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Department of the Treasury
Internal Revenue Service2007

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

financial statements and reconciles must complete and file Schedule M-3Section references are to the Internal
financial statement net income (loss) for instead of Schedule M-1, and must checkRevenue Code unless otherwise noted.
the corporation (or consolidated financial box (2) Consolidated return (Form
statement group, if applicable), as 1120-PC only), or (3) Mixed 1120/L/PCGeneral Instructions
reported on Part I, line 4, to net income group, as applicable, at the top of page 1
(loss) of the corporation for U.S. taxable of Schedule M-3.What’s New
income purposes, as reported on Part I, Form 1120-PC Schedule M-3 is• The use of non-tax-basis and tax-basis line 11. effective for any tax year ending on orfinancial statements and the selection of

after December 31, 2006. For purposes ofSchedule M-3 Parts II and III reconcilethe income statement to be used for
determining whether a corporation with afinancial statement net income (loss) forpurposes of Schedule M-3 and the related
52-53 week tax year must file Schedulethe U.S. corporation (or consolidated taxbalance sheet amounts that must be used
M-3, such corporation’s tax year isgroup, if applicable), as reported onby Schedule M-3 filers in preparing Form
deemed to end or close on the last day ofSchedule M-3, Part I, line 11, to taxable1120-PC, Schedule L, are discussed on
the calendar month nearest to the lastincome on Form 1120-PC, Schedule A,pages 2 and 6.
day of the 52-53 week tax year. (Forline 35. For property and casualty• Schedule M-3, Part I, line 7a, is used to
further guidance on 52-53 week taxinsurance companies that prepare anreport the income (loss) for any other
years, see Regulations sectionannual statement, financial statement netdisregarded entity that is not included in
1.441-2(c)(1).)income (loss) should be reported on thePart I, line 4, but which is included in Part

statutory basis on Part I, line 11. A U.S. property and casualtyI, line 11. Schedule M-3, Part I, line 7b, is
insurance company filing Form 1120-PCused to report the income (loss) for any Where To File that is not required to file Schedule M-3other includible entity which is not a
may voluntarily file Schedule M-3 in placedisregarded entity and which is not If the corporation is required to file (or
of Schedule M-1. A property and casualtyincluded in Part I, line 4, but is included in voluntarily files) Schedule M-3 (Form
insurance company filing Schedule M-3Part I, line 11. See page 7. 1120-PC), the corporation must file Form
must check Item A, box (3), on Form1120-PC and all attachments and• Form 8916-A, Supplemental
1120-PC, page 1, indicating thatschedules, including Schedule M-3 (FormAttachment to Schedule M-3, must be
Schedule M-3 is attached, whether1120-PC), with the Department of theattached to support any amounts on Part
required or voluntary. A property andTreasury, Internal Revenue ServiceII, line 13, Interest Income, or Part III, line
casualty insurance company filingCenter, Ogden, UT 84201-0012.36, Interest Expense. See Form 8916-A
Schedule M-3 must not file Schedule M-1.and its instructions.

• Part II, line 29a, instructions have been Who Must File If the parent company of a U.S.
expanded to include how to report consolidated tax group files Form• Any domestic corporation or group of
consolidating amounts for “mixed groups.” 1120-PC and files Schedule M-3, allcorporations required to file Form• The word “optional” has been removed members of the group must file Schedule1120-PC, U.S. Property and Casualty
from columns (a) and (d) in Parts II and M-3. However, if the parent corporation ofInsurance Company Income Tax Return,
III. Columns (a) and (d) in Parts II and III a U.S. consolidated tax group files Formthat reports on Schedule L of Form
were optional for all Schedule M-3 (Form 1120-PC and any member of the group1120-PC total assets at the end of the
1120-PC) filers in 2006. However, files a Form 1120 or Form 1120-L, U.S.corporation’s tax year that equal or
columns (a) and (b) may no longer be Life Insurance Company Income Taxexceed $10 million must complete and file
optional for certain taxpayers beginning in Return, that member must file a FormSchedule M-3 instead of Schedule M-1,
2007. See When to Complete Columns 1120 Schedule M-3 or a Form 1120-LReconciliation of Income (Loss) per
(a) and (d), on page 10. Schedule M-3, respectively, and theBooks With Income (Loss) per Return.• The notification made by a “reportable group must comply with the mixed group• A corporation filing a non-consolidated
entity partner” must be retained by both consolidated Schedule M-3 reportingForm 1120-PC that reports on Schedule L
the reportable entity partner and the described in the section, Schedule M-3for Form 1120-PC total assets that equal
partnership. For more information, see Consolidation for Mixed Groups (1120/L/or exceed $10 million must complete and
Reportable Entity Partner Reporting PC). A mixed group must also file Formfile Schedule M-3 instead of Schedule
Responsibilities on page 3. 8916, Reconciliation of Schedule M-3M-1 and must check box (1)• The instructions for Part III clarify that Taxable Income with Tax Return TaxableNon-consolidated return, at the top of
expense amounts that reduce financial Income for Mixed Groups.page 1 of Schedule M-3.
accounting income and deduction • Any U.S. consolidated tax group If the parent company of a U.S.
amounts that reduce taxable income must consisting of a U.S. parent corporation consolidated tax group files Form
be reported on Part III as positive and additional includible corporations 1120-PC and any member of the group
amounts. See page 18. listed on Form 851, Affiliations Schedule, files Form 1120 or Form 1120-L and the

required to file Form 1120-PC that reports consolidated Schedule L reported in thePurpose of Schedule on Schedule L of Form 1120-PC total return includes the assets of all of the
Schedule M-3 Part I asks certain consolidated assets at the end of the tax companies (insurance companies as well
questions about the corporation’s year that equal or exceed $10 million as the non-insurance companies), in
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order to determine if the group meets the D and, after eliminating intercompany U.S. corporation or, if applicable, the U.S.
$10 million threshold test for the transactions between C and D, reports consolidated tax group.
requirement to file Schedule M-3, use the consolidated total year-end assets on

Schedule Lamount of total assets reported on Schedule L of $8 million. B is required to
If a non-tax-basis income statement andSchedule L of the consolidated return. If file Schedule M-3 because its total
related non-tax-basis balance sheet isthe parent company of a U.S. year-end assets reported on Schedule L
prepared for any purpose for a periodconsolidated tax group files Form exceed $10 million. The CD U.S.
ending with or within the tax year,1120-PC and any member of the group consolidated tax group is not required to
Schedule L must be prepared showingfiles Form 1120 or Form 1120-L and the file Schedule M-3 because its total
non-tax-basis amounts. See theconsolidated Schedule L reported in the year-end assets reported on Schedule L
discussion in the instructions for Schedulereturn does not include the assets of one do not exceed $10 million.
M-3, Part I, line 1, of non-tax-basisor more of the insurance companies in
income statements and relatedthe U.S. consolidated tax group, in order Other Issues Affecting non-tax-basis balance sheets preparedto determine if the group meets the $10
for any purpose and the impact on themillion threshold test for the requirement Schedule M-3 Filing
selection of the income statement usedto file Schedule M-3, use the sum of the

Requirements for Schedule M-3 and the relatedamount of total assets reported on the
non-tax-basis balance sheet amounts thatconsolidated Schedule L plus the If a property and casualty insurance
must be used for Schedule L.amounts of all assets reported on Forms company was required to file Schedule

1120 and 1120-L that are included in the M-3 for the preceding tax year but reports Total assets shown on Schedule L,
consolidated return but not included on on Schedule L of Form 1120-PC total line 15, column (d), must equal the total
the consolidated Schedule L. consolidated assets at the end of the assets of the property and casualty

current tax year of less than $10 million, insurance company (or, in the case of aFor insurance companies included in
the property and casualty insurance U.S. consolidated tax group, the totalthe consolidated U.S. income tax return,
company is not required to file Schedule assets of all members of the group listedsee instructions for Part I, lines 10 and 11
M-3 for the current tax year. The property on Form 851) as of the last day of the taxand Part II, line 7 for guidance on
and casualty insurance company may year, and must be the same total assetsSchedule M-3 reporting of intercompany
voluntarily file Schedule M-3 for the reported by the property and casualtydividends and statutory accounting
current tax year. If for a subsequent tax insurance company (or by each memberadjustments.
year the property and casualty insurance of the U.S. consolidated tax group) in theExample 1. company is required to file Schedule M-3, non-tax-basis financial statements, if any,
the property and casualty insurance1. U.S. corporation A owns U.S. used for Schedule M-3. If the property
company must complete Schedule M-3 insubsidiary B and foreign subsidiary F. For and casualty insurance company
its entirety (Part I and all columns in Partsits 2007 tax year, A prepares prepares non-tax-basis financial
II and III) for that subsequent tax year.consolidated financial statements with B statements, Schedule L must equal the

and F that report total assets of $12 sum of the non-tax-basis financialIn the case of a U.S. consolidated tax
million. A files a consolidated U.S. income statement total assets for eachgroup, total assets at the end of the tax
tax return with B and reports total corporation listed on Form 851 andyear must be determined based on the
consolidated assets on Schedule L of $8 included in the consolidated U.S. incometotal year-end assets of all includible
million. A’s U.S. consolidated tax group is tax return (includible corporation) net ofcorporations listed on Form 851, net of
not required to file Schedule M-3 for the eliminations for intercompanyeliminations for intercompany
2007 tax year. transactions between includibletransactions and balances between the

2. U.S. property and casualty corporations. If the property and casualtyincludible corporations. In addition, for
insurance company C owns U.S. property insurance company does not preparepurposes of determining for Schedule M-3
and casualty insurance company D. For non-tax-basis financial statements,whether the corporation (or U.S.
its 2007 tax year, C prepares Schedule L must be based on theconsolidated tax group) has total assets
consolidated financial statements with D property and casualty company’s booksat the end of the current tax year of $10
but C and D file separate U.S. income tax and records. The Schedule L balancemillion or more, the corporation’s total
returns. The consolidated accrual basis sheet may show tax-basis balance sheetconsolidated assets must be determined
financial statements for C and D report amounts if the property and casualtyon an overall accrual method of
total assets at the end of the taxable year insurance company is allowed to useaccounting unless both of the following
of $12 million after intercompany books and records for Schedule M-3 andapply: (a) the tax returns of all includible
eliminations. C reports separate company the property and casualty insurancecorporations in the U.S. consolidated tax
total year-end assets on its Schedule L of company’s books and records reflect onlygroup are prepared using an overall cash
$7 million. D reports separate company tax-basis amounts.method of accounting, and (b) no
total year-end assets on its Schedule L of includible corporation in the U.S. Generally, total assets at the beginning$6 million. Neither C nor D is required to consolidated tax group prepares or is of the year (Schedule L, line 15, columnfile Schedule M-3 for the 2007 tax year. included in financial statements prepared (b)) must equal total assets at the close of3. Foreign corporation A owns 100 on an accrual basis. the prior year (Schedule L, line 15,percent of both U.S. property and

column (d)). For each Schedule L balanceNote. See the instructions for Part I, linecasualty insurance company B and U.S.
sheet item reported for which there is a1, for a discussion of non-tax-basisproperty and casualty insurance company
difference between the current openingincome statements and relatedC. C owns 100 percent of U.S. property
balance sheet amount and the priornon-tax-basis balance sheets to be usedand casualty insurance company D. For
closing balance sheet amount attach ain the preparation of Schedule M-3 andits 2007 tax year, A prepares a
schedule that reports the balance sheetForm 1120-PC, Schedule L.consolidated worldwide financial
item, the prior closing amount, the currentstatement for the ABCD consolidated
opening amount, and a short explanationgroup. The ABCD consolidated financial Other Form 1120-PC
of the change. Such reasons for thesestatement reports total year-end assets of Schedules Affected by differences include mergers and$25 million. A is not required to file a U.S.
acquisitions.income tax return. B files a separate U.S. Schedule M-3

income tax return and reports separate For purposes of measuring total assetsRequirementscompany total year-end assets on its at the end of the year, the corporation’s
Schedule L of $12 million. C files a Report on Schedules L and Form assets may not be netted or reduced by
consolidated U.S. income tax return with 1120-PC, Schedule A, amounts for the the corporation’s liabilities. In addition,
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total assets may not be reported as a entity is included on Part I, line 7a, only if defined under these instructions) as of the
negative amount. If Schedule L is its financial statement income or loss is date with respect to which it is reporting,
prepared on a non-tax-basis method, an included on Part I, line 11, but not on Part and (9) any change in that interest as of
investment in a partnership may be I, line 4. the date with respect to which it is
shown as appropriate under the reporting.

Reportable Entity Partnercorporation’s non-tax-basis method of The reportable entity partner mustReporting Responsibilitiesaccounting, including, if required by the retain copies of required reports it makescorporation’s reporting methodology, the A reportable entity partner with respect to to partnerships under these instructions.equity method of accounting for a partnership filing Form 1065 is an entity Each partnership must retain copies ofinvestments. If Schedule L is prepared on that (1) owns or is deemed to own, the required reports it receives undera tax-basis, an investment by the directly or indirectly, under these these instructions from reportable entitycorporation in a partnership must be instructions a 50 percent or greater partners.shown as an asset and measured by the interest in the income, loss or capital of
Example 2corporation’s adjusted basis in its the partnership on any day of the tax

partnership interest. Any liabilities 1. A, an LLC filing a Form 1065 foryear, and (2) was required to complete
contributing to such adjusted basis must 2007, is owned 50 percent by U.S.Schedule M-3 on its most recently filed
be shown on Schedule L as corporate property and casualty insurance companyU.S. income tax return or return of income
liabilities. Z. A owns 50 percent of B, C, D, and E,filed prior to that day.

which are also LLCs filing a Form 1065For the purposes of these instructions,Schedule M-2 for calendar year 2007. Z was firstthe following rules apply: (1) the parentThe amount shown on Schedule M-2, line required to complete Form 1120-PCcorporation of a consolidated tax group is2, Net income (loss) per books, must Schedule M-3 for its corporate tax yeardeemed to own all corporate andequal the amount shown on Schedule ended December 31, 2006, and filed itspartnership interests owned or deemed toM-3, Part I, line 11. Schedule M-2 must Schedule M-3 with Form 1120-PC forbe owned under these instructions by anyreflect activity only of corporations 2006 on September 15, 2007. As ofmember of the tax consolidated group; (2)included in the consolidated U.S. income September 16, 2007, Z was a reportablethe owner of a disregarded entity istax return. entity partner with respect to A and,deemed to own all corporate and through A, with respect to B, C, D, and E.partnership interests owned or deemed toConsolidated Return (Form On October 5, 2007, Z reports to A, B, C,be owned under these instructions by the1120-PC) D, and E, as it is required to do within 30disregarded entity; (3) the owner of 50Report on Form 1120-PC each item of days of September 16, that Z is apercent or more of a corporation by voteincome, gain, loss, expense, or deduction reportable entity partner directly owningon any day of the corporation tax year isnet of elimination entries for intercompany (with respect to A) or deemed to owndeemed to own all corporate andtransactions between includible indirectly (with respect to B, C, D, and E)partnership interests owned or deemed tocorporations. The corporation must not a 50 percent interest. Therefore, becausebe owned under these instructions by thereport as dividends on Form 1120-PC, Z was a reportable entity partner for 2007,corporation during the corporation taxSchedule A, any amounts received from each of A, B, C, D, and E is required toyear; (4) the owner of 50 percent or morean includible corporation unless the complete Form 1065 Schedule M-3 forof partnership income, loss, or capital oncorporation receiving the intercompany 2007, regardless of whether they wouldany day of the partnership tax year isdividends is an insurance company and otherwise be required to completedeemed to own all corporate andonly to the extent that the insurance Schedule M-3 for that year.partnership interests owned or deemed tocompany is required to include 2. P, a U.S. property and casualtybe owned under these instructions by theintercompany dividends in taxable insurance company, is the parent of apartnership during the partnership taxincome. (See the instructions for Part I, financial consolidation group with 50year; and (5) the beneficial owner of 50lines 10 and 11, for a discussion of domestic subsidiaries DS1 through DS50percent or more of the beneficial interestintercompany dividends and insurance and 50 foreign subsidiaries FS1 throughof a trust or nominee arrangement on anycompany statutory accounting.) In FS50, all 100 percent owned onday of the trust or nominee arrangementgeneral, dividends received from an September 16, 2007. On September 15,tax year is deemed to own all corporateincludible corporation must be eliminated 2007, P filed a consolidated tax return onand partnership interests owned orin consolidation rather than offset by the Form 1120-PC and was required todeemed to be owned under thesedividends-received deduction. complete Schedule M-3 for the tax yearinstructions by the trust or nominee ending December 31, 2006. Onarrangement. September 16, 2007, DS1, DS2, DS3,Entity Considerations for
A reportable entity partner with respect FS1, and FS2 each acquire a 10 percentSchedule M-3 to a partnership (as defined above) must partnership interest in partnership K

