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Department of the Treasury
Internal Revenue Service2010

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

2. U.S. corporation C owns U.S.Section references are to the Internal Who Must File
subsidiary D. For its 2010 tax year, CRevenue Code unless otherwise noted. • Any domestic corporation or group of prepares consolidated financial

corporations required to file Form 1120, statements with D, but C and D fileGeneral Instructions U.S. Corporation Income Tax Return, separate U.S. income tax returns. The
that reports on Form 1120, Schedule L, consolidated accrual basis financial
Balance Sheets per Books, total assetsWhat’s New statements for C and D report total
at the end of the corporation’s tax year• Special instructions for Part II, lines assets at the end of the tax year of $12
that equal or exceed $10 million must25 and 28, and Part III, line 37, have million after intercompany eliminations.
complete and file Schedule M-3 insteadbeen added. See page 13. C reports separate company total
of Schedule M-1, Reconciliation of• For Part II, line 25, and Part III, line year-end assets on its Schedule L of $7
Income (Loss) per Books With Income37, a separate schedule, including a million. D reports separate company
per Return.detailed description of the amounts total year-end assets on its Schedule L• A corporation filing aentered in each column of these lines, of $6 million. Neither C nor D is
non-consolidated Form 1120 thatmust be attached to Schedule M-3 required to file Schedule M-3 for the
reports on Schedule L total assets that(Form 1120). See Required schedules 2010 tax year.
equal or exceed $10 million mustfor Part II, line 25 and Part III, line 37 3. Foreign corporation A owns 100
complete and file Schedule M-3 insteadon page 14 for more information. percent of both U.S. corporation B and
of Schedule M-1 and must check box U.S. corporation C. C owns 100 percent• Line 35, Research and development (1) Non-consolidated return, at the top of U.S. corporation D. For its 2010 taxcosts, has been added to Part III. See of page 1 of Schedule M-3. year, A prepares a consolidatedthe instructions for Part III, line 35, for • Any U.S. consolidated tax group worldwide financial statement for themore information and examples. consisting of a U.S. parent corporation ABCD consolidated group. The ABCD• Line 36, Section 118 exclusion, has and additional includible corporations consolidated financial statement reportsbeen added to Part III. See the listed on Form 851, Affiliations total year-end assets of $25 million. Ainstructions for Part III, line 36, for more Schedule, required to file Form 1120, is not required to file a U.S. income taxinformation. that reports on Schedule L total return. B files a separate U.S. income
consolidated assets at the end of the tax return and reports separatePurpose of Schedule tax year that equal or exceed $10 company total year-end assets on its
million must complete and file ScheduleSchedule M-3, Part I, asks certain Schedule L of $12 million. C files a
M-3 instead of Schedule M-1, and mustquestions about the corporation’s consolidated U.S. income tax return
check box (2) Consolidated returnfinancial statements and reconciles with D and, after eliminating
(Form 1120 only), or box (3) Mixedfinancial statement net income (loss) for intercompany transactions between C
1120/L/PC group, as applicable, at thethe corporation (or consolidated and D, reports consolidated total
top of page 1 of Schedule M-3.financial statement group, if applicable), year-end assets on Schedule L of $8

as reported on Part I, line 4a, to net A U.S. corporation filing Form 1120 million. B is required to file Schedule
income (loss) of the corporation for U.S. that is not required to file Schedule M-3 M-3 because its total year-end assets
taxable income purposes, as reported may voluntarily file Schedule M-3 reported on Schedule L exceed $10
on Part I, line 11. instead of Schedule M-1. A corporation million. The CD U.S. consolidated tax

filing Schedule M-3 must check Item A, group is not required to file ScheduleSchedule M-3 Parts II and III box 4, on Form 1120, page 1, indicating M-3 because its total year-end assetsreconcile financial statement net that Schedule M-3 is attached, whether do not exceed $10 million.income (loss) for the U.S. corporation required or voluntary. A corporation
(or consolidated tax group, if filing Schedule M-3 must not file
applicable), as reported on Schedule Special Filing RequirementsSchedule M-1.
M-3, Part I, line 11, to taxable income for Certain GroupsExample 1.on Form 1120, page 1, line 28.

1. U.S. corporation A owns U.S. Mixed groups. If the parent
subsidiary B and foreign subsidiary F. corporation of a U.S. consolidated taxWhere To File For its 2010 tax year, A prepares group files Form 1120 and files

If the corporation is required to file (or consolidated financial statements with Schedule M-3, each member of the
voluntarily files) Schedule M-3 (Form B and F that report total assets of $12 group must file a Schedule M-3.
1120), the corporation must file Form million. A files a consolidated U.S. However, if the parent corporation of a
1120 and all attachments and income tax return with B and reports U.S. consolidated tax group files Form
schedules, including Schedule M-3 total consolidated assets on Schedule L 1120 and any member of the group
(Form 1120), with the Department of of $8 million. A’s U.S. consolidated tax files Form 1120-PC, U.S. Property and
the Treasury, Internal Revenue Service group is not required to file Schedule Casualty Insurance Company Income
Center, Ogden, UT 84201-0012. M-3 for the 2010 tax year. Tax Return, or Form 1120-L, U.S. Life
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Insurance Company Income Tax Note. No Schedule M-3 is required for Other Form 1120
Return, that member must file Schedule taxpayers filing Form 1120-REIT, U.S.

Schedules Affected byM-3 (Form 1120-PC) or Schedule M-3 Income Tax Return for Real Estate
(Form 1120-L), respectively, and the Investment Trusts; Form 1120-RIC, Schedule M-3group must comply with the mixed U.S. Income Tax Return for Regulated
group consolidated Schedule M-3 Investment Companies; Form 1120-H, Requirements
instructions under Schedule M-3 U.S. Income Tax Return for
Consolidation for Mixed Groups (1120/ Homeowners Associations; and Form Schedule B
L/PC) on page 4. A mixed group must 1120-SF, U.S. Income Tax Return for A corporation or group of corporationsalso file Form 8916, Reconciliation of Settlement Funds. that files a Form 1120 and is requiredSchedule M-3 Taxable Income with Tax

to file Schedule M-3, must also fileReturn Taxable Income for Mixed
Schedule B (Form 1120), AdditionalGroups and, if applicable, Form Other Issues Affecting Information for Schedule M-3 Filers. In8916-A, Supplemental Attachment to
the case of a consolidated group, aSchedule M-3. Schedule M-3 Filing parent corporation files one Schedule B

If the parent company of a U.S. (Form 1120) for the entire consolidatedRequirements
consolidated tax group files Form 1120 group.

If a corporation was required to fileand any member of the group files
Schedule M-3 for the preceding taxForm 1120-PC or Form 1120-L and the Schedule L
year, but reports on Form 1120, pageconsolidated Schedule L reported in the If a non-tax-basis income statement
1, Item D, and on Form 1120, Schedulereturn includes the assets of all of the and related non-tax-basis balance
L, total consolidated assets at the endcompanies (the insurance companies sheet is prepared for any purpose for a
of the current tax year of less than $10as well as the non-insurance period ending with or within the tax
million, the corporation is not requiredcompanies), in order to determine if the year, Schedule L must be prepared

group meets the $10 million threshold to file Schedule M-3 for the current tax showing non-tax-basis amounts. See
test for the requirement to file Schedule year. The corporation may either (a) file the instructions for Part I, line 1, for the
M-3, use the amount of total assets Schedule M-3, or (b) file Schedule M-1, discussion of non-tax-basis income
reported on Schedule L of the for the current tax year. However, if the statements and related non-tax-basis
consolidated return. If the parent corporation chooses to file Schedule balance sheets prepared for any
company of a U.S. consolidated tax M-1 for the current tax year, and for a purpose and the impact on the
group files Form 1120 and any member subsequent tax year the corporation is selection of the income statement used
of the group files Form 1120-PC or required to file Schedule M-3, the for Schedule M-3 and the related
Form 1120-L and the consolidated corporation must complete Schedule non-tax-basis balance sheet amounts
Schedule L reported in the return does M-3 in its entirety (Part I and all that must be used for Schedule L.
not include the assets of one or more of columns in Parts II and III) for that Total assets shown on Schedule L,the insurance companies in the U.S. subsequent tax year. line 15, column (d) (or, in the case ofconsolidated tax group, in order to

some consolidated mixed groups with adetermine if the group meets the $10
In the case of a U.S. consolidated Form 1120 parent and an insurancemillion threshold test, use the sum of

tax group, total assets at the end of the subsidiary, the assets reported on Formthe amount of total assets reported on
tax year must be determined based on 1120, page 1, Item D), must equal thethe consolidated Schedule L plus the
the total year-end assets of all total assets of the corporation (or, in theamounts of all assets reported on
includible corporations listed on Form case of a U.S. consolidated tax group,Forms 1120-PC and 1120-L that are
851, net of eliminations for the total assets of all members of theincluded in the consolidated return but
intercompany transactions and group listed on Form 851) as of the lastnot included on the consolidated

day of the tax year, and must be thebalances between the includibleSchedule L.
same total assets reported by thecorporations. In addition, for purposes

Other entities. There is a unique corporation (or by each member of theof determining whether the corporation
separate Schedule M-3 for taxpayers U.S. consolidated tax group) in the(or U.S. consolidated tax group) has
required to file Form 1065, U.S. Return non-tax-basis financial statements, iftotal assets at the end of the current tax
of Partnership Income; Form 1120S, any, used for Schedule M-3. If theyear of $10 million or more, the
U.S. Income Tax Return for an S corporation prepares non-tax-basiscorporation’s total consolidated assets
Corporation; Form 1120-F, U.S. Income financial statements, Schedule L mustmust be determined on an overall
Tax Return of a Foreign Corporation; equal the sum of the financialaccrual method of accounting unlessand for Forms 1120-PC or 1120-L. For statement total assets for eachboth of the following apply: (a) the taxmore information, see the instructions corporation listed on Form 851 andreturns of all includible corporations infor the applicable Schedule M-3. included in the consolidated U.S.the U.S. consolidated tax group are

income tax return (includibleprepared using an overall cash methodCooperatives filing Form 1120-C,
corporation) net of eliminations forU.S. Income Tax Return for of accounting, and (b) no includible
intercompany transactions betweenCooperative Associations, that report corporation in the U.S. consolidated tax
includible corporations. If theend of year assets of $10 million or group prepares or is included in corporation does not preparemore must complete Schedule M-3 financial statements prepared on an non-tax-basis financial statements,(Form 1120) instead of Schedule M-1. accrual basis. Schedule L must be based on the

For insurance companies included in corporation’s books and records. The
Note. See the instructions for Part I,the consolidated U.S. income tax Schedule L balance sheet can show
line 1, for a discussion of non-tax-basisreturn, see the instructions for Part I, tax-basis balance sheet amounts if the
income statements and relatedlines 10 and 11, and Part II, line 7, for corporation is allowed to use books and
non-tax-basis balance sheets to beguidance on Schedule M-3 reporting of records for Schedule M-3 and the
used in the preparation of Scheduleintercompany dividends and statutory corporation’s books and records reflect
M-3 and of Form 1120, Schedule L.accounting adjustments. only tax-basis amounts.

-2- Instructions for Schedule M-3 (Form 1120)



Page 3 of 27 Instructions for  Schedule M-3 (Form 1120) 15:38 - 10-MAR-2011

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

Generally, total assets at the entity (for example, as a corporation, a nominee arrangement tax year is
beginning of the year (Schedule L, line partnership, or a trust) are references to deemed to own all corporate and
15, column (b)) must equal total assets the treatment of the entity for U.S. partnership interests owned or deemed
at the close of the prior year (Schedule income tax purposes. An entity that to be owned under these instructions
L, line 15, column (d)). For each generally is disregarded as separate by the trust or nominee arrangement.
Schedule L balance sheet item reported from its owner for U.S. income tax

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

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

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

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

partnership interests owned or deemed 1. A, an LLC filing a Form 1065 for
to be owned under these instructions 2010, is owned 50 percent by U.S.Consolidated Return
by the disregarded entity. corporation Z. A owns 50 percent of B,(Form 1120, Page 1) 3. The owner of 50 percent or more C, D, and E, which are also LLCs filing

Report on Form 1120, page 1, each of a corporation by vote on any day of a Form 1065 for calendar year 2010. Z
item of income, gain, loss, expense, or the corporation tax year is deemed to was first required to complete Schedule
deduction net of elimination entries for own all corporate and partnership M-3 (Form 1120) for its corporate tax
intercompany transactions between interests owned or deemed to be year ended December 31, 2009, and
includible corporations. The corporation owned under these instructions by the filed its Form 1120 with Schedule M-3
must not report as dividends on Form corporation during the corporation tax for 2009 on September 15, 2010. As of
1120, Schedule C, any amounts year. September 16, 2010, Z was a
received from an includible corporation. 4. The owner of 50 percent or more reportable entity partner with respect to
In general, dividends received from an of partnership income, loss, or capital A and, through A, with respect to B, C,
includible corporation must be on any day of the partnership tax year D, and E. On October 5, 2010, Z
eliminated in consolidation rather than is deemed to own all corporate and reports to A, B, C, D, and E, as it is
offset by the dividends-received partnership interests owned or deemed required to do within 30 days of
deduction. to be owned under these instructions September 16, that Z is a reportable

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

5. The beneficial owner of 50 indirectly (with respect to B, C, D, andSchedule M-3 percent or more of the beneficial E) a 50 percent interest. Therefore,
For purposes of Schedule M-3, interest of a trust or nominee because Z was a reportable entity
references to the classification of an arrangement on any day of the trust or partner for 2010, each of A, B, C, D,
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and E is required to complete Schedule Consolidation for Mixed Groups (1120/ (a) both a corporation that is an
L/PC) below. insurance company and a corporationM-3 (Form 1065) for 2010, regardless

that is not an insurance company; or (b)of whether they would otherwise be A U.S. consolidated tax group must
both a life insurance company and arequired to complete Schedule M-3 for file a consolidated Schedule M-3. Parts
property and casualty insurancethat year. I, II, and III of the consolidated
company; or (c) a life insurance2. P, a U.S. corporation, is the Schedule M-3 must reflect the activity
company, a property and casualtyparent of a financial consolidation group of the entire U.S. consolidated tax
insurance company, and a corporationgroup. The parent corporation alsowith 50 domestic subsidiaries DS1
that is not an insurance company.must complete Parts II and III of athrough DS50 and 50 foreign

separate Schedule M-3 to reflect the Mixed group consolidation forsubsidiaries FS1 through FS50, all 100
parent’s own activity. In addition, Parts Schedule M-3, Parts II and III, requirespercent owned on September 16, 2010.
II and III of a separate Schedule M-3 (a) subgroup sub-consolidation of theOn September 15, 2010, P filed a
must be completed by each includible 1120 subgroup, the 1120-PC subgroup,consolidated tax return on Form 1120
corporation to reflect the activity of that and the 1120-L subgroup, each with itsand was required to complete Schedule
includible corporation. Lastly, it own sub-consolidated Schedule M-3,M-3 for the tax year ending December
generally will be necessary to complete Parts II and III, and (b) consolidation of31, 2009. On September 16, 2010,
Parts II and III of a separate Schedule the subgroup sub-consolidation totalsDS1, DS2, DS3, FS1, and FS2 each
M-3 for consolidation eliminations. on a consolidated Schedule M-3, Part IIacquires a 10 percent partnership

that ties to a consolidated Scheduleinterest in partnership K which files If a U.S. consolidated tax group that
M-3, Part I, and a consolidated Formis not a mixed group consists of fourForm 1065 for the tax year ending
8916, Reconciliation of Schedule M-3includible corporations (the parent andDecember 31, 2010. P is deemed to
Taxable Income with Tax Returnthree subsidiaries) all filing Form 1120,own, directly or indirectly (under these
Taxable Income for Mixed Groups.the U.S. consolidated tax group mustinstructions) all corporate and

complete six Schedules M-3 as follows: In addition to one Schedule M-3,partnership interests of DS1, DS2, DS3,
• One consolidated Schedule M-3 with Part II, and one Schedule M-3, Part III,as the parent of the tax consolidation
Parts I, II, and III completed to reflect for each corporation in the threegroup and therefore is deemed to own
the activity of the entire U.S. subgroup sub-consolidations, there will30 percent of K on September 16,
consolidated tax group. be generally a total of six additional2010. P is deemed to own, directly or
• Parts II and III of a separate Schedule M-3, Parts II, and sixindirectly, (under these instructions) all
Schedule M-3 for each of the four additional Schedule M-3, Parts III, forcorporate and partnership interests of
includible corporations to reflect the the subgroup sub-consolidations.FS1 and FS2 as the owner of 50
activity of each includible corporation. Specifically, there must be one Part IIpercent or more of each corporation by
• Parts II and III of a separate and one Part III for each subgroup’svote and therefore is deemed to own 20
Schedule M-3 to eliminate sub-consolidated amounts and one Partpercent of K on September 16, 2010. P
intercompany transactions between II and one Part III for each subgroup’sis therefore deemed to own 50 percent
includible corporations and to include sub-consolidation eliminationsof K on September 16, 2010. Since P
limitations on deductions (charitable amounts.owns or is deemed to own, directly or
contribution limitations and capital loss At the mixed group consolidatedindirectly, (under these instructions) 50
limitations) and carryover amounts level, there must be a consolidatedpercent or more of K on September 16,
(charitable contribution carryovers and Schedule M-3, Part II, and, if2010, and was required to complete
capital loss carryovers). applicable, a Part II for consolidationSchedule M-3 on its most recently filed
See Completion of Schedule M-3 and eliminations not includible in theU.S. income tax return filed prior to that
Certain Allocations, Limitations, and subgroup eliminations. At thedate, P is a reportable entity partner of Carryovers on page 5. consolidated level, there must also be aK as of September 16, 2010. On
Note. Complete only one Schedule consolidated Schedule M-3, Part I, andOctober 5, 2010, P reports to K, as it is
M-3, Part I, for each consolidated a consolidated Form 8916. For a mixedrequired to do, that P is a reportable
group. A subsidiary of a consolidated group, there is no Schedule M-3, Partentity partner as of September 16,
group does not complete Schedule III, at the consolidated level.2010, deemed to own (under these
M-3, Part I. Enter on Schedule M-3,instructions) a 50 percent interest in K. The corporation must check the
Part I, the name and EIN of theK is therefore required to complete applicable mixed group checkboxes on
common parent of the consolidatedSchedule M-3 when it files its Form all Schedules M-3, Parts I, II, and III, as
group. Indicate on Schedule M-3, Parts1065 for its tax year ending December discussed below.
II and III, on the line after the common31, 2010.
parent’s name and EIN, whether the Subgroup Sub-Consolidation:
Schedule M-3, Parts II and III, is for the: 1120 Subgroup, 1120-PC
(1) consolidated group; (2) parent Subgroup, and 1120-LConsolidated Schedule corporation; (3) consolidation Subgroup
eliminations; or (4) subsidiaryM-3 Versus A subgroup Schedule M-3, Parts II andcorporation, by checking the

