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Department of the Treasury
Internal Revenue Service2009

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

and additional includible corporations consolidated financial statement reportsSection references are to the Internal
listed on Form 851, Affiliations total year-end assets of $25 million.  A isRevenue Code unless otherwise noted.
Schedule, required to file Form 1120-L not required to file a U.S. income taxGeneral Instructions that reports on Schedule L, Part II, line 2, return.  B files a separate U.S. income tax
column (b), of Form 1120-L total return and reports separate company total
consolidated assets at the end of the tax year-end assets on its Schedule L, Part II,Purpose of Schedule
year that equal or exceed $10 million line 2, column (b), of $12 million. C files a

Schedule M-3, Part I, asks certain must complete and file Schedule M-3, consolidated U.S. income tax return with
questions about the corporation’s and must check box (2) Consolidated D and, after eliminating intercompany
financial statements and reconciles return (Form 1120-L only) or (3) Mixed transactions between C and D, reports
financial statement net income (loss) for 1120/L/PC group, as applicable, at the consolidated total year-end assets on
the corporation (or consolidated financial top of page 1 of Schedule M-3. Schedule L, Part II, line 2, column (b), of
statement group, if applicable), as $8 million. B is required to file ScheduleA U.S. life insurance company filingreported on Schedule M-3, Part I, line 4a, M-3 because its total year-end assetsForm 1120-L that is not required to fileto net income (loss) of the corporation for reported on Schedule L, Part II, line 2,Schedule M-3 may voluntarily fileU.S. taxable income purposes, as column (b), exceed $10 million. The CDSchedule M-3. A life insurance companyreported on Schedule M-3, Part I, line 11. U.S. consolidated tax group is notfiling Schedule M-3 must check Item A,

required to file Schedule M-3 because itsSchedule M-3, Parts II and III, box 3, on Form 1120-L, page 1, indicating
total year-end assets reported onreconcile financial statement net income that Schedule M-3 is attached, whether
Schedule L, Part II, line 2, column (b), do(loss) for the U.S. corporation (or required or voluntary.
not exceed $10 million.consolidated tax group, if applicable), as

Example 1.reported on Schedule M-3, Part I, line 11,
1. U.S. life insurance company Ato taxable income on Form 1120-L, page Special Filing Requirements for

owns U.S. subsidiary B and foreign1, line 20. For life insurance companies Mixed Groups
subsidiary F. For its 2009 tax year, Athat prepare an annual statement, If the parent corporation of a U.S.prepares consolidated financialfinancial statement net income (loss) consolidated tax group files Form 1120-Lstatements with B and F that report totalshould be reported on the statutory basis and files Schedule M-3, each member ofassets of $12 million. A files aon Schedule M-3, Part I, line 11. the group must file Schedule M-3.consolidated U.S. income tax return with

However, if the parent corporation of aB and reports total consolidated assets onWhere To File U.S. consolidated tax group files FormSchedule L, Part II, line 2, column (b), ofIf the corporation is required to file (or 1120-L and any member of the group files$8 million. A’s U.S. consolidated taxvoluntarily files) Schedule M-3 (Form Form 1120-PC, U.S. Property andgroup is not required to file Schedule M-31120-L), the corporation must file Form Casualty Insurance Company Income Taxfor the 2009 tax year.1120-L and all attachments and Return, or Form 1120, that member must2. U.S. life insurance company Cschedules, including Schedule M-3 (Form file a Form 1120-PC Schedule M-3 or aowns U.S. life insurance company D. For1120-L), with the Department of the Form 1120 Schedule M-3, respectively,its 2009 tax year, C preparesTreasury, Internal Revenue Service and the group must comply with theconsolidated financial statements with DCenter, Ogden, UT 84201-0012. mixed group consolidated Schedule M-3but C and D file separate U.S. income tax
reporting described in the section,returns. The consolidated accrual basis
Schedule M-3 Consolidation for MixedWho Must File financial statements for C and D report
Groups (1120/L/PC) on page 4 of these• Any domestic corporation or group of total assets at the end of the taxable year
instructions. A mixed group must also filecorporations required to file Form 1120-L, of $12 million after intercompany
Form 8916, Reconciliation of ScheduleU.S. Life Insurance Company Income Tax eliminations. C reports separate company
M-3 Taxable Income with Tax ReturnReturn, that reports on Schedule L, Part total year-end assets on its Schedule L,
Taxable Income for Mixed Groups and, ifII, line 2, column (b), of Form 1120-L Part II, line 2, column (b), of $7 million. D
applicable, Form 8916-A, Supplementaltotal assets at the end of the corporation’s reports separate company total year-end
Attachment to Schedule M-3.tax year that equal or exceed $10 million assets on its Schedule L, Part II, line 2,

must complete and file Schedule M-3. column (b), of $6 million. Neither C nor D If the parent corporation of a U.S.
• A corporation filing a non-consolidated is required to file Schedule M-3 for the consolidated tax group files Form 1120-L
Form 1120-L that reports on Schedule L, 2009 tax year. and any member of the group files Form
Part II, line 2, column (b), of Form 1120-L 3. Foreign corporation A owns 100 1120-PC or Form 1120, and the
total assets that equal or exceed $10 percent of both U.S. life insurance consolidated Schedule L, Part II, line 2,
million must complete and file Schedule company B and U.S. life insurance column (b), reported in the return includes
M-3 and must check box (1) company C. C owns 100 percent of U.S. the assets of all of the corporations (the
Non-consolidated return, at the top of life insurance company D. For its 2009 insurance companies as well as the
page 1 of Schedule M-3. tax year, A prepares a consolidated non-insurance companies), in order to
• Any U.S. consolidated tax group worldwide financial statement for the determine if the group meets the $10
consisting of a U.S. parent corporation ABCD consolidated group. The ABCD million threshold test for the requirement
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to file Schedule M-3, use the amount of included in financial statements prepared II, line 2, column (b)). For each Schedule
total assets reported on Schedule L, Part on an accrual basis. L balance sheet item reported for which
II, line 2, column (b), of the consolidated there is a difference between the currentNote. See the instructions for Part I, linereturn. If the parent company of a U.S. opening balance sheet amount and the1, for a discussion of non-tax-basisconsolidated tax group files Form 1120-L prior closing balance sheet amount,income statements and relatedand any member of the group files Form attach a schedule that reports the balancenon-tax-basis balance sheets to be used1120-PC or Form 1120 and the sheet item, the prior closing amount, thein the preparation of Schedule M-3 andconsolidated Schedule L, Part II, line 2, current opening amount, and a shortForm 1120-L, Schedule L.column (b), reported in the return does explanation of the change. Such reasons
not include the assets of one or more of for those differences include mergers andOther Form 1120-Lthe corporations in the U.S. consolidated acquisitions.
tax group, in order to determine if the For purposes of measuring total assetsSchedules Affected by
group meets the $10 million threshold test at the end of the year, the corporation’sSchedule M-3for the requirement to file Schedule M-3, assets may not be netted or reduced by
use the sum of the amount of total assets the corporation’s liabilities. In addition,Requirementsreported on the consolidated Schedule L, total assets may not be reported as aReport on Schedules L and Form 1120-L,Part II, line 2, column (b), plus the negative amount. If Schedule L ispage 1, amounts for the U.S. corporationamounts of all assets reported on Forms prepared on a non-tax-basis method, anor, if applicable, the U.S. consolidated tax1120-PC and 1120 that are included in investment in a partnership may begroup.the consolidated return but not included shown as appropriate under the
on the consolidated Schedule L, Part II, corporation’s non-tax-basis method ofSchedule L
line 2, column (b). accounting, including, if required by theIf a non-tax-basis income statement and

corporation’s reporting methodology, therelated non-tax-basis balance sheet isFor insurance companies included in
equity method of accounting forprepared for any purpose for a periodthe consolidated U.S. income tax return,
investments. If Schedule L is prepared onending with or within the tax year,see instructions for Part I, lines 10a, 10b,
a tax-basis, an investment by theSchedule L must be prepared showing10c, and 11, and Part II, line 7, for
corporation in a partnership must benon-tax-basis amounts. See theguidance on Schedule M-3 reporting of
shown as an asset and measured by thediscussion in the instructions for Scheduleintercompany dividends and statutory
corporation’s adjusted basis in itsM-3, Part I, line 1, of non-tax-basisaccounting adjustments.
partnership interest. Any liabilitiesincome statements and related
contributing to such adjusted basis mustnon-tax-basis balance sheets preparedOther Issues Affecting be shown on Schedule L as corporatefor any purpose and the impact on the
liabilities.selection of the income statement usedSchedule M-3 Filing

for Schedule M-3 and the related Consolidated ReturnRequirements non-tax-basis balance sheet amounts that (Form 1120-L, Page 1)If a life insurance company was required must be used for Schedule L.
Report on Form 1120-L, page 1, eachto file Schedule M-3 for the preceding tax Total assets shown on Schedule L, item of income, gain, loss, expense, oryear but reports on Schedule L, Part II, Part II, line 2, column (b), must equal the deduction net of elimination entries forline 2, column (b), of Form 1120-L total total assets of the life insurance company intercompany transactions betweenconsolidated assets at the end of the (or, in the case of a U.S. consolidated tax includible corporations. The corporationcurrent tax year of less than $10 million, group, the total assets of all members of must not report as dividends on Formthe life insurance company is not required the group listed on Form 851) as of the 1120-L, Schedule A, any amountsto file Schedule M-3 for the current tax last day of the tax year, and must be the received from an includible corporationyear. The life insurance company may same total assets reported by the life unless the corporation receiving thevoluntarily file Schedule M-3 for the insurance company (or by each member intercompany dividends is an insurancecurrent tax year. If for a subsequent tax of the U.S. consolidated tax group) in the company and only to the extent that theyear the life insurance company is non-tax-basis financial statements, if any, insurance company is required to includerequired to file Schedule M-3, the life used for Schedule M-3. If the life intercompany dividends in taxableinsurance company must complete insurance company prepares income. See the instructions for Part I,Schedule M-3 in its entirety (Part I and all non-tax-basis financial statements, lines 10a, 10b, 10c, and 11, for acolumns in Parts II and III) for that Schedule L, Part II, line 2, column (b), discussion of intercompany dividends andsubsequent tax year. must equal the sum of the non-tax-basis insurance company statutory accounting.

financial statement total assets for eachIn the case of a U.S. consolidated tax In general, dividends received from an
corporation listed on Form 851 andgroup, total assets at the end of the tax includible corporation must be eliminated
included in the U.S. consolidated taxyear must be determined based on the in consolidation rather than offset by the
return (includible corporation) net oftotal year-end assets of all includible dividends-received deduction.
eliminations for intercompanycorporations listed on Form 851, net of
transactions between includibleeliminations for intercompany Entity Considerations forcorporations. If the life insurancetransactions and balances between the
company does not prepare non-tax-basis Schedule M-3includible corporations. In addition, for
financial statements, Schedule L, Part II,purposes of determining for Schedule M-3 For purposes of Schedule M-3,
line 2, column (b), must be based on thewhether the corporation (or U.S. references to the classification of an entity
life insurance company’s books andconsolidated tax group) has total assets (for example, as a corporation, a
records. The Schedule L balance sheetat the end of the current tax year of $10 partnership, or a trust) are references to
may show tax-basis balance sheetmillion or more, the corporation’s total the treatment of the entity for U.S. income
amounts if the life insurance company isconsolidated assets must be determined tax purposes. An entity that generally is
allowed to use books and records foron an overall accrual method of disregarded as separate from its owner
Schedule M-3 and the life insuranceaccounting unless both of the following for U.S. income tax purposes
company’s books and records reflect onlyapply: (a) the tax returns of all includible (disregarded entity) must not be
tax-basis amounts.corporations in the U.S. consolidated tax separately reported on Schedule M-3

group are prepared using an overall cash Generally, total assets at the beginning except, if required, on Part I, line 7a or 7b.
method of accounting, and (b) no of the year (Schedule L, Part II, line 2, On Parts II and III, any item of income,
includible corporation in the U.S. column (a)), must equal total assets at the gain, loss, deduction, or credit of a
consolidated tax group prepares or is close of the prior year (Schedule L, Part disregarded entity must be reported as an
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item of its owner. In particular, the income which it is reporting a change in its P owns or is deemed to own, directly or
or loss of a disregarded entity must not be ownership interest in the partnership, if indirectly (under these instructions), 50%
reported on Part II, lines 9, 10, or 11 as a applicable, (8) the interest in the or more of K on September 16, 2009, and
separate partnership or other partnership it owns or is deemed to own was required to complete Schedule M-3
pass-through. The financial statement in the partnership, directly or indirectly (as with its most recently filed U.S. income
income or loss of a disregarded entity is defined under these instructions) as of the tax return filed prior to that date, P is a
included on Part I, line 7a or 7b, only if its date with respect to which it is reporting, reportable entity partner of K as of
financial statement income or loss is and (9) any change in that interest as of September 16, 2009. On October 5,
included on Part I, line 11, but not on Part the date with respect to which it is 2009, P reports to K that P is a reportable
I, line 4a. reporting. entity partner as of September 16, 2009,

deemed to own (under these instructions)The reportable entity partner mustReportable Entity Partner a 50% interest in K. K is, therefore,retain copies of required reports it makesReporting Responsibilities required to complete Schedule M-3 whento the partnerships under these it files its Form 1065 for its tax yearA reportable entity partner with respect to instructions. Each partnership must retain ending December 31, 2009.a partnership filing Form 1065 is an entity copies of the required reports it receives
that (1) owns or is deemed to own, under these instructions from reportable
directly or indirectly, under these entity partners. Consolidated Scheduleinstructions a 50% or greater interest in

Example 2.the income, loss, or capital of the M-3 Versus Consolidating
1. A, an LLC filing a Form 1065 forpartnership on any day of the tax year, Schedules M-3 for Form2009, is owned 50% by U.S. lifeand (2) was required to complete

insurance company Z. A owns 50% of B,Schedule M-3 on its most recently filed 1120-L Groups
C, D, and E, which are also LLCs filing aU.S. income tax return or return of income

