I, as appropriate, for its own FormIf the corporation prepares
1120, based on its own separateThe questions on Part I, lines 2b and non-tax-basis financial statements and
income statement, and must report onthe income statement period differs2c, regarding income statement
Part I, line 4a, the net income amountsfrom the corporation’s tax year, therestatements refer to the worldwide
shown on its separate incomeincome statement period indicated onconsolidated income statement issued
statement.Part I, line 2a, applies for purposes ofby the corporation filing the U.S.

Part I, lines 4a through 8. If line 4a includes net income (loss)income tax return (the consolidated
for a corporation that files Formfinancial statements for the U.S. parent If the corporation does not prepare
1120-PC or Form 1120-L, see thecorporation of a U.S. consolidated tax non-tax-basis financial statements and
instructions for Part I, line 10, forhas checked “No” on Part I, line 1c,group) and used to prepare Schedule
adjustments that may be necessary toenter the net income (loss) per theM-3. Answer “Yes” on lines 2b and/or
reconcile financial statement income tobooks and records of the U.S.2c if the corporation’s annual income
statutory income.corporation or the U.S. consolidated taxstatement has been restated for any

group on Part I, line 4a.reason. Attach a short explanation of Line 5. Net Income (Loss) of
the reasons for the restatement in net Indicate on Part 1, line 4b, which of Nonincludible Foreignthe following accounting standardsincome for each annual income

were used for line 4a. Entitiesstatement period that is restated,
including the original amount and 1. U.S. Generally Accepted Remove the financial net income (line
restated amount of each annual Accounting Principles (GAAP). 5a) or loss (line 5b) of each foreign
statement period’s net income. The 2. International Financial Reporting entity that is included on line 4a and is
attached schedule is not required to Standards (IFRS). not an includible corporation in the U.S.
report restatements on an 3. Statutory. consolidated tax group (nonincludible
entity-by-entity basis. 4. Tax Basis. foreign entity). In addition, on Part I,
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line 8, adjust for consolidation nonincludible U.S. entity and any Part I, line 4a, but is included in Part I,
eliminations and correct for minority includible corporation. Do not remove in line 11 (other disregarded entities).
interest and intercompany dividends Part I the financial net income (loss) of Include on line 7c the financial income
between any nonincludible foreign any nonincludible U.S. entity accounted of any entity not a disregarded entity
entity and any includible corporation. for on line 4a using the equity method. that is not included in the income
Do not remove in Part I the financial net reported on line 4a, but is included on

Attach a supporting schedule thatincome (loss) of any nonincludible line 11 (other includible entities). In
provides the name, EIN, and netforeign entity accounted for on line 4a addition, on Part I, line 8, adjust for
income (loss) included on line 4a that isusing the equity method. consolidation eliminations and correct
removed on this line 6 for each for minority interest and intercompanyAttach a supporting schedule that separate nonincludible U.S. entity. Also, dividends for any other disregardedprovides the name, EIN (if applicable), state the total assets and total liabilities entity or other includible entities.and net income (loss) included on line for each such separate nonincludible

Attach a supporting schedule that4a that is removed on this line 5 for U.S. entity and include those assets
provides the name, EIN, and neteach separate nonincludible foreign and liabilities amounts in the total
income (loss) per the financialentity. Also state the total assets and assets and total liabilities reported on
statement or books and records ontotal liabilities for each such separate Part I, line 12c. The amounts of income
lines 7a, 7b, and 7c for each separatenonincludible U.S. entity and include (loss) detailed on the supporting
other U.S. disregarded entity or otherthose assets and liabilities amounts in schedule should be reported for each
includible entity. Also, state the totalthe total assets and total liabilities separate nonincludible U.S. entity
assets and total liabilities for each suchreported on Part 1, line 12b. The without regard to the effect of
separate included entity and includeamounts of income (loss) detailed on consolidation or elimination entries. If
those assets and liabilities amounts inthe supporting schedule should be there are consolidation or elimination
the total assets and total liabilitiesreported for each separate entries relating to nonincludible U.S.
reported on Part I, line 12d. Thenonincludible foreign entity without entities whose income (loss) is reported
amounts of income (loss) detailed onregard to the effect of consolidation or on the attached schedule that are not
the supporting schedule should beelimination entries. If there are reportable on Part I, line 8, the net
reported for each separate otherconsolidation or elimination entries amounts of all such consolidation and
disregarded entity or other includiblerelating to nonincludible foreign entities elimination entries must be reported on
entity without regard to the effect ofwhose income (loss) is reported on the a separate line on the attached
consolidation or elimination entriesattached schedule that are not schedule, so that the separate financial
solely between or among the entitiesreportable on Part I, line 8, the net accounting income (loss) of each
listed. If there are consolidation oramounts of all such consolidation and nonincludible U.S. entity remains
elimination entries relating to suchelimination entries must be reported on separately stated. For example, if the
disregarded entity or other includiblea separate line on the attached net income (after consolidation and
entities whose income (loss) is reportedschedule, so that the separate financial elimination entries) of a nonincludible
on the attached schedule that are notaccounting income (loss) of each U.S. sub-consolidated group is being
reportable on Part I, line 8, the netnonincludible foreign entity remains reported on line 6a, the attached
amounts of all such consolidation andseparately stated. supporting schedule should report the
elimination entries must be reported onincome (loss) of each separateFor example, if the net income (after a separate line on the attachednonincludible U.S. legal entity fromconsolidation and elimination entries) of schedule, so that the separate financialeach such entity’s own financiala nonincludible foreign accounting income (loss) of each otheraccounting net income statement orsub-consolidated group is being disregarded entity or other includiblebooks and records, and anyreported on line 5a, the attached entity remains separately stated. Forconsolidation or elimination entries (forsupporting schedule should report the example, if the net income (afterintercompany dividends, minorityincome (loss) of each separate consolidation and elimination entries) ofinterests, etc.) not reportable on Part I,nonincludible foreign legal entity from a sub-consolidated group of other U.S.line 8, should be reported on theeach such entity’s own financial disregarded entities is being reportedattached supporting schedule as a netaccounting net income statement or on line 7b, the attached supportingamount on a line separate and apartbooks and records, and any schedule should report the incomefrom lines that report eachconsolidation or elimination entries (for (loss) of each separate other U.S.nonincludible U.S. entity’s separate netintercompany dividends, minority disregarded entity from each entity’sincome (loss).interests, etc.) not reportable on Part I, own financial accounting net incomeline 8, should be reported on the statement or books and records, andLine 7. Net Income (Loss) ofattached supporting schedule as a net any consolidation or elimination entriesamount on a line separate and apart Other Includible Foreign (for intercompany dividends, minorityfrom lines that report each Disregarded Entities, Other interests, etc.) not reportable on Part I,nonincludible foreign entity’s separate line 8, should be reported on theIncludible U.S. Disregardednet income (loss). attached supporting schedule as a netEntities, and amount on a line separate and apartLine 6. Net Income (Loss) of Other Includible Entities from lines that report each other

Nonincludible U.S. Entities includible corporation’s or entity’sInclude on line 7a, 7b, or 7c the
separate net income (loss).Remove the financial net income (line financial net income or (loss) of each

6a) or loss (line 6b) of each U.S. entity foreign or U.S. disregarded entity or
Line 8. Adjustment tothat is included on line 4a and is not an other includible entity that is not

includible corporation in the U.S. included in the consolidated financial Eliminations of Transactions
consolidated tax group (nonincludible group and therefore not included in the Between Includible Entities
U.S. entity). In addition, on Part I, line income reported on Part I, line 4a.

and Nonincludible Entities8, adjust for consolidation eliminations Include on line 7a or 7b financial
and correct for minority interest and income of any disregarded entity that is Adjustments on Part I, line 8, to reverse
intercompany dividends between any not included in the income reported on certain financial accounting
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consolidation or elimination entries are reverse on Schedule M-3, Part I, line 8, from the financial accounting
the elimination of the equity income consolidated net income (loss) reportednecessary to ensure that transactions
inclusion from entity. If the owner on Part I, line 4a. However, anbetween includible entities and
corporation does not account for entity insurance company may be required tononincludible U.S. or foreign entities
on the equity method on its own include certain intercompany dividendsare not eliminated, in order to report the
general ledger, it will not have on Part I, line 11, so that the amountcorrect total amount on Part I, line 11.
eliminated the equity income for reported on Part I, line 11, agrees withAlso, additional consolidation entries
consolidated financial statement statutory accounting net incomeand elimination entries may be
purposes, and therefore will have no (Annual Statement). If the net incomenecessary on Part I, line 8, related to
elimination of equity income to reverse. (loss) of a corporation that files Formtransactions between includible entities

1120-PC or Form 1120-L is included onthat are in the consolidated financial The attached supporting schedule
Part I, line 4a or line 7, and is computedgroup and other disregarded entities for Part I, line 8, must identify the type
on a basis other than statutoryand other includible entities that are not (for example, minority interest,
accounting, include on line 10a thein the consolidated financial group but intercompany dividends, etc.) and
adjustments necessary such that Part I,that are reported on Part I, line 7a, 7b, amount of consolidation or elimination
line 11, includes intercompanyor 7c in order to report the correct total entries reported, as well as the names
dividends in the net income (loss) foramount on Part I, line 11. of the entities to which they pertain. It is
such corporation to the extent requirednot necessary, but it is permitted, toInclude on Part I, line 8, the total of by statutory accounting principles. (Forreport intercompany eliminations thatthe following: (a) amounts of any insurance companies included in thenet to zero on Part I, line 8, such asadjustments to consolidation entries consolidated U.S. income tax return,intercompany interest income andand elimination entries that are see instructions for Part I, line 11, andexpense.contained in the amount reported on Part II, line 7.)

Part I, line 4a, required as a result of Line 9. Adjustment To Statutory accounting for anremoving amounts on Part I, line 5 or 6;
insurance company subsidiary acquiredReconcile Income Statementand (b) amounts of any additional
or merged may require the use of aconsolidation entries and elimination Period To Tax Year financial statement period for incomeentries that are required as a result of Include on line 9 any adjustments reported on Part I, line 11, that differsincluding amounts on Part I, line 7a, 7b, necessary to the income (loss) of from the period reported on Part I, lineor 7c. This is necessary in order that includible corporations to reconcile 4a or line 7. Report on Part I, line 10b,the consolidation entries and differences between the corporation’s adjustments to income because of suchintercompany elimination entries income statement period reported on differences in accounting period.included in the amount reported on Part line 2a and the corporation’s tax year.

For any adjustments reported onI, line 11, are only those applicable to Attach a schedule describing the
Part I, lines 10a, 10b, and 10c, attach athe financial net income (loss) of adjustment.
supporting schedule that provides, forincludible entities for the financial

Statutory accounting for an each corporation to which anstatement period. For example,
insurance company subsidiary acquired adjustment relates: the name and EINadjustments must be reported on line 8
or merged may require the use of a of the corporation; the amount of netto remove minority interest and to
financial statement period for income income included in Part I before anyreverse the elimination of intercompany
reported on Part I, line 11, that differs adjustments on line 10; the amount ofdividends included on Part I, line 4a,
from the period reported on Part I, line net income included on Part I, line 11;that relate to the net income of entities
4a or line 7. Report on Part I, line 10b, the amount of the net adjustment that isremoved on Part I, line 5 or 6, because
adjustments to income because of such attributable to intercompany dividendthe income to which the consolidation
differences in accounting period. adjustments required to be reported byor elimination entries relate has been

statutory accounting and included onremoved. Also, for example, Line 10a. Intercompany Part I, line 10a; the amount of the netconsolidation or elimination entries
Dividend Adjustments To adjustment attributable to othermust be reported on line 8 to reflect any

statutory accounting requirements andminority interest ownership in the net Reconcile to Line 11,
included on Part I, line 10b; and theincome of other disregarded entities or Line 10b. Other Statutory amount of the remainder of the netother includible entities reported on Part

Accounting Adjustments To adjustment not required because ofI, line 7b or 7c, and to eliminate any
statutory accounting and included onintercompany dividends between Reconcile to Line 11, and
Part I, line 10c. If any net adjustment isentities whose income is included on Line 10c. Other Adjustments
included for the corporation on Part I,Part I, line 7b or 7c, and other entities

