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Department of the Treasury
Internal Revenue Service2010

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

Treasury, Internal Revenue Service but C and D file separate U.S. income taxSection references are to the Internal
Center, Ogden, UT 84201-0012. returns. The consolidated accrual basisRevenue Code unless otherwise noted.

financial statements for C and D reportGeneral Instructions total assets at the end of the taxable yearWho Must File
of $12 million after intercompany• Any domestic corporation or group of eliminations. C reports separate companyWhat’s New corporations required to file Form 1120-L, total year-end assets on its Schedule L,U.S. Life Insurance Company Income Tax• Special instructions for Part II, lines 25 Part II, line 2, column (b), of $7 million. DReturn, that reports on Schedule L, Partand 28, and Part III, line 40, have been reports separate company total year-endII, line 2, column (b), of Form 1120-Ladded. See page 12. assets on its Schedule L, Part II, line 2,total assets at the end of the corporation’s• For Part II, line 25, and Part III, line 40, column (b), of $6 million. Neither C nor Dtax year that equal or exceed $10 milliona separate schedule, including a detailed is required to file Schedule M-3 for themust complete and file Schedule M-3.description of the amounts entered in 2010 tax year.• A corporation filing a non-consolidatedeach column of these lines, must be 3. Foreign corporation A owns 100Form 1120-L that reports on Schedule L,attached to Schedule M-3 (Form 1120-L). percent of both U.S. life insurancePart II, line 2, column (b), of Form 1120-LSee Required schedules for Part II, line company B and U.S. life insurancetotal assets that equal or exceed $1025, and Part III, line 40 on page 12 for company C. C owns 100 percent of U.S.million must complete and file Schedulemore information. life insurance company D. For its 2010M-3 and must check box (1),• Line 38, Research and development tax year, A prepares a consolidatedNon-consolidated return, at the top ofcosts, has been added to Schedule M-3 worldwide financial statement for thepage 1 of Schedule M-3.(Form 1120-L), Part III. See the ABCD consolidated group. The ABCD• Any U.S. consolidated tax groupinstructions for line 38, Part III, and consolidated financial statement reportsconsisting of a U.S. parent corporationexamples, on pages 21 and 22 for more total year-end assets of $25 million.  A isand additional includible corporationsinformation. not required to file a U.S. income taxlisted on Form 851, Affiliations• Line 39, Section 118 exclusion, has return.  B files a separate U.S. income taxSchedule, required to file Form 1120-Lbeen added to Schedule M-3 (Form return and reports separate company totalthat reports on Schedule L, Part II, line 2,1120-L), Part III. See the instructions for year-end assets on its Schedule L, Part II,column (b), of Form 1120-L totalline 39, Part III, on page 22 for more line 2, column (b), of $12 million. C files aconsolidated assets at the end of the taxinformation. consolidated U.S. income tax return withyear that equal or exceed $10 million D and, after eliminating intercompanymust complete and file Schedule M-3,Purpose of Schedule transactions between C and D, reportsand must check box (2), ConsolidatedSchedule M-3, Part I, asks certain consolidated total year-end assets onreturn (Form 1120-L only) or (3), Mixedquestions about the corporation’s Schedule L, Part II, line 2, column (b), of1120/L/PC group, as applicable, at thefinancial statements and reconciles $8 million. B is required to file Scheduletop of page 1 of Schedule M-3.financial statement net income (loss) for M-3 because its total year-end assets

A U.S. life insurance company filingthe corporation (or consolidated financial reported on Schedule L, Part II, line 2,
Form 1120-L that is not required to filestatement group, if applicable), as column (b), exceed $10 million. The CD
Schedule M-3 may voluntarily filereported on Schedule M-3, Part I, line 4a, U.S. consolidated tax group is not
Schedule M-3. A life insurance companyto net income (loss) of the corporation for required to file Schedule M-3 because its
filing Schedule M-3 must check Item A,U.S. taxable income purposes, as total year-end assets reported on
box 3, on Form 1120-L, page 1, indicatingreported on Schedule M-3, Part I, line 11. Schedule L, Part II, line 2, column (b), do
that Schedule M-3 is attached, whether not exceed $10 million.Schedule M-3, Parts II and III,
required or voluntary.reconcile financial statement net income

Special Filing Requirements for(loss) for the U.S. corporation (or Example 1.
consolidated tax group, if applicable), as Mixed Groups1. U.S. life insurance company A
reported on Schedule M-3, Part I, line 11, owns U.S. subsidiary B and foreign If the parent corporation of a U.S.
to taxable income on Form 1120-L, page subsidiary F. For its 2010 tax year, A consolidated tax group files Form 1120-L
1, line 20. For life insurance companies prepares consolidated financial and files Schedule M-3, each member of
that prepare an annual statement, statements with B and F that report total the group must file Schedule M-3.
financial statement net income (loss) assets of $12 million. A files a However, if the parent corporation of a
should be reported on the statutory basis consolidated U.S. income tax return with U.S. consolidated tax group files Form
on Schedule M-3, Part I, line 11. B and reports total consolidated assets on 1120-L and any member of the group files

Schedule L, Part II, line 2, column (b), of Form 1120-PC, U.S. Property andWhere To File $8 million. A’s U.S. consolidated tax Casualty Insurance Company Income Tax
If the corporation is required to file (or group is not required to file Schedule M-3 Return, or Form 1120, that member must
voluntarily files) Schedule M-3 (Form for the 2010 tax year. file a Form 1120-PC Schedule M-3 or a
1120-L), the corporation must file Form 2. U.S. life insurance company C Form 1120 Schedule M-3, respectively,
1120-L and all attachments and owns U.S. life insurance company D. For and the group must comply with the
schedules, including Schedule M-3 (Form its 2010 tax year, C prepares mixed group consolidated Schedule M-3
1120-L), with the Department of the consolidated financial statements with D reporting described in the section,
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Schedule M-3 Consolidation for Mixed corporations listed on Form 851, net of eliminations for intercompany
Groups (1120/L/PC) on page 4 of these eliminations for intercompany transactions between includible
instructions. A mixed group must also file transactions and balances between the corporations. If the life insurance
Form 8916, Reconciliation of Schedule includible corporations. In addition, for company does not prepare non-tax-basis
M-3 Taxable Income with Tax Return purposes of determining for Schedule M-3 financial statements, Schedule L, Part II,
Taxable Income for Mixed Groups, and, if whether the corporation (or U.S. line 2, column (b), must be based on the
applicable, Form 8916-A, Supplemental consolidated tax group) has total assets life insurance company’s books and
Attachment to Schedule M-3. at the end of the current tax year of $10 records. The Schedule L balance sheet

million or more, the corporation’s total may show tax-basis balance sheetIf the parent corporation of a U.S.
consolidated assets must be determined amounts if the life insurance company isconsolidated tax group files Form 1120-L
on an overall accrual method of allowed to use books and records forand any member of the group files Form
accounting unless both of the following Schedule M-3 and the life insurance1120-PC or Form 1120, and the
apply: (a) the tax returns of all includible company’s books and records reflect onlyconsolidated Schedule L, Part II, line 2,
corporations in the U.S. consolidated tax tax-basis amounts.column (b), reported in the return includes
group are prepared using an overall cashthe assets of all of the corporations (the

Generally, total assets at the beginningmethod of accounting, and (b) noinsurance companies as well as the
of the year (Schedule L, Part II, line 2,includible corporation in the U.S.non-insurance companies), in order to
column (a)) must equal total assets at theconsolidated tax group prepares or isdetermine if the group meets the $10
close of the prior year (Schedule L, Partincluded in financial statements preparedmillion threshold test for the requirement
II, line 2, column (b)). For each Scheduleon an accrual basis.to file Schedule M-3, use the amount of
L balance sheet item reported for whichtotal assets reported on Schedule L, Part Note. See the instructions for Part I, line there is a difference between the currentII, line 2, column (b), of the consolidated 1, for a discussion of non-tax-basis opening balance sheet amount and thereturn. If the parent company of a U.S. income statements and related prior closing balance sheet amount,consolidated tax group files Form 1120-L non-tax-basis balance sheets to be used attach a schedule that reports the balanceand any member of the group files Form in the preparation of Schedule M-3 and sheet item, the prior closing amount, the1120-PC or Form 1120 and the Form 1120-L, Schedule L. current opening amount, and a shortconsolidated Schedule L, Part II, line 2,
explanation of the change. Such reasonscolumn (b), reported in the return does Other Form 1120-L for those differences include mergers andnot include the assets of one or more of
acquisitions.the corporations in the U.S. consolidated Schedules Affected by

tax group, in order to determine if the For purposes of measuring total assetsSchedule M-3group meets the $10 million threshold test at the end of the year, the corporation’s
for the requirement to file Schedule M-3, Requirements assets may not be netted or reduced by
use the sum of the amount of total assets the corporation’s liabilities. In addition,Report on Schedules L and Form 1120-L,reported on the consolidated Schedule L, total assets may not be reported as apage 1, amounts for the U.S. corporationPart II, line 2, column (b), plus the negative amount. If Schedule L isor, if applicable, the U.S. consolidated taxamounts of all assets reported on Forms prepared on a non-tax-basis method, angroup.1120-PC and 1120 that are included in investment in a partnership may be
the consolidated return but not included Schedule L shown as appropriate under theon the consolidated Schedule L, Part II, corporation’s non-tax-basis method ofIf a non-tax-basis income statement andline 2, column (b). accounting, including, if required by therelated non-tax-basis balance sheet are

For insurance companies included in corporation’s reporting methodology, theprepared for any purpose for a period
the consolidated U.S. income tax return, equity method of accounting forending with or within the tax year,
see instructions for Part I, lines 10a, 10b, investments. If Schedule L is prepared onSchedule L must be prepared showing
10c, and 11, and Part II, line 7, for a tax basis, an investment by thenon-tax-basis amounts. See the
guidance on Schedule M-3 reporting of corporation in a partnership must bediscussion in the instructions for Schedule
intercompany dividends and statutory shown as an asset and measured by theM-3, Part I, line 1, of non-tax-basis
accounting adjustments. corporation’s adjusted basis in itsincome statements and related

partnership interest. Any liabilitiesnon-tax-basis balance sheets preparedOther Issues Affecting contributing to such adjusted basis mustfor any purpose and the impact on the
be shown on Schedule L as corporateselection of the income statement usedSchedule M-3 Filing
liabilities.for Schedule M-3 and the related

Requirements non-tax-basis balance sheet amounts that
Consolidated Return must be used for Schedule L.If a life insurance company was required
(Form 1120-L, Page 1)to file Schedule M-3 for the preceding tax Total assets shown on Schedule L,

year but reports on Schedule L, Part II, Report on Form 1120-L, page 1, eachPart II, line 2, column (b), must equal the
line 2, column (b), of Form 1120-L total item of income, gain, loss, expense, ortotal assets of the life insurance company
consolidated assets at the end of the deduction net of elimination entries for(or, in the case of a U.S. consolidated tax
current tax year of less than $10 million, intercompany transactions betweengroup, the total assets of all members of
the life insurance company is not required includible corporations. The corporationthe group listed on Form 851) as of the
to file Schedule M-3 for the current tax must not report as dividends on Formlast day of the tax year, and must be the
year. The life insurance company may 1120-L, Schedule A, any amountssame total assets reported by the life
voluntarily file Schedule M-3 for the received from an includible corporationinsurance company (or by each member
current tax year. If for a subsequent tax unless the corporation receiving theof the U.S. consolidated tax group) in the
year the life insurance company is intercompany dividends is an insurancenon-tax-basis financial statements, if any,
required to file Schedule M-3, the life company and only to the extent that theused for Schedule M-3. If the life
insurance company must complete insurance company is required to includeinsurance company prepares
Schedule M-3 in its entirety (Part I and all intercompany dividends in taxablenon-tax-basis financial statements,
columns in Parts II and III) for that income. See the instructions for Part I,Schedule L, Part II, line 2, column (b),
subsequent tax year. lines 10a, 10b, 10c, and 11, for amust equal the sum of the non-tax-basis

discussion of intercompany dividends andIn the case of a U.S. consolidated tax financial statement total assets for each
insurance company statutory accounting.group, total assets at the end of the tax corporation listed on Form 851 and
In general, dividends received from anyear must be determined based on the included in the U.S. consolidated tax
includible corporation must be eliminatedtotal year-end assets of all includible return (includible corporation) net of
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in consolidation rather than offset by the be owned under these instructions by the DS2, DS3, FS1, and FS2 each acquire a
dividends-received deduction. trust or nominee arrangement. 10 percent partnership interest in

partnership K which files Form 1065 forA reportable entity partner with respect
the tax year ending December 31, 2010.Entity Considerations for to a partnership (as defined above) must
P is deemed to own, directly or indirectlyreport the following to the partnershipSchedule M-3 (under these instructions), all corporatewithin 30 days of first becoming a

For purposes of Schedule M-3, and partnership interests of DS1, DS2,reportable entity partner and, after first
references to the classification of an entity and DS3, as the parent of the taxreporting to the partnership under these
(for example, as a corporation, a consolidation group and therefore isinstructions, thereafter within 30 days of
partnership, or a trust) are references to deemed to own 30 percent of K onthe date of any change in the interest it
the treatment of the entity for U.S. income September 16, 2010. P is deemed toowns or is deemed to own, directly or
tax purposes. An entity that generally is own, directly or indirectly (under theseindirectly, under these instructions, in the
disregarded as separate from its owner instructions), all corporate andpartnership: (1) its name, (2) its mailing
for U.S. income tax purposes partnership interests of FS1 and FS2 asaddress, (3) its taxpayer identification
(disregarded entity) must not be the owner of 50% or more of eachnumber (TIN or EIN) if applicable, (4) its
separately reported on Schedule M-3 corporation by vote and therefore isentity or organization type, (5) the state or
except, if required, on Part I, line 7a or 7b. deemed to own 20% of K on Septembercountry in which it is organized, (6) the
On Parts II and III, any item of income, 16, 2010. P is therefore deemed to owndate on which it first became a reportable
gain, loss, deduction, or credit of a 50% of K on September 16, 2010. Sinceentity partner, (7) the date with respect to
disregarded entity must be reported as an P owns or is deemed to own, directly orwhich it is reporting a change in its
item of its owner. In particular, the income indirectly (under these instructions), 50%ownership interest in the partnership, if
or loss of a disregarded entity must not be or more of K on September 16, 2010, andapplicable, (8) the interest in the
reported on Part II, lines 9, 10, or 11 as a was required to complete Schedule M-3partnership it owns or is deemed to own
separate partnership or other with its most recently filed U.S. incomein the partnership, directly or indirectly (as
pass-through. The financial statement tax return filed prior to that date, P is adefined under these instructions) as of the
income or loss of a disregarded entity is reportable entity partner of K as ofdate with respect to which it is reporting,
included on Part I, line 7a or 7b, only if its September 16, 2010. On October 5,and (9) any change in that interest as of
financial statement income or loss is 2010, P reports to K that P is a reportablethe date with respect to which it is
included on Part I, line 11, but not on Part entity partner as of September 16, 2010,reporting.
I, line 4a. deemed to own (under these instructions)

The reportable entity partner must a 50% interest in K. K is, therefore,Reportable Entity Partner retain copies of required reports it makes required to complete Schedule M-3 whenReporting Responsibilities to the partnerships under these it files its Form 1065 for its tax year
instructions. Each partnership must retainA reportable entity partner with respect to ending December 31, 2010.
copies of the required reports it receivesa partnership filing Form 1065 is an entity
under these instructions from reportablethat (1) owns or is deemed to own, Consolidated Scheduleentity partners.directly or indirectly, under these

instructions a 50% or greater interest in Example 2. M-3 Versus Consolidating
the income, loss, or capital of the 1. A, an LLC filing a Form 1065 for Schedules M-3 for Formpartnership on any day of the tax year, 2010, is owned 50% by U.S. life
and (2) was required to complete insurance company Z. A owns 50% of B, 1120-L GroupsSchedule M-3 on its most recently filed C, D, and E, which are also LLCs filing a A consolidated tax return group with aU.S. income tax return or return of income Form 1065 for calendar year 2010. Z was parent corporation that files a Formfiled prior to that day. first required to complete Form 1120-L, 1120-L is a mixed group if any member is