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

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

PC)a life insurance company (files using subgroup for those reporting on Form
Form 1120-L) or a property and Special Schedule M-3 consolidation 1120-L. The parent corporation is
casualty insurance company (files using rules apply to a mixed group, that is, a included in the subgroup that
1120-PC). See Schedule M-3 consolidated tax group that includes: corresponds to the form on which it
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reports and the entire consolidated Part II for consolidation eliminations not (5) Mixed 1120/L/PC group, and box (6)
group files. For example, in the case of includible in the subgroup eliminations 1120-PC group for the
a Form 1120 parent and Form 1120 is applicable, the applicable amounts sub-consolidation, and by checking box
consolidated group, the parent is must be adjusted by the applicable (5) Mixed 1120/L/PC group, and box (7)
included in the Form 1120 subgroup elimination amounts.) The consolidated 1120-PC eliminations for the
sub-consolidation. Each subgroup uses Schedule M-3, Part II, line 30, amounts eliminations. The 1120-L subgroup
its own Schedule M-3 (Forms 1120, are the sum of the applicable amounts sub-consolidation Schedule M-3 (Form
1120-PC, or 1120-L), Parts II and III, for on the consolidated Part II, lines 29a, 1120-L), Parts II and III, must be
each corporation within the subgroup 29b, and 29c. For a mixed group, the indicated by checking box (5) Mixed
and for the subgroup sub-consolidation consolidated Part II, lines 1 through 28, 1120/L/PC group, and box (6) 1120-L
and the subgroup eliminations. are blank and no consolidated Part III is group for the sub-consolidation, and by

required to be completed. checking box (5) Mixed 1120/L/PCThe three subgroup
group, and box (7) 1120-L eliminationsFor mixed groups, the consolidatedsub-consolidation taxable income
for the eliminations.Part II, line 30, column (a), must equalcalculations on Schedule M-3 must

Part I, line 11, with appropriatefollow the separate return requirements A mixed group with a Form 1120
adjustments for statutory accountingof the regulation under Section 1502 parent corporation completes a
requirements reflected on Part I, linesand all other applicable regulations consolidated level Schedule M-3 (Form
10a and 10b. The consolidated taxabletaking into account the amounts 1120), Parts I and II, and a
income indicated on Part II, line 30,separately reported on Form 8916. consolidated Form 8916. The mixed
column (d), must equal the amountCapital loss limitation and carryforward group consolidated Schedule M-3, Part
shown on Form 8916, line 1. Formused and charitable deduction limitation II, must be indicated by checking box
8916, line 8, must equal taxable incomeand carryforward used are not taken (1) Consolidated group, and box (5)
reported on the tax return.into account in the determination of the Mixed 1120/L/PC group. (If a

three subgroup sub-consolidated consolidated level Part II forCompletion of Mixed Grouptaxable incomes on Schedule M-3, but consolidation eliminations not includibleCheckboxes for Schedule M-3,are reflected on Form 8916 and in the in the subgroup eliminations isPart II and Part IIIcalculation of the life/non-life loss applicable, that Part II must be
limitation and carryforward used. See indicated by checking box (3)Note. The following discussion of
Life/Non-Life Loss Limitation and Consolidated eliminations, and box (5)checkboxes will assume that the 1120
Carryforward Used Calculations  on this Mixed 1120/L/PC group.)subgroup includes the corporate parent
page. of the mixed group.

Life/Non-Life Loss LimitationThe reconciliation totals for book, Forms 1120, 1120-PC, and 1120-L, and Carryforward Usedtemporary difference, permanent Schedule M-3, Parts II and III, each
Calculationsdifference, and taxable income for each have a checkbox (5) at the top

subgroup are reported on Forms 1120, The applicable life/non-life lossindicating a mixed group. Checkbox (5)
1120-PC, or 1120-L, as applicable, limitation and all carryforward usedand one or more other applicable
Schedule M-3, Part II, line 29a, calculations are made using thecheckboxes must be checked.
columns (a), (b), (c), and (d), and equal amounts determined for taxable incomeFor example, an 1120 parentthe sum of the line amounts on Part II, in the three subgroupcorporation included in the 1120lines 26 through 28. For a mixed group, sub-consolidations and other applicablesubgroup must check Schedule M-3Schedule M-3, Part II, lines 29b, 29c, amounts separately reported on Form(Form 1120), Parts II and III, box (2)and 30 are blank on the Forms 1120, 8916. The calculated life/non-life lossParent corporation, and box (5) Mixed1120-PC, or 1120-L, as applicable, for limitation or carryforward used1120/L/PC group. An 1120 subsidiarythe separate corporations (parent and amounts, if any, are not entered oncorporation within the 1120 subgroupsubsidiary) and for the three subgroup Schedule M-3. The calculated amounts,must check Schedule M-3 (Form 1120),sub-consolidations. if any, are entered on Form 8916.Parts II and III, box (4) Subsidiary
Note. A sub-consolidation is required corporation, and box (5) Mixed 1120/L/
for every subgroup, even if the PC group. An 1120-PC subsidiary Completion of Schedule
subgroup consists of only one corporation within the 1120-PC
corporation. In addition, Form 8916-A, if M-3 and Certainsubgroup must check Schedule M-3
applicable, is required at the (Form 1120-PC), Parts II and III, box Allocations, Limitations,sub-consolidated level and the (4) Subsidiary corporation, and box (5)
sub-consolidated elimination level. Mixed 1120/L/PC group. An 1120-L and Carryovers

subsidiary corporation within the 1120-L A corporation (or any member of a U.S.Reconciliation of Mixed Group
subgroup must check Schedule M-3 consolidated tax group) required to fileSubgroup Sub-Consolidation (Form 1120-L), Parts II and III, box (4) Schedule M-3 must complete the formAmounts to Schedule M-3, Part Subsidiary corporation, and box (5) in its entirety. In particular, aI, line 11, and to Tax Return Mixed 1120/L/PC group. corporation filing a nonconsolidated

Taxable Income The 1120 subgroup return that meets the filing requirements
At the consolidated level, use the sub-consolidation Schedule M-3 (Form for Schedule M-3 must complete Parts
Schedule M-3 (Forms 1120, 1120-PC, 1120), Parts II and III, must be I, II, and III. Such a corporation does
or 1120-L), Parts I and II, that matches indicated by checking box (5) Mixed not check any of the checkboxes at the
the form on which the parent 1120/L/PC group, and box (6) 1120 top of Parts II and III. In the case of a
corporation reports and the entire group for the sub-consolidation, and by U.S. consolidated tax group, Part I
consolidated group files. For a mixed checking box (5) Mixed 1120/L/PC must be completed once, on the
group, the consolidated Schedule M-3, group, and box (7) 1120 eliminations consolidated Schedule M-3, by the
Part II, lines 29a, 29b, and 29c, report for the eliminations. The 1120-PC parent corporation. Parts II and III must
the applicable amounts from the three subgroup sub-consolidation Form be completed by the parent corporation,
subgroup sub-consolidation Part II, line 1120-PC, Schedule M-3, Parts II and each includible corporation, and a
29a, amounts. (If a consolidated level III, must be indicated by checking box consolidating eliminations entity.
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At the time the Form 1120 is filed, all II and Part III of Schedule M-3 for such Non-Tax-Basis Financial
applicable questions must be answered entity. On Part I, check box (4), Statements and Tax-Basis
on Part I, all columns must be Dormant subsidiaries schedule Financial Statements
completed on Parts II and III, and all attached.

A tax-basis income statement isnumerical data required by Schedule
allowed for Schedule M-3, and aM-3 must be provided. Any schedule
tax-basis balance sheet for Schedule L,required to support a line item on
only if no non-tax-basis incomeSchedule M-3 must be attached at the Specific Instructions statement and no non-tax-basistime Schedule M-3 is filed and must
balance sheet were prepared for anyprovide the information required for that for Part I
purpose and the books and records ofline item.
the corporation reflect only tax-basis

All detailed schedules for Part II and Part I. Financial amounts. The corporation is deemed to
Part III of Schedule M-3 must be have non-tax-basis income statementsInformation and Netattached for each separate entity and the related non-tax-basis balance
included in the consolidated Part II and sheets for the current tax year forIncome (Loss)Part III, including those for the parent purposes of Schedule M-3 and
company and the eliminations entity, if Reconciliation Schedule L if such non-tax-basis
applicable. It is not required that the financial statements were prepared for
same supporting detailed information and presented to management,When To Complete Part Ibe presented for Part II and Part III of creditors, shareholders, governmentPart I must be completed for any taxthe consolidated Schedule M-3. regulators, or any other third parties foryear for which the corporation files a period ending with or within the taxIf an item attributable to an includible Schedule M-3. Check either box (1) year.corporation is not shared by or Non-consolidated return, (2)allocated to the appropriate member of Consolidated return (Form 1120 only), If a Form 10-K is filed with the SECthe group but is retained in the parent

or (3) Mixed 1120/L/PC group, as for the period ending with or within thecorporation’s financial statements (or
applicable. In addition, check box (4), tax year, the corporation must checkbooks and records, if applicable), then

“Yes” for Part I, line 1a, and use thatDormant subsidiaries schedulethe item must be reported by the parent
income statement for Schedule M-3. Ifattached, if applicable.corporation in its separate Schedule
Form 10-K is not filed and aM-3. For example, if the parent of a
non-tax-basis income statement isLine 1. Questions RegardingU.S. consolidated tax group prepares
prepared that is a certifiedfinancial statements that include all the Type of Income non-tax-basis income statement for themembers of the U.S. consolidated tax
period ending with or within the taxStatement Preparedgroup and the parent does not allocate
year, the corporation must check “Yes”For Part I, lines 1 through 12, use onlythe group’s income tax expense as
for Part I, line 1b, and use that incomethe financial statements of the U.S.reflected in the financial statements
statement for Schedule M-3. If Formcorporation filing the U.S. income taxamong the members of the group but
10-K is not filed and no certifiedreturn (the consolidated financialretains it in the parent corporation, the
non-tax-basis income statement isparent corporation must report on its statements for the U.S. parent
prepared but an unauditedseparate Schedule M-3 the U.S. corporation of a U.S. consolidated tax
non-tax-basis income statement isconsolidated tax group’s income tax group). If the U.S. corporation filing a prepared for the period ending with orexpense as reflected in the financial U.S. income tax return (or the U.S. within the tax year, the corporationstatements. parent corporation of a U.S. must check “Yes” for Part I, line 1c, and

consolidated tax group) prepares itsAny adjustments made at the use that income statement for Schedule
own financial statements but isconsolidated group level that are not M-3.
controlled by another corporation (U.S.attributable to any specific member of

Order of priority in accountingor foreign) that prepares financialthe U.S. consolidated tax group (for
standards.  If no Form 10-K is filedstatements that include the U.S.example, disallowance of net capital
and two or more non-tax-basis incomecorporation, the U.S. corporation (or thelosses, contribution deduction
statements are both certifiedU.S. parent corporation of a U.S.carryovers, and limitation of contribution
non-tax-basis income statements fordeductions) must not be reported on consolidated tax group) must use for its
the period, the income statementthe separate consolidating parent or Schedule M-3, Part I, its own financial
prepared according to the followingsubsidiary Schedules M-3 but rather on statements and not the financial
order of priority in accounting standardsthe consolidated Schedule M-3 and on statements of the controlling
shall be used.the consolidating Schedule M-3 for corporation.

consolidation eliminations (or on Form 1. U.S. Generally Accepted
If a non-publicly traded U.S. parent8916 in the case of a mixed group). Accounting Principles (GAAP).

corporation of a U.S. consolidated tax 2. International Financial ReportingIf an includible corporation has: (1)
group prepares financial statements Standards (IFRS).no activity for the tax year (for example,
and that group includes a publiclybecause the corporation is a dormant 3. Any other International
traded subsidiary that files financialor inactive corporation); (2) no amount Accounting Standards (IAS).
statements with the Securities andfor the corporation to include in Part I, 4. Statutory accounting forExchange Commission (SEC), theline 11; and (3) no amounts to report on insurance companies.
consolidated financial statements of thePart II and Part III of Schedule M-3 for 5. Other regulatory accrualparent corporation are the appropriatethe tax year; the parent corporation of accounting.financial statements for purposes ofthe U.S. consolidated tax group may

6. Any other accrual accountingcompleting Part I. Do not use anyattach to the consolidated Schedule
standard.separate company financial statementsM-3 a statement that provides the

7. Any fair market value standard.that might be prepared for publiclyname and EIN of the includible
traded subsidiaries. 8. Any cash basis standard.corporation in lieu of filing a blank Part

-6- Instructions for Schedule M-3 (Form 1120)



Page 7 of 27 Instructions for  Schedule M-3 (Form 1120) 15:38 - 10-MAR-2011

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

If no non-tax-basis income statement report restatements on an 2. International Financial Reporting
is certified and two or more entity-by-entity basis. Standards (IFRS).
non-tax-basis income statements are 3. Statutory.

Line 3. Questions Regardingprepared, the income statement 4. Tax Basis.
prepared according to the first listed of 5. Other (Specify).Publicly Traded Voting
the accounting standards listed above Common Stock Report on Part I, lines 5a through 10,shall be used.

as instructed below, all adjustmentThe primary U.S. publicly traded votingIf no non-tax-basis financial
amounts required to adjust worldwidecommon stock class is the most widelystatements are prepared for a U.S.
net income (loss) reported on this Partheld or most heavily traded within thecorporation (or, in the case of a U.S.
I, line 4a (whether from financialU.S. as determined by the corporation.consolidated tax group, for the U.S.
statements or books and records), toIf the corporation has more than oneparent corporation’s consolidated
net income (loss) of includibleclass of publicly traded voting commongroup) filing Schedule M-3 (Form
corporations that must be reported onstock, attach a list of the classes of1120), the U.S. corporation (or the U.S.
Part I, line 11.publicly traded voting common stockparent corporation of a U.S.

and the trading symbol and the Report on line 12a the worldwideconsolidated tax group) must check
nine-digit CUSIP number of each class. consolidated total assets and total“No” on questions 1a, 1b, and 1c, skip

liabilities amounts for the corporationPart I, lines 2a through 3c, and enter Line 4a. Worldwide using the same financial statements (orthe net income (loss) per the books and
Consolidated Net Income books and records) used for therecords of the U.S. corporation (or U.S.

worldwide consolidated income (loss)consolidated tax group) on Part I, (Loss) per Income Statement
amount reported on Part 1, line 4a.line 4a. Report on Part I, line 4a, the worldwide

If a U.S. corporation: (a) has netIf no non-tax-basis financial consolidated net income (loss) per the
income (loss) included on Part I, linestatements are prepared for a U.S. income statement (or books and
4a, and removed on Part I, line 6a orcorporation (or, in the case of a U.S. records, if applicable) of the
6b, on another U.S. corporation’sconsolidated tax group, for the U.S. corporation. A corporation filing a
Schedule M-3; (b) files its own Formparent corporation’s consolidated non-consolidated Form 1120 for itself
1120 (separate or consolidated); (c)group) filing Schedule M-3 (Form must report its worldwide income on
does not have a separate non-tax-basis1120), and the U.S. corporation is Part I, line 4a.
financial statement (certified orowned by a foreign corporation that

In completing Schedule M-3, the otherwise) of its own; and (d) reports onprepares financial statements that
corporation must use financial Schedule L of its own Form 1120 totalincludes the U.S. corporation (or the
statement amounts from the financial consolidated assets that equal orU.S. parent corporation’s consolidated
statement type checked “Yes” on Part I, exceed $10 million at the end of thegroup), the U.S. corporation (or the
line 1, or from its books and records if corporation’s tax year, the corporationU.S. parent corporation of the U.S.
Part I, line 1c is checked “No.” If Part I, must answer questions 1a, 1b, and 1cconsolidated tax group) must enter “No”
line 1a, is checked “Yes,” report on Part of Part I as appropriate for its own Formon questions 1a, 1b, and 1c, skip Part I,
I, line 4a, the net income amount 1120 and must report on Part I, line 4a,lines 2a through 3c, and enter the net
reported in the income statement the amount for the corporation’s netincome (loss) per the books and
presented to the SEC on the income (loss) that is removed on Part I,records of the U.S. corporation (or U.S.
corporation’s Form 10-K (the Form line 6a or 6b, of the other corporation’sconsolidated tax group) on Part I, 
10-K for the security identified on Part I, Schedule M-3. However, if in theline 4a.
line 3b, if applicable). circumstances described immediately

Line 2. Questions Regarding above, the corporation does haveIf a corporation prepares
separate non-tax-basis financialIncome Statement Period non-tax-basis financial statements, the
statements (certified or otherwise) of itsamount on line 4a must equal theand Restatements
own, independent of the amount of thefinancial statement net income (loss) forEnter the beginning and ending dates corporation’s net income included inthe income statement period endingon line 2a for the corporation’s annual Part I, line 4a, of the other U.S.with or within the tax year as indicatedincome statement period ending with or corporation, the corporation muston Part I, line 2a.within the current tax year. answer questions 1a, 1b, and 1c of Part

If the corporation preparesThe questions on Part I, lines 2b and I, as appropriate, for its own Form
non-tax-basis financial statements and2c, regarding income statement 1120, based on its own separate
the income statement period differsrestatements refer to the worldwide income statement, and must report on
from the corporation’s tax year, theconsolidated income statement issued Part I, line 4a, the net income amounts
income statement period indicated onby the corporation filing the U.S. shown on its separate income
Part I, line 2a, applies for purposes ofincome tax return (the consolidated statement.
Part I, lines 4a through 8.financial statements for the U.S. parent If line 4a includes net income (loss)

corporation of a U.S. consolidated tax If the corporation does not prepare for a corporation that files Form
group) and used to prepare Schedule non-tax-basis financial statements and 1120-PC or Form 1120-L, see the
M-3. Answer “Yes” on lines 2b and/or has checked “No” on Part I, line 1c, instructions for Part I, line 10, for
2c if the corporation’s annual income enter the net income (loss) per the adjustments that may be necessary to
statement has been restated for any books and records of the U.S. reconcile financial statement income to
reason. Attach a short explanation of corporation or the U.S. consolidated tax statutory income.
the reasons for the restatement in net group on Part I, line 4a.
income for each annual income Line 5. Net Income (Loss) of