A consolidated tax return group with aForm 1065 for calendar year 2009. Z wasfiled prior to that day.
parent corporation that files a Formfirst required to complete Form 1120-L,For the purposes of these instructions, 1120-L is a mixed group if any member isSchedule M-3, for its corporate tax yearthe following rules apply: (1) the parent a property and casualty insuranceended December 31, 2008, and filedcorporation of a consolidated tax group is company (files Form 1120-PC) or is notSchedule M-3 with its Form 1120-L fordeemed to own all corporate and an insurance company. See the2008 on September 15, 2009. As ofpartnership interests owned or deemed to discussion, Schedule M-3 ConsolidationSeptember 16, 2009, Z was a reportablebe owned under these instructions by any for Mixed Groups (1120/L/PC).entity partner with respect to A and,member of the tax consolidated group; (2) through A, with respect to B, C, D, and E. A U.S. consolidated tax group must filethe owner of a disregarded entity is On October 5, 2009, Z reports to A, B, C, a consolidated Schedule M-3. Parts I, II,deemed to own all corporate and D, and E, as it is required to do within 30 and III of the consolidated Schedule M-3partnership interests owned or deemed to days of September 16, that Z is a must reflect the activity of the entire U.S.be owned under these instructions by the reportable entity partner directly owning consolidated tax group. The parentdisregarded entity; (3) the owner of 50% (with respect to A) or deemed to own corporation also must complete Parts IIor more of a corporation by vote on any indirectly (with respect to B, C, D, and E) and III of a separate Schedule M-3 today of the corporation tax year is deemed a 50% interest. Therefore, because Z was reflect the parent’s own activity. Into own all corporate and partnership a reportable entity partner for 2009, each addition, Parts II and III of a separateinterests owned or deemed to be owned of A, B, C, D, and E is required to Schedule M-3 must be completed byunder these instructions by the complete Form 1065, Schedule M-3, for each includible corporation to reflect thecorporation during the corporation tax 2009, regardless of whether they would activity of that includible corporation.year; (4) the owner of 50% or more of otherwise be required to complete Lastly, it generally will be necessary topartnership income, loss, or capital on Schedule M-3 for that year. complete Parts II and III of a separateany day of the partnership tax year is 2. P, a U.S. life insurance company, is Schedule M-3 for consolidationdeemed to own all corporate and the parent of a financial consolidation eliminations.partnership interests owned or deemed to group with 50 domestic subsidiaries DS1be owned under these instructions by the If a U.S. consolidated tax group that isthrough DS50 and 50 foreign subsidiariespartnership during the partnership tax not a mixed group consists of fourFS1 through FS50, all 100 percent ownedyear; and (5) the beneficial owner of 50% includible corporations (the parent andon September 16, 2009. On Septemberor more of the beneficial interest of a trust three subsidiaries) all filing Form 1120-L,15, 2009, P filed a consolidated tax returnor nominee arrangement on any day of the U.S. consolidated tax group muston Form 1120-L and was required tothe trust or nominee arrangement tax complete six Schedules M-3 as follows:complete Schedule M-3 for the tax yearyear is deemed to own all corporate and (a) one consolidated Schedule M-3 withending December 31, 2008. Onpartnership interests owned or deemed to Parts I, II, and III completed to reflect theSeptember 16, 2009, DS1, DS2, DS3,be owned under these instructions by the activity of the entire U.S. consolidated taxFS1, and FS2, each acquire a 10 percenttrust or nominee arrangement. group; (b) Parts II and III of a separatepartnership interest in partnership K
Schedule M-3 for each of the fourA reportable entity partner with respect which files Form 1065 for the tax year
includible corporations to reflect theto a partnership (as defined above) must ending December 31, 2009. P is deemed
activity of each includible corporation; andreport the following to the partnership to own, directly or indirectly (under these
(c) Parts II and III of a separate Schedulewithin 30 days of first becoming a instructions), all corporate and
M-3 to eliminate intercompanyreportable entity partner and, after first partnership interests of DS1, DS2, and
transactions between includiblereporting to the partnership under these DS3, as the parent of the tax
corporations and to include limitations oninstructions, thereafter within 30 days of consolidation group and therefore is
deductions (e.g., charitable contributionthe date of any change in the interest it deemed to own 30 percent of K on
limitations and capital loss limitations) andowns or is deemed to own, directly or September 16, 2009. P is deemed to
carryover amounts (e.g., charitableindirectly, under these instructions, in the own, directly or indirectly (under these
contribution carryovers and capital losspartnership: (1) its name, (2) its mailing instructions), all corporate and
carryovers). See the discussion,address, (3) its taxpayer identification partnership interests of FS1 and FS2 as
Completion of Schedule M-3 and Certainnumber (TIN or EIN) if applicable, (4) its the owner of 50% or more of each
Allocations, Limitations, and Carryovers.entity or organization type, (5) the state or corporation by vote and therefore is

country in which it is organized, (6) the deemed to own 20% of K on September Note. Complete only one Schedule M-3,
date on which it first became a reportable 16, 2009. P is therefore deemed to own Part I, for each consolidated group. A
entity partner, (7) the date with respect to 50% of K on September 16, 2009. Since subsidiary of a consolidated group does
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not complete Schedule M-3, Part I. Enter The corporation must check the Reconciliation of Mixed Group
on Part I, the name and EIN of the applicable mixed group checkboxes on all Subgroup Sub-Consolidation
common parent of the consolidated Schedules M-3, Parts I, II, and III, as Amounts to Schedule M-3, Part I,
group. discussed below. Line 11, and to Tax Return Taxable

Income Indicate on each Schedule M-3, Parts Subgroup Sub-Consolidation: 1120II and III, on the line after the common At the consolidated level, use theSubgroup, 1120-PC Subgroup, andparent’s name and EIN, whether the Schedule M-3 form (1120, 1120-PC,
1120-L SubgroupSchedule M-3, Parts II and III, is for the: 1120-L) Parts I and II that matches the
A subgroup Schedule M-3, Parts II and III,(1) consolidated group; (2) parent form on which the parent corporation

corporation; (3) consolidation sub-consolidation must be prepared with reports and the entire consolidated group
eliminations; or (4) subsidiary corporation, all necessary eliminations within the files. For a mixed group, the consolidated
by checking the appropriate box. If Parts Schedule M-3, Part II, lines 29a, 29b, andsubgroup for each of the three possible
II and III are for a subsidiary in a 29c, amounts report the applicablesubgroups that are in fact present: one
consolidated return, also enter the name amounts from the three subgroupsubgroup for those corporations reporting
and EIN of the subsidiary. sub-consolidation Part II, line 29a,on Form 1120; one subgroup for those

amounts. (If a consolidated level Part IIcorporations reporting on Form 1120-PC;
for consolidation eliminations notSchedule M-3 Consolidation for and one subgroup for those reporting on
includible in the subgroup eliminations isForm 1120-L. The parent corporation isMixed Groups (1120/L/PC)
applicable, the applicable amounts mustincluded in the subgroup that correspondsSpecial Schedule M-3 consolidation rules
be adjusted by the applicable eliminationto the form on which it reports and theapply to a mixed group, that is, a
amounts.) The consolidated Scheduleentire consolidated group files. Forconsolidated tax group that (1) includes
M-3, Part II, line 30, amounts are the sumexample, in the case of a Form 1120-Lboth a corporation that is an insurance
of the applicable amounts on theparent and Form 1120-L consolidatedcompany and a corporation that is not an
consolidated Part II lines 29a, 29b, andgroup, the parent is included in the Forminsurance company, or (2) includes both a
29c. For a mixed group, the consolidated1120-L subgroup sub-consolidation. Eachlife insurance company and a property
Part II, lines 1 through 28 are blank andsubgroup uses its own Schedule M-3and casualty insurance company, or (3)
no consolidated Part III is required to be(1120, 1120-PC, or 1120-L), Parts II andincludes a life insurance company, a
completed.III, for each corporation within theproperty and casualty insurance

subgroup and for the subgroupcompany, and a corporation that is not an For mixed groups, the consolidated
sub-consolidation and the subgroupinsurance company. Part II, line 30, column (a) must equal
eliminations. Part I, line 11, with appropriate

Mixed group consolidation for adjustments for statutory accounting
Schedule M-3, Parts II and III, requires (1) The three subgroup sub-consolidation requirements reflected on Part I, lines 10a
subgroup sub-consolidation of the 1120 taxable income calculations on Schedule and 10b. The consolidated taxable
subgroup, the 1120-PC subgroup, and M-3 must follow the separate return income indicated on Part II, line 30,
the 1120-L subgroup, each with its own requirements of the regulation under column (d), must equal the amount shown
sub-consolidated Schedule M-3, Parts II section 1502 and all other applicable on Form 8916, line 1. Form 8916 line 8,
and III, and (2) consolidation of the regulations taking into account the must equal taxable income reported on
subgroup sub-consolidation totals on a amounts separately reported on Form the tax return.
consolidated Schedule M-3, Part II, that 8916. Capital loss limitation and
ties to a consolidated Schedule M-3, Part Completion of Mixed Groupcarryforward used and charitable
I, and a consolidated Form 8916. Checkboxes for Schedule M-3, Partdeduction limitation and carryforward

II and Part IIIused are not taken into account in theIn addition to one Schedule M-3, Part
determination of the three subgroup The following discussion of checkboxesII, and one Schedule M-3, Part III, for
sub-consolidated taxable incomes on will assume that the 1120-L subgroupeach corporation in the three subgroup
Schedule M-3, but are reflected on Form includes the corporate parent of thesub-consolidations, there will be generally
8916 and in the calculation of the life/ mixed group.a total of six additional Schedule M-3,
non-life loss limitation and carryforwardParts II, and six additional Schedule M-3, Forms 1120, 1120-PC, and 1120-L,used. See the discussion, Life/Non-LifeParts III, for the subgroup Schedule M-3, Parts II and III, each haveLoss Limitation and Carryforward Usedsub-consolidations. Specifically, there a checkbox (5) at the top indicating aCalculations.must be one Schedule M-3, Part II, and mixed group. Checkbox (5) and one or

one Schedule M-3, Part III, for each more other applicable checkboxes mustThe reconciliation totals for book,subgroup’s sub-consolidated amounts be checked for a mixed group.temporary difference, permanentand one Schedule M-3, Part II, and one
difference, and taxable income for each For example, an 1120-L parentSchedule M-3, Part III, for each
subgroup are reported on Forms 1120, corporation included in the 1120-Lsubgroup’s sub-consolidation eliminations
1120-PC, or 1120-L, as applicable, subgroup must check Form 1120-L,amounts.
Schedule M-3, Part II, line 29a, columns Schedule M-3, Parts II and III, boxes (2)
(a), (b), (c), and (d), and equal the sum ofAt the mixed group consolidated level, Parent corporation and (5) Mixed 1120/L/

there must be a consolidated Schedule the line amounts on Part II, lines 26 PC group. An 1120-L subsidiary
M-3, Part II, and, if applicable, a Schedule corporation within the 1120-L subgroupthrough 28. For a mixed group, Schedule
M-3, Part II, for consolidation eliminations must check Form 1120-L, Schedule M-3,M-3, Part II, lines 29b, 29c, and 30, are
not includible in the subgroup Parts II and III, boxes (4) Subsidiaryblank on the Forms 1120, 1120-PC, or
eliminations. At the consolidated level, corporation and (5) Mixed 1120/L/PC1120-L, as applicable, for the separate
there must also be a consolidated group. An 1120-PC subsidiary corporationcorporations (parent and subsidiary) and
Schedule M-3, Part I, and a consolidated within the 1120-PC subgroup must checkfor the three subgroup
Form 8916. For a mixed group, there is Form 1120-PC Schedule M-3, Parts IIsub-consolidations.
no Schedule M-3, Part III, at the and III, boxes (4) Subsidiary corporation

Note. A sub-consolidation is required forconsolidated level. At the consolidated and (5) Mixed 1120/L/PC group. An 1120
every subgroup, even if the subgrouplevel, use the Schedule M-3 (1120, subsidiary corporation within the 1120
consists of only one corporation. In1120-PC, or 1120-L) Parts I and II, that subgroup must check Form 1120
addition, Form 8916-A, if applicable, ismatch the form on which the parent Schedule M-3, Parts II and III, boxes (4)
required at the sub-consolidated level andcorporation reports and the entire Subsidiary corporation and (5) Mixed
the sub-consolidated elimination level.consolidated group files. 1120/L/PC group.
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The 1120 subgroup sub-consolidation At the time the Form 1120-L is filed, all
Form 1120, Schedule M-3, Parts II and III, applicable questions must be answered Specific Instructions
must be indicated by checking boxes (5) on Part I, all columns must be completed
Mixed 1120/L/PC group and (6) 1120 for Part Ion Parts II and III, and all numerical data
group for the sub-consolidation and by required by Schedule M-3 must be
checking boxes (5) Mixed 1120/L/PC provided. Any schedule required to Part I. Financial
group, and (7) 1120 eliminations, for the support a line item on Schedule M-3 must

Information and Neteliminations. The 1120-PC subgroup be attached at the time Schedule M-3 is
sub-consolidation Form 1120-PC, filed and must provide the information Income (Loss)Schedule M-3, Parts II and III, must be required for that line item.
indicated by checking boxes (5) Mixed Reconciliation

All 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 I
for each separate entity included in theboxes (5) Mixed 1120/L/PC group, and Part I must be completed for any tax year

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

If an item attributable to an includible1120-L eliminations, for the eliminations.
corporation is not shared by or allocated Line 1. Questions RegardingA mixed group with a Form 1120-L
to the appropriate member of the group the Type of Income Statementparent corporation completes a
but is retained in the parent corporation’sconsolidated level Form 1120-L, Prepared
financial statements (or books andSchedule M-3, Parts I and II, and a For Schedule M-3, Part I, lines 1 throughrecords, if applicable), then the item mustconsolidated Form 8916. The mixed 12, use only the financial statements ofbe reported by  the parent corporation ingroup consolidated Schedule M-3, Part II, the U.S. life insurance company filing theits separate Schedule M-3.  For example,must be indicated by checking boxes (1) U.S. income tax return (the consolidatedif the parent of a U.S. consolidated taxconsolidated group and (5) Mixed 1120/L/ financial statements for the U.S. parentgroup prepares financial statements thatPC group. If a consolidated level Part II corporation of a U.S. consolidated taxinclude all members of the U.S.for consolidation eliminations not group). If the U.S. life insurance companyconsolidated tax group and the parentincludible in the subgroup eliminations is filing a U.S. income tax return (or the U.S.does not allocate the group’s income taxapplicable, that Part II must be indicated parent corporation of a U.S. consolidatedexpense as reflected in the financialby checking boxes (3) Consolidated tax group) prepares its own financialstatements among the members of theeliminations and (5) Mixed 1120/L/PC statements but is controlled by anothergroup but retains it in the parentgroup. corporation (U.S. or foreign) that preparescorporation, the parent corporation must financial statements that include the U.S.Life/Non-Life Loss Limitation and report on its separate Schedule M-3 the corporation, the U.S. corporation (or theCarryforward Used Calculations U.S. consolidated tax group’s income tax U.S. parent corporation of a U.S.The applicable life/non-life loss limitation expense as reflected in the financial consolidated tax group) must use for itsand all carryforward used calculations are statements. Schedule M-3, Part I, its own financialmade using the amounts determined for statements and not the financialAny adjustments made at thetaxable income in the three subgroup statements of the controlling corporation.consolidated group level that are notsub-consolidations and other applicable

If a non-publicly traded U.S. parent lifeattributable to any specific member of theamounts separately reported on Form
insurance company of a U.S.U.S. consolidated tax group (e.g.,8916. The calculated life/non-life loss
consolidated tax group prepares financialdisallowance of net capital losses,limitation or carryforward used amounts, if
statements and that group includes acontribution deduction carryovers, andany, are not entered on Schedule M-3.
publicly traded subsidiary that fileslimitation of contribution deductions) mustThe calculated amounts, if any, are
financial statements with the Securitiesnot be reported on the separateentered on Form 8916.
and Exchange Commission (SEC), theconsolidating parent or subsidiary
consolidated financial statements of theSchedules M-3 but rather on theCompletion of Schedule
parent life insurance company are theconsolidated Schedule M-3 and on theM-3 and Certain appropriate financial statements forconsolidating Schedule M-3 for
purposes of completing Part I. Do not useconsolidation eliminations (or on FormAllocations, Limitations,
any separate company financial8916 in the case of a mixed group).and Carryovers statements that might be prepared for

If an includible corporation has (1) no publicly traded subsidiaries.A corporation (or any member of a U.S.
activity for the tax year (e.g., because theconsolidated tax group) required to file Non-Tax-Basis Financialcorporation is a dormant or inactiveSchedule M-3 must complete the form in

Statements and Tax-Basiscorporation), (2) no amount for theits entirety. In particular, a corporation
Financial Statementscorporation was included in Part I, line 11,filing a non-consolidated return that meets

and (3) the corporation has no amounts tothe filing requirements for Schedule M-3 A tax-basis income statement is allowed
report on Part II and Part III of Schedulemust complete Parts I, II, and III.  Such a for Schedule M-3 and a tax-basis balance
M-3 for the tax year, the parentcorporation does not check any of the sheet for Schedule L only if no
corporation of the U.S. consolidated taxcheckboxes at the top of Parts II and III. non-tax-basis income statement and no
group may attach to the consolidatedIn the case of a U.S. consolidated tax non-tax-basis balance sheet were
Schedule M-3, a statement that providesgroup, Part I must be completed once, on prepared for any purpose and the books
the name and EIN of the includiblethe consolidated Schedule M-3, by the and records of the corporation reflect only
corporation instead of filing a blank Part IIparent corporation.  Parts II and III must tax-basis amounts. The corporation is
and Part III of Schedule M-3 for suchbe completed by the parent corporation, deemed to have non-tax-basis income
entity. On Part I, check box (4) Dormanteach includible corporation, and a statements and the related non-tax-basis
subsidiaries schedule attached.consolidating eliminations entity. balance sheets for the current year for
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purposes of Schedule M-3 and Schedule filing Schedule M-3 (Form 1120-L), and Part I, line 1c, is checked “No.” If Part I,
L if such non-tax-basis financial the U.S. life insurance company is owned line 1a, is checked “Yes,” report on Part I,
statements were prepared for and by a foreign corporation that prepares line 4a, the net income amount reported
presented to management, creditors, financial statements that include the U.S. in the income statement presented to the
shareholders, government regulators, or life insurance company (or the U.S. SEC on the corporation’s Form 10-K (the
any other third parties for a period ending parent corporation’s consolidated group), Form 10-K for the security identified on
with or within the tax year. the U.S. life insurance company (or the Part I, line 3b, if applicable).