For the purposes of these instructions, Schedule M-3, for its corporate tax year a property and casualty insurance
the following rules apply: (1) the parent ended December 31, 2009, and filed company (files Form 1120-PC) or is not
corporation of a consolidated tax group is Schedule M-3 with its Form 1120-L for an insurance company. See the
deemed to own all corporate and 2009 on September 15, 2010. As of discussion Schedule M-3 Consolidation
partnership interests owned or deemed to September 16, 2010, Z was a reportable for Mixed Groups (1120/L/PC).
be owned under these instructions by any entity partner with respect to A and,

A U.S. consolidated tax group must filemember of the tax consolidated group; (2) through A, with respect to B, C, D, and E.
a consolidated Schedule M-3. Parts I, II,the owner of a disregarded entity is On October 5, 2010, Z reports to A, B, C,
and III of the consolidated Schedule M-3deemed to own all corporate and D, and E, as it is required to do within 30
must reflect the activity of the entire U.S.partnership interests owned or deemed to days of September 16, that Z is a
consolidated tax group. The parentbe owned under these instructions by the reportable entity partner directly owning
corporation also must complete Parts IIdisregarded entity; (3) the owner of 50% (with respect to A) or deemed to own
and III of a separate Schedule M-3 toor more of a corporation by vote on any indirectly (with respect to B, C, D, and E)
reflect the parent’s own activity. Inday of the corporation tax year is deemed a 50% interest. Therefore, because Z was
addition, Parts II and III of a separateto own all corporate and partnership a reportable entity partner for 2010, each
Schedule M-3 must be completed byinterests owned or deemed to be owned of A, B, C, D, and E is required to
each includible corporation to reflect theunder these instructions by the complete Form 1065, Schedule M-3, for
activity of that includible corporation.corporation during the corporation tax 2010, regardless of whether they would
Lastly, it generally will be necessary toyear; (4) the owner of 50% or more of otherwise be required to complete
complete Parts II and III of a separatepartnership income, loss, or capital on Schedule M-3 for that year.
Schedule M-3 for consolidationany day of the partnership tax year is 2. P, a U.S. life insurance company, is
eliminations.deemed to own all corporate and the parent of a financial consolidation

partnership interests owned or deemed to group with 50 domestic subsidiaries, DS1 If a U.S. consolidated tax group that is
be owned under these instructions by the through DS50, and 50 foreign not a mixed group consists of four
partnership during the partnership tax subsidiaries, FS1 through FS50, all 100 includible corporations (the parent and
year; and (5) the beneficial owner of 50% percent owned on September 16, 2010. three subsidiaries) all filing Form 1120-L,
or more of the beneficial interest of a trust On September 15, 2010, P filed a the U.S. consolidated tax group must
or nominee arrangement on any day of consolidated tax return on Form 1120-L complete six Schedules M-3 as follows:
the trust or nominee arrangement tax and was required to complete Schedule (a) one consolidated Schedule M-3 with
year is deemed to own all corporate and M-3 for the tax year ending December 31, Parts I, II, and III completed to reflect the
partnership interests owned or deemed to 2009. On September 16, 2010, DS1, activity of the entire U.S. consolidated tax
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group; (b) Parts II and III of a separate At the mixed group consolidated level, through 28. For a mixed group, Schedule
Schedule M-3 for each of the four there must be a consolidated Schedule M-3, Part II, lines 29b, 29c, and 30, are
includible corporations to reflect the M-3, Part II, and, if applicable, a Schedule blank on the Forms 1120, 1120-PC, or
activity of each includible corporation; and M-3, Part II, for consolidation eliminations 1120-L, as applicable, for the separate
(c) Parts II and III of a separate Schedule not includible in the subgroup corporations (parent and subsidiary) and
M-3 to eliminate intercompany eliminations. At the consolidated level, for the three subgroup
transactions between includible there must also be a consolidated sub-consolidations.
corporations and to include limitations on Schedule M-3, Part I, and a consolidated Note. A sub-consolidation is required for
deductions (e.g., charitable contribution Form 8916. For a mixed group, there is every subgroup, even if the subgroup
limitations and capital loss limitations) and no Schedule M-3, Part III, at the consists of only one corporation. In
carryover amounts (e.g., charitable consolidated level. At the consolidated addition, Form 8916-A, if applicable, is
contribution carryovers and capital loss level, use the Schedule M-3 (1120, required at the sub-consolidated level and
carryovers). See the discussion 1120-PC, or 1120-L), Parts I and II, that the sub-consolidated elimination level.
Completion of Schedule M-3 and Certain match the form on which the parent

Reconciliation of Mixed GroupAllocations, Limitations, and Carryovers. corporation reports and the entire
Subgroup Sub-Consolidationconsolidated group files.Note. Complete only one Schedule M-3,
Amounts to Schedule M-3, Part I,Part I, for each consolidated group. A The corporation must check the
Line 11, and to Tax Return Taxablesubsidiary of a consolidated group does applicable mixed group checkboxes on all
Incomenot complete Schedule M-3, Part I. Enter Schedules M-3, Parts I, II, and III, as

on Part I the name and EIN of the discussed below. At the consolidated level, use the
common parent of the consolidated Schedule M-3 form (1120, 1120-PC,Subgroup Sub-Consolidation: 1120group. 1120-L), Parts I and II that matches theSubgroup, 1120-PC Subgroup, and form on which the parent corporation Indicate on each Schedule M-3, Parts

1120-L Subgroup reports and the entire consolidated groupII and III, on the line after the common
A subgroup Schedule M-3, Parts II and III, files. For a mixed group, the consolidatedparent’s name and EIN, whether the
sub-consolidation must be prepared with Schedule M-3, Part II, lines 29a, 29b, andSchedule M-3, Parts II and III, is for the:
all necessary eliminations within the 29c, amounts report the applicable(1) consolidated group; (2) parent
subgroup for each of the three possible amounts from the three subgroupcorporation; (3) consolidation
subgroups that are in fact present: one sub-consolidation Part II, line 29a,eliminations; or (4) subsidiary corporation,
subgroup for those corporations reporting amounts. (If a consolidated level Part IIby checking the appropriate box. If Parts
on Form 1120; one subgroup for those for consolidation eliminations notII and III are for a subsidiary in a
corporations reporting on Form 1120-PC; includible in the subgroup eliminations isconsolidated return, also enter the name
and one subgroup for those reporting on applicable, the applicable amounts mustand EIN of the subsidiary.
Form 1120-L. The parent corporation is be adjusted by the applicable elimination

Schedule M-3 Consolidation for included in the subgroup that corresponds amounts.) The consolidated Schedule
Mixed Groups (1120/L/PC) to the form on which it reports and the M-3, Part II, line 30, amounts are the sum

entire consolidated group files. For of the applicable amounts on theSpecial Schedule M-3 consolidation rules
example, in the case of a Form 1120-L consolidated Part II lines 29a, 29b, andapply to a mixed group, that is, a
parent and Form 1120-L consolidated 29c. For a mixed group, the consolidatedconsolidated tax group that (1) includes
group, the parent is included in the Form Part II, lines 1 through 28 are blank andboth a corporation that is an insurance
1120-L subgroup sub-consolidation. Each no consolidated Part III is required to becompany and a corporation that is not an
subgroup uses its own Schedule M-3 completed.insurance company, or (2) includes both a
(1120, 1120-PC, or 1120-L), Parts II andlife insurance company and a property For mixed groups, the consolidated
III, for each corporation within theand casualty insurance company, or (3) Part II, line 30, column (a) must equal
subgroup and for the subgroupincludes a life insurance company, a Part I, line 11, with appropriate
sub-consolidation and the subgroupproperty and casualty insurance adjustments for statutory accounting
eliminations.company, and a corporation that is not an requirements reflected on Part I, lines 10a

insurance company. and 10b. The consolidated taxableThe three subgroup sub-consolidation
income indicated on Part II, line 30,taxable income calculations on ScheduleMixed group consolidation for
column (d), must equal the amount shownM-3 must follow the separate returnSchedule M-3, Parts II and III, requires (1)
on Form 8916, line 1. Form 8916, line 8requirements of the regulation undersubgroup sub-consolidation of the 1120
must equal taxable income reported onsection 1502 and all other applicablesubgroup, the 1120-PC subgroup, and
the tax return.regulations taking into account thethe 1120-L subgroup, each with its own

amounts separately reported on Formsub-consolidated Schedule M-3, Parts II Completion of Mixed Group
8916. Capital loss limitation andand III, and (2) consolidation of the Checkboxes for Schedule M-3, Partcarryforward used and charitablesubgroup sub-consolidation totals on a II and Part IIIdeduction limitation and carryforwardconsolidated Schedule M-3, Part II, that

The following discussion of checkboxesused are not taken into account in theties to a consolidated Schedule M-3, Part
will assume that the 1120-L subgroupdetermination of the three subgroupI, and a consolidated Form 8916.
includes the corporate parent of thesub-consolidated taxable incomes onIn addition to one Schedule M-3, Part mixed group.Schedule M-3, but are reflected on FormII, and one Schedule M-3, Part III, for

8916 and in the calculation of the life/ Forms 1120, 1120-PC, and 1120-L,each corporation in the three subgroup
non-life loss limitation and carryforward Schedule M-3, Parts II and III, each havesub-consolidations, there will be generally
used. See the discussion Life/Non-Life a checkbox (5) at the top indicating aa total of six additional Schedule M-3,
Loss Limitation and Carryforward Used mixed group. Checkbox (5) and one orParts II, and six additional Schedule M-3,
Calculations. more other applicable checkboxes mustParts III, for the subgroup

be checked for a mixed group.sub-consolidations. Specifically, there The reconciliation totals for book,
must be one Schedule M-3, Part II, and temporary difference, permanent For example, an 1120-L parent
one Schedule M-3, Part III, for each difference, and taxable income for each corporation included in the 1120-L
subgroup’s sub-consolidated amounts subgroup are reported on Forms 1120, subgroup must check Form 1120-L,
and one Schedule M-3, Part II, and one 1120-PC, or 1120-L, as applicable, Schedule M-3, Parts II and III, boxes (2),
Schedule M-3, Part III, for each Schedule M-3, Part II, line 29a, columns Parent corporation, and (5), Mixed 1120/
subgroup’s sub-consolidation eliminations (a), (b), (c), and (d), and equal the sum of L/PC group. An 1120-L subsidiary
amounts. the line amounts on Part II, lines 26 corporation within the 1120-L subgroup
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must check Form 1120-L, Schedule M-3, Schedule M-3 must complete the form in corporation was included in Part I, line 11,
Parts II and III, boxes (4), Subsidiary its entirety. In particular, a corporation and (3) the corporation has no amounts to
corporation, and (5), Mixed 1120/L/PC filing a non-consolidated return that meets report on Part II and Part III of Schedule
group. An 1120-PC subsidiary corporation the filing requirements for Schedule M-3 M-3 for the tax year, the parent
within the 1120-PC subgroup must check must complete Parts I, II, and III.  Such a corporation of the U.S. consolidated tax
Form 1120-PC Schedule M-3, Parts II corporation does not check any of the group may attach to the consolidated
and III, boxes (4), Subsidiary corporation, checkboxes at the top of Parts II and III. Schedule M-3 a statement that provides
and (5), Mixed 1120/L/PC group. An 1120 In the case of a U.S. consolidated tax the name and EIN of the includible
subsidiary corporation within the 1120 group, Part I must be completed once, on corporation instead of filing a blank Part II
subgroup must check Form 1120 the consolidated Schedule M-3, by the and Part III of Schedule M-3 for such
Schedule M-3, Parts II and III, boxes (4), parent corporation.  Parts II and III must entity. On Part I, check box (4), Dormant
Subsidiary corporation, and (5), Mixed be completed by the parent corporation, subsidiaries schedule attached.
1120/L/PC group. each includible corporation, and a

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

on Part I, all columns must be completedMixed 1120/L/PC group, and (6), 1120 for Part Ion Parts II and III, and all numerical datagroup for the sub-consolidation, and by
required by Schedule M-3 must bechecking boxes (5), Mixed 1120/L/PC

Part I. Financialprovided. Any schedule required togroup, and (7), 1120 eliminations, for the
support a line item on Schedule M-3 musteliminations. The 1120-PC subgroup Information and Netbe attached at the time Schedule M-3 issub-consolidation Form 1120-PC,
filed and must provide the informationSchedule M-3, Parts II and III, must be Income (Loss)
required for that line item.indicated by checking boxes (5), Mixed Reconciliation1120/L/PC group, and (6), 1120-PC group All detailed schedules for Part II and

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

If an item attributable to an includible if applicable.1120-L eliminations, for the eliminations.
corporation is not shared by or allocated

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

intercompany dividends between any includible corporation). In addition, onLine 5. Net Income (Loss) of nonincludible U.S. entity and any Part I, line 8, adjust for consolidationNonincludible Foreign Entities includible corporation. Do not remove in eliminations and correct for minority
Part I the financial net income (loss) ofRemove the financial net income (line 5a) interest and intercompany dividends for
any nonincludible U.S. entity accountedor loss (line 5b) of each foreign entity that any other includible disregarded entity or
for on Part I, line 4a, using the equityis included on Part I, line 4a, and is not an other includible corporation.
method.includible corporation in the U.S. Attach a supporting schedule thatconsolidated tax group (nonincludible Attach a supporting schedule that provides the name, EIN, and net incomeforeign entity). In addition, on Part I, line provides the name, EIN, and net income (loss) per the financial statement or books8, adjust for consolidation eliminations (loss) included on Part I, line 4a, that is and records for each separate otherand correct for minority interest and removed on line 6 for each separate disregarded entity or other includibleintercompany dividends between any nonincludible U.S. entity. Also state the entity reported on line 7. Also state thenonincludible foreign entity and any total assets and total liabilities for each total assets and total liabilities for eachincludible corporation. Do not remove in such separate nonincludible U.S. entity such separate included entity and includePart I the financial net income (loss) of and include those assets and liabilities those assets and liabilities amounts in theany nonincludible foreign entity accounted amounts in the total assets and total total assets and total liabilities reported onfor on Part I, line 4a, using the equity liabilities reported on Part I, line 12c. The Part I, line 12d. The amounts of incomemethod. amounts of income (loss) detailed on the (loss) detailed on the supporting schedule
supporting schedule should be reportedAttach a supporting schedule that should be reported for each separate
for each separate nonincludible U.S.provides the name, EIN (if applicable), other disregarded entity or other
entity without regard to the effect ofand net income (loss) included on Part I, includible entity without regard to the
consolidation or elimination entries. Ifline 4a, that is removed on line 5 for each effect of consolidation or elimination
there are consolidation or eliminationseparate nonincludible foreign entity. Also entries solely between or among the
entries relating to nonincludible U.S.state the total assets and total liabilities entities listed. If there are consolidation or
entities whose income (loss) is reportedfor each such separate nonincludible elimination entries relating to such other
on the attached schedule that are notforeign entity and include those assets disregarded entity or other includible
reportable on Part I, line 8, the netand liabilities amounts in the total assets entities whose income (loss) is reported
amounts of all such consolidation andand total liabilities reported on Part I, line on the attached schedule that are not
elimination entries must be reported on a12b. The amounts of income (loss) reportable on Part I, line 8, the net
separate line on the attached schedule,detailed on the supporting schedule amounts of all such consolidation and
so that the separate financial accountingshould be reported for each separate elimination entries must be reported on a
income (loss) of each nonincludible U.S.nonincludible foreign entity without regard separate line on the attached schedule,
entity remains separately stated. Forto the effect of consolidation or so that the separate financial accounting
example, if the net income (afterelimination entries. If there are income (loss) of each other disregarded
consolidation and elimination entries) of aconsolidation or elimination entries entity or other includible entity remains
nonincludible U.S. sub-consolidatedrelating to nonincludible foreign entities separately stated. For example, if the net
group is being reported on line 6a, thewhose income (loss) is reported on the income (after consolidation and
attached supporting schedule shouldattached schedule that are not reportable elimination entries) of a sub-consolidated
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group of other disregarded entities is U.S. income tax return. See line 11, Include on line 10c the amount of any
examples 3, 4, and 5. other adjustment not required by statutorybeing reported on line 7a or 7b, the

accounting.attached supporting schedule should If a corporate owner of an interest in
report the income (loss) of each separate Normally, all intercompany dividendsanother entity (1) accounts for the interest
other disregarded entity from each entity’s will have been eliminated or excludedin the entity in the owner corporation’s
own financial accounting net income from the financial accounting consolidatedseparate general ledger on the equity
statement or books and records, and any net income (loss) reported on Part I, linemethod, and (2) fully consolidates the
consolidation or elimination entries (for 4a. However, an insurance company mayentity in the owner corporation’s
intercompany dividends, minority be required to include certainconsolidated financial statements, but the
interests, etc.) not reportable on Part I, intercompany dividends on Part I, line 11,entity is not includible in the owner
line 8, should be reported on the attached so that the amount reported on Part I, linecorporation’s consolidated U.S. income
supporting schedule as a net amount on a 11, agrees with statutory accounting nettax return, then, as part of reversing all
line separate and apart from lines that income (Annual Statement). If the netconsolidation and elimination entries for
report each other disregarded entity’s income (loss) of a corporation that filesthe nonincludible entity, the corporate
separate net income (loss). Form 1120-PC or Form 1120-L isowner must reverse on Schedule M-3,

included on Part I, line 4a, or line 7, and isPart I, line 8, the elimination of the equity
Line 8. Adjustment to computed on a basis other than statutoryincome inclusion from the entity. If the

accounting, include on line 10a theowner corporation does not account forEliminations of Transactions
adjustments necessary such that Part I,the entity on the equity method on its ownBetween Includible Entities and
line 11, includes intercompany dividendsgeneral ledger, it will not have eliminatedNonincludible Entities in the net income (loss) for suchthe equity income for consolidated