Indicate on Part 1, line 4b, which ofstatement period that is restated, Nonincludible Foreignthe following accounting standardsincluding the original amount and
were used for line 4a. Entitiesrestated amount of each annual

statement period’s net income. The 1. U.S. Generally Accepted Remove the financial net income (line
attached schedule is not required to Accounting Principles (GAAP). 5a) or loss (line 5b) of each foreign
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entity that is included on line 4a and is consolidated tax group (nonincludible included in the consolidated financial
not an includible corporation in the U.S. U.S. entity). In addition, on Part I, line group and therefore not included in the
consolidated tax group (nonincludible 8, adjust for consolidation eliminations income reported on Part I, line 4a.
foreign entity). In addition, on Part I, and correct for minority interest and Include on line 7a or 7b financial
line 8, adjust for consolidation intercompany dividends between any income of any disregarded entity that is
eliminations and correct for minority nonincludible U.S. entity and any not included in the income reported on
interest and intercompany dividends includible corporation. Do not remove in Part I, line 4a, but is included in Part I,
between any nonincludible foreign Part I the financial net income (loss) of line 11 (other disregarded entities).
entity and any includible corporation. any nonincludible U.S. entity accounted Include on line 7c the financial income
Do not remove in Part I the financial net for on line 4a using the equity method. of any entity not a disregarded entity
income (loss) of any nonincludible that is not included in the incomeAttach a supporting schedule that
foreign entity accounted for on line 4a reported on line 4a, but is included onprovides the name, EIN, and net
using the equity method. line 11 (other includible entities). Inincome (loss) included on line 4a that is

addition, on Part I, line 8, adjust forAttach a supporting schedule that removed on this line 6 for each
consolidation eliminations and correctprovides the name, EIN (if applicable), separate nonincludible U.S. entity. Also,
for minority interest and intercompanyand net income (loss) included on line state the total assets and total liabilities
dividends for any other disregarded4a that is removed on this line 5 for for each such separate nonincludible
entity or other includible entities.each separate nonincludible foreign U.S. entity and include those assets

entity. Also state the total assets and and liabilities amounts in the total Attach a supporting schedule thattotal liabilities for each such separate assets and total liabilities reported on provides the name, EIN, and netnonincludible foreign entity and include Part I, line 12c. The amounts of income income (loss) per the financialthose assets and liabilities amounts in (loss) detailed on the supporting statement or books and records onthe total assets and total liabilities schedule should be reported for each lines 7a, 7b, and 7c for each separatereported on Part 1, line 12b. The separate nonincludible U.S. entity other U.S. disregarded entity or otheramounts of income (loss) detailed on without regard to the effect of includible entity. Also, state the totalthe supporting schedule should be consolidation or elimination entries. If assets and total liabilities for each suchreported for each separate there are consolidation or elimination separate included entity and includenonincludible foreign entity without entries relating to nonincludible U.S. those assets and liabilities amounts inregard to the effect of consolidation or entities whose income (loss) is reported the total assets and total liabilitieselimination entries. If there are on the attached schedule that are not reported on Part I, line 12d. Theconsolidation or elimination entries reportable on Part I, line 8, the net amounts of income (loss) detailed onrelating to nonincludible foreign entities amounts of all such consolidation and the supporting schedule should bewhose income (loss) is reported on the elimination entries must be reported on reported for each separate otherattached schedule that are not a separate line on the attached disregarded entity or other includiblereportable on Part I, line 8, the net schedule, so that the separate financial entity without regard to the effect ofamounts of all such consolidation and accounting income (loss) of each consolidation or elimination entrieselimination entries must be reported on nonincludible U.S. entity remains solely between or among the entitiesa separate line on the attached separately stated. For example, if the listed. If there are consolidation orschedule, so that the separate financial net income (after consolidation and elimination entries relating to suchaccounting income (loss) of each elimination entries) of a nonincludible disregarded entity or other includiblenonincludible foreign entity remains U.S. sub-consolidated group is being entities whose income (loss) is reportedseparately stated. reported on line 6a, the attached on the attached schedule that are notsupporting schedule should report theFor example, if the net income (after reportable on Part I, line 8, the netincome (loss) of each separateconsolidation and elimination entries) of amounts of all such consolidation andnonincludible U.S. legal entity froma nonincludible foreign elimination entries must be reported oneach such entity’s own financialsub-consolidated group is being a separate line on the attachedaccounting net income statement orreported on line 5a, the attached schedule, so that the separate financialbooks and records, and anysupporting schedule should report the accounting income (loss) of each otherconsolidation or elimination entries (forincome (loss) of each separate disregarded entity or other includibleintercompany dividends, minoritynonincludible foreign legal entity from entity remains separately stated. Forinterests, etc.) not reportable on Part I,each such entity’s own financial example, if the net income (afterline 8, should be reported on theaccounting net income statement or consolidation and elimination entries) ofattached supporting schedule as a netbooks and records, and any a sub-consolidated group of other U.S.amount on a line separate and apartconsolidation or elimination entries (for disregarded entities is being reportedfrom lines that report eachintercompany dividends, minority on line 7b, the attached supportingnonincludible U.S. entity’s separate netinterests, etc.) not reportable on Part I, schedule should report the incomeincome (loss).line 8, should be reported on the (loss) of each separate other U.S.
attached supporting schedule as a net disregarded entity from each entity’sLine 7. Net Income (Loss) ofamount on a line separate and apart own financial accounting net incomeOther Includible Foreignfrom lines that report each statement or books and records, and
nonincludible foreign entity’s separate Disregarded Entities, Other any consolidation or elimination entries
net income (loss). (for intercompany dividends, minorityIncludible U.S. Disregarded

interests, etc.) not reportable on Part I,Line 6. Net Income (Loss) of Entities, and line 8, should be reported on the
Nonincludible U.S. Entities  Other Includible Entities attached supporting schedule as a net

amount on a line separate and apartRemove the financial net income (line Include on line 7a, 7b, or 7c the
from lines that report each other6a) or loss (line 6b) of each U.S. entity financial net income or (loss) of each
includible corporation’s or entity’sthat is included on line 4a and is not an foreign or U.S. disregarded entity or
separate net income (loss).includible corporation in the U.S. other includible entity that is not
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consolidates entity in the owner adjustment required by statutoryLine 8. Adjustment to
corporation’s consolidated financial accounting. Include on line 10b theEliminations of Transactions statements, but entity is not includible amount of any other required statutory

Between Includible Entities in the owner corporation’s consolidated accounting adjustment. Include on line
U.S. income tax return, then, as part of 10c the amount of any other adjustmentand Nonincludible Entities
reversing all consolidation and not required by statutory accounting.Adjustments on Part I, line 8, to reverse
elimination entries for the nonincludiblecertain financial accounting Normally, all intercompany dividendsentity, the corporate owner mustconsolidation or elimination entries are will have been eliminated or excludedreverse on Schedule M-3, Part I, line 8,necessary to ensure that transactions from the financial accountingthe elimination of the equity incomebetween includible entities and consolidated net income (loss) reportedinclusion from entity. If the ownernonincludible U.S. or foreign entities on Part I, line 4a. However, ancorporation does not account for entityare not eliminated, in order to report the insurance company may be required toon the equity method on its owncorrect total amount on Part I, line 11. include certain intercompany dividendsgeneral ledger, it will not haveAlso, additional consolidation entries on Part I, line 11, so that the amounteliminated the equity income forand elimination entries may be reported on Part I, line 11, agrees withconsolidated financial statementnecessary on Part I, line 8, related to statutory accounting net incomepurposes, and therefore will have notransactions between includible entities (Annual Statement). If the net incomeelimination of equity income to reverse.that are in the consolidated financial (loss) of a corporation that files Form

group and other disregarded entities The attached supporting schedule 1120-PC or Form 1120-L is included on
and other includible entities that are not for Part I, line 8, must identify the type Part I, line 4a or line 7, and is computed
in the consolidated financial group but (for example, minority interest, on a basis other than statutory
that are reported on Part I, line 7a, 7b, intercompany dividends, etc.) and accounting, include on line 10a the
or 7c in order to report the correct total amount of consolidation or elimination adjustments necessary such that Part I,
amount on Part I, line 11. entries reported, as well as the names line 11, includes intercompany

of the entities to which they pertain. It is dividends in the net income (loss) forInclude on Part I, line 8, the total of
not necessary, but it is permitted, to such corporation to the extent requiredthe following: (a) amounts of any
report intercompany eliminations that by statutory accounting principles. (Foradjustments to consolidation entries
net to zero on Part I, line 8, such as insurance companies included in theand elimination entries that are
intercompany interest income and consolidated U.S. income tax return,contained in the amount reported on
expense.Part I, line 4a, required as a result of see instructions for Part I, line 11, and

removing amounts on Part I, line 5 or 6; Part II, line 7.)Line 9. Adjustment Toand (b) amounts of any additional
Statutory accounting for anReconcile Income Statementconsolidation entries and elimination

insurance company subsidiary acquiredentries that are required as a result of Period To Tax Year
or merged may require the use of aincluding amounts on Part I, line 7a, 7b, Include on line 9 any adjustments financial statement period for incomeor 7c. This is necessary in order that necessary to the income (loss) of reported on Part I, line 11, that differsthe consolidation entries and includible corporations to reconcile from the period reported on Part I, lineintercompany elimination entries differences between the corporation’s 4a or line 7. Report on Part I, line 10b,included in the amount reported on Part income statement period reported on adjustments to income because of suchI, line 11, are only those applicable to line 2a and the corporation’s tax year. differences in accounting period.the financial net income (loss) of Attach a schedule describing the

includible entities for the financial adjustment. For any adjustments reported on
statement period. For example, Part I, lines 10a, 10b, and 10c, attach aStatutory accounting for anadjustments must be reported on line 8 supporting schedule that provides, forinsurance company subsidiary acquiredto remove minority interest and to each corporation to which anor merged may require the use of areverse the elimination of intercompany adjustment relates: the name and EINfinancial statement period for incomedividends included on Part I, line 4a, of the corporation; the amount of netreported on Part I, line 11, that differsthat relate to the net income of entities income included in Part I before anyfrom the period reported on Part I, lineremoved on Part I, line 5 or 6, because adjustments on line 10; the amount of4a or line 7. Report on Part I, line 10b,the income to which the consolidation net income included on Part I, line 11;adjustments to income because of suchor elimination entries relate has been the amount of the net adjustment that isdifferences in accounting period.removed. Also, for example, attributable to intercompany dividend
consolidation or elimination entries adjustments required to be reported byLine 10a. Intercompanymust be reported on line 8 to reflect any statutory accounting and included on
minority interest ownership in the net Dividend Adjustments To Part I, line 10a; the amount of the net
income of other disregarded entities or Reconcile to Line 11, adjustment attributable to other
other includible entities reported on Part statutory accounting requirements andLine 10b. Other StatutoryI, line 7a, 7b, or 7c; and to eliminate included on Part I, line 10b; and the
any intercompany dividends between Accounting Adjustments To amount of the remainder of the net
entities whose income is included on Reconcile to Line 11, and adjustment not required because of
Part I, line 7a, 7b, or 7c, and other statutory accounting and included onLine 10c. Other Adjustmentsentities included in the consolidated Part I, line 10c. If any net adjustment isTo Reconcile to Amount onU.S. income tax return. See Examples included for the corporation on Part I,
3, 4, and 5 in the instructions for line Line 11 lines 10b or 10c, attach a supplemental
11. supporting schedule identifying the lineInclude on lines 10a, 10b, and 10c any

(10b or 10c), the type of eachIf a corporate owner of an interest in other adjustments to reconcile net
adjustment included in the netanother entity: (a) accounts for the income (loss) on Part I, line 4a, through
adjustment, and the amount of eachinterest in entity in the owner Part I, line 9, with net income (loss) on
adjustment included in the netcorporation’s separate general ledger Part I, line 11. Include on line 10a the
adjustment.on the equity method, and (b) fully amount of any intercompany dividend
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through DS100, and 100% of the stock per the books and records of theLine 11. Net Income (Loss)
of 50 foreign subsidiaries FS1 through includible corporations (P and DS1) onper Income Statement of FS50. P eliminates all dividend income Part I, line 4a. P must enter any

Includible Corporations from DS1 through DS100 and FS1 necessary adjustments on lines 5a
through FS50 in financial statement through 10 in order for Part I, line 11, toReport on line 11 the net income (loss)
consolidation entries. Furthermore, P report the net income (loss) ofper the income statement (or books
eliminates the minority interest includible corporations P and DS1, netand records, if applicable) of the
ownership, if any, of DS1 through of eliminations for transactions betweencorporation. In the case of a U.S.
DS100 in financial statement P and DS1.consolidated tax group, report the
consolidation entries. P’s SEC Formconsolidated income statement net
10-K includes P, DS1 through DS100income (loss) of all corporations listed Example 4.
and FS1 through FS50 on a fullyon Form 851 and included in the 1. U.S. corporation P owns 60% of
consolidated basis. P files aconsolidated U.S. income tax return for corporation DS1 which is fully
consolidated U.S. income tax returnthe tax year. Amounts reported in consolidated in P’s financial
with DS1 through DS75.column (a) of Parts II and III (see statements. P does not account for

instructions below) must be reported on P must check “Yes” on Part I, line DS1 in P’s separate general ledger on
the same accounting method used to 1a. On Part I, line 4a, P must report the the equity method. DS1 has net income
report the amount of net income (loss) consolidated net income from the SEC of $100 (before minority interests) and
per income statement of includible Form 10-K for the consolidated financial pays dividends of $50, of which P
corporations on Part I, line 11, which for statement group of P, DS1 through receives $30. The dividend is
insurance companies is statutory DS100, and FS1 through FS50. P must eliminated in the consolidated financial
accounting. If an insurance company is remove the net income (loss) of FS1 statements. In its financial statements,
included in a consolidated Form 1120, through FS50 on Part I, line 5a or 5b, P consolidates DS1 and includes $60
the amount of net income reported on as applicable. P must remove the net of net income ($100 less the minority
Part I, Line 11, will include the statutory income (loss) before minority interests interest of $40) on Part I, line 4a.
accounting net income for the of DS76 through DS100 on Part I, line

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

Do not, in any event, report on this interests’ share of the net income (loss) includes the $30 dividend from DS1 at
line 11 the net income of entities not of DS76 through DS100. (Note: The Part I, line 11, and on Part II, line 7,
listed on Form 851 and not included in minority interests’ share, if any, of the column (a). P’s taxable dividend income
the consolidated U.S. income tax return income of DS1 through DS75 must be from DS1 must be reported on Part II,
for the tax year. For example, it is not reported in Part II, line 8, Minority line 7, column (d).
permissible to remove the income of interest for includible corporations.) 2. U.S. corporation C owns 60% ofnonincludible entities on lines 5 and/or P reports on Part I, line 11, the the capital and profits interests in U.S.6, discussed earlier; then to add back consolidated financial statement net LLC N. C does not account for N in C’ssuch income on lines 7 through 10, income (loss) attributable to the separate general ledger on the equitysuch that the amount reported at line includible corporations. Intercompany method. N has net income of $10011 includes the net income of entities transactions between the includible (before minority interests) and makesnot includible in the consolidated U.S. corporations that had been eliminated no distributions during the tax year. Cincome tax return. A principal purpose in the net income amount on line 4a treats N as a corporation for financialof Schedule M-3 is to report on this Part remain eliminated in the net income statement purposes; and as aI, line 11, only the financial accounting amount on line 11. Transactions partnership for U.S. income taxnet income of only the corporations between the includible corporations and purposes. In its financial statements, Cincluded in the consolidated U.S. the nonincludible entities that are consolidates N and includes $60 of netincome tax return. eliminated in the net income amount on income ($100 less the minority interest

Whether or not the corporation line 4a are included in the net income of $40) on Part I, line 4a.
prepares financial statements, Part I, amount on line 11 since the elimination C must remove the $100 net income
line 11, must include all items that of those transactions was reversed on of N on Part I, line 6a. C must reverse
impact the net income (loss) of the line 8. on Part I, line 8, the elimination of the
corporation even if they are not 2. Foreign corporation F owns 100% $40 minority interest net income of N.
recorded in the profit and loss accounts of the stock of U.S. corporation P. P The result is that C includes no income
in the corporation’s general ledger, owns 100% of the stock of DS1, 60% of for N either on Part I, line 11, or on Part
including, for example, all post-closing the stock of DS2, and 100% of the II, line 9, column (a). C’s taxable
adjusting entries (including workpaper stock of FS1. F prepares certified income from N must be reported by C
adjustments) and dividend income or audited financial statements. P does on Part II, line 9.
other income received from not prepare any financial statements. P 3. U.S. corporation P owns 60% ofnonincludible corporations. files a consolidated U.S. income tax corporation DS1, which is fully

Example 3. return with DS1. consolidated in P’s financial
statements. P accounts for DS1 in P’s1. U.S. corporation P is publicly P must not complete Schedule M-3,
separate general ledger on the equitytraded and files Form 10-K with the Part I, with reference to the financial
method. DS1 has net income of $100SEC. P owns 80% or more of the stock statements of its foreign parent F. P
(before minority interests) and paysof 75 U.S. corporations, DS1 through must check “No” on Part I, lines 1a, 1b,
dividends of $50, of which P receivesDS75, between 51% and 79% of the and 1c, skip lines 2a through 3c of Part
$30. The dividend reduces P’sstock of 25 U.S. corporations DS76 I, and enter worldwide net income (loss)
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investment in DS1 for equity method equity method income and consolidates the minority interest in the net income
N and includes $60 of net income of DS1, but is not required to report thereporting on P’s separate general
($100 less the minority interest of $40) offsetting adjustment to theledger where P includes its 60% equity
on Part I, line 4a. intercompany elimination of interestshare of DS1 income, which is $60. In

income and interest expense (though itits financial statements, P eliminates C must remove the $100 net income
is permitted to do so).the DS1 equity method income of $60 of N on Part I, line 6a. C must reverse

and consolidates DS1, including $60 of on Part I, line 8, the elimination of the Line 12. Total Assets andnet income ($100 less the minority $40 minority interest net income of N
interest of $40) on Part I, line 4a. Liabilities of Entitiesand the elimination of the $60 of N

equity method income. The result isP must remove the $100 net income Included or Removed on Part
that C includes the $60 of equityof DS1 on Part I, line 6a. P must I, Lines 4, 5, 6, and 7method income for N on Part I, line 11,reverse on Part I, line 8, the elimination