U.S. parent corporation of the U.S.If a Form 10-K is filed with the SEC for If a life insurance company prepares
consolidated tax group) must check “No”the period ending with or within the tax non-tax-basis financial statements, the
on questions 1a, 1b, and 1c, skip Part I,year, the corporation must check “Yes,” amount on Part I, line 4a, must equal the
lines 2a through 3c, and enter the netfor Part I, line 1a, and use that income financial statement net income (loss) for
income (loss) per the books and recordsstatement for Schedule M-3. If Form 10-K the income statement period ending with
of the U.S. corporation (or U.S.is not filed and a non-tax-basis income or within the tax year as indicated on Part
consolidated tax group) on Part I, line 4a.statement is prepared that is a certified I, line 2a.

non-tax-basis income statement for the Line 2. Questions Regarding If the life insurance company prepares
period ending with or within the tax year, non-tax-basis financial statements andIncome Statement Period andthe corporation must check “Yes,” for Part the income statement period differs fromRestatementsI, line 1b, and use that income statement the life insurance company’s tax year, theEnter the beginning and ending dates onfor Schedule M-3. If Form 10-K is not filed income statement period indicated online 2a for the life insurance company’sand no certified non-tax-basis income Part I, line 2a, applies for purposes ofannual income statement period endingstatement is prepared but an unaudited Part I, lines 4a through 8.with or within this tax year.non-tax-basis income statement is

If the life insurance company does notprepared for the period ending with or The questions on Part I, lines 2b and prepare non-tax-basis financialwithin the tax year, the corporation must 2c, regarding income statement statements, and has checked “No” oncheck “Yes,” for Part I, line 1c, and use restatements, refer to the worldwide Part I, line 1c, enter the net income (loss)that income statement for Schedule M-3. consolidated income statement issued by per the books and records of the U.S. lifethe corporation filing the U.S. income taxOrder of priority in accounting insurance company or the U.S.return (the consolidated financialstandards. If no Form 10-K is filed and consolidated tax group on Part I, line 4a.statements for the U.S. parent corporationtwo or more non-tax-basis income
Indicate on Part I, line 4b, which of theof a U.S. consolidated tax group) andstatements are both certified

following accounting standards were usedused to prepare Schedule M-3. Answernon-tax-basis income statements for the
for line 4a.“Yes” on lines 2b and/or 2c if theperiod, the income statement prepared

corporation’s annual income statementaccording to the following order of priority 1. U.S. Generally Accepted
has been restated for any reason. Attachin accounting standards shall be used. Accounting Principles (GAAP).
a short explanation of the reasons for the 2. International Financial Reporting1. U.S. Generally Accepted
restatement in net income for each Standards (IFRS).Accounting Principles (GAAP).
annual income statement period that is 3. Statutory.2. International Financial Reporting
restated, including the original amount 4. Other (Specify).Standards (IFRS).
and restated amount of each annual3. Any other International Accounting

Report on Part I, lines 5a through 10,statement period’s net income. TheStandards (IAS).
as instructed below, all adjustmentattached schedule is not required to4. Statutory accounting for insurance
amounts required to adjust worldwide netreport restatements on an entity-by-entitycompanies.
income (loss) reported on this Part I, linebasis.5. Other regulatory accrual
4a (whether from financial statements oraccounting. Line 3. Questions Regarding books and records), to net income (loss)6. Any other accrual accounting Publicly Traded Voting of includible corporations that must bestandard. Common Stock reported on Part I, line 11.7. Any fair market value standard.

The primary U.S. publicly traded voting8. Any cash basis standard. Report on line 12a the worldwide
common stock class is the most widely consolidated total assets and total

If no non-tax-basis income statement held or most heavily traded within the liabilities amounts for the corporation
is certified and two or more non-tax-basis U.S. as determined by the life insurance using the same financial statements (or
statements are prepared, the income company. If the life insurance company books and records) used for the
statement prepared according to the first has more than one class of publicly worldwide consolidated income (loss)
listed of the accounting standards listed traded voting common stock, attach a list amount reported on Part I, line 4a.
above shall be used. of the classes of publicly traded voting If a U.S. life insurance company (a)common stock and the trading symbolIf no non-tax-basis financial has net income (loss) included on Part I,and the nine-digit CUSIP number of eachstatements are prepared for a U.S. life line 4a, and removed on Part I, line 6a orclass.insurance company (or, in the case of a 6b, on another U.S. corporation’s
U.S. consolidated tax group, for the U.S. Schedule M-3, (b) files its own FormLine 4. Worldwide Consolidated
parent corporation’s consolidated group) 1120-L (separate or consolidated), (c)Net Income (Loss) per Incomefiling Schedule M-3, the U.S. life does not have a separate non-tax-basisStatementinsurance company (or the U.S. parent financial statement (certified or otherwise)

Report on Part I, line 4a, the worldwidecorporation of a U.S. consolidated tax of its own, and (d) reports on Schedule L,
consolidated net income (loss) per thegroup) must check “No” on questions 1a, Part II, line 2, column (b), of its own Form
income statement (or books and records,1b, and 1c, skip Part I, lines 2a through 1120-L total consolidated assets that
if applicable) of the corporation. A3c, and enter the net income (loss) per equal or exceed $10 million at the end of
corporation filing a non-consolidatedthe books and records of the U.S. life the corporation’s tax year, the life
Form 1120-L for itself must report itsinsurance company (or U.S. consolidated insurance company must answer
worldwide income on Part I, line 4a.tax group) on Part I, line 4a. questions 1a, 1b, and 1c, of Part I as

If no non-tax-basis financial In completing Schedule M-3, the life appropriate for its own Form 1120-L and
statements are prepared for a U.S. life insurance company must use financial must report on Part I, line 4a, the amount
insurance company (or, in the case of a statement amounts from the financial for the corporation’s net income (loss)
U.S. consolidated tax group, for the U.S. statement type checked “Yes” on Part I, that is removed on Part I, line 6a or 6b, of
parent corporation’s consolidated group) line 1, or from its books and records if the other corporation’s Schedule M-3.
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However, if in the circumstances books and records, and any consolidation Lines 7a, 7b, and 7c. Net
described immediately above, the life or elimination entries (for intercompany Income (Loss) of Other Foreign
insurance company does have separate dividends, minority interests, etc.) not Disregarded Entities, Netnon-tax-basis financial statements reportable on Part I, line 8, should be Income (Loss) of Other U.S.(certified or otherwise) of its own, reported on the attached supporting Disregarded Entities, and Netindependent of the amount of the schedule as a net amount on a line Income (Loss) of Othercorporation’s net income included in Part separate and apart from lines that report
I, line 4a, of the other U.S. corporation, Includible Entitieseach nonincludible foreign entity’s
the life insurance company must answer Include on lines 7a, 7b, or 7c the financialseparate net income (loss).
questions 1a, 1b, and 1c, of Part I, as net income or (loss) of each foreign or
appropriate, for its own Form 1120-L, U.S. disregarded entity or other includible
based on its own separate income Line 6. Net Income (Loss) of corporation that is not included in the
statement, and must report on Part I, line Nonincludible U.S. Entities consolidated financial group and therefore
4a, the net income amounts shown on its not included in the income reported onRemove the financial net income (line 6a)separate income statement. Part I, line 4a. Include on line 7a or 7b theor loss (line 6b) included in Part I, line 4a,

financial net income or (loss) of anyNote. See the instructions for Part I, line for each U.S. entity that is not an
disregarded entity that is not included in10, for adjustments that may be includible corporation in the U.S.
the income reported on Part I, line 4a, butnecessary to reconcile financial statement consolidated tax group (nonincludible
is included in Part I, line 11 (otherincome to statutory income for the life U.S. entity). In addition, on Part I, line 8,
disregarded entities). Include on line 7cinsurance company. adjust for consolidation eliminations and
the financial net income or (loss) of anycorrect for minority interest andLine 5. Net Income (Loss) of entity not a disregarded entity that is notintercompany dividends between any included in the income reported on Part I,Nonincludible Foreign Entities nonincludible U.S. entity and any line 4a, but is included on line 11 (otherRemove the financial net income (line 5a) includible corporation. Do not remove in includible corporation). In addition, onor loss (line 5b) of each foreign entity that Part I the financial net income (loss) of Part I, line 8, adjust for consolidationis included on Part I, line 4a, and is not an any nonincludible U.S. entity accounted eliminations and correct for minorityincludible corporation in the U.S. for on Part I, line 4a, using the equity interest and intercompany dividends forconsolidated tax group (nonincludible method. any other includible disregarded entity orforeign entity). In addition, on Part I, line
other includible corporation.8, adjust for consolidation eliminations

Attach a supporting schedule thatand correct for minority interest and Attach a supporting schedule thatprovides the name, EIN, and net incomeintercompany dividends between any provides the name, EIN, and net income(loss) included on Part I, line 4a, that isnonincludible foreign entity and any (loss) per the financial statement or booksremoved on line 6 for each separateincludible corporation. Do not remove in and records for each separate othernonincludible U.S. entity. Also state thePart I the financial net income (loss) of disregarded entity or other includibletotal assets and total liabilities for eachany nonincludible foreign entity accounted entity reported on line 7. Also state thesuch separate nonincludible U.S. entityfor on Part I, line 4a, using the equity total assets and total liabilities for eachand include those assets and liabilitiesmethod. such separate included entity and includeamounts in the total assets and totalAttach a supporting schedule that those assets and liabilities amounts in the
liabilities reported on Part I, line 12c. Theprovides the name, EIN (if applicable), total assets and total liabilities reported on
amounts of income (loss) detailed on theand net income (loss) included on Part I, Part I, line 12d. The amounts of income
supporting schedule should be reportedline 4a, that is removed on line 5 for each (loss) detailed on the supporting schedule
for each separate nonincludible U.S.separate nonincludible foreign entity. Also should be reported for each separate
entity without regard to the effect ofstate the total assets and total liabilities other disregarded entity or other
consolidation or elimination entries. Iffor each such separate nonincludible includible entity without regard to the
there are consolidation or eliminationforeign entity and include those assets effect of consolidation or elimination
entries relating to nonincludible U.S.and liabilities amounts in the total assets entries solely between or among the
entities whose income (loss) is reportedand total liabilities reported on Part I, line entities listed. If there are consolidation or
on the attached schedule that are not12b. The amounts of income (loss) elimination entries relating to such other

detailed on the supporting schedule disregarded entity or other includiblereportable on Part I, line 8, the net
should be reported for each separate entities whose income (loss) is reportedamounts of all such consolidation and
nonincludible foreign entity without regard on the attached schedule that are notelimination entries must be reported on a
to the effect of consolidation or reportable on Part I, line 8, the netseparate line on the attached schedule,
elimination entries. If there are amounts of all such consolidation andso that the separate financial accounting
consolidation or elimination entries elimination entries must be reported on aincome (loss) of each nonincludible U.S.
relating to nonincludible foreign entities separate line on the attached schedule,entity remains separately stated. For
whose income (loss) is reported on the so that the separate financial accountingexample, if the net income (after
attached schedule that are not reportable income (loss) of each other disregardedconsolidation and elimination entries) of a
on Part I, line 8, the net amounts of all entity or other includible entity remainsnonincludible U.S. sub-consolidated
such consolidation and elimination entries separately stated. For example, if the netgroup is being reported on line 6a, the
must be reported on a separate line on income (after consolidation andattached supporting schedule shouldthe attached schedule, so that the elimination entries) of a sub-consolidatedreport the income (loss) of each separateseparate financial accounting income group of other disregarded entities is

nonincludible U.S. legal entity from each(loss) of each nonincludible foreign entity being reported on line 7a or 7b, the
such entity’s own financial accounting netremains separately stated. For example, if attached supporting schedule should
income statement or books and records,the net income (after consolidation and report the income (loss) of each separate
and any consolidation or eliminationelimination entries) of a nonincludible other disregarded entity from each entity’s
entries (for intercompany dividends,foreign sub-consolidated group is being own financial accounting net income
minority interests, etc.) not reportable onreported on line 5a, the attached statement or books and records, and any
Part I, line 8, should be reported on thesupporting schedule should report the consolidation or elimination entries (for
attached supporting schedule as a netincome (loss) of each separate intercompany dividends, minority
amount on a line separate and apart fromnonincludible foreign legal entity from interests, etc.) not reportable on Part I,
lines that report each nonincludible U.S.each such entity’s own financial line 8, should be reported on the attached
entity’s separate net income (loss).accounting net income statement or supporting schedule as a net amount on a

-7-Instructions for Schedule M-3 (Form 1120-L) (2009)



Page 8 of 21 Instructions for Schedule M-3 (Form 1120-L) (2009) 12:48 - 20-JAN-2010

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

line separate and apart from lines that entries for the nonincludible entity, the income (Annual Statement). If the net
report each other disregarded entity’s corporate owner must reverse on income (loss) of a corporation that files
separate net income (loss). Schedule M-3, Part I, line 8, the Form 1120-PC or Form 1120-L is

elimination of the equity income inclusion included on Part I, line 4a, or line 7, and isLine 8. Adjustment to from the entity. If the owner corporation computed on a basis other than statutory
Eliminations of Transactions does not account for the entity on the accounting, include on line 10a the
Between Includible Entities and equity method on its own general ledger, adjustments necessary such that Part I,

it will not have eliminated the equity line 11, includes intercompany dividendsNonincludible Entities
income for consolidated financial in the net income (loss) for suchAdjustments on Part I, line 8, to reverse
statement purposes, and therefore will corporation to the extent required bycertain financial accounting consolidation
have no elimination of equity income to statutory accounting principles. Foror elimination entries are necessary to
reverse. insurance companies included in theensure that transactions between

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

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

financial group but that are reported on period.Line 9. Adjustment ToPart I, lines 7a, 7b, or 7c in order to report For any adjustments reported on PartReconcile Income Statementthe correct total amount on Part I, line 11. I, lines 10a, 10b, and 10c, attach aPeriod to Tax YearInclude on Part I, line 8, the total of the supporting schedule that provides, for
Include on line 9 any adjustmentsfollowing: (a) amounts of any adjustments each corporation to which an adjustment
necessary to the income (loss) ofto consolidation entries and elimination relates: the name and EIN of the
includible corporations to reconcileentries that are contained in the amount corporation, the amount of net income
differences between the corporation’sreported on Part I, line 4a, required as a included in Part I before any adjustments
income statement period reported on lineresult of removing amounts on Part I, line on line 10, the amount of net income
2a and the corporation’s tax year. Attach5 or 6; and (b) amounts of any additional included on Part I, line 11, the amount of
a schedule describing the adjustment.consolidation entries and elimination the net adjustment that is attributable to