For purposes of Schedule M-3, report the following to the partnership which files Form 1065 for the tax year
references to the classification of an entity within 30 days of first becoming a ending December 31, 2007. P is deemed
(for example, as a corporation, a reportable entity partner and, after first to own, directly or indirectly (under these
partnership, or a trust) are references to reporting to the partnership under these instructions), all corporate and
the treatment of the entity for U.S. income instructions, thereafter within 30 days of partnership interests of DS1, DS2, DS3,
tax purposes. An entity that generally is the date of any change in the interest it as the parent of the tax consolidation
disregarded as separate from its owner owns or is deemed to own, directly or group and therefore is deemed to own 30
for U.S. income tax purposes indirectly, under these instructions, in the percent of K on September 16, 2007. P is
(disregarded entity) must not be partnership: (1) its name, (2) its mailing deemed to own, directly or indirectly
separately reported on Schedule M-3 address, (3) its taxpayer identification (under these instructions), all corporate
except, if required, on Part I, line 7a. On number (TIN or EIN) if applicable, (4) its and partnership interests of FS1 and FS2
Schedule M-3, Parts II and III, any item of entity or organization type, (5) the state or as the owner of 50 percent or more of
income, gain, loss, deduction, or credit of country in which it is organized, (6) the each corporation by vote and therefore is
a disregarded entity must be reported as date on which it first became a reportable deemed to own 20 percent of K on
an item of its owner. In particular, the entity partner, (7) the date with respect to September 16, 2007. P is therefore
income or loss of a disregarded entity which it is reporting a change in its deemed to own 50 percent of K on
must not be reported on Part II, lines 9, ownership interest in the partnership, if September 16, 2007. Since P owns or is
10, or 11 as a separate partnership or applicable, (8) the interest in the deemed to own, directly or indirectly
other pass-through. The financial partnership it owns or is deemed to own (under these instructions), 50 percent or
statement income or loss of a disregarded in the partnership, directly or indirectly (as more of K on September 16, 2007, and
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was required to complete Schedule M-3 corporation; (3) consolidation on Form 1120; one subgroup for those
with its most recently filed U.S. income eliminations; or (4) subsidiary corporation, corporations reporting on Form 1120-PC;
tax return filed prior to that date, P is a by checking the appropriate box. and one subgroup for those reporting on
reportable entity partner of K as of Form 1120-L. The parent corporation is

Schedule M-3 Consolidation forSeptember 16, 2007. On October 5, included in the subgroup that corresponds
Mixed Groups (1120/L/PC)2007, P reports to K that P is a reportable to the form on which it reports and the

entity partner as of September 16, 2007, entire consolidated group files. ForSpecial Schedule M-3 consolidation rules
deemed to own (under these example, in the case of a Form 1120-PCapply to a mixed group, that is, a
instructions), a 50 percent interest in K. K parent and Form 1120-PC consolidatedconsolidated tax group that (1) includes
is, therefore, required to complete group, the parent is included in the Formboth a corporation that is an insurance
Schedule M-3 when it files its Form 1065 1120-PC subgroup sub-consolidation.company and a corporation that is not an
for its tax year ending December 31, Each subgroup uses its own Scheduleinsurance company, or (2) includes both a
2007. M-3 form (1120, 1120-PC, 1120-L), Partslife insurance company and a property

II and III, for each corporation within theand casualty insurance company, or (3)
subgroup and for the subgroupincludes a life insurance company, aConsolidated Schedule sub-consolidation and the subgroupproperty and casualty insurance
eliminations.company, and a corporation that is not anM-3 Versus Consolidating

insurance company. The three subgroup sub-consolidationSchedules M-3 for Form Mixed group consolidation for taxable income calculations on Schedule
Schedule M-3, Parts II and III, requires (1) M-3 must follow the separate return1120-PC Groups
subgroup sub-consolidation of the 1120 requirements of the regulation underA consolidated tax return group with a
subgroup, the 1120-PC subgroup, and section 1502 and all other applicableparent corporation that files a Form
the 1120-L subgroup, each with its own regulations taking into account the1120-PC is a mixed group if any member
sub-consolidated Schedule M-3 Parts II amounts separately reported on Formis a life insurance company (files Form
and III, and (2) consolidation of the 8916. Capital loss limitation and1120-L, U.S. Life Insurance Company
subgroup sub-consolidation totals on a carryforward used and charitableIncome Tax Return) or is not an
consolidated Schedule M-3 Part II that deduction limitation and carryforwardinsurance company. See the discussion,
ties to a consolidated Schedule M-3 Part I used are not taken into account in theSchedule M-3 Consolidation for Mixed
and a consolidated Form 8916, determination of the three subgroupGroups (1120/L/PC).
Reconciliation of Schedule M-3 Taxable sub-consolidated taxable incomes on

A U.S. consolidated tax group must file Income with Tax Return Taxable Income Schedule M-3, but are reflected on Form
a consolidated Schedule M-3. Parts I, II for Mixed Groups. 8916 and in the calculation of the life/
and III of the consolidated Schedule M-3 non-life loss limitation and carryforwardIn addition to one Schedule M-3 Part II
must reflect the activity of the entire U.S. used. See the discussion, Life/Non-Lifeand one Schedule M-3 Part III for each
consolidated tax group. The parent Loss Limitation and Carryforward Usedcorporation in the three subgroup
corporation also must complete Parts II Calculations.sub-consolidations, there will be generally
and III of a separate Schedule M-3 to a total of six additional Schedule M-3 The reconciliation totals for book,reflect the parent’s own activity. In Parts II and six additional Schedule M-3 temporary difference, permanentaddition, Parts II and III of a separate Parts III for the subgroup difference, and taxable income for eachSchedule M-3 must be completed by sub-consolidations. Specifically, there subgroup are reported on Forms 1120,each includible corporation to reflect the must be one Part II and one Part III for 1120-PC, or 1120-L, as applicable,activity of that includible corporation. each subgroup’s sub-consolidated Schedule M-3, Part II, line 29a, columnsLastly, it generally will be necessary to amounts and one Part II and one Part III (a), (b), (c ), and (d), and equal the sum ofcomplete Parts II and III of a separate for each subgroup’s sub-consolidation the line amounts on Part II, lines 26Schedule M-3 for consolidation eliminations amounts. through 28. For a mixed group, Scheduleeliminations.

M-3, Part II, lines 29b, 29c, and 30 areAt the mixed group consolidated level,
If a U.S. consolidated tax group that is blank on the Forms 1120, 1120-PC, orthere must be a consolidated Schedule

not a mixed group consists of four 1120-L, as applicable, for the separateM-3, Part II, and, if applicable, a Part II for
includible corporations (the parent and corporations (parent and subsidiary) andconsolidation eliminations not includible in
three subsidiaries) all filing Form for the three subgroupthe subgroup eliminations. At the
1120-PC, the U.S. consolidated tax group sub-consolidations.consolidated level there must also be a
must complete six Schedules M-3 as consolidated Schedule M-3 Part I and a Reconciliation of Mixed Groupfollows: (a) one consolidated Schedule consolidated Form 8916. For a mixed

Subgroup Sub-ConsolidationM-3 with Parts I, II, and III completed to group, there is no Schedule M-3 Part III at
Amounts to Schedule M-3 Part I,reflect the activity of the entire U.S. the consolidated level. At the

consolidated tax group; (b) Parts II and III Line 11, and to Tax Return Taxableconsolidated level, use the Schedule M-3
of a separate Schedule M-3 for each of Incomeform (1120, 1120-PC, 1120-L) Parts I and
the four includible corporations to reflect II that match the form on which the parent At the consolidated level, use the
the activity of each includible corporation; corporation reports and the entire Schedule M-3 form (1120, 1120-PC,
and (c) Parts II and III of a separate consolidated group files. 1120-L) Parts I and II that matches the
Schedule M-3 to eliminate intercompany form on which the parent corporationThe corporation must check thetransactions between includible reports and the entire consolidated groupapplicable mixed group checkboxes on allcorporations and to include limitations on files. For a mixed group, the consolidatedSchedules M-3, Parts I, II, and III, asdeductions (e.g., charitable contribution Schedule M-3, Part II, lines 29a, 29b, anddiscussed below.limitations and capital loss limitations) and 29c amounts report the applicableSubgroup Sub-Consolidation: 1120carryover amounts (e.g., charitable amounts from the three subgroup
contribution carryovers and capital loss Subgroup, 1120-PC Subgroup, and sub-consolidation Part II, line 29a
carryovers). See the discussion, 1120-L Subgroup amounts. (If a consolidated level Part II
Completion of Schedule M-3 and Certain A subgroup Schedule M-3, Parts II and III, for consolidation eliminations not
Allocations, Limitations, and Carryovers. sub-consolidation must be prepared with includible in the subgroup eliminations is
Note. On Part II and Part III, indicate on all necessary eliminations within the applicable, the applicable amounts must
the line after the common parent’s name subgroup for each of the three possible be adjusted by the applicable elimination
whether the Schedule M-3 is for the: (1) subgroups that are in fact present: one amounts.) The consolidated Schedule
consolidated group; (2) parent subgroup for those corporations reporting M-3, Part II, line 30, amounts are the
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sums of the applicable amounts on the A mixed group with a Form 1120-PC to the appropriate member of the group
consolidated Part II, lines 29a, 29b, and parent corporation completes a but is retained in the parent corporation’s
29c. For a mixed group, the consolidated consolidated level Form 1120-PC financial statements (or books and
Part II, lines 1 through 28 are blank and Schedule M-3, Parts I and II and a records, if applicable), then the item must
no consolidated Part III is required to be consolidated Form 8916. The mixed be reported by the parent corporation in
completed. group consolidated Schedule M-3, Part II, its separate Schedule M-3. For example,

must be indicated by checking boxes (1) if the parent of a U.S. consolidated taxFor mixed groups, the consolidated consolidated group and (5) Mixed 1120/L/ group prepares financial statements thatPart II line 30 column (a) must equal Part PC group. (If a consolidated level Part II include all members of the U.S.I, line 11, with appropriate adjustments for for consolidation eliminations not consolidated tax group and the parentstatutory accounting requirements includible in the subgroup eliminations is does not allocate the group’s income taxreflected on Part I, line 10. The applicable, that Part II must be indicated expense as reflected in the financialconsolidated taxable income indicated on by checking boxes (3) Consolidated statements among the members of thePart II, line 30, column (d), must equal the eliminations and (5) Mixed 1120/L/PC group but retains it in the parentamount shown on Form 8916, line 1. group.) corporation, the parent corporation mustForm 8916, line 8, must equal taxable
report on its separate Schedule M-3 theincome reported on the tax return. Life/Non-Life Loss Limitation and
U.S. consolidated tax group’s income taxCarryforward Used CalculationsCompletion of Mixed Group expense as reflected in the financialThe applicable life/non-life loss limitationCheckboxes for Schedule M-3 Part statements.and all carryforward used calculations areII and Part III made using the amounts determined for Any adjustments made at theThe following discussion of checkboxes taxable income in the three subgroup consolidated group level that are notwill assume that the 1120-PC subgroup sub-consolidations and other applicable
attributable to any specific member of theincludes the corporate parent of the amounts separately reported on Form
U.S. consolidated tax group (e.g.,mixed group. 8916. The calculated life/non-life loss
disallowance of net capital losses,limitation or carryforward used amounts, ifForms 1120, 1120-PC, and 1120-L, contribution deduction carryovers, andany, are not entered on Schedule M-3.Schedule M-3, Parts II and III, each have limitation of contribution deductions) mustThe calculated amounts, if any, area checkbox (5) at the top indicating a not be reported on the separateentered on Form 8916.mixed group. Checkbox (5) and one or consolidating parent or subsidiarymore other applicable checkboxes must
Schedules M-3 but rather on theCompletion of Schedulebe checked for a mixed group.
consolidated Schedule M-3 and on the

For example, an 1120-PC parent M-3 and Certain consolidating Schedule M-3 for
corporation included in the 1120-PC consolidation eliminations (or on FormAllocations, Limitations,subgroup must check Form 1120-PC 8916 in the case of a mixed group).
Schedule M-3, Parts II and III, boxes (2) and Carryovers
Parent corporation and (5) Mixed 1120/L/ If an includible corporation has (1) noA corporation (or any member of a U.S.
PC group. An 1120-PC subsidiary activity for the tax year (e.g., because theconsolidated tax group) required to file
corporation within the 1120-PC subgroup corporation is a dormant or inactiveSchedule M-3 must complete the form in
must check Form 1120-PC Schedule M-3, corporation), (2) no amount for theits entirety. In particular, a corporation
Parts II and III, boxes (4) Subsidiary corporation was included in Part I, line 11,filing a nonconsolidated return that meets
corporation and (5) Mixed 1120/L/PC and (3) the corporation has no amounts tothe filing requirements for Schedule M-3
group. An 1120 subsidiary corporation report on Part II and Part III of Schedulemust complete Parts I, II, and III. Such a
within the 1120 subgroup must check M-3 for the tax year, the parentcorporation does not check any of the
Form 1120 Schedule M-3 Parts II and III, corporation of the U.S. consolidated taxcheckboxes at the top of Parts II and III.
boxes (4) Subsidiary corporation and (5) group may attach to the consolidatedIn the case of a U.S. consolidated tax
Mixed 1120/L/PC group. An 1120-L Schedule M-3 a statement that providesgroup, Part I must be completed once, on
subsidiary corporation within the 1120-L the name and EIN of the includiblethe consolidated Schedule M-3, by the
subgroup must check Form 1120-L parent corporation. Parts II and III must corporation in lieu of filing a blank Part II
Schedule M-3 Parts II and III, boxes (4) be completed by the parent corporation, and Part III of Schedule M-3 for suchSubsidiary corporation and (5) Mixed each includible corporation, and a entity. On Part I check box (4) Dormant1120/L/PC group. consolidating eliminations entity. subsidiaries schedule attached.

The 1120 subgroup sub-consolidation At the time the Form 1120-PC is filed,
Form 1120 Schedule M-3, Parts II and III, all applicable questions must be
must be indicated by checking boxes (5) answered on Part I, all columns must be
Mixed 1120/L/PC group and (6) 1120 Specific Instructionscompleted on Parts II and III, and all
group for the sub-consolidation, and by numerical data required by Schedule M-3
checking boxes (5) Mixed 1120/L/PC must be provided. Any schedule required Part I. Financialgroup, and (7) 1120 eliminations for the to support a line item on Schedule M-3
eliminations. The 1120-PC subgroup must be attached at the time Schedule Information and Net
sub-consolidation Form 1120-PC M-3 is filed and must provide the
Schedule M-3, Parts II and III, must be Income (Loss)information required for that line item.
indicated by checking boxes (5) Mixed ReconciliationAll detailed schedules for Part II and1120/L/PC group and (6) 1120-PC group

Part III of Schedule M-3 must be attachedfor the sub-consolidation and by checking When To Complete Part Ifor each separate entity included in theboxes (5) Mixed 1120/L/PC group, and
Consolidated Part II and Part III, including Part I must be completed for any tax year(7) 1120-PC eliminations for the
those for the parent company and the for which the property and casualtyeliminations. The 1120-L subgroup
eliminations entity, if applicable. It is not insurance company files Schedule M-3.sub-consolidation Form 1120-L Schedule
required that the same supporting Check either box (1) Non-consolidatedM-3, Parts II and III, must be indicated by
detailed information be presented for Part return, (2) Consolidated return (Formchecking boxes (5) Mixed 1120/L/PC
II and Part III of the consolidated 1120-PC only), or (3) Mixed 1120/L/PCgroup and (6) 1120-L group for the
Schedule M-3. group, as applicable. In addition, checksub-consolidation and by checking boxes

box (4) Dormant subsidiaries schedule(5) Mixed 1120/L/PC group, and (7) If an item attributable to an includible
attached, if applicable.1120-L eliminations, for the eliminations. corporation is not shared by or allocated
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ending with or within the tax year, theLine 1. Questions Regarding Line 2. Questions Regarding
corporation must check “Yes,” for Part I,the Type of Income Statement Income Statement Period and
line 1c, and use that income statement forPrepared Restatements
Schedule M-3.