To Reconcile to Amount on lines 10b or 10c, attach a supplementalincluded in the consolidated U.S.
supporting schedule identifying the lineincome tax return. See Examples 3, 4, Line 11
(10b or 10c), the type of eachand 5 in the instructions for line 11. Include on lines 10a, 10b, and 10c any
adjustment included in the netother adjustments to reconcile netIf a corporate owner of an interest in adjustment, and the amount of eachincome (loss) on Part I, line 4a, throughanother entity: (a) accounts for the adjustment included in the netPart I, line 9, with net income (loss) oninterest in entity in the owner adjustment.Part I, line 11. Include on line 10a thecorporation’s separate general ledger

amount of any intercompany dividendon the equity method, and (b) fully Line 11. Net Income (Loss)adjustment required by statutoryconsolidates entity in the owner per Income Statement ofaccounting. Include on line 10b thecorporation’s consolidated financial
amount of any other required statutory Includible Corporationsstatements, but entity is not includible
accounting adjustment. Include on linein the owner corporation’s consolidated Report on line 11 the net income (loss)
10c the amount of any other adjustmentU.S. income tax return, then, as part of per the income statement (or books
not required by statutory accounting.reversing all consolidation and and records, if applicable) of the

elimination entries for the nonincludible Normally, all intercompany dividends corporation. In the case of a U.S.
entity, the corporate owner must will have been eliminated or excluded consolidated tax group, report the
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consolidated income statement net consolidation entries. P’s SEC Form Example 4.
income (loss) of all corporations listed 10-K includes P, DS1 through DS100 1. U.S. corporation P owns 60% of
on Form 851 and included in the and FS1 through FS50 on a fully corporation DS1 which is fully
consolidated U.S. income tax return for consolidated basis. P files a consolidated in P’s financial
the tax year. Amounts reported in consolidated U.S. income tax return statements. P does not account for
column (a) of Parts II and III (see with DS1 through DS75. DS1 in P’s separate general ledger on
instructions below) must be reported on P must check “Yes” on Part I, line the equity method. DS1 has net income
the same accounting method used to 1a. On Part I, line 4a, P must report the of $100 (before minority interests) and
report the amount of net income (loss) consolidated net income from the SEC pays dividends of $50, of which Pper income statement of includible Form 10-K for the consolidated financial receives $30. The dividend iscorporations on Part I, line 11, which for statement group of P, DS1 through eliminated in the consolidated financialinsurance companies is statutory DS100, and FS1 through FS50. P must statements. In its financial statements,accounting. If an insurance company is remove the net income (loss) of FS1 P consolidates DS1 and includes $60included in a consolidated Form 1120, through FS50 on Part I, line 5a or 5b, of net income ($100 less the minoritythe amount of net income reported on as applicable. P must remove the net interest of $40) on Part I, line 4a.Part I, Line 11, will include the statutory income (loss) before minority interests

P must remove the $100 net incomeaccounting net income for the of DS76 through DS100 on Part I, line
of DS1 on Part I, line 6a. P mustinsurance corporation and the GAAP 6a or 6b, as applicable. P must reverse
reverse on Part I, line 8, the eliminationnet income for the non-insurance on Part I, line 8:
of the $40 minority interest net incomecorporations included in the U.S. a. The elimination of dividends of DS1. In addition, P reverses itsconsolidated tax group. (For insurance received by P and DS1 through DS75 elimination of the $30 intercompanycompanies included in the consolidated from DS76 through DS100 and FS1 dividend in its financial statements onU.S. income tax return, see instructions through FS50; and Part I, line 8. The net result is that Pfor Part I, line 10, and Part II, line 7.)

b. The recognition of minority includes the $30 dividend from DS1 atDo not, in any event, report on this interests’ share of the net income (loss) Part I, line 11, and on Part II, line 7,line 11 the net income of entities not of DS76 through DS100. (Note: The column (a). P’s taxable dividend incomelisted on Form 851 and not included in minority interests’ share, if any, of the from DS1 must be reported on Part II,the consolidated U.S. income tax return income of DS1 through DS75 must be line 7, column (d).for the tax year. For example, it is not reported in Part II, line 8, Minority 2. U.S. corporation C owns 60% ofpermissible to remove the income of interest for includible corporations.)
the capital and profits interests in U.S.nonincludible entities on lines 5 and/or

P reports on Part I, line 11, the LLC N. C does not account for N in C’s6, above, then to add back such
consolidated financial statement net separate general ledger on the equityincome on lines 7 through 10, such that
income (loss) attributable to the method. N has net income of $100the amount reported at line 11 includes
includible corporations. Intercompany (before minority interests) and makesthe net income of entities not includible
transactions between the includible no distributions during the tax year. Cin the consolidated U.S. income tax
corporations that had been eliminated treats N as a corporation for financialreturn. A principal purpose of Schedule
in the net income amount on line 4a statement purposes; and as aM-3 is to report on this Part I, line 11,
remain eliminated in the net incomeonly the financial accounting net partnership for U.S. income taxamount on line 11. Transactionsincome of only the corporations purposes. In its financial statements, Cbetween the includible corporations andincluded in the consolidated U.S. consolidates N and includes $60 of netthe nonincludible entities that areincome tax return. income ($100 less the minority interesteliminated in the net income amount on of $40) on Part I, line 4a.Whether or not the corporation line 4a are included in the net income

C must remove the $100 net incomeprepares financial statements, Part I, amount on line 11 since the elimination
of N on Part I, line 6a. C must reverseline 11, must include all items that of those transactions was reversed on
on Part I, line 8, the elimination of theimpact the net income (loss) of the line 8.

corporation even if they are not $40 minority interest net income of N.2. Foreign corporation F owns 100%
recorded in the profit and loss accounts The result is that C includes no incomeof the stock of U.S. corporation P. P
in the corporation’s general ledger, for N either on Part I, line 11, or on Partowns 100% of the stock of DS1, 60% of
including, for example, all post-closing II, line 9, column (a). C’s taxablethe stock of DS2, and 100% of the
adjusting entries (including workpaper income from N must be reported by Cstock of FS1. F prepares certified
adjustments) and dividend income or on Part II, line 9.audited financial statements. P does
other income received from 3. U.S. corporation P owns 60% ofnot prepare any financial statements. P
nonincludible corporations. corporation DS1, which is fullyfiles a consolidated U.S. income tax

consolidated in P’s financialExample 3. return with DS1.
statements. P accounts for DS1 in P’s1. U.S. corporation P is publicly P must not complete Schedule M-3,
separate general ledger on the equitytraded and files Form 10-K with the Part I, with reference to the financial
method. DS1 has net income of $100SEC. P owns 80% or more of the stock statements of its foreign parent F. P
(before minority interests) and paysof 75 U.S. corporations, DS1 through must check “No” on Part I, lines 1a, 1b,
dividends of $50, of which P receivesDS75, between 51% and 79% of the and 1c, skip lines 2a through 3c of Part
$30. The dividend reduces P’sstock of 25 U.S. corporations DS76 I, and enter worldwide net income (loss)
investment in DS1 for equity methodthrough DS100, and 100% of the stock per the books and records of the
reporting on P’s separate generalof 50 foreign subsidiaries FS1 through includible corporations (P and DS1) on
ledger where P includes its 60% equityFS50. P eliminates all dividend income Part I, line 4a. P must enter any
share of DS1 income, which is $60. Infrom DS1 through DS100 and FS1 necessary adjustments on lines 5a
its financial statements, P eliminatesthrough FS50 in financial statement through 10 in order for Part I, line 11, to
the DS1 equity method income of $60consolidation entries. Furthermore, P report the net income (loss) of
and consolidates DS1, including $60 ofeliminates the minority interest includible corporations P and DS1, net
net income ($100 less the minorityownership, if any, of DS1 through of eliminations for transactions between

DS100 in financial statement P and DS1. interest of $40) on Part I, line 4a.
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P must remove the $100 net income and the elimination of the $60 of N Line 12. Total Assets and
of DS1 on Part I, line 6a. P must equity method income. The result is Liabilities of Entitiesreverse on Part I, line 8, the elimination that C includes the $60 of equity

Included or Removed on Partof the $40 minority interest net income method income for N on Part I, line 11,
of DS1 and the elimination of the $60 of and on Part II, line 9, column (a). C’s I, Lines 4, 5, 6, and 7
DS1 equity income. The net result is taxable income from N must be Line 12 must be completed by all
that P includes the $60 of equity reported by C on Part II, line 9, corporations that file Schedule M-3.
method income from DS1 at Part I, line column (d). Report on lines 12a, 12b, 12c, and 12d
11, and on Part II, line 6, column (a). the total amount (not just theExample 5. U.S. corporation PP’s taxable dividend income from its corporation’s share) of assets andowns 80% of the stock of corporationinvestment in DS1 must be reported on liabilities of entities included or removedDS1. DS1 is included in P’sPart II, line 7, column (d). on Part I, lines 4, 5, 6, and 7. On lineconsolidated income tax return, even4. U.S. corporation C owns 60% of 12a, enter the worldwide consolidatedthough DS1 is not included in P’sthe capital and profits interests in U.S. total assets and total liabilities of all ofconsolidated financial statements onLLC N. C accounts for N in C’s the entities included in completing Parteither a consolidated basis or on theseparate general ledger on the equity I, line 4a. On line 12b, enter the totalequity method. DS1 has current yearmethod. N has net income of $100 assets and total liabilities of the entitiesnet income of $100 after taking into(before minority interests) and makes removed in completing Part I, line 5. Onaccount its $40 interest payment to P.no distributions during the tax year. C line 12c, enter the total assets and totalP has net income of $1,040 aftertreats N as a corporation for financial liabilities removed in completing Part I,recognition of the interest income fromstatement purposes and as a line 6. On line 12d, enter total assetsDS1. Because DS1 is an includiblepartnership for U.S. income tax and total liabilities included incorporation, 100% of the net income ofpurposes. For equity method reporting completing Part I, line 7.both P and DS1 must be reported onon C’s separate general ledger, C

Form 1120, page 1, of the PDSincludes its 60% equity share of N
consolidated U.S. income tax return,income, which is $60. In its financial
and the intercompany interest incomestatements, C eliminates the $60 of N Specific Instructions for
and expense must be removed byequity method income and consolidates

Parts II and IIIconsolidation elimination entries.N, including $60 of net income ($100
less the minority interest of $40) on For consolidated U.S. income taxP must report its financial statementPart I, line 4a. returns, file supporting schedules fornet income of $1,040 on Part I, line 4a,

each includible corporation. SeeC must remove the $100 net income and reports DS1’s net income of $100
“Consolidated return” in the Instructionsof N on Part I, line 6a. C must reverse on Part I, line 7c. Then, in order to
for Form 1120.on Part I, line 8, the elimination of the reflect the full consolidation of the

$40 minority interest net income of N financial accounting net income of P
and the elimination of the $60 of N and DS1 at Part I, line 11, the following General Format of Partsequity method income. The result is consolidation and elimination entries
that C includes the $60 of equity are reported on Part I, line 8: (a) II and III
method income for N on Part I, line 11, offsetting entries to remove the $40 of Indicate on the line after the commonand on Part II, line 9, column (a). C’s interest income received from DS1 parent’s name on Part II and Part III,taxable income from N must be included by P on line 4a, and to remove whether the Schedule M-3 is for the:reported by C on Part II, line 9, column the $40 of interest expense of DS1

1. Consolidated group;(d). included in line 7c for a net change of
2. Parent corporation;5. U.S. corporation C owns 60% of zero; and (b) an entry to reflect the $20
3. Consolidated eliminations;the capital and profits interests in U.S. minority interest in the net income of

LLC N. C accounts for N in C’s 4. Subsidiary corporation; orDS1 (DS1 net income of $100 times
separate general ledger on the equity 5. Mixed 1120/L/PC group, by20% minority interest). The result is that
method. N has net income of $100 checking the appropriate box.Part I, line 11, reports $1,120: $1,040
(before minority interests) and pays a from line 4a, $100 from line 7c, and
$50 cash distribution, of which C ($20) from line 8. Stated another way, If applicable, indicate on the secondreceives $30. The distribution reduces Part I, line 11, includes the entire line of checkboxes, whether theC’s investment in N for equity method $1,000 net income of P, measured Schedule M-3 is for a sub-consolidated:reporting on C’s separate general before recognition of the intercompany (6) 1120 group; or (7) 1120ledger. C treats N as a corporation for interest income from DS1 and the eliminations. See Consolidatedfinancial statement purposes and as a consolidation of DS1 operations, plus Schedule M-3 Versus Consolidatingpartnership for U.S. income tax the entire $140 net income of DS1, Schedules M-3 for Form 1120 Groupspurposes. For equity method reporting measured before interest expense to P, and Schedule M-3 Consolidation foron C’s separate general ledger, C less the minority interest ownership of Mixed Groups (1120/L/PC) on page 4.includes its 60% equity share of N $20 in DS1’s separate net income
income, which is $60. In its financial ($100). The consolidated U.S. income For each line item in Parts II and III,
statements, C eliminates the $60 of N tax group is required to include on the report in column (a) the amount of net
equity method income and consolidates attached supporting schedule for Part I, income (loss) included in Part I, line 11,
N and includes $60 of net income line 8, the details of the adjustment to and report in column (d) the amount
($100 less the minority interest of $40) the minority interest in the net income included in taxable income on Form
on Part I, line 4a. of DS1, but is not required to report the 1120, page 1, line 28.