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

Dividend Adjustments Tothe elimination of intercompany dividends lines 10b or 10c, attach a supplemental
included on Part I, line 4a, that relate to Reconcile to Line 11, supporting schedule identifying the line
the net income of entities removed on (10b or 10c), the type of each adjustmentLine 10b. Other Statutory
Part I, line 5 or 6, because the income to included in the net adjustment, and theAccounting Adjustments To
which the consolidation or elimination amount of each adjustment included inReconcile to Line 11, andentries relate has been removed. Also, for the net adjustment.Line 10c. Other Adjustments Toexample, consolidation or elimination

Reconcile to Amount on Line 11 Line 11. Net Income (Loss) perentries must be reported on line 8 to
Income Statement of Includiblereflect any minority interest ownership in Include on lines 10a, 10b, and 10c any

the net income of other disregarded other adjustments to reconcile net income Corporations
entities or other includible entities (loss) on Part I, line 4a, through Part I, Report on line 11 the net income (loss)
reported on Part I, lines 7a, 7b, or 7c, and line 9, with net income (loss) on Part I, per the income statement (or books and
to eliminate any intercompany dividends line 11. Include on line 10a the amount of records, if applicable) of the life insurance
between entities whose income is any intercompany dividend adjustment company. In the case of a U.S.
included on Part I, lines 7a, 7b, or 7c, and required by statutory accounting. Include consolidated tax group, report the
other entities included in the consolidated on line 10b the amount of any other consolidated income statement net
U.S. income tax return. See line 11, required statutory accounting adjustment. income (loss) of all corporations listed on
examples 3, 4, and 5. Include on line 10c the amount of any Form 851 and included in the

other adjustment not required by statutoryIf a corporate owner of an interest in consolidated U.S. income tax return for
accounting.another entity: (1) accounts for the the tax year. Amounts reported in column

interest in the entity in the owner Normally, all intercompany dividends (a) of Parts II and III (see instructions
corporation’s separate general ledger on will have been eliminated or excluded below) must be reported on the same
the equity method, and (2) fully from the financial accounting consolidated accounting method used to report the
consolidates the entity in the owner net income (loss) reported on Part I, line amount of net income (loss) per income
corporation’s consolidated financial 4a. However, an insurance company may statement of includible corporations on
statements, but the entity is not includible be required to include certain Part I, line 11, which for insurance
in the owner corporation’s consolidated intercompany dividends on Part I, line 11, companies is usually statutory
U.S. income tax return, then, as part of so that the amount reported on Part I, line accounting. For insurance companies
reversing all consolidation and elimination 11, agrees with statutory accounting net included in the consolidated U.S. income
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tax return, see instructions for Part I, line DS1 through DS75 must be reported in income from DS1 must be reported on
10, and Part II, line 7. Part II, line 8, Minority interest for Part II, line 7, column (d).

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

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

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

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

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

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

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

P must check “Yes” on Part I, line 1a. statements. P does not account for DS1 4. U.S. life insurance company C
On Part I, line 4a, P must report the in P’s separate general ledger on the owns 60% of the capital and profits
consolidated net income from the SEC equity method. DS1 has net income of interests in U.S. LLC N. C accounts for N
Form 10-K for the consolidated financial $100 (before minority interests) and pays in C’s separate general ledger on the
statement group of P, DS1 through dividends of $50, of which P receives equity method. N has net income of $100
DS100, and FS1 through FS50. P must $30. The dividend is eliminated in the (before minority interests) and makes no
remove the net income (loss) of FS1 consolidated financial statements. In its distributions during the tax year. C treats
through FS50 on Part I, lines 5a or 5b, as financial statements, P consolidates DS1 N as a corporation for financial statement
applicable. P must remove the net income and includes $60 of net income ($100 purposes and as a partnership for U.S.
(loss) before minority interests of DS76 less the minority interest of $40) on Part I, income tax purposes. For equity method
through DS100 on Part I, lines 6a or 6b, line 4a. reporting on C’s separate general ledger,
as applicable. P must reverse on Part I, C includes its 60% equity share of NP must remove the $100 net income of
line 8: income, which is $60. In its financialDS1 on Part I, line 6a. P must reverse on

statements, C eliminates the $60 of Na. The elimination of dividends Part I, line 8, the elimination of the $40
equity method income and consolidates Nreceived by P and DS1 through DS75 minority interest net income of DS1. In
including $60 of net income ($100 lessfrom DS76 through DS100 and FS1 addition, P reverses its elimination of the
the minority interest of $40) on Part I, linethrough FS50; and $30 intercompany dividend in its financial
4a.b. The recognition of minority statements on Part I, line 8. The net result

interests’ share of the net income (loss) of is that P includes the $30 dividend from C must remove the $100 net income of
DS76 through DS100. Note: The minority DS1 at Part I, line 11, and on Part II, line N on Part I, line 6a. C must reverse on
interests’ share, if any, of the income of 7, column (a). P’s taxable dividend Part I, line 8, the elimination of the $40
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minority interest net income of N and the expense of DS1 included in line 7c for a Schedule M-3 Versus Consolidating
elimination of the $60 of N equity method net change of zero; and (b) an entry to Schedules M-3 for Form 1120-L Groups
income. The result is that C includes the reflect the $20 minority interest in the net on page 3, and Schedule M-3
$60 of equity method income for N on income of DS1 (DS1 net income of $100 Consolidation for Mixed Groups (1120/L/
Part I, line 11, and on Part II, line 9, times 20% minority interest). The result is PC) on page 4.
column (a). C’s taxable income from N that Part 1, line 11, reports $1,120: For each line item in Parts II and III,
must be reported by C on Part II, line 9, $1,040 from line 4a, $100 from line 7c, report in column (a) the amount of net
column (d). and ($20) from line 8. Stated another income (loss) included in Part I, line 11,

way, Part I, line 11, includes the entire5. U.S. life insurance company C and report in column (d) the amount
$1,000 net income of P, measured beforeowns 60% of the capital and profits included in taxable income on Form
recognition of the intercompany interestinterests in U.S. LLC N. C accounts for N 1120-L, page 1, line 20.
income from DS1 and the consolidation ofin C’s separate general ledger on the

Note. A schedule or explanation may beDS1 operations, plus the entire $140 netequity method. N has net income of $100
attached to any line even if none isincome of DS1, measured before interest(before minority interests) and pays a $50
required.expense to P, less the minority interestcash distribution, of which C receives

ownership of $20 in DS1’s separate net$30. The distribution reduces C’s When To Complete Columns (a)income ($100). The consolidated U.S.investment in N for equity method and (d)income tax group is required to include onreporting on C’s separate general ledger.
the attached supporting schedule for Part A life insurance company is not requiredC treats N as a corporation for financial
I, line 8, the details of the adjustment to to complete columns (a) and (d) of Partsstatement purposes and as a partnership
the minority interest in the net income of II and III for the first tax year the lifefor U.S. income tax purposes. For equity
DS1, but is not required to report the insurance company is required to filemethod reporting on C’s separate general
offsetting adjustment to the intercompany Schedule M-3. The life insuranceledger, C includes its 60% equity share of
elimination of interest income and interest company must complete columns (a) andN income, which is $60. In its financial
expense (though it is permitted to do so). (d) of Parts II and III for all tax yearsstatements, C eliminates the $60 of N

subsequent to the first tax year the lifeequity method income and consolidates N Line 12. Total Assets and insurance company is required to fileand includes $60 of net income ($100 Liabilities of Entities Included Schedule M-3. For example, if aless the minority interest of $40) on Part I,
or Removed on Part I, Lines 4, corporation was required to file Scheduleline 4a.
5, 6, and 7 M-3 as a member of a U.S. consolidatedC must remove the $100 net income of

tax group and the corporation leaves theLine 12 must be completed by allN on Part I, line 6a. C must reverse on
U.S. consolidated tax group, thecorporations that file Schedule M-3.Part I, line 8, the elimination of the $40
corporation is required to completeReport on lines 12a, 12b, 12c, and 12dminority interest net income of N and the
Schedule M-3 in its entirety in anythe total amount (not just theelimination of the $60 of N equity method
succeeding tax year that the corporationcorporation’s share) of assets andincome. The result is that C includes the
is required to complete Schedule M-3.liabilities of entities included or removed$60 of equity method income for N on
However, if the corporation joins in filing aon Part I, lines 4, 5, 6, and 7. On line 12a,Part I, line 11, and on Part II, line 9,
different consolidated U.S. income taxenter the worldwide consolidated totalcolumn (a). C’s taxable income from N
return, then the corporation mustassets and total liabilities of all of themust be reported by C on Part II, line 9,
complete its Schedule M-3 in its entiretyentities included in completing Part I, linecolumn (d).
in any year that the U.S. consolidated tax4a. On line 12b, enter the total assets and
group must complete its Schedule M-3 intotal liabilities of the entities removed inExample 5. U.S. life insurance
its entirety.completing on Part I, line 5. On line 12c,company P owns 80% of the stock of

enter the total assets and total liabilitiescorporation DS1. DS1 is included in P’s If, for any tax year (or tax years) prior
removed in completing Part I, line 6. Onconsolidated U.S. income tax return, even to the first tax year a life insurance
line 12d, enter total assets and totalthough DS1 is not included in P’s company is required to file Schedule M-3,
liabilities included in completing Part I,consolidated financial statements on a life insurance company voluntarily files
line 7.either a consolidated basis or on the Schedule M-3, then in those voluntary

equity method. DS1 has current year net filing years the life insurance company is
income of $100 after taking into account not required to complete columns (a) and

Specific Instructions forits $40 interest payment to P. P has net (d) of Parts II and III. In addition, in the
income of $1,040 after recognition of the first tax year the life insurance company isParts II and IIIinterest income from DS1. Because DS1 required to file Schedule M-3, the life

For consolidated U.S. income tax returns,is an includible corporation, 100% of the insurance company is not required to
file supporting schedules for eachnet income of both P and DS1 must be complete columns (a) and (d) of Parts II
includible corporation. See Consolidatedreported on Form 1120-L, page 1, of the and III.
Return in the Instructions for FormPDS consolidated U.S. income tax return, If a life insurance company that is not1120-L.and the intercompany interest income and a mixed group chooses not to complete

expense must be removed by General Format of Parts II and columns (a) and (d) of Parts II and III in
consolidation elimination entries. III the first tax year the life insurance

company is required to file Schedule M-3P must report its financial statement Check the applicable box(es) at the top of
(or in any year in which the life insurancenet income of $1,040 on Part I, line 4a, pages 2 and 3 of Schedule M-3 to
company voluntarily files Schedule M-3),and reports DS1’s net income of $100 on indicate whether the Schedule M-3 is for
then Part II, line 30, is reconciled by thePart I, line 7c. Then, in order to reflect the the:
life insurance company (or, in the case offull consolidation of the financial 1. Consolidated group; a U.S. consolidated tax group, by theaccounting net income of P and DS1 at 2. Parent corporation; group’s parent life insurance company onPart I, line 11, Net income (loss) per 3. Consolidated eliminations; Part II, line 30, of the group’sincome statement of includible 4. Subsidiary corporation; or consolidated Schedule M-3) in thecorporations, the following consolidation 5. Mixed 1120/L/PC group. following manner:and elimination entries are reported on

Part I, line 8: (a) offsetting entries to Also check the applicable box to 1. Report the amount from Part I, line
remove the $40 of interest income indicate whether the Schedule M-3 is for 11, on Part II, line 30, column (a);
received from DS1 included by P on line a sub-consolidated: (6) 1120-L group; or 2. Leave blank Part II, lines 1 through
4a, and to remove the $40 of interest (7) 1120-L eliminations. See Consolidated 29, columns (a) and (d);
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3. Leave blank Part III, columns (a) company believes will reverse in a future of Parts III filed by the corporation. Mixed
and (d); and tax year (that is, have an opposite effect groups should see the discussion,

4. Report on Part II, line 30, column on taxable income in a future tax year (or Schedule M-3 Consolidation for Mixed
(d), the sum of Part II, line 30, columns years) due to the difference in timing of Groups (1120/L/PC).
(a), (b), and (c). recognition for financial accounting and

General ReportingU.S. income tax purposes) or is the
Note. Mixed groups should see the Requirementsreversal of such a difference that arose in
section, Schedule M-3 Consolidation for a prior tax year. Report in column (c) any If an amount is attributable to a reportable
Mixed Groups (1120/L/PC). difference that the life insurance company transaction described in Regulations

believes will not reverse in a future tax section 1.6011-4(b), the amount must beIn the case of a U.S. consolidated tax
year (and is not the reversal of such a reported in columns (a), (b), (c), and (d),group that is not a mixed group, the
difference that arose in a prior tax year). as applicable, of Part II, line 12, itemsreconciliation described in the preceding

relating to reportable transactions,paragraph must be performed by each If the life insurance company is unable
regardless of whether the amount wouldmember of the U.S. consolidated tax to determine whether a difference
otherwise be reported on Part II or Part IIIgroup. However, because Part I must be between column (a) and column (d) for an
of Schedule M-3. Thus, if a taxpayer filescompleted only once on the consolidated item will reverse in a future tax year or is
Form 8886, Reportable TransactionSchedule M-3 by the parent corporation the reversal of a difference that arose in a
Disclosure Statement, the amountsof the U.S. consolidated tax group, the prior tax year, report the difference for
attributable to that reportable transactionamount reported on Part II, line 30, that item in column (c).
must be reported on Part II, line 12.column (a), by each member of the U.S. Example 6. For the 2008, 2009, and