Adjustments on Part I, line 8, to reverse corporation to the extent required byfinancial statement purposes, and
certain financial accounting consolidation statutory accounting principles. Fortherefore will have no elimination of equity
or elimination entries are necessary to insurance companies included in theincome to reverse.
ensure that transactions between consolidated U.S. income tax return, seeThe attached supporting schedule forincludible entities and nonincludible U.S. instructions for Part I, line 11, and Part II,Part I, line 8, must identify the type (e.g.,or foreign entities are not eliminated, in line 7.minority interest, intercompany dividends,order to report the correct total amount on Statutory accounting for an insuranceetc.) and amount of consolidation orPart I, line 11. Also, additional company subsidiary acquired or mergedelimination entries reported, as well asconsolidation entries and elimination may require the use of a financialthe names of the entities to which theyentries may be necessary on Part I, line statement period for income reported onpertain. It is not necessary, but it is8, related to transactions between Part I, line 11, that differs from the periodpermitted, to report intercompanyincludible entities that are in the reported on Part I, line 4 or line 7. Reporteliminations that net to zero on Part I, lineconsolidated financial group and other on Part I, line 10b, adjustments to income8, such as intercompany interest incomedisregarded entities and other includible because of such differences in accountingand expense.entities that are not in the consolidated period.
financial group but that are reported on Line 9. Adjustment To

For any adjustments reported on PartPart I, lines 7a, 7b, or 7c in order to report Reconcile Income Statement I, lines 10a, 10b, and 10c, attach athe correct total amount on Part I, line 11. Period to Tax Year supporting schedule that provides, for
Include on line 9 any adjustments each corporation to which an adjustmentInclude on Part I, line 8, the total of the
necessary to the income (loss) of relates the name and EIN of thefollowing: (a) amounts of any adjustments
includible corporations to reconcile corporation, the amount of net incometo consolidation entries and elimination
differences between the corporation’s included in Part I before any adjustmentsentries that are contained in the amount
income statement period reported on line on line 10, the amount of net incomereported on Part I, line 4a, required as a
2a and the corporation’s tax year. Attach included on Part I, line 11, the amount ofresult of removing amounts on Part I, line
a schedule describing the adjustment. the net adjustment that is attributable to5 or 6, and (b) amounts of any additional

intercompany dividend adjustmentsconsolidation entries and elimination Statutory accounting for an insurance
required to be reported by statutoryentries that are required as a result of company subsidiary acquired or merged
accounting and included on Part I, lineincluding amounts on Part I, lines 7a, 7b, may require the use of a financial
10a, the amount of the net adjustmentor 7c. This is necessary in order that the statement period for income reported on
attributable to other statutory accountingconsolidation entries and intercompany Part I, line 11, that differs from the period
requirements and included on Part I, lineelimination entries included in the amount reported on Part I, line 4a, or line 7.
10b, and the amount of the remainder ofreported on Part I, line 11, are only those Report on Part I, line 10b, adjustments to
the net adjustment not required becauseapplicable to the financial net income income because of such differences in
of statutory accounting and included on(loss) of includible entities for the financial accounting period.
Part I, line 10c. If any net adjustment isstatement period. For example, Line 10a. Intercompany included for the corporation on Part I,adjustments must be reported on line 8 to

Dividend Adjustments To lines 10b or 10c, attach a supplementalremove minority interest and to reverse
supporting schedule identifying the lineReconcile to Line 11, the elimination of intercompany dividends
(10b or 10c), the type of each adjustmentincluded on Part I, line 4a, that relate to Line 10b. Other Statutory
included in the net adjustment, and thethe net income of entities removed on Accounting Adjustments To amount of each adjustment included inPart I, line 5 or 6, because the income to Reconcile to Line 11, and the net adjustment.which the consolidation or elimination Line 10c. Other Adjustments Toentries relate has been removed. Also, for Line 11. Net Income (Loss) perReconcile to Amount on Line 11example, consolidation or elimination Income Statement of Includibleentries must be reported on line 8 to Include on lines 10a, 10b, and 10c any
Corporationsreflect any minority interest ownership in other adjustments to reconcile net income

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

includible corporations. 2. U.S. life insurance company CDo not, in any event, report on line 11
owns 60% of the capital and profitsP reports on Part I, line 11, thethe net income of entities not listed on
interests in U.S. LLC N. C does notconsolidated financial statement netForm 851 and not included in the
account for N in C’s separate generalincome (loss) attributable to the includibleconsolidated U.S. income tax return for
ledger on the equity method. N has netcorporations. Intercompany transactionsthe tax year. For example, it is not
income of $100 (before minority interests)between the includible corporations thatpermissible to remove the income of
and makes no distributions during the taxhad been eliminated in the net incomenonincludible entities on lines 5 and/or 6,
year. C treats N as a corporation foramount on Part I, line 4a, remaindiscussed on page 7; then to add back
financial statement purposes and as aeliminated in the net income amount onsuch income on lines 7 through 10, such
partnership for U.S. income tax purposes.line 11. Transactions between thethat the amount reported at line 11
In its financial statements, C consolidatesincludible corporations and theincludes the net income of entities not
N and includes $60 of net income ($100nonincludible entities that are eliminatedincludible in the consolidated U.S. income
less the minority interest of $40) on Part I,in the net income amount on Part I, linetax return. A principal purpose of
line 4a.4a, are included in the net income amountSchedule M-3 is to report on this Part I,

on line 11 since the elimination of thoseline 11, only the financial accounting net C must remove the $100 net income of
transactions was reversed on line 8.income of only the corporations included N on Part I, line 6a. C must reverse on

2. Foreign corporation F owns 100%in the consolidated U.S. income tax Part I, line 8, the elimination of the $40
of the stock of U.S. life insurancereturn. minority interest net income of N. The
company P. P owns 100% of the stock of result is that C includes no income for NWhether or not the corporation DS1, 60% of the stock of DS2, and 100% either on Part I, line 11, or on Part II, lineprepares financial statements, Part I, line of the stock of FS1. F prepares certified 9, column (a). C’s taxable income from N11, must include all items that impact the audited financial statements. P does not must be reported by C on Part II, line 9,net income (loss) of the corporation even prepare any financial statements. P files a column (d).if they are not recorded in the profit and consolidated U.S. income tax return with 3. U.S. life insurance company Ploss accounts in the corporation’s general DS1. owns 60% of corporation DS1, which isledger, including, for example, all

fully consolidated in P’s financialP must not complete Schedule M-3,post-closing adjusting entries (including
statements. P accounts for DS1 in P’sPart I, with reference to the financialworkpaper adjustments) and dividend
separate general ledger on the equitystatements of its foreign parent F. P mustincome or other income received from
method. DS1 has net income of $100check “No” on Part I, lines 1a, 1b, and 1c,non-includible corporations.
(before minority interests) and paysskip lines 2a through 3c of Part I, and

Example 3. dividends of $50, of which P receivesenter worldwide net income (loss) per the
$30. The dividend reduces P’s investmentbooks and records of the includible1. U.S. life insurance company P is
in DS1 for equity method reporting on P’scorporations (P and DS1) on Part I, linepublicly traded and files Form 10-K with
separate general ledger where P includes4a. If the amount on Part I, line 4a,the SEC. P owns 80% or more of the
its 60% equity share of DS1 income,includes the income (loss) of DS2 andstock of 75 U.S. corporations, DS1
which is $60. In its financial statements, PFS1 or is not on the statutory basis, Pthrough DS75, between 51% and 79% of
eliminates the DS1 equity method incomemust enter any necessary adjustments onthe stock of 25 U.S. corporations, DS76
of $60 and consolidates DS1, includinglines 5a through 10 in order for Part I, linethrough DS100, and 100% of the stock of
$60 of net income ($100 less the minority11, to report the net income (loss) of50 foreign subsidiaries FS1 through
interest of $40) on Part I, line 4a.includible corporations P and DS1, net ofFS50. P eliminates all dividend income

eliminations for transactions between Pfrom DS1 through DS100 and FS1 P must remove the $100 net income of
and DS1. In particular, P must make anythrough FS50 in financial statement DS1 on Part I, line 6a. P must reverse on
required adjustments on Part I, line 10, inconsolidation entries. Furthermore, P Part I, line 8, the elimination of the $40
order for the net income on line 11 for lifeeliminates the minority interest ownership, minority interest net income of DS1 and
insurance companies to be on theif any, of DS1 through DS100 in financial the elimination of the $60 of DS1 equity
statutory basis.statement consolidation entries. P’s SEC income. The net result is that P includes

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

P must check “Yes” on Part I, line 1a. statements. P does not account for DS1 4. U.S. life insurance company C
On Part I, line 4a, P must report the in P’s separate general ledger on the owns 60% of the capital and profits
consolidated net income from the SEC equity method. DS1 has net income of interests in U.S. LLC N. C accounts for N
Form 10-K for the consolidated financial $100 (before minority interests) and pays in C’s separate general ledger on the
statement group of P, DS1 through dividends of $50, of which P receives equity method. N has net income of $100
DS100, and FS1 through FS50. P must $30. The dividend is eliminated in the (before minority interests) and makes no
remove the net income (loss) of FS1 consolidated financial statements. In its distributions during the tax year. C treats
through FS50 on Part I, lines 5a or 5b, as financial statements, P consolidates DS1 N as a corporation for financial statement
applicable. P must remove the net income and includes $60 of net income ($100 purposes and as a partnership for U.S.
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income tax purposes. For equity method and reports DS1’s net income of $100 on indicate whether the Schedule M-3 is for
reporting on C’s separate general ledger, Part I, line 7c. Then, in order to reflect the the:
C includes its 60% equity share of N full consolidation of the financial 1. Consolidated group;
income, which is $60. In its financial accounting net income of P and DS1 at 2. Parent corporation;
statements, C eliminates the $60 of N Part I, line 11, Net income (loss) per 3. Consolidated eliminations;
equity method income and consolidates N income statement of includible 4. Subsidiary corporation; or
including $60 of net income ($100 less corporations, the following consolidation 5. Mixed 1120/L/PC group.
the minority interest of $40) on Part I, line and elimination entries are reported on
4a. Part I, line 8: (a) offsetting entries to Also check the applicable box to

remove the $40 of interest income indicate whether the Schedule M-3 is forC must remove the $100 net income of
received from DS1 included by P on line a sub-consolidated: (6) 1120-L group; orN on Part I, line 6a. C must reverse on
4a, and to remove the $40 of interest (7) 1120-L eliminations. See ConsolidatedPart I, line 8, the elimination of the $40
expense of DS1 included in line 7c for a Schedule M-3 Versus Consolidatingminority interest net income of N and the
net change of zero; and (b) an entry to Schedules M-3 for Form 1120-L Groupselimination of the $60 of N equity method
reflect the $20 minority interest in the net on page 3, and Schedule M-3income. The result is that C includes the
income of DS1 (DS1 net income of $100 Consolidation for Mixed Groups (1120/L/$60 of equity method income for N on
times 20% minority interest). The result is PC) on page 4.Part I, line 11, and on Part II, line 9,
that Part I, line 11, reports $1,120: $1,040column (a). C’s taxable income from N For each line item in Parts II and III,
from line 4a, $100 from line 7c, and ($20)must be reported by C on Part II, line 9, report in column (a) the amount of net
from line 8. Stated another way, Part I,column (d). income (loss) included in Part I, line 11,
line 11, includes the entire $1,000 net5. U.S. life insurance company C and report in column (d) the amount
income of P, measured before recognitionowns 60% of the capital and profits included in taxable income on Form
of the intercompany interest income frominterests in U.S. LLC N. C accounts for N 1120-L, page 1, line 20.
DS1 and the consolidation of DS1in C’s separate general ledger on the Note. A schedule or explanation may beoperations, plus the entire $140 netequity method. N has net income of $100 attached to any line even if none isincome of DS1, measured before interest(before minority interests) and pays a $50 required.expense to P, less the minority interestcash distribution, of which C receives
ownership of $20 in DS1’s separate net When To Complete Columns (a)$30. The distribution reduces C’s
income ($100). The consolidated U.S.investment in N for equity method and (d)
income tax group is required to include onreporting on C’s separate general ledger. A life insurance company is not requiredthe attached supporting schedule for PartC treats N as a corporation for financial to complete columns (a) and (d) of PartsI, line 8, the details of the adjustment tostatement purposes and as a partnership II and III for the first tax year the lifethe minority interest in the net income offor U.S. income tax purposes. For equity insurance company is required to fileDS1, but is not required to report themethod reporting on C’s separate general Schedule M-3. The life insuranceoffsetting adjustment to the intercompanyledger, C includes its 60% equity share of company must complete columns (a) andelimination of interest income and interestN income, which is $60. In its financial (d) of Parts II and III for all tax yearsexpense (though it is permitted to do so).statements, C eliminates the $60 of N subsequent to the first tax year the life

equity method income and consolidates N Line 12. Total Assets and insurance company is required to file
and includes $60 of net income ($100 Schedule M-3. For example, if aLiabilities of Entities Includedless the minority interest of $40) on Part I, corporation was required to file Scheduleor Removed on Part I, Lines 4,line 4a. M-3 as a member of a U.S. consolidated5, 6, and 7C must remove the $100 net income of tax group and the corporation leaves the