C must remove the $100 net income offsetting adjustment to the
of N on Part I, line 6a. C must reverse intercompany elimination of interest Note. A schedule or explanation may
on Part I, line 8, the elimination of the income and interest expense (though it be attached to any line even if none is
$40 minority interest net income of N is permitted to do so). required.
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preceding paragraph must be financial accounting and U.S. incomeWhen To Complete Columns
performed by each member of the U.S. tax purposes) or is the reversal of such(a) and (d) consolidated tax group. However, a difference that arose in a prior tax

A corporation is not required to because Part I must be completed only year. Report in column (c) any
complete columns (a) and (d) of Parts II once on the consolidated Schedule M-3 difference that the corporation believes
and III for the first tax year the by the parent corporation of the U.S. will not reverse in a future tax year (and
corporation is required to file Schedule consolidated tax group, the amount is not the reversal of such a difference
M-3. However, the corporation must reported on Part II, line 30, column (a), that arose in a prior tax year).
complete columns (a) and (d) for all tax by each member of the U.S. If the corporation is unable toyears subsequent to the first tax year consolidated tax group on its respective determine whether a differencethe corporation is required to file Schedule M-3 is the amount attributable between column (a) and column (d) forSchedule M-3. For example, if a to that member that is reported on the an item will reverse in a future tax yearcorporation was required to file consolidated Schedule M-3, Part I, line or is the reversal of a difference thatSchedule M-3 as a member of a U.S. 11, completed by the parent arose in a prior tax year, report theconsolidated tax group and the corporation. Accordingly, the amount difference for that item in column (c).corporation leaves the U.S. reported on Part II, line 30, columns (a)

Example 6. For the 2006, 2007,consolidated tax group, the corporation through (d), of the consolidated
and 2008 tax years, corporation A hasis required to complete Schedule M-3 in Schedule M-3 is the sum of the
total consolidated assets on the lastits entirety in any succeeding tax year amounts reported by each member of
day of the tax year as reported onthat the corporation is required to the U.S. consolidated tax group on its
Schedule L, line 15, column (d), of $8complete Schedule M-3. However, if respective Schedule M-3 (including a
million, $11 million, and $12 million,the corporation joins in filing a different Schedule M-3 for consolidation
respectively. A is required to fileconsolidated U.S. income tax return, eliminations, if necessary). Note that
Schedule M-3 for its 2007 and 2008 taxthen the corporation must complete its the amount reported on Part II, line 30,
years.Schedule M-3 in its entirety in any year column (a), of the consolidated

that the U.S. consolidated tax group Schedule M-3 must equal the amount For its 2006 tax year, A voluntarily
must complete its Schedule M-3 in its reported on Part I, line 11, of the files Schedule M-3 instead of Schedule
entirety. consolidated Schedule M-3, and that M-1 and does not complete columns (a)

the amount reported on Part II, line 30, and (d) of Parts II and III.If, for any tax year (or tax years)
column (d), of the consolidatedprior to the first tax year a corporation is For A’s 2007 tax year, the first taxSchedule M-3 must equal the amountrequired to file Schedule M-3, a year that A is required to file Schedulereported on the consolidated Formcorporation voluntarily files Schedule M-3, A is only required to complete Part1120, page 1, line 28.M-3 instead of Schedule M-1, then in I and columns (b) and (c) of Parts II and

those voluntary filing years the III.When To Complete Columnscorporation is not required to complete
For A’s 2008 tax year, A is required(b) and (c)columns (a) and (d) of Parts II and III.

to complete Schedule M-3 in itsIn addition, in the first tax year the Columns (b) and (c) of Parts II and III
entirety.corporation is required to file Schedule must be completed for any tax year for

M-3, the corporation is not required to Example 7. Corporation B is a U.S.which the corporation files Schedule
complete columns (a) and (d) of Parts II publicly traded corporation that files aM-3.
and III. consolidated U.S. income tax returnFor any item of income, gain, loss,

and prepares consolidated GAAPIf a corporation that is not a mixed expense, or deduction for which there
financial statements. In prior years, Bgroup chooses not to complete columns is a difference between columns (a)
acquired intellectual property (IP) and(a) and (d) of Parts II and III in the first and (d), the portion of the difference
goodwill through several corporatetax year the corporation is required to that is temporary must be entered in
acquisitions. The IP is amortizable forfile Schedule M-3 (or in any year in column (b) and the portion of the
both U.S. income tax and financialwhich the corporation voluntarily files difference that is permanent must be
statement purposes. In the currentSchedule M-3), then Part II, line 30, is entered in column (c).
year, B’s annual amortization expensereconciled by the corporation (or, in the If financial statements are prepared for IP is $9,000 for U.S. income taxcase of a U.S. consolidated tax group, by the corporation in accordance with purposes and $6,000 for financialby the group’s parent corporation on generally accepted accounting statement purposes. In its financialPart II, line 30, of the group’s principles (GAAP), differences that are statements, B treats the difference in IPconsolidated Schedule M-3) in the treated as temporary for GAAP must be amortization as a temporary difference.following manner: reported in column (b) and differences The goodwill is not amortizable for U.S.

1. Report the amount from Part I, that are permanent (that is, not income tax purposes and is subject to
line 11, on Part II, line 30, column (a); temporary for GAAP) must be reported impairment for financial statement

2. Leave blank Part II, lines 1 in column (c). Generally, pursuant to purposes. In the current year, B records
through 29, columns (a) and (d); GAAP, a temporary difference affects an impairment charge on the goodwill

3. Leave blank Part III, columns (a) (creates, increases, or decreases) a of $5,000. In its financial statements, B
and (d); and deferred tax asset or liability. treats the goodwill impairment as a

4. Report on Part II, line 30, column If the corporation does not prepare permanent difference. B must report the
(d), the sum of Part II, line 30, columns financial statements, or the financial amortization attributable to the IP on
(a), (b), and (c). statements are not prepared in Part III, line 28, and report $6,000 in

accordance with GAAP, report in column (a), a temporary difference ofNote. Mixed groups should see column (b) any difference that the $3,000 in column (b), and $9,000 inSchedule M-3 Consolidation for Mixed corporation believes will reverse in a column (d). B must report the goodwillGroups (1120/L/PC) on page 4. future tax year (that is, have an impairment on Part III, line 26, and
In the case of a U.S. consolidated opposite effect on taxable income in a report $5,000 in column (a), a

tax group that is not a mixed group, the future tax year (or years) due to the permanent difference of ($5,000) in
reconciliation described in the difference in timing of recognition for column (c), and $0 in column (d).
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to the fines or penalties by the imposing With limited exceptions, Part IIIReporting Requirements authority in its actions or documents. includes lines for specific items of
expense or deduction (expense items).for Parts II and III If a corporation would be required to (See Part III, lines 1 through 34.) If anreport in column (a) of Parts II and IIIExcept for mixed group consolidation, expense item is described on Part III,the amount of any item specificallythe number of Parts II must equal the lines 1 through 34, report the amount oflisted on Schedule M-3 in accordancenumber of Parts III filed by the the item on the applicable line,with the preceding paragraph, exceptcorporation. Mixed groups should see regardless of whether there is athat the corporation has capitalized theSchedule M-3 Consolidation for Mixed difference for the item. If there is aitem of income or expense and reportsGroups (1120/L/PC) on page 4. difference for the expense item, or onlythe amount in its financial statement a portion of the expense item has aGeneral Reporting balance sheet or in asset and liability difference and a portion of the itemaccounts maintained in theRequirements does not have a difference and the itemcorporation’s books and records, theIf an amount is attributable to a is not described in Part III, lines 1corporation must report the proper taxreportable transaction described in through 34, report and describe thetreatment of the item in columns (b),Regulations section 1.6011-4(b), the entire amount of the item on Part III,(c), and (d), as applicable.amount must be reported in columns line 35.

Furthermore, in applying the two(a), (b), (c), and (d), as applicable, of If there is no difference between the
preceding paragraphs, a corporation isPart II, line 12, regardless of whether financial accounting amount and the
required to report in column (a) of Partsthe amount would otherwise be taxable amount of an entire item of
II and III the amount of any itemreported on Part II or Part III of income, loss, expense, or deduction
specifically listed on Schedule M-3 thatSchedule M-3. Thus, if a taxpayer files and the item is not described or
is included in the corporation’s financialForm 8886, Reportable Transaction included in Part II, lines 1 through 25,
statements or exists in the corporation’sDisclosure Statement, the amounts or Part III, lines 1 through 35, report the
books and records, regardless of theattributable to that reportable entire amount of the item in columns (a)
nomenclature associated with that itemtransaction must be reported on Part II, and (d) of Part II, line 28.
in the financial statements or books andline 12.

Separately stated and adequatelyrecords. Accurate completion ofA corporation is required to report in disclosed. Each difference reported inSchedule M-3 requires reportingcolumn (a) of Parts II and III the amount Parts II and III must be separatelyamounts according to the substantiveof any item specifically listed on stated and adequately disclosed. Innature of the specific line itemsSchedule M-3 that is in any manner general, a difference is adequatelyincluded in Schedule M-3 andincluded in the corporation’s current disclosed if the difference is labeled inconsistent reporting of all transactionsyear financial statement net income a manner that clearly identifies the itemof like substantive nature that occurred(loss) or in an income or expense or transaction from which the differenceduring the tax year. For example, allaccount maintained in the corporation’s arises. For further guidance aboutexpense amounts that are included inbooks and records, even if there is no adequate disclosure, see Regulationsthe financial statements or exist in thedifference between that amount and the section 1.6662-4(f). If a specific item ofbooks and records that represent someamount included in taxable income income, gain, loss, expense, orform of “Bad debt expense,” must beunless (a) otherwise provided in these deduction is described on Part II, linesreported on Part III, line 32, in columninstructions or (b) the amount is 9 through 24, or Part III, lines 1 through(a), regardless of whether the amountsattributable to a reportable transaction 34, and the line does not indicate toare recorded or stated under differentdescribed in Regulations section “attach schedule” or “attach details,”nomenclature in the financial1.6011-4(b) and is therefore reported and the specific instructions for the linestatements or the books and recordson Part II, line 12. For example, with do not call for an attachment of asuch as: “Provision for doubtfulthe exception of interest income schedule or statement, then the item isaccounts;” “Expense for uncollectiblereflected on a Schedule K-1 received considered separately stated andnotes receivable;” or “Impairment ofby a corporation as a result of the adequately disclosed if the item istrade accounts receivable.” Likewise,corporation’s investment in a reported on the applicable line and theas stated in the preceding paragraph,partnership or other pass-through amount(s) of the item(s) are reported inall fines and penalties must be includedentity, all interest income, included on the applicable columns of theon Part III, line 12, column (a),Part I, line 11, whether from applicable line. See the instructions forregardless of the terminology orunconsolidated affiliated companies, Part II, lines 1 through 8, for specificnomenclature attached to them by thethird parties, banks, or other entities, additional information required to becorporation in its books and records orwhether from foreign or domestic provided for these particular lines.financial statements.sources, whether taxable or exempt
Note. A schedule or explanation mayfrom tax, and whether classified as With limited exceptions, Part II
be attached to any line even if none issome other type of income for U.S. includes lines for specific items of
required.income tax purposes (such as income, gain, or loss (income items).