For Schedule M-3, Part I, lines 1 through Enter the beginning and ending dates on
11, use only the financial statements of line 2a for the property and casualtyOrder of priority in accounting
the U.S. property and casualty insurance insurance company’s income statementstandards. If no Form 10-K is filed and
company filing the U.S. income tax return period ending with or within this tax year.two or more non-tax-basis income
(the consolidated financial statements for statements are both certified The questions on Part I, lines 2b andthe U.S. parent corporation of a U.S. non-tax-basis income statements for the 2c, regarding income statementconsolidated tax group). If the U.S. period, the income statement prepared restatements, refer to the worldwideproperty and casualty insurance company according to the following order of priority consolidated income statement issued byfiling a U.S. income tax return (or the U.S. in accounting standards shall be used. the corporation filing the U.S. income taxparent corporation of a U.S. consolidated return (the consolidated financial1. U.S. Generally Acceptedtax group) prepares its own financial statements for the U.S. parent corporationAccounting Principles (GAAP).statements but is controlled by another of a U.S. consolidated tax group) and2. International Financial Reportingcorporation (U.S. or foreign) that prepares used to prepare Schedule M-3. AnswerStandards (IFRS).financial statements that include the U.S. “Yes” on lines 2b and/or 2c if the propertycorporation, the U.S. corporation (or the 3. Any other International Accounting and casualty insurance company’sU.S. parent corporation of a U.S. Standards (IAS). income statement has been restated forconsolidated tax group) must use for its 4. Statutory accounting for insurance any reason. Attach a short explanation ofSchedule M-3, Part I, its own financial companies. the reasons for the restatement in netstatements and not the financial 5. Other regulatory accrual income for each annual income statementstatements of the controlling corporation. accounting. period that is restated, including the

If a non-publicly traded U.S. parent original amount and restated amount of6. Any other accrual accounting
property casualty insurance company of a each annual statement period’s netstandard.U.S. consolidated tax group prepares income. The attached schedule is not7. Any fair market value standard.financial statements and that group required to report restatements on an8. Any cash basis standard.includes a publicly traded subsidiary that entity-by-entity basis.
files financial statements with the
Securities and Exchange Commission Line 3. Questions RegardingIf no non-tax-basis income statement
(SEC), the consolidated financial is certified and two or more non-tax-basis Publicly Traded Voting
statements of the parent property and income statements are prepared, the Common Stockcasualty insurance company are the income statement prepared according to The primary U.S. publicly traded votingappropriate financial statements for the first listed of the accounting standards common stock class is the most widelypurposes of completing Part I. Do not use listed above shall be used. held or most heavily traded within theany separate company financial

U.S. as determined by the property andstatements that might be prepared for If no non-tax-basis financial casualty insurance company. If thepublicly traded subsidiaries. statements are prepared for a U.S. property and casualty insurance company
property and casualty insurance companyNon-Tax-Basis Financial has more than one class of publicly
(or, in the case of a U.S. consolidated taxStatements and Tax-Basis traded voting common stock, attach a list
group, for the U.S. parent corporation’sFinancial Statements of the classes of publicly traded voting
consolidated group) filing Schedule M-3 common stock and the trading symbolA tax basis income statement is allowed (Form 1120-PC), the U.S. property and and the nine-digit CUSIP number of eachfor Schedule M-3 and a tax-basis balance casualty insurance company (or the U.S. class.sheet for Schedule L only if no parent corporation of a U.S. consolidatednon-tax-basis income statement and no tax group) must check “No” on questions Line 4. Worldwide Consolidatednon-tax-basis balance sheet were
1a, 1b, and 1c, skip Part I, lines 2a Net Income (Loss) per Incomeprepared for any purpose and the books
through 3c, and enter the net income Statementand records of the corporation reflect only
(loss) per the books and records of thetax-basis amounts. The corporation is Report on Part I, line 4, the worldwideU.S. property and casualty insurancedeemed to have non-tax-basis income consolidated net income (loss) per thecompany (or U.S. consolidated tax group)statements and the related non-tax-basis income statement (or books and records,
on Part I, line 4.balance sheets for the current tax year for if applicable). A corporation filing a

purposes of Schedule M-3 and Schedule non-consolidated Form 1120-PC for itselfIf no non-tax-basis financialL if such non-tax-basis financial must report its worldwide income on Partstatements are prepared for a U.S.statements were prepared for and I, line 4.property and casualty insurance companypresented to management, creditors,
(or, in the case of a U.S. consolidated tax In completing Schedule M-3, theshareholders, government regulators, and

property and casualty insurance companygroup, for the U.S. parent corporation’sany other third parties for a period ending
must use financial statement amountsconsolidated group) filing Form 1120with or within the tax year.
from the financial statement type checkedSchedule M-3, and the U.S. property andIf a Form 10-K is filed with the SEC for “Yes” on Part I, line 1, or from its bookscasualty insurance company is owned bythe period ending with or within the tax and records if Part I, line 1c is checkeda foreign corporation that preparesyear, the corporation must check “Yes,” “No.” If Part I, line 1a, is checked “Yes,”financial statements that include the U.S.for Part I, line 1a, and use that income report on Part I, line 4, the net incomecorporation (or the U.S. parentstatement for Schedule M-3. If Form 10-K amount reported in the income statementcorporation’s consolidated group), theis not filed and a non-tax-basis income presented to the SEC on the corporation’sU.S. corporation (or the U.S. parentstatement is prepared that is a certified Form 10-K (the Form 10-K for the securitycorporation of the U.S. consolidated taxnon-tax-basis income statement for the identified on Part I, line 3b, if applicable).group) must check “No” on questions 1a,period ending with or within the tax year,

1b, and 1c, skip Part I, lines 2a throughthe corporation must check “Yes,” for Part If a property and casualty insurance
3c, and enter the net income (loss) perI, line 1b, and use that income statement company prepares non-tax-basis financial
the books and records of the U.S.for Schedule M-3. If Form 10-K is not filed statements, the amount on line 4 must
corporation (or U.S. consolidated taxand no certified non-tax-basis income equal the financial statement net income
group) on Part I, line 4.statement is prepared for the period (loss) for the income statement period
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ending with or within the tax year as consolidated tax group (nonincludible regard to the effect of consolidation or
indicated on line Part I, 2a. foreign entity). In addition, on Part I, line elimination entries. If there are

8, adjust for consolidation eliminations consolidation or elimination entriesIf the property and casualty insurance
and correct for minority interest and relating to nonincludible U.S. entitiescompany prepares non-tax-basis financial
intercompany dividends between any whose income (loss) is reported on thestatements and the income statement
nonincludible foreign entity and any attached schedule that are not reportableperiod differs from the corporation’s tax
includible corporation. Do not remove in on Part I, line 8, the net amounts of allyear, the income statement period
Part I the financial net income (loss) of such consolidation and elimination entriesindicated on Part I, line 2a, applies for
any nonincludible foreign entity accounted must be reported on a separate line onpurposes of Part I, lines 4 through 8.
for on line 4 using the equity method. the attached schedule, so that the

If the property and casualty insurance separate financial accounting incomeAttach a supporting schedule thatcompany does not prepare non-tax-basis (loss) of each nonincludible U.S. entityprovides the name, EIN (if applicable),financial statements, and has checked remains separately stated. For example, ifand net income (loss) included on line 4“No” on Part I, line 1c, enter the net the net income (after consolidation andthat is removed on this line 5 for eachincome (loss) per the books and records elimination entries) of a nonincludibleseparate nonincludible foreign entity. Theof the U.S. corporation or the U.S. U.S. sub-consolidated group is beingamounts of income (loss) detailed on theconsolidated tax group on Part I, line 4. reported on line 6a, the attachedsupporting schedule should be reported supporting schedule should report theReport on Part I, lines 5a through 10, for each separate nonincludible foreign income (loss) of each separateas instructed below, all adjustment entity without regard to the effect of nonincludible U.S. legal entity from eachamounts required to adjust worldwide net consolidation or elimination entries. If such entity’s own financial accounting netincome (loss) reported on this Part I, line there are consolidation or elimination income statement or books and records,4 (whether from financial statements or entries relating to nonincludible foreign and any consolidation or eliminationbooks and records), to net income (loss) entities whose income (loss) is reported entries (for intercompany dividends,of includible corporations that must be on the attached schedule that are not minority interests, etc.) not reportable onreported on Part I, line 11. reportable on Part I, line 8, the net Part I, line 8, should be reported on theamounts of all such consolidation andIf a U.S. property and casualty attached supporting schedule as a netelimination entries must be reported on ainsurance company (a) has net income amount on a line separate and apart fromseparate line on the attached schedule,(loss) included on Part I, line 4, and lines that report each nonincludible U.S.so that the separate financial accountingremoved on Part I, line 6a or 6b, on entity’s separate net income (loss).income (loss) of each nonincludibleanother U.S. corporation’s Schedule M-3,
foreign entity remains separately stated.(b) files its own Form 1120-PC (separate Line 7a. Net Income (Loss) of
For example, if the net income (afteror consolidated), (c) does not have a Other Disregarded Entities and
consolidation and elimination entries) of aseparate non-tax-basis financial 7b. Net Income (Loss) of Othernonincludible foreign sub-consolidatedstatement (certified or otherwise) of its Includible Entitiesgroup is being reported on line 5a, theown, and (d) reports on Schedule L of its

Include on line 7a or 7b the financial netattached supporting schedule shouldown Form 1120-PC total consolidated
income or (loss) of each disregardedreport the income (loss) of each separateassets that equal or exceed $10 million at
entity or other includible entity that is notnonincludible foreign legal entity fromthe end of the corporation’s tax year, the
included in the consolidated financialeach such entity’s own financialproperty and casualty insurance company
group and therefore not included in theaccounting net income statement ormust answer questions 1a, 1b, and 1c of
income reported on Part I, line 4. Includebooks and records, and any consolidationPart I as appropriate for its own Form
on line 7a the financial income of anyor elimination entries (for intercompany1120-PC and must report on Part I, line 4,
disregarded entity that is not included individends, minority interests, etc.) notthe amount for the corporation’s net
the income reported on Part I, line 4, butreportable on Part I, line 8, should beincome (loss) that is removed on Part I,
is included on Part I, line 11 (otherreported on the attached supportingline 6a or 6b of the other corporation’s
disregarded entities).schedule as a net amount on a lineSchedule M-3. However, if in the

separate and apart from lines that reportcircumstances described immediately Include on line 7b the financial income
each nonincludible foreign entity’sabove, the property and casualty of any entity not a disregarded entity that
separate net income (loss).insurance company does have separate is not included in the income reported on

non-tax-basis financial statements line 4, but is included on line 11 (otherLine 6. Net Income (Loss) of(certified or otherwise) of its own, includible entities). In addition, on Part I,Nonincludible U.S. Entitiesindependent of the amount of the line 8, adjust for consolidation
corporation’s net income included in Part Remove the financial net income (line 6a) eliminations and correct for minority
I, line 4, of the other U.S. corporation, the or loss (line 6b) included on line 4 for interest and intercompany dividends for
corporation must answer questions 1a, each U.S. entity that is not an includible any other disregarded entity or other
1b, and 1c of Part I, as appropriate, for its corporation in the U.S. consolidated tax includible entities.
own Form 1120-PC, based on its own group (nonincludible U.S. entity). In Attach a supporting schedule thatseparate income statement, and must addition, on Part I, line 8, adjust for provides the name, EIN, and net incomereport on Part I, line 4, the net income consolidation eliminations and correct for (loss) per the financial statement or booksamounts shown on its separate income minority interest and intercompany and records for each separate otherstatement. dividends between any nonincludible U.S. disregarded entity or other includibleentity and any includible corporation. DoNote. See the instructions for Part I, line entity reported on line 7. The amounts ofnot remove in Part I the financial net10, for adjustments that may be income (loss) detailed on the supportingincome (loss) of any nonincludible U.S.necessary to reconcile financial statement schedule should be reported for eachentity accounted for on line 4 using theincome to statutory income for the separate other disregarded entity or otherequity method.property and casualty insurance includible entity without regard to the
company. Attach a supporting schedule that effect of consolidation or elimination

provides the name, EIN, and net income entries solely between or among theLine 5. Net Income (Loss) of (loss) included on line 4 that is removed entities listed. If there are consolidation or
Nonincludible Foreign Entities on this line 6 for each separate elimination entries relating to such other
Remove the financial net income (line 5a) nonincludible U.S. entity. The amounts of disregarded entity or other includible
or loss (line 5b) of each foreign entity that income (loss) detailed on the supporting entities whose income (loss) is reported
is included on line 4 and is not an schedule should be reported for each on the attached schedule that are not
includible corporation in the U.S. separate nonincludible U.S. entity without reportable on Part I, line 8, the net
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amounts of all such consolidation and entries must be reported on line 8 to Line 10c. Other Adjustments To
elimination entries must be reported on a reflect any minority interest ownership in Reconcile to Amount on Line 11
separate line on the attached schedule, the net income of other disregarded

Include on lines 10a, 10b, and 10c anyso that the separate financial accounting entities or other includible entities
other adjustments to reconcile net incomeincome (loss) of each other disregarded reported on Part I, line 7a or 7b, and to
(loss) on Part I, line 4 through Part I, lineentity or other includible entity remains eliminate any intercompany dividends
9, with net income (loss) on Part I, line 11.separately stated. For example, if the net between corporations or entities whose
Include on line 10a the amount of anyincome (after consolidation and income is included on Part I, line 7a and
intercompany dividend adjustmentelimination entries) of a sub-consolidated 7b, and other entities included in the
required by statutory accounting. Includegroup of other disregarded entities is consolidated U.S. income tax return. See
on line 10b the amount of any otherbeing reported on line 7a, the attached line 11, examples, 3, 4, and 5.
required statutory accounting adjustment.supporting schedule should report the
Include on line 10c the amount of anyIf a corporate owner of an interest inincome (loss) of each separate other
other adjustment not required by statutoryanother entity: (1) accounts for thedisregarded entity from each entity’s own
accounting.interest in entity in the ownerfinancial accounting net income statement

corporation’s separate general ledger onor books and records, and any Normally, all intercompany dividendsthe equity method, and (2) fullyconsolidation or elimination entries (for will have been eliminated or excludedconsolidates entity in the ownerintercompany dividends, minority from the financial accounting consolidatedcorporation’s consolidated financialinterests, etc.) not reportable on Part I, net income (loss) reported on Part I, linestatements, but entity is not includible inline 8, should be reported on the attached 4. However, an insurance company maythe owner corporation’s consolidated U.S.supporting schedule as a net amount on a be required to include certainincome tax return, then, as part ofline separate and apart from lines that intercompany dividends on Part I, line 11,reversing all consolidation and eliminationreport each other disregarded entity’s so that the amount reported on Part I, lineentries for the nonincludible entity, theseparate net income (loss). 11, agrees with statutory accounting netcorporate owner must reverse on
income (Annual Statement). If the netSchedule M-3, Part I, line 8, theLine 8. Adjustment to
income (loss) of a corporation that fileselimination of the equity income inclusionEliminations of Transactions Form 1120-PC or Form 1120-L isfrom entity. If the owner corporation doesBetween Includible Entities and included on Part I, line 4 or line 7, and isnot account for entity on the equityNonincludible Entities computed on a basis other than statutorymethod on its own general ledger, it will
accounting, include on line 10a theAdjustments on Part I, line 8, to reverse not have eliminated the equity income for
adjustments necessary such that Part I,certain financial accounting consolidation consolidated financial statement
line 11, includes intercompany dividendsor elimination entries are necessary to purposes, and therefore will have no
in the net income (loss) for suchensure that transactions between elimination of equity income to reverse.
corporation to the extent required byincludible entities and nonincludible U.S.
statutory accounting principles. (Foror foreign entities are not eliminated, in The attached supporting schedule for
insurance companies included in theorder to report the correct total amount on Part I, line 8, must identify the type (e.g.,
consolidated U.S. income tax return, seePart I, line 11. Also, additional minority interest, intercompany dividends,
instructions for Part I, line 11 and Part II,consolidation entries and elimination etc.) and amount of consolidation or

entries may be necessary on Part I, line line 7.)elimination entries reported, as well as
8, related to transactions between the names of the entities to which they

Statutory accounting for an insuranceincludible entities that are in the pertain. It is not necessary, but it is
company subsidiary acquired or mergedconsolidated financial statement group permitted, to report intercompany
may require the use of a financialand other disregarded entities and other eliminations that net to zero on Part I, line
statement period for income reported onincludible entities that are not in the 8, such as intercompany interest income
Part I, line 11 that differs from the periodconsolidated financial statement group and expense.
reported on Part I, line 4 or line 7. Reportbut that are reported on Part I, line 7a or
on Part I, line 10b adjustments to income7b, in order to report the correct total Line 9. Adjustment To because of such differences in accountingamount on Part I, line 11. Reconcile Income Statement period.