consolidated tax group on its respective 2010 tax years, life insurance company A A life insurance company is required toSchedule M-3 is the amount attributable has total consolidated assets on the last report in column (a) of Parts II and III theto that member that is reported on the day of the tax year as reported on amount of any item specifically listed onconsolidated Schedule M-3, Part I, line Schedule L, Part II, line 2, column (b), of Schedule M-3 that is in any manner11, completed by the parent corporation. $8 million, $11 million, and $12 million, included in the life insurance company’sAccordingly, the amount reported on Part respectively. A is required to file Schedule current year annual statement net incomeII, line 30, columns (a) through (d) of the M-3 for its 2009 and 2010 tax years. (loss) or in an income or expense accountconsolidated Schedule M-3 is the sum of maintained in the life insuranceFor its 2008 tax year, A voluntarily filesthe amounts reported by each member of company’s books and records, even ifSchedule M-3 and does not completethe U.S. consolidated tax group on its there is no difference between thatcolumns (a) and (d) of Parts II and III.respective Schedule M-3 (including a amount and the amount included inFor A’s 2009 tax year, the first tax yearSchedule M-3 for consolidation taxable income unless (a) otherwisethat A is required to file Schedule M-3, Aeliminations, if necessary). Note that the provided in these instructions or (b) theis only required to complete Part I andamount reported on Part II, line 30, amount is attributable to a reportablecolumns (b) and (c) of Parts II and III. Forcolumn (a), of the consolidated Schedule transaction described in RegulationsA’s 2010 tax year, A is required toM-3 must equal the amount reported on section 1.6011-4(b) and is thereforecomplete Schedule M-3 in its entirety.Part I, line 11, of the consolidated reported on Part II, line 12. For example,Schedule M-3, and that the amount Example 7. Life insurance company with the exception of interest incomereported on Part II, line 30, column (d), of B is a U.S. publicly traded corporation reflected on a Schedule K-1 received by athe consolidated Schedule M-3 must that files a consolidated U.S. income tax life insurance company as a result of theequal the amount reported on the return and prepares consolidated SAP/ life insurance company’s investment in aconsolidated Form 1120-L, page 1, line GAAP financial statements. In prior years, partnership or other pass-through entity,20. B acquired intellectual property (IP) and all interest income, whether from
goodwill through several corporate unconsolidated affiliated companies, thirdWhen To Complete Columns (b) acquisitions. The IP is amortizable for parties, banks, or other entities, whetherand (c) both U.S. income tax and financial from foreign or domestic sources,Columns (b) and (c) of Parts II and III statement purposes. In the current year, whether taxable or exempt from tax andmust be completed for any tax year for B’s annual amortization expense for IP is regardless of how or where the income iswhich the life insurance company files $9,000 for U.S. income tax purposes and classified in the life insurance company’sSchedule M-3. $6,000 for financial statement purposes. annual statement, must be included on
In its financial statements, B treats theFor any item of income, gain, loss, Part II, line 13, column (a). Likewise, all
difference in IP amortization as aexpense, or deduction for which there is a fines and penalties paid to a government
temporary difference. The goodwill is notdifference between columns (a) and (d), or other authority for the violation of any
amortizable for U.S. income tax purposesthe portion of the difference that is law for which fines or penalties are
and is subject to impairment for financialtemporary must be entered in column (b) assessed must be included on Part III,
statement purposes. In the current year,and the portion of the difference that is line 12, column (a), regardless of the
B records an impairment charge on thepermanent must be entered in column (c). government authority that imposed the
goodwill of $5,000. In its financial fines or penalties, regardless of whetherIf financial statements are prepared by statements, B treats the goodwill the fines or penalties are civil or criminal,the life insurance company in accordance impairment as a permanent difference. B regardless of the classification,with statutory accounting principles must report the amortization attributable nomenclature, or terminology attached to(SAP), differences that are treated as to the IP on Part III, line 30, and report the fines or penalties by the imposingtemporary for SAP must be reported in $6,000 in column (a), a temporary authority in its actions or documents, andcolumn (b) and differences that are difference of $3,000 in column (b), and regardless of how or where the fines orpermanent (that is, not temporary for $9,000 in column (d). B must report the penalties are classified in the lifeSAP) must be reported in column (c). goodwill impairment on Part III, line 29, insurance company’s summary ofGenerally, pursuant to SAP, a temporary and report $5,000 in column (a), a operations or the income and expensedifference affects (creates, increases, or permanent difference of ($5,000) in accounts maintained in the life insurancedecreases) a deferred tax asset or column (c), and $0 in column (d). company’s books and records.liability.

If the life insurance company does not If a life insurance company would beReporting Requirements
prepare financial statements, or the required to report in column (a) of Parts IIfor Parts II and IIIfinancial statements are not prepared in and III the amount of any item specifically
accordance with SAP, report in column Except for mixed group consolidation, the listed on Schedule M-3 in accordance
(b) any difference that the life insurance number of Parts II must equal the number with the preceding paragraph, except that
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the life insurance company has difference and the item is not described in tax purposes. In its annual statement, C
capitalized the item of income or expense Part III, lines 1 through 37, report and treats the differences between annual
and reports the amount in its annual describe the entire amount of the item on statement and U.S. income tax
statement or in asset and liability Part III, line 38. depreciation expense as giving rise to
accounts maintained in the life insurance temporary differences that will reverse inIf there is no difference between the
company’s books and records, the life future years. C must combine all of itsannual statement amount and the taxable
insurance company must report the depreciation adjustments. Accordingly, Camount of an entire item of income, loss,
proper tax treatment of the item in must report on Part III, line 32, for itsexpense, or deduction and the item is not
columns (b), (c), and (d), as applicable. 2009 tax year income statementdescribed or included in Part II, lines 1

depreciation expense of $90,000 inFurthermore, in applying the two through 24, or Part III, lines 1 through 37,
column (a), a temporary difference ofpreceding paragraphs, a life insurance report the entire amount of the item in
$10,000 in column (b), and U.S. incomecompany is required to report in column columns (a) and (d) of Part II, line 28.
tax depreciation expense of $100,000 in(a) of Parts II and III the amount of any Separately stated and adequately column (d).item specifically listed on Schedule M-3 disclosed. Each difference reported in

that is included in the life insurance Parts II and III must be separately stated Example 9. Life insurance companycompany’s annual statement or exists in and adequately disclosed. In general, a D is a calendar year taxpayer that wasthe life insurance company’s books and difference is adequately disclosed if the required to file Schedule M-3 for its 2008records, regardless of the nomenclature difference is labeled in a manner that tax year and is required to file Scheduleassociated with that item in the annual clearly identifies the item or transaction M-3 for its 2009 tax year. On Decemberstatement or books and records. Accurate from which the difference arises. For 31, 2009, D establishes two reservecompletion of Schedule M-3 requires further guidance about adequate accounts in the amount of $100,000 forreporting amounts according to the disclosure, see Regulations section each account. One reserve account is ansubstantive nature of the specific line 1.6662-4(f). If a specific item of income, allowance for agency balances that areitems included in Schedule M-3 and gain, loss, expense, or deduction is estimated to be uncollectible. The secondconsistent reporting of all transactions of described on Part II, lines 9 through 24, or reserve is an estimate of future officelike substantive nature that occurred Part III, lines 1 through 37, and the line closure expenses. In its annualduring the tax year. For example, all does not indicate to “attach schedule” or statement, D treats the two reserveexpense amounts that are included in the “attach details,” and the specific accounts as giving rise to temporaryannual statement or exist in the books instructions for the line do not call for an differences that will reverse in futureand records that represent some form of attachment of a schedule or statement, years. The two reserves are expenses in“Bad debt expense,” must be reported on then the item is considered separately D’s 2009 annual statement but are notPart III, line 33, column (a), regardless of stated and adequately disclosed if the deductions for U.S. income tax purposeswhether the amounts are recorded or item is reported on the applicable line and in 2009. D must not combine thestated under different nomenclature in the the amount(s) of the item(s) are reported Schedule M-3 differences for the twoannual statement or the books and in the applicable columns of the reserve accounts. D must report therecords such as: “Provision for doubtful applicable line. See the instructions amounts attributable to the allowance foraccounts”; “Expense for uncollectible beginning on page 13 for specific bad debts on Part III, line 33, Bad debtnotes receivable”; or “Impairment of trade additional information required to be expense/agency balances written off, andaccounts receivable.” Likewise, as stated provided for amounts reported on Part II, must separately state and adequatelyin the preceding paragraph, all fines and lines 1 through 8. disclose the amount attributable to thepenalties must be included on Part III, line
Note. A schedule or explanation may be other reserve, office closure costs, on a12, column (a), regardless of the
attached to any line even if none is required, attached schedule that supportsterminology or nomenclature attached to
required. the amounts on Part III, line 38.them by the life insurance company in its

books and records or annual statement. Except as otherwise provided, Example 10. Life insurance company
differences for the same item must beWith limited exceptions, Part II F is a calendar year taxpayer that was
combined or netted together and reportedincludes lines for specific items of income, required to file Schedule M-3 for its 2008
as one amount on the applicable line ofgain, or loss (income items) (see Part II, tax year and is required to file Schedule
Schedule M-3. However, differences forlines 1 through 24). If an income item is M-3 for its 2009 tax year. During 2009, F
separate items must not be combined ordescribed in Part II, lines 1 through 24, incurs $200 of meals and entertainment
netted together. Each item (andreport the amount of the item on the expenses that F deducts in computing net
corresponding amount attributable to thatapplicable line, regardless of whether income per the income statement. Of the
item) must be separately stated andthere is a difference for the item. If there $200, $50 is subject to the 50% limitation
adequately disclosed on the applicableis a difference for the income item, or only under section 274(n). F treats the
line of Schedule M-3, or any schedulea portion of the income item has a limitation on deductions for meals and
required to be attached, even if thedifference and a portion of the item does entertainment as a permanent difference.
amounts are below a certain dollarnot have a difference, and the item is not Because meals and entertainment
amount.described in Part II, lines 1 through 24, expenses are specifically described in

report and describe the entire amount of Part III, line 11, Meals and entertainment,Example 8. Life insurance company
the item on Part II, line 25. F must report all of its meals andC is a calendar year taxpayer that placed

entertainment expenses on this line,With limited exceptions, Part III in service ten depreciable fixed assets in
regardless of whether there is aincludes lines for specific items of 2003. C was required to file Schedule M-3
difference. Accordingly, F must reportexpense or deduction (expense items). for its 2008 tax year and is required to file
$200 in column (a), $25 in column (c),(See Part III, lines 1 through 37.) If an Schedule M-3 for its 2009 tax year. C’s
and $175 in column (d). F must not reportexpense item is described on Part III, total depreciation expense for its 2009 tax
the $150 of meals and entertainmentlines 1 through 37, report the amount of year for five of the assets is $50,000 for
expenses that are deducted in F’s annualthe item on the applicable line, regardless summary of operations purposes and
statement net income and are fullyof whether there is a difference for the $70,000 for U.S. income tax purposes.
deductible for U.S. income tax purposesitem. If there is a difference for the C’s total annual depreciation expense for
on Part II, line 28, and the $50 subject toexpense item, or only a portion of the its 2009 tax year for the other five assets
the limitation under section 274(n) on Partexpense item has a difference and a is $40,000 for summary of operations
III, line 11.portion of the item does not have a purposes and $30,000 for U.S. income
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951 (relating to Subpart F), gains or other that were received from any U.S.
income inclusions resulting from elections corporation. Report on line 7, column (d),Part II. Reconciliation of
under sections 1291(d)(2) and 1298(b)(1), the amount of any U.S. dividendsNet Income (Loss) per and any amount included in taxable included in taxable income on Form
income pursuant to section 1293 (relating 1120-L, page 1, line 20.Income Statement of Life
to qualified electing funds). The amount of Usually, the amounts included on lineInsurance Companies With Subpart F income corresponds to the total 7, columns (a) and (d) include only
of the amounts reported by the life dividends received from U.S. corporationsTaxable Income per Return insurance company on line 6, Schedule I, that are not included in the U.S.
of all Forms 5471, Information Return of consolidated tax group becauseLines 1 Through 8. Additional U.S. Persons With Respect to Certain intercompany dividends (dividendsInformation for Each Life Foreign Corporations. The amount of received from includible corporationsInsurance Company qualified electing fund income listed on Form 851) are eliminated or
corresponds to the total of the amountsFor any item reported on Part II, lines 1, 3 excluded for financial accounting
reported by the life insurance company onthrough 6, or 8, attach a supporting purposes and eliminated for the
line 3(a), Part II, of all Forms 8621,schedule that provides the name of the calculation of U.S. taxable income. In the
Return by a Shareholder of a Passiveentity for which the item is reported, the case of an insurance company included in
Foreign Investment Company (PFIC) ortype of entity (corporation, partnership, the consolidated U.S. income tax return
Qualified Electing Fund.etc.), the entity’s EIN (if applicable), and required to report intercompany dividends

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

16. dividends on Part II, line 7, column (d).Line 1. Income (Loss) From (For insurance companies included in theLine 4. Section 78 Gross-UpEquity Method Foreign consolidated U.S. income tax return, see
Report on line 4, column (d), the amountCorporations instructions for Part I, lines 10a, 10b, 10c,
of any section 78 gross-up not and 11.)Report on line 1, column (a), the financial
included on Part II, column (d), of linesincome (loss) included in Part I, line 11, For any intercompany dividends9, 10, and 11, Income (loss) from U.S.for any foreign corporation accounted for (dividends received from includiblepartnerships, foreign partnerships, andon the equity method and remove such corporations listed on Form 851) includedother pass-through entities.  The sectionamount in column (b) or (c), as on Part II, line 7, report on an attached78 gross-up amount on line 4 mustapplicable. Report the amount of supporting schedule for Part II, line 7 (1)correspond to the total section 78dividends received and other taxable the name of the dividend payer, (2) thegross-up amounts reported by theamounts received or includible from payer’s EIN, (3) the class of stock orcorporation on all Forms 1118, Foreignforeign corporations on Part II, lines 2 security on which the dividends wereTax Credit—Corporations, excluding thethrough 5, as applicable. paid, (4) the amount of any netamounts reported on Schedule M-3, Part adjustment included on Part I, line 10a,II, column (d), of lines 9, 10, and 11.Line 2. Gross Foreign for such dividends, and (5) the amountsDividends Not Previously Taxed for columns (a) through (d).Line 5. Gross Foreign

Except as otherwise provided in this Distributions Previously Taxed For any dividends included on Part II,
paragraph, report on line 2, column (d), line 7, that are not intercompanyReport on line 5, column (a), anythe amount (before any withholding tax) dividends (dividends received fromdistributions received from foreignof any foreign dividends included in includible corporations listed on Formcorporations that were included in Part I,taxable income on Form 1120-L, page 1, 851) that are received on classes ofline 11, and that were previously taxed forline 20, and report on line 2, column (a), voting stock in which the corporationU.S. income tax purposes. For example,the amount of dividends from any foreign directly or indirectly owned 10% or moreinclude in column (a) amounts that arecorporation included in Part I, line 11. Do of the outstanding shares of that class atexcluded from taxable income undernot report on Part II, line 2, any amounts any time during the tax year, report on ansections 959 and 1293(c). Remove suchthat must be reported on Part II, lines 3 or attached supporting schedule for Part II,amount in column (b) or (c), as4, or dividends that were previously taxed line 7 (1) the name of the dividend payer,applicable. Report the full amount of theand must be reported on Part II, line 5 (2) the payer’s EIN (if applicable), (3) thedistribution before any withholding tax.(see the instructions below for Part II, class of voting stock on which theSince previously taxed foreignlines 3, 4, and 5). Report amounts in dividend was paid, (4) the percentage ofdistributions are not currently taxable, linecolumns (b) and (c), as applicable. the class directly or indirectly owned, and5, column (d) is shaded. Also, see the

(5) the amounts for columns (a) throughFor any dividends reported on Part II, instructions for Part II, line 2, above.
(d).line 2, that are received on a class of Line 6. Income (Loss) Fromvoting stock of which the life insurance Line 8. Minority Interest forEquity Method U.S.company directly or indirectly owned 10% Includible CorporationsCorporationsor more of the outstanding shares of that
Report on line 8, column (a), the minorityclass at any time during the tax year, Report on line 6, column (a), the financial
interest included in the financial incomereport on an attached supporting income (loss) included in Part I, line 11,
(loss) on Part I, line 11, for any memberschedule for Part II, line 2: (1) the name for any U.S. corporation accounted for on
of the U.S. consolidated tax group that isof the dividend payer, (2) the payer’s EIN the equity method and remove such
less than 100% owned.(if applicable), (3) the class of voting stock amount in column (b) or (c), as

on which the dividend was paid, (4) the Example 11. Life insurance companyapplicable. Report on Part II, line 7,
percentage of the class directly or G is a calendar year taxpayer that wasdividends received from any U.S.
indirectly owned, and (5) the amounts for required to file Schedule M-3 for its 2008corporation accounted for on the equity
columns (a) through (d). tax year and is required to file Schedulemethod.