dividends), must be included on Part II, (See Part II, lines 1 through 24.) If an Except as otherwise provided,
line 13, column (a). Likewise, all fines income item is described in Part II, lines differences for the same item must be
and penalties included in Part I, line 11, 1 through 24, report the amount of the combined or netted together and
paid to a government or other authority item on the applicable line, regardless reported as one amount on the
for the violation of any law for which of whether there is a difference for the applicable line of Schedule M-3.
fines or penalties are assessed must be item. If there is a difference for the However, differences for separate items
included on Part III, line 12, column (a), income item, or only a portion of the must not be combined or netted
regardless of the government authority income item has a difference and a together. Each item (and corresponding
that imposed the fines or penalties, portion of the item does not have a amount attributable to that item) must
regardless of whether the fines or difference, and the item is not be separately stated and adequately
penalties are civil or criminal, described in Part II, lines 1 through 24, disclosed on the applicable line of
regardless of the classification, report and describe the entire amount Schedule M-3, or any schedule
nomenclature, or terminology attached of the item on Part II, line 25. required to be attached, even if the
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amounts are below a certain dollar Schedule M-3 for its 2008 tax year. On Part II. Reconciliation ofamount. January 2, 2008, E establishes an
allowance for uncollectible accounts Net Income (Loss) perExample 8. Corporation C is a receivable (bad debt reserve) of

calendar year taxpayer that placed in $100,000. During 2008, E increased Income Statement ofservice ten depreciable fixed assets in the reserve by $250,000 for additional
2002. C was required to file Schedule Includible Corporationsaccounts receivable that may become
M-3 for its 2007 tax year and is uncollectible. Additionally, during 2008 With Taxable Income perrequired to file Schedule M-3 for its E decreases the reserve by $75,000 for
2008 tax year. C’s total depreciation accounts receivable that were Returnexpense for its 2008 tax year for five of discharged in bankruptcy during 2008. For any item reported on Part II, lines 1,the assets is $50,000 for income The balance in the reserve account on 3 through 6, or 8, attach a supportingstatement purposes and $70,000 for December 31, 2008, is $275,000. The schedule that provides the name of theU.S. income tax purposes. C’s total $100,000 amount to establish the entity for which the item is reported, theannual depreciation expense for its reserve account and the $250,000 to entity’s EIN (if applicable), the type of2008 tax year for the other five assets increase the reserve account are entity (corporation, partnership, etc.),is $40,000 for income statement expenses on E’s 2008 financial and the item amounts for columns (a)purposes and $30,000 for U.S. income statements but are not deductible for through (d). See the instructions fortax purposes. In its financial U.S. income tax purposes in 2008. Part II, lines 2 and 7, for the specificstatements, C treats the differences However, the $75,000 decrease to the information required for those particularbetween financial statement and U.S. reserve is deductible for U.S. income lines.income tax depreciation expense as tax purposes in 2008. In its financial
giving rise to temporary differences that statements, E treats the reserve Line 1. Income (Loss) Fromwill reverse in future years. C must account as giving rise to a temporary
combine all of its depreciation Equity Method Foreigndifference that will reverse in future tax
adjustments. Accordingly, C must years. E must report on Part III, line 32, Corporationsreport on Part III, line 31, for its 2008 for its 2008 tax year income statement Report on line 1, column (a), thetax year income statement depreciation bad debt expense of $350,000 in financial income (loss) included in Partexpense of $90,000 in column (a), a column (a), a temporary difference of I, line 11, for any foreign corporationtemporary difference of $10,000 in ($275,000) in column (b), and U.S. accounted for on the equity method andcolumn (b), and U.S. income tax income tax bad debt expense of remove such amount in column (b) ordepreciation expense of $100,000 in $75,000 in column (d). (c), as applicable. Report the amount ofcolumn (d).

Example 11. Corporation F is a dividends received and other taxableExample 9. Corporation D is a calendar year taxpayer that was amounts received or includible fromcalendar year taxpayer that was required to file Schedule M-3 for its foreign corporations on Part II, lines 2required to file Schedule M-3 for its 2007 tax year and is required to file through 5, as applicable.2007 tax year and is required to file Schedule M-3 for its 2008 tax year.
Schedule M-3 for its 2008 tax year. On During 2008, F incurs $200 of meals Line 2. Gross ForeignDecember 31, 2008, D establishes and entertainment expenses that F

Dividends Not Previouslythree reserve accounts in the amount of deducts in computing net income per
$100,000 for each account. One the income statement. $50 of the $200 Taxed
reserve account is an allowance for is subject to the 50% limitation under Except as otherwise provided in thisaccounts receivable that are estimated section 274(n). In its financial paragraph, report on line 2, column (d),to be uncollectible. The second reserve statements, F treats the limitation on the amount (before any withholding tax)is an estimate of coupons outstanding deductions for meals and entertainment of any foreign dividends included inthat may have to be paid. The third as a permanent difference. Because current year taxable income on Formreserve is an estimate of future meals and entertainment expenses are 1120, page 1, line 28, and report onwarranty expenses. In its financial specifically described in Part III, line 11, line 2, column (a), the amount ofstatements, D treats the three reserve F must report all of its meals and dividends from any foreign corporationaccounts as giving rise to temporary entertainment expenses on this line, included in Part I, line 11. Do not reportdifferences that will reverse in future regardless of whether there is a on line 2 any amounts that must beyears. The three reserves are expenses difference. Accordingly, F must report reported on Part II, line 3 or 4, orin D’s 2008 financial statements but are $200 in column (a), $25 in column (c), dividends that were previously taxednot deductions for U.S. income tax and $175 in column (d). F must not and must be reported on Part II, line 5.purposes in 2008. D must not combine report the $150 of meals and (See the instructions below for Part II,the Schedule M-3 differences for the entertainment expenses that are lines 3, 4, and 5.)three reserve accounts. D must report deducted in F’s financial statement net
the amounts attributable to the income and are fully deductible for U.S. For any dividends reported on Part
allowance for uncollectible accounts income tax purposes on Part II, line 28, II, line 2, that are received on a class of
receivable on Part III, line 32, Bad debt Other items with no differences, and voting stock of which the corporation
expense, and must separately state the $50 subject to the limitation under directly or indirectly owned 10% or
and adequately disclose the amounts section 274(n) on Part III, line 11. more of the outstanding shares of that
attributable to each of the other two class at any time during the tax year,
reserves, coupons outstanding and report on an attached supporting
warranty costs, on a required, attached schedule; (1) the name of the dividend
schedule that supports the amounts at payer, (2) the payer’s EIN (if
Part III, line 35. applicable), (3) the class of voting stock

on which the dividend was paid, (4) theExample 10. Corporation E is a
percentage of the class directly orcalendar year taxpayer that was
indirectly owned, and (5) the amountsrequired to file Schedule M-3 for its
for columns (a) through (d).2007 tax year and is required to file

-14- Instructions for Schedule M-3 (Form 1120)



Page 15 of 25 Instructions for Schedule M-3 (Form 1120) 12:37 -  5-FEB-2009

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

I, line 11, for any U.S. corporation item amounts for columns (a) throughLine 3. Subpart F, QEF, and
accounted for on the equity method and (d).Similar Income Inclusions remove such amount in column (b) or

Report on line 3, column (d), the Line 8. Minority Interest for(c), as applicable. Report on Part II, line
amount included in taxable income 7, dividends received from any U.S. Includible Corporations
under section 951 (relating to Subpart corporation accounted for on the equity Report on line 8, column (a), theF), gains or other income inclusions method. minority interest included in theresulting from elections under sections

financial income (loss) on Part I, lineLine 7. U.S. Dividends Not1291(d)(2) and 1298(b)(1), and any
11, for any member of the U.S.amount included in taxable income Eliminated in Tax consolidated tax group that is less thanpursuant to section 1293 (relating to Consolidation 100% owned.qualified electing funds). The amount of

Report on line 7, column (a), the Example 12. Corporation G is aSubpart F income corresponds to the
amount of dividends included in Part I, calendar year taxpayer that wastotal of the amounts reported by the
line 11, that were received from any required to file Schedule M-3 for itscorporation on line 6, Schedule I, of all
U.S. corporation. Report on line 7, 2007 tax year and is required to fileForms 5471, Information Return of U.S.
column (d), the amount of any U.S. Schedule M-3 for its 2008 tax year. GPersons With Respect To Certain
dividends included in taxable income on owns 90% of the stock of U.S.Foreign Corporations. The amount of
Form 1120, page 1, line 28. corporation DS1. G files a consolidatedqualified electing fund income

U.S. income tax return with DS1 as thecorresponds to the total of the amounts Usually, the amounts included on
GDS1 U.S. consolidated group. Greported by the corporation on line 3(a), line 7, columns (a) and (d) include only
prepares certified GAAP financialPart II, of all Forms 8621, Return by a dividends received from U.S.
statements for the consolidatedShareholder of a Passive Foreign corporations that are not included in the
financial statement group consisting ofInvestment Company (PFIC) or U.S. consolidated tax group because
G and DS1. G has no net income of itsQualified Electing Fund. intercompany dividends (dividends
own, and G does not report its equityreceived from includible corporationsAlso include on line 3 PFIC
interest in the income of DS1 on itslisted on Form 851) are eliminated ormark-to-market gains and losses under
separate financial statements. DS1 hasexcluded for financial accountingsection 1296. Do not report such gains
financial statement net income (beforepurposes and eliminated for theand losses on Part II, line 16.
minority interests) and taxable incomecalculation of U.S. taxable income. In
of $1,000 ($2,500 of revenue lessthe case of an insurance companyLine 4. Section 78 Gross-Up
$1,500 cost of goods sold).included in the consolidated U.S.Report on line 4, column (d), the

income tax return required to reportamount of any section 78 gross-up not On the consolidated Schedule M-3,
intercompany dividends as part ofincluded in column (d) of Part II, lines 9, Part I, line 4, Worldwide consolidated
statutory accounting net income,10, and 11, Income (loss) from U.S. net income (loss) per income
include such intercompany dividendspartnerships, foreign partnerships, and statement, and on line 11, Net income
on Part II, line 7, column (a) and theother pass-through entities. The section (loss) per income statement of
taxable amount of those dividends on78 gross-up amount on this line 4 must includible corporations, the U.S.
Part II, line 7, column (d). (Forcorrespond to the total section 78 consolidated tax group GDS1 must
insurance companies included in thegross-up amounts reported by the report $900 of financial statement net
consolidated U.S. income tax return,corporation on all Forms 1118, Foreign income ($1,000 net income less $100
see the instructions for Part I, lines 10Tax Credit—Corporations, excluding minority interest).
and 11.)the amounts reported in column (d) of The GDS1 group must prepare oneFor any intercompany dividendsPart II, lines 9, 10, and 11. consolidated Schedule M-3, Parts II(dividends received from includible and III, and three additional SchedulesLine 5. Gross Foreign corporations listed on Form 851) M-3, Parts II and III: one for G, one forincluded on Part II, line 7, report on anDistributions Previously DS1, and one for consolidationattached supporting schedule: (1) theTaxed eliminations.name of the dividend payer, (2) the

Report on line 5, column (a), any On the Schedule M-3, Parts II andpayer’s EIN, (3) the class of stock or
distributions received from foreign III, for DS1, $1,000 is reported on Partsecurity on which the dividends were
corporations that were included in Part II, line 28 and line 30, in both columnspaid, (4) the amount of any net
I, line 11, and that were previously (a) and (d). On G’s Schedule M-3,adjustment included on Part I, line 10a,
taxed for U.S. income tax purposes. For Parts II and III, zero is reported on Partfor such dividends, and (5) the item
example, include in column (a) amounts II, line 30, in both columns (a) and (d).amounts for columns (a) through (d).
that are excluded from taxable income On the consolidation eliminationsFor any dividends included on Partunder sections 959 and 1293(c). Schedule M-3, Parts II and III, on PartII, line 7, that are not intercompanyRemove such amount in column (b) or II, line 8 and line 30, the minoritydividends (dividends received from(c), as applicable. Report the full interest elimination for the U.S.includible corporations listed on Formamount of the distribution before any consolidated tax group is reported as851) that are received on classes ofwithholding tax. Since previously taxed ($100) in column (a), $100 in columnvoting stock in which the corporationforeign distributions are not currently (c), and $0 in column (d).directly or indirectly owned 10% ortaxable, line 5, column (d), is shaded.

more of the outstanding shares of that On the Schedule M-3, Parts II and(Also, see instructions above for Part II,
class at any time during the tax year, III, for the U.S. consolidated tax group,line 2.)
report on an attached supporting on Part II, line 8, Minority interest for
schedule for Part II, line 7, (1) the name includible corporations, ($100) isLine 6. Income (Loss) From
of the dividend payer, (2) the payer’s reported in column (a), $100 in columnEquity Method U.S.
EIN (if applicable), (3) the class of (c), and $0 in column (d). On Part II,

Corporations voting stock on which the dividend was line 28, the U.S. consolidated tax group
Report on line 6, column (a), the paid, (4) the percentage of the class reports $1,000 in both columns (a) and
financial income (loss) included in Part directly or indirectly owned, and (5) the (d). As a result, financial statement net
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income on Part II, line 30, column (a), has an investment in a U.S. partnership For each pass-through entity
will total $900, net permanent USP. H prepares financial statements reported on line 11, attach a supporting
differences on Part II, line 30, column in accordance with GAAP. In its schedule that provides that entity’s
(c), will total $100, and taxable income financial statements, H treats the name, EIN (if applicable), the
on line 30, column (d), will total $1,000. difference between financial statement corporation’s end of year profit-sharing

net income and taxable income from its percentage (if applicable), the
investment in USP as a permanent corporation’s end of year loss-sharingLine 9. Income (Loss) From
difference. For its 2008 tax year, H’s percentage (if applicable), and theU.S. Partnerships and
financial statement net income includes amounts reported by the corporation inLine 10. Income (Loss) From $10,000 of income attributable to its column (a), (b), (c), or (d) of line 11, as