Period To Tax YearInclude on Part I, line 8, the total of the
For any adjustments reported on Partfollowing: (a) amounts of any adjustments Include on line 9 any adjustments

I, lines 10a, 10b, and 10c, attach ato consolidation entries and elimination necessary to the income (loss) of
supporting schedule that provides, forentries that are contained in the amount includible corporations to reconcile
each corporation to which an adjustmentreported on Part I, line 4, required as a differences between the corporation’s
relates: the name and EIN of theresult of removing amounts on Part I, line income statement period reported on line
corporation, the amount of net income5 or 6; and (b) amounts of any additional 2a and the corporation’s tax year. Attach
included in Part I before any adjustmentsconsolidation entries and elimination a schedule describing the adjustment.
on line 10, the amount of net incomeentries that are required as a result of
included on Part I, line 11, the amount ofincluding amounts on Part I, line 7a or 7b. Statutory accounting for an insurance
the net adjustment that is attributable toThis is necessary in order that the company subsidiary acquired or merged
intercompany dividend adjustmentsconsolidation entries and intercompany may require the use of a financial
required to be reported by statutoryeliminations entries included in the statement period for income reported on
accounting and included on Part I, lineamount reported on Part I, line 11 are Part I, line 11 that differs from the period
10a, the amount of the net adjustmentonly those applicable to the financial net reported on Part I, line 4 or line 7. Report
attributable to other statutory accountingincome (loss) of includible entities for the on Part I, line 10b adjustments to income
requirements and included on Part I, linefinancial statement period. For example, because of such differences in accounting
10b, and the amount of the remainder ofadjustments must be reported on line 8 to period.
the net adjustment not required becauseremove minority interest and to reverse
of statutory accounting and included onthe elimination of intercompany dividends Line 10a. Intercompany
Part I, line 10c. If any net adjustment isincluded on Part I, line 4 that relate to the Dividend Adjustments To
included for the corporation on Part I,net income of entities removed on Part I, Reconcile to Line 11, lines 10b or 10c, attach a supplementalline 5 or 6, because the income to which Line 10b. Other Statutory supporting schedule identifying the linethe consolidation or elimination entries

Accounting Adjustments To (10b or 10c), the type of each adjustmentrelate has been removed. Also, for
included in the net adjustment, and theexample, consolidation or elimination Reconcile to Line 11, and
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amount of each adjustment included in through FS50 on a fully consolidated P does not account for DS1 in P’s
the net adjustment. basis. P files a consolidated U.S. income separate general ledger on the equity

tax return with DS1 through DS75. method. DS1 has net income of $100Line 11. Net Income (Loss) per (before minority interests) and paysP must check “Yes” on Part I, line 1a.Income Statement of Includible dividends of $50, of which P receivesOn Part I, line 4, P must report theCorporations $30. The dividend is eliminated in theconsolidated net income from the SEC
consolidated financial statements. In itsReport on line 11 the net income (loss) Form 10-K for the consolidated financial
financial statements, P consolidates DS1per the income statement (or books and statement group of P, DS1 through
and includes $60 of net income ($100records, if applicable) of the property and DS100, and FS1 through FS50. P must
less the minority interest of $40) on Part I,casualty insurance company. In the case remove the net income (loss) of FS1
line 4.of a U.S. consolidated tax group, report through FS50 on Part I, lines 5a or 5b, as

the consolidated income statement net applicable. P must remove the net income P must remove the $100 net income of
income (loss) of all corporations listed on (loss) before minority interests of DS76 DS1 on Part I, line 6a. P must reverse on
Form 851 and included in the through DS100 on Part I, lines 6a or 6b, Part I, line 8, the elimination of the $40
consolidated U.S. income tax return for as applicable. P must reverse on Part I, minority interest net income of DS1. In
the tax year. Amounts reported in column line 8: addition, P reverses its elimination of the
(a) of Parts II and III (see instructions $30 intercompany dividend in its financiala. The elimination of dividends
below) must be reported on the same statements on Part I, line 8. The net resultreceived by P and DS1 through DS75
accounting method used to report the is that P includes the $30 dividend fromfrom DS76 through DS100 and FS1
amount of net income (loss) per income DS1 at Part I, line 11, and on Part II, linethrough FS50; and
statement of includible corporations on 7, column (a). P’s taxable dividendb. The recognition of minority
Part I, line 11, which for insurance income from DS1 must be reported oninterests’ share of the net income (loss) of
companies is usually statutory Part II, line 7, column (d).DS76 through DS100. (Note: The minority
accounting. (For insurance companies interests’ share, if any, of the income of 2. U.S. property and casualty
included in the consolidated U.S. income DS1 through DS75 must be reported in insurance company C owns 60% of the
tax return, see instructions for Part I, line Part II, line 8, Minority interest for capital and profits interests in U.S. LLC N.
10 and Part II, line 7.) includible corporations.) C does not account for N in C’s separate

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

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

Example 3. ledger where P includes its 60% equityenter worldwide net income (loss) per the
share of DS1 income, which is $60. In itsbooks and records of the includible1. U.S. property and casualty
financial statements, P eliminates thecorporations (P and DS1) on Part I, line 4.insurance company P is publicly traded
DS1 equity method income of $60 andIf the amount on line 4 includes theand files Form 10-K with the SEC. P owns
consolidates DS1, including $60 of netincome (loss) of DS2 and FS1 or is not on80% or more of the stock of 75 U.S.
income ($100 less the minority interest ofthe statutory basis, P must enter anycorporations, DS1 through DS75,
$40) on Part I, line 4.necessary adjustments on lines 5abetween 51% and 79% of the stock of 25

through 10 in order for Part I, line 11, toU.S. corporations DS76 through DS100, P must remove the $100 net income of
report the net income (loss) of includibleand 100% of the stock of 50 foreign DS1 on Part I, line 6a. P must reverse on
corporations P and DS1, net ofsubsidiaries FS1 through FS50. P Part I, line 8, the elimination of the $40
eliminations for transactions between Peliminates all dividend income from DS1 minority interest net income of DS1 and
and DS1.through DS100 and FS1 through FS50 in the elimination of the $60 of DS1 equity

financial statement consolidation entries. income. The net result is that P includes
Example 4.Furthermore, P eliminates the minority the $60 of equity method income from

interest ownership, if any, of DS1 through 1. U.S. property and casualty DS1 at Part I, line 11, and on Part II, line
DS100 in financial statement insurance company P owns 60% of 6, column (a). P’s taxable dividend
consolidation entries. P’s SEC Form 10-K corporation DS1 which is fully income from its investment in DS1 must
includes P, DS1 through DS100 and FS1 consolidated in P’s financial statements. be reported on Part II, line 7, column (d).
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4. U.S. property and casualty DS1. Because DS1 is an includible Consolidation for Mixed Groups (1120/L/
corporation, 100% of the net income ofinsurance company C owns 60% of the PC).
both P and DS1 must be reported oncapital and profits interests in U.S. LLC N.

For each line item in Parts II and III,Form 1120-PC, Schedule A, of the PDSC accounts for N in C’s separate general
report in column (a) the amount of netconsolidated U.S. income tax return, andledger on the equity method. N has net
income (loss) included in Part I, line 11,the intercompany interest income andincome of $100 (before minority interests)
and report in column (d) the amountexpense must be removed byand makes no distributions during the tax
included in taxable income on Formconsolidation elimination entries.year. C treats N as a corporation for
1120-PC, Schedule A, line 35.financial statement purposes and as a P must report its financial statement

partnership for U.S. income tax purposes. net income of $1,040 on Part I, line 4, and Note: A schedule or explanation may be
For equity method reporting on C’s reports DS1’s net income of $100 on Part attached to any line even if none is
separate general ledger, C includes its I, line 7b. Then, in order to reflect the full required.
60% equity share of N income, which is consolidation of the financial accounting
$60. In its financial statements, C net income of P and DS1 at Part I, line When To Complete Columns (a)
eliminates the $60 of N equity method 11, Net income (loss) per income and (d)
income and consolidates N including $60 statement of includible corporations, the A property and casualty insuranceof net income ($100 less the minority following consolidation and elimination company is not required to completeinterest of $40) on Part I, line 4. entries are reported on Part I, line 8: (a) columns (a) and (d) of Parts II and III foroffsetting entries to remove the $40 ofC must remove the $100 net income of the first tax year the property and casualtyinterest income received from DS1N on Part I, line 6a. C must reverse on insurance company is required to fileincluded by P on line 4, and to removePart I, line 8, the elimination of the $40 Schedule M-3. The corporation mustthe $40 of interest expense of DS1minority interest net income of N and the complete columns (a) and (d) of Parts IIincluded in line 7b for a net change ofelimination of the $60 of N equity method and III for all tax years subsequent to thezero; and (b) an entry to reflect the $20income. The result is that C includes the first tax year the property and casualtyminority interest in the net income of DS1$60 of equity method income for N on insurance company is required to file(DS1 net income of $100 times 20%Part I, line 11, and on Part II, line 9, Schedule M-3. For example, if aminority interest). The result is that Part 1,column (a). C’s taxable income from N corporation was required to file Scheduleline 11, reports $1,120: $1,040 from linemust be reported by C on Part II, line 9, M-3 as a member of a U.S. consolidated4, $100 from line 7, and ($20) from line 8.column (d). tax group and the corporation leaves theStated another way, Part I, line 11,5. U.S. property and casualty U.S. consolidated tax group, theincludes the entire $1,000 net income ofinsurance company C owns 60% of the corporation is required to completeP, measured before recognition of thecapital and profits interests in U.S. LLC N. Schedule M-3 in its entirety in anyintercompany interest income from DS1C accounts for N in C’s separate general succeeding tax year that the corporationand the consolidation of DS1 operations,ledger on the equity method. N has net is required to complete Schedule M-3.plus the entire $140 net income of DS1,income of $100 (before minority interests) However, if the corporation joins in filing ameasured before interest expense to P,and pays a $50 cash distribution, of which different consolidated U.S. income taxless the minority interest ownership ofC receives $30. The distribution reduces return, then the corporation must$20 in DS1’s separate net income ($100).C’s investment in N for equity method complete its Schedule M-3 in its entiretyThe consolidated U.S. income tax groupreporting on C’s separate general ledger. in any year that the U.S. consolidated taxis required to include on the attachedC treats N as a corporation for financial group must complete its Schedule M-3 insupporting schedule for Part I, line 8, thestatement purposes and as a partnership its entirety.details of the adjustment to the minorityfor U.S. income tax purposes. For equity interest in the net income of DS1, but is If, for any tax year (or tax years) priormethod reporting on C’s separate general not required to report the offsetting to the first tax year a property andledger, C includes its 60% equity share of adjustment to the intercompany casualty insurance company is requiredN income, which is $60. In its financial elimination of interest income and interest to file Schedule M-3, a property andstatements, C eliminates the $60 of N expense (though it is permitted to do so). casualty insurance company voluntarilyequity method income and consolidates N

files Schedule M-3 in lieu of Scheduleand includes $60 of net income ($100
M-1, then in those voluntary filing yearsless the minority interest of $40) on Part I, Specific Instructions for the property and casualty insuranceline 4.
company is not required to completeParts II and IIIC must remove the $100 net income of columns (a) and (d) of Parts II and III. In

N on Part I, line 6a. C must reverse on For U.S. consolidated tax returns, file addition, in the first tax year the property
Part I, line 8, the elimination of the $40 supporting schedules for each includible and casualty insurance company is
minority interest net income of N and the corporation. See Consolidated Return in required to file Schedule M-3 the property
elimination of the $60 of N equity method the instructions for Form 1120-PC. and casualty insurance company is not
income. The result is that C includes the required to complete columns (a) and (d)
$60 of equity method income for N on General Format for Parts II of Parts II and III.
Part I, line 11, and on Part II, line 9,

and IIIcolumn (a). C’s taxable income from N If a property and casualty insurance
must be reported by C on Part II, line 9, company that is not a mixed groupIndicate on the line after the common
column (d). chooses not to complete columns (a) andparent’s name on Part II and Part III,

(d) of Parts II and III in the first tax yearwhether the Schedule M-3 is for the: (1)
the property and casualty insuranceExample 5. U.S. property and consolidated tax group; (2) parent
company is required to file Schedule M-3casualty insurance company P owns 80% corporation; (3) consolidation
(or in any year in which the property andof the stock of corporation DS1. DS1 is eliminations; (4) subsidiary corporation; or
casualty insurance company voluntarilyincluded in P’s consolidated U.S. income (5) Mixed 1120/L/PC group, by checking
files Schedule M-3), then Part II, line 30,tax return, even though DS1 is not the appropriate box. If applicable, indicate
is reconciled by the property and casualtyincluded in P’s consolidated financial on the second line of checkboxes,
insurance company (or, in the case of astatements on either a consolidated basis whether the Schedule M-3 is for a
U.S. consolidated tax group, by theor on the equity method. DS1 has current sub-consolidated: (6) 1120-PC group; or
group’s parent property and casualtyyear net income of $100 after taking into (7) 1120-PC eliminations. See sections
insurance company on Part II, line 30, ofaccount its $40 interest payment to P. P above titled Consolidated Schedule M-3
the group’s consolidated Schedule M-3)has net income of $1,040 after Versus Consolidating Schedules M-3 for
in the following manner:recognition of the interest income from Form 1120-PC Groups and Schedule M-3
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1. Report the amount from Part I, line If the property and casualty insurance $9,000 in column (d). B must report the
11, on Part II, line 30, column (a); company does not prepare financial goodwill impairment on Part III, line 27,

2. Leave blank Part II, lines 1 through statements, or the financial statements and report $5,000 in column (a), a
29, columns (a) and (d); are not prepared in accordance with SAP, permanent difference of ($5,000) in

3. Leave blank Part III, columns (a) report in column (b) any difference that column (c), and $0 in column (d).
and (d); and the property and casualty insurance

4. Report on Part II, line 30, column company believes will reverse in a future Reporting Requirements
(d), the sum of Part II, line 30, columns tax year (that is, have an opposite effect for Parts II and III(a), (b), and (c). on taxable income in a future tax year (or

Except for mixed group consolidation, theyears) due to the difference in timing of
number of Parts II must equal the numberrecognition for financial accounting andNote: Mixed groups should see the
of Parts III filed by the corporation. MixedU.S. income tax purposes) or is thesection, Schedule M-3 Consolidation for
groups should see the discussion,reversal of such a difference that arose inMixed Groups (1120/L/PC).
Schedule M-3 Consolidation for Mixeda prior tax year. Report in column (c) any

In the case of a U.S. consolidated tax Groups (1120/L/PC).difference that the property and casualty
group that is not a mixed group, the insurance company believes will not General Reportingreconciliation described in the preceding reverse in a future tax year (and is not the Requirementsparagraph must be performed by each reversal of such a difference that arose in
member of the U.S. consolidated tax If an amount is attributable to a reportablea prior tax year).
group. However, because Part I must be transaction described in RegulationsIf the property and casualty insurancecompleted only once on the consolidated section 1.6011-4(b), the amount must becompany is unable to determine whetherSchedule M-3 by the parent corporation reported in columns (a), (b), (c), and (d),a difference between column (a) andof the U.S. consolidated tax group, the as applicable, of Part II, line 12, Itemscolumn (d) for an item will reverse in aamount reported on Part II, line 30, relating to reportable transactions,future tax year or is the reversal of acolumn (a), by each member of the U.S. regardless of whether the amount woulddifference that arose in a prior tax year,consolidated tax group on its respective otherwise be reported on Part II or Part IIIreport the difference for that item inSchedule M-3 is the amount attributable of Schedule M-3. Thus, if a taxpayer filescolumn (c).to that member that is reported on the Form 8886, Reportable Transaction

