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Department of the Treasury
Internal Revenue Service2009

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

Section references are to the Internal • Any U.S. consolidated tax group of U.S. corporation D. For its 2009 tax
Revenue Code unless otherwise noted. consisting of a U.S. parent corporation year, A prepares a consolidated

and additional includible corporations worldwide financial statement for theGeneral Instructions listed on Form 851, Affiliations ABCD consolidated group. The ABCD
Schedule, required to file Form 1120, consolidated financial statement reports
that reports on Schedule L total total year-end assets of $25 million. APurpose of Schedule
consolidated assets at the end of the is not required to file a U.S. income tax

Schedule M-3, Part I, asks certain tax year that equal or exceed $10 return. B files a separate U.S. income
questions about the corporation’s million must complete and file Schedule tax return and reports separate
financial statements and reconciles M-3 instead of Schedule M-1, and must company total year-end assets on its
financial statement net income (loss) for check box (2) Consolidated return Schedule L of $12 million. C files a
the corporation (or consolidated (Form 1120 only), or box (3) Mixed consolidated U.S. income tax return
financial statement group, if applicable), 1120/L/PC group, as applicable, at the with D and, after eliminating
as reported on Part I, line 4a, to net top of page 1 of Schedule M-3. intercompany transactions between C
income (loss) of the corporation for U.S. and D, reports consolidated totalA U.S. corporation filing Form 1120taxable income purposes, as reported year-end assets on Schedule L of $8that is not required to file Schedule M-3on Part I, line 11. million. B is required to file Schedulemay voluntarily file Schedule M-3

M-3 because its total year-end assetsSchedule M-3 Parts II and III instead of Schedule M-1. A corporation
reported on Schedule L exceed $10reconcile financial statement net filing Schedule M-3 must check Item A,
million. The CD U.S. consolidated taxincome (loss) for the U.S. corporation box 4, on Form 1120, page 1, indicating
group is not required to file Schedule(or consolidated tax group, if that Schedule M-3 is attached, whether
M-3 because its total year-end assetsapplicable), as reported on Schedule required or voluntary. A corporation
do not exceed $10 million.M-3, Part I, line 11, to taxable income filing Schedule M-3 must not file

on Form 1120, page 1, line 28. Schedule M-1.
Special Filing RequirementsExample 1.Where To File for Certain Groups1. U.S. corporation A owns U.S.If the corporation is required to file (or

subsidiary B and foreign subsidiary F. Mixed groups. If the parentvoluntarily files) Schedule M-3 (Form
For its 2009 tax year, A prepares corporation of a U.S. consolidated tax1120), the corporation must file Form
consolidated financial statements with group files Form 1120 and files1120 and all attachments and
B and F that report total assets of $12 Schedule M-3, each member of theschedules, including Schedule M-3
million. A files a consolidated U.S. group must file a Schedule M-3.(Form 1120), with the Department of
income tax return with B and reports However, if the parent corporation of athe Treasury, Internal Revenue Service
total consolidated assets on Schedule L U.S. consolidated tax group files FormCenter, Ogden, UT 84201-0012.
of $8 million. A’s U.S. consolidated tax 1120 and any member of the group
group is not required to file Schedule files Form 1120-PC, U.S. Property andWho Must File M-3 for the 2009 tax year. Casualty Insurance Company Income• Any domestic corporation or group of 2. U.S. corporation C owns U.S. Tax Return, or Form 1120-L, U.S. Life