Foreign Partnerships share of USP’s net income. H’s applicable.
Schedule K-1 from USP reports $5,000For any interest owned by the
of ordinary income, $7,000 of long-termcorporation or a member of the U.S. Line 12. Items Relating to
capital gains, $4,000 of charitableconsolidated tax group that is treated Reportable Transactionscontributions, and $200 of section 179as an investment in a partnership for

Any amounts attributable to anyexpense. H must report on Part II, lineU.S. income tax purposes (other than
reportable transactions (as described in9, $10,000 in column (a), a permanentan interest in a disregarded entity),
Regulations section 1.6011-4) must bedifference of ($2,200) in column (c),report amounts on Part II, line 9 or 10,
included on Part II, line 12, regardlessand $7,800 in column (d).as described below:
of whether the difference, or1. In column (a) the sum of the Example 14. Same facts as differences, would otherwise becorporation’s distributive share of Example 13 except that corporation H’s reported elsewhere in Part II or Part III.income or loss from a U.S. or foreign charitable contribution deduction is Thus, if a taxpayer files Form 8886 forpartnership that is included in Part I, wholly attributable to its partnership any reportable transaction described inline 11; interest in USP and is limited to $90 Regulations section 1.6011-4, the2. In column (b) or (c), as pursuant to section 170(b)(2) due to amounts attributable to that reportableapplicable, except for amounts other investment losses incurred by H. transaction must be reported on Part II,described in item 4, below, the sum of In its financial statements, H treated line 12. In addition, all income andall differences, if any, attributable to the this limitation as a temporary difference. expense amounts attributable to acorporation’s distributive share of H must not report the charitable reportable transaction must be reportedincome or loss from a U.S. or foreign contribution limitation of $3,910 ($4,000 on Part II, line 12, columns (a) and (d)partnership; and -$90) on Part II, line 9. H must report even if there is no difference between3. In column (d), except for amounts the limitation on Part III, line 21, and the financial amounts and the taxabledescribed in item 4, below, the sum of report the disallowed charitable amounts.all amounts of income, gain, loss, or contributions of ($3,910) in columns (b)

deduction attributable to the and (d). Each difference attributable to a
corporation’s distributive share of reportable transaction must be
income or loss from a U.S. or foreign separately stated and adequatelyLine 11. Income (Loss) From
partnership (that is, the sum of all disclosed. A corporation will beOther Pass-Through Entitiesamounts reportable on the corporation’s considered to have separately stated
Schedule(s) K-1 received from the For any interest in a pass-through entity and adequately disclosed a reportable
partnership (if applicable)), without (other than an interest in a partnership transaction on line 12 if the corporation
regard to any limitations computed at reportable on Part II, line 9 or 10, as sequentially numbers each Form 8886
the partner level (for example, applicable) owned by a member of the and lists by identifying number on the
limitations on utilization of charitable U.S. consolidated tax group (other than supporting schedule for Part II, line 12,
contributions, capital losses, and an interest in a disregarded entity), each sequentially numbered reportable
interest expense). report the following on line 11: transaction and the amounts required

4. Do not report on Part II, line 9 or 1. In column (a) the sum of the for Part II, line 12, columns (a) through
10, as applicable, any portion of a corporation’s distributive share of (d).
corporation’s domestic production income or loss from the pass-through
activities deduction under section 199 In lieu of the requirements of theentity that is included in Part I, line 11;
even if some or all of the corporation’s preceding paragraph, a corporation will2. In column (b) or (c), as
deduction is attributable to a be considered to have separatelyapplicable, except for amounts
partnership interest held by the stated and adequately disclosed adescribed in item 4, below, the sum of
corporation. A corporation must report reportable transaction if the corporationall differences, if any, attributable to the
this deduction only on Part III, line 22. attaches a supporting schedule thatpass-through entity; and

provides the following for each3. In column (d), except for amounts
For each partnership reported on reportable transaction:described in item 4, below, the sum of

line 9 or 10, attach a supporting 1. A description of the reportableall taxable amounts of income, gain,
schedule that provides the name, EIN transaction disclosed on Form 8886 forloss, or deduction reportable on the
(if applicable), end of year profit-sharing which amounts are reported on Part II,corporation’s Schedules K-1 received
percentage (if applicable), end of year line 12;from the pass-through entity (if
loss-sharing percentage (if applicable), 2. The name and tax shelterapplicable).
and the amount reported in column (a), registration number, if applicable, as4. Do not report on Part II, line 11,(b), (c), or (d) of lines 9 or 10, as reported on lines 1a and 1b,any portion of a corporation’s domesticapplicable. respectively, of Form 8886; andproduction activities deduction even if

some or all of the corporation’s 3. The type of reportable transactionExample 13. U.S. corporation H is
deduction is attributable to an interest (that is, listed transaction, confidentiala calendar year taxpayer that was
in a pass-through entity held by the transaction, transaction with contractualrequired to file Schedule M-3 for its
corporation. A corporation must report protection, etc.) as reported on line 2 of2007 tax year and is required to file
this deduction only on Part III, line 22. Form 8886.Schedule M-3 for its 2008 tax year. H
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If a transaction is a listed transaction purposes and U.S. income tax use of the different overall methods of
described in Regulations section purposes. Although the transaction accounting (for example, adjustments
1.6011-4(b)(2), the description also does not result in a difference, K is related to accounts receivable,
must include the description provided required to report on Part II, line 12, the accounts payable, compensation,
on line 3 of Form 8886. In addition, if following amounts: ($7 million) in accrued liabilities, etc.), regardless of
the reportable transaction involves an column (a), zero in columns (b) and (c), whether a separate line on Schedule
investment in the transaction through and ($7 million) in column (d). The M-3 corresponds to an item within the
another entity such as a partnership, transaction will be adequately disclosed accrual to cash reconciliation.
the description must include the name if K attaches a supporting schedule for Differences not attributable to the use
and EIN (if applicable) of that entity as line 12 that (a) sequentially numbers of the different overall methods of
reported on line 5 of Form 8886. the Form 8886 and refers to the accounting must be reported on the

sequentially-numbered Form 8886-X1Example 15. Corporation J is a appropriate lines of Schedule M-3 (for
and (b) reports the applicable amountscalendar year taxpayer that was example, a depreciation difference
required for line 12, columns (a)required to file Schedule M-3 for its must be reported on Part III, line 31).
through (d). Alternatively, the2007 tax year and is required to file
transaction will be adequately disclosed Example 17. Corporation L is aSchedule M-3 for its 2008 tax year. J
if the supporting statement for line 12incurred seven different abandonment calendar year taxpayer that was
includes a description of thelosses during its 2008 tax year. One required to file Schedule M-3 for its
transaction, the name and tax shelterloss of $12 million results from a 2007 tax year and is required to file
registration number, if any, and the typereportable transaction described in Schedule M-3 for its 2008 tax year. L
of reportable transaction disclosed onRegulations section 1.6011-4(b)(5), prepares financial statements in
Form 8886.another loss of $5 million results from a accordance with GAAP using an overall

reportable transaction described in accrual method of accounting. L uses
Line 13. Interest IncomeRegulations section 1.6011-4(b)(4), and an overall cash method of accounting

the remaining five abandonment losses Report on Part II, line 13, column (a), for U.S. income tax purposes. L’s
are not reportable transactions. J the total amount of interest income financial statements for the year ending
discloses the reportable transactions included on Part I, line 11, and report December 31, 2008, report accounts
giving rise to the $12 million and $5 on Part II, line 13, column (d), the total receivable of $35,000, an allowance for
million losses on separate Forms 8886 amount of interest income included on bad debts of $10,000, and accounts
and sequentially numbers them X1 and Form 1120, page 1, line 28, that is not payable of $17,000 related to current
X2, respectively. J must separately required to be reported elsewhere on year acquisition and reorganization
state and adequately disclose the $12 Schedule M-3. In columns (b) or (c), as legal and accounting fees. In addition,
million and $5 million losses on Part II, applicable, adjust for any amounts for L’s year ending December 31, 2008,
line 12. The $12 million loss and the $5 treated for U.S. income tax purposes as L reported financial statementmillion loss will be adequately disclosed interest income that are treated as depreciation expense of $15,000 andif J attaches a supporting schedule for some other form of income for financial depreciation for U.S. income taxline 12 that lists each of the accounting purposes, or vice versa. For purposes of $25,000. For L’s 2008 taxsequentially numbered forms, Form example, adjustments to interest year using an overall cash method of8886-X1 and Form 8886-X2, and with income resulting from adjustments accounting, L does not recognize therespect to each reportable transaction made in accordance with the $35,000 of revenue attributable to thereports the appropriate amounts instructions for Part II, line 18, should accounts receivable, cannot deduct therequired for Part II, line 12, columns (a) be made in columns (b) and (c) of this $10,000 allowance for bad debt, andthrough (d). Alternatively, J’s line 13. cannot deduct the $17,000 of accountsdisclosures will be adequate if the

payable. In its financial statements, LComplete Part II of Form 8916-A.description provided for each loss on
treats both the difference in overallEnter the amounts from line 6, columnsthe supporting schedule includes the
accounting methods used for financial(a) through (d) of Form 8916-A, onnames and tax shelter registration
statement and U.S. income taxSchedule M-3, Part II, line 13, columnsnumbers, if any, disclosed on the
purposes and the difference in(a) through (d), as applicable. Attachapplicable Form 8886, identifies the
depreciation expense as temporaryForm 8916-A.type of reportable transaction for the
differences. L must combine allloss, and reports the appropriate Do not report on this line 13 or adjustments attributable to theamounts required for Part II, line 12, include on Form 8916-A amounts differences related to the overallcolumns (a) through (d). J must report reported in accordance with the accounting methods on Part II, line 14.the losses attributable to the other five instructions for Part II, lines 9, 10, 11, As a result, L must report on Part II, lineabandonment losses on Part II, line 12, and 22. 14, $8,000 in column (a) ($35,00023e, regardless of whether a difference
-$10,000 - $17,000), ($8,000) in columnexists for any or all of those Line 14. Total Accrual to (b), and zero in column (d). L must notabandonment losses.

Cash Adjustment report the accrual to cash adjustmentExample 16. Corporation K is a
attributable to the legal and accountingcalendar year taxpayer that was This line is completed by a corporation
fees on Part III, line 24, Current yearrequired to file Schedule M-3 for its that prepares financial statements (or
acquisition or reorganization legal and2007 tax year and is required to file books and records, if permitted) using
accounting fees. Because theSchedule M-3 for its 2008 tax year. K an overall accrual method of accounting
difference in depreciation expense doesenters into a transaction with and uses an overall cash method of
not relate to the use of the cash orcontractual protection that is a accounting for U.S. income tax
accrual method of accounting, L mustreportable transaction described in purposes (or vice versa). With the
report the depreciation difference onRegulations section 1.6011-4(b)(4). exception of amounts required to be
Part III, line 31, Depreciation, andThis reportable transaction is the only reported on Part II, line 12, the
report $15,000 in column (a), $10,000reportable transaction for K’s 2008 tax corporation must report on Part II, line
in column (b), and $25,000 in columnyear and results in a $7 million capital 14, a single amount net of all
(d).loss for both financial accounting adjustments attributable solely to the
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accruals, inventory obsolescence ($70,000 depreciation and $50 mealsLine 15. Hedging
reserves, and lower of cost or market and entertainment expenses). InTransactions (LCM) write-downs. addition, C must report on Part III, line