Example 6. For the 2006, 2007, andconsolidated Schedule M-3, Part I, line Disclosure Statement, the amounts
2008 tax years, property and casualty11, completed by the parent corporation. attributable to that reportable transaction
insurance company A has totalAccordingly, the amount reported on Part must be reported on Part II, line 12.
consolidated assets on the last day of theII, line 30, columns (a) through (d) of the A property and casualty insurancetax year as reported on Schedule L, lineconsolidated Schedule M-3 is the sum of company is required to report in column15, column (d), of $8 million, $11 million,the amounts reported by each member of (a) of Parts II and III the amount of anyand $12 million, respectively. A isthe U.S. consolidated tax group on its item specifically listed on Schedule M-3required to file Schedule M-3 for its 2007respective Schedule M-3 (including a that is in any manner included in theand 2008 tax years.Schedule M-3 for consolidation property and casualty insurance

For its 2006 tax year, A voluntarily fileseliminations, if necessary). Note that the company’s current year annual statement
Schedule M-3 in lieu of Schedule M-1 andamount reported on Part II, line 30, net income (loss) or in an income or
does not complete columns (a) and (d) ofcolumn (a) of the consolidated Schedule expense account maintained in the
Parts II and III.M-3 must equal the amount reported on property and casualty insurance

Part I, line 11 of the consolidated For A’s 2007 tax year, the first tax year company’s books and records, even if
Schedule M-3, and that the amount that A is required to file Schedule M-3, A there is no difference between that
reported on Part II, line 30, column (d) of is only required to complete Part I and amount and the amount included in
the consolidated Schedule M-3 must columns (b) and (c) of Parts II and III. For taxable income unless (a) otherwise
equal the amount reported on the A’s 2008 tax year, A is required to provided in these instructions or (b) the
consolidated Form 1120-PC, Schedule A, complete Schedule M-3 in its entirety. amount is attributable to a reportable
line 35. Example 7. Property and casualty transaction described in Regulations

insurance company B is a U.S. publicly section 1.6011-4(b) and is thereforeWhen To Complete Columns (b)
traded corporation that files a U.S. reported on Part II, line 12. For example,and (c) consolidated tax return and prepares with the exception of interest income

Columns (b) and (c) of Parts II and III consolidated SAP/GAAP financial reflected on a Schedule K-1 received by a
must be completed for any tax year for statements. In prior years, B acquired property and casualty insurance company
which the property and casualty intellectual property (IP) and goodwill as a result of the property and casualty
insurance company files Schedule M-3. through several corporate acquisitions. insurance company’s investment in a

The IP is amortizable for both U.S. partnership or other pass-through entity,For any item of income, gain, loss,
income tax and financial statement all interest income, whether fromexpense, or deduction for which there is a
purposes. In the current year, B’s annual unconsolidated affiliated companies, thirddifference between columns (a) and (d),
amortization expense for IP is $9,000 for parties, banks, or other entities, whetherthe portion of the difference that is
U.S. income tax purposes and $6,000 for imputed interest or not, whether fromtemporary must be entered in column (b)
financial statement purposes. In its foreign or domestic sources, whetherand the portion of the difference that is
financial statements, B treats the taxable or exempt from tax andpermanent must be entered in column (c).
difference in IP amortization as a regardless of how or where the income is

If financial statements are prepared by temporary difference. The goodwill is not classified in the property and casualty
the property and casualty insurance amortizable for U.S. income tax purposes insurance company’s annual statement,
company in accordance with statutory and is subject to impairment for financial must be included on Part II, line 13,
accounting principles (SAP), differences statement purposes. In the current year, column (a). Likewise, all fines and
that are treated as temporary for SAP B records an impairment charge on the penalties paid to a government or other
must be reported in column (b) and goodwill of $5,000. In its financial authority for the violation of any law for
differences that are permanent (that is, statements, B treats the goodwill which fines or penalties are assessed
not temporary for SAP) must be reported impairment as a permanent difference. B must be included on Part III, line 11,
in column (c). Generally, pursuant to must report the amortization attributable column (a), regardless of the government
SAP, a temporary difference affects to the IP on Part III, line 28, and report authority that imposed the fines or
(creates, increases, or decreases) a $6,000 in column (a), a temporary penalties, regardless of whether the fines
deferred tax asset or liability. difference of $3,000 in column (b), and or penalties are civil or criminal,
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regardless of the classification, a portion of the income item has a amounts are below a certain dollar
nomenclature, or terminology attached to difference and a portion of the item does amount.
the fines or penalties by the imposing not have a difference, and the item is not Example 8. Property and casualty
authority in its actions or documents, and described in Part II, lines 1 through 24, insurance company C is a calendar year
regardless of how or where the fines or report and describe the entire amount of taxpayer that placed in service ten
penalties are classified in the property the item on Part II, line 25. depreciable fixed assets in 2001. C was
and casualty insurance company’s required to file Schedule M-3 for its 2006With limited exceptions, Part III
summary of operations or the income and tax year and is required to file Scheduleincludes lines for specific items of
expense accounts maintained in the M-3 for its 2007 tax year. C’s totalexpense or deduction (expense items).
property and casualty insurance depreciation expense for its 2007 tax year(See Part III, lines 1 through 37.) If an
company’s books and records. for five of the assets is $50,000 forexpense item is described on Part III,

If a property and casualty insurance income statement purposes and $70,000lines 1 through 37, report the amount of
company would be required to report in for U.S. income tax purposes. C’s totalthe item on the applicable line, regardless
column (a) of Parts II and III the amount annual depreciation expense for its 2007of whether there is a difference for the
of any item specifically listed on Schedule tax year for the other five assets isitem. If there is a difference for the
M-3 in accordance with the preceding $40,000 for income statement purposesexpense item, or only a portion of the
paragraph, except that the property and and $30,000 for U.S. income taxexpense item has a difference and a
casualty insurance company has purposes. In its annual statement, Cportion of the item does not have a
capitalized the item of income or expense treats the differences between annualdifference and the item is not described in
and reports the amount in its annual statement and U.S. income taxPart III, lines 1 through 37, report and
statement or in asset and liability depreciation expense as giving rise todescribe the entire amount of the item on
accounts maintained in the property and temporary differences that will reverse inPart III, line 38.
casualty insurance company’s books and future years. C must combine all of itsIf there is no difference between therecords, the property and casualty depreciation adjustments. Accordingly, Cannual statement amount and the taxableinsurance company must report the must report on Part III, line 31, for itsamount of an entire item of income, loss,proper tax treatment of the item in 2007 tax year income statementexpense, or deduction and the item is notcolumns (b), (c), and (d), as applicable. depreciation expense of $90,000 indescribed or included in Part II, lines 1 column (a), a temporary difference ofFurthermore, in applying the two through 25, or Part III, lines 1 through 38, $10,000 in column (b), and U.S. incomepreceding paragraphs, a property and report the entire amount of the item in tax depreciation expense of $100,000 incasualty insurance company is required columns (a) and (d) of Part II, line 28. column (d).to report in column (a) of Parts II and III Separately stated and adequatelythe amount of any item specifically listed Example 9. Property and casualtydisclosed. Each difference reported inon Schedule M-3 that is included in the insurance company D is a calendar yearParts II and III must be separately statedproperty and casualty insurance taxpayer that was required to fileand adequately disclosed. In general, acompany’s annual statement or exists in Schedule M-3 for its 2006 tax year and isdifference is adequately disclosed if thethe property and casualty insurance required to file Schedule M-3 for its 2007difference is labeled in a manner thatcompany’s books and records, regardless tax year. On December 31, 2007, Dclearly identifies the item or transactionof the nomenclature associated with that establishes two reserve accounts in thefrom which the difference arises. Foritem in the annual statement or books and amount of $100,000 for each account.further guidance about adequaterecords. Accurate completion of Schedule One reserve account is an allowance fordisclosure, see Regulations sectionM-3 requires reporting amounts according agency balances that are estimated to be1.6662-4(f). If a specific item of income,to the substantive nature of the specific uncollectible. The second reserve is angain, loss, expense, or deduction isline items included in Schedule M-3 and estimate of future office closuredescribed on Part II, lines 9 through 24, orconsistent reporting of all transactions of expenses. In its annual statement, DPart III, lines 1 through 37, and the linelike substantive nature that occurred treats the two reserve accounts as givingdoes not indicate to “attach schedule” orduring the tax year. For example, all rise to temporary differences that will“attach details,” and the specificexpense amounts that are included in the reverse in future years. The two reservesinstructions for the line do not call for anannual statement or exist in the books are expenses in D’s 2007 annualattachment of a schedule or statement,and records that represent some form of statement but are not deductions for U.S.then the item is considered separately“Bad debt expense,” except write offs of income tax purposes in 2007. D must notstated and adequately disclosed if thepremium receivables, must be reported combine the Schedule M-3 differences foritem is reported on the applicable line andon Part III, line 32, in column (a), the three reserve accounts. D must reportthe amount(s) of the item(s) are reportedregardless of whether the amounts are the amounts attributable to the allowancein the applicable columns of therecorded or stated under different for bad debts on Part III, line 32 and mustapplicable line. See the instructionsnomenclature in the annual statement or separately state and adequately disclosebeginning on page 12 for specificthe books and records such as: “Provision the amount attributable to the otheradditional information required to befor doubtful accounts” or “Expense for reserve, office closure costs, on aprovided for amounts reported on Part II,uncollectible notes receivable.” Likewise, required, attached schedule that supportslines 1 through 8.as stated in the preceding paragraph, all the amounts at Part III, line 38.

Note: A schedule or explanation may befines and penalties must be included on Example 10. Property and casualtyattached to any line even if none isPart III, line 11, column (a), regardless of insurance company F is a calendar yearrequired.the terminology or nomenclature attached taxpayer that was required to file
to them by the property and casualty Except as otherwise provided, Schedule M-3 for its 2006 tax year and is
insurance company in its books and differences for the same item must be required to file Schedule M-3 for its 2007
records or annual statement. combined or netted together and reported tax year. During 2007, F incurs $200 of

With limited exceptions, Part II as one amount on the applicable line of meals and entertainment expenses that F
includes lines for specific items of income, Schedule M-3. However, differences for deducts in computing net income per the
gain, or loss (income items). (See Part II, separate items must not be combined or income statement. $50 of the $200 is
lines 1 through 24.) If an income item is netted together. Each item (and subject to the 50% limitation under
described in Part II, lines 1 through 24, corresponding amount attributable to that section 274(n). In its annual statement, F
report the amount of the item on the item) must be separately stated and treats the limitation on deductions for
applicable line, regardless of whether adequately disclosed on the applicable meals and entertainment as a permanent
there is a difference for the item. If there line of Schedule M-3, or any schedule difference. Because meals and
is a difference for the income item, or only required to be attached, even if the entertainment expenses are specifically

-12- Instructions for Schedule M-3 (Form 1120-PC)



Page 13 of 21 Instructions for Schedule M-3 (Form 1120-PC) 12:49 - 11-MAR-2008

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

described in Part III, line 10, Meals and casualty insurance company directly or Line 6. Income (Loss) From
entertainment, F must report all of its indirectly owned 10% or more of the Equity Method U.S.
meals and entertainment expenses on outstanding shares of that class at any Corporationsthis line, regardless of whether there is a time during the tax year, report on an

Report on line 6, column (a), the financialdifference. Accordingly, F must report attached supporting schedule for Part II,
income (loss) included in Part I, line 11,$200 in column (a), $25 in column (c), line 2 (1) the name of the dividend payer
for any U.S. property and casualtyand $175 in column (d). F must not report (2) the payer’s EIN (if applicable) (3) the
insurance company accounted for on thethe $150 of meals and entertainment class of voting stock on which the
equity method and remove such amountexpenses that are deducted in F’s annual dividend was paid (4) the percentage of
in column (b) or (c), as applicable. Reportstatement net income and are fully the class directly or indirectly owned, and
on Part II, line 7, dividends received fromdeductible for U.S. income tax purposes (5) the item amounts for columns (a)
any U.S. corporation accounted for on theon Part II, line 28, and the $50 subject to through (d).
equity method.the limitation under section 274(n) on Part Line 3. Subpart F, QEF, andIII, line 10. Line 7. U.S. Dividends NotSimilar Income Inclusions
Eliminated in Tax ConsolidationReport on line 3, column (d), the amount
Report on line 7, column (a), the amountincluded in taxable income under sectionPart II. Reconciliation of
of dividends included in Part I, line 11 that951 (relating to Subpart F), gains or otherNet Income (Loss) per were received from any U.S. corporation.income inclusions resulting from elections
Report on line 7, column (d), the amountunder sections 1291(d)(2) and 1298(b)(1),Income Statement of
of any U.S. dividends included in taxableand any amount included in taxable
income on Form 1120-PC, Schedule A,Includible Corporations income pursuant to section 1293 (relating
line 35.to qualified electing funds). The amount ofWith Taxable Income per

Subpart F income corresponds to the total Usually, the amounts included on line
of the amounts reported by the propertyReturn 7, columns (a) and (d) include only
and casualty insurance company on line dividends received from U.S. corporationsLines 1 Through 8. Additional 6, Schedule I, of all Forms 5471, that are not included in the U.S.
Information Return of U.S. Persons WithInformation for Each Property consolidated tax group because
Respect to Certain Foreign Corporations.and Casualty Insurance intercompany dividends (dividends
The amount of qualified electing fund received from includible corporationsCompany
income corresponds to the total of the listed on Form 851) are eliminated orFor any item reported on Part II, lines 1, 3 amounts reported by the property and excluded for financial accountingthrough 6, or 8, attach a supporting casualty insurance company on line 3(a), purposes and eliminated for theschedule that provides the name of the Part II, of all Forms 8621, Return by a calculation of U.S. taxable income. In theentity for which the item is reported, the Shareholder of a Passive Foreign case of an insurance company included intype of entity (corporation, partnership, Investment Company (PFIC) or Qualified the consolidated U.S. income tax returnetc.), the entity’s EIN (if applicable), and Electing Fund. required to report intercompany dividendsthe item amounts for columns (a) through

as part of statutory accounting netAlso include on line 3 PFIC(d). See the instructions for Part II, lines 2
income, include such intercompanymark-to-market gains and losses underand 7, for the specific information
dividends on Part II, line 7 column (a) andsection 1296. Do not report such gainsrequired for those particular lines.
the taxable amount of those dividends onand losses on Part II, line 15.

Line 1. Income (Loss) From Part II, line 7 column (d). (For insuranceLine 4. Section 78 Gross-Up companies included in the consolidatedEquity Method Foreign
Report on line 4, column (d), the amount U.S. income tax return, see instructionsCorporations
of any section 78 gross-up not included in for Part I, lines 10 and 11.)Report on line 1, column (a), the financial column (d) of Part II, lines 9, 10, and 11,

For any intercompany dividendsincome (loss) included in Part I, line 11, Income (loss) from U.S. partnerships,
(dividends received from includiblefor any foreign corporation accounted for foreign partnerships and other
corporations listed on Form 851) includedon the equity method and remove such pass-through entities. The section 78
on Part II, line 7, report on an attachedamount in column (b) or (c), as gross-up amount on this line 4 must
supporting schedule for Part II, line 7 (1)applicable. Report the amount of correspond to the total section 78
the name of the dividend payer (2) thedividends received and other taxable gross-up amounts reported by the
payer’s EIN (3) the class of stock oramounts received or includible from property and casualty insurance company
security on which the dividends were paidforeign corporations on Part II, lines 2 on all Forms 1118, Foreign Tax Credit—
(4) the amount of any net adjustmentthrough 5, as applicable. Corporations, excluding the amounts
included on Part I, line 10a, for suchreported in column (d) of Part II, lines 9,Line 2. Gross Foreign dividends, and (5) the amounts for10, and 11.Dividends Not Previously Taxed columns (a) through (d).