Line 12 must be completed by alland on Part II, line 9, column (a). C’sof the $40 minority interest net income
corporations that file Schedule M-3.taxable income from N must beof DS1 and the elimination of the $60 of
Report on lines 12a, 12b, 12c, and 12dreported by C on Part II, line 9, DS1 equity income. The net result is
the total amount (not just thecolumn (d).that P includes the $60 of equity
corporation’s share) of assets andmethod income from DS1 at Part I, line
liabilities of entities included or removedExample 5. U.S. corporation P11, and on Part II, line 6, column (a).
on Part I, lines 4, 5, 6, and 7. On lineowns 80% of the stock of corporationP’s taxable dividend income from its
12a, enter the worldwide consolidatedDS1. DS1 is included in P’sinvestment in DS1 must be reported on
total assets and total liabilities of all ofconsolidated income tax return, evenPart II, line 7, column (d).
the entities included in completing Partthough DS1 is not included in P’s4. U.S. corporation C owns 60% of I, line 4a. On line 12b, enter the totalconsolidated financial statements on

the capital and profits interests in U.S. assets and total liabilities of the entitieseither a consolidated basis or on the
LLC N. C accounts for N in C’s removed in completing Part I, line 5. Onequity method. DS1 has current year
separate general ledger on the equity line 12c, enter the total assets and totalnet income of $100 after taking into
method. N has net income of $100 liabilities removed in completing Part I,account its $40 interest payment to P.
(before minority interests) and makes line 6. On line 12d, enter total assetsP has net income of $1,040 after
no distributions during the tax year. C and total liabilities included inrecognition of the interest income from
treats N as a corporation for financial completing Part I, line 7.DS1. Because DS1 is an includible
statement purposes and as a corporation, 100% of the net income of
partnership for U.S. income tax both P and DS1 must be reported on
purposes. For equity method reporting Form 1120, page 1, of the PDS Specific Instructions foron C’s separate general ledger, C consolidated U.S. income tax return,
includes its 60% equity share of N Parts II and IIIand the intercompany interest income
income, which is $60. In its financial and expense must be removed by For consolidated U.S. income tax
statements, C eliminates the $60 of N consolidation elimination entries. returns, file supporting schedules for
equity method income and consolidates each includible corporation. See theP must report its financial statementN, including $60 of net income ($100 instructions for consolidated returns onnet income of $1,040 on Part I, line 4a,less the minority interest of $40) on page 6 of the Instructions for Formand reports DS1’s net income of $100Part I, line 4a. 1120.on Part I, line 7c. Then, in order to

C must remove the $100 net income reflect the full consolidation of the
of N on Part I, line 6a. C must reverse General Format of Partsfinancial accounting net income of P
on Part I, line 8, the elimination of the and DS1 at Part I, line 11, the following II and III$40 minority interest net income of N consolidation and elimination entries
and the elimination of the $60 of N Check the applicable box(es) at the topare reported on Part I, line 8: (a)
equity method income. The result is of pages 2 and 3 of Schedule M-3 tooffsetting entries to remove the $40 of
that C includes the $60 of equity indicate whether the Schedule M-3 isinterest income received from DS1
method income for N on Part I, line 11, for the:included by P on line 4a, and to remove
and on Part II, line 9, column (a). C’s the $40 of interest expense of DS1 1. Consolidated group;
taxable income from N must be included in line 7c for a net change of 2. Parent corporation;
reported by C on Part II, line 9, column zero; and (b) an entry to reflect the $20 3. Consolidated eliminations;
(d). minority interest in the net income of 4. Subsidiary corporation; or

5. U.S. corporation C owns 60% of DS1 (DS1 net income of $100 times 5. Mixed 1120/L/PC group.
the capital and profits interests in U.S. 20% minority interest). The result is that
LLC N. C accounts for N in C’s Part I, line 11, reports $1,120: $1,040

Also check the applicable box toseparate general ledger on the equity from line 4a, $100 from line 7c, and
indicate whether the Schedule M-3 ismethod. N has net income of $100 ($20) from line 8. Stated another way,
for a sub-consolidated: (6) 1120 group;(before minority interests) and pays a Part I, line 11, includes the entire
or (7) 1120 eliminations. See$50 cash distribution, of which C $1,000 net income of P, measured
Consolidated Schedule M-3 Versusreceives $30. The distribution reduces before recognition of the intercompany
Consolidating Schedules M-3 for FormC’s investment in N for equity method interest income from DS1 and the
1120 Groups and Schedule M-3reporting on C’s separate general consolidation of DS1 operations, plus
Consolidation for Mixed Groups (1120/ledger. C treats N as a corporation for the entire $140 net income of DS1,
L/PC) on page 4.financial statement purposes and as a measured before interest expense to P,

partnership for U.S. income tax less the minority interest ownership of For each line item in Parts II and III,
purposes. For equity method reporting $20 in DS1’s separate net income report in column (a) the amount of net
on C’s separate general ledger, C ($100). The consolidated U.S. income income (loss) included in Part I, line 11,
includes its 60% equity share of N tax group is required to include on the and report in column (d) the amount
income, which is $60. In its financial attached supporting schedule for Part I, included in taxable income on Form
statements, C eliminates the $60 of N line 8, the details of the adjustment to 1120, page 1, line 28.
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Note. A schedule or explanation may In the case of a U.S. consolidated opposite effect on taxable income in a
be attached to any line even if none is tax group that is not a mixed group, the future tax year (or years) due to the
required. reconciliation described in the difference in timing of recognition for

preceding paragraph must be financial accounting and U.S. income
When To Complete Columns performed by each member of the U.S. tax purposes) or is the reversal of such

consolidated tax group. However, a difference that arose in a prior tax(a) and (d)
because Part I must be completed only year. Report in column (c) anyA corporation is not required to once on the consolidated Schedule M-3 difference that the corporation believescomplete columns (a) and (d) of Parts II by the parent corporation of the U.S. will not reverse in a future tax year (andand III for the first tax year the consolidated tax group, the amount is not the reversal of such a differencecorporation is required to file Schedule reported on Part II, line 30, column (a), that arose in a prior tax year).M-3. However, the corporation must by each member of the U.S. If the corporation is unable tocomplete columns (a) and (d) for all tax consolidated tax group on its respective determine whether a differenceyears subsequent to the first tax year Schedule M-3 is the amount attributable between column (a) and column (d) forthe corporation is required to file to that member that is reported on the an item will reverse in a future tax yearSchedule M-3. For example, if a consolidated Schedule M-3, Part I, line or is the reversal of a difference thatcorporation was required to file 11, completed by the parent arose in a prior tax year, report theSchedule M-3 as a member of a U.S. corporation. Accordingly, the amount difference for that item in column (c).consolidated tax group and the reported on Part II, line 30, columns (a) Example 6. For the 2009, 2010,corporation leaves the U.S. through (d), of the consolidated and 2011 tax years, corporation A hasconsolidated tax group, the corporation Schedule M-3 is the sum of the total consolidated assets on the lastis required to complete Schedule M-3 in amounts reported by each member of day of the tax year as reported onits entirety in any succeeding tax year the U.S. consolidated tax group on its Schedule L, line 15, column (d), of $8that the corporation is required to respective Schedule M-3 (including a million, $11 million, and $12 million,complete Schedule M-3. However, if Schedule M-3 for consolidation respectively. A is required to filethe corporation joins in filing a different eliminations, if necessary). Note that Schedule M-3 for its 2010 and 2011 taxconsolidated U.S. income tax return, the amount reported on Part II, line 30, years.then the corporation must complete its column (a), of the consolidatedSchedule M-3 in its entirety in any year For its 2009 tax year, A voluntarilySchedule M-3 must equal the amountthat the U.S. consolidated tax group filed Schedule M-3 instead of Schedulereported on Part I, line 11, of themust complete its Schedule M-3 in its M-1 and did not complete columns (a)consolidated Schedule M-3, and thatentirety. and (d) of Parts II and III.the amount reported on Part II, line 30,

If, for any tax year (or tax years) For A’s 2010 tax year, the first taxcolumn (d), of the consolidated
prior to the first tax year a corporation is year that A is required to file ScheduleSchedule M-3 must equal the amount
required to file Schedule M-3, a M-3, A is only required to complete Partreported on the consolidated Form
corporation voluntarily files Schedule I and columns (b) and (c) of Parts II and1120, page 1, line 28.
M-3 instead of Schedule M-1, then in III.

When To Complete Columnsthose voluntary filing years the For A’s 2011 tax year, A is required
corporation is not required to complete to complete Schedule M-3 in its(b) and (c)
columns (a) and (d) of Parts II and III. entirety.Columns (b) and (c) of Parts II and IIIIn addition, in the first tax year the Example 7. Corporation B is a U.S.must be completed for any tax year forcorporation is required to file Schedule publicly traded corporation that files awhich the corporation files ScheduleM-3, the corporation is not required to consolidated U.S. income tax returnM-3.complete columns (a) and (d) of Parts II and prepares consolidated GAAPFor any item of income, gain, loss,and III. financial statements. In prior years, Bexpense, or deduction for which thereIf a corporation that is not a mixed acquired intellectual property (IP) andis a difference between columns (a)group chooses not to complete columns goodwill through several corporateand (d), the portion of the difference(a) and (d) of Parts II and III in the first acquisitions. The IP is amortizable forthat is temporary must be entered intax year the corporation is required to both U.S. income tax and financialcolumn (b) and the portion of thefile Schedule M-3 (or in any year in statement purposes. In the currentdifference that is permanent must bewhich the corporation voluntarily files year, B’s annual amortization expenseentered in column (c).Schedule M-3), then Part II, line 30, is for IP is $9,000 for U.S. income tax

If financial statements are preparedreconciled by the corporation (or, in the purposes and $6,000 for financial
by the corporation in accordance withcase of a U.S. consolidated tax group, statement purposes. In its financial
generally accepted accountingby the group’s parent corporation on statements, B treats the difference in IP
principles (GAAP), differences that arePart II, line 30, of the group’s amortization as a temporary difference.
treated as temporary for GAAP must beconsolidated Schedule M-3) in the The goodwill is not amortizable for U.S.
reported in column (b) and differencesfollowing manner: income tax purposes and is subject to
that are permanent (that is, not impairment for financial statement1. Report the amount from Part I, temporary for GAAP) must be reported purposes. In the current year, B recordsline 11, on Part II, line 30, column (a); in column (c). Generally, pursuant to an impairment charge on the goodwill2. Leave blank Part II, lines 1 GAAP, a temporary difference affects of $5,000. In its financial statements, Bthrough 29, columns (a) and (d); (creates, increases, or decreases) a treats the goodwill impairment as a3. Leave blank Part III, columns (a) deferred tax asset or liability. permanent difference. B must report theand (d); and

If the corporation does not prepare amortization attributable to the IP on4. Report on Part II, line 30, column
financial statements, or the financial Part III, line 28, and report $6,000 in(d), the sum of Part II, line 30, columns
statements are not prepared in column (a), a temporary difference of(a), (b), and (c).
accordance with GAAP, report in $3,000 in column (b), and $9,000 in

Note. Mixed groups should see column (b) any difference that the column (d). B must report the goodwill
Schedule M-3 Consolidation for Mixed corporation believes will reverse in a impairment on Part III, line 26, and
Groups (1120/L/PC) on page 4. future tax year (that is, have an report $5,000 in column (a), a
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permanent difference of ($5,000) in penalties are civil or criminal, described in Part II, lines 1 through 24,
column (c), and $0 in column (d). regardless of the classification, report and describe the entire amount

nomenclature, or terminology attached of the item on Part II, line 25.
to the fines or penalties by the imposing With limited exceptions, Part IIIReporting Requirements
authority in its actions or documents. includes lines for specific items offor Parts II and III expense or deduction (expense items).If a corporation would be required to

Except for mixed group consolidation, (See Part III, lines 1 through 34.) If anreport in column (a) of Parts II and III
the number of Parts II must equal the expense item is described on Part III,the amount of any item specifically
number of Parts III filed by the lines 1 through 34, report the amount oflisted on Schedule M-3 in accordance
corporation. Mixed groups should see the item on the applicable line,with the preceding paragraph, except
Schedule M-3 Consolidation for Mixed regardless of whether there is athat the corporation has capitalized the
Groups (1120/L/PC) on page 4. difference for the item. If there is aitem of income or expense and reports

difference for the expense item, or onlythe amount in its financial statement
General Reporting a portion of the expense item has abalance sheet or in asset and liability

difference and a portion of the itemaccounts maintained in theRequirements
does not have a difference and the itemcorporation’s books and records, theIf an amount is attributable to a is not described in Part III, lines 1corporation must report the proper taxreportable transaction described in through 34, report and describe thetreatment of the item in columns (b),Regulations section 1.6011-4(b), the entire amount of the item on Part III,(c), and (d), as applicable.amount must be reported in columns line 35.(a), (b), (c), and (d), as applicable, of Furthermore, in applying the two

If there is no difference between thePart II, line 12, regardless of whether preceding paragraphs, a corporation is
financial accounting amount and thethe amount would otherwise be required to report in column (a) of Parts
taxable amount of an entire item ofreported on Part II or Part III of II and III the amount of any item
income, loss, expense, or deductionSchedule M-3. Thus, if a taxpayer files specifically listed on Schedule M-3 that
and the item is not described orForm 8886, Reportable Transaction is included in the corporation’s financial
included in Part II, lines 1 through 25,Disclosure Statement, the amounts statements or exists in the corporation’s
or Part III, lines 1 through 35, report theattributable to that reportable books and records, regardless of the
entire amount of the item in columns (a)transaction must be reported on Part II, nomenclature associated with that item
and (d) of Part II, line 28.line 12. in the financial statements or books and

records. Accurate completion of Special instructions for Part II, linesA corporation is required to report in Schedule M-3 requires reporting 25 and 28, and Part III, line 37.column (a) of Parts II and III the amount amounts according to the substantive Whether a given income (loss) item isof any item specifically listed on nature of the specific line items reported on Part II, line 25, or on Part II,Schedule M-3 that is in any manner included in Schedule M-3 and line 28, or a given expense/deductionincluded in the corporation’s current consistent reporting of all transactions item on Part III, line 37, or on Part II,year financial statement net income of like substantive nature that occurred line 28, is determined separately by(loss) or in an income or expense during the tax year. For example, all each member of the U.S. consolidatedaccount maintained in the corporation’s expense amounts that are included in tax group and not at the U.S.books and records, even if there is no the financial statements or exist in the consolidated tax group level. Fordifference between that amount and the books and records that represent some example, U.S. corporation P has twoamount included in taxable income form of “Bad debt expense,” must be subsidiaries, A and B, that are includedunless (a) otherwise provided in these reported on Part III, line 32, in column in P’s consolidated financial statementsinstructions or (b) the amount is (a), regardless of whether the amounts and in P’s consolidated U.S. income taxattributable to a reportable transaction are recorded or stated under different return. For financial statementdescribed in Regulations section nomenclature in the financial purposes, P, A., and B recognize real1.6011-4(b) and is therefore reported statements or the books and records estate tax expense when accrued. Foron Part II, line 12. For example, with such as: “Provision for doubtful U.S. income tax purposes, P and Athe exception of interest income accounts;” “Expense for uncollectible recognize such expense consistent withreflected on a Schedule K-1 received notes receivable;” or “Impairment of the method used for financial statementby a corporation as a result of the trade accounts receivable.” Likewise, purposes, whereas B recognizes suchcorporation’s investment in a as stated in the preceding paragraph, deduction based on a method differentpartnership or other pass-through all fines and penalties must be included from that used for financial statemententity, all interest income, included on on Part III, line 12, column (a), purposes. P and A must report thisPart I, line 11, whether from regardless of the terminology or expense/deduction in column (a) andunconsolidated affiliated companies, nomenclature attached to them by the (d) on Part II, line 28. B must report thethird parties, banks, or other entities, corporation in its books and records or following on Part III, line 37: in columnwhether from foreign or domestic financial statements. (a), B’s expense recognized in thesources, whether taxable or exempt
financial statements when accrued; infrom tax, and whether classified as With limited exceptions, Part II
column (d), B’s real estate tax expensesome other type of income for U.S. includes lines for specific items of
recognized for U.S. income taxincome tax purposes (such as income, gain, or loss (income items).
purposes; and in column (b) or (c), asdividends), must be included on Part II, (See Part II, lines 1 through 24.) If an
applicable, the difference between B’sline 13, column (a). Likewise, all fines income item is described in Part II, lines
real estate tax expense in its financialand penalties included in Part I, line 11, 1 through 24, report the amount of the
statements and its real estate taxpaid to a government or other authority item on the applicable line, regardless
deduction recognized for U.S. taxablefor the violation of any law for which of whether there is a difference for the
income purposes.fines or penalties are assessed must be item. If there is a difference for the

included on Part III, line 12, column (a), income item, or only a portion of the Separately stated and adequately
regardless of the government authority income item has a difference and a disclosed. Each difference reported in
that imposed the fines or penalties, portion of the item does not have a Parts II and III must be separately
regardless of whether the fines or difference, and the item is not stated and adequately disclosed. In
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general, a difference is adequately acceptable description, provide a acceptable description would be
disclosed if the difference is labeled in supporting attachment. “Coupon Issue Reserves — Rewards
a manner that clearly identifies the item Expense” and “Future WarrantyExample 8. Corporation C is a
or transaction from which the difference Expense Reserve.”calendar year taxpayer that placed in
arises. For further guidance about service ten depreciable fixed assets in Note. There is no need to add the title
adequate disclosure, see Regulations 2004. C was required to file Schedule of the reserve account to the
section 1.6662-4(f). If a specific item of M-3 for its 2009 tax year and is description if the account name for the
income, gain, loss, expense, or required to file Schedule M-3 for its amount in column (a) is already part of
deduction is described on Part II, lines 2010 tax year. C’s total depreciation the adjustment description.
9 through 24, or Part III, lines 1 through expense for its 2010 tax year for five of