Report on line 15, column (a), the net 31, for its 2008 tax year incomeComplete Part I of Form 8916-A.gain or loss from hedging transactions statement, depreciation expense ofEnter the amounts from line 8, columnsincluded on Part I, line 11. Report in $40,000 in column (a), a temporary(a) through (d) of Form 8916-A, oncolumn (d) the amount of taxable difference of ($10,000) in column (b)Schedule M-3, Part II, line 17, columnsincome from hedging transactions as and $30,000 in column (d); and on Part(a) through (d), as applicable. Attachdefined in section 1221(b)(2). Use III, line 11, meals and entertainmentForm 8916-A.columns (b) and (c) to report all expense of $100 in column (a), a
Note.  The entries in columns (a) anddifferences caused by treating hedging permanent difference of ($50) in
(d) of Schedule M-3, line 17, aretransactions differently for financial column (c), and $50 in column (d). All
negative amounts.accounting purposes and for U.S. other cost of goods sold items would be

income tax purposes. For example, if a added to the amounts included on PartDo not report the following on this
portion of a hedge is considered II, line 17, detailed in this example andline 17 or on Form 8916-A:
ineffective under GAAP but still is a reported on Form 8916-A and on Part• Amounts reportable on Part II, line
valid hedge under section 1221(b)(2), II, line 17, in the appropriate columns.12;
the difference must be reported on line • Any gain or loss from inventory Line 18. Sale Versus Lease15. The hedge of a capital asset, which hedging transactions reportable on Part
is not a valid hedge for U.S. income tax II, line 15; (for Sellers and/or Lessors)
purposes but may be considered a • Amounts reportable on Part II, line Note. Also see the instructions at Parthedge for GAAP purposes, must also 18; III, line 34, Purchase Versus Lease (forbe reported here. • Amounts reportable on Part II, line Purchasers and/or Lessees), on page

21;Report hedging gains and losses 23.
• Mark-to-market income or (loss)computed under the mark-to-market

Asset transfer transactions withassociated with the inventories ofmethod of accounting on line 15 and
periodic payments characterized fordealers in securities under section 475,not on Part II, line 16.
financial accounting purposes as eitherreportable on Part II, line 16;Report any gain or loss from a sale or a lease may, under some• Section 481(a) adjustments related toinventory hedging transactions on line circumstances, be characterized as thecost of goods sold or inventory15 and not on Part II, line 17. opposite for tax purposes. If thevaluation, reportable on Part II, line 19;
transaction is treated as a lease, the• Fines and penalties reportable onLine 16. Mark-to-Market
seller/lessor reports the periodicPart III, line 12;Income (Loss) payments as gross rental income and• Judgments, damages, awards, and

Report on line 16 any amount also reports depreciation expense orsimilar costs, reportable on Part III, line
representing the mark-to-market deduction. If the transaction is treated13; and
income or loss for any securities held as a sale, the seller/lessor reports gross• Amounts included on Part III, line 34.
by a dealer in securities, a dealer in profit (sale price less cost of goods

Example 18.  Corporation C is acommodities having made a valid sold) from the sale of assets and
calendar year taxpayer that placed inelection under section 475(e), or a reports the periodic payments as
service ten depreciable fixed assets intrader in securities or commodities payments of principal and interest
2002. C was required to file Schedulehaving made a valid election under income.
M-3 for its 2007 tax year and issection 475(f). “Securities” for these On Part II, line 18, column (a), reportrequired to file Schedule M-3 for itspurposes are securities described in the gross profit or gross rental income2008 tax year. C’s total depreciationsection 475(c)(2) and section 475(e)(2). for financial accounting purposes for allexpense for its 2008 tax year for five of“Securities” do not include any items sale or lease transactions that must bethe assets is $50,000 for financialspecifically excluded from sections given the opposite characterization foraccounting purposes and $70,000 for475(c)(2) and 475(e)(2), such as certain U.S. income tax purposes. On Part II,U.S. income tax purposes. C’s totalcontracts to which section 1256(a) line 18, column (d), report the grossannual depreciation expense for itsapplies. profit or gross rental income for federal2008 tax year for the other five assets

Report hedging gains and losses income tax purposes. Interest incomeis $40,000 for financial accounting
computed under the mark-to-market amounts for such transactions must bepurposes and $30,000 for U.S. income
method of accounting on Part II, line reported on Part II, line 13, in columntax purposes. In addition, C incurs $200
15, Hedging transactions, and not on (a) or (d), as applicable. Depreciationof meals and entertainment expenses
line 16. expense for such transactions must bethat C deducts in computing net income

reported on Part III, line 31, in columnfor financial accounting purposes. AllLine 17. Cost of Goods Sold (a) or (d), as applicable. Use columns$200 of the meals and entertainment
Report on line 17 any amounts (b) and (c) of Part II, lines 13 and 18,expenses is subject to the 50%
deducted as part of cost of goods sold and Part III, line 31, as applicable tolimitation under section 274(n). In its
during the tax year, regardless of report the differences between columnfinancial statements, C treats the
whether the amounts would otherwise (a) and (d).$50,000 depreciation and $100 of the
be reported elsewhere in Part II or Part meals and entertainment as other costs Example 19. Corporation M sells
III. in computing cost of goods sold. C and leases property to customers. M is

Examples of amounts that must be must include on Form 8916-A and on a calendar year taxpayer that was
included as cost of goods sold items Schedule M-3, Part II, line 17, in required to file Schedule M-3 for its
are amounts attributable to inventory column (a), the $50,000 of depreciation 2007 tax year and is required to file
valuation, such as amounts attributable and $100 of meals and entertainment. Schedule M-3 for its 2008 tax year. For
to cost-flow assumptions, additional C must also include a temporary financial accounting purposes, M
costs required to be capitalized difference of $20,000 in column (b) a accounts for each transaction as a sale.
(including depreciation) such as section permanent difference of ($50) in For U.S. income tax purposes, each of
263A costs, inventory shrinkage column (c) and $70,050 in column (d) M’s transactions must be treated as a
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lease. In its financial statements, M otherwise required to recognize the Than Inventory and
remainder of the 481(a) adjustmenttreats the difference in the financial Pass-Through Entitiesearlier). N must not report the sectionaccounting and the U.S. income tax

Report on line 23a, column (a), all481(a) adjustment on Part III, line 31.treatment of these transactions as
gains and losses on the disposition oftemporary. During 2008, M reports in its
assets except for (a) gains and lossesLine 20. Unearned/Deferredfinancial statements $1,000 of sales
on the disposition of inventory, and (b)and $700 of cost of goods sold with Revenue
gains and losses allocated to therespect to 2008 lease transactions. M Report on line 20, column (a), amounts corporation from a pass-through entityreceives periodic payments of $500 in of revenues included in Part I, line 11, (for example, on Schedule K-1) that are2008 with respect to these 2008 that were deferred from a prior financial included in the net income (loss) oftransactions and similar transactions accounting year. Report on line 20, includible corporations reported on Partfrom prior years and treats $400 as column (d), amounts of revenues I, line 11. Reverse the amount reportedprincipal and $100 as interest income. recognizable for U.S. income tax in column (a) in column (b) or (c), asFor financial accounting purposes, M purposes in the current tax year that applicable. The corresponding gainsreports gross profit of $300 ($1,000 are recognized for financial accounting and losses for U.S. income tax-$700) and interest income of $100 purposes in a different year. Also, purposes are reported on Part II, linesfrom these transactions. For U.S. report on line 20, column (d), any 23b through 23g, as applicable.income tax purposes, M reports $500 of amount of revenues reported on line

gross rental income (the periodic 20, column (a), that are recognizable Line 23b. Gross Capitalpayments) and (based on other facts) for U.S. income tax purposes in the
$200 of depreciation deduction on the Gains From Schedule D,current tax year. Use columns (b) and
property. On its 2008 Schedule M-3, M Excluding Amounts From(c) of line 20, as applicable, to report
must report on Part II, line 13, $100 in the differences between column (a) and Pass-Through Entitiescolumn (a), ($100) in column (b), and (d). Report on line 23b gross capital gainszero in column (d). In addition, M must

reported on Schedule D (Form 1120),Line 20 must not be used to reportreport on Part II, line 18, $300 of gross
Capital Gains and Losses, excludingincome recognized from long-termprofit in column (a), $200 in column (b),
capital gains from pass-through entities,contracts. Instead, use line 21.and $500 of gross rental income in
which must be reported on Part II, linescolumn (d). Lastly, M must report on
9, 10, or 11, as applicable.Line 21. Income RecognitionPart III, line 31, $200 in column (b) and

(d). From Long-Term Contracts Line 23c. Gross Capital
Report on line 21 the amount of netLine 19. Section 481(a) Losses From Schedule D,income or loss for financial statement

Adjustments Excluding Amounts Frompurposes (or books and records, if
applicable) or U.S. income taxWith the exception of a section 481(a) Pass-Through Entities,
purposes for any contract accounted foradjustment that is required to be Abandonment Losses, andunder a long-term contract method ofreported on Part II, line 12, for Worthless Stock Lossesaccounting.reportable transactions, any difference

Report on line 23c gross capital lossesbetween an income or expense item
Line 22. Original Issue reported on Schedule D (Form 1120),attributable to an authorized (or

excluding capital losses from (a)unauthorized) change in method of Discount and Other Imputed
pass-through entities, which must beaccounting made for U.S. income tax Interest reported on Part II, lines 9, 10, or 11, aspurposes that results in a section

Report on line 22 any amounts of applicable; (b) abandonment losses,481(a) adjustment must be reported on
original issue discount (OID) and other which must be reported on Part II, linePart II, line 19, regardless of whether a
imputed interest. The term “original 23e; and (c) worthless stock losses,separate line for that income or
issue discount and other imputed which must be reported on Part II, lineexpense item exists in Part II or Part III.
interest” includes, but is not limited to: 23f. Do not report on line 23c capital

Example 20. Corporation N is a losses carried over from a prior tax year1. The difference between issue
calendar year taxpayer that was and utilized in the current tax year. Seeprice and the stated redemption price at
required to file Schedule M-3 for its the instructions for Part II, line 24,maturity of a debt instrument, which
2007 tax year and is required to file regarding the reporting requirements formay be wholly or partially realized on
Schedule M-3 for its 2008 tax year. N capital loss carryovers utilized in thethe disposition of a debt instrument
was depreciating certain fixed assets current tax year.under section 1273;
over an erroneous recovery period and, 2. Amounts that are imputed
effective for its 2008 tax year, N Line 23d. Net Gain/Lossinterest on a deferred sales contract
receives IRS consent to change its under section 483; Reported on Form 4797, Linemethod of accounting for the 3. Amounts treated as interest or 17, Excluding Amounts Fromdepreciable fixed assets and begins OID under the stripped bond rules
using the proper recovery period. The Pass-Through Entities,under Section 1286; and
change in method of accounting results 4. Amounts treated as OID under Abandonment Losses, andin a positive section 481(a) adjustment the below-market interest rate rules Worthless Stock Lossesof $100,000 that is required to be under Section 7872.
spread over four tax years, beginning Report on line 23d the net gain or loss
with the 2008 tax year. In its financial reported on line 17 of Form 4797, Sales

Line 23a. Income Statementstatements, N treats the section 481(a) of Business Property, excluding
adjustment as a temporary difference. amounts from (a) pass-through entities,Gain/Loss on Sale,
N must report on Part II, line 19, which must be reported on Part II, linesExchange, Abandonment,
$25,000 in columns (b) and (d) for its 9, 10, or 11, as applicable; (b)Worthlessness, or Other2008 tax year and each of the abandonment losses, which must be
subsequent three tax years (unless N is Disposition of Assets Other reported on Part II, line 23e; and (c)
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worthless stock losses, which must be positive. For example, if Part III, line 36,Line 25. Other Income (Loss)
reported on Part II, line 23f. column (a), reflects an amount of $1Items With Differences million, then report on Part II, line 27,

Separately state and adequately column (a), ($1 million). Similarly, if PartLine 23e. Abandonment
disclose on Part II, line 25, all items of III, line 36, column (b), reflects anLosses income (loss) with differences that are amount of ($50,000), then report on

Report on line 23e any abandonment not otherwise listed on Part II, lines 1 Part II, line 27, column (b), $50,000.
losses, regardless of whether the loss through 24. Attach a schedule that
is characterized as an ordinary loss or Line 28. Other Items With Noitemizes the type of income (loss) and
a capital loss. the amount of each item. Differences

If any “comprehensive income” as If there is no difference between theLine 23f. Worthless Stock
defined by Statement of Financial financial accounting amount and theLosses Accounting Standards (SFAS) No. 130 taxable amount of an entire item of

Report on line 23f any worthless stock is reported on this line, describe the income, gain, loss, expense, or
loss, regardless of whether the loss is item(s) in detail. Examples of deduction and the item is not described
characterized as an ordinary loss or a sufficiently detailed descriptions include or included in Part II, lines 1 through
capital loss. Attach a schedule that “foreign currency translation 25, or Part III, lines 1 through 35, report
separately states and adequately adjustments” and “gains and losses on the entire amount of the item in
discloses each transaction that gives available-for-sale securities.” columns (a) and (d) of line 28. If a
rise to a worthless stock loss and the portion of an item of income, loss,Whether an item of income (loss) is
amount of each loss. expense, or deduction has a differencereported on line 25, or is reported on

and a portion of the item does not havePart II, line 28, is determined separately
Line 23g. Other Gain/Loss on a difference, do not report any portionby each member of the U.S.

of the item on line 28. Instead, reportconsolidated tax group and not at theDisposition of Assets Other
the entire amount of the item (that is,U.S. consolidated tax group level. ForThan Inventory
both the portion with a difference andexample, U.S. corporation P has two

Report on line 23g any gains or losses the portion without a difference) on thesubsidiaries, corporations A and B, that
from the sale or exchange of property applicable line of Part II, lines 1 throughare included in P’s consolidated
other than inventory that are not 25, or Part III, lines 1 through 35. Seefinancial statements and in P’s
reported on lines 23b through 23f. Example 11 on page 14.consolidated U.S. income tax return.