Line 12 must be completed by allN on Part I, line 6a. C must reverse on U.S. consolidated tax group, the
corporations that file Schedule M-3.Part I, line 8, the elimination of the $40 corporation is required to complete
Report on lines 12a, 12b, 12c, and 12dminority interest net income of N and the Schedule M-3 in its entirety in any
the total amount (not just theelimination of the $60 of N equity method succeeding tax year that the corporation
corporation’s share) of assets andincome. The result is that C includes the is required to complete Schedule M-3.
liabilities of entities included or removed$60 of equity method income for N on However, if the corporation joins in filing a
on Part I, lines 4, 5, 6, and 7. On line 12a,Part I, line 11, and on Part II, line 9, different consolidated U.S. income tax
enter the worldwide consolidated totalcolumn (a). C’s taxable income from N return, then the corporation must
assets and total liabilities of all of themust be reported by C on Part II, line 9, complete its Schedule M-3 in its entirety
entities included in completing Part I, linecolumn (d). in any year that the U.S. consolidated tax
4a. On line 12b, enter the total assets and group must complete its Schedule M-3 in
total liabilities of the entities removed inExample 5. U.S. life insurance its entirety.
completing on Part I, line 5. On line 12c,company P owns 80% of the stock of If, for any tax year (or tax years) priorenter the total assets and total liabilitiescorporation DS1. DS1 is included in P’s to the first tax year a life insuranceremoved in completing Part I, line 6. Onconsolidated U.S. income tax return, even company is required to file Schedule M-3,line 12d, enter total assets and totalthough DS1 is not included in P’s a life insurance company voluntarily filesliabilities included in completing Part I,consolidated financial statements on Schedule M-3, then in those voluntaryline 7.either a consolidated basis or on the filing years the life insurance company is

equity method. DS1 has current year net not required to complete columns (a) and
income of $100 after taking into account (d) of Parts II and III. In addition, in theSpecific Instructions forits $40 interest payment to P. P has net first tax year the life insurance company is
income of $1,040 after recognition of the required to file Schedule M-3, the lifeParts II and III
interest income from DS1. Because DS1 insurance company is not required toFor consolidated U.S. income tax returns,is an includible corporation, 100% of the complete columns (a) and (d) of Parts IIfile supporting schedules for eachnet income of both P and DS1 must be and III.includible corporation. See Consolidatedreported on Form 1120-L, page 1, of the

If a life insurance company that is notReturn in the Instructions for FormPDS consolidated U.S. income tax return,
a mixed group chooses not to complete1120-L.and the intercompany interest income and
columns (a) and (d) of Parts II and III inexpense must be removed by General Format of Parts II and the first tax year the life insuranceconsolidation elimination entries. III company is required to file Schedule M-3

P must report its financial statement Check the applicable box(es) at the top of (or in any year in which the life insurance
net income of $1,040 on Part I, line 4a, pages 2 and 3 of Schedule M-3 to company voluntarily files Schedule M-3),
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then Part II, line 30, is reconciled by the permanent (that is, not temporary for difference of $3,000 in column (b), and
life insurance company (or, in the case of SAP) must be reported in column (c). $9,000 in column (d). B must report the
a U.S. consolidated tax group, by the Generally, pursuant to SAP, a temporary goodwill impairment on Part III, line 29,
group’s parent life insurance company on difference affects (creates, increases, or and report $5,000 in column (a), a
Part II, line 30, of the group’s decreases) a deferred tax asset or permanent difference of ($5,000) in
consolidated Schedule M-3) in the liability. column (c), and $0 in column (d).
following manner: If the life insurance company does not Reporting Requirements1. Report the amount from Part I, line prepare financial statements, or the
11, on Part II, line 30, column (a); financial statements are not prepared in for Parts II and III

2. Leave blank Part II, lines 1 through accordance with SAP, report in column Except for mixed group consolidation, the29, columns (a) and (d); (b) any difference that the life insurance number of Parts II must equal the number3. Leave blank Part III, columns (a) company believes will reverse in a future of Parts III filed by the corporation. Mixedand (d); and tax year (that is, have an opposite effect groups should see the discussion4. Report on Part II, line 30, column on taxable income in a future tax year (or Schedule M-3 Consolidation for Mixed(d), the sum of Part II, line 30, columns years) due to the difference in timing of Groups (1120/L/PC).(a), (b), and (c). recognition for financial accounting and
U.S. income tax purposes) or is the General ReportingNote. Mixed groups should see the reversal of such a difference that arose in Requirementssection Schedule M-3 Consolidation for a prior tax year. Report in column (c) any If an amount is attributable to a reportableMixed Groups (1120/L/PC). difference that the life insurance company transaction described in Regulationsbelieves will not reverse in a future taxIn the case of a U.S. consolidated tax section 1.6011-4(b), the amount must beyear (and is not the reversal of such agroup that is not a mixed group, the reported in columns (a), (b), (c), and (d),difference that arose in a prior tax year).reconciliation described in the preceding as applicable, of Part II, line 12, items

paragraph must be performed by each If the life insurance company is unable relating to reportable transactions,
member of the U.S. consolidated tax to determine whether a difference regardless of whether the amount would
group. However, because Part I must be between column (a) and column (d) for an otherwise be reported on Part II or Part III
completed only once on the consolidated item will reverse in a future tax year or is of Schedule M-3. Thus, if a taxpayer files
Schedule M-3 by the parent corporation the reversal of a difference that arose in a Form 8886, Reportable Transaction
of the U.S. consolidated tax group, the prior tax year, report the difference for Disclosure Statement, the amounts
amount reported on Part II, line 30, that item in column (c). attributable to that reportable transaction
column (a), by each member of the U.S. must be reported on Part II, line 12.Example 6. For the 2009, 2010, andconsolidated tax group on its respective

2011 tax years, life insurance company A A life insurance company is required toSchedule M-3 is the amount attributable
has total consolidated assets on the last report in column (a) of Parts II and III theto that member that is reported on the
day of the tax year as reported on amount of any item specifically listed onconsolidated Schedule M-3, Part I, line
Schedule L, Part II, line 2, column (b), of Schedule M-3 that is in any manner11, completed by the parent corporation.
$8 million, $11 million, and $12 million, included in the life insurance company’sAccordingly, the amount reported on Part
respectively. A is required to file Schedule current year annual statement net incomeII, line 30, columns (a) through (d) of the
M-3 for its 2010 and 2011 tax years. (loss) or in an income or expense accountconsolidated Schedule M-3 is the sum of

maintained in the life insuranceFor its 2009 tax year, A voluntarily filesthe amounts reported by each member of
company’s books and records, even ifSchedule M-3 and does not completethe U.S. consolidated tax group on its
there is no difference between thatcolumns (a) and (d) of Parts II and III.respective Schedule M-3 (including a
amount and the amount included inSchedule M-3 for consolidation For A’s 2010 tax year, the first tax year taxable income unless (a) otherwiseeliminations, if necessary). Note that the that A is required to file Schedule M-3, A provided in these instructions or (b) theamount reported on Part II, line 30, is only required to complete Part I and amount is attributable to a reportablecolumn (a), of the consolidated Schedule columns (b) and (c) of Parts II and III. For transaction described in RegulationsM-3 must equal the amount reported on A’s 2011 tax year, A is required to section 1.6011-4(b) and is thereforePart I, line 11, of the consolidated complete Schedule M-3 in its entirety. reported on Part II, line 12. For example,Schedule M-3, and that the amount

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

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

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

If financial statements are prepared by goodwill of $5,000. In its financial fines or penalties, regardless of whether
the life insurance company in accordance statements, B treats the goodwill the fines or penalties are civil or criminal,
with statutory accounting principles impairment as a permanent difference. B regardless of the classification,
(SAP), differences that are treated as must report the amortization attributable nomenclature, or terminology attached to
temporary for SAP must be reported in to the IP on Part III, line 30, and report the fines or penalties by the imposing
column (b) and differences that are $6,000 in column (a), a temporary authority in its actions or documents, and
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regardless of how or where the fines or (See Part III, lines 1 through 39.) If an stated and adequately disclosed if the
penalties are classified in the life expense item is described on Part III, item is reported on the applicable line and
insurance company’s summary of lines 1 through 39, report the amount of the amount(s) of the item(s) are reported
operations or the income and expense the item on the applicable line, regardless in the applicable columns of the
accounts maintained in the life insurance of whether there is a difference for the applicable line. See the instructions
company’s books and records. item. If there is a difference for the beginning on page 13 for specific

expense item, or only a portion of the additional information required to beIf a life insurance company would be
expense item has a difference and a provided for amounts reported on Part II,required to report in column (a) of Parts II
portion of the item does not have a lines 1 through 8.and III the amount of any item specifically
difference and the item is not described in Note. A schedule or explanation may belisted on Schedule M-3 in accordance
Part III, lines 1 through 39, report and attached to any line even if none iswith the preceding paragraph, except that
describe the entire amount of the item on required.the life insurance company has
Part III, line 40.capitalized the item of income or expense Except as otherwise provided,

and reports the amount in its annual If there is no difference between the differences for the same item must be
statement or in asset and liability annual statement amount and the taxable combined or netted together and reported
accounts maintained in the life insurance amount of an entire item of income, loss, as one amount on the applicable line of
company’s books and records, the life expense, or deduction and the item is not Schedule M-3. However, differences for
insurance company must report the described or included in Part II, lines 1 separate items must not be combined or
proper tax treatment of the item in through 24, or Part III, lines 1 through 39, netted together. Each item (and
columns (b), (c), and (d), as applicable. report the entire amount of the item in corresponding amount attributable to that

columns (a) and (d) of Part II, line 28.Furthermore, in applying the two item) must be separately stated and
preceding paragraphs, a life insurance adequately disclosed on the applicableSpecial instructions for Part II, lines 25
company is required to report in column line of Schedule M-3, or any scheduleand 28, and Part III, line 40. Whether
(a) of Parts II and III the amount of any required to be attached, even if thean income (loss) item is reported on Part
item specifically listed on Schedule M-3 amounts are below a certain dollarII, line 25, or on Part II, line 28, or a given
that is included in the life insurance amount.expense/deduction item on Part III, line
company’s annual statement or exists in 40, or on Part II, line 28, is determined Required schedules for Part II, line 25,
the life insurance company’s books and separately by each member of the U.S. and Part III, line 40. A separate
records, regardless of the nomenclature consolidated tax group and not at the schedule must be attached to Schedule
associated with that item in the annual U.S. consolidated tax group level. For M-3 (Form 1120-L) that includes a
statement or books and records. Accurate example, U.S. corporation P has two detailed description of each item and
completion of Schedule M-3 requires subsidiaries, A and B, that are included in adjustment entered on Part II, line 25, and
reporting amounts according to the P’s consolidated financial statements and Part III, line 40.
substantive nature of the specific line in P’s consolidated U.S. income tax The description for each amountitems included in Schedule M-3 and return. For financial statement purposes, entered in column (a) must be readilyconsistent reporting of all transactions of P, A, and B recognize real estate tax identifiable to the name of the account inlike substantive nature that occurred expense when accrued. For U.S. income the financial statements or books andduring the tax year. For example, all tax purposes, P and A recognize such records of the taxpayer, under which theexpense amounts that are included in the expense consistent with the method used amount in column (a) was recorded in theannual statement or exist in the books for financial statement purposes, whereas accounting records. Also, the descriptionand records that represent some form of B recognizes such deduction based on a for each amount entered in column (a)“Bad debt expense” must be reported on method different from that used for must include detailed informationPart III, line 33, column (a), regardless of financial statement purposes. P and A supporting each adjustment reported inwhether the amounts are recorded or must report this expense/deduction in columns (b) and (c), including how thestated under different nomenclature in the column (a) and (d) on Part II, line 28. B adjustment is identified in the accountingannual statement or the books and must report the following on Part III, line records. The entire description isrecords such as: “Provision for doubtful 40, in column (a), B’s expense recognized considered the tax description for theaccounts”; “Expense for uncollectible in the financial statements when accrued; amount reported in column (d) for eachnotes receivable”; or “Impairment of trade in column (d), B’s real estate tax expense item reported on Part II, line 25, or Partaccounts receivable.” Likewise, as stated recognized for U.S. income tax purposes; III, line 40.in the preceding paragraph, all fines and and in column (b) or (c), as applicable,
penalties must be included on Part III, line Each description should adequatelythe difference between B’s real estate tax
12, column (a), regardless of the describe all four columns of Part II, lineexpense in its financial statements and its
terminology or nomenclature attached to 25, or Part III, line 40. If additionalreal estate tax deduction recognized for
them by the life insurance company in its information is required to provide anU.S. taxable income purposes.
books and records or annual statement. acceptable description, provide aSeparately stated and adequately supporting attachment.With limited exceptions, Part II disclosed. Each difference reported in
includes lines for specific items of income, Parts II and III must be separately stated Example 8. Life insurance company
gain, or loss (income items) (see Part II, and adequately disclosed. In general, a C is a calendar year taxpayer that placed
lines 1 through 24). If an income item is difference is adequately disclosed if the in service ten depreciable fixed assets in
described in Part II, lines 1 through 24, difference is labeled in a manner that 2004. C was required to file Schedule M-3
report the amount of the item on the clearly identifies the item or transaction for its 2009 tax year and is required to file
applicable line, regardless of whether from which the difference arises. For Schedule M-3 for its 2010 tax year. C’s
there is a difference for the item. If there further guidance about adequate total depreciation expense for its 2010 tax
is a difference for the income item, or only disclosure, see Regulations section year for five of the assets is $50,000 for
a portion of the income item has a 1.6662-4(f). If a specific item of income, summary of operations purposes and
difference and a portion of the item does gain, loss, expense, or deduction is $70,000 for U.S. income tax purposes.
not have a difference, and the item is not described on Part II, lines 9 through 24, or C’s total annual depreciation expense for
described in Part II, lines 1 through 24, Part III, lines 1 through 39, and the line its 2010 tax year for the other five assets
report and describe the entire amount of does not indicate to “attach schedule” or is $40,000 for summary of operations
the item on Part II, line 25. “attach details,” and the specific purposes and $30,000 for U.S. income

With limited exceptions, Part III instructions for the line do not call for an tax purposes. In its annual statement, C
includes lines for specific items of attachment of a schedule or statement, treats the differences between annual
expense or deduction (expense items). then the item is considered separately statement and U.S. income tax
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depreciation expense as giving rise to expenses that are deducted in F’s annual indirectly owned, and (5) the amounts for
temporary differences that will reverse in statement net income and are fully columns (a) through (d).
future years. C must combine all of its deductible for U.S. income tax purposes Line 3. Subpart F, QEF, anddepreciation adjustments. Accordingly, C on Part II, line 28, and the $50 subject to

Similar Income Inclusionsmust report on Part III, line 32, for its the limitation under section 274(n) on Part
Report on line 3, column (d), the amount2010 tax year income statement III, line 11.
included in taxable income under sectiondepreciation expense of $90,000 in
951 (relating to Subpart F), gains or othercolumn (a), a temporary difference of
income inclusions resulting from elections$10,000 in column (b), and U.S. income Part II. Reconciliation of
under sections 1291(d)(2) and 1298(b)(1),tax depreciation expense of $100,000 in

Net Income (Loss) per and any amount included in taxablecolumn (d).
income pursuant to section 1293 (relatingExample 9. Life insurance company Income Statement of Life to qualified electing funds). The amount ofD is a calendar year taxpayer that was
Subpart F income corresponds to the totalInsurance Companies Withrequired to file Schedule M-3 for its 2009
of the amounts reported by the lifetax year and is required to file Schedule Taxable Income per Return insurance company on line 6, Schedule I,M-3 for its 2010 tax year. On December
of all Forms 5471, Information Return of31, 2010, D establishes two reserve Lines 1 Through 8. Additional U.S. Persons With Respect to Certainaccounts in the amount of $100,000 for Information for Each Life Foreign Corporations. The amount ofeach account. One reserve account is an Insurance Company qualified electing fund incomeallowance for agency balances that are
corresponds to the total of the amountsFor any item reported on Part II, lines 1, 3estimated to be uncollectible. The second
reported by the life insurance company onthrough 6, or 8, attach a supportingreserve is an estimate of future office
line 3(a), Part II, of all Forms 8621,schedule that provides the name of theclosure expenses. In its annual
Return by a Shareholder of a Passiveentity for which the item is reported, thestatement, D treats the two reserve
Foreign Investment Company (PFIC) ortype of entity (corporation, partnership,accounts as giving rise to temporary
Qualified Electing Fund.etc.), the entity’s EIN (if applicable), anddifferences that will reverse in future

the item amounts for columns (a) throughyears. The two reserves are expenses in Also include on line 3 PFIC
(d). See the instructions for Part II, lines 2D’s 2010 annual statement but are not mark-to-market gains and losses under
and 7, for the specific informationdeductions for U.S. income tax purposes section 1296. Do not report such gains
required for those particular lines.in 2010. D must not combine the and losses on Schedule M-3, Part II, line