Example 10. Corporation E is a34, and the line does not indicate to the assets is $50,000 for income
calendar year taxpayer that was“attach schedule” or “attach details,” statement purposes and $70,000 for
required to file Schedule M-3 for itsand the specific instructions for the line U.S. income tax purposes. C’s total
2009 tax year and is required to filedo not call for an attachment of a annual depreciation expense for its
Schedule M-3 for its 2010 tax year. Onschedule or statement, then the item is 2010 tax year for the other five assets
January 2, 2010, E establishes anconsidered separately stated and is $40,000 for income statement
allowance for uncollectible accountsadequately disclosed if the item is purposes and $30,000 for U.S. income
receivable (bad debt reserve) ofreported on the applicable line and the tax purposes. In its financial
$100,000. During 2010, E increasedamount(s) of the item(s) are reported in statements, C treats the differences
the reserve by $250,000 for additionalthe applicable columns of the between financial statement and U.S.
accounts receivable that may becomeapplicable line. See the instructions for income tax depreciation expense as
uncollectible. Additionally, during 2010,Part II, lines 1 through 8, for specific giving rise to temporary differences that
E decreases the reserve by $75,000 foradditional information required to be will reverse in future years. C must
accounts receivable that wereprovided for these particular lines. combine all of its depreciation
discharged in bankruptcy during 2010.adjustments. Accordingly, C mustNote. A schedule or explanation may
The balance in the reserve account onreport on Part III, line 31, for its 2010be attached to any line even if none is
December 31, 2010, is $275,000. Thetax year income statement depreciationrequired.
$100,000 amount to establish theexpense of $90,000 in column (a), aExcept as otherwise provided, reserve account and the $250,000 totemporary difference of $10,000 indifferences for the same item must be increase the reserve account arecolumn (b), and U.S. income taxcombined or netted together and expenses on E’s 2010 financialdepreciation expense of $100,000 inreported as one amount on the statements but are not deductible forcolumn (d).applicable line of Schedule M-3. U.S. income tax purposes in 2010.Example 9. Corporation D is aHowever, differences for separate items However, the $75,000 decrease to thecalendar year taxpayer that wasmust not be combined or netted reserve is deductible for U.S. incomerequired to file Schedule M-3 for itstogether. Each item (and corresponding tax purposes in 2010. In its financial2009 tax year and is required to fileamount attributable to that item) must statements, E treats the reserveSchedule M-3 for its 2010 tax year. Onbe separately stated and adequately account as giving rise to a temporaryDecember 31, 2010, D establishesdisclosed on the applicable line of difference that will reverse in future taxthree reserve accounts in the amount ofSchedule M-3, or any schedule years. E must report on Part III, line 32,$100,000 for each account. Onerequired to be attached, even if the for its 2010 tax year income statementreserve account is an allowance foramounts are below a certain dollar bad debt expense of $350,000 inaccounts receivable that are estimatedamount. column (a), a temporary difference ofto be uncollectible. The second reserveRequired schedules for Part II, line ($275,000) in column (b), and U.S.is an estimate of coupons outstanding25, and Part III, line 37. A separate income tax bad debt expense ofthat may have to be paid. The thirdschedule must be attached to Schedule $75,000 in column (d).reserve is an estimate of futureM-3 (Form 1120) that includes a warranty expenses. In its financial Example 11. Corporation F is adetailed description of each item and statements, D treats the three reserve calendar year taxpayer that wasadjustment entered on Part II, line 25, accounts as giving rise to temporary required to file Schedule M-3 for itsand Part III, line 37. differences that will reverse in future 2009 tax year and is required to file

The description for each amount years. The three reserves are expenses Schedule M-3 for its 2010 tax year.
entered in column (a) must be readily in D’s 2010 financial statements but are During 2010, F incurs $200 of meals
identifiable to the name of the account not deductions for U.S. income tax and entertainment expenses that F
in the financial statements or books and purposes in 2010. D must not combine deducts in computing net income per
records of the taxpayer, under which the Schedule M-3 differences for the the income statement. $50 of the $200
the amount in column (a) was recorded three reserve accounts. D must report is subject to the 50% limitation under
in the accounting records. Also, the the amounts attributable to the section 274(n). In its financial
description for each amount entered in allowance for uncollectible accounts statements, F treats the limitation on
column (a) must include detailed receivable on Part III, line 32, Bad debt deductions for meals and entertainment
information supporting each adjustment expense, and must separately state as a permanent difference. Because
reported in columns (b) and (c), and adequately disclose the amounts meals and entertainment expenses are
including how the adjustment is attributable to each of the other two specifically described in Part III, line 11,
identified in the accounting records. reserves, coupons outstanding and F must report all of its meals and
The entire description is considered the warranty costs, on a required, attached entertainment expenses on this line,
tax description for the amount reported schedule that supports the amounts at regardless of whether there is a
in column (d) for each item reported on Part III, line 37. D must also provide a difference. Accordingly, F must report
Part II, line 25, or Part III, line 37. description for each reserve that meets $200 in column (a), $25 in column (c),

Each description should adequately the requirements for Part III, line 37, and $175 in column (d). F must not
describe all four columns of Part II, line discussed earlier under Required report the $150 of meals and
25, or Part III, line 37. If additional schedules for Part II, line 25, and Part entertainment expenses that are
information is required to provide an III, line 37. In this example, an deducted in F’s financial statement net
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income and are fully deductible for U.S. on which the dividend was paid, (4) the Line 6. Income (Loss) From
income tax purposes on Part II, line 28, percentage of the class directly or Equity Method U.S.Other items with no differences, and indirectly owned, and (5) the amounts

Corporationsthe $50 subject to the limitation under for columns (a) through (d).
section 274(n) on Part III, line 11. Report on line 6, column (a), the

financial income (loss) included in PartLine 3. Subpart F, QEF, and
I, line 11, for any U.S. corporationPart II. Reconciliation of Similar Income Inclusions accounted for on the equity method andNet Income (Loss) per Report on line 3, column (d), the remove such amount in column (b) or

amount included in taxable income (c), as applicable. Report on Part II, lineIncome Statement of under section 951 (relating to Subpart 7, dividends received from any U.S.
F), gains or other income inclusions corporation accounted for on the equityIncludible Corporations
resulting from elections under sections method.With Taxable Income per 1291(d)(2) and 1298(b)(1), and any
amount included in taxable income Line 7. U.S. Dividends NotReturn pursuant to section 1293 (relating to Eliminated in TaxFor any item reported on Part II, lines 1, qualified electing funds). The amount of

3 through 6, or 8, attach a supporting ConsolidationSubpart F income corresponds to the
schedule that provides the name of the total of the amounts reported by the Report on line 7, column (a), the
entity for which the item is reported, the corporation on line 6, Schedule I, of all amount of dividends included in Part I,
entity’s EIN (if applicable), the type of Forms 5471, Information Return of U.S. line 11, that were received from any
entity (corporation, partnership, etc.), Persons With Respect To Certain U.S. corporation. Report on line 7,
and the item amounts for columns (a) Foreign Corporations. The amount of column (d), the amount of any U.S.
through (d). See the instructions for qualified electing fund income dividends included in taxable income on
Part II, lines 2 and 7, for the specific corresponds to the total of the amounts Form 1120, page 1, line 28.
information required for those particular reported by the corporation on line 3(a),

Usually, the amounts included onlines. Part II, of all Forms 8621, Return by a
line 7, columns (a) and (d) include onlyShareholder of a Passive Foreign
dividends received from U.S.Line 1. Income (Loss) From Investment Company (PFIC) or
corporations that are not included in theEquity Method Foreign Qualified Electing Fund.
U.S. consolidated tax group becauseCorporations intercompany dividends (dividendsAlso include on line 3 PFIC

Report on line 1, column (a), the received from includible corporationsmark-to-market gains and losses under
financial income (loss) included in Part listed on Form 851) are eliminated orsection 1296. Do not report such gains
I, line 11, for any foreign corporation excluded for financial accountingand losses on Part II, line 16.
accounted for on the equity method and purposes and eliminated for the
remove such amount in column (b) or calculation of U.S. taxable income. InLine 4. Section 78 Gross-Up(c), as applicable. Report the amount of the case of an insurance company

Report on line 4, column (d), thedividends received and other taxable included in the consolidated U.S.
amount of any section 78 gross-up notamounts received or includible from income tax return required to report
included in column (d) of Part II, lines 9,foreign corporations on Part II, lines 2 intercompany dividends as part of
10, and 11, Income (loss) from U.S.through 5, as applicable. statutory accounting net income,
partnerships, foreign partnerships, and include such intercompany dividends

Line 2. Gross Foreign other pass-through entities. The section on Part II, line 7, column (a) and the
78 gross-up amount on this line 4 must taxable amount of those dividends onDividends Not Previously
correspond to the total section 78 Part II, line 7, column (d). (ForTaxed gross-up amounts reported by the insurance companies included in the

Except as otherwise provided in this corporation on all Forms 1118, Foreign consolidated U.S. income tax return,
paragraph, report on line 2, column (d), Tax Credit—Corporations, excluding see the instructions for Part I, lines 10
the amount (before any withholding tax) the amounts reported in column (d) of and 11.)
of any foreign dividends included in Part II, lines 9, 10, and 11.

For any intercompany dividendscurrent year taxable income on Form
(dividends received from includible1120, page 1, line 28, and report on Line 5. Gross Foreign corporations listed on Form 851)line 2, column (a), the amount of

Distributions Previously included on Part II, line 7, report on andividends from any foreign corporation
attached supporting schedule: (1) theincluded in Part I, line 11. Do not report Taxed
name of the dividend payer, (2) theon line 2 any amounts that must be Report on line 5, column (a), any payer’s EIN, (3) the class of stock orreported on Part II, line 3 or 4, or distributions received from foreign security on which the dividends weredividends that were previously taxed corporations that were included in Part paid, (4) the amount of any netand must be reported on Part II, line 5. I, line 11, and that were previously adjustment included on Part I, line 10a,(See the instructions below for Part II, taxed for U.S. income tax purposes. For for such dividends, and (5) the itemlines 3, 4, and 5.) example, include in column (a) amounts amounts for columns (a) through (d).For any dividends reported on Part that are excluded from taxable income

II, line 2, that are received on a class of under sections 959 and 1293(c). For any dividends included on Part
voting stock of which the corporation Remove such amount in column (b) or II, line 7, that are not intercompany
directly or indirectly owned 10% or (c), as applicable. Report the full dividends (dividends received from
more of the outstanding shares of that amount of the distribution before any includible corporations listed on Form
class at any time during the tax year, withholding tax. Since previously taxed 851) that are received on classes of
report on an attached supporting foreign distributions are not currently voting stock in which the corporation
schedule; (1) the name of the dividend taxable, line 5, column (d), is shaded. directly or indirectly owned 10% or
payer, (2) the payer’s EIN (if (Also, see the instructions for Part II, more of the outstanding shares of that
applicable), (3) the class of voting stock line 2.) class at any time during the tax year,
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report on an attached supporting on Part II, line 8, Minority interest for (b), (c), or (d) of lines 9 or 10, as
schedule for Part II, line 7, (1) the name applicable.includible corporations, ($100) is
of the dividend payer, (2) the payer’s reported in column (a), $100 in column Example 13. U.S. corporation H is
EIN (if applicable), (3) the class of (c), and $0 in column (d). On Part II, a calendar year taxpayer that was
voting stock on which the dividend was line 28, the U.S. consolidated tax group required to file Schedule M-3 for its
paid, (4) the percentage of the class reports $1,000 in both columns (a) and 2009 tax year and is required to file
directly or indirectly owned, and (5) the (d). As a result, financial statement net Schedule M-3 for its 2010 tax year. H
item amounts for columns (a) through income on Part II, line 30, column (a), has an investment in a U.S. partnership
(d). will total $900, net permanent USP. H prepares financial statements

differences on Part II, line 30, column in accordance with GAAP. In itsLine 8. Minority Interest for (c), will total $100, and taxable income financial statements, H treats the
on line 30, column (d), will total $1,000.Includible Corporations difference between financial statement

net income and taxable income from itsReport on line 8, column (a), the
Line 9. Income (Loss) From investment in USP as a permanentminority interest included in the

difference. For its 2010 tax year, H’sfinancial income (loss) on Part I, line U.S. Partnerships and 
financial statement net income includes11, for any member of the U.S. Line 10. Income (Loss) From $10,000 of income attributable to itsconsolidated tax group that is less than

Foreign Partnerships share of USP’s net income. H’s100% owned.
Schedule K-1 from USP reports $5,000For any interest owned by theExample 12. Corporation G is a
of ordinary income, $7,000 of long-termcorporation or a member of the U.S.calendar year taxpayer that was
capital gains, $4,000 of charitableconsolidated tax group that is treatedrequired to file Schedule M-3 for its
contributions, and $200 of section 179as an investment in a partnership for2009 tax year and is required to file
expense. H must report on Part II, lineU.S. income tax purposes (other thanSchedule M-3 for its 2010 tax year. G
9, $10,000 in column (a), a permanentan interest in a disregarded entity),owns 90% of the stock of U.S.
difference of ($2,200) in column (c),report amounts on Part II, line 9 or 10,corporation DS1. G files a consolidated
and $7,800 in column (d).as described below:U.S. income tax return with DS1 as the

Example 14. Same facts as1. In column (a) the sum of theGDS1 U.S. consolidated group. G
Example 13 except that corporation H’scorporation’s distributive share ofprepares certified GAAP financial
charitable contribution deduction isincome or loss from a U.S. or foreignstatements for the consolidated
wholly attributable to its partnershippartnership that is included in Part I,financial statement group consisting of
interest in USP and is limited to $90line 11;G and DS1. G has no net income of its
pursuant to section 170(b)(2) due toown, and G does not report its equity 2. In column (b) or (c), as
other investment losses incurred by H.interest in the income of DS1 on its applicable, except for amounts
In its financial statements, H treatedseparate financial statements. DS1 has described in item 4, on page 16, the
this limitation as a temporary difference.financial statement net income (before sum of all differences, if any,
H must not report the charitableminority interests) and taxable income attributable to the corporation’s
contribution limitation of $3,910 ($4,000of $1,000 ($2,500 of revenue less distributive share of income or loss from
-$90) on Part II, line 9. H must report$1,500 cost of goods sold). a U.S. or foreign partnership; and
the limitation on Part III, line 21, and3. In column (d), except for amountsOn the consolidated Schedule M-3, report the disallowed charitabledescribed in item 4, on page 16, thePart I, line 4, Worldwide consolidated contributions of ($3,910) in columns (b)sum of all amounts of income, gain,net income (loss) per income and (d).loss, or deduction attributable to thestatement, and on line 11, Net income

corporation’s distributive share of(loss) per income statement of Line 11. Income (Loss) Fromincome or loss from a U.S. or foreignincludible corporations, the U.S. Other Pass-Through Entitiespartnership (that is, the sum of allconsolidated tax group GDS1 must
amounts reportable on the corporation’s For any interest in a pass-through entityreport $900 of financial statement net
Schedule(s) K-1 received from the (other than an interest in a partnershipincome ($1,000 net income less $100
partnership (if applicable)), without reportable on Part II, line 9 or 10, asminority interest).
regard to any limitations computed at applicable) owned by a member of theThe GDS1 group must prepare one the partner level (for example, U.S. consolidated tax group (other thanconsolidated Schedule M-3, Parts II limitations on utilization of charitable an interest in a disregarded entity),and III, and three additional Schedules contributions, capital losses, and report the following on line 11:M-3, Parts II and III: one for G, one for interest expense). 1. In column (a) the sum of theDS1, and one for consolidation

4. Do not report on Part II, line 9 or corporation’s distributive share ofeliminations.
10, as applicable, any portion of a income or loss from the pass-through

On the Schedule M-3, Parts II and corporation’s domestic production entity that is included in Part I, line 11;
III, for DS1, $1,000 is reported on Part activities deduction under section 199 2. In column (b) or (c), as
II, line 28 and line 30, in both columns even if some or all of the corporation’s applicable, except for amounts
(a) and (d). On G’s Schedule M-3, deduction is attributable to a described in item 4, below, the sum of
Parts II and III, zero is reported on Part partnership interest held by the all differences, if any, attributable to the
II, line 30, in both columns (a) and (d). corporation. A corporation must report pass-through entity; and
On the consolidation eliminations this deduction only on Part III, line 22. 3. In column (d), except for amounts
Schedule M-3, Parts II and III, on Part described in item 4, below, the sum of
II, line 8 and line 30, the minority For each partnership reported on all taxable amounts of income, gain,
interest elimination for the U.S. line 9 or 10, attach a supporting loss, or deduction reportable on the
consolidated tax group is reported as schedule that provides the name, EIN corporation’s Schedules K-1 received
($100) in column (a), $100 in column (if applicable), end of year profit-sharing from the pass-through entity (if
(c), and $0 in column (d). percentage (if applicable), end of year applicable).

loss-sharing percentage (if applicable),On the Schedule M-3, Parts II and 4. Do not report on Part II, line 11,
and the amount reported in column (a),III, for the U.S. consolidated tax group, any portion of a corporation’s domestic
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production activities deduction even if 3. The type of reportable transaction reportable transaction described in
some or all of the corporation’s (that is, listed transaction, confidential Regulations section 1.6011-4(b)(4).
deduction is attributable to an interest transaction, transaction with contractual This reportable transaction is the only
in a pass-through entity held by the protection, etc.) as reported on line 2 of reportable transaction for K’s 2010 tax
corporation. A corporation must report Form 8886. year and results in a $7 million capital
this deduction only on Part III, line 22. loss for both financial accounting