For financial statement purposes, P, A,Line 24. Capital Loss Line 29a. 1120 Subgroupand B recognize revenue from the sale
Limitation and Carryforward of inventory upon delivery to the Reconciliation Totals

customer. For U.S. income taxUsed For filers other than a mixed group,
purposes, P and A recognize such combine lines 26 through 28 and skipReport as a positive amount on line 24,
revenue consistent with the method lines 29b and 29c. On thecolumns (b) or (c), as applicable, and
used for financial statement purposes, sub-consolidated Schedule M-3 for a(d) the excess of the net capital losses
whereas B recognizes such revenue mixed group, combine lines 26 throughover the net capital gains reported on
based upon customer acceptance. P 28 and skip lines 29b and 29c. For theSchedule D (Form 1120) by the
and A must report this revenue in consolidated Schedule M-3 of a mixedcorporation. For a U.S. consolidated tax
column (a) and (d) on Part II, line 28. B group, complete only lines 29a throughgroup, the Schedule M-3 adjustment for
must report the following on Part II, line 29c and line 30 of Part II. No Part III isthe amount of the consolidated net
25: in column (a), B’s revenue required to be completed for thecapital loss that is disallowed should
recognized in the financial statements consolidated Schedule M-3 of a mixednot be made on the separate
based upon delivery to the customer; in group.consolidating Schedules M-3 of the
column (d), B’s revenue recognized forincludible corporations, but on the
U.S. income tax purposes based upon Line 29b. PC Insuranceseparate Schedule M-3 for consolidated
customer acceptance; and in column Subgroup Reconciliationeliminations (or on Form 8916 in the
(b) or (c), as applicable, the differencecase of a mixed group) as described Totalsbetween B’s revenue recognized in itsunder Completion of Schedule M-3 and Line 29b is only used by mixed groups.financial statements and in its U.S.Certain Allocations, Limitations, and See Schedule M-3 Consolidation fortaxable income.Carryovers on page 5. Mixed Groups (1120/L/PC) on page 4.
Line 26. Total Income (Loss)If the corporation utilizes a capital

Line 29c. Life Insuranceloss carryforward on Schedule D in the Items
current tax year, report the carryforward Subgroup ReconciliationCombine lines 1 through 25 and enter
utilized as a negative amount on Part II, the total on line 26. Totals
line 24, columns (b) or (c), as

Note. Line 17, Cost of goods sold, Line 29c is only used by mixed groups.applicable, and column (d). For a U.S.
columns (a) and (d), are negative See Schedule M-3 Consolidation forconsolidated tax group, the Schedule
amounts which will affect the totals Mixed Groups (1120/L/PC) on page 4.M-3 adjustment for the amount of the
entered on line 26.consolidated capital loss carryforward Line 30. Reconciliation

should not be made on the separate Line 27. Total Expense/ Totalsconsolidating Schedules M-3 of the
Deduction Itemsincludible corporations, but on the If a corporation that is not a mixed

separate Schedule M-3 for Report on Part II, line 27, columns (a) group chooses not to complete columns
consolidation eliminations (or on Form through (d), as applicable, the negative (a) and (d) of Parts II and III in the first
8916 in the case of a mixed group) as of the amounts reported on Part III, line tax year the corporation is required to
described under Completion of 36, columns (a) through (d), as file Schedule M-3 (or for any year in
Schedule M-3 and Certain Allocations, applicable. Report positive amounts as which the corporation voluntarily files
Limitations, and Carryovers on page 5. negative and negative amounts as Schedule M-3), Part II, line 30, is
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reconciled by the corporation (or, in the group but is retained in the parent Line 10. Other Equity-Based
case of a U.S. consolidated tax group, corporation’s financial statements (or Compensationon the group’s consolidated Schedule books and records, if applicable), then

Report on line 10 any amounts forM-3) in the following manner: amounts are reported only on Part III,
equity-based compensation orlines 1 through 6, of the parent’s1. Report the amount from Part I,
consideration that are reflected asseparate Schedule M-3.line 11, on Part II, line 30, column (a);
expense for financial accounting2. Leave blank Part II, lines 1
purposes (column (a)) or deducted inLine 7. Foreign Withholdingthrough 29, columns (a) and (d);
the U.S. income tax return (column (d))3. Leave blank Part III, columns (a) Taxes other than amounts reportableand (d); and Report on line 7, column (a), the elsewhere on Schedule M-3, Parts II4. Report on Part II, line 30, column amount of foreign withholding taxes and III (for example, on Part III, line 9,(d), the sum of Part II, line 30, columns included in financial accounting net for stock options expense). Examples(a), (b), and (c). income on Part I, line 11. If the of amounts reportable on line 10

corporation is deducting foreign tax, include payments attributable toNote. Mixed groups see Schedule M-3 use column (b) or (c), as applicable, to employee stock purchase plansConsolidation for Mixed Groups (1120/ correct for any difference between (ESPPs), phantom stock options,L/PC) on page 4. foreign withholding tax included in phantom stock units, stock warrants,
financial accounting net income and the stock appreciation rights, and restrictedPart III. Reconciliation of amount of foreign withholding taxes stock, regardless of whether such
being deducted in the return. If the payments are made to employees orNet Income (Loss) per corporation is crediting foreign non-employees, or as payment for
withholding taxes against the U.S.Income Statement of property or compensation for services.
income tax liability, use column (b) orIncludible Corporations (c), as applicable, to negate the amount Line 11. Meals and
reported in column (a).With Taxable Income per Entertainment

Report on line 11, column (a), anyLine 8. Interest ExpenseReturn—Expense/
amounts paid or accrued by theReport on Part III, line 8, column (a), corporation during the tax year forDeduction Items the total amount of interest expense meals, beverages, and entertainmentNote. Expense amounts that reduce included on Part I, line 11, and report that are accounted for in financialfinancial accounting income must be on Part III, line 8, column (d), the total accounting income, regardless of thereported on Part III, column (a), as amount of interest deduction included classification, nomenclature, orpositive amounts. Deduction amounts on Form 1120, page 1, line 28, that is terminology used for such amounts,that reduce taxable income must be not required to be reported elsewhere and regardless of how or where suchreported on Part III, column (d), as on Schedule M-3. In columns (b) or (c), amounts are classified in thepositive amounts. Amounts reported on as applicable, include any adjustments corporation’s financial incomePart II, line 27, must be the negative of for any amounts treated for U.S. statement or the income and expensethe amounts reported on Part III, line income tax purposes as interest accounts maintained in the36. deduction that are treated as some corporation’s books and records.other form of expense for financial Report only amounts not otherwiseLines 1 Through 6. Income accounting purposes, or vice versa. For reportable elsewhere on Schedule M-3,Tax Expense example, adjustments to interest Parts II and III (for example, Part II, lineexpense/deduction resulting fromIf the corporation does not distinguish 17).adjustments made in accordance withbetween current and deferred income

the instructions for Part III, line 34,tax expense in its financial statements Line 12. Fines and Penalties
Purchase versus lease (for purchasers(or its books and records, if applicable), Report on line 12 any fines or similarand/or lessees), should be made inreport income tax expense as current penalties paid to a government or othercolumns (b) and (c), as applicable, onincome tax expense using lines 1, 3, authority for the violation of any law forthis line 8.and 5, as applicable. which fines or penalties are assessed.

Complete Part III of Form 8916-A.A U.S. consolidated tax group must All fines and penalties expensed in
Enter the amounts from line 5, columnscomplete lines 1 through 6 in financial accounting income (paid or
(a) through (d) of Form 8916-A, onaccordance with the allocation of tax accrued) must be included on this line
Schedule M-3, Part III, line 8, columnsexpense among the members of the 12, column (a), regardless of the
(a) through (d), as applicable. AttachU.S. consolidated tax group in the government or other authority that
Form 8916-A.financial statements (or its books and imposed the fines or penalties,

records, if applicable). If the current and regardless of whether the fines andDo not report on Form 8916-A and
deferred U.S., state, and foreign penalties are civil or criminal,this line 8 amounts reported in
income tax expense for the U.S. regardless of the classification,accordance with the instructions for
consolidated tax group (income tax nomenclature, or terminology used forPart II, lines 9, 10, 11, and 12.
expense) is allocated among the the fines or penalties by the imposing
members of the U.S. consolidated tax authority in its actions or documents,Line 9. Stock Option
group in the group’s financial and regardless of how or where the

Expensestatements (or its books and records, if fines or penalties are classified in the
applicable), then each member must Report on line 9, column (a), amounts corporation’s financial income
report its allocated income tax expense expensed on Part I, line 11, net income statement or the income and expense
on Part III, lines 1 through 6, of that per the income statement, that are accounts maintained in the
member’s separate Schedule M-3. attributable to all stock options. Report corporation’s books and records. Also
However, if the income tax expense is on line 9, column (d), deduction report on line 12, column (a), the
not shared or allocated among amounts attributable to all stock reversal of any overaccrual of any
members of the U.S. consolidated tax options. amount described in this paragraph.
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See section 162(f) for additional both sections 162(m) and 280G, report to the year of donation), copyrights,
guidance. the total payment on this line 14. trademarks;

• Securities (including stocks and theirReport on line 12, column (d), any
derivatives, stock options, and bonds);Line 15. Compensation Withsuch amounts as described in the • Conservation easements (includingSection 162(m) Limitationpreceding paragraph that are includible
scenic easements or air rights);in taxable income, regardless of the Report on line 15, column (a), the total • Railroad rights of way;financial accounting period in which amount of non-performance-based • Mineral rights; andsuch amounts were or are included in current compensation expense for the • Other intangible property.financial accounting net income. corporate officers to whom section

Complete columns (b) and (c) as 162(m) applies. Report the Line 21. Charitableappropriate. nondeductible amount of current Contribution Limitation/compensation in excess of $1 million inDo not report on this Part III, line 12, Carryforwardcolumn (b) or (c), as applicable, and theamounts required to be reported in
deductible compensation in column (d). Report as a negative amount on thisaccordance with instructions for Part III,
If a payment is subject to limitation line 21, columns (b), (c), and (d), asline 13.
under both sections 162(m) and 280G, applicable, the excess of charitableDo not report on this Part III, line 12, report the total payment on Part III, line contributions made during the tax yearamounts recovered from insurers or 14, Parachute payments. See over the amount of the charitableany other indemnitors for any fines and Regulations section 1.162-27(g) for the contribution limitation amount.penalties described above. interaction between sections 162(m)

If the corporation utilizes aand 280G.Line 13. Judgments, contribution carryforward in the current
tax year, report the carryforward utilizedDamages, Awards, and Line 16. Pension and as a positive amount on columns (b),Similar Costs Profit-Sharing (c), and (d), as applicable.

Report on line 13, column (a), the Report on line 16 any amounts When a consolidated income taxamount of any estimated or actual attributable to the corporation’s pension return is being filed, Schedule M-3judgments, damages, awards, plans, profit-sharing plans, and any adjustments for the amount ofsettlements, and similar costs, however other retirement plans. charitable contributions in excess of thenamed or classified, included in
limitation, or for charitable contributionfinancial accounting income, regardless Line 17. Other carryforward utilized, should not beof whether the amount deducted was
made on the separate consolidatingPost-Retirement Benefitsattributable to an estimate of future
Schedules M-3 of the includibleReport on line 17 any amountsanticipated payments or actual
corporations, but on the separateattributable to other post-retirementpayments. Also report on line 13,
consolidating Schedule M-3 forbenefits not otherwise includible on Partcolumn (a), the reversal of any
consolidation eliminations (or on FormIII, line 16 (for example, retiree healthoveraccrual of any amount described in
8916 in the case of a mixed group).and life insurance coverage, dentalthis paragraph.
See Completion of Schedule M-3 andcoverage, etc.).