M-3 for its 2009 tax year. G owns 90% ofLine 3. Subpart F, QEF, and Line 7. U.S. Dividends Not the stock of U.S. corporation DS1. G files
Similar Income Inclusions Eliminated in Tax Consolidation a consolidated U.S. income tax return
Report on line 3, column (d), the amount Report on line 7, column (a), the amount with DS1 as the GDS1 U.S. consolidated
included in taxable income under section of dividends included in Part I, line 11, group. G prepares certified SAP/GAAP
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financial statements for the consolidated 3. In column (d), except for amounts Line 11. Income (Loss) From
financial statement group consisting of G described in item 4 below, the sum of all Other Pass-Through Entities
and DS1. G has no net income of its own, amounts of income, gain, loss, or For any interest in a pass-through entityand G does not report its equity interest in deduction attributable to the corporation’s (other than an interest in a partnershipthe income of DS1 on its separate distributive share of income or loss from a reportable on Part II, line 9 or 10, asfinancial statements. DS1 has financial U.S. or foreign partnership (i.e., the sum applicable) owned by a member of thestatement net income (before minority of all amounts reportable on the U.S. consolidated tax group (other thaninterests) and taxable income of $1,000 corporation’s Schedule(s) K-1 received an interest in a disregarded entity), report($2,500 of revenue less $1,500 cost of from the partnership (if applicable)), the following on line 11:goods sold). without regard to any limitations 1. In column (a) the sum of thecomputed at the partner level (e.g.,On the consolidated Schedule M-3, corporation’s distributive share of incomelimitations on utilization of charitablePart I, line 4a, Worldwide consolidated or loss from the pass-through entity that is

contributions, capital losses, and interestnet income (loss) per income statement, included in Part I, line 11;
expense).and on line 11, Net income (loss) per 2. In column (b) or (c), as applicable,

4. Do not report on Part II, line 9 orincome statement of includible except for amounts described in item 4,
corporations, the U.S. consolidated tax 10, as applicable, any portion of a below, the sum of all differences, if any,
group GDS1 must report $900 of financial corporation’s deduction under section 199 attributable to the pass-through entity;
statement net income ($1,000 net income (income attributable to domestic and
less $100 minority interest). production activities) even if some or all of 3. In column (d), except for amounts

the corporation’s deduction under section described in item 4, below, the sum of allThe GDS1 group must prepare one
199 is attributable to a partnership taxable amounts of income, gain, loss, orconsolidated Schedule M-3, Parts II and
interest held by the corporation. A deduction reportable on the corporation’sIII and three additional Schedules M-3,

Schedules K-1 received from thecorporation must report its deductionParts II and III: one for G, one for DS1,
pass-through entity (if applicable).under section 199 only on Part III, line 37.and one for consolidation eliminations.

4. Do not report on Part II, line 11, any
On the Schedule M-3, Parts II and III portion of a corporation’s deduction underFor each partnership reported on line 9for DS1, $1,000 is reported on Part II, line section 199 (income attributable toor 10, attach a supporting schedule that28 and line 30, in both columns (a) and domestic production activities) even ifprovides the name, EIN (if applicable),(d). On G’s Schedule M-3, Parts II and III, some or all of the corporation’s deductionend of year profit-sharing percentage (ifzero is reported on Part II, line 30, in both under section 199 is attributable to anapplicable), end of year loss-sharingcolumns (a) and (d). On the consolidation interest in a pass-through entity held by

percentage (if applicable), and theeliminations Schedule M-3, Parts II and the corporation. A corporation must report
amount reported in column (a), (b), (c), orIII, on Part II, line 8 and line 30, the its deduction under section 199 only on
(d) of lines 9 or 10, as applicable.minority interest elimination for the U.S. Part III, line 37.

consolidated tax group is reported as Example 12. U.S. life insurance For each pass-through entity reported($100) in column (a), $100 in column (c),
company H is a calendar year taxpayer on line 11, attach a supporting scheduleand $0 in column (d).
that was required to file Schedule M-3 for that provides that entity’s name, EIN (if

On the Schedule M-3, Parts II and III, its 2008 tax year and is required to file applicable), the life insurance company’s
for the U.S. consolidated tax group, on Schedule M-3 for its 2009 tax year. H has end of year profit-sharing percentage (if
Part II, line 8, Minority interest for an investment in a U.S. partnership, USP. applicable), the life insurance company’s
includible corporations, ($100) is reported H prepares annual statements in end of year loss-sharing percentage (if
in column (a), $100 in column (c), and $0 accordance with SAP. In its annual applicable), and the amounts reported by
in column (d). On Part II, line 28, the U.S. statement, H treats the difference the life insurance company in column (a),
consolidated tax group reports $1,000 in between annual statement net income (b), (c), or (d) of line 11, as applicable.
both columns (a) and (d). As a result, and taxable income from its investment in
financial statement net income on Part II, Line 12. Items Relating toUSP as a permanent difference. For its
line 30, column (a), will total $900, net Reportable Transactions2009 tax year, H’s annual statement net
permanent differences on Part II, line 30, income includes $10,000 of income Any amounts attributable to any
column (c), will total $100, and taxable attributable to its share of USP’s net reportable transactions (as described in
income on line 30, column (d), will total income. H’s Schedule K-1 from USP Regulations section 1.6011-4) must be
$1,000. included on Part II, line 12, regardless ofreports $5,000 of ordinary income, $7,000

whether the difference, or differences,of long-term capital gains, $4,000 ofLine 9. Income (Loss) From U.S.
would otherwise be reported elsewhere incharitable contributions, and $200 ofPartnerships and Line 10. Part II or Part III. Thus, if a taxpayer filessection 179 expense. H must report onIncome (Loss) From Foreign Form 8886 for any reportable transactionPart II, line 9, $10,000 in column (a), a

Partnerships described in Regulations sectionpermanent difference of ($2,200) in
1.6011-4, the amounts attributable to thatFor any interest owned by the corporation column (c), and $7,800 in column (d).
reportable transaction must be reportedor a member of the U.S. consolidated tax
on Part II, line 12. In addition, all incomeExample 13. Same facts as Examplegroup that is treated as an investment in a
and expense amounts attributable to a12 except that life insurance company H’spartnership for U.S. income tax purposes
reportable transaction must be reportedcharitable contribution deduction is wholly(other than an interest in a disregarded
on Part II, line 12, columns (a) and (d)attributable to its partnership interest inentity), report amounts on Part II, line 9 or
even if there is no difference between theUSP and is limited to $90 pursuant to10, as described below:
annual statement amounts and thesection 170(b)(2) due to other investment1. In column (a) the sum of the
taxable amounts.losses incurred by H. In its financialcorporation’s distributive share of income

statements, H treated this limitation as aor loss from a U.S. or foreign partnership Each difference attributable to a
temporary difference. H must not reportthat is included in Part I, line 11; reportable transaction must be separately
the charitable contribution limitation of2. In column (b) or (c), as applicable, stated and adequately disclosed. A life
$3,910 ($4,000−$90) on Part II, line 9. Hexcept for amounts described in item 4 insurance company will be considered to
must report the limitation on Part III, linebelow, the sum of all differences, if any, have separately stated and adequately
21, and report the disallowed charitableattributable to the corporation’s disclosed a reportable transaction on line
contributions of ($3,910) in columns (b)distributive share of income or loss from a 12 if the life insurance company
and (d).U.S. or foreign partnership; and sequentially numbers each Form 8886
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and lists by identifying number on the registration numbers, if any, disclosed on Line 14. Accrual of Bond
supporting schedule for Part II, line 12, the applicable Form 8886, identifies the Discount
each sequentially numbered reportable type of reportable transaction for the loss, Report on line 14, column (a), the amounttransaction and the amounts required for and reports the appropriate amounts of accrued bond discount included in PartPart II, line 12, columns (a) through (d). required for Part II, line 12, columns (a) 1, line 11. Report on line 14, column (d),through (d). J must report the lossesInstead of the requirements of the the amount of accrued bond discountattributable to the other five abandonmentpreceding paragraph, a life insurance included in taxable income on Formlosses on Part II, line 23e, regardless ofcompany will be considered to have 1120-L, page 1, line 20. Report amountswhether a difference exists for any or allseparately stated and adequately in columns (b) and (c), as applicable.of those abandonment losses.disclosed a reportable transaction if the

Line 15. Hedging Transactionslife insurance company attaches a Example 15. Life insurance company Report on line 15, column (a), the netsupporting schedule that provides the K is a calendar year taxpayer that was gain or loss from hedging transactionsfollowing for each reportable transaction: required to file Schedule M-3 for its 2008 included on Part I, line 11. Report in1. A description of the reportable tax year and is required to file Schedule column (d) the amount of taxable incometransaction disclosed on Form 8886 for M-3 for its 2009 tax year. K enters into a from hedging transactions as defined inwhich amounts are reported on Part II, transaction with contractual protection section 1221(b)(2). Use columns (b) andline 12; that is a reportable transaction described (c) to report all differences caused by2. The name and reportable in Regulations section 1.6011-4(b)(4). treating hedging transactions differentlytransaction or tax shelter registration This reportable transaction is the only for statutory accounting purposes and fornumber, if applicable, as reported on lines reportable transaction for K’s 2009 tax U.S. income tax purposes. For example, if1a and 1c, respectively, of Form 8886; year and results in a $7 million capital a portion of a hedge is consideredand loss for both statutory accounting ineffective under SAP but still is a valid3. The type of reportable transaction purposes and U.S. income tax purposes. hedge under section 1221(b)(2), the(i.e., listed transaction, confidential Although the transaction does not result difference must be reported on line 15.transaction, transaction with contractual in a difference, K is required to report on The hedge of a capital asset, which is notprotection, etc.) as reported on line 2 of Part II, line 12, the following amounts: ($7 a valid hedge for U.S. income taxForm 8886. million) in column (a), zero in columns (b) purposes but may be considered a hedgeand (c), and ($7 million) in column (d). for SAP purposes, must also be reportedIf a transaction is a listed transaction The transaction will be adequately here.described in Regulations section disclosed if K attaches a supporting
1.6011-4(b)(2), the description also must Report hedging gains and lossesschedule for line 12 that (a) sequentially
include the description provided on line 3 computed under the mark-to-marketnumbers the Form 8886 and refers to the
of Form 8886. In addition, if the reportable method of accounting on line 15 and notsequentially numbered Form 8886-X1
transaction involves an investment in the on Part II, line 16, Mark-to-market incomeand (b) reports the applicable amounts
transaction through another entity such as (loss).required for line 12, columns (a) through
a partnership, the description must (d). Alternatively, the transaction will be Line 16. Mark-to-Market Incomeinclude the name and EIN (if applicable) adequately disclosed if the supporting (Loss)of that entity as reported on line 5 of Form statement for line 12 includes a
8886. Report on line 16 any amountdescription of the transaction, the name

representing the mark-to-market incomeand tax shelter registration number, ifExample 14. Life insurance company
or loss for any securities held by a dealerany, and the type of reportableJ is a calendar year taxpayer that was
in securities, a dealer in commoditiestransaction disclosed on Form 8886.required to file Schedule M-3 for its 2008
having made a valid election undertax year and is required to file Schedule
section 475(e), or a trader in securities orLine 13. Interest IncomeM-3 for its 2009 tax year. J incurred
commodities having made a valid electionseven different abandonment losses Report on Part II, line 13, column (a), the under section 475(f). “Securities” forduring its 2009 tax year. One loss of $12 total amount of interest income included these purposes are securities describedmillion results from a reportable on Part I, line 11, and report on Part II, in section 475(c)(2) and section 475(e)(2).transaction described in Regulations line 13, column (d), the total amount of “Securities” do not include any itemssection 1.6011-4(b)(5), another loss of $5 interest income included on Form 1120-L, specifically excluded from sectionsmillion results from a reportable page 1, line 20, that is not required to be 475(c)(2) and 475(e)(2), such as certaintransaction described in Regulations reported elsewhere on Schedule M-3. In contracts to which section 1256(a)section 1.6011-4(b)(4), and the remaining columns (b) or (c), as applicable, adjust applies.five abandonment losses are not for any amounts treated for U.S. income

Report hedging gains and lossesreportable transactions. J discloses the tax purposes as interest income that are
computed under the mark-to-marketreportable transactions giving rise to the treated as some other form of income for
method of accounting on Part II, line 15,$12 million and $5 million losses on statutory accounting purposes, or vice
and not on line 16.separate Forms 8886 and sequentially versa. For example, adjustments to

numbers them X1 and X2, respectively. J interest income resulting from Line 17. Deferred andmust separately state and adequately adjustments made in accordance with Uncollected Premiumsdisclose the $12 million and $5 million instructions for Part II, line 18, should be
losses on Part II, line 12. The $12 million Report on line 17, column (a), the amountmade in columns (b) and (c) of line 13.
loss and the $5 million loss will be of deferred and uncollected premiums
adequately disclosed if J attaches a included in Part I, line 11. Report on lineComplete Part II of Form 8916-A,
supporting schedule for line 12 that lists 17, column (d), the amount of deferredSupplemental Attachment to Schedule
each of the sequentially numbered forms, and uncollected premiums included inM-3. Enter the amounts from line 6,
Form 8886-X1 and Form 8886-X2, and taxable income on Form 1120-L, page 1,columns (a) through (d) of Form 8916-A,
with respect to each reportable line 20. Report amounts in columns (b)on Schedule M-3, Part II, line 13, columns
transaction reports the appropriate and (c), as applicable.(a) through (d), as applicable. Attach
amounts required for Part II, line 12, Form 8916-A. Line 18. Sale Versus Lease (forcolumns (a) through (d). Alternatively, J’s

Sellers and/or Lessors)Do not report on this line 13 or includedisclosures will be adequate if the
on Form 8916-A amounts reported indescription provided for each loss on the Note. Also see the instructions at Part
accordance with the instructions for Partsupporting schedule includes the names III, line 35, Purchase Versus Lease (for
II, lines 9, 10, 11, 12, and 21.and reportable transaction or tax shelter Purchasers and/or Lessees), on page 20.
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Asset transfer transactions with Line 19. Section 481(a) Line 22. Market Discount
periodic payments characterized for Adjustments Reclassification
statutory accounting purposes as either a With the exception of a section 481(a) Report on Line 22, the amount of marketsale or a lease may, under some adjustment that is required to be reported discount reclassification included in Part I,circumstances, be characterized as the on Part II, line 12, for reportable line 11. Report on line 22, the amount ofopposite for tax purposes. If the transactions, any difference between an market discount reclassification includedtransaction is treated as a lease, the income or expense item attributable to an in taxable income on Form 1120-L, pageseller/lessor reports the periodic authorized (or unauthorized) change in 1, line 20. Report amounts in columns (b)payments as gross rental income and method of accounting made for U.S. and (c), as applicable.also reports depreciation expense or income tax purposes that results in adeduction. If the transaction is treated as Line 23a. Income Statementsection 481(a) adjustment must be
a sale, the seller/lessor reports gross Gain/Loss on Sale, Exchange,reported on Part II, line 19, regardless of
profit (sale price less cost of goods sold) whether a separate line for that income or Abandonment, Worthlessness,from the sale of assets and reports the expense item exists in Part II or Part III. or Other Disposition of Assetsperiodic payments as payments of

Other Than Pass-Throughprincipal and interest income. Section 807(f) changes should be Entitiesreported on Part III, line 25.
On Part II, line 18, column (a), report Report on line 23a, column (a), all gains

the gross profit or gross rental income for Example 17. Life insurance company and losses on the disposition of assets
statutory accounting purposes for all sale N is a calendar year taxpayer that was except for gains and losses allocated to
or lease transactions that must be given required to file Schedule M-3 for its 2008 the life insurance company from a
the opposite characterization for U.S. tax year and is required to file Schedule pass-through entity (e.g., on Schedule
income tax purposes. On Part II, line 18, M-3 for its 2009 tax year. N was K-1) that are included in the net income
column (d), report the gross profit or depreciating certain fixed assets over an (loss) of includible corporations reported
gross rental income for U.S. income tax erroneous recovery period and, effective on Part I, line 11. Reverse the amount
purposes. Interest income amounts for for its 2009 tax year, N receives IRS reported in column (a) in column (b) or
such transactions must be reported on consent to change its method of (c), as applicable. The corresponding
Part II, line 13, in column (a) or (d), as accounting for the depreciable fixed gains and losses for U.S. income tax
applicable. Depreciation expense for such assets and begins using the proper purposes are reported on Part II, lines
transactions must be reported on Part III, recovery period. The change in method of 23b through 23g, as applicable.
line 32, in column (a) or (d), as applicable. accounting results in a positive section