Schedule M-3 differences for the two 16.Line 1. Income (Loss) Fromreserve accounts. D must report the Line 4. Section 78 Gross-UpEquity Method Foreignamounts attributable to the allowance for
Report on line 4, column (d), the amountCorporationsbad debts on Part III, line 33, Bad debt
of any section 78 gross-up notexpense/agency balances written off, and Report on line 1, column (a), the financial
included on Part II, column (d), of linesmust separately state and adequately income (loss) included in Part I, line 11,
9, 10, and 11, Income (loss) from U.S.disclose the amount attributable to the for any foreign corporation accounted for
partnerships, foreign partnerships, andother reserve, office closure costs, on a on the equity method and remove such
other pass-through entities.  The sectionrequired, attached schedule that supports amount in column (b) or (c), as
78 gross-up amount on line 4 mustthe amounts on Part III, line 40. applicable. Report the amount of
correspond to the total section 78dividends received and other taxableD must also provide a description for gross-up amounts reported by theamounts received or includible fromeach reserve that meets the requirements corporation on all Forms 1118, Foreignforeign corporations on Part II, lines 2for Part III, line 40, discussed earlier Tax Credit—Corporations, excluding thethrough 5, as applicable.under Required schedules for Part II, line amounts reported on Schedule M-3, Part25, and Part III, line 40.  In this example, II, column (d), of lines 9, 10, and 11.Line 2. Gross Foreignan acceptable description would be

Dividends Not Previously Taxed“Future Office Closure Expense Reserve.” Line 5. Gross Foreign
Except as otherwise provided in this Distributions Previously TaxedNote. There is no need to add the title of
paragraph, report on line 2, column (d),the reserve account to the description if Report on line 5, column (a), any
the amount (before any withholding tax)the account name for the amount in distributions received from foreign
of any foreign dividends included incolumn (a) is already part of the corporations that were included in Part I,
taxable income on Form 1120-L, page 1,adjustment description. line 11, and that were previously taxed for
line 20, and report on line 2, column (a), U.S. income tax purposes. For example,Example 10. Life insurance company the amount of dividends from any foreign include in column (a) amounts that areF is a calendar year taxpayer that was corporation included in Part I, line 11. Do excluded from taxable income underrequired to file Schedule M-3 for its 2009 not report on Part II, line 2, any amounts sections 959 and 1293(c). Remove suchtax year and is required to file Schedule that must be reported on Part II, lines 3 or amount in column (b) or (c), asM-3 for its 2010 tax year. During 2010, F 4, or dividends that were previously taxed applicable. Report the full amount of theincurs $200 of meals and entertainment and must be reported on Part II, line 5 distribution before any withholding tax.expenses that F deducts in computing net (see the instructions below for Part II, Since previously taxed foreignincome per the income statement. Of the lines 3, 4, and 5). Report amounts in distributions are not currently taxable, line$200, $50 is subject to the 50% limitation columns (b) and (c), as applicable. 5, column (d) is shaded. Also, see theunder section 274(n). F treats the

instructions for Part II, line 2, above.limitation on deductions for meals and For any dividends reported on Part II,
entertainment as a permanent difference. line 2, that are received on a class of Line 6. Income (Loss) From
Because meals and entertainment voting stock of which the life insurance Equity Method U.S.expenses are specifically described in company directly or indirectly owned 10%

CorporationsPart III, line 11, Meals and entertainment, or more of the outstanding shares of that
F must report all of its meals and class at any time during the tax year, Report on line 6, column (a), the financial
entertainment expenses on this line, report on an attached supporting income (loss) included in Part I, line 11,
regardless of whether there is a schedule for Part II, line 2: (1) the name for any U.S. corporation accounted for on
difference. Accordingly, F must report of the dividend payer, (2) the payer’s EIN the equity method and remove such
$200 in column (a), $25 in column (c), (if applicable), (3) the class of voting stock amount in column (b) or (c), as
and $175 in column (d). F must not report on which the dividend was paid, (4) the applicable. Report on Part II, line 7,
the $150 of meals and entertainment percentage of the class directly or dividends received from any U.S.
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corporation accounted for on the equity required to file Schedule M-3 for its 2009 2. In column (b) or (c), as applicable,
method. tax year and is required to file Schedule except for amounts described in item 4

M-3 for its 2010 tax year. G owns 90% of below, the sum of all differences, if any,Line 7. U.S. Dividends Not the stock of U.S. corporation DS1. G files attributable to the corporation’s
Eliminated in Tax Consolidation a consolidated U.S. income tax return distributive share of income or loss from a
Report on line 7, column (a), the amount with DS1 as the GDS1 U.S. consolidated U.S. or foreign partnership; and
of dividends included in Part I, line 11, group. G prepares certified SAP/GAAP 3. In column (d), except for amounts
that were received from any U.S. financial statements for the consolidated described in item 4 below, the sum of all
corporation. Report on line 7, column (d), financial statement group consisting of G amounts of income, gain, loss, or
the amount of any U.S. dividends and DS1. G has no net income of its own, deduction attributable to the corporation’s
included in taxable income on Form and G does not report its equity interest in distributive share of income or loss from a
1120-L, page 1, line 20. the income of DS1 on its separate U.S. or foreign partnership (i.e., the sum

financial statements. DS1 has financial of all amounts reportable on theUsually, the amounts included on line
statement net income (before minority corporation’s Schedule(s) K-1 received7, columns (a) and (d) include only
interests) and taxable income of $1,000 from the partnership (if applicable)),dividends received from U.S. corporations
($2,500 of revenue less $1,500 cost of without regard to any limitationsthat are not included in the U.S.
goods sold). computed at the partner level (e.g.,consolidated tax group because

limitations on utilization of charitableintercompany dividends (dividends On the consolidated Schedule M-3,
contributions, capital losses, and interestreceived from includible corporations Part I, line 4a, Worldwide consolidated
expense).listed on Form 851) are eliminated or net income (loss) per income statement,

4. Do not report on Part II, line 9 orexcluded for financial accounting and on line 11, Net income (loss) per
10, as applicable, any portion of apurposes and eliminated for the income statement of includible
corporation’s deduction under section 199calculation of U.S. taxable income. In the corporations, the U.S. consolidated tax
(income attributable to domesticcase of an insurance company included in group GDS1 must report $900 of financial
production activities) even if some or all ofthe consolidated U.S. income tax return statement net income ($1,000 net income
the corporation’s deduction under sectionrequired to report intercompany dividends less $100 minority interest).
199 is attributable to a partnershipas part of statutory accounting net The GDS1 group must prepare one interest held by the corporation. Aincome, include such intercompany consolidated Schedule M-3, Parts II and corporation must report its deductiondividends on Part II, line 7, column (a) III and three additional Schedules M-3, under section 199 only on Part III, line 37.and the taxable amount of those Parts II and III: one for G, one for DS1,dividends on Part II, line 7, column (d). For each partnership reported on line 9and one for consolidation eliminations.(For insurance companies included in the or 10, attach a supporting schedule thatOn the Schedule M-3, Parts II and IIIconsolidated U.S. income tax return, see provides the name, EIN (if applicable),for DS1, $1,000 is reported on Part II, lineinstructions for Part I, lines 10a, 10b, 10c, end of year profit-sharing percentage (if28 and line 30, in both columns (a) andand 11.) applicable), end of year loss-sharing(d). On G’s Schedule M-3, Parts II and III,For any intercompany dividends percentage (if applicable), and thezero is reported on Part II, line 30, in both(dividends received from includible amount reported in column (a), (b), (c), orcolumns (a) and (d). On the consolidationcorporations listed on Form 851) included (d) of lines 9 or 10, as applicable.eliminations Schedule M-3, Parts II andon Part II, line 7, report on an attached Example 12. U.S. life insuranceIII, on Part II, line 8 and line 30, thesupporting schedule for Part II, line 7 (1) company H is a calendar year taxpayerminority interest elimination for the U.S.the name of the dividend payer, (2) the that was required to file Schedule M-3 forconsolidated tax group is reported aspayer’s EIN, (3) the class of stock or its 2009 tax year and is required to file($100) in column (a), $100 in column (c),security on which the dividends were Schedule M-3 for its 2010 tax year. H hasand $0 in column (d).paid, (4) the amount of any net an investment in a U.S. partnership, USP.

On the Schedule M-3, Parts II and III,adjustment included on Part I, line 10a, H prepares annual statements in
for the U.S. consolidated tax group, onfor such dividends, and (5) the amounts accordance with SAP. In its annual
Part II, line 8, Minority interest forfor columns (a) through (d). statement, H treats the difference
includible corporations, ($100) is reportedFor any dividends included on Part II, between annual statement net income
in column (a), $100 in column (c), and $0line 7, that are not intercompany and taxable income from its investment in
in column (d). On Part II, line 28, the U.S.dividends (dividends received from USP as a permanent difference. For its
consolidated tax group reports $1,000 inincludible corporations listed on Form 2010 tax year, H’s annual statement net
both columns (a) and (d). As a result,851) that are received on classes of income includes $10,000 of income
financial statement net income on Part II,voting stock in which the corporation attributable to its share of USP’s net
line 30, column (a), will total $900, netdirectly or indirectly owned 10% or more income. H’s Schedule K-1 from USP
permanent differences on Part II, line 30,of the outstanding shares of that class at reports $5,000 of ordinary income, $7,000
column (c), will total $100, and taxableany time during the tax year, report on an of long-term capital gains, $4,000 of
income on line 30, column (d), will totalattached supporting schedule for Part II, charitable contributions, and $200 of
$1,000.line 7 (1) the name of the dividend payer, section 179 expense. H must report on

(2) the payer’s EIN (if applicable), (3) the Part II, line 9, $10,000 in column (a), aLine 9. Income (Loss) From U.S.
class of voting stock on which the permanent difference of ($2,200) inPartnerships and Line 10.
dividend was paid, (4) the percentage of column (c), and $7,800 in column (d).Income (Loss) From Foreignthe class directly or indirectly owned, and Example 13. Same facts as ExamplePartnerships(5) the amounts for columns (a) through 12 except that life insurance company H’s
(d). For any interest owned by the corporation charitable contribution deduction is wholly

or a member of the U.S. consolidated tax attributable to its partnership interest inLine 8. Minority Interest for group that is treated as an investment in a USP and is limited to $90 pursuant toIncludible Corporations partnership for U.S. income tax purposes section 170(b)(2) due to other investment
Report on line 8, column (a), the minority (other than an interest in a disregarded losses incurred by H. In its financial
interest included in the financial income entity), report amounts on Part II, line 9 or statements, H treated this limitation as a
(loss) on Part I, line 11, for any member 10, as described below: temporary difference. H must not report
of the U.S. consolidated tax group that is 1. In column (a) the sum of the the charitable contribution limitation of
less than 100% owned. corporation’s distributive share of income $3,910 ($4,000−$90) on Part II, line 9. H

Example 11. Life insurance company or loss from a U.S. or foreign partnership must report the limitation on Part III, line
G is a calendar year taxpayer that was that is included in Part I, line 11; 21, and report the disallowed charitable
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contributions of ($3,910) in columns (b) 12 if the life insurance company supporting schedule includes the names
and (d). sequentially numbers each Form 8886 and reportable transaction or tax shelter

and lists by identifying number on the registration numbers, if any, disclosed onLine 11. Income (Loss) From supporting schedule for Part II, line 12, the applicable Form 8886, identifies the
Other Pass-Through Entities each sequentially numbered reportable type of reportable transaction for the loss,
For any interest in a pass-through entity transaction and the amounts required for and reports the appropriate amounts
(other than an interest in a partnership Part II, line 12, columns (a) through (d). required for Part II, line 12, columns (a)
reportable on Part II, line 9 or 10, as through (d). J must report the lossesInstead of the requirements of theapplicable) owned by a member of the attributable to the other five abandonmentpreceding paragraph, a life insuranceU.S. consolidated tax group (other than losses on Part II, line 23e, regardless ofcompany will be considered to havean interest in a disregarded entity), report whether a difference exists for any or allseparately stated and adequatelythe following on line 11: of those abandonment losses.disclosed a reportable transaction if the

1. In column (a) the sum of the Example 15. Life insurance companylife insurance company attaches a
corporation’s distributive share of income K is a calendar year taxpayer that wassupporting schedule that provides the
or loss from the pass-through entity that is required to file Schedule M-3 for its 2009following for each reportable transaction:
included in Part I, line 11; tax year and is required to file Schedule1. A description of the reportable2. In column (b) or (c), as applicable, M-3 for its 2010 tax year. K enters into atransaction disclosed on Form 8886 forexcept for amounts described in item 4, transaction with contractual protectionwhich amounts are reported on Part II,below, the sum of all differences, if any, that is a reportable transaction describedline 12;attributable to the pass-through entity; in Regulations section 1.6011-4(b)(4).2. The name and reportableand This reportable transaction is the onlytransaction or tax shelter registration3. In column (d), except for amounts reportable transaction for K’s 2010 taxnumber, if applicable, as reported on linesdescribed in item 4, below, the sum of all year and results in a $7 million capital1a and 1c, respectively, of Form 8886;taxable amounts of income, gain, loss, or loss for both statutory accountinganddeduction reportable on the corporation’s purposes and U.S. income tax purposes.3. The type of reportable transactionSchedules K-1 received from the Although the transaction does not result(e.g., listed transaction, confidentialpass-through entity (if applicable). in a difference, K is required to report ontransaction, transaction with contractual4. Do not report on Part II, line 11, any Part II, line 12, the following amounts: ($7protection, etc.) as reported on line 2 ofportion of a corporation’s deduction under million) in column (a), zero in columns (b)Form 8886.section 199 (income attributable to and (c), and ($7 million) in column (d).
domestic production activities) even if The transaction will be adequatelyIf a transaction is a listed transactionsome or all of the corporation’s deduction disclosed if K attaches a supportingdescribed in Regulations sectionunder section 199 is attributable to an schedule for line 12 that (a) sequentially1.6011-4(b)(2), the description also mustinterest in a pass-through entity held by numbers the Form 8886 and refers to theinclude the description provided on line 3the corporation. A corporation must report sequentially numbered Form 8886-X1of Form 8886. In addition, if the reportableits deduction under section 199 only on and (b) reports the applicable amountstransaction involves an investment in thePart III, line 37. required for line 12, columns (a) throughtransaction through another entity such as

(d). Alternatively, the transaction will bea partnership, the description mustFor each pass-through entity reported adequately disclosed if the supportinginclude the name and EIN (if applicable)on line 11, attach a supporting schedule statement for line 12 includes aof that entity as reported on line 5 of Formthat provides that entity’s name, EIN (if description of the transaction, the name8886.applicable), the life insurance company’s and tax shelter registration number, if
end of year profit-sharing percentage (if Example 14. Life insurance company any, and the type of reportable
applicable), the life insurance company’s J is a calendar year taxpayer that was transaction disclosed on Form 8886.
end of year loss-sharing percentage (if required to file Schedule M-3 for its 2009
applicable), and the amounts reported by Line 13. Interest Incometax year and is required to file Schedule
the life insurance company in column (a), M-3 for its 2010 tax year. J incurred Report on Part II, line 13, column (a), the
(b), (c), or (d) of line 11, as applicable. seven different abandonment losses total amount of interest income included

during its 2010 tax year. One loss of $12 on Part I, line 11, and report on Part II,Line 12. Items Relating to
million results from a reportable line 13, column (d), the total amount ofReportable Transactions transaction described in Regulations interest income included on Form 1120-L,