Report on line 13, column (d), any Certain Allocations, Limitations, and
such amounts as are described in the Carryovers on page 5.Line 18. Deferredpreceding paragraph that are includible

Compensationin taxable income, regardless of the Line 22. Domestic
financial accounting period in which Report on line 18, column (a), any Production Activities
such amounts were or are included in compensation expense included in the Deductionfinancial accounting net income. net income (loss) amount reported in

Report on Part III, line 22, column (d),Complete columns (b) and (c) as Part I, line 11, that is not deductible for
the corporation’s domestic productionappropriate. U.S. income tax purposes in the current
activities deduction under section 199tax year and that was not reportedDo not report on this Part III, line 13, that is reported on Form 1120, page 1,elsewhere on Schedule M-3, columnamounts required to be reported in line 25. Complete columns (b) and (c)(a). Report on line 18, column (d), anyaccordance with instructions for Part III, as appropriate. Do not report anycompensation deductible in the currentline 12. portion of the corporation’s domestictax year that was not included in the net

Do not report on this Part III, line 13, production activities deduction on anyincome (loss) amount reported in Part I,
amounts recovered from insurers or other line of Schedule M-3.line 11, for the current tax year and that
any other indemnitors for any is not reportable elsewhere on

Line 23. Current Yearjudgments, damages, awards, or similar Schedule M-3. For example, report
costs described above. originations and reversals of deferred Acquisition or

compensation subject to section 409A Reorganization InvestmentLine 14. Parachute Payments on line 18. Banking FeesReport on line 14, column (a), the total
expense included in financial Report on line 23 any investmentLine 20. Charitable
accounting net income on Part I, line banking fees paid or incurred inContribution of Intangible
11, that is subject to section 280G. connection with a taxable or tax-free

PropertyReport in column (b) or (c), as acquisition of property (for example,
applicable, the amount of nondeductible Report on line 20 any charitable stock or assets) or a tax-free
parachute payments pursuant to contribution of intangible property, for reorganization. Report on this line any
section 280G, and report in column (d) example, contributions of: investment banking fees incurred at any
the deductible amount of compensation • Intellectual property, patents stage of the acquisition or
after any excess parachute payment (including any amounts of additional reorganization process including, for
limitations under section 280G. If a contributions allowable by virtue of example, fees paid or incurred to
payment is subject to limitation under income earned by donees subsequent evaluate whether to investigate an
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acquisition, fees to conduct an actual deduction with respect to the purchasedLine 28. Other Amortization
investigation, and fees to consummate asset.or Impairment Write-Offsthe acquisition. Also include on this line Report in column (a), gross rent

Report on line 28 any amortization or23 investment banking fees incurred in expense for a transaction treated as a
impairment write-offs not otherwiseconnection with the liquidation of a lease for financial accounting purposes
includible on Schedule M-3.subsidiary, a spin-off of a subsidiary, or but as a sale for U.S. income tax

an initial public stock offering. purposes. Report in column (d), grossLine 29. Section 198 rental deductions for a transactionLine 24. Current Year Environmental Remediation treated as a lease for U.S. income tax
Acquisition or purposes but as a purchase forCosts

financial accounting purposes. ReportReorganization Legal and Report on line 29, column (a), any
interest expense for such transactionsAccounting Fees amounts attributable to environmental
on Part III, line 8, in column (a) or (d),remediation costs included on Part I,Report on line 24 any legal and as applicable. Report depreciationline 11. Report in columns (b), (c), andaccounting fees paid or incurred in expense or deductions for such(d), as applicable, any deductibleconnection with a taxable or tax-free transactions on Part III, line 31, inamounts attributable to environmentalacquisition of property (for example, column (a) or (d), as applicable. Useremediation costs described in sectionstock or assets) or tax-free columns (b) and (c) of Part III, lines 8,198 that are paid or incurred during thereorganization. Report on this line any 31, and 34, as applicable, to report thecurrent tax year.legal and accounting fees incurred at differences between column (a) and (d)

any stage of the acquisition or for such recharacterized transactions.Line 31. Depreciationreorganization process including, for
Example 21. U.S. corporation XReport on line 31 any depreciationexample, fees paid or incurred to

acquired property in a transaction that,expense that is not required to beevaluate whether to investigate an
for financial accounting purposes, Xreported elsewhere on Schedule M-3acquisition, fees to conduct an actual
treats as a lease. X is a calendar year(for example, on Part II, line 9, 10, 11,investigation, and fees to consummate
taxpayer that was required to fileor 17).the acquisition. Also include on this line
Schedule M-3 for its 2007 tax year andlegal and accounting fees incurred in
is required to file Schedule M-3 for itsLine 32. Bad Debt Expenseconnection with the liquidation of a
2008 tax year. Because of its terms, thesubsidiary, a spin-off of a subsidiary, or Report on line 32, column (a), any transaction is treated for U.S. incomean initial public stock offering. amounts attributable to an allowance tax purposes as a purchase and X must

for uncollectible accounts receivable or treat the periodic payments it makesLine 25. Current Year actual write-offs of accounts receivable partially as payment of principal andAcquisition/Reorganization included on Part I, line 11. Report in partially as payment of interest. In its
column (d) the amount of bad debtOther Costs financial statements, X treats the
expense deductible for federal incomeReport on line 25 any other fees paid or difference between the financial
tax purposes under section 166.incurred in connection with a taxable or accounting and U.S. income tax

tax-free acquisition of property (for treatment of this transaction as aLine 33. Corporate Ownedexample, stock or assets) or a tax-free temporary difference. During 2008, X
Life Insurance Premiumsreorganization not otherwise reportable reports in its financial statements

on Schedule M-3 (for example, Part III, $1,000 of gross rental expense that, forReport on line 33 all amounts of
line 23 or 24). Report on this line any U.S. income tax purposes, isinsurance premiums attributable to any
fees paid or incurred at any stage of the recharacterized as a $700 payment oflife insurance policy if the corporation is
acquisition or reorganization process principal and a $300 payment ofdirectly or indirectly a beneficiary under
including, for example, fees paid or interest, accompanied by a depreciationthe policy or if the policy has a cash
incurred to evaluate whether to deduction of $1,200 (based on othervalue. Report in column (d) the amount
investigate an acquisition, fees to facts). On its 2008 Schedule M-3, Xof the premiums that are deductible for
conduct an actual investigation, and must report the following on Part III, linefederal income tax purposes.
fees to consummate the acquisition. 34: column (a) $1,000, its financial
Also include on this line other accounting gross rental expense;Line 34. Purchase Versus
acquisition/reorganization costs column (b), ($1,000); and column (d),Lease (for Purchasers and/or
incurred in connection with the zero. On Part III, line 8, X reports zeroLessees)liquidation of a subsidiary, a spin-off of in column (a) and $300 in columns (b)

Note. Also see the instructions fora subsidiary, or an initial public stock and (d) for the interest deduction. On
sellers and/or lessors in the instructionsoffering. Part III, line 31, X reports zero in
for Part II, line 18. column (a) and $1,200 in columns (b)

Line 26. Amortization/ and (d) for the depreciation deduction.Asset transfer transactions withImpairment of Goodwill periodic payments characterized for Line 35. Other Expense/Report on line 26 amortization of financial accounting purposes as either Deduction Items Withgoodwill or amounts attributable to the a purchase or a lease may, under some
impairment of goodwill. Differencescircumstances, be characterized as the

opposite for tax purposes. Report on Part III, line 35, all items ofLine 27. Amortization of
expense/deduction that are notIf a transaction is treated as a lease,Acquisition, Reorganization, otherwise listed on Part III, lines 1the purchaser/lessee reports the
through 34.and Start-Up Costs periodic payments as gross rental

Report on line 27 amortization of expense. If the transaction is treated as Whether an expense/deduction item
acquisition, reorganization, and start-up a purchase, the purchaser/lessee is reported on this line 35, or reported
costs. For purposes of column (b), (c), reports the periodic payments as on Part II, line 28, is determined
and (d), include amounts amortizable payments of principal and interest and separately by each member of the U.S.
under section 167, 195, or 248. also reports depreciation expense or consolidated tax group and not at the

-23-Instructions for Schedule M-3 (Form 1120)



Page 24 of 25 Instructions for Schedule M-3 (Form 1120) 12:37 -  5-FEB-2009

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

U.S. consolidated tax group level. For related to reserves and contingent required to file Schedule M-3 for its
example, U.S. corporation P has two liabilities. Report on line 35, column (d), 2007 tax year and is required to file
subsidiaries, A and B, that are included amounts related to liabilities for Schedule M-3 for its 2008 tax year. On
in P’s consolidated financial statements reserves and contingent liabilities that July 1 of each year, Q has a fixed
and in P’s consolidated U.S. income tax are deductible in the current tax year liability for its annual insurance
return. For financial statement for U.S. income tax purposes. premiums that provides a 12-month
purposes, P, A, and B recognize real Examples of items that must be coverage period beginning July 1
estate tax expense when accrued. For reported on line 35 include warranty through June 30. In addition, Q
U.S. income tax purposes, P and A reserves, restructuring reserves, historically prepays 12 months ofrecognize such expense consistent with reserves for discontinued operations, advertising expense on July 1. On Julythe method used for financial statement and reserves for acquisitions and 1, 2008, Q prepays its insurancepurposes, whereas B recognizes such dispositions. Only report on line 35

premium of $500,000 and advertisingdeduction based on a method different items that are not required to be
expenses of $800,000. For financialfrom that used for financial statement reported elsewhere on Schedule M-3,
accounting purposes, Q capitalizes andpurposes. P and A must report this Parts II and III. For example, the
amortizes the prepaid insurance andexpense/deduction in column (a) and expense for a reserve for inventory
advertising over 12 months. For U.S.(d) on Part II, line 28. B must report the obsolescence must be reported on Part
income tax purposes, Q deducts thefollowing on Part III, line 35, in column II, line 17.

(a), B’s expense recognized in the insurance premium when paid and
financial statements when accrued; in The schedule of details attached to amortizes the advertising over the
column (d), B’s real estate tax expense the return for line 35 must separately 12-month period. In its financial
recognized for U.S. income tax state and adequately disclose the statements, Q treats the differences
purposes; and in column (b) or (c), as nature and amount of the expense attributable to the financial statement
applicable, the difference between B’s related to each reserve and/or treatment and U.S. income tax
real estate tax expense in its financial contingent liability. The appropriate treatment of the prepaid insurance and
statements and its real estate tax level of disclosure depends upon each advertising as temporary differences. Q
deduction recognized for U.S. taxable taxpayer’s operational activity and the must separately state and adequatelyincome purposes. nature of its accounting records. For disclose on Part III, line 35, its prepaidexample, if a corporation’s net incomeComprehensive income. If any insurance premium and reportamount reported in the income“comprehensive income” as defined by $250,000 in column (a) ($500,000/12statement includes anticipatedSFAS No. 130 is reported on this line, months X 6 months), $250,000 inexpenses for a discontinued operationdescribe the item(s) in detail as, for

column (b), and $500,000 in columnas a single amount, and its generalexample, “Foreign currency translation
(d). Q must also separately state andledger or other books, records, andadjustments” and “Gains and losses on
adequately disclose on Part II, line 28,workpapers provide details for theavailable-for-sale securities.”
its prepaid advertising and reportanticipated expenses under moreReserves and contingent liabilities.
$400,000 in column (a) and (d).explanatory and defined categoriesReport on line 35 amounts related to

such as employee termination costs,the change in each reserve or
lease cancellation costs, loss on sale ofcontingent liability that is not required to Line 36. Total Expense/equipment, etc., a supporting schedulebe reported elsewhere on Schedule Deduction Itemsthat lists those categories of expensesM-3. For example, amounts relating to
and their details will satisfy the Report on Part II, line 27, columns (a)changes in reserves for litigation must
requirement to separately state and though (d), as applicable, the negativebe reported on Part III, line 13, and
adequately disclose. In order to of the amounts reported on Part III, lineamounts relating to changes in
separately state and adequatelyreserves for uncollectible accounts 36, columns (a) through (d), as
disclose the employee terminationreceivable must be reported on Part III, applicable. Report positive amounts as
costs, it is not required that anline 32. See Examples 9, 21, and 22. negative and negative amounts asanticipated termination cost amount be positive. For example, if Part III, line 36,Report on line 35 the amortization of listed for each employee, or that each

column (a), reflects an amount of $1various items of prepaid expense, such asset (or category of asset) be listed
as prepaid subscriptions and license million, then report on Part II, line 27,along with the anticipated loss on
fees, prepaid insurance, etc. column (a), ($1 million). Similarly, if Partdisposition.

III, line 36, column (b), reflects anReport on line 35, column (a),
amount of ($50,000), then report onExample 22. Corporation Q is aexpenses included in net income

calendar year taxpayer that was Part II, line 27, column (b), $50,000.reported on Part I, line 11, that are
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