Line 5. Gross ForeignExcept as otherwise provided in this For any dividends included on Part II,
paragraph, report on line 2, column (d), Distributions Previously Taxed line 7, that are not intercompany
the amount (before any withholding tax) Report on line 5, column (a), any dividends (dividends received from
of any foreign dividends included in distributions received from foreign includible corporations listed on Form
taxable income on Form 1120-PC, corporations that were included in Part I, 851) that are received on classes of
Schedule A, line 35, and report on line 2, line 11, and that were previously taxed for voting stock in which the corporation
column (a), the amount of dividends from U.S. income tax purposes. For example, directly or indirectly owned 10% or more
any foreign corporation included in Part I, include in column (a) amounts that are of the outstanding shares of that class at
line 11. Do not report on Part II, line 2, excluded from taxable income under any time during the tax year, report on an
any amounts that must be reported on sections 959 and 1293(c). Remove such attached supporting schedule for Part II,
Part II, lines 3 or 4, or dividends that were amount in column (b) or (c), as line 7 (1) the name of the dividend payer
previously taxed and must be reported on applicable. Report the full amount of the (2) the payer’s EIN (if applicable) (3) the
Part II, line 5. (See the instructions below distribution before any withholding tax. class of voting stock on which the
for Part II, lines 3, 4 and 5.) Since previously taxed foreign dividend was paid (4) the percentage of

For any dividends reported on Part II, distributions are not currently taxable, line the class directly or indirectly owned, and
line 2, that are received on a class of 5, column (d) is shaded. (Also, see (5) the amounts for columns (a) through
voting stock of which the property and instructions above for Part II, line 2.) (d).
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group that is treated as an investment in a attributable to its partnership interest inLine 8. Minority Interest for
partnership for U.S. income tax purposes USP and is limited to $90 pursuant toIncludible Corporations
(other than an interest in a disregarded section 170(b)(2) due to other investment

Report on line 8, column (a), the minority entity), report amounts on Part II, line 9 or losses incurred by H. In its financial
interest included in the income statement 10, as described below: statements, H treated this limitation as a
income (loss) on Part I, line 11, for any temporary difference. H must not report1.  In column (a) the sum of themember of the U.S. consolidated tax the charitable contribution limitation ofcorporation’s distributive share of incomegroup that is less than 100% owned. $3,910 ($4,000 -$90) on Part II, line 9. Hor loss from a U.S. or foreign partnershipExample 11. Property and casualty must report the limitation on Part III, linethat is included in Part I, line 11;insurance company G is a calendar year 20, and report the disallowed charitable2. In column (b) or (c), as applicable,taxpayer that was required to file contributions of ($3,910) in columns (b)except for amounts described in item 4,Schedule M-3 for its 2006 tax year and is and (d).below, the sum of all differences, if any,required to file Schedule M-3 for its 2007 attributable to the corporation’s Line 11. Income (Loss) Fromtax year. G owns 90% of the stock of U.S. distributive share of income or loss from acorporation DS1. G files a consolidated Other Pass-Through EntitiesU.S. or foreign partnership; andU.S. income tax return with DS1 as the For any interest in a pass-through entity3. In column (d), except for amountsGDS1 U.S. consolidated group. G (other than an interest in a partnershipdescribed in item 4, below, the sum of allprepares certified SAP/GAAP financial reportable on Part II, line 9 or 10, asamounts of income, gain, loss, orstatements for the consolidated financial applicable) owned by a member of thededuction attributable to the corporation’sstatement group consisting of G and DS1. U.S. consolidated tax group (other thandistributive share of income or loss from aG has no net income of its own, and G an interest in a disregarded entity), reportU.S. or foreign partnership (i.e., the sumdoes not report its equity interest in the the following on line 11:of all amounts reportable on theincome of DS1 on its separate financial corporation’s Schedule(s) K-1 received 1. In column (a) the sum of thestatements. DS1 has financial statement from the partnership (if applicable)), corporation’s distributive share of incomenet income (before minority interests) and without regard to any limitations or loss from the pass-through entity that istaxable income of $1,000 ($2,500 of computed at the partner level (e.g., included in Part I, line 11;revenue less $1,500 cost of goods sold). limitations on utilization of charitable 2. In column (b) or (c), as applicable,

On the consolidated Schedule M-3, contributions, capital losses, and interest except for amounts described in item 4,
Part I, line 4, Worldwide consolidated net expense). below, the sum of all differences, if any,
income (loss) per income statement, and 4.  Do not report on Part II, line 9 or attributable to the pass-through entity;
on line 11, Net income (loss) per income 10, as applicable, any portion of a and
statement of includible corporations, the corporation’s deduction under section 199 3. In column (d), except for amounts
U.S. consolidated tax group GDS1 must (income attributable to domestic described in item 4, below, the sum of all
report $900 of financial statement net production activities) even if some or all of taxable amounts of income, gain, loss, or
income ($1,000 net income less $100 the corporation’s deduction under section deduction reportable on the corporation’s
minority interest). 199 is attributable to a partnership Schedules K-1 received from the

interest held by the corporation. A pass-through entity (if applicable);The GDS1 group must prepare one
corporation must report its deduction 4. Do not report on Part II, line 11, anyconsolidated Schedule M-3, Parts II and
under section 199 only on Part III, line 37. portion of a corporation’s deduction underIII and three additional Schedules M-3,

section 199 (income attributable toParts II and III: one for G, one for DS1,
For each partnership reported on line 9 domestic production activities) even ifand one for consolidation eliminations.

or 10, attach a supporting schedule that some or all of the corporation’s deductionOn the Schedule M-3, Parts II and III
provides the name, EIN (if applicable), under section 199 is attributable to anfor DS1, $1,000 is reported on Part II, line
end of year profit-sharing percentage (if interest in a pass-through entity held by28 and line 30, in both columns (a) and
applicable), end of year loss-sharing the corporation. A corporation must report(d). On G’s Schedule M-3, Parts II and III,
percentage (if applicable), and the its deduction under section 199 only onzero is reported on Part II, line 30, in both
amount reported in column (a), (b), (c), or Part III, line 37.columns (a) and (d). On the consolidation
(d) of lines 9 or 10, as applicable.eliminations Schedule M-3, Parts II and For each pass-through entity reportedIII, on Part II, line 8 and line 30, the Example 12. U.S. property and on line 11, attach a supporting scheduleminority interest elimination for the U.S. casualty insurance company H is a that provides that entity’s name, EIN (ifconsolidated tax group is reported as calendar year taxpayer that was required applicable), the property and casualty($100) in column (a), $100 in column (c), to file Schedule M-3 for its 2006 tax year insurance company’s end of yearand $0 in column (d). and is required to file Schedule M-3 for its profit-sharing percentage (if applicable),
2007 tax year. H has an investment in aOn the Schedule M-3, Parts II and III the property and casualty insurance
U.S. partnership USP. H prepares annualfor the U.S. consolidated tax group, on company’s end of year loss-sharing
statements in accordance with SAP. In itsPart II, line 8, Minority interest for percentage (if applicable), and the
annual statement, H treats the differenceincludible corporations, ($100) is reported amounts reported by the property and
between annual statement net incomein column (a), $100 in column (c), and $0 casualty insurance company in column
and taxable income from its investment inin column (d). On Part II, line 28, the U.S. (a), (b), (c), or (d) of line 11, as
USP as a permanent difference. For itsconsolidated tax group reports $1,000 in applicable.
2007 tax year, H’s annual statement netboth columns (a) and (d). As a result,
income includes $10,000 of income Line 12. Items Relating tofinancial statement net income on Part II,
attributable to its share of USP’s netline 30, column (a), will total $900, net Reportable Transactions
income. H’s Schedule K-1 from USPpermanent differences on Part II, line 30, Any amounts attributable to anyreports $5,000 of ordinary income, $7,000column (c), will total $100, and taxable reportable transactions (as described inof long-term capital gains, $4,000 ofincome on line 30, column (d), will total Regulations section 1.6011-4) must becharitable contributions, and $200 of$1,000. included on Part II, line 12, regardless ofsection 179 expense. H must report on whether the difference, or differences,Line 9. Income (Loss) From U.S. Part II, line 9, $10,000 in column (a), a would otherwise be reported elsewhere inPartnerships and Line 10. permanent difference of ($2,200) in Part II or Part III. Thus, if a taxpayer filescolumn (c), and $7,800 in column (d).Income (Loss) From Foreign Form 8886 for any reportable transaction

Partnerships Example 13. Same facts as Example described in Regulations section
For any interest owned by the corporation 12 except that corporation H’s charitable 1.6011-4, the amounts attributable to that
or a member of the U.S. consolidated tax contribution deduction is wholly reportable transaction must be reported
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on Part II, line 12. In addition, all income X2, respectively. J must separately state from adjustments made in accordance
and expense amounts attributable to a and adequately disclose the $12 million with instructions for Part II, line 17, should
reportable transaction must be reported and $5 million losses on Part II, line 12. be made in columns (b) and (c) of this line
on Part II, line 12, columns (a) and (d) The $12 million loss and the $5 million 13.
even if there is no difference between the loss will be adequately disclosed if J Complete Part II of Form 8916-A.
annual statement amounts and the attaches a supporting schedule for line 12 Enter the amounts from line 6, columns
taxable amounts. that lists each of the sequentially (a) through (d) of Form 8916-A, on

numbered forms, Form 8886-X1 and Schedule M-3, Part II, line 13, columnsEach difference attributable to a Form 8886-X2, and with respect to each (a) through (d), as applicable. Attachreportable transaction must be separately reportable transaction reports the Form 8916-A.stated and adequately disclosed. A appropriate amounts required for Part II,property and casualty insurance company Do not report on this line 13 or includeline 12, columns (a) through (d).will be considered to have separately on Form 8916-A amounts reported inAlternatively, J’s disclosures will bestated and adequately disclosed a accordance with the instructions for Partadequate if the description provided forreportable transaction on line 12 if the II, lines 9, 10, 11, 12, and 21.each loss on the supporting scheduleproperty and casualty insurance company includes the names and tax shelter Line 14. Hedging Transactionssequentially numbers each Form 8886 registration numbers, if any, disclosed onand lists by identifying number on the Report on line 14, column (a), the netthe applicable Form 8886, identifies thesupporting schedule for Part II, line 12, gain or loss from hedging transactionstype of reportable transaction for the loss,each sequentially numbered reportable included on Part I, line 11. Report inand reports the appropriate amountstransaction and the amounts required for column (d) the amount of taxable incomerequired for Part II, line 12, columns (a)Part II, line 12, columns (a) through (d). from hedging transactions as defined inthrough (d). J must report the losses
section 1221(b)(2). Use columns (b) andIn lieu of the requirements of the attributable to the other five abandonment
(c) to report all differences caused bypreceding paragraph, a property and losses on Part II, line 23e, regardless of
treating hedging transactions differentlycasualty insurance company will be whether a difference exists for any or all
for statutory accounting purposes and forconsidered to have separately stated and of those abandonment losses.
U.S. income tax purposes. For example, ifadequately disclosed a reportable Example 15. Property and casualty a portion of a hedge is consideredtransaction if the property and casualty insurance company K is a calendar year ineffective under SAP but still is a validinsurance company attaches a supporting taxpayer that was required to file hedge under section 1221(b)(2), theschedule that provides the following for Schedule M-3 for its 2006 tax year and is difference must be reported on line 14.each reportable transaction: required to file Schedule M-3 for its 2007 The hedge of a capital asset, which is not

1. A description of the reportable tax year. K enters into a transaction with a valid hedge for U.S. income tax
transaction disclosed on Form 8886 for contractual protection that is a reportable purposes but may be considered a hedge
which amounts are reported on Part II, transaction described in Regulations for SAP purposes, must also be reported
line 12; section 1.6011-4(b)(4). This reportable here.

2. The name and tax shelter transaction is the only reportable
Report hedging gains and lossesregistration number, if applicable, as transaction for K’s 2007 tax year and

computed under the mark-to-marketreported on lines 1a and 1b, respectively, results in a $7 million capital loss for both
method of accounting on line 14 and notof Form 8886; and statutory accounting purposes and U.S.
on Part II, line 15.3. The type of reportable transaction income tax purposes. Although the

(i.e., listed transaction, confidential transaction does not result in a difference, Line 15. Mark-to-Market Income
transaction, transaction with contractual K is required to report on Part II, line 12, (Loss)protection, etc.) as reported on line 2 of the following amounts: ($7 million) in

Report on line 15 any amountForm 8886. column (a), zero in columns (b) and (c),
representing the mark-to-market incomeand ($7 million) in column (d). TheIf a transaction is a listed transaction or loss for any securities held by a dealertransaction will be adequately disclosed ifdescribed in Regulations section in securities, a dealer in commoditiesK attaches a supporting schedule for line1.6011-4(b)(2), the description also must having made a valid election under12 that (a) sequentially numbers the Forminclude the description provided on line 3 section 475(e), or a trader in securities or8886 and refers to theof Form 8886. In addition, if the reportable commodities having made a valid electionsequentially-numbered Form 8886-X1transaction involves an investment in the under section 475(f). “Securities” forand (b) reports the applicable amountstransaction through another entity such as these purposes are securities describedrequired for line 12, columns (a) througha partnership, the description must in section 475(c)(2) and section 475(e)(2).(d). Alternatively, the transaction will beinclude the name and EIN (if applicable) “Securities” do not include any itemsadequately disclosed if the supportingof that entity as reported on line 5 of Form specifically excluded from sectionsstatement for line 12 includes a8886. 475(c)(2) and 475(e)(2), such as certaindescription of the transaction, the name
contracts to which section 1256(a)Example 14.  Property and casualty and tax shelter registration number, if
applies.insurance company J is a calendar year any, and the type of reportable

taxpayer that was required to file Report hedging gains and lossestransaction disclosed on Form 8886.
Schedule M-3 for its 2006 tax year and is computed under the mark-to-marketLine 13. Interest Incomerequired to file Schedule M-3 for its 2007 method of accounting on Part II, line 14,
tax year. J incurred seven different Report on Part II, line 13, column (a), the Hedging transactions, and not on line 15.
abandonment losses during its 2007 tax total amount of interest income included

Line 16. Premium Incomeyear. One loss of $12 million results from on Part I, line 11, and report on Part II,
a reportable transaction described in line 13, column (d), the total amount of Report on line 16, column (a), the amount
Regulations section 1.6011-4(b)(5), interest income included on Form of earned premiums included in Part I,
another loss of $5 million results from a 1120-PC, Schedule A, line 35, that is not line 11. Include on line 16, column (d), the
reportable transaction described in required to be reported elsewhere on amount of earned premiums included on
Regulations section 1.6011-4(b)(4), and Schedule M-3. In columns (b) or (c), as Form 1120-PC, Schedule A, line 35.
the remaining five abandonment losses applicable, adjust for any amounts treated Complete columns (b) and (c), as
are not reportable transactions. J for U.S. income tax purposes as interest appropriate. Attach a detailed schedule
discloses the reportable transactions income that are treated as some other separately stating amounts included on
giving rise to the $12 million and $5 form of income for statutory accounting line 16 attributable to the change in (1)
million losses on separate Forms 8886 purposes, or vice versa. For example, advance premiums (2) earned but
and sequentially numbers them X1 and adjustments to interest income resulting unbilled premiums (3) retrospective
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premium accruals (4) unearned property. On its 2007 Schedule M-3, M 1. The difference between issue price
premiums, and (5) other premium must report on Part II, line 13, $100 in and the stated redemption price at
accounts. column (a), ($100) in column (b), and maturity of a debt instrument, which may

zero in column (d). In addition, M must be wholly or partially realized on theLine 17. Sale Versus Lease (for report on Part II, line 17, $300 of gross disposition of a debt instrument under
Sellers and/or Lessors) profit in column (a), $200 in column (b), section 1273;
Note. Also see the instructions at Part and $500 of gross rental income in 2. Amounts that are imputed interest
III, line 35, Purchase Versus Lease (for column (d). Lastly, M must report on Part on a deferred sales contract under
Purchasers and/or Lessees), on page 20. III, line 31, $200 in column (b) and (d). section 483;

3. Amounts treated as interest or OIDAsset transfer transactions with Line 18. Section 481(a) under the stripped bond rules underperiodic payments characterized for Adjustments section 1286; andstatutory accounting purposes as either a
With the exception of a section 481(a) 4. Amounts treated as OID under thesale or a lease may, under some
adjustment that is required to be reported below-market interest rate rules undercircumstances, be characterized as the
on Part II, line 12, for reportable section 7872.opposite for tax purposes. If the
transactions, any difference between antransaction is treated as a lease, the
income or expense item attributable to anseller/lessor reports the periodic Line 22. Reserved for Futureauthorized (or unauthorized) change inpayments as gross rental income and Usemethod of accounting made for U.S.also reports depreciation expense or