Line 23b. Gross Capital GainsUse columns (b) and (c) of Part II, lines 481(a) adjustment of $100,000 that is
13 and 18, and Part III, line 32, as From Schedule D, Excludingrequired to be spread over four tax years,
applicable to report the differences beginning with the 2009 tax year. In its Amounts From Pass-Through
between column (a) and (d). annual statement, N treats the section Entities

481(a) adjustment as a temporary Report on line 23b, gross capital gainsExample 16. Life insurance company difference. N must report on Part II, line reported on Schedule D, excluding capitalM sells and leases property to customers. 19, $25,000 in columns (b) and (d) for its gains from pass-through entities, whichM is a calendar year taxpayer that was 2009 tax year and each of the must be reported on Part II, lines 9, 10, orrequired to file Schedule M-3 for its 2008 subsequent three tax years (unless N is 11, as applicable.tax year and is required to file Schedule otherwise required to recognize the
M-3 for its 2009 tax year. For statutory remainder of the 481(a) adjustment Line 23c. Gross Capital Losses
accounting purposes, M accounts for earlier). N must not report the section From Schedule D, Excludingeach transaction as a sale. For U.S. 481(a) adjustment on Part III, line 32. Amounts From Pass-Throughincome tax purposes, each of M’s

Entities, Abandonment Losses,transactions must be treated as a lease. Line 20. Amortization of Interest
In its annual statement, M treats the and Worthless Stock LossesMaintenance Reservedifference in the statutory accounting and Report on line 23c, gross capital lossesReport on line 20, column (a), the amountthe U.S. income tax treatment of these reported on Schedule D, excluding capitalof interest maintenance reservetransactions as temporary. During 2009, losses from (a) pass-through entities,amortization included in Part I, line 11.M reports in its annual statement $1,000 which must be reported on Part II, lines 9,Report amounts in columns (b) and (c),of sales and $700 of cost of goods sold 10, or 11, as applicable; (b) abandonmentas applicable.with respect to 2009 lease transactions. losses, which must be reported on Part II,
M receives periodic payments of $500 in line 23e; and (c) worthless stock losses,Line 21. Original Issue Discount2009 with respect to these 2009 which must be reported on Part II, line
transactions and similar transactions from and Other Imputed Interest 23f. Do not report on line 23c capital
prior years and treats $400 as principal losses carried over from a prior tax yearReport on line 21 any amounts of original
and $100 as interest income. For and utilized in the current tax year. Seeissue discount (OID) and imputed
statutory accounting purposes, M reports the instructions for Part II, line 24,interest. The term “original issue discount
gross profit of $300 ($1,000−$700) and regarding the reporting requirements forand other imputed interest” includes, but
interest income of $100 from these capital loss carryovers utilized in theis not limited to:
transactions. For U.S. income tax current tax year.1. The excess of a debt instrument’spurposes, M reports $500 of gross rental stated redemption price at maturity over Line 23d. Net Gain/Lossincome (the periodic payments) and its issue price, as determined under(based on other facts) $200 of Reported on Form 4797, Linesection 1273;depreciation deduction on the property. 17, Excluding Amounts From2. Amounts that are imputed interestOn its 2009 Schedule M-3, M must report Pass-Through Entities,on a deferred sales contract underon Part II, line 13, $100 in column (a), Abandonment Losses, andsection 483;($100) in column (b), and zero in column

Worthless Stock Losses3. Amounts treated as interest or OID(d). In addition, M must report on Part II,
under the stripped bond rules underline 18, $300 of gross profit in column (a), Report on line 23d the net gain or loss
section 1286; and$200 in column (b), and $500 of gross reported on line 17 of Form 4797, Sales

rental income in column (d). Lastly, M 4. Amounts treated as OID under the of Business Property, excluding amounts
must report on Part III, line 32, $200 in below-market interest rate rules under from (a) pass-through entities, which must
column (b) and (d). section 7872. be reported on Part II, lines 9, 10, or 11,
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as applicable; (b) abandonment losses, (loss) with differences that are not taxable amount of an entire item of
which must be reported on Part II, line otherwise listed on Part II, lines 1 through income, gain, loss, expense, or deduction
23e; and (c) worthless stock losses, 24. Attach a schedule that itemizes the and the item is not described or included
which must be reported on Part II, line type of income (loss) and the amount of in Part II, lines 1 through 25, or Part III,
23f. each item. lines 1 through 38, report the entire

amount of the item in columns (a) and (d)
of line 28. If a portion of an item ofFor insurance companies included inLine 23e. Abandonment Losses
income, loss, expense, or deduction hasthe consolidated U.S. income tax return,Report on line 23e any abandonment a difference and a portion of the itemsee instructions for Part I, lines 10a, 10b,losses, regardless of whether the loss is does not have a difference, do not report10c, and 11, and Part II, line 7, forcharacterized as an ordinary loss or a any portion of the item on line 28. Instead,guidance on the treatment ofcapital loss. report the entire amount of the item (i.e.,intercompany dividends and statutory
both the portion with a difference and theaccounting.Line 23f. Worthless Stock portion without a difference) on the

Losses applicable line of Part II, lines 1 throughIf any “comprehensive income” as
25, or Part III, lines 1 through 38. See,Report on line 23f any worthless stock defined by Statement of Financial
Example 10.loss, regardless of whether the loss is Accounting Standards (SFAS) No. 130 is

characterized as an ordinary loss or a reported on this line, describe the item(s)
capital loss. Attach a schedule that in detail. Examples of sufficiently detailed Line 29a. Life Insurance
separately states and adequately descriptions include “foreign currency Subgroup Reconciliation Totals
discloses each transaction that gives rise translation adjustments” and “gains and For filers other than a mixed group,to a worthless stock loss and the amount losses on available-for-sale securities.” combine lines 26 through 28 and skipof each loss.

lines 29b and 29c. On the
Whether an item of income (loss) is sub-consolidated Schedule M-3 for aLine 23g. Other Gain/Loss on reported on line 25, or is reported on Part mixed group, combine lines 26 through 28

II, line 28, is determined separately byDisposition of Assets and skip lines 29b and 29c. For the
each member of the U.S. consolidated taxReport on line 23g any gains or losses consolidated Schedule M-3 of a mixed
group and not at the U.S. consolidatedfrom the sale or exchange of property that group, complete only lines 29a through
tax group level. For example, U.S.are not reported on lines 23b through 23f. 29c and line 30 of Part II. Part III is not
corporation P has two subsidiaries, required to be completed for the
corporations A and B, that are included in consolidated Schedule M-3 of a mixedLine 24. Capital Loss Limitation P’s consolidated financial statements and group.and Carryforward Used in P’s consolidated U.S. income tax
return. For financial statement purposes,Report as a positive amount on line 24,

Line 29b. 1120 SubgroupP, A, and B recognize revenue from thecolumns (b) or (c), as applicable, and (d)
sale of inventory upon delivery to the Reconciliation Totalsthe excess of the net capital losses over
customer. For U.S. income tax purposes,the net capital gains reported on Line 29b is only used by mixed groups.
P and A recognize such revenueSchedule D, Capital Gains and Losses, See Schedule M-3 Consolidation for
consistent with the method used forby the corporation. For a U.S. Mixed Groups (1120/L/PC), earlier.
financial statement purposes, whereas Bconsolidated tax group, the Schedule M-3
recognizes such revenue based uponadjustment for the amount of the Line 29c. PC Insurancecustomer acceptance. P and A mustconsolidated net capital loss that is

Subgroup Reconciliation Totalsreport this revenue in column (a) and (d)disallowed should not be made on the
on Part II, line 28, B must report theseparate consolidating Schedules M-3 of Line 29c is only used by mixed groups.
following on Part II, line 25: in column (a),the includible corporations, but on the See Schedule M-3 Consolidation for
B’s revenue recognized in the financialseparate Schedule M-3 for consolidated Mixed Groups (1120/L/PC), earlier.
statements based upon delivery to theeliminations (or on Form 8916 in the case
customer; in column (d), B’s revenueof a mixed group) as described in the Line 30. Reconciliation Totalsrecognized for U.S. income tax purposessection, Completion of Schedule M-3 and

If a life insurance company that is not abased upon customer acceptance; and inCertain Allocations, Limitations, and
mixed group chooses not to completecolumn (b) or (c), as applicable, theCarryovers.
columns (a) and (d) of Parts II and III indifference between B’s revenue
the first tax year the life insurancerecognized in its financial statements andIf the corporation utilizes a capital loss
company is required to file Schedule M-3in its U.S. taxable income.carryforward on Schedule D in the current
(or for any year in which the life insurancetax year, report the carryforward utilized
company voluntarily files Schedule M-3),as a negative amount on Part II, line 24, Line 27. Total Expense/ Part II, line 30, is reconciled by the lifecolumns (b) or (c), as applicable, and Deduction Items insurance company (or, in the case of acolumn (d). For a U.S. consolidated tax
U.S. consolidated tax group, on theReport on Part II, line 27, columns (a)group, the Schedule M-3 adjustment for
group’s consolidated Schedule M-3) inthrough (d), as applicable, the negative ofthe amount of the consolidated capital
the following manner:the amounts reported on Part III, line 39,loss carryforward should not be made on

columns (a) through (d). For example, ifthe separate consolidating Schedules M-3 1. Report the amount from Part I, line
Part III, line 39, column (a), reflects anof the includible corporations, but on the 11, on Part II, line 30, column (a);
amount of $1 million, then report on Partseparate Schedule M-3 for consolidation 2. Leave blank Part II, lines 1 through
II, line 27, column (a), ($1 million).eliminations (or on Form 8916 in the case 29, columns (a) and (d);
Similarly, if Part III, line 39, column (b),of a mixed group) as described in the 3. Leave blank Part III, columns (a)
reflects an amount of ($50,000), thensection, Completion of Schedule M-3 and and (d); and
report on Part II, line 27, column (b),Certain Allocations, Limitations, and 4. Report on Part II, line 30, column
$50,000.Carryovers. (d), the sum of Part II, line 29, columns

(a), (b), and (c).
Line 25. Other Income (Loss) Line 28. Other Items With No
Items With Differences Differences Note. Mixed groups see Schedule M-3
Separately state and adequately disclose If there is no difference between the Consolidation for Mixed Groups (1120/L/
on Part II, line 25, all items of income statutory accounting amount and the PC).
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penalties, regardless of whether the finesLine 8. Equity Based
and penalties are civil or criminal,Part III. Reconciliation of Compensation
regardless of the classification,

Report on line 8 any amounts forNet Income (Loss) per nomenclature, or terminology used for the
equity-based compensation or fines or penalties by the imposingIncome Statement of consideration that are reflected as authority in its actions or documents, and
expense for statutory accountingIncludible Corporations regardless of how or where the fines or
purposes (column (a)) or deducted in the penalties are classified in theWith Taxable Income per U.S. income tax return (column (d)) other corporation’s financial income statement
than amounts reportable elsewhere on or the income and expense accountsReturn—Expense/ Schedule M-3, Parts II and III. Examples maintained in the corporation’s books and
of amounts reportable on line 8 includeDeduction Items records. Also report on line 12, column
incentive stock options, nonqualified stockNote. Expense amounts that reduce (a), the reversal of any overaccrual of any
options, payments attributable tofinancial accounting income must be amount described in this paragraph. See
employee stock purchase plans (ESPPs),reported on Part III, column (a), as section 162(f) for additional guidance.
phantom stock options, phantom stockpositive amounts. Deduction amounts that Report on line 12, column (d), anyunits, stock warrants, stock appreciationreduce taxable income must be reported such amounts as described in therights, and restricted stock, regardless ofon Part III, column (d), as positive preceding paragraph that are includible inwhether such payments are made toamounts. Amounts reported on Part II, taxable income, regardless of theemployees or non-employees, or asline 27, must be the negative of the financial accounting period in which suchpayment for property or compensation foramounts reported in Part III, line 36. amounts were or are included in financialservices.

accounting net income. CompleteLines 1 Through 6. Income Tax If the amounts include incentive stock columns (b) and (c) as appropriate.
options or nonqualified stock options,Expense

Do not report on this Part III, line 12,attach a detailed schedule separatelyIf the life insurance company does not amounts required to be reported instating each.distinguish between current and deferred accordance with instructions for Part III,income tax expense in its annual Line 9. Capitalization of line 13.statement (or its books and records, if Deferred Acquisition Costs Do not report on this Part III, line 12,applicable), report income tax expense as
Report on line 9, column (d), the amount amounts recovered from insurers or anycurrent income tax expense using lines 1,
of deferred acquisition costs capitalized other indemnitors for any fines and3, and 5, as applicable.
and taken into account in taxable income penalties described above.

A U.S. consolidated tax group must on Form 1120-L, page 1, line 20. Report
Line 13. Judgments, Damages,complete lines 1 through 6 in accordance amounts in columns (b) and (c), as

with the allocation of tax expense among Awards, and Similar Costsapplicable.
the members of the U.S. consolidated tax Report on line 13, column (a), the amountLine 10. Amortization ofgroup in the financial statements (or its of any estimated or actual judgments,
books and records, if applicable). If the Deferred Acquisition Costs damages, awards, settlements, and
current and deferred U.S., state, and Report on line 10, column (d), the amount similar costs, however named or
foreign income tax expense for the U.S. of deferred acquisition costs amortized classified, included in financial accounting
consolidated tax group (income tax and taken into account in taxable income income, regardless of whether the
expense) is allocated among the on Form 1120-L, page 1, line 20. Report amount deducted was attributable to an
members of the U.S. consolidated tax amounts in columns (b) and (c), as estimate of future anticipated payments or
group in the group’s financial statements applicable. actual payments. Also report on line 13,
(or its books and records, if applicable), column (a), the reversal of anyLine 11. Meals andthen each member must report its overaccrual of any amount described in
allocated income tax expense on Part III, Entertainment this paragraph.
lines 1 through 6, of that member’s Report on line 11, column (a), any Report on line 13, column (d), anyseparate Schedule M-3. However, if the amounts paid or accrued by the life such amounts as are described in theincome tax expense is not shared or insurance company during the tax year preceding paragraph that are includible inallocated among members of the U.S. for meals, beverages, and entertainment taxable income, regardless of theconsolidated tax group but is retained in that are accounted for in statutory financial accounting period in which suchthe parent corporation’s financial accounting income, regardless of the amounts were or are included in financialstatements (or books and records, if classification, nomenclature, or accounting net income. Completeapplicable), then amounts are reported terminology used for such amounts, and columns (b) and (c) as appropriate.only on Part III, lines 1 through 6, of the regardless of how or where such amounts
parent’s separate Schedule M-3. Do not report on this Part III, line 13,are classified in the life insurance

amounts required to be reported incompany’s statutory income statement orLine 7. Foreign Withholding accordance with instructions for Part III,the income and expense accounts
line 12.Taxes maintained in the life insurance