Any amounts attributable to any section 1.6011-4(b)(5), another loss of $5 page 1, line 20, that is not required to be
reportable transactions (as described in million results from a reportable reported elsewhere on Schedule M-3. In
Regulations section 1.6011-4) must be transaction described in Regulations columns (b) or (c), as applicable, adjust
included on Part II, line 12, regardless of section 1.6011-4(b)(4), and the remaining for any amounts treated for U.S. income
whether the difference, or differences, five abandonment losses are not tax purposes as interest income that are
would otherwise be reported elsewhere in reportable transactions. J discloses the treated as some other form of income for
Part II or Part III. Thus, if a taxpayer files reportable transactions giving rise to the statutory accounting purposes, or vice
Form 8886 for any reportable transaction $12 million and $5 million losses on versa. For example, adjustments to
described in Regulations section separate Forms 8886 and sequentially interest income resulting from
1.6011-4, the amounts attributable to that numbers them X1 and X2, respectively. J adjustments made in accordance with
reportable transaction must be reported must separately state and adequately instructions for Part II, line 18, should be
on Part II, line 12. In addition, all income disclose the $12 million and $5 million made in columns (b) and (c) of line 13.
and expense amounts attributable to a losses on Part II, line 12. The $12 million

Complete Part II of Form 8916-A,reportable transaction must be reported loss and the $5 million loss will be
Supplemental Attachment to Scheduleon Part II, line 12, columns (a) and (d) adequately disclosed if J attaches a
M-3. Enter the amounts from line 6,even if there is no difference between the supporting schedule for line 12 that lists
columns (a) through (d) of Form 8916-A,annual statement amounts and the each of the sequentially numbered forms,
on Schedule M-3, Part II, line 13, columnstaxable amounts. Form 8886-X1 and Form 8886-X2, and
(a) through (d), as applicable. AttachEach difference attributable to a with respect to each reportable
Form 8916-A.reportable transaction must be separately transaction reports the appropriate

stated and adequately disclosed. A life amounts required for Part II, line 12, Do not report on this line 13 or include
insurance company will be considered to columns (a) through (d). Alternatively, J’s on Form 8916-A amounts reported in
have separately stated and adequately disclosures will be adequate if the accordance with the instructions for Part
disclosed a reportable transaction on line description provided for each loss on the II, lines 9, 10, 11, 12, and 21.
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Asset transfer transactions withLine 14. Accrual of Bond Line 19. Section 481(a)
periodic payments characterized forDiscount Adjustments
statutory accounting purposes as either aReport on line 14, column (a), the amount With the exception of a section 481(a)sale or a lease may, under someof accrued bond discount included in Part adjustment that is required to be reportedcircumstances, be characterized as the1, line 11. Report on line 14, column (d), on Part II, line 12, for reportableopposite for tax purposes. If thethe amount of accrued bond discount transactions, any difference between antransaction is treated as a lease, theincluded in taxable income on Form income or expense item attributable to anseller/lessor reports the periodic1120-L, page 1, line 20. Report amounts authorized (or unauthorized) change inpayments as gross rental income andin columns (b) and (c), as applicable. method of accounting made for U.S.also reports depreciation expense or income tax purposes that results in adeduction. If the transaction is treated asLine 15. Hedging Transactions section 481(a) adjustment must be
a sale, the seller/lessor reports grossReport on line 15, column (a), the net reported on Part II, line 19, regardless of
profit (sale price less cost of goods sold)gain or loss from hedging transactions whether a separate line for that income or
from the sale of assets and reports theincluded on Part I, line 11. Report in expense item exists in Part II or Part III.
periodic payments as payments ofcolumn (d) the amount of taxable income
principal and interest income.from hedging transactions as defined in Section 807(f) changes should be

section 1221(b)(2). Use columns (b) and reported on Part III, line 25.
On Part II, line 18, column (a), report(c) to report all differences caused by

the gross profit or gross rental income for Example 17. Life insurance companytreating hedging transactions differently
statutory accounting purposes for all sale N is a calendar year taxpayer that wasfor statutory accounting purposes and for
or lease transactions that must be given required to file Schedule M-3 for its 2009U.S. income tax purposes. For example, if
the opposite characterization for U.S. tax year and is required to file Schedulea portion of a hedge is considered
income tax purposes. On Part II, line 18, M-3 for its 2010 tax year. N wasineffective under SAP but still is a valid
column (d), report the gross profit or depreciating certain fixed assets over anhedge under section 1221(b)(2), the
gross rental income for U.S. income tax erroneous recovery period and, effectivedifference must be reported on line 15.
purposes. Interest income amounts for for its 2010 tax year, N receives IRSThe hedge of a capital asset, which is not
such transactions must be reported on consent to change its method ofa valid hedge for U.S. income tax
Part II, line 13, in column (a) or (d), as accounting for the depreciable fixedpurposes but may be considered a hedge
applicable. Depreciation expense for such assets and begins using the properfor SAP purposes, must also be reported
transactions must be reported on Part III, recovery period. The change in method ofhere.
line 32, in column (a) or (d), as applicable. accounting results in a positive sectionReport hedging gains and losses Use columns (b) and (c) of Part II, lines 481(a) adjustment of $100,000 that iscomputed under the mark-to-market 13 and 18, and Part III, line 32, as required to be spread over 4 tax years,method of accounting on line 15 and not applicable to report the differences beginning with the 2010 tax year. In itson Part II, line 16, Mark-to-market income between column (a) and (d). annual statement, N treats the section(loss). 481(a) adjustment as a temporary

Example 16. Life insurance company difference. N must report on Part II, lineLine 16. Mark-to-Market Income
M sells and leases property to customers. 19, $25,000 in columns (b) and (d) for its(Loss) M is a calendar year taxpayer that was 2010 tax year and each of theReport on line 16 any amount required to file Schedule M-3 for its 2009 subsequent 3 tax years (unless N isrepresenting the mark-to-market income tax year and is required to file Schedule otherwise required to recognize theor loss for any securities held by a dealer M-3 for its 2010 tax year. For statutory remainder of the 481(a) adjustmentin securities, a dealer in commodities accounting purposes, M accounts for earlier). N must not report the sectionhaving made a valid election under each transaction as a sale. For U.S. 481(a) adjustment on Part III, line 32.section 475(e), or a trader in securities or income tax purposes, each of M’s

commodities having made a valid election transactions must be treated as a lease. Line 20. Amortization of Interestunder section 475(f). “Securities” for In its annual statement, M treats the Maintenance Reservethese purposes are securities described difference in the statutory accounting and
in section 475(c)(2) and section 475(e)(2). Report on line 20, column (a), the amountthe U.S. income tax treatment of these
“Securities” do not include any items of interest maintenance reservetransactions as temporary. During 2010,
specifically excluded from sections amortization included in Part I, line 11.M reports in its annual statement $1,000
475(c)(2) and 475(e)(2), such as certain Report amounts in columns (b) and (c),of sales and $700 of cost of goods sold
contracts to which section 1256(a) as applicable.with respect to 2010 lease transactions.
applies. M receives periodic payments of $500 in

Line 21. Original Issue DiscountReport hedging gains and losses 2010 with respect to these 2010
computed under the mark-to-market transactions and similar transactions from and Other Imputed Interest
method of accounting on Part II, line 15, prior years and treats $400 as principal Report on line 21 any amounts of original
and not on line 16. and $100 as interest income. For issue discount (OID) and imputed

statutory accounting purposes, M reports interest. The term “original issue discountLine 17. Deferred and gross profit of $300 ($1,000−$700) and and other imputed interest” includes, butUncollected Premiums interest income of $100 from these is not limited to:
transactions. For U.S. income taxReport on line 17, column (a), the amount 1. The excess of a debt instrument’spurposes, M reports $500 of gross rentalof deferred and uncollected premiums stated redemption price at maturity overincome (the periodic payments) andincluded in Part I, line 11. Report on line its issue price, as determined under(based on other facts) $200 of17, column (d), the amount of deferred section 1273;depreciation deduction on the property.and uncollected premiums included in

2. Amounts that are imputed interestOn its 2010 Schedule M-3, M must reporttaxable income on Form 1120-L, page 1,
on a deferred sales contract underon Part II, line 13, $100 in column (a),line 20. Report amounts in columns (b)
section 483;($100) in column (b), and zero in columnand (c), as applicable.

3. Amounts treated as interest or OID(d). In addition, M must report on Part II,Line 18. Sale Versus Lease (for under the stripped bond rules underline 18, $300 of gross profit in column (a),
Sellers and/or Lessors) section 1286; and$200 in column (b), and $500 of gross

rental income in column (d). Lastly, MNote. Also see the instructions at Part 4. Amounts treated as OID under the
must report on Part III, line 32, $200 inIII, line 35, Purchase Versus Lease (for below-market interest rate rules under
column (b) and (d).Purchasers and/or Lessees), on page 20. section 7872.
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as applicable; (b) abandonment losses, amount of each item and provides aLine 22. Market Discount
which must be reported on Part II, line description that states the income (loss)Reclassification
23e; and (c) worthless stock losses, name for book purposes for the amount

Report on line 22 the amount of market which must be reported on Part II, line recorded in column (a) and describes the
discount reclassification included in Part I, 23f. adjustment being recorded in column (b)
line 11. Report on line 22 the amount of or (c). The entire description completes
market discount reclassification included Line 23e. Abandonment Losses the tax description for the amount
in taxable income on Form 1120-L, page Report on line 23e any abandonment included in column (d) for each item
1, line 20. Report amounts in columns (b) losses, regardless of whether the loss is separately stated on this line.
and (c), as applicable. characterized as an ordinary loss or a

The attached schedule should havecapital loss.Line 23a. Income Statement five columns. The first column has the
description for the next four columns. TheGain/Loss on Sale, Exchange, Line 23f. Worthless Stock
second column is column (a) incomeAbandonment, Worthlessness, Losses
(loss) per income statement, third columnor Other Disposition of Assets Report on line 23f any worthless stock
is column (b) temporary difference, theloss, regardless of whether the loss isOther Than Pass-Through fourth column is column (c) permanentcharacterized as an ordinary loss or aEntities difference, and the fifth column is columncapital loss. Attach a schedule thatReport on line 23a, column (a), all gains (d) income (loss) per tax return. Everyseparately states and adequatelyand losses on the disposition of assets item listed on the attached schedule fordiscloses each transaction that gives riseexcept for gains and losses allocated to line 25 must always have columns (a) +to a worthless stock loss and the amountthe life insurance company from a (b) + (c) = (d). Each item with amounts inof each loss.pass-through entity (e.g., on Schedule columns (a), (b), (c), and (d) will be

K-1) that are included in the net income totaled and included as one line on lineLine 23g. Other Gain/Loss on
(loss) of includible corporations reported 25 of the face of the schedule.Disposition of Assets
on Part I, line 11. Reverse the amount Report on line 23g any gains or losses For insurance companies included inreported in column (a) in column (b) or from the sale or exchange of property that the consolidated U.S. income tax return,(c), as applicable. The corresponding are not reported on lines 23b through 23f. see instructions for Part I, lines 10a, 10b,gains and losses for U.S. income tax

10c, and 11, and Part II, line 7, forpurposes are reported on Part II, lines Line 24. Capital Loss Limitation guidance on the treatment of23b through 23g, as applicable. and Carryforward Used intercompany dividends and statutory
Report as a positive amount on line 24, accounting.Line 23b. Gross Capital Gains
columns (b) or (c), as applicable, and (d)From Schedule D, Excluding If any “comprehensive income” asthe excess of the net capital losses over defined by Statement of FinancialAmounts From Pass-Through the net capital gains reported on Accounting Standards (SFAS) No. 130 isEntities Schedule D, Capital Gains and Losses, reported on this line, describe the item(s)Report on line 23b gross capital gains by the corporation. For a U.S. in detail. Examples of sufficiently detailedreported on Schedule D, excluding capital consolidated tax group, the Schedule M-3 descriptions include “foreign currencygains from pass-through entities, which adjustment for the amount of the translation adjustments —must be reported on Part II, lines 9, 10, or consolidated net capital loss that is comprehensive income” and “gains and11, as applicable. disallowed should not be made on the losses on available-for-sale securities —separate consolidating Schedules M-3 of comprehensive income.”Line 23c. Gross Capital Losses the includible corporations, but on the

From Schedule D, Excluding Whether an item of income (loss) isseparate Schedule M-3 for consolidated
reported on line 25, or is reported on PartAmounts From Pass-Through eliminations (or on Form 8916 in the case
II, line 28, is determined separately byof a mixed group) as described in theEntities, Abandonment Losses,
each member of the U.S. consolidated taxsection, Completion of Schedule M-3 andand Worthless Stock Losses
group and not at the U.S. consolidatedCertain Allocations, Limitations, andReport on line 23c gross capital losses tax group level.Carryovers.reported on Schedule D, excluding capital

If the corporation utilizes a capital loss Example 18. U.S. corporation P haslosses from (a) pass-through entities,
carryforward on Schedule D in the current two subsidiaries, corporations A and B,which must be reported on Part II, lines 9,
tax year, report the carryforward utilized that are included in P’s consolidated10, or 11, as applicable; (b) abandonment
as a negative amount on Part II, line 24, financial statements and in P’slosses, which must be reported on Part II,
columns (b) or (c), as applicable, and consolidated U.S. income tax return. Forline 23e; and (c) worthless stock losses,
column (d). For a U.S. consolidated tax financial statement purposes, P, A, and Bwhich must be reported on Part II, line
group, the Schedule M-3 adjustment for recognize revenue from the sale of23f. Do not report on line 23c capital
the amount of the consolidated capital inventory upon delivery to the customer.losses carried over from a prior tax year
loss carryforward should not be made on For U.S. income tax purposes, P and Aand utilized in the current tax year. See
the separate consolidating Schedules M-3 recognize such revenue consistent withthe instructions for Part II, line 24,
of the includible corporations, but on the the method used for financial statementregarding the reporting requirements for
separate Schedule M-3 for consolidation purposes, whereas B recognizes suchcapital loss carryovers utilized in the
eliminations (or on Form 8916 in the case revenue based upon customercurrent tax year.
of a mixed group) as described in the acceptance. P and A must report this

Line 23d. Net Gain/Loss section Completion of Schedule M-3 and revenue in column (a) and (d) on Part II,
Certain Allocations, Limitations, and line 28, B must report the following onReported on Form 4797, Line
Carryovers. Part II, line 25: in column (a), B’s revenue17, Excluding Amounts From

recognized in the financial statementsPass-Through Entities, Line 25. Other Income (Loss) based upon delivery to the customer; inAbandonment Losses, and Items With Differences column (d), B’s revenue recognized for
Worthless Stock Losses Separately state and adequately disclose U.S. income tax purposes based upon
Report on line 23d the net gain or loss on Part II, line 25, all items of income customer acceptance; and in column (b)
reported on line 17 of Form 4797, Sales (loss) with differences that are not or (c), as applicable, the difference
of Business Property, excluding amounts otherwise listed on Part II, lines 1 through between B’s revenue recognized in its
from (a) pass-through entities, which must 24. Attach a schedule that describes and financial statements and in its U.S.
be reported on Part II, lines 9, 10, or 11, itemizes the type of income (loss) and the taxable income.
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Note. In this example, the first column of company is required to file Schedule M-3 applicable), then amounts are reported
the attached schedule for Part II, line 25, (or for any year in which the life insurance only on Part III, lines 1 through 6, of the
discussed earlier, must include an company voluntarily files Schedule M-3), parent’s separate Schedule M-3.
adequate description, such as “Inventory Part II, line 30, is reconciled by the life Line 7. Foreign WithholdingSales Revenue recognized upon insurance company (or, in the case of a

Taxesacceptance, not delivery.” U.S. consolidated tax group, on the
Report on line 7, column (a), the amountgroup’s consolidated Schedule M-3) in

Line 27. Total Expense/ of foreign withholding taxes included inthe following manner:
Deduction Items statutory accounting net income on Part I,1. Report the amount from Part I, line

line 11. If the life insurance company isReport on Part II, line 27, columns (a) 11, on Part II, line 30, column (a);
deducting foreign tax, use column (b) orthrough (d), as applicable, the negative of 2. Leave blank Part II, lines 1 through
(c), as applicable, to correct for anythe amounts reported on Part III, line 41, 29, columns (a) and (d);
difference between foreign withholdingcolumns (a) through (d). For example, if 3. Leave blank Part III, columns (a)
tax included in statutory accounting netPart III, line 41, column (a), reflects an and (d); and
income and the amount of foreignamount of $1 million, then report on Part 4. Report on Part II, line 30, column
withholding taxes being deducted in theII, line 27, column (a), ($1 million). (d), the sum of Part II, line 29, columns
return. If the life insurance company isSimilarly, if Part III, line 41, column (b), (a), (b), and (c).
crediting foreign withholding taxes againstreflects an amount of ($50,000), then

Note. Mixed groups see Schedule M-3 the U.S. income tax liability, use columnreport on Part II, line 27, column (b),
Consolidation for Mixed Groups (1120/L/ (b) or (c), as applicable, to negate the$50,000.
PC). amount reported in column (a).