This line is reserved for future use. Do notincome tax purposes that results in adeduction. If the transaction is treated as
include any amounts on this line.section 481(a) adjustment must bea sale, the seller/lessor reports gross

reported on Part II, line 18, regardless ofprofit (sale price less cost of goods sold)
Line 23a. Income Statementwhether a separate line for that income orfrom the sale of assets and reports the

expense item exists in Part II or Part III. Gain/Loss on Sale, Exchange,periodic payments as payments of
principal and interest income. Abandonment, Worthlessness,Example 17. Property and casualty

or Other Disposition of AssetsOn Part II, line 17, column (a), report insurance company N is a calendar year
the gross profit or gross rental income for Other Than Pass-Throughtaxpayer that was required to file
statutory accounting purposes for all sale Schedule M-3 for its 2006 tax year and is Entities
or lease transactions that must be given required to file Schedule M-3 for its 2007 Report on line 23a, column (a), all gainsthe opposite characterization for U.S. tax year. N was depreciating certain fixed and losses on the disposition of assetsincome tax purposes. On Part II, line 17, assets over an erroneous recovery period except for gains and losses allocated tocolumn (d), report the gross profit or and, effective for its 2007 tax year, N the corporation from a pass-through entitygross rental income for U.S. income tax receives IRS consent to change its (e.g., on Schedule K-1) that are includedpurposes. Interest income amounts for method of accounting for the depreciable in the net income (loss) per incomesuch transactions must be reported on fixed assets and begins using the proper statement of includible corporationsPart II, line 13, Interest income, in column recovery period. The change in method of reported on Part I, line 11. Reverse the(a) or (d), as applicable. Depreciation accounting results in a positive section amount reported in column (a) in columnexpense for such transactions must be 481(a) adjustment of $100,000 that is (b) or (c), as applicable. Thereported on Part III, line 31, Depreciation, required to be spread over four tax years, corresponding gains and losses for U.S.in column (a) or (d), as applicable. Use beginning with the 2007 tax year. In its income tax purposes are reported on Partcolumns (b) and (c) of Part II, lines 13 and annual statement, N treats the section II, lines 23b through 23g, as applicable.17, and Part III, line 31, as applicable to 481(a) adjustment as a temporary
report the differences between columns difference. N must report on Part II, line Line 23b. Gross Capital Gains(a) and (d). 18, $25,000 in columns (b) and (d) for its From Schedule D, Excluding2007 tax year and each of theExample 16. Property and casualty Amounts From Pass-Throughsubsequent three tax years (unless N isinsurance company M sells and leases

Entitiesotherwise required to recognize theproperty to customers. M is a calendar
remainder of the 481(a) adjustmentyear taxpayer that was required to file Report on line 23b, gross capital gains
earlier). N must not report the sectionSchedule M-3 for its 2006 tax year and is reported on Schedule D, excluding capital
481(a) adjustment on Part III, line 31.required to file Schedule M-3 for its 2007 gains from pass-through entities, which

tax year. For statutory accounting must be reported on Part II, lines 9, 10, or
Line 19. Income From a Specialpurposes, M accounts for each 11, as applicable.
Loss Discount Accounttransaction as a sale. For U.S. income tax

purposes, each of M’s transactions must Line 23c. Gross Capital LossesReport on line 19 income recognized from
be treated as a lease. In its annual From Schedule D, Excludinga subtraction from the Special Loss
statement, M treats the difference in the Discount Account under section 847(5). Amounts From Pass-Through
statutory accounting and the U.S. income Entities, Abandonment Losses,tax treatment of these transactions as Line 20. Income Recognition and Worthless Stock Lossestemporary. During 2007, M reports in its From Long-Term Contracts

Report on line 23c, gross capital lossesannual statement $1,000 of sales and
Report on line 20 the amount of net reported on Schedule D, excluding capital$700 of cost of goods sold with respect to
income or loss for financial statement losses from (a) pass-through entities,2007 lease transactions. M receives
purposes (or books and records, if which must be reported on Part II, lines 9,periodic payments of $500 in 2007 with
applicable) or U.S. income tax purposes 10 or 11, as applicable; (b) abandonmentrespect to these 2007 transactions and
for any contract accounted for under a losses, which must be reported on Part II,similar transactions from prior years and
long-term contract method of accounting. line 23e; and (c) worthless stock losses,treats $400 as principal and $100 as

which must be reported on Part II, lineinterest income. For statutory accounting Line 21. Original Issue Discount 23f. Do not report on line 23c capitalpurposes, M reports gross profit of $300
and Other Imputed Interest losses carried over from a prior tax year($1,000 -$700) and interest income of

and utilized in the current tax year. SeeReport on line 21 any amounts of original$100 from these transactions. For U.S.
the instructions for Part II, line 24,issue discount (OID) and other imputedincome tax purposes, M reports $500 of
regarding the reporting requirements forinterest. The term “original issue discountgross rental income (the periodic
capital loss carryovers utilized in theand other imputed interest” includes, butpayments) and (based on other facts)
current tax year.is not limited to:$200 of depreciation deduction on the
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Completion of Schedule M-3 and CertainLine 23d. Net Gain/Loss Line 28. Other Items With No
Allocations, Limitations, and Carryovers.Reported on Form 4797, Line Differences

17, Excluding Amounts From If there is no difference between theLine 25. Other Income (Loss) statutory accounting amount and thePass-Through Entities,
Items With Differences taxable amount of an entire item ofAbandonment Losses, and

income, gain, loss, expense, or deductionSeparately state and adequately discloseWorthless Stock Losses
and the item is not described or includedon Part II, line 25, all items of income

Report on line 23d the net gain or loss in Part II, lines 1 through 25, or Part III,(loss) with differences that are not
reported on line 17 of Form 4797, Sales lines 1 through 38, report the entireotherwise listed on Part II, lines 1 through
of Business Property, excluding amounts amount of the item in columns (a) and (d)24. Attach a schedule that itemizes the
from (a) pass-through entities, which must of line 28. If a portion of an item oftype of income (loss) and the amount ofbe reported on Part II, lines 9, 10, or 11, income, loss, expense, or deduction haseach item.as applicable; (b) abandonment losses, a difference and a portion of the item
which must be reported on Part II, line For insurance companies included in does not have a difference, do not report
23e; and (c) worthless stock losses, the consolidated U.S. income tax return, any portion of the item on line 28. Instead,
which must be reported on Part II, line see instructions for Part I, lines 10 and 11 report the entire amount of the item (i.e.,
23f. and Part II, line 7 for guidance on the both the portion with a difference and the

portion without a difference) on thetreatment of intercompany dividends andLine 23e. Abandonment Losses
applicable line of Part II, lines 1 throughstatutory accounting.

Report on line 23e any abandonment 25, or Part III, lines 1 through 38. See
losses, regardless of whether the loss is If any “comprehensive income” as Example 10 on page 12.
characterized as an ordinary loss or a defined by Statement of Financial
capital loss. Accounting Standards (SFAS) No. 130 is Line 29a. PC Insurance

reported on this line, describe the item(s) Subgroup Reconciliation TotalsLine 23f. Worthless Stock in detail. Examples of sufficiently detailed For filers other than a mixed group,Losses descriptions include “foreign currency combine lines 26 through 28 and skipReport on line 23f any worthless stock translation adjustments” and “gains and lines 29b and 29c. On theloss, regardless of whether the loss is losses on available-for-sale securities.” sub-consolidated Schedule M-3 for acharacterized as an ordinary loss or a mixed group, combine lines 26 through 28capital loss. Attach a schedule that Whether an item of income (loss) is and skip lines 29b and 29c. For theseparately states and adequately reported on line 25, or is reported on Part consolidated Schedule M-3 of a mixeddiscloses each transaction that gives rise II, line 28, is determined separately by group, complete only lines 29a throughto a worthless stock loss and the amount each member of the U.S. consolidated tax 29c and line 30 of Part II. Part III is notof each loss. group and not at the U.S. consolidated required for the consolidated Scheduletax group level. For example, U.S. M-3 of a mixed group.Line 23g. Other Gain/Loss on corporation P has two subsidiaries,
Disposition of Assets corporations A and B, that are included in Line 29b. 1120 Subgroup

P’s consolidated financial statements andReport on line 23g any gains or losses Reconciliation Totalsin P’s consolidated U.S. income taxfrom the sale or exchange of property that
Line 29b is only used by mixed groups.return. For financial statement purposes,are not reported on lines 23b through 23f.
See, Schedule M-3 Consolidation forP, A, and B recognize revenue from the
Mixed Groups (1120/L/PC), earlier.Line 24. Capital Loss Limitation sale of inventory upon delivery to the

and Carryforward Used customer. For U.S. income tax purposes, Line 29c. Life InsuranceP and A recognize such revenueReport as a positive amount on line 24, Subgroup Reconciliation Totalsconsistent with the method used forcolumns (b) or (c), as applicable, and (d)
financial statement purposes, whereas B Line 29c is only used by mixed groups.the excess of the net capital losses over
recognizes such revenue based upon See Schedule M-3 Consolidation forthe net capital gains reported on
customer acceptance. P and A must Mixed Groups (1120/L/PC), earlier.Schedule D, Capital Gains and Losses,
report this revenue in column (a) and (d)by the corporation. For a U.S.

Line 30. Reconciliation Totals.on Part II, line 28. B must report theconsolidated tax group, the Schedule M-3
following on Part II, line 25: in column (a), Combine Lines 29a through 29cadjustment for the amount of the
B’s revenue recognized in the financialconsolidated net capital loss that is If a property and casualty insurance
statements based upon delivery to thedisallowed should not be made on the company that is not a mixed group
customer; in column (d), B’s revenueseparate consolidating Schedules M-3 of chooses not to complete columns (a) and
recognized for U.S. income tax purposesthe includible corporations, but on the (d) of Parts II and III in the first tax year
based upon customer acceptance; and inseparate Schedule M-3 for consolidated the property and casualty insurance
column (b) or (c), as applicable, theeliminations (or on Form 8916 in the case company is required to file Schedule M-3
difference between B’s revenueof a mixed group) as described under (or for any year in which the property and
recognized in its financial statements andCompletion of Schedule M-3 and Certain casualty insurance company voluntarily
in its U.S. taxable income.Allocations, Limitations, and Carryovers. files Schedule M-3), Part II, line 30, is

reconciled by the property and casualtyIf the corporation utilizes a capital loss Line 27. Total Expense/ insurance company (or, in the case of acarryforward on Schedule D in the current
Deduction Items U.S. consolidated tax group, on thetax year, report the carryforward utilized

group’s consolidated Schedule M-3) inReport on Part II, line 27, columns (a)as a negative amount on Part II, line 24,
the following manner:through (d), as applicable, the negative ofcolumns (b) or (c), as applicable, and

the amounts reported on Part III, line 39,column (d). For a U.S. consolidated tax 1. Report the amount from Part I, line
columns (a) through (d). For example, ifgroup, the Schedule M-3 adjustment for 11, on Part II, line 30, column (a);
Part III, line 39, column (a), reflects anthe amount of the consolidated capital 2. Leave blank Part II, lines 1 through
amount of $1 million then report on Partloss carryforward should not be made on 29, columns (a) and (d);
II, line 27, column (a), ($1 million).the separate consolidating Schedules M-3 3. Leave blank Part III, columns (a)
Similarly, if Part III, line 39, column (b),of the includible corporations, but on the and (d); and
reflects an amount of ($50,000), thenseparate Schedule M-3 for consolidation 4. Report on Part II, line 30, column
report on Part II, line 27, column (b),eliminations (or on Form 8916 in the case (d), the sum of Part II, line 30, columns
$50,000.of a mixed group) as described under (a), (b), and (c).
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Note. Mixed groups see Schedule M-3 withholding taxes against the U.S. income property and casualty insurance
Consolidation for Mixed Groups (1120/L/ tax liability, use column (b) or (c), as company’s books and records. Also
PC), earlier. applicable, to negate the amount reported report on line 11, column (a), the reversal

in column (a). of any overaccrual of any amount
described in this paragraph. See section

Line 8. Stock Option Expense 162(f) for additional guidance.Part III. Reconciliation of
Report on line 8, column (a), amounts Report on line 11, column (d), anyNet Income (Loss) per expensed on Part I, line 11, net income, such amounts as described in the
that are attributable to all stock options. preceding paragraph that are includible inIncome Statement of
Report on line 8, column (d), deduction taxable income, regardless of theIncludible Corporations amounts attributable to all stock options. financial accounting period in which such

amounts were or are included in financialWith Taxable Income per Line 9. Other Equity-Based
accounting net income. CompleteCompensationReturn—Expense/ columns (b) and (c) as appropriate.

Report on line 9 any amounts for Do not report on this Part III, line 11,Deduction Items equity-based compensation or amounts required to be reported inNote. Expense amounts that reduce consideration that are reflected as accordance with instructions for Part III,financial accounting income must be expenses for statutory accounting line 12.reported on Part III, column (a), as purposes (column (a)) or deducted in the
Do not report on this Part III, line 11,positive amounts. Deduction amounts that U.S. income tax return (column (d)) other

amounts recovered from insurers or anyreduce taxable income must be reported than amounts reportable elsewhere on
other indemnitors for any fines andon Part III, column (d), as positive Schedule M-3, Parts II and III (e.g., on
penalties described above.amounts. Amounts reported on Part II, Part III, line 8, for stock options expense).

line 27, must be the negative of the Examples of amounts reportable on line 9 Line 12. Judgments, Damages,
amounts reported on Part III, line 36. include payments attributable to Awards, and Similar Costs

employee stock purchase plans (ESPPs),Lines 1 Through 6. Income Tax Report on line 12, column (a), the amountphantom stock options, phantom stockExpense of any estimated or actual judgments,units, stock warrants, stock appreciation
damages, awards, settlements, andIf the property and casualty insurance rights, and restricted stock, regardless of
similar costs, however named orcompany does not distinguish between whether such payments are made to
classified, included in financial accountingcurrent and deferred income tax expense employees or non-employees, or as
income, regardless of whether thein its annual statement (or its books and payment for property or compensation for
amount deducted was attributable to anrecords, if applicable), report income tax services.
estimate of future anticipated payments orexpense as current income tax expense
actual payments. Also report on line 12,Line 10. Meals andusing lines 1, 3, and 5, as applicable.
column (a), the reversal of anyEntertainmentA U.S. consolidated tax group must overaccrual of any amount described incomplete lines 1 through 6 in accordance Report on line 10, column (a), any this paragraph.with the allocation of tax expense among amounts paid or accrued by the property

Report on line 12, column (d), anythe members of the U.S. consolidated tax and casualty insurance company during
such amounts as are described in thegroup in the financial statements (or its the tax year for meals, beverages, and
preceding paragraph that are includible inbooks and records, if applicable). If the entertainment that are accounted for in
taxable income, regardless of thecurrent and deferred U.S., state, and statutory accounting income, regardless
statutory accounting period in which suchforeign income tax expense for the U.S. of the classification, nomenclature, or
amounts were or are included in statutoryconsolidated tax group (income tax terminology used for such amounts, and
accounting net income. Completeexpense) is allocated among the regardless of how or where such amounts
columns (b) and (c), as appropriate.members of the U.S. consolidated tax are classified in the property and casualty

group in the group’s financial statements insurance company’s statutory income Do not report on this Part III, line 12,
(or its books and records, if applicable), statement or the income and expense amounts required to be reported in
then each member must report its accounts maintained in the property and accordance with instructions for Part III,
allocated income tax expense on Part III, casualty insurance company’s books and line 11.
lines 1 through 6, of that member’s records. Report only amounts not Do not report on this Part III, line 12,
separate Schedule M-3. However, if the otherwise reportable elsewhere on amounts recovered from insurers or any
income tax expense is not shared or Schedule M-3, Parts II and III. other indemnitors for any judgments,
allocated among members of the U.S. damages, awards, or similar costsLine 11. Fines and Penaltiesconsolidated tax group but is retained in described above.