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

Line 14. Parachute Paymentsdifference between foreign withholding Report on line 12 any fines or similar
tax included in statutory accounting net penalties paid to a government or other Report on line 14, column (a), the total
income and the amount of foreign authority for the violation of any law for expense included in statutory accounting
withholding taxes being deducted in the which fines or penalties are assessed. All net income on Part I, line 11, that is
return. If the life insurance company is fines and penalties expensed in financial subject to section 280G. Report in column
crediting foreign withholding taxes against accounting income (paid or accrued) must (b) or (c), as applicable, the amount of
the U.S. income tax liability, use column be included on line 12, column (a), nondeductible parachute payments
(b) or (c), as applicable, to negate the regardless of the government or other pursuant to section 280G, and report in
amount reported in column (a). authority that imposed the fines or column (d) the deductible amount of
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compensation after any excess parachute • Conservation easements (including Report amounts in columns (b) and (c),
payment limitations under section 280G. scenic easements or air rights); as applicable.
If a payment is subject to limitation under • Railroad rights of way; Line 26. Section 807(a)(2)(B)both sections 162(m) and 280G, report • Mineral rights; and

Tax Reserve Amount Withthe total payment on line 14. • Other intangible property.
Respect to Policyholder ShareLine 21. Charitable ContributionLine 15. Compensation With of Tax Exempt InterestLimitation/CarryforwardSection 162(m) Limitation Report on line 26, column (d), the change

Report as a negative amount on line 21,Report on line 15, column (a), the total in section 807(a)(2)(B) tax reserve
columns (b), (c), and (d), as applicable,amount of non-performance-based amount with respect to policyholder share
the excess of charitable contributionscurrent compensation expense for the of tax exempt interest included in taxable
made during the tax year over the amountcorporate officers to whom section 162 income on Form 1120-L, page 1, line 20.
of the charitable contribution limitation(m) applies. Report in column (b) or (c) as Report amounts in columns (b) and (c),
amount.applicable, the nondeductible amount of as applicable.

current compensation in excess of $1 If the corporation utilizes a contribution Line 27. Current Yearmillion ($500,000 if the corporation carryforward in the current tax year,
Acquisition/Reorganizationreceives or has received financial report the carryforward utilized as a

assistance under the Treasury Troubled Costspositive amount on columns (b), (c), and
Asset Relief Program (TARP)). Report the (d), as applicable. Report on line 27 any investment
deductible compensation in column (d). If banking, legal and accounting, and anyWhen a consolidated income taxa payment is subject to limitation under other fees paid or incurred in connectionreturn is being filed, Schedule M-3both sections 162(m) and 280G, report with a taxable or tax-free acquisition ofadjustments for the amount of charitablethe total payment on Part III, line 14, property (e.g., stock or assets) or acontributions in excess of the limitation, orParachute payments. See Regulations tax-free reorganization. Report on this linefor charitable contribution carryforwardsection 1.162-27(g) for the interaction any investment banking fees, legal andutilized, should not be made on thebetween sections 162(m) and 280G. accounting, and any other fees paid orseparate consolidating Schedules M-3 of

incurred at any stage of the acquisition orthe includible corporations, but on theLine 16. Pension and reorganization process including, forseparate consolidating Schedule M-3 forProfit-Sharing example, fees paid or incurred to evaluateconsolidation eliminations (or on Form
Report on line 16 any amounts whether to investigate an acquisition, fees8916 in the case of a mixed group) as
attributable to the life insurance to conduct an actual investigation, anddescribed in Completion of Schedule M-3
company’s pension plans, profit-sharing fees to consummate the acquisition. Alsoand Certain Allocations, Limitations, and
plans, and any other retirement plans. include on this line any investmentCarryovers.

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

subsidiary, a spin-off of a subsidiary, orReport on line 17 any amounts Report on line 22, column (a), the change
an initial public stock offering. Attach aattributable to other post-retirement in section 807(c)(1) life insurance
schedule separately stating acquisition/benefits not otherwise includible on Part reserves included in Part I, line 11. Report
reorganization investment banking fees,III, line 16, for example, retiree health and on line 22, column (d), the change in
legal and accounting fees, and otherlife insurance coverage, dental coverage, section 807(c)(1) life insurance reserves
costs. Report amounts in columns (b) andetc. included in taxable income on Form
(c), as applicable.1120-L, page 1, line 20. Report amountsLine 18. Deferred in columns (b) and (c), as applicable. Line 28. Amortization ofCompensation
Acquisition, Reorganization,Line 23. Change in SectionReport on line 18, column (a), any and Start-Up Costs807(c)(2) Tax Reservescompensation expense included in the
Report on line 28 amortization ofReport on line 23, column (a), the changenet income (loss) amount reported in Part
acquisition, reorganization, and start-upin section 807(c)(2) unearned premiumsI, line 11, that is not deductible for U.S.
costs. For purposes of columns (b), (c),and unpaid losses included in Part I, lineincome tax purposes in the current tax
and (d), include amounts amortizable11. Report on line 23, column (d), theyear and that was not reported elsewhere
under section 167, 195, or 248.change in section 807(c)(2) unearnedon Schedule M-3. Report on line 18,

premiums and unpaid losses included incolumn (d), any compensation deductible Line 29. Amortization/taxable income on Form 1120-L, page 1,in the current tax year that was not
Impairment of Goodwill,line 20. Report amounts in columns (b)included in the net income (loss) amount
Insurance in Force and Cedingand (c), as applicable.reported in Part I, line 11, for the current

tax year and that is not reportable CommissionsLine 24. Change in All Otherelsewhere on Schedule M-3. For Report on line 29 amortization of goodwill,Section 807(c) Tax Reservesexample, report originations and reversals insurance in force and ceding
of deferred compensation subject to Report on line 24, column (a), the change commissions or amounts attributable to
section 409A on line 18. in all other section 807(c) reserves the impairment of goodwill, insurance in

included in Part I, line 11. Report on line force and ceding commissions. Attach aLine 20. Charitable Contribution 24, column (d), the change in all other schedule separately stating the amounts
of Intangible Property section 807(c) reserves included in for each item.

taxable income on Form 1120-L, page 1,Report on line 20 any charitable
Line 30. Other Amortization orline 20. Report amounts in columns (b)contribution of intangible property, for

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

Line 31. Section 846 Amountdonation), copyrights, trademarks; Report on line 25, column (d), the section
• Securities (including stocks and their 807(f) adjustments included in taxable Report on line 31, column (d), the section
derivatives, stock options, and bonds); income on Form 1120-L, page 1, line 20. 846 amount included in taxable income
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on Form 1120-L, page 1, line 20. Report Example 18. U.S. life insurance report any portion of the corporation’s
amounts in columns (b) and (c), as company X acquired property in a domestic production activities deduction
applicable. transaction that, for statutory accounting on any other line of Schedule M-3.

purposes, X treats as a lease. X is aLine 32. Depreciation Line 38. Other Expense/calendar year taxpayer that was required
Deduction Items WithReport on line 32 any depreciation to file Schedule M-3 for its 2008 tax year

expense that is not required to be and is required to file Schedule M-3 for its Differences
reported elsewhere on Schedule M-3 2009 tax year. Because of its terms, the Report on Part III, line 38, all items of
(e.g., on Part II, lines 9, 10, or 11). transaction is treated for U.S. income tax expense/deduction that are not otherwise

purposes as a purchase and X must treat listed on Part III, lines 1 through 37.Line 33. Bad Debt Expense and the periodic payments it makes partially
Whether an expense/deduction item isAgency Balances Written Off as payment of principal and partially as

reported on line 38, or reported on Part II,Report on line 33, column (a), any payment of interest. In its annual
line 28, is determined separately by eachamounts attributable to an allowance for statement, X treats the difference
member of the U.S. consolidated taxuncollectible accounts receivable or between the statutory accounting and
group and not at the U.S. consolidatedactual write-offs of accounts receivable U.S. income tax treatment of this
tax group level.  For example, U.S.included in Part I, line 11. Also report on transaction as a temporary difference.
corporation P has two subsidiaries, A andthis line agency balances written off per During 2009, X reports in its annual
B, that are included in P’s consolidatedthe annual statement. Report in column statement $1,000 of gross rental expense
financial statements and in P’s(d) the amount of bad debt expense that, for U.S. income tax purposes, is
consolidated U.S. income tax return. Fordeductible for federal income tax recharacterized as a $700 payment of
financial statement purposes, P, A, and Bpurposes in accordance with section 166. principal and a $300 payment of interest,
recognize real estate tax expense whenaccompanied by a depreciation deductionLine 34. Corporate Owned Life accrued.  For U.S. income tax purposes,of $1,200 (based on other facts). On its
P and A recognize such expenseInsurance Premiums 2009 Schedule M-3, X must report the
consistent with the method used forReport on line 34 all amounts of following on Part III, line 35: column (a),
financial statement purposes, whereas Binsurance premiums attributable to any $1,000, its statutory accounting gross
recognizes such deduction based on alife insurance policy if the life insurance rental expense; column (b), ($1,000); and
method different from that used forcompany is directly or indirectly a column (d), zero. On Part III, line 36, X
financial statement purposes. P and Abeneficiary under the policy or if the policy reports $300 in columns (b) and (d) for
must report this expense/deduction inhas a cash value. Report in column (d) the interest deduction. On Part III, line 32,
column (a) and (d) on Part II, line 28.  Bthe amount of the premiums that are X reports $1,200 in columns (b) and (d)
must report the following on Part III, linedeductible for federal income tax for the depreciation deduction.
38: in column (a), B’s expense recognizedpurposes.
in the financial statements when accrued;Line 36. Interest Expense

Line 35. Purchase Versus Lease in column (d), B’s real estate tax expenseReport on Part III, line 36, column (a), the
recognized for U.S. income tax purposes;(for Purchasers and/or total amount of interest expense included
and in column (b) or (c), as applicable,Lessees) on Part I, line 11, and report on Part III,
the difference between B’s real estate taxline 36, column (d), the total amount ofNote. Also see the instructions for
expense in its financial statements and itsinterest deduction included on Formsellers and/or lessors in the instructions
real estate tax deduction recognized for1120-L, page 1, line 20, that is notfor Part II, line 18.
U.S. income tax purposes.required to be reported elsewhere onAsset transfer transactions with Comprehensive income. If anySchedule M-3. In columns (b) or (c), asperiodic payments characterized for “comprehensive income” as defined byapplicable, include any adjustments forstatutory accounting purposes as either a SFAS No. 130 is reported on this line,any amounts treated for U.S. income taxpurchase or a lease may, under some describe the item(s) in detail as, forpurposes as interest deduction that arecircumstances, be characterized as the example, “foreign currency translationtreated as some other form of expense foropposite for tax purposes. adjustments” and “gains and losses onstatutory accounting purposes, or vice

If a transaction is treated as a lease, available-for-sale securities.”versa. For example, adjustments to
the purchaser/lessee reports the periodic interest expense/deduction resulting from Reserves and contingent liabilities.payments as gross rental expense. If the adjustments made in accordance with the Report on line 38 amounts related to thetransaction is treated as a purchase, the instructions for Part III, line 35, Purchase change in each reserve or contingentpurchaser/lessee reports the periodic versus lease (for purchasers and/or liability that is not required to be reportedpayments as payments of principal and lessees), should be made in columns (b) elsewhere on Schedule M-3. Forinterest and also reports depreciation and (c), as applicable, on line 36. example: (1) amounts relating to changesexpense or deduction with respect to the in reserves for litigation must be reportedComplete Part III of Form 8916-A.purchased asset. on Part III, line 13, Judgments, damages,Enter the amounts from line 5, columns

Report in column (a), gross rent awards, and similar costs; and (2)(a) through (d) of Form 8916-A, on
expense for a transaction treated as a amounts relating to changes in reservesSchedule M-3, Part III, line 36, columns
lease for statutory accounting purposes for uncollectible accounts receivable must(a) through (d), as applicable. Attach
but as a sale for U.S. income tax be reported on Part III, line 33, Bad debtForm 8916-A.
purposes. Report in column (d), gross expense/agency balances written off. See

Do not report on Form 8916-A and thisrental deductions for a transaction treated Example 9 and Example 19.
line 36, amounts reported in accordanceas a lease for U.S. income tax purposes

Report on Part III, line 38, thewith the instructions for Part II, lines 9, 10,but as a purchase for statutory accounting
amortization of various items of prepaid11, and 12.purposes. Report interest expense for
expense, such as prepaid subscriptionssuch transactions on Part III, line 36, in Line 37. Domestic Production and license fees, prepaid insurance, etc.column (a) or (d), as applicable. Report

Activities Deductiondepreciation expense or deductions for Report on line 38, column (a),
such transactions on Part III, line 32, in Report on Part III, line 37, column (d), the expenses included in net income reported
column (a) or (d), as applicable. Use amount of the domestic production on Part I, line 11, that are related to
columns (b) and (c) of Part III, lines 32, activities deduction under section 199 reserves and contingent liabilities. Report
35, and 36, as applicable, to report the included in taxable income on Form on line 38, column (d), amounts related to
differences between column (a) and (d) 1120-L, page 1, line 20. Complete liabilities for reserves and contingent
for such recharacterized transactions. columns (b) and (c), as applicable. Do not liabilities that are deductible in the current
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tax year for U.S. income tax purposes. will satisfy the requirement to separately statement, Q treats the differences
Examples of reserves that are allowed for state and adequately disclose. In order to attributable to the annual statement
book purposes, but not for tax purposes separately state and adequately disclose treatment and U.S. income tax treatment
include restructuring reserves, reserves the employee termination costs, it is not of the prepaid insurance and advertising
for discontinued operations, and reserves required that an anticipated termination as temporary differences. Q must
for acquisitions and dispositions. Only cost amount be listed for each employee, separately state and adequately disclose
report on line 38 items that are not or that each asset (or category of asset) on Part III, line 38, its prepaid insurance
required to be reported elsewhere on be listed along with the anticipated loss premium and report $250,000 in column
Schedule M-3, Parts II and III. on disposition. (a) ($500,000/12 months times 6 months),

$250,000 in column (b), and $500,000 inExample 19. Life insurance companyThe schedule of details attached to the
column (d). Q must also separately stateQ is a calendar year taxpayer that wasreturn for line 38 must separately state
and adequately disclose on Part II, linerequired to file Schedule M-3 for its 2008and adequately disclose the nature and
28, its prepaid advertising and reporttax year and is required to file Scheduleamount of the expense related to each
$400,000 in columns (a) and (d).M-3 for its 2009 tax year. On July 1 ofreserve and/or contingent liability. The

each year, Q has a fixed liability for itsappropriate level of disclosure depends Line 39. Total Expense/
annual insurance premiums on its homeupon each taxpayer’s operational activity Deduction Itemsoffice building that provides a 12-monthand the nature of its accounting records.

Report on Part II, line 27, columns (a)coverage period beginning July 1 throughFor example, if a life insurance
though (d), as applicable, the negative ofJune 30. In addition, Q historicallycompany’s net income amount reported in
the amounts reported on Part III, line 39,prepays 12 months of advertisingthe income statement includes anticipated
columns (a) through (d), as applicable.expense on July 1. On July 1, 2009, Qexpenses for a discontinued operation as
Report positive amounts as negative andprepays its insurance premium ofa single amount, and its general ledger or
negative amounts as positive. For$500,000 and advertising expenses ofother books, records, and workpapers
example, if Part III, line 39, column (a),$800,000. For statutory accountingprovide details for the anticipated
reflects an amount of $1 million, thenpurposes, Q capitalizes and amortizes theexpenses under more explanatory and
report on Part II, line 27, column (a), ($1prepaid insurance and advertising over 12defined categories such as employee
million). Similarly, if Part III, line 39,months. For U.S. income tax purposes, Qtermination costs, lease cancellation
column (b), reflects an amount ofdeducts the insurance premium whencosts, loss on sale of equipment, etc., a
($50,000), then report on Part II, line 27,paid and amortizes the advertising oversupporting schedule that lists those
column (b), $50,000.the 12-month period. In its annualcategories of expenses and their details
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