If a transaction is a listed transaction purposes and U.S. income tax
described in Regulations sectionFor each pass-through entity purposes. Although the transaction
1.6011-4(b)(2), the description alsoreported on line 11, attach a supporting does not result in a difference, K is
must include the description providedschedule that provides that entity’s required to report on Part II, line 12, the
on line 3 of Form 8886. In addition, ifname, EIN (if applicable), the following amounts: ($7 million) in
the reportable transaction involves ancorporation’s end of year profit-sharing column (a), zero in columns (b) and (c),
investment in the transaction throughpercentage (if applicable), the and ($7 million) in column (d). The
another entity such as a partnership,corporation’s end of year loss-sharing transaction will be adequately disclosed
the description must include the namepercentage (if applicable), and the if K attaches a supporting schedule for
and EIN (if applicable) of that entity asamounts reported by the corporation in line 12 that (a) sequentially numbers
reported on line 5 of Form 8886.column (a), (b), (c), or (d) of line 11, as the Form 8886 and refers to the

applicable. sequentially-numbered Form 8886-X1Example 15. Corporation J is a
and (b) reports the applicable amountscalendar year taxpayer that wasLine 12. Items Relating to required for line 12, columns (a)required to file Schedule M-3 for its
through (d). Alternatively, theReportable Transactions 2009 tax year and is required to file
transaction will be adequately disclosedSchedule M-3 for its 2010 tax year. JAny amounts attributable to any
if the supporting statement for line 12incurred seven different abandonmentreportable transactions (as described in
includes a description of thelosses during its 2010 tax year. OneRegulations section 1.6011-4) must be
transaction, the name and tax shelterloss of $12 million results from aincluded on Part II, line 12, regardless
registration number, if any, and the typereportable transaction described inof whether the difference, or
of reportable transaction disclosed onRegulations section 1.6011-4(b)(5),differences, would otherwise be
Form 8886.another loss of $5 million results from areported elsewhere in Part II or Part III.

reportable transaction described inThus, if a taxpayer files Form 8886 for Line 13. Interest IncomeRegulations section 1.6011-4(b)(4), andany reportable transaction described in
the remaining five abandonment losses Report on Part II, line 13, column (a),Regulations section 1.6011-4, the
are not reportable transactions. J the total amount of interest incomeamounts attributable to that reportable
discloses the reportable transactions included on Part I, line 11, and reporttransaction must be reported on Part II,
giving rise to the $12 million and $5 on Part II, line 13, column (d), the totalline 12. In addition, all income and
million losses on separate Forms 8886 amount of interest income included onexpense amounts attributable to a
and sequentially numbers them X1 and Form 1120, page 1, line 28, that is notreportable transaction must be reported
X2, respectively. J must separately required to be reported elsewhere onon Part II, line 12, columns (a) and (d)
state and adequately disclose the $12 Schedule M-3. In columns (b) or (c), aseven if there is no difference between
million and $5 million losses on Part II, applicable, adjust for any amountsthe financial amounts and the taxable
line 12. The $12 million loss and the $5 treated for U.S. income tax purposes asamounts.
million loss will be adequately disclosed interest income that are treated as

Each difference attributable to a if J attaches a supporting schedule for some other form of income for financial
reportable transaction must be line 12 that lists each of the accounting purposes, or vice versa. For
separately stated and adequately sequentially numbered forms, Form example, adjustments to interest
disclosed. A corporation will be 8886-X1 and Form 8886-X2, and with income resulting from adjustments
considered to have separately stated respect to each reportable transaction made in accordance with the
and adequately disclosed a reportable reports the appropriate amounts instructions for Part II, line 18, should
transaction on line 12 if the corporation required for Part II, line 12, columns (a) be made in columns (b) and (c) of this
sequentially numbers each Form 8886 through (d). Alternatively, J’s line 13.
and lists by identifying number on the disclosures will be adequate if the Complete Part II of Form 8916-A.supporting schedule for Part II, line 12, description provided for each loss on Enter the amounts from line 6, columnseach sequentially numbered reportable the supporting schedule includes the (a) through (d) of Form 8916-A, ontransaction and the amounts required names and tax shelter registration Schedule M-3, Part II, line 13, columnsfor Part II, line 12, columns (a) through numbers, if any, disclosed on the (a) through (d), as applicable. Attach(d). applicable Form 8886, identifies the Form 8916-A.

type of reportable transaction for theIn lieu of the requirements of the
Do not report on this line 13 orloss, and reports the appropriatepreceding paragraph, a corporation will

include on Form 8916-A amountsamounts required for Part II, line 12,be considered to have separately
reported in accordance with thecolumns (a) through (d). J must reportstated and adequately disclosed a
instructions for Part II, lines 9, 10, 11,the losses attributable to the other fivereportable transaction if the corporation
12, and 22.abandonment losses on Part II, lineattaches a supporting schedule that

23e, regardless of whether a differenceprovides the following for each Line 14. Total Accrual toexists for any or all of thosereportable transaction:
abandonment losses. Cash Adjustment1. A description of the reportable

transaction disclosed on Form 8886 for Example 16. Corporation K is a This line is completed by a corporation
which amounts are reported on Part II, calendar year taxpayer that was that prepares financial statements (or
line 12; required to file Schedule M-3 for its books and records, if permitted) using

2. The name and tax shelter 2009 tax year and is required to file an overall accrual method of accounting
registration number, if applicable, as Schedule M-3 for its 2010 tax year. K and uses an overall cash method of
reported on lines 1a and 1b, enters into a transaction with accounting for U.S. income tax
respectively, of Form 8886; and contractual protection that is a purposes (or vice versa). With the
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exception of amounts required to be report $15,000 in column (a), $10,000 to cost-flow assumptions, additional
reported on Part II, line 12, the in column (b), and $25,000 in column costs required to be capitalized
corporation must report on Part II, line (d). (including depreciation) such as section
14, a single amount net of all 263A costs, inventory shrinkage

Line 15. Hedgingadjustments attributable solely to the accruals, inventory obsolescence
use of the different overall methods of reserves, and lower of cost or marketTransactions
accounting (for example, adjustments (LCM) write-downs.Report on line 15, column (a), the net
related to accounts receivable, Complete Part I of Form 8916-A.gain or loss from hedging transactions
accounts payable, compensation, Enter the amounts from line 8, columnsincluded on Part I, line 11. Report in
accrued liabilities, etc.), regardless of (a) through (d) of Form 8916-A, oncolumn (d) the amount of taxable
whether a separate line on Schedule Schedule M-3, Part II, line 17, columnsincome from hedging transactions as
M-3 corresponds to an item within the (a) through (d), as applicable. Attachdefined in section 1221(b)(2). Use
accrual to cash reconciliation. Form 8916-A.columns (b) and (c) to report all
Differences not attributable to the use differences caused by treating hedging Note.  The entries in columns (a) andof the different overall methods of transactions differently for financial (d) of Schedule M-3, line 17, areaccounting must be reported on the accounting purposes and for U.S. negative amounts.appropriate lines of Schedule M-3 (for income tax purposes. For example, if a
example, a depreciation difference Do not report the following on thisportion of a hedge is considered
must be reported on Part III, line 31). line 17 or on Form 8916-A:ineffective under GAAP but still is a • Amounts reportable on Part II, lineExample 17. Corporation L is a valid hedge under section 1221(b)(2),

12;calendar year taxpayer that was the difference must be reported on line • Any gain or loss from inventoryrequired to file Schedule M-3 for its 15. The hedge of a capital asset, which
hedging transactions reportable on Part2009 tax year and is required to file is not a valid hedge for U.S. income tax
II, line 15;Schedule M-3 for its 2010 tax year. L purposes but may be considered a • Amounts reportable on Part II, lineprepares financial statements in hedge for GAAP purposes, must also
18;accordance with GAAP using an overall be reported here. • Amounts reportable on Part II, lineaccrual method of accounting. L uses Report hedging gains and losses 21;an overall cash method of accounting computed under the mark-to-market • Mark-to-market income or (loss)for U.S. income tax purposes. L’s method of accounting on line 15 and associated with the inventories offinancial statements for the year ending not on Part II, line 16. dealers in securities under section 475,December 31, 2010, report accounts
reportable on Part II, line 16;Report any gain or loss fromreceivable of $35,000, an allowance for • Section 481(a) adjustments related toinventory hedging transactions on linebad debts of $10,000, and accounts
cost of goods sold or inventory15 and not on Part II, line 17.payable of $17,000 related to current
valuation, reportable on Part II, line 19;year acquisition and reorganization Line 16. Mark-to-Market • Fines and penalties reportable onlegal and accounting fees. In addition,
Part III, line 12;Income (Loss)for L’s year ending December 31, 2010, • Judgments, damages, awards, andL reported financial statement Report on line 16 any amount
similar costs, reportable on Part III, linedepreciation expense of $15,000 and representing the mark-to-market
13; anddepreciation for U.S. income tax income or loss for any securities held • Amounts included on Part III, line 34.purposes of $25,000. For L’s 2010 tax by a dealer in securities, a dealer in

year using an overall cash method of Example 18.  Corporation C is acommodities having made a valid
accounting, L does not recognize the calendar year taxpayer that placed inelection under section 475(e), or a
$35,000 of revenue attributable to the service ten depreciable fixed assets intrader in securities or commodities
accounts receivable, cannot deduct the 2004. C was required to file Schedulehaving made a valid election under
$10,000 allowance for bad debt, and M-3 for its 2009 tax year and issection 475(f). “Securities” for these
cannot deduct the $17,000 of accounts required to file Schedule M-3 for itspurposes are securities described in
payable. In its financial statements, L 2010 tax year. C’s total depreciationsection 475(c)(2) and section 475(e)(2).
treats both the difference in overall expense for its 2010 tax year for five of“Securities” do not include any items
accounting methods used for financial the assets is $50,000 for financialspecifically excluded from sections
statement and U.S. income tax accounting purposes and $70,000 for475(c)(2) and 475(e)(2), such as certain
purposes and the difference in U.S. income tax purposes. C’s totalcontracts to which section 1256(a)
depreciation expense as temporary annual depreciation expense for itsapplies.
differences. L must combine all 2010 tax year for the other five assetsReport hedging gains and lossesadjustments attributable to the is $40,000 for financial accountingcomputed under the mark-to-marketdifferences related to the overall purposes and $30,000 for U.S. incomemethod of accounting on Part II, lineaccounting methods on Part II, line 14. tax purposes. In addition, C incurs $20015, Hedging transactions, and not onAs a result, L must report on Part II, line of meals and entertainment expensesline 16.14, $8,000 in column (a) ($35,000 that C deducts in computing net income
-$10,000 - $17,000), ($8,000) in column for financial accounting purposes. AllLine 17. Cost of Goods Sold
(b), and zero in column (d). L must not $200 of the meals and entertainment

Report on line 17 any amountsreport the accrual to cash adjustment expenses is subject to the 50%
deducted as part of cost of goods soldattributable to the legal and accounting limitation under section 274(n). In its
during the tax year, regardless offees on Part III, line 24, Current year financial statements, C treats the
whether the amounts would otherwiseacquisition or reorganization legal and $50,000 depreciation and $100 of the
be reported elsewhere in Part II or Partaccounting fees. Because the meals and entertainment as other costs
III.difference in depreciation expense does in computing cost of goods sold. C

not relate to the use of the cash or Examples of amounts that must be must include on Form 8916-A and on
accrual method of accounting, L must included as cost of goods sold items Schedule M-3, Part II, line 17, in
report the depreciation difference on are amounts attributable to inventory column (a), the $50,000 of depreciation
Part III, line 31, Depreciation, and valuation, such as amounts attributable and $100 of meals and entertainment.
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C must also include a temporary accounts for each transaction as a sale. $25,000 in columns (b) and (d) for its
difference of $20,000 in column (b), a 2010 tax year and each of theFor U.S. income tax purposes, each of
permanent difference of ($50) in subsequent three tax years (unless N isM’s transactions must be treated as a
column (c), and $70,050 in column (d) otherwise required to recognize thelease. In its financial statements, M
($70,000 depreciation and $50 meals remainder of the 481(a) adjustmenttreats the difference in the financial
and entertainment expenses). In earlier). N must not report the sectionaccounting and the U.S. income tax
addition, C must report on Part III, line 481(a) adjustment on Part III, line 31.treatment of these transactions as
31, for its 2010 tax year income temporary. During 2010, M reports in its

Line 20. Unearned/Deferredstatement, depreciation expense of financial statements $1,000 of sales
$40,000 in column (a), a temporary and $700 of cost of goods sold with Revenue
difference of ($10,000) in column (b) respect to 2010 lease transactions. M Report on line 20, column (a), amounts
and $30,000 in column (d); and on Part receives periodic payments of $500 in of revenues included in Part I, line 11,
III, line 11, meals and entertainment 2010 with respect to these 2010 that were deferred from a prior financial
expense of $100 in column (a), a transactions and similar transactions accounting year. Report on line 20,
permanent difference of ($50) in from prior years and treats $400 as column (d), amounts of revenues
column (c), and $50 in column (d). All principal and $100 as interest income. recognizable for U.S. income tax
other cost of goods sold items would be For financial accounting purposes, M purposes in the current tax year that
added to the amounts included on Part reports gross profit of $300 ($1,000 are recognized for financial accounting
II, line 17, detailed in this example and -$700) and interest income of $100 purposes in a different year. Also,
reported on Form 8916-A and on Part from these transactions. For U.S. report on line 20, column (d), any
II, line 17, in the appropriate columns. income tax purposes, M reports $500 of amount of revenues reported on line

gross rental income (the periodic 20, column (a), that are recognizableLine 18. Sale Versus Lease payments) and (based on other facts) for U.S. income tax purposes in the
$200 of depreciation deduction on the(for Sellers and/or Lessors) current tax year. Use columns (b) and
property. On its 2010 Schedule M-3, MNote. Also see the instructions at Part (c) of line 20, as applicable, to report
must report on Part II, line 13, $100 inIII, line 34, Purchase Versus Lease (for the differences between column (a) and
column (a), ($100) in column (b), andPurchasers and/or Lessees). (d).
zero in column (d). In addition, M must

Line 20 must not be used to reportAsset transfer transactions with report on Part II, line 18, $300 of gross
income recognized from long-termperiodic payments characterized for profit in column (a), $200 in column (b),
contracts. Instead, use line 21.financial accounting purposes as either and $500 of gross rental income in

a sale or a lease may, under some column (d). Lastly, M must report on Line 21. Income Recognitioncircumstances, be characterized as the Part III, line 31, $200 in column (b) and From Long-Term Contractsopposite for tax purposes. If the (d).
transaction is treated as a lease, the Report on line 21 the amount of net
seller/lessor reports the periodic income or loss for financial statementLine 19. Section 481(a)
payments as gross rental income and purposes (or books and records, ifAdjustmentsalso reports depreciation expense or applicable) or U.S. income tax
deduction. If the transaction is treated With the exception of a section 481(a) purposes for any contract accounted for
as a sale, the seller/lessor reports gross adjustment that is required to be under a long-term contract method of
profit (sale price less cost of goods reported on Part II, line 12, for accounting.
sold) from the sale of assets and reportable transactions, any difference
reports the periodic payments as between an income or expense item Line 22. Original Issue
payments of principal and interest attributable to an authorized (or Discount and Other Imputed
income. unauthorized) change in method of Interestaccounting made for U.S. income taxOn Part II, line 18, column (a), report Report on line 22 any amounts ofpurposes that results in a sectionthe gross profit or gross rental income original issue discount (OID) and other481(a) adjustment must be reported onfor financial accounting purposes for all imputed interest. The term “originalPart II, line 19, regardless of whether asale or lease transactions that must be issue discount and other imputedseparate line for that income orgiven the opposite characterization for interest” includes, but is not limited to:expense item exists in Part II or Part III.U.S. income tax purposes. On Part II,

1. The excess of a debt instrument’sline 18, column (d), report the gross Example 20. Corporation N is a stated redemption price at maturity overprofit or gross rental income for federal calendar year taxpayer that was its issue price, as determined underincome tax purposes. Interest income required to file Schedule M-3 for its section 1273.amounts for such transactions must be 2009 tax year and is required to file 2. Amounts that are imputedreported on Part II, line 13, in column Schedule M-3 for its 2010 tax year. N interest on a deferred sales contract(a) or (d), as applicable. Depreciation was depreciating certain fixed assets under section 483;expense for such transactions must be over an erroneous recovery period and, 3. Amounts treated as interest orreported on Part III, line 31, in column effective for its 2010 tax year, N OID under the stripped bond rules(a) or (d), as applicable. Use columns receives IRS consent to change its under section 1286; and(b) and (c) of Part II, lines 13 and 18, method of accounting for the 4. Amounts treated as OID underand Part III, line 31, as applicable to depreciable fixed assets and begins the below-market interest rate rulesreport the differences between column using the proper recovery period. The under section 7872.(a) and (d). change in method of accounting results
in a positive section 481(a) adjustmentExample 19. Corporation M sells

Line 23a. Income Statementof $100,000 that is required to beand leases property to customers. M is
spread over four tax years, beginninga calendar year taxpayer that was Gain/Loss on Sale,
with the 2010 tax year. In its financialrequired to file Schedule M-3 for its Exchange, Abandonment,
statements, N treats the section 481(a)2009 tax year and is required to file Worthlessness, or Otheradjustment as a temporary difference.Schedule M-3 for its 2010 tax year. For
N must report on Part II, line 19,financial accounting purposes, M Disposition of Assets Other

-19-Instructions for Schedule M-3 (Form 1120)



Page 20 of 27 Instructions for  Schedule M-3 (Form 1120) 15:38 - 10-MAR-2011

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

worthless stock losses, which must beThan Inventory and Line 25. Other Income (Loss)
reported on Part II, line 23f.Pass-Through Entities Items With Differences

Report on line 23a, column (a), all Separately state and adequatelyLine 23e. Abandonment
gains and losses on the disposition of disclose on Part II, line 25, all items ofLossesassets except for (a) gains and losses income (loss) with differences that are

Report on line 23e any abandonmenton the disposition of inventory, and (b) not otherwise listed on Part II, lines 1
losses, regardless of whether the lossgains and losses allocated to the through 24. Attach a schedule that
is characterized as an ordinary loss orcorporation from a pass-through entity itemizes the type of income (loss) and
a capital loss.(for example, on Schedule K-1) that are the amount of each item and provides a

included in the net income (loss) of description that states the income (loss)
Line 23f. Worthless Stockincludible corporations reported on Part name for book purposes for the amount

I, line 11. Reverse the amount reported recorded in column (a) and describesLosses
in column (a) in column (b) or (c), as the adjustment being recorded inReport on line 23f any worthless stock
applicable. The corresponding gains column (b) or (c). The entire descriptionloss, regardless of whether the loss is
and losses for U.S. income tax completes the tax description for thecharacterized as an ordinary loss or a
purposes are reported on Part II, lines amount included in column (d) for eachcapital loss. Attach a schedule that
23b through 23g, as applicable. item separately stated on this line.separately states and adequately

discloses each transaction that gives The attached schedule should haveLine 23b. Gross Capital rise to a worthless stock loss and the five columns. The first column has the
Gains From Schedule D, amount of each loss. description for the next four columns.