Report on line 11 any fines or similarthe parent corporation’s financial
Line 13. Parachute Paymentspenalties paid to a government or otherstatements (or books and records, if

authority for the violation of any law forapplicable), then amounts are reported Report on line 13, column (a), the total
which fines or penalties are assessed. Allonly on Part III, lines 1 through 6, of the expense included in statutory accounting
fines and penalties expensed in statutoryparent’s separate Schedule M-3. net income on Part I, line 11, that is
accounting income (paid or accrued) must subject to section 280G. Report in columnLine 7. Foreign Withholding be included on this line 11, column (a), (b) or (c), as applicable, the amount of

Taxes regardless of the government or other nondeductible parachute payments
Report on line 7, column (a), the amount authority that imposed the fines or pursuant to section 280G, and report in
of foreign withholding taxes included in penalties, regardless of whether the fines column (d), the deductible amount of
financial accounting income on Part I, line and penalties are civil or criminal, compensation after any excess parachute
11. If the property and casualty insurance regardless of the classification, payment limitations under section 280G.
company is deducting foreign tax, use nomenclature, or terminology used for the If a payment is subject to limitation under
column (b) or (c), as applicable, to correct fines or penalties by the imposing both sections 162(m) and 280G, report
for any difference between foreign authority in its actions or documents, and the total payment on this line 13.
withholding tax included in statutory regardless of how or where the fines or Line 14. Compensation Withaccounting net income and the amount of penalties are classified in the property

Section 162(m) Limitationforeign withholding taxes being deducted and casualty insurance company’s
in the return. If the property and casualty statutory income statement or the income Report on line 14, column (a), the total
insurance company is crediting foreign and expense accounts maintained in the amount of non-performance-based
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current compensation expense for the over the amount of the charitable subsidiary, or an initial public stock
corporate officers to whom section 162 offering.contribution limitation amount.
(m) applies. Report the nondeductible

If the corporation utilizes a contributionamount of current compensation in Line 25. Current Year
carryforward in the current tax year,excess of $1 million in column (b) or (c), Acquisition/Reorganizationreport the carryforward utilized as aas applicable, and the deductible Other Costspositive amount on columns (b), (c), andcompensation in column (d). If a payment

Report on line 25 any other fees paid or(d), as applicable.is subject to limitation under both sections
incurred in connection with a taxable or162(m) and 280G, report the total When a consolidated income tax tax-free acquisition of property (e.g., stockpayment on Part III, line 13, Parachute return is being filed, Schedule M-3 or assets) or a tax-free reorganization notpayments. See Regulations section adjustments for the amount of charitable otherwise reportable on Schedule M-31.162-27(g) for the interaction between contributions in excess of the limitation, or (e.g., Part III, line 23 or 24). Report onsections 162(m) and 280G. for charitable contribution carryforward this line any fees paid or incurred at any

utilized, should not be made on the stage of the acquisition or reorganizationLine 15. Pension and separate consolidating Schedules M-3 of process including, for example, fees paidProfit-Sharing the includible corporations, but on the or incurred to evaluate whether to
Report on line 15 any amounts separate consolidating Schedule M-3 for investigate an acquisition, fees to conduct
attributable to the property and casualty consolidation eliminations (or on Form an actual investigation, and fees to
insurance company’s pension plans, 8916 in the case of a mixed group) as consummate the acquisition. Also include
profit-sharing plans, and any other described under Completion of Schedule on this line 25 other acquisition/
retirement plans. M-3 and Certain Allocations, Limitations, reorganization costs incurred in

and Carryovers. connection with the liquidation of aLine 16. Other Post-Retirement
subsidiary, a spin-off of a subsidiary, orBenefits Line 21. Write-Off of Premium an initial public stock offering.

Report on line 16 any amounts Receivables
attributable to other post-retirement Report on line 21 the amount of premium Line 26. Amortization of
benefits not otherwise includible on Part receivables written-off rather than on line Acquisition, Reorganization,III, line 15, for example, retiree health and 32. and Start-Up Costslife insurance coverage, dental coverage,

Report on line 26 amortization ofetc. Line 22. Guarantee Fund
acquisition, reorganization, and start-upAssessmentsLine 17. Deferred costs. For purposes of column (b), (c),

Report on line 22 all special purpose and and (d), include amounts amortizableCompensation
guaranty fund assessments accrued or under section 167, 195, or 248.Report on line 17, column (a), any deducted for the taxable year.

compensation expense included in the
Line 27. Amortization/net income (loss) amount reported in Part Line 23. Current Year Impairment of Goodwill,I, line 11, that is not deductible for U.S. Acquisition or Reorganizationincome tax purposes in the current tax Insurance in Force, and CedingInvestment Banking Feesyear and that was not reported elsewhere Commissions

Report on line 23 any investment bankingon Schedule M-3, column (a). Report on Report on line 27 amortization of goodwill,fees paid or incurred in connection with aline 17, column (d), any compensation insurance in force and cedingtaxable or tax-free acquisition of propertydeductible in the current tax year that was commissions or amounts attributable to(e.g., stock or assets) or a tax-freenot included in the net income (loss) the impairment of goodwill, insurance inreorganization. Report on this line anyamount reported in Part I, line 11, for the force and ceding commissions. Attach ainvestment banking fees incurred at anycurrent tax year and that is not reportable schedule separately stating the amountsstage of the acquisition or reorganizationelsewhere on Schedule M-3. For for each item.process including, for example, fees paidexample, report originations and reversals
or incurred to evaluate whether toof deferred compensation subject to Line 28. Other Amortization orinvestigate an acquisition, fees to conductsection 409A on line 17.

Impairment Write-Offsan actual investigation, and fees to
Line 19. Charitable Contribution consummate the acquisition. Also include Report on line 28 any amortization or

on this line 23 investment banking fees impairment write-offs not otherwiseof Intangible Property
incurred in connection with the liquidation includible on Schedule M-3.Report on line 19 any charitable
of a subsidiary, a spin-off of a subsidiary,contribution of intangible property, for
or an initial public stock offering. Line 29. Discounting of Unpaidexample, contributions of:

Losses (Section 846)• Intellectual property, patents (including Line 24. Current Yearany amounts of additional contributions Report on line 29, column (a), the changeAcquisition or Reorganizationallowable by virtue of income earned by in liability for unpaid losses and loss
Legal and Accounting Feesdonees subsequent to the year of adjustment expense net of reinsurance as

donation), copyrights, trademarks; Report on line 24 any legal and included in Part 1, line 11. Report in
• Securities (including stocks and their accounting fees paid or incurred in column (d) the amount of change in the
derivatives, stock options, and bonds); connection with a taxable or tax-free same liability valued for tax purposes
• Conservation easements (including acquisition of property (e.g., stock or included in the taxable income on Form
scenic easements or air rights); assets) or tax-free reorganization. Report 1120-PC, Schedule A, line 35. Do not
• Railroad rights of way; on this line any legal and accounting fees include paid losses on this line 29.
• Mineral rights; and incurred at any stage of the acquisition or Indicate amounts in columns (b) and (c),
• Other intangible property. reorganization process including, for as appropriate. Attach a schedule

example, fees paid or incurred to evaluate supporting columns (b) and (c) thatLine 20. Charitable Contribution whether to investigate an acquisition, fees identifies the beginning and end of the
Limitation/Carryforward to conduct an actual investigation, and taxable year amounts of discounting as

fees to consummate the acquisition. AlsoReport as a negative amount on this line required by IRC section 846. Include any
include on this line legal and accounting20, columns (b), (c), and (d), as other differences between columns (a)
fees incurred in connection with theapplicable, the excess of charitable and (d) by separate title as well as
liquidation of a subsidiary, a spin-off of acontributions made during the tax year beginning and end of tax year amounts.
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rental deductions for a transaction treated (a) through (d), as applicable. AttachLine 30. Reduction of Loss
Form 8916-A.as a lease for U.S. income tax purposesDeduction (Section

but as a purchase for statutory accounting Do not report on Form 8916-A and this832(b)(5)(B))
purposes. Report interest expense for line 36 amounts reported in accordanceReport the proration adjustment required such transactions on Part III, line 36, in with the instructions for Part II, lines 9, 10,by section 832(b)(5)(B) as a negative column (a) or (d), as applicable. Report 11, and 12.amount on line 30, column (d). Report depreciation expense or deductions for

amounts in column (b) and (c), as Line 37. Domestic Productionsuch transactions on Part III, line 31, in
appropriate. Do not enter an amount on Activities Deductioncolumn (a) or (d), as applicable. Use
line 30, column (a). columns (b) and (c) of Part III, lines 31, Report on Part III, line 37, column (d), the

35, and 36, as applicable, to report the amount of the domestic productionLine 31. Depreciation
differences between column (a) and (d) activities deduction under section 199 thatReport on line 31 any depreciation for such recharacterized transactions. is included in taxable income on Formexpense that is not required to be

1120-PC, Schedule A, line 35. Completereported elsewhere on Schedule M-3 Example 18. U.S. property and columns (b) and (c), as appropriate. Do(e.g., on Part II, lines 9, 10, or 11). casualty insurance company X acquired not report any potion of the company’sproperty in a transaction that, for statutory domestic production activities deductionLine 32. Bad Debt Expense and accounting purposes, X treats as a lease. on any other line of Schedule M-3.Agency Balances Written Off X is a calendar year taxpayer that was
Report on line 32, column (a), any required to file Schedule M-3 for its 2006 Line 38. Other Expense/
amounts attributable to an allowance for tax year and is required to file Schedule Deduction Items With
uncollectible accounts receivable or M-3 for its 2007 tax year. Because of its Differencesactual write-offs of accounts receivable terms, the transaction is treated for U.S.

Report on Part III, line 38, all items ofincluded in Part I, line 11. Also report on income tax purposes as a purchase and
expense/deduction that are not otherwisethis line agency balances written off per X must treat the periodic payments it listed on Part III, lines 1 through 37.the annual statement. Report in column makes partially as payment of principal

(d) the amount of bad debt expense Whether an expense/deduction item isand partially as payment of interest. In its
deductible for federal income tax reported on this line 38, or reported onannual statement, X treats the difference
purposes in accordance with section 166. Part II, line 28, is determined separatelybetween the statutory accounting and

by each member of the U.S. consolidatedU.S. income tax treatment of thisLine 33. Deduction From a tax group and not at the U.S.transaction as a temporary difference.Special Loss Discount Account consolidated tax group level. ForDuring 2007, X reports in its annual
example, U.S. corporation P has twoReport on line 33 the deduction for statement $1,000 of gross rental expense
subsidiaries, A and B, that are included inadditions to the Special Loss Discount that, for U.S. income tax purposes, is
P’s consolidated financial statements andAccount under section 847(4). recharacterized as a $700 payment of
in P’s consolidated U.S. income taxprincipal and a $300 payment of interest,Line 34. Corporate Owned Life return. For financial statement purposes,accompanied by a depreciation deductionInsurance Premiums P, A, and B recognize real estate taxof $1,200 (based on other facts). On its
expense when accrued. For U.S. incomeReport on line 34 all amounts of 2007 Schedule M-3, X must report the
tax purposes, P and A recognize suchinsurance premiums attributable to any following on Part III, line 35: column (a)
expense consistent with the method usedlife insurance policy if the insurance $1,000, its statutory accounting gross
for financial statement purposes, whereascompany is directly or indirectly a rental expense; column (b), ($1,000); and
B recognizes such deduction based on abeneficiary under the policy or if the policy column (d), zero. On Part III, line 36, X
method different from that used forhas a cash value. Report in column (d) reports zero in column (a) and $300 in
financial statement purposes. P and Athe amount of the premiums that are columns (b) and (d) for the interest
must report this expense/deduction indeductible for federal income tax deduction. On Part III, line 31, X reports
column (a) and (d) on Part II, line 28. Bpurposes. zero in column (a) and $1,200 in columns
must report the following on Part III, line(b) and (d) for the depreciation deduction.Line 35. Purchase Versus Lease 38: in column (a), B’s expense recognized

(for Purchasers and/or in the financial statements when accrued;Line 36. Interest Expense
in column (d), B’s real estate tax expenseLessees) Report on Part III, line 36, column (a), the recognized for U.S. income tax purposes;Note: Also see the instructions for total amount of interest expense included and in column (b) or (c), as applicable,sellers and/or lessors in the instructions on Part I, line 11, and report on Part III, the difference between B’s real estate taxfor Part II, line 17. line 36, column (d), the total amount of expense in its financial statements and its

interest expense included on FormAsset transfer transactions with real estate tax deduction recognized for
1120-PC, Schedule A, line 35, that is notperiodic payments characterized for U.S. income tax purposes.
reported elsewhere on Schedule M-3 instatutory accounting purposes as either a Comprehensive income. If anyaccordance with the next paragraph. Inpurchase or a lease may, under some “comprehensive income” as defined bycolumns (b) or (c), as applicable, adjustcircumstances, be characterized as the SFAS No. 130 is reported on this line,for any amounts treated for U.S. incomeopposite for tax purposes. describe the item(s) in detail as, fortax purposes as interest expense that areIf a transaction is treated as a lease, example, “foreign currency translationtreated as some other form of expense forthe purchaser/lessee reports the periodic adjustments” and “gains and losses onstatutory accounting purposes, or vicepayments as gross rental expense. If the available-for-sale securities.”versa. For example, adjustments totransaction is treated as a purchase, the Reserves and contingent liabilities.interest expense resulting frompurchaser/lessee reports the periodic Report on line 38 amounts related to theadjustments made in accordance withpayments as payments of principal and change in each reserve or contingentinstructions for Part III, line 35, Purchaseinterest and also reports depreciation liability that is not required to be reportedversus lease (for purchasers and/orexpense or deduction with respect to the elsewhere on Schedule M-3. Forlessees), should be made in columns (b)purchased asset. example: (1) amounts relating to changesand (c), as applicable, on this line 36.

Report in column (a), gross rent in reserves for litigation must be reported
Complete Part III of Form 8916-A.expense for a transaction treated as a on Part III, line 12, Judgments, damages,

Enter the amounts from line 5, columnslease for statutory accounting purposes awards, and similar costs; and (2)
(a) through (d) of Form 8916-A, onbut as a sale for U.S. income tax amounts relating to changes in reserves
Schedule M-3, Part III, line 36, columnspurposes. Report in column (d), gross for uncollectible accounts receivable must
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be reported on Part III, line 32, Bad debt operation as a single amount, and its purposes, Q capitalizes and amortizes the
expense and/or agency balances written general ledger or other books, records, prepaid insurance and advertising over 12
off. (See Example 9 and Example 19.) and workpapers provide details for the months. For U.S. income tax purposes, Q

anticipated expenses under more deducts the insurance premium whenReport on Part III, line 38, the
explanatory and defined categories such paid and amortizes the advertising overamortization of various items of prepaid
as employee termination costs, lease the 12-month period. In its annualexpense, such as prepaid subscriptions
cancellation costs, loss on sale of statement, Q treats the differencesand license fees, prepaid insurance, etc.
equipment, etc., a supporting schedule attributable to the financial accountingReport on line 38, column (a), that lists those categories of expenses treatment and U.S. income tax treatmentexpenses included in net income reported and their details will satisfy the of the prepaid insurance and advertisingon Part I, line 11, that are related to requirement to separately state and as temporary differences. Q mustreserves and contingent liabilities. Report adequately disclose. In order to separately state and adequately discloseon line 38, column (d), amounts related to separately state and adequately disclose on Part III, line 38, its prepaid insuranceliabilities for reserves and contingent the employee termination costs, it is not premium and report $250,000 in columnliabilities that are deductible in the current required that an anticipated termination (a) ($500,000/12 months times 6 months),tax year for U.S. income tax purposes. cost amount be listed for each employee, $250,000 in column (b), and $500,000 inExamples of items that must be reported or that each asset (or category of asset) column (d). Q must also separately stateon line 38 include restructuring reserves, be listed along with the anticipated loss and adequately disclose on Part II, linereserves for discontinued operations, and on disposition. 28, its prepaid advertising and reportreserves for acquisitions and dispositions. $400,000 in columns (a) and (d).Example 19. Property and casualtyOnly report on line 38 items that are not
insurance company Q is a calendar yearrequired to be reported elsewhere on Line 39. Total Expense/
taxpayer that was required to fileSchedule M-3, Parts II and III. Deduction Items
Schedule M-3 for its 2006 tax year and isThe schedule of details attached to the Report on Part II, line 27, columns (a)required to file Schedule M-3 for its 2007return for line 38 must separately state though (d), as applicable, the negative oftax year. On July 1 of each year, Q has aand adequately disclose the nature and the amounts reported on Part III, line 39,fixed liability for its annual insuranceamount of the expense related to each columns (a) through (d), as applicable.premiums on its home office building thatreserve and/or contingent liability. The For example, if Part III, line 39, columnprovides a 12-month coverage periodappropriate level of disclosure depends (a), reflects an amount of $1 million, thenbeginning July 1 through June 30. Inupon each taxpayer’s operational activity report on Part II, line 27, column (a), ($1addition, Q historically prepays 12 monthsand the nature of its accounting records. million). Similarly, if Part III, line 39,of advertising expense on July 1. On JulyFor example, if a property and casualty column (b), reflects an amount of1, 2007, Q prepays its insurance premiuminsurance company’s net income amount ($50,000), then report on Part II, line 27,of $500,000 and advertising expenses ofreported in the income statement includes column (b), $50,000.$800,000. For statutory accountinganticipated expenses for a discontinued
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