Line 28. Other Items With No
Line 8. Equity BasedDifferences
CompensationPart III. Reconciliation ofIf there is no difference between the
Report on line 8 any amounts forstatutory accounting amount and the Net Income (Loss) per equity-based compensation ortaxable amount of an entire item of
consideration that are reflected asincome, gain, loss, expense, or deduction Income Statement of
expense for statutory accountingand the item is not described or included Includible Corporations purposes (column (a)) or deducted in thein Part II, lines 1 through 25, or Part III,
U.S. income tax return (column (d)) otherlines 1 through 40, report the entire With Taxable Income per than amounts reportable elsewhere onamount of the item in columns (a) and (d)
Schedule M-3, Parts II and III. ExamplesReturn—Expense/of line 28. If a portion of an item of
of amounts reportable on line 8 includeincome, loss, expense, or deduction has Deduction Items incentive stock options, nonqualified stocka difference and a portion of the item

Note. Expense amounts that reduce options, payments attributable todoes not have a difference, do not report
financial accounting income must be employee stock purchase plans (ESPPs),any portion of the item on line 28. Instead,
reported on Part III, column (a), as phantom stock options, phantom stockreport the entire amount of the item (i.e.,
positive amounts. Deduction amounts that units, stock warrants, stock appreciationboth the portion with a difference and the
reduce taxable income must be reported rights, and restricted stock, regardless ofportion without a difference) on the
on Part III, column (d), as positive whether such payments are made toapplicable line of Part II, lines 1 through
amounts. Amounts reported on Part II, employees or non-employees, or as25, or Part III, lines 1 through 40. See
line 27, must be the negative of the payment for property or compensation forExample 10.
amounts reported in Part III, line 41. services.

Line 29a. Life Insurance If the amounts include incentive stockLines 1 Through 6. Income TaxSubgroup Reconciliation Totals options or nonqualified stock options,Expense
For filers other than a mixed group, attach a detailed schedule separately

If the life insurance company does notcombine lines 26 through 28 and skip stating each.
distinguish between current and deferredlines 29b and 29c. On the Line 9. Capitalization ofincome tax expense in its annualsub-consolidated Schedule M-3 for a
statement (or its books and records, if Deferred Acquisition Costsmixed group, combine lines 26 through 28
applicable), report income tax expense asand skip lines 29b and 29c. For the Report on line 9, column (d), the amount
current income tax expense using lines 1,consolidated Schedule M-3 of a mixed of deferred acquisition costs capitalized
3, and 5, as applicable.group, complete only lines 29a through and taken into account in taxable income

A U.S. consolidated tax group must29c and line 30 of Part II. Part III is not on Form 1120-L, page 1, line 20. Report
complete lines 1 through 6 in accordancerequired to be completed for the amounts in columns (b) and (c), as
with the allocation of tax expense amongconsolidated Schedule M-3 of a mixed applicable.
the members of the U.S. consolidated taxgroup. Line 10. Amortization ofgroup in the financial statements (or its

Line 29b. 1120 Subgroup Deferred Acquisition Costsbooks and records, if applicable). If the
Reconciliation Totals current and deferred U.S., state, and Report on line 10, column (d), the amount

foreign income tax expense for the U.S. of deferred acquisition costs amortizedLine 29b is only used by mixed groups.
consolidated tax group (income tax and taken into account in taxable incomeSee Schedule M-3 Consolidation for
expense) is allocated among the on Form 1120-L, page 1, line 20. ReportMixed Groups (1120/L/PC), earlier.
members of the U.S. consolidated tax amounts in columns (b) and (c), as

Line 29c. PC Insurance group in the group’s financial statements applicable.
Subgroup Reconciliation Totals (or its books and records, if applicable), Line 11. Meals andthen each member must report itsLine 29c is only used by mixed groups. Entertainmentallocated income tax expense on Part III,See Schedule M-3 Consolidation for

lines 1 through 6, of that member’s Report on line 11, column (a), anyMixed Groups (1120/L/PC), earlier.
separate Schedule M-3. However, if the amounts paid or accrued by the life

Line 30. Reconciliation Totals income tax expense is not shared or insurance company during the tax year
If a life insurance company that is not a allocated among members of the U.S. for meals, beverages, and entertainment
mixed group chooses not to complete consolidated tax group but is retained in that are accounted for in statutory
columns (a) and (d) of Parts II and III in the parent corporation’s financial accounting income, regardless of the
the first tax year the life insurance statements (or books and records, if classification, nomenclature, or
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terminology used for such amounts, and accounting net income. Complete included in the net income (loss) amount
regardless of how or where such amounts columns (b) and (c) as appropriate. reported in Part I, line 11, for the current
are classified in the life insurance tax year and that is not reportableDo not report on this Part III, line 13,
company’s statutory income statement or elsewhere on Schedule M-3. Foramounts required to be reported in
the income and expense accounts example, report originations and reversalsaccordance with instructions for Part III,
maintained in the life insurance of deferred compensation subject toline 12.
company’s books and records. Report section 409A on line 18.Do not report on this Part III, line 13,only amounts not otherwise reportable amounts recovered from insurers or any Line 20. Charitable Contributionelsewhere on Schedule M-3, Parts II and other indemnitors for any judgments, of Intangible PropertyIII. damages, awards, or similar costs

Report on line 20 any charitabledescribed above.Line 12. Fines and Penalties contribution of intangible property, for
Report on line 12 any fines or similar Line 14. Parachute Payments example, contributions of:
penalties paid to a government or other • Intellectual property, patents (includingReport on line 14, column (a), the total
authority for the violation of any law for any amounts of additional contributionsexpense included in statutory accounting
which fines or penalties are assessed. All allowable by virtue of income earned bynet income on Part I, line 11, that is
fines and penalties expensed in financial donees subsequent to the year ofsubject to section 280G. Report in column
accounting income (paid or accrued) must donation), copyrights, trademarks;(b) or (c), as applicable, the amount of
be included on line 12, column (a), • Securities (including stocks and theirnondeductible parachute payments
regardless of the government or other derivatives, stock options, and bonds);pursuant to section 280G, and report in
authority that imposed the fines or • Conservation easements (includingcolumn (d) the deductible amount of
penalties, regardless of whether the fines scenic easements or air rights);compensation after any excess parachute
and penalties are civil or criminal, • Railroad rights of way;payment limitations under section 280G.
regardless of the classification, • Mineral rights; andIf a payment is subject to limitation under
nomenclature, or terminology used for the • Other intangible property.both sections 162(m) and 280G, report
fines or penalties by the imposing the total payment on line 14. Line 21. Charitable Contributionauthority in its actions or documents, and

Line 15. Compensation With Limitation/Carryforwardregardless of how or where the fines or
penalties are classified in the Section 162(m) Limitation Report as a negative amount on line 21,
corporation’s financial income statement columns (b), (c), and (d), as applicable,Report on line 15, column (a), the total
or the income and expense accounts the excess of charitable contributionsamount of non-performance-based
maintained in the corporation’s books and made during the tax year over the amountcurrent compensation expense for the
records. Also report on line 12, column of the charitable contribution limitationcorporate officers to whom section 162
(a), the reversal of any overaccrual of any amount.(m) applies. Report in column (b) or (c),
amount described in this paragraph. See as applicable, the nondeductible amount If the corporation utilizes a contributionsection 162(f) for additional guidance. of current compensation in excess of $1 carryforward in the current tax year,

million ($500,000 if the corporationReport on line 12, column (d), any report the carryforward utilized as a
receives or has received financialsuch amounts as described in the positive amount on columns (b), (c), and
assistance under the Treasury Troubledpreceding paragraph that are includible in (d), as applicable.
Asset Relief Program (TARP)). Report thetaxable income, regardless of the When a consolidated income taxdeductible compensation in column (d). Iffinancial accounting period in which such return is being filed, Schedule M-3a payment is subject to limitation underamounts were or are included in financial adjustments for the amount of charitableboth sections 162(m) and 280G, reportaccounting net income. Complete contributions in excess of the limitation, orthe total payment on Part III, line 14,columns (b) and (c) as appropriate. for charitable contribution carryforwardParachute payments. See Regulations

utilized, should not be made on theDo not report on this Part III, line 12, section 1.162-27(g) for the interaction
separate consolidating Schedules M-3 ofamounts required to be reported in between sections 162(m) and 280G.
the includible corporations, but on theaccordance with instructions for Part III,

Line 16. Pension and separate consolidating Schedule M-3 forline 13.
consolidation eliminations (or on FormProfit-SharingDo not report on this Part III, line 12, 8916 in the case of a mixed group) asReport on line 16 any amountsamounts recovered from insurers or any described in Completion of Schedule M-3attributable to the life insuranceother indemnitors for any fines and and Certain Allocations, Limitations, andcompany’s pension plans, profit-sharingpenalties described above. Carryovers.plans, and any other retirement plans.

Line 13. Judgments, Damages, Line 22. Change in SectionLine 17. Other Post-RetirementAwards, and Similar Costs 807(c)(1) Tax ReservesBenefits
Report on line 13, column (a), the amount Report on line 22, column (a), the changeReport on line 17 any amountsof any estimated or actual judgments, in section 807(c)(1) life insuranceattributable to other post-retirementdamages, awards, settlements, and reserves included in Part I, line 11. Reportbenefits not otherwise includible on Partsimilar costs, however named or on line 22, column (d), the change inIII, line 16, for example, retiree health andclassified, included in financial accounting section 807(c)(1) life insurance reserveslife insurance coverage, dental coverage,income, regardless of whether the included in taxable income on Formetc.amount deducted was attributable to an 1120-L, page 1, line 20. Report amounts
estimate of future anticipated payments or Line 18. Deferred in columns (b) and (c), as applicable.
actual payments. Also report on line 13, Compensation
column (a), the reversal of any Line 23. Change in SectionReport on line 18, column (a), anyoveraccrual of any amount described in 807(c)(2) Tax Reservescompensation expense included in thethis paragraph. net income (loss) amount reported in Part Report on line 23, column (a), the change

Report on line 13, column (d), any I, line 11, that is not deductible for U.S. in section 807(c)(2) unearned premiums
such amounts as are described in the income tax purposes in the current tax and unpaid losses included in Part I, line
preceding paragraph that are includible in year and that was not reported elsewhere 11. Report on line 23, column (d), the
taxable income, regardless of the on Schedule M-3. Report on line 18, change in section 807(c)(2) unearned
financial accounting period in which such column (d), any compensation deductible premiums and unpaid losses included in
amounts were or are included in financial in the current tax year that was not taxable income on Form 1120-L, page 1,
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line 20. Report amounts in columns (b) interest and also reports depreciationLine 29. Amortization/
expense or deduction with respect to theand (c), as applicable. Impairment of Goodwill,
purchased asset.Insurance in Force and CedingLine 24. Change in All Other

Report in column (a) gross rentCommissionsSection 807(c) Tax Reserves expense for a transaction treated as aReport on line 29 amortization of goodwill,Report on line 24, column (a), the change lease for statutory accounting purposesinsurance in force and cedingin all other section 807(c) reserves but as a sale for U.S. income taxcommissions or amounts attributable toincluded in Part I, line 11. Report on line purposes. Report in column (d) grossthe impairment of goodwill, insurance in24, column (d), the change in all other rental deductions for a transaction treatedforce and ceding commissions. Attach asection 807(c) reserves included in as a lease for U.S. income tax purposesschedule separately stating the amounts
taxable income on Form 1120-L, page 1, but as a purchase for statutory accountingfor each item.
line 20. Report amounts in columns (b) purposes. Report interest expense for
and (c), as applicable. Line 30. Other Amortization or such transactions on Part III, line 36, in

column (a) or (d), as applicable. ReportImpairment Write-Offs
Line 25. Section 807(f) depreciation expense or deductions forReport on line 30 any amortization or

such transactions on Part III, line 32, inAdjustments for Change in impairment write-offs not otherwise
column (a) or (d), as applicable. UseComputing Reserves includible on Schedule M-3.
columns (b) and (c) of Part III, lines 32,Report on line 25, column (d), the section Line 31. Section 846 Amount 35, and 36, as applicable, to report the807(f) adjustments included in taxable
differences between column (a) and (d)Report on line 31, column (d), the sectionincome on Form 1120-L, page 1, line 20. for such recharacterized transactions.846 amount included in taxable incomeReport amounts in columns (b) and (c),

on Form 1120-L, page 1, line 20. Reportas applicable. Example 19. U.S. life insurance
amounts in columns (b) and (c), as company X acquired property in a
applicable.Line 26. Section 807(a)(2)(B) transaction that, for statutory accounting

purposes, X treats as a lease. X is aTax Reserve Amount With Line 32. Depreciation
calendar year taxpayer that was requiredRespect to Policyholder Share Report on line 32 any depreciation
to file Schedule M-3 for its 2009 tax yearexpense that is not required to beof Tax Exempt Interest
and is required to file Schedule M-3 for itsreported elsewhere on Schedule M-3Report on line 26, column (d), the change 2010 tax year. Because of its terms, the(e.g., on Part II, lines 9, 10, or 11).in section 807(a)(2)(B) tax reserve transaction is treated for U.S. income tax

amount with respect to policyholder share Line 33. Bad Debt Expense and purposes as a purchase and X must treat
of tax exempt interest included in taxable the periodic payments it makes partiallyAgency Balances Written Off
income on Form 1120-L, page 1, line 20. as payment of principal and partially asReport on line 33, column (a), anyReport amounts in columns (b) and (c), payment of interest. In its annualamounts attributable to an allowance foras applicable. statement, X treats the differenceuncollectible accounts receivable or

between the statutory accounting andactual write-offs of accounts receivableLine 27. Current Year U.S. income tax treatment of thisincluded in Part I, line 11. Also report onAcquisition/Reorganization transaction as a temporary difference.this line agency balances written off per
During 2010, X reports in its annualCosts the annual statement. Report in column
statement $1,000 of gross rental expenseReport on line 27 any investment (d) the amount of bad debt expense
that, for U.S. income tax purposes, isbanking, legal and accounting, and any deductible for federal income tax
recharacterized as a $700 payment ofother fees paid or incurred in connection purposes in accordance with section 166.
principal and a $300 payment of interest,with a taxable or tax-free acquisition of Line 34. Corporate Owned Life accompanied by a depreciation deductionproperty (e.g., stock or assets) or a
of $1,200 (based on other facts). On itsInsurance Premiumstax-free reorganization. Report on this line
2010 Schedule M-3, X must report theany investment banking fees, legal and Report on line 34 all amounts of
following on Part III, line 35: column (a),accounting, and any other fees paid or insurance premiums attributable to any
$1,000, its statutory accounting grosslife insurance policy if the life insuranceincurred at any stage of the acquisition or
rental expense; column (b), ($1,000); andcompany is directly or indirectly areorganization process including, for
column (d), zero. On Part III, line 36, Xbeneficiary under the policy or if the policyexample, fees paid or incurred to evaluate
reports $300 in columns (b) and (d) forhas a cash value. Report in column (d)whether to investigate an acquisition, fees
the interest deduction. On Part III, line 32,the amount of the premiums that areto conduct an actual investigation, and
X reports $1,200 in columns (b) and (d)deductible for federal income taxfees to consummate the acquisition. Also
for the depreciation deduction.purposes.include on this line any investment

banking fees, legal and accounting, and Line 36. Interest ExpenseLine 35. Purchase Versus Leaseany other fees paid or incurred in (for Purchasers and/or Report on Part III, line 36, column (a), theconnection with the liquidation of a
total amount of interest expense includedLessees)subsidiary, a spin-off of a subsidiary, or
on Part I, line 11, and report on Part III,Note. Also see the instructions foran initial public stock offering. Attach a
line 36, column (d), the total amount ofsellers and/or lessors in the instructionsschedule separately stating acquisition/
interest deduction included on Formfor Part II, line 18.reorganization investment banking fees,
1120-L, page 1, line 20, that is notlegal and accounting fees, and other Asset transfer transactions with required to be reported elsewhere oncosts. Report amounts in columns (b) and periodic payments characterized for Schedule M-3. In columns (b) or (c), as(c), as applicable. statutory accounting purposes as either a applicable, include any adjustments for

purchase or a lease may, under some any amounts treated for U.S. income taxLine 28. Amortization of circumstances, be characterized as the purposes as interest deduction that areAcquisition, Reorganization, opposite for tax purposes. treated as some other form of expense for
and Start-Up Costs If a transaction is treated as a lease, statutory accounting purposes, or vice
Report on line 28 amortization of the purchaser/lessee reports the periodic versa. For example, adjustments to
acquisition, reorganization, and start-up payments as gross rental expense. If the interest expense/deduction resulting from
costs. For purposes of columns (b), (c), transaction is treated as a purchase, the adjustments made in accordance with the
and (d), include amounts amortizable purchaser/lessee reports the periodic instructions for Part III, line 35, Purchase
under section 167, 195, or 248. payments as payments of principal and versus lease (for purchasers and/or
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lessees), should be made in columns (b) at the U.S. consolidated tax group level. X deducts research and experimental
and (c), as applicable, on line 36. For example, U.S. Corporation P has two expenditures for U.S. income tax

subsidiaries, A and B, which are included purposes. Accordingly, X must reportComplete Part III of Form 8916-A.
in P’s consolidated financial statements $100,000 in column (a), $20,000 inEnter the amounts from line 5, columns
and in P’s consolidated U.S. income tax column (b), and $120,000 in column (d).(a) through (d) of Form 8916-A, on
return. For financial purposes, P, A, and B X must also report $2,000 in column (a),Schedule M-3, Part III, line 36, columns
recognize research and development cost ($2,000) in column (b), and $0 in column(a) through (d), as applicable. Attach
as an expense when accrued. For U.S. (d) on Part III, line 30, Other amortizationForm 8916-A.
income tax purposes, P and A recognize or impairment write-offs.