The second column is column (a)Excluding Amounts From
Line 23g. Other Gain/Loss on income (loss) per income statement,Pass-Through Entities third column is column (b) temporaryDisposition of Assets OtherReport on line 23b gross capital gains difference, the fourth column is columnThan Inventoryreported on Schedule D (Form 1120), (c) permanent difference, and the fifth

Capital Gains and Losses, excluding Report on line 23g any gains or losses column is column (d) income (loss) per
capital gains from pass-through entities, from the sale or exchange of property tax return. Every item listed on the
which must be reported on Part II, lines other than inventory that are not attached schedule for line 25 must
9, 10, or 11, as applicable. reported on lines 23b through 23f. always have columns (a) + (b) + (c) =

(d). Each item with amounts in columnsLine 23c. Gross Capital Line 24. Capital Loss (a), (b), (c), and (d) will be totaled and
Losses From Schedule D, included as one line on line 25 of theLimitation and Carryforward

face of the schedule.Excluding Amounts From Used
If any “comprehensive income” asPass-Through Entities, Report as a positive amount on line 24,

defined by Statement of Financialcolumns (b) or (c), as applicable, andAbandonment Losses, and Accounting Standards (SFAS) No. 130(d) the excess of the net capital lossesWorthless Stock Losses is reported on this line, describe theover the net capital gains reported on
item(s) in detail. Examples ofReport on line 23c gross capital losses Schedule D (Form 1120) by the
sufficiently detailed descriptions includereported on Schedule D (Form 1120), corporation. For a U.S. consolidated tax
“foreign currency translationexcluding capital losses from (a) group, the Schedule M-3 adjustment for
adjustments — comprehensivepass-through entities, which must be the amount of the consolidated net
income” and “gains and losses onreported on Part II, lines 9, 10, or 11, as capital loss that is disallowed should
available-for-sale securities —applicable; (b) abandonment losses, not be made on the separate
comprehensive income.”which must be reported on Part II, line consolidating Schedules M-3 of the

23e; and (c) worthless stock losses, includible corporations, but on the Whether an item of income (loss) is
which must be reported on Part II, line separate Schedule M-3 for consolidated reported on line 25, or is reported on
23f. Do not report on line 23c capital eliminations (or on Form 8916 in the Part II, line 28, is determined separately
losses carried over from a prior tax year case of a mixed group) as described by each member of the U.S.
and utilized in the current tax year. See under Completion of Schedule M-3 and consolidated tax group and not at the
the instructions for Part II, line 24, Certain Allocations, Limitations, and U.S. consolidated tax group level.
regarding the reporting requirements for Carryovers on page 5. Example 21. U.S. corporation Pcapital loss carryovers utilized in the

If the corporation utilizes a capital has two subsidiaries, corporations Acurrent tax year.
loss carryforward on Schedule D in the and B, that are included in P’s
current tax year, report the carryforward consolidated financial statements andLine 23d. Net Gain/Loss
utilized as a negative amount on Part II, in P’s consolidated U.S. income taxReported on Form 4797, Line line 24, columns (b) or (c), as return. For financial statement

17, Excluding Amounts From applicable, and column (d). For a U.S. purposes, P, A, and B recognize
consolidated tax group, the Schedule revenue from the sale of inventory uponPass-Through Entities,
M-3 adjustment for the amount of the delivery to the customer. For U.S.Abandonment Losses, and
consolidated capital loss carryforward income tax purposes, P and A

Worthless Stock Losses should not be made on the separate recognize such revenue consistent with
Report on line 23d the net gain or loss consolidating Schedules M-3 of the the method used for financial statement
reported on line 17 of Form 4797, Sales includible corporations, but on the purposes, whereas B recognizes such
of Business Property, excluding separate Schedule M-3 for revenue based upon customer
amounts from (a) pass-through entities, consolidation eliminations (or on Form acceptance. P and A must report this
which must be reported on Part II, lines 8916 in the case of a mixed group) as revenue in column (a) and (d) on Part
9, 10, or 11, as applicable; (b) described under Completion of II, line 28. B must report the following
abandonment losses, which must be Schedule M-3 and Certain Allocations, on Part II, line 25: in column (a), B’s
reported on Part II, line 23e; and (c) Limitations, and Carryovers on page 5. revenue recognized in the financial
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statements based upon delivery to the sub-consolidated Schedule M-3 for a Part II, line 27, must be the negative of
customer; in column (d), B’s revenue mixed group, combine lines 26 through the amounts reported on Part III, line
recognized for U.S. income tax 28 and skip lines 29b and 29c. For the 36.
purposes based upon customer consolidated Schedule M-3 of a mixed

Lines 1 Through 6. Incomeacceptance; and in column (b) or (c), as group, complete only lines 29a through
applicable, the difference between B’s 29c and line 30 of Part II. No Part III is Tax Expense
revenue recognized in its financial required to be completed for the If the corporation does not distinguishstatements and in its U.S. taxable consolidated Schedule M-3 of a mixed between current and deferred incomeincome. group. tax expense in its financial statements
Note. In this example, the first column (or its books and records, if applicable),Line 29b. PC Insuranceof the attached schedule for Part II, line report income tax expense as currentSubgroup Reconciliation25, discussed earlier, must include an income tax expense using lines 1, 3,
adequate description, such as, Totals and 5, as applicable.
“Inventory Sales Revenue recognized Line 29b is only used by mixed groups. A U.S. consolidated tax group mustupon acceptance, not delivery.” See Schedule M-3 Consolidation for complete lines 1 through 6 in

Mixed Groups (1120/L/PC) on page 4. accordance with the allocation of taxLine 26. Total Income (Loss)
expense among the members of theItems Line 29c. Life Insurance U.S. consolidated tax group in the

Combine lines 1 through 25 and enter Subgroup Reconciliation financial statements (or its books and
the total on line 26. records, if applicable). If the current andTotals

deferred U.S., state, and foreignNote. Line 17, Cost of goods sold, Line 29c is only used by mixed groups. income tax expense for the U.S.columns (a) and (d), are negative See Schedule M-3 Consolidation for consolidated tax group (income taxamounts which will affect the totals Mixed Groups (1120/L/PC) on page 4. expense) is allocated among theentered on line 26.
members of the U.S. consolidated taxLine 30. Reconciliation
group in the group’s financialLine 27. Total Expense/ Totals statements (or its books and records, ifDeduction Items If a corporation that is not a mixed applicable), then each member must

Report on Part II, line 27, columns (a) group chooses not to complete columns report its allocated income tax expense
through (d), as applicable, the negative (a) and (d) of Parts II and III in the first on Part III, lines 1 through 6, of that
of the amounts reported on Part III, line tax year the corporation is required to member’s separate Schedule M-3.
36, columns (a) through (d), as file Schedule M-3 (or for any year in However, if the income tax expense is
applicable. Report positive amounts as which the corporation voluntarily files not shared or allocated among
negative and negative amounts as Schedule M-3), Part II, line 30, is members of the U.S. consolidated tax
positive. For example, if Part III, line 36, reconciled by the corporation (or, in the group but is retained in the parent
column (a), reflects an amount of $1 case of a U.S. consolidated tax group, corporation’s financial statements (or
million, then report on Part II, line 27, on the group’s consolidated Schedule books and records, if applicable), then
column (a), ($1 million). Similarly, if Part M-3) in the following manner: amounts are reported only on Part III,
III, line 36, column (b), reflects an lines 1 through 6, of the parent’s1. Report the amount from Part I,amount of ($50,000), then report on separate Schedule M-3.line 11, on Part II, line 30, column (a);Part II, line 27, column (b), $50,000. 2. Leave blank Part II, lines 1 Line 7. Foreign Withholdingthrough 29, columns (a) and (d);Line 28. Other Items With No Taxes3. Leave blank Part III, columns (a)Differences and (d); and Report on line 7, column (a), the
If there is no difference between the 4. Report on Part II, line 30, column amount of foreign withholding taxes
financial accounting amount and the (d), the sum of Part II, line 30, columns included in financial accounting net
taxable amount of an entire item of (a), (b), and (c). income on Part I, line 11. If the
income, gain, loss, expense, or corporation is deducting foreign tax,

Note. Mixed groups see Schedule M-3deduction and the item is not described use column (b) or (c), as applicable, to
Consolidation for Mixed Groups (1120/or included in Part II, lines 1 through correct for any difference between
L/PC) on page 4.25, or Part III, lines 1 through 37, report foreign withholding tax included in

the entire amount of the item in financial accounting net income and the
columns (a) and (d) of line 28. If a Part III. Reconciliation of amount of foreign withholding taxes
portion of an item of income, loss, being deducted in the return. If theNet Income (Loss) perexpense, or deduction has a difference corporation is crediting foreign
and a portion of the item does not have withholding taxes against the U.S.Income Statement ofa difference, do not report any portion income tax liability, use column (b) or
of the item on line 28. Instead, report Includible Corporations (c), as applicable, to negate the amount
the entire amount of the item (that is, reported in column (a).With Taxable Income perboth the portion with a difference and
the portion without a difference) on the Line 8. Interest ExpenseReturn—Expense/applicable line of Part II, lines 1 through Report on Part III, line 8, column (a),
25, or Part III, lines 1 through 37. See Deduction Items the total amount of interest expense
Example 11 on page 14. Note. Expense amounts that reduce included on Part I, line 11, and report

financial accounting income must be on Part III, line 8, column (d), the totalLine 29a. 1120 Subgroup
reported on Part III, column (a), as amount of interest deduction included

Reconciliation Totals positive amounts. Deduction amounts on Form 1120, page 1, line 28, that is
For filers other than a mixed group, that reduce taxable income must be not required to be reported elsewhere
combine lines 26 through 28 and skip reported on Part III, column (d), as on Schedule M-3. In columns (b) or (c),
lines 29b and 29c. On the positive amounts. Amounts reported on as applicable, include any adjustments
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for any amounts treated for U.S. statement or the income and expense Report on line 13, column (d), any
income tax purposes as interest accounts maintained in the such amounts as are described in the
deduction that are treated as some corporation’s books and records. preceding paragraph that are includible
other form of expense for financial Report only amounts not otherwise in taxable income, regardless of the
accounting purposes, or vice versa. For reportable elsewhere on Schedule M-3, financial accounting period in which
example, adjustments to interest Parts II and III (for example, Part II, line such amounts were or are included in
expense/deduction resulting from 17). financial accounting net income.
adjustments made in accordance with Complete columns (b) and (c) as

Line 12. Fines and Penaltiesthe instructions for Part III, line 34, appropriate.
Purchase versus lease (for purchasers Report on line 12 any fines or similar Do not report on this Part III, line 13,
and/or lessees), should be made in penalties paid to a government or other amounts required to be reported in
columns (b) and (c), as applicable, on authority for the violation of any law for accordance with instructions for Part III,
this line 8. which fines or penalties are assessed. line 12.

All fines and penalties expensed inComplete Part III of Form 8916-A. Do not report on this Part III, line 13,financial accounting income (paid orEnter the amounts from line 5, columns amounts recovered from insurers oraccrued) must be included on this line(a) through (d) of Form 8916-A, on any other indemnitors for any12, column (a), regardless of theSchedule M-3, Part III, line 8, columns judgments, damages, awards, or similargovernment or other authority that(a) through (d), as applicable. Attach costs described above.imposed the fines or penalties,Form 8916-A.
regardless of whether the fines and Line 14. Parachute PaymentsDo not report on Form 8916-A and penalties are civil or criminal,this line 8 amounts reported in Report on line 14, column (a), the totalregardless of the classification,accordance with the instructions for expense included in financialnomenclature, or terminology used forPart II, lines 9, 10, 11, and 12. accounting net income on Part I, linethe fines or penalties by the imposing 11, that is subject to section 280G.authority in its actions or documents,Line 9. Stock Option Report in column (b) or (c), asand regardless of how or where the applicable, the amount of nondeductibleExpense fines or penalties are classified in the parachute payments pursuant toReport on line 9, column (a), amounts corporation’s financial income section 280G, and report in column (d)expensed on Part I, line 11, net income statement or the income and expense the deductible amount of compensationper the income statement, that are accounts maintained in the after any excess parachute paymentattributable to all stock options. Report corporation’s books and records. Also limitations under section 280G. If aon line 9, column (d), deduction report on line 12, column (a), the payment is subject to limitation underamounts attributable to all stock reversal of any overaccrual of any both sections 162(m) and 280G, reportoptions. amount described in this paragraph. the total payment on this line 14.See section 162(f) for additionalLine 10. Other Equity-Based guidance. Line 15. Compensation WithCompensation Report on line 12, column (d), any Section 162(m) LimitationReport on line 10 any amounts for such amounts as described in the

Report on line 15, column (a), the totalequity-based compensation or preceding paragraph that are includible
amount of non-performance-basedconsideration that are reflected as in taxable income, regardless of the
current compensation expense for theexpense for financial accounting financial accounting period in which
corporate officers to whom sectionpurposes (column (a)) or deducted in such amounts were or are included in
162(m) applies. Report in column (b) orthe U.S. income tax return (column (d)) financial accounting net income.
(c) as applicable, the nondeductibleother than amounts reportable Complete columns (b) and (c) as
amount of current compensation inelsewhere on Schedule M-3, Parts II appropriate.
excess of $1 million ($500,000 if theand III (for example, on Part III, line 9, Do not report on this Part III, line 12, corporation receives or has receivedfor stock options expense). Examples amounts required to be reported in financial assistance under the Treasuryof amounts reportable on line 10 accordance with instructions for Part III, Troubled Asset Relief Programinclude payments attributable to line 13. (TARP)). Report the deductibleemployee stock purchase plans

Do not report on this Part III, line 12, compensation in column (d). If a(ESPPs), phantom stock options,
amounts recovered from insurers or payment is subject to limitation underphantom stock units, stock warrants,
any other indemnitors for any fines and both sections 162(m) and 280G, reportstock appreciation rights, and restricted
penalties described above. the total payment on Part III, line 14,stock, regardless of whether such

Parachute payments. See Regulationspayments are made to employees or Line 13. Judgments, section 1.162-27(g) for the interactionnon-employees, or as payment for
between sections 162(m) and 280G.Damages, Awards, andproperty or compensation for services.

Similar Costs Line 16. Pension andLine 11. Meals and
Report on line 13, column (a), the Profit-SharingEntertainment amount of any estimated or actual

Report on line 16 any amountsReport on line 11, column (a), any judgments, damages, awards,
attributable to the corporation’s pensionamounts paid or accrued by the settlements, and similar costs, however
plans, profit-sharing plans, and anycorporation during the tax year for named or classified, included in
other retirement plans.meals, beverages, and entertainment financial accounting income, regardless

that are accounted for in financial of whether the amount deducted was Line 17. Other
accounting income, regardless of the attributable to an estimate of future

Post-Retirement Benefitsclassification, nomenclature, or anticipated payments or actual
terminology used for such amounts, payments. Also report on line 13, Report on line 17 any amounts
and regardless of how or where such column (a), the reversal of any attributable to other post-retirement
amounts are classified in the overaccrual of any amount described in benefits not otherwise includible on Part
corporation’s financial income this paragraph. III, line 16 (for example, retiree health
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and life insurance coverage, dental See Completion of Schedule M-3 and tax-free acquisition of property (for
coverage, etc.). Certain Allocations, Limitations, and example, stock or assets) or a tax-free

Carryovers on page 5. reorganization not otherwise reportable
Line 18. Deferred on Schedule M-3 (for example, Part III,

Line 22. Domestic line 23 or 24). Report on this line anyCompensation
fees paid or incurred at any stage of theProduction ActivitiesReport on line 18, column (a), any
acquisition or reorganization processcompensation expense included in the Deduction
including, for example, fees paid ornet income (loss) amount reported in Report on Part III, line 22, column (d), incurred to evaluate whether toPart I, line 11, that is not deductible for the corporation’s domestic production investigate an acquisition, fees toU.S. income tax purposes in the current activities deduction under section 199 conduct an actual investigation, andtax year and that was not reported that is reported on Form 1120, page 1, fees to consummate the acquisition.elsewhere on Schedule M-3, column line 25. Complete columns (b) and (c) Also include on this line other(a). Report on line 18, column (d), any as appropriate. Do not report any acquisition/reorganization costscompensation deductible in the current portion of the corporation’s domestic incurred in connection with thetax year that was not included in the net production activities deduction on any liquidation of a subsidiary, a spin-off ofincome (loss) amount reported in Part I, other line of Schedule M-3. a subsidiary, or an initial public stockline 11, for the current tax year and that
offering.is not reportable elsewhere on Line 23. Current Year

Schedule M-3. For example, report Acquisition or Line 26. Amortization/originations and reversals of deferred
Reorganization Investment Impairment of Goodwillcompensation subject to section 409A

on line 18. Report on line 26 amortization ofBanking Fees
goodwill or amounts attributable to theReport on line 23 any investmentLine 20. Charitable impairment of goodwill.banking fees paid or incurred in

Contribution of Intangible connection with a taxable or tax-free Line 27. Amortization ofacquisition of property (for example,Property
Acquisition, Reorganization,stock or assets) or a tax-freeReport on line 20 any charitable

reorganization. Report on this line any and Start-Up Costscontribution of intangible property, for
investment banking fees incurred at anyexample, contributions of: Report on line 27 amortization of
stage of the acquisition or• Intellectual property, patents acquisition, reorganization, and start-up
reorganization process including, for(including any amounts of additional costs. For purposes of column (b), (c),
example, fees paid or incurred tocontributions allowable by virtue of and (d), include amounts amortizable
evaluate whether to investigate anincome earned by donees subsequent under section 167, 195, or 248.
acquisition, fees to conduct an actualto the year of donation), copyrights,
investigation, and fees to consummate Line 28. Other Amortizationtrademarks;
the acquisition. Also include on this line• Securities (including stocks and their or Impairment Write-Offs23 investment banking fees incurred inderivatives, stock options, and bonds); Report on line 28 any amortization orconnection with the liquidation of a• Conservation easements (including impairment write-offs not otherwisesubsidiary, a spin-off of a subsidiary, orscenic easements or air rights); includible on Schedule M-3.an initial public stock offering.• Railroad rights of way;