Do not report on Form 8916-A and this such costs consistent with the method Example 21. Assume the same factsline 36 amounts reported in accordance used for financial purposes, whereas B as Example 20  except Corporation Xwith the instructions for Part II, lines 9, 10, capitalizes and amortizes such costs. P makes an annual election under section11, and 12. and A must report these expenses in 59(e) to deduct $80,000 of its $120,000 of
columns (a) and (d). B must report its research and experimental expendituresLine 37. Domestic Production
expense recognized in the financial over a 10-year period. Accordingly, XActivities Deduction statements when accrued in column (a); must report $100,000 in column (a), aReport on Part III, line 37, column (d), the in column (d), B’s research and temporary difference of ($52,000)amount of the domestic production development expenditures recognized for ($20,000 less ($80,000/10 years X 9activities deduction under section 199 U.S. income tax purposes; and in years)) in column (b), and $48,000 inincluded in taxable income on Form columns (b) and (c), as applicable, the column (d). X must also report $2000 in1120-L, page 1, line 20. Complete difference between B’s research and column (a), ($2000) in column (b), and $0columns (b) and (c), as applicable. Do not development costs in its financial in column (d) on Part III, line 30, Otherreport any portion of the corporation’s statements and its research and amortization or impairment write-offs.domestic production activities deduction experimental expenditures for U.S.

Example 22. Assume the same factson any other line of Schedule M-3. taxable income purposes.
as Example 21 except Corporation X

Attach a schedule supporting theLine 38. Research and elected to capitalize and amortize its
amounts reported on this line in columnsDevelopment Costs research and expenditures over 60
(a), (b), (c), and (d). The schedule must months with respect to all its researchReport in column (a) the amount of separately state and adequately disclose programs for U.S. tax purposes. X firstexpenses included in net income reported the transactions summarized by this line. realized benefits from such expenditureson Part I, line 11, that are related to

on August 1. Accordingly, X must reportThe attached schedule should haveresearch and development expense.
$100,000 in column (a), a temporaryfive columns. The first column has theReport in column (d) the amount of
difference of ($90,000) ($20,000 lessdescription for the next four columns. Thedeductions included in Form 1120-L,
($120,000/60 months X 55 months)) insecond column is column (a) expense perpage 1, line 19 that are recognized and
column (b), and $10,000 in column (d).income statement, the third column isreported as Section 174 research and

column (b) temporary difference, theexperimental expenditures consistent with Example 23. Corporation X is a
fourth column is column (c) permanentthe corporation’s adopted method of calendar year taxpayer that was required
difference, and the fifth column is columnaccounting for such expenditures. In to file Schedule M-3 for its 2009 tax return
(d) deduction per tax return. Every itemcolumn (c), as applicable, include any and is required to file Schedule M-3 for its
listed on the attached schedule mustadjustments for any amounts treated for 2010 tax year. X adopted the current
always have columns (a) + (b) + (c) = (d).U.S. income tax purposes as research or expense method to research and
On the attached schedule, the columnexperimental expenditures that are experimental expenditures for U.S.
total amounts for columns (a), (b), (c),treated as some other form of expense for income tax purposes. During 2010, X
and (d) must equal the column amountsfinancial accounting purposes, or vice incurred $50,000 of research and
reported on this line.versa. Report any difference in timing development costs that X recognized as

recognition in column (b). For example, if an expense in its financial statements.The attached schedule may use a
the taxpayer’s financial accounting Also, X undertook to develop a newshort description keyed to an expanded
method does not specify otherwise, machine for its business. X expendeddescription in an additional attachment.
column (b) adjustments include $30,000 on the project of which $10,000The short description of the transaction
adjustments for timing differences represents actual costs of material, labor,should be phrased in such a way as to
between financial and tax accounting for: and component cost to construct theclearly identify (1) the account name
(1) deferral and amortization of research machine, and $20,000 representsunder which the amount recorded in
expenditures, (2) a section 59(e) election, research costs not attributable to thecolumn (a) was recorded in the financial
(3) reduction of section 174 expenditures machine itself. X capitalized all costs ofstatements or books of the taxpayer, and
under section 280C or section 482, (4) $30,000 related to the machine and(2) what adjustment is being recorded in
costs attributable to obtaining a patent, recognized $6,000 of depreciationeither column (b) or column (c) for that
(5) research in social sciences, and (6) expense in its financial statements. X’stransaction. The entire description is
cost elements for property of a character depreciation expense on the $10,000 ofconsidered to be the tax description for
subject to depreciation. costs related to the machine itself wasthe amount recorded in column (d) for

$2,000 for U.S. income tax purposes.that item.Section 174 provides two methods for
Accordingly, X must report $50,000 inthe treatment of research and Example 20. Corporation X is a
column (a), $20,000 (research costsexperimental expenditures paid or calendar year taxpayer that was required
which are not attributable to the machineincurred by a taxpayer in connection with to file Schedule M-3 for its 2009 tax return
itself) in column (b), and $70,000 inthe taxpayer’s trade or business. These and is required to file Schedule M-3 for its
column (d). X must also report $6,000 inexpenditures may be treated as expenses 2010 tax year. During 2010, X incurred
column (a), ($4,000) in column (b), andnot chargeable to a capital account and $100,000 of research and development
$2,000 in column (d) on Part III, line 32,deducted in the year in which they are costs that X recognized as an expense in
Depreciation.paid or incurred, or they may be deferred its financial statements. Also, X incurred

and amortized. Since the method for $20,000 in attorney fees in obtaining a Example 24. Corporation X is a
treatment of research and experimental patent application that X capitalized and calendar year taxpayer that was required
expenditures is adopted at the subsidiary amortized in its financial statements. X to file Schedule M-3 for its 2009 tax return
level, the expense/deduction item is recognized a $2,000 amortization and is required to file Schedule M-3 for its
determined separately by each member deduction. In compliance with its adopted 2010 tax year. During 2010, X incurred
of a U.S. consolidated tax group and not method of accounting under section 174, $10,000 of research and development
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costs related to social sciences that it including a governmental unit or civic The attached schedule should have
recognized as an expense in its financial group, as an inducement, or for any other five columns. The first column has the
statements. X adopted the current purpose. Include inducements for the description for the next four columns. The
expense method to research and corporation to locate its business in a second column is column (a) expense per
experimental expenditures for U.S. particular state, municipality, community, income statement, the third column is
income tax purposes. Because such or locality for the purpose of enabling the column (b) temporary difference, the
costs are not allowable costs under corporation to expand its existing fourth column is column (c) permanent
section 174, X must report $10,000 in operating facilities, including corporate difference, and the fifth column is column
column (a), permanent difference headquarters, distribution center(s), or (d) deduction per tax return. Every item
($10,000) in column (c), and $0 in column factory(ies) (“inducements”). listed on the attached schedule for line 40
(d). If such costs are otherwise deductible must always have columns (a) + (b) + (c)

On the accompanying schedule alsofor U.S. income tax purposes, X must = (d). Each item with amounts in columns
identify any inducements that includereport this item of expense on Part III, line (a), (b), (c), and (d) will be totaled and
refundable or transferable tax credits,40, Other expense/deduction items with included as one line on line 40 on the
including transferable credits that weredifferences. face of the schedule.
sold.

Comprehensive income. If anyExample 25. Corporation X is a
The schedule must separately state, “comprehensive income” as defined bycalendar year taxpayer that was required

adequately disclose, and identify all of the SFAS No. 130 is reported on this line,to file Schedule M-3 for its 2009 tax return
dollar amounts summarized by this line. describe the item(s) in detail as, forand is required to file Schedule M-3 for its
An accompanying schedule is required example, “foreign currency translation2010 tax year. During 2010, X paid
even if there are no dollar amounts adjustments—comprehensive income”$75,000 to acquire or in-license intangible
reported on line 39. and “gains and losses onassets under a collaborative arrangement

available-for-salewith another company that X recognized
Line 40. Other Expense/ securities—comprehensive income.”as a research and development expense

in its financial statements. X adopted the Deduction Items With Reserves and contingent liabilities.
current expense method to research and Differences Report on line 40 amounts related to the
experimental expenditures for U.S. change in each reserve or contingentSeparately state and adequately discloseincome tax purposes. Because payments liability that is not required to be reportedon Part III, line 40, all items of expense/made to acquire rights to a product or elsewhere on Schedule M-3. Fordeduction that are not otherwise listed ontechnology are excluded costs from the example: (1) amounts relating to changesPart III, lines 1 through 39.definition of research and experimental in reserves for litigation must be reported
expenditures, X must report $75,000 in Attach a schedule that describes and on Part III, line 13, Judgments, damages,
column (a), ($75,000) in column (c), and itemizes the type of expense/deduction awards, and similar costs; and (2)
$0 in column (d). X must report any and the amount of each item, and amounts relating to changes in reserves
amortization otherwise allowable related provides a description that states the for uncollectible accounts receivable must
to the payments on Part III, line 30, Other expense/deduction name for book be reported on Part III, line 33, Bad debt
amortization or impairment write-offs. purposes for the amount recorded in expense/agency balances written off. See

column (a) and describes the adjustment Example 9 and Example 27.Example 26. Corporation X is a
being recorded in column (b) or (c). Thecalendar year taxpayer that was required Report on Part III, line 40, theentire description completes the taxto file Schedule M-3 for its 2009 tax return amortization of various items of prepaiddescription for the amount included inand is required to file Schedule M-3 for its expense, such as prepaid subscriptionscolumn (d) for each item separately2010 tax year. X adopted the current and license fees, prepaid insurance, etc.stated on this line.expense method for research and

Report on line 40, column (a),experimental expenditures for U.S. The schedule of details attached to the expenses included in net income reportedincome tax purposes. During 2010, X Schedule M-3 for line 40 must separately on Part I, line 11, that are related toincurred $100,000 of research and state and adequately disclose the nature reserves and contingent liabilities. Reportdevelopment costs that X recognized as and amount of the expense related to on line 40, column (d), amounts related toan expense for both financial accounting each reserve and/or contingent liability. liabilities for reserves and contingentand U.S. income tax purposes. A portion The appropriate level of disclosure liabilities that are deductible in the currentof the expenses were credit eligible depends upon each taxpayer’s tax year for U.S. income tax purposes.expenses, and X claimed a research operational activity and the nature of its Examples of reserves that are allowed forcredit of $1,000. X did not make the accounting records. For example, if a book purposes, but not for tax purposesreduced credit election under section corporation’s net income amount reported include restructuring reserves, reserves280C. Accordingly, since X’s financial in the income statement includes for discontinued operations, and reservesaccounting method does not specify anticipated expenses for a discontinued for acquisitions and dispositions. Onlyotherwise, X must report $100,000 in operation as a single amount, and its report on line 40 items that are notcolumn (a), ($1,000) (reduction of general ledger or other books, records, required to be reported elsewhere onresearch and experimental expenditures and workpapers provide details for the Schedule M-3, Parts II and III.to the extent of the credit amount) in anticipated expenses under more
column (b), and $99,000 in column (d). explanatory and defined categories such Example 27. Life insurance company

as employee termination costs, lease Q is a calendar year taxpayer that wasLine 39. Section 118 exclusion
cancellation costs, loss on sale of required to file Schedule M-3 for its 2009

Report on line 39 any inducements equipment, etc., a supporting schedule tax year and is required to file Schedule
received in the current year and treated that lists those categories of expenses M-3 for its 2010 tax year. On July 1 of
as contributions to the capital of a and their details will satisfy the each year, Q has a fixed liability for its
corporation by a non-shareholder. Report requirement to separately state and annual insurance premiums on its home
in column (a) any income amount as a adequately disclose. In order to office building that provides a 12-month
negative number and any expense separately state and adequately disclose coverage period beginning July 1 through
amount as a positive number. the employee termination costs, it is not June 30. In addition, Q historically

Corporations must identify on an required that an anticipated termination prepays 12 months of advertising
accompanying schedule referencing line cost amount be listed for each employee, expense on July 1. On July 1, 2010, Q
39 the fair market value of land or other or that each asset (or category of asset) prepays its insurance premium of
property (including cash) provided to the be listed along with the anticipated loss $500,000 and advertising expenses of
corporation by any non-shareholder, on disposition. $800,000. For statutory accounting

-22- Instructions for Schedule M-3 (Form 1120-L) (2010)



Page 23 of 23 Instructions for Schedule M-3 (Form 1120-L) (2010) 10:34 - 12-NOV-2010

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

purposes, Q capitalizes and amortizes the separately stated and adequately Line 41. Total Expense/
prepaid insurance and advertising over 12 disclosed as follows: Deduction Items
months. For U.S. income tax purposes, Q

Report on Part II, line 27, columns (a)Columndeducts the insurance premium when
(a) Column though (d), as applicable, the negative ofpaid and amortizes the advertising over Expense Column Column (d) the amounts reported on Part III, line 41,per (b) (c) Deductionthe 12-month period. In its annual

columns (a) through (d), as applicable.Income Temporary Permanent per Taxstatement, Q treats the differences
Description Statement Difference Difference Return Report positive amounts as negative andattributable to the annual statement

negative amounts as positive. ForPrepaidtreatment and U.S. income tax treatment
insurance example, if Part III, line 41, column (a),of the prepaid insurance and advertising premium reflects an amount of $1 million, then
expensedas temporary differences.

report on Part II, line 27, column (a), ($1notQ also has a Legal reserve where capitalized $250,000 $250,000 -0- $500,000 million). Similarly, if Part III, line 41,
$300,000 was expensed for financial column (b), reflects an amount ofLegalaccounting purposes and a ($100,000) expense ($50,000), then report on Part II, line 27,
temporary difference was calculated to reserve $300,000 ($100,000) -0- $200,000 column (b), $50,000.
arrive at the income tax deduction of

Total Line
$200,000. The schedule attached to Q’s 40 $550,000 $150,000 -0- $700,000
return for Part III, line 40 must be
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