• Mineral rights; and Line 29. Section 198Line 24. Current Year• Other intangible property. Environmental RemediationAcquisition or
Line 21. Charitable CostsReorganization Legal and
Contribution Limitation/ Report on line 29, column (a), anyAccounting Fees

amounts attributable to environmentalCarryforward Report on line 24 any legal and remediation costs included on Part I,accounting fees paid or incurred inReport as a negative amount on this line 11. Report in columns (b), (c), andconnection with a taxable or tax-freeline 21, columns (b), (c), and (d), as (d), as applicable, any deductibleacquisition of property (for example,applicable, the excess of charitable amounts attributable to environmentalstock or assets) or tax-freecontributions made during the tax year remediation costs described in sectionreorganization. Report on this line anyover the amount of the charitable 198 that are paid or incurred during thelegal and accounting fees incurred atcontribution limitation amount. current tax year.any stage of the acquisition orIf the corporation utilizes a
reorganization process including, for Line 31. Depreciationcontribution carryforward in the current
example, fees paid or incurred totax year, report the carryforward utilized Report on line 31 any depreciationevaluate whether to investigate anas a positive amount on columns (b), expense that is not required to beacquisition, fees to conduct an actual(c), and (d), as applicable. reported elsewhere on Schedule M-3investigation, and fees to consummate

(for example, on Part II, line 9, 10, 11,When a consolidated income tax the acquisition. Also include on this line
or 17).return is being filed, Schedule M-3 legal and accounting fees incurred in

adjustments for the amount of connection with the liquidation of a Line 32. Bad Debt Expensecharitable contributions in excess of the subsidiary, a spin-off of a subsidiary, or
limitation, or for charitable contribution Report on line 32, column (a), anyan initial public stock offering.
carryforward utilized, should not be amounts attributable to an allowance
made on the separate consolidating for uncollectible accounts receivable orLine 25. Current Year
Schedules M-3 of the includible actual write-offs of accounts receivableAcquisition/Reorganization
corporations, but on the separate included on Part I, line 11. Report in

Other Costsconsolidating Schedule M-3 for column (d) the amount of bad debt
consolidation eliminations (or on Form Report on line 25 any other fees paid or expense deductible for federal income
8916 in the case of a mixed group). incurred in connection with a taxable or tax purposes under section 166.
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treatment of this transaction as a expense/deduction item is determinedLine 33. Corporate Owned
separately by each member of a U.S.temporary difference. During 2010, XLife Insurance Premiums consolidated tax group and not at thereports in its financial statements

Report on line 33 all amounts of U.S. consolidated tax group level. For$1,000 of gross rental expense that, for
insurance premiums attributable to any example, U.S. Corporation P has twoU.S. income tax purposes, is
life insurance policy if the corporation is subsidiaries, A and B, which arerecharacterized as a $700 payment of
directly or indirectly a beneficiary under included in P’s consolidated financialprincipal and a $300 payment of
the policy or if the policy has a cash statements and in P’s consolidated U.S.interest, accompanied by a depreciation
value. Report in column (d) the amount income tax return. For financialdeduction of $1,200 (based on other
of the premiums that are deductible for purposes, P, A, and B recognizefacts). On its 2010 Schedule M-3, X
federal income tax purposes. research and development cost as anmust report the following on Part III, line

expense when accrued. For U.S.34: column (a) $1,000, its financial
Line 34. Purchase Versus income tax purposes, P and Aaccounting gross rental expense;

recognize such costs consistent withcolumn (b), ($1,000); and column (d),Lease (for Purchasers and/or
the method used for financial purposes,zero. On Part III, line 8, X reports zeroLessees)
whereas B capitalizes and amortizesin column (a) and $300 in columns (b)Note. Also see the instructions for such costs. P and A must report theseand (d) for the interest deduction. Onsellers and/or lessors in the instructions expenses in columns (a) and (d). BPart III, line 31, X reports zero infor Part II, line 18. must report its expense recognized incolumn (a) and $1,200 in columns (b)
the financial statements when accruedand (d) for the depreciation deduction.Asset transfer transactions with
in column (a); in column (d), B’speriodic payments characterized for
research and developmentfinancial accounting purposes as either Line 35. Research and
expenditures recognized for U.S.a purchase or a lease may, under some Development Costs income tax purposes; and in columnscircumstances, be characterized as the

Report in column (a) the amount of (b) and (c), as applicable, the differenceopposite for tax purposes.
expenses included in net income between B’s research and development

If a transaction is treated as a lease, reported on Part I, line 11, that are costs in its financial statements and its
the purchaser/lessee reports the related to research and development research and experimental
periodic payments as gross rental expense. Report in column (d) the expenditures for U.S. taxable income
expense. If the transaction is treated as amount of deductions included in Form purposes.
a purchase, the purchaser/lessee 1120, page 1, line 27 that are

Attach a schedule supporting thereports the periodic payments as recognized and reported as Section
amounts reported on this line inpayments of principal and interest and 174 research and experimental
columns (a), (b), (c), and (d). Thealso reports depreciation expense or expenditures consistent with the
schedule must separately state anddeduction with respect to the purchased corporation’s adopted method of
adequately disclose the transactionsasset. accounting for such expenditures. In
summarized by this line.column (c), as applicable, include anyReport in column (a), gross rent

adjustments for any amounts treated for The attached schedule should haveexpense for a transaction treated as a
U.S. income tax purposes as research five columns. The first column has thelease for financial accounting purposes
or experimental expenditures that are description for the next four columns.but as a sale for U.S. income tax
treated as some other form of expense The second column is column (a)purposes. Report in column (d), gross
for financial accounting purposes, or expense per income statement, therental deductions for a transaction
vice versa. Report any difference in third column is column (b) temporarytreated as a lease for U.S. income tax
timing recognition in column (b). For difference, the fourth column is columnpurposes but as a purchase for
example, if the taxpayer’s financial (c) permanent difference, and the fifthfinancial accounting purposes. Report
accounting method does not specify column is column (d) deduction per taxinterest expense for such transactions
otherwise, column (b) adjustments return. Every item listed on theon Part III, line 8, column (a) or (d), as
include adjustments for timing attached schedule must always haveapplicable. Report depreciation
differences between financial and tax columns (a) + (b) + (c) = (d). On theexpense or deductions for such
accounting for: (1) deferral and attached schedule, the column totaltransactions on Part III, line 31, column
amortization of research expenditures, amounts for columns (a), (b), (c), and(a) or (d), as applicable. Use columns
(2) a section 59(e) election, (3) (d) must equal the column amounts(b) and (c) of Part III, lines 8, 31, and
reduction of section 174 expenditures reported on this line.34, as applicable, to report the
under section 280C or section 482, (4)differences between column (a) and (d) The attached schedule may use a
costs attributable to obtaining a patent,for such recharacterized transactions. short description keyed to an expanded
(5) research in social sciences, and (6) description in an additional attachment.Example 22. U.S. corporation X cost elements for property of a The short description of the transactionacquired property in a transaction that, character subject to depreciation. should be phrased in such a way as tofor financial accounting purposes, X

clearly identify (1) the account nameSection 174 provides two methodstreats as a lease. X is a calendar year
under which the amount recorded infor the treatment of research andtaxpayer that was required to file
column (a) was recorded in the financialexperimental expenditures paid orSchedule M-3 for its 2009 tax year and
statements or books of the taxpayer,incurred by a taxpayer in connectionis required to file Schedule M-3 for its
and (2) what adjustment is beingwith the taxpayer’s trade or business.2010 tax year. Because of its terms, the
recorded in either column (b) or columnThese expenditures may be treated astransaction is treated for U.S. income
(c) for that transaction. The entireexpenses not chargeable to a capitaltax purposes as a purchase and X must
description is considered to be the taxaccount and deducted in the year intreat the periodic payments it makes
description for the amount recorded inwhich they are paid or incurred, or theypartially as payment of principal and
column (d) for that item.may be deferred and amortized. Sincepartially as payment of interest. In its

the method for treatment of researchfinancial statements, X treats the Example 23. Corporation X is a
and experimental expenditures isdifference between the financial calendar year taxpayer that was
adopted at the subsidiary level, theaccounting and U.S. income tax required to file Schedule M-3 for its
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2009 tax return and is required to file machine itself. X capitalized all costs of purposes. During 2010, X incurred
Schedule M-3 for its 2010 tax year. $30,000 related to the machine and $100,000 of research and development
During 2010, X incurred $100,000 of recognized $6,000 of depreciation costs that X recognized as an expense
research and development costs that X expense in its financial statements. X’s for both financial accounting and U.S.
recognized as an expense in its depreciation expense on the $10,000 of income tax purposes. A portion of the
financial statements. Also, X incurred costs related to the machine itself was expenses were credit eligible expenses,
$20,000 in attorney fees in obtaining a $2,000 for U.S. income tax purposes. and X claimed a research credit of
patent application that X capitalized Accordingly, X must report $50,000 in $1,000. X did not make the reduced
and amortized in its financial column (a), $20,000 (research costs credit election under section 280C.
statements. X recognized a $2,000 which are not attributable to the Accordingly, since X’s financial
amortization deduction. In compliance machine itself) in column (b), and accounting method does not specify
with its adopted method of accounting $70,000 in column (d). X must also otherwise, X must report $100,000 in
under section 174, X deducts research report $6,000 in column (a), ($4,000) in column (a), ($1,000) (reduction of
and experimental expenditures for U.S. column (b), and $2,000 in column (d) research and experimental
income tax purposes. Accordingly, X on Part III, line 31, Depreciation. expenditures to the extent of the credit
must report $100,000 in column (a), amount) in column (b), and $99,000 inExample 27. Corporation X is a$20,000 in column (b), and $120,000 in column (d).calendar year taxpayer that wascolumn (d). X must also report $2,000 required to file Schedule M-3 for its Line 36. Section 118in column (a), ($2,000) in column (b), 2009 tax return and is required to fileand $0 in column (d) on Part III, line 28, exclusionSchedule M-3 for its 2010 tax year.Other amortization or impairment Report on line 36 any inducementsDuring 2010, X incurred $10,000 ofwrite-offs. received in the current year and treatedresearch and development costs

as contributions to the capital of aExample 24. Assume the same related to social sciences that it
corporation by a non-shareholder.facts as Example 23  except recognized as an expense in its
Report in column (a) any incomeCorporation X makes an annual financial statements. X adopted the
amount as a negative number and anyelection under section 59(e) to deduct current expense method to research
expense amount as a positive number.$80,000 of its $120,000 of research and experimental expenditures for U.S.

and experimental expenditures over a income tax purposes. Because such Corporations must identify on an
10-year period. Accordingly, X must costs are not allowable costs under accompanying schedule referencing
report $100,000 in column (a), a section 174, X must report $10,000 in line 36 the fair market value of land or
temporary difference of ($52,000) column (a), permanent difference other property (including cash) provided
($20,000 less ($80,000/10 years X 9 ($10,000) in column (c), and $0 in to the corporation by any
years)) in column (b), and $48,000 in column (d). If such costs are otherwise non-shareholder, including a
column (d). X must also report $2000 in deductible for U.S. income tax governmental unit or civic group, as an
column (a), ($2000) in column (b), and purposes, X must report this item of inducement, or for any other purpose.
$0 in column (d) on Part III, line 28, expense on Part III, line 37, Other Include inducements for the corporation
Other amortization or impairment expense/deduction items with to locate its business in a particular
write-offs. differences. state, municipality, community, or

locality for the purpose of enabling theExample 25. Assume the same Example 28. Corporation X is a
corporation to expand its existingfacts as Example 24 except calendar year taxpayer that was
operating facilities, including corporateCorporation X elected to capitalize and required to file Schedule M-3 for its
headquarters, distribution center(s), oramortize its research and expenditures 2009 tax return and is required to file
factory(ies) (“inducements”).over 60 months with respect to all its Schedule M-3 for its 2010 tax year.

research programs for U.S. tax During 2010, X paid $75,000 to acquire On the accompanying schedule also
purposes. X first realized benefits from or in-license intangible assets under a identify any inducements that include
such expenditures on August 1. collaborative arrangement with another refundable or transferable tax credits,
Accordingly, X must report $100,000 in company that X recognized as a including transferable credits that were
column (a), a temporary difference of research and development expense in sold.
($90,000) ($20,000 less ($120,000/60 its financial statements. X adopted the The schedule must separately state,
months X 55 months)) in column (b), current expense method to research adequately disclose, and identify all of
and $10,000 in column (d). and experimental expenditures for U.S. the dollar amounts summarized by this

income tax purposes. Because line. An accompanying schedule isExample 26. Corporation X is a payments made to acquire rights to a required even if there are no dollarcalendar year taxpayer that was product or technology are excluded amounts reported on line 36.required to file Schedule M-3 for its costs from the definition of research2009 tax return and is required to file and experimental expenditures, X must Line 37. Other Expense/Schedule M-3 for its 2010 tax year. X report $75,000 in column (a), ($75,000)adopted the current expense method to Deduction Items Within column (c), and $0 in column (d). Xresearch and experimental Differencesmust report any amortization otherwiseexpenditures for U.S. income tax allowable related to the payments on Separately state and adequatelypurposes. During 2010, X incurred Part III, line 28, Other amortization or disclose on Part III, line 37, all items of$50,000 of research and development impairment write-offs. expense/deduction that are notcosts that X recognized as an expense
otherwise listed on Part III, lines 1in its financial statements. Also, X Example 29. Corporation X is a
through 36.undertook to develop a new machine calendar year taxpayer that was

for its business. X expended $30,000 required to file Schedule M-3 for its Attach a schedule that describes and
on the project of which $10,000 2009 tax return and is required to file itemizes the type of expense/deduction
represents actual costs of material, Schedule M-3 for its 2010 tax year. X and the amount of each item, and
labor, and component cost to construct adopted the current expense method provides a description that states the
the machine, and $20,000 represents for research and experimental expense/deduction name for book
research costs not attributable to the expenditures for U.S. income tax purposes for the amount recorded in
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column (a) and describes the SFAS No. 130 is reported on this line, insurance premium of $500,000 and
adjustment being recorded in column describe the item(s) in detail as, for advertising expenses of $800,000. For
(b) or (c). The entire description example, “Foreign currency translation statutory accounting purposes, Q
completes the tax description for the adjustments—comprehensive income” capitalizes and amortizes the prepaid
amount included in column (d) for each and “Gains and losses on insurance and advertising over 12
item separately stated on this line. available-for-sale months. For U.S. income tax purposes,

securities—comprehensive income.” Q deducts the insurance premium whenThe schedule of details attached to
the Schedule M-3 for line 37 must paid and amortizes the advertising overReserves and contingent liabilities.
separately state and adequately the 12-month period. In its annualReport on line 37 amounts related to
disclose the nature and amount of the statement, Q treats the differencesthe change in each reserve or
expense related to each reserve and/or contingent liability that is not required to attributable to the annual statement
contingent liability. The appropriate be reported elsewhere on Schedule treatment and U.S. income tax
level of disclosure depends upon each M-3. For example: (1) amounts relating treatment of the prepaid insurance and
taxpayer’s operational activity and the to changes in reserves for litigation advertising as temporary differences.
nature of its accounting records. For must be reported on Part III, line 13,
example, if a corporation’s net income Q also has a Legal reserve whereJudgments, damages, awards, and
amount reported in the income similar costs; and (2) amounts relating $300,000 was expensed for financial
statement includes anticipated to changes in reserves for uncollectible accounting purposes and a ($100,000)
expenses for a discontinued operation accounts receivable must be reported temporary difference was calculated to
as a single amount, and its general on Part III, line 32, Bad debt expense. arrive at the income tax deduction of
ledger or other books, records, and See Examples 9 and 29. $200,000. The schedule attached to
workpapers provide details for the Q’s return for Part III, line 37 must beReport on line 37 the amortization ofanticipated expenses under more separately stated and adequatelyvarious items of prepaid expense, suchexplanatory and defined categories disclosed as follows:as prepaid subscriptions and licensesuch as employee termination costs,

fees, prepaid insurance, etc.lease cancellation costs, loss on sale of Column
(a) Columnequipment, etc., a supporting schedule Report on line 37, column (a),

Expense Column Column (d)that lists those categories of expenses expenses included in net income per (b) (c) Deduction
Income Temporary Permanent per Taxand their details will satisfy the reported on Part I, line 11, that are

Description Statement Difference Difference Returnrequirement to separately state and related to reserves and contingent
Prepaidadequately disclose. In order to liabilities. Report on line 37, column (d),
insuranceseparately state and adequately amounts related to liabilities for premium

disclose the employee termination expensedreserves and contingent liabilities that
notcosts, it is not required that an are deductible in the current tax year
capitalized $250,000 $250,000 -0- $500,000

anticipated termination cost amount be for U.S. income tax purposes.
Legallisted for each employee, or that each Examples of reserves that are allowed
expense

asset (or category of asset) be listed for book purposes, but not for tax reserve $300,000 ($100,000) -0- $200,000

along with the anticipated loss on purposes, include warranty reserves,
Total Line

disposition. restructuring reserves, reserves for 37 $550,000 $150,000 -0- $700,000

discontinued operations, and reservesThe attached schedule should have
for acquisitions and dispositions. Onlyfive columns. The first column has the
report on line 37 items that are notdescription for the next four columns. Line 38. Total Expense/
required to be reported elsewhere onThe second column is column (a) Deduction ItemsSchedule M-3, Parts II and III.expense per income statement, the

Report on Part II, line 27, columns (a)third column is column (b) temporary Example 29. Corporation Q is a
through (d), as applicable, the negativedifference, the fourth column is column calendar year taxpayer that was
of the amounts reported on Part III, line(c) permanent difference, and the fifth required to file Schedule M-3 for its
38, columns (a) through (d), ascolumn is column (d) deduction per tax 2009 tax year and is required to file
applicable. Report positive amounts asreturn. Every item listed on the Schedule M-3 for its 2010 tax year. On
negative and negative amounts asattached schedule for line 37 must July 1 of each year, Q has a fixed
positive. For example, if Part III, line 38,always have columns (a) + (b) + (c) = liability for its annual insurance

(d). Each item with amounts in columns column (a), reflects an amount of $1premiums on its home office building
(a), (b), (c), and (d) will be totaled and million, then report on Part II, line 27,that provides a 12-month coverage
included as one line on line 37 on the column (a), ($1 million). Similarly, if Partperiod beginning July 1 through June
face of the schedule. III, line 38, column (b), reflects an30. In addition, Q historically prepays

amount of ($50,000), then report onComprehensive income. If any 12 months of advertising expense on
“comprehensive income” as defined by July 1. On July 1, 2010, Q prepays its Part II, line 27, column (b), $50,000.
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