corporations required to file Form 1120, subsidiary D. For its 2009 tax year, C Insurance Company Income Tax
U.S. Corporation Income Tax Return, prepares consolidated financial Return, that member must file Schedule
that reports on Form 1120, Schedule L, statements with D, but C and D file M-3 (Form 1120-PC) or Schedule M-3
Balance Sheets per Books, total assets separate U.S. income tax returns. The (Form 1120-L), respectively, and the
at the end of the corporation’s tax year consolidated accrual basis financial group must comply with the mixed
that equal or exceed $10 million must statements for C and D report total group consolidated Schedule M-3
complete and file Schedule M-3 instead assets at the end of the tax year of $12 instructions under Schedule M-3
of Schedule M-1, Reconciliation of million after intercompany eliminations. Consolidation for Mixed Groups (1120/
Income (Loss) per Books With Income C reports separate company total L/PC) on page 4. A mixed group must
per Return. year-end assets on its Schedule L of $7 also file Form 8916, Reconciliation of• A corporation filing a million. D reports separate company Schedule M-3 Taxable Income with Tax
non-consolidated Form 1120 that total year-end assets on its Schedule L Return Taxable Income for Mixed
reports on Schedule L total assets that of $6 million. Neither C nor D is Groups and, if applicable, Form
equal or exceed $10 million must required to file Schedule M-3 for the 8916-A, Supplemental Attachment to
complete and file Schedule M-3 instead 2009 tax year. Schedule M-3.
of Schedule M-1 and must check box 3. Foreign corporation A owns 100
(1) Non-consolidated return, at the top percent of both U.S. corporation B and If the parent company of a U.S.
of page 1 of Schedule M-3. U.S. corporation C. C owns 100 percent consolidated tax group files Form 1120

Cat. No. 38103Y



Page 2 of 25 Instructions for Schedule M-3 (Form 1120) 13:30 -  7-JAN-2010

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

and any member of the group files year, but reports on Form 1120, page sheet is prepared for any purpose for a
Form 1120-PC or Form 1120-L and the 1, Item D, and on Form 1120, Schedule period ending with or within the tax
consolidated Schedule L reported in the L, total consolidated assets at the end year, Schedule L must be prepared
return includes the assets of all of the of the current tax year of less than $10 showing non-tax-basis amounts. See
companies (the insurance companies million, the corporation is not required the instructions for Part I, line 1, for the
as well as the non-insurance to file Schedule M-3 for the current tax discussion of non-tax-basis income
companies), in order to determine if the year. The corporation may either (a) file statements and related non-tax-basis
group meets the $10 million threshold Schedule M-3, or (b) file Schedule M-1, balance sheets prepared for any
test for the requirement to file Schedule for the current tax year. However, if the purpose and the impact on the
M-3, use the amount of total assets corporation chooses to file Schedule selection of the income statement used
reported on Schedule L of the M-1 for the current tax year, and for a for Schedule M-3 and the related
consolidated return. If the parent subsequent tax year the corporation is non-tax-basis balance sheet amounts
company of a U.S. consolidated tax required to file Schedule M-3, the that must be used for Schedule L.
group files Form 1120 and any member corporation must complete Schedule Total assets shown on Schedule L,of the group files Form 1120-PC or M-3 in its entirety (Part I and all line 15, column (d) (or, in the case ofForm 1120-L and the consolidated columns in Parts II and III) for that some consolidated mixed groups with aSchedule L reported in the return does subsequent tax year. Form 1120 parent and an insurancenot include the assets of one or more of In the case of a U.S. consolidated subsidiary, the assets reported on Formthe insurance companies in the U.S. tax group, total assets at the end of the 1120, page 1, Item D), must equal theconsolidated tax group, in order to tax year must be determined based on total assets of the corporation (or, in thedetermine if the group meets the $10 the total year-end assets of all case of a U.S. consolidated tax group,million threshold test, use the sum of includible corporations listed on Form the total assets of all members of thethe amount of total assets reported on 851, net of eliminations for group listed on Form 851) as of the lastthe consolidated Schedule L plus the intercompany transactions and day of the tax year, and must be theamounts of all assets reported on balances between the includible same total assets reported by theForms 1120-PC and 1120-L that are corporations. In addition, for purposes corporation (or by each member of theincluded in the consolidated return but of determining whether the corporation U.S. consolidated tax group) in thenot included on the consolidated (or U.S. consolidated tax group) has non-tax-basis financial statements, ifSchedule L. total assets at the end of the current tax any, used for Schedule M-3. If the
Other entities. There is a unique year of $10 million or more, the corporation prepares non-tax-basis
separate Schedule M-3 for taxpayers corporation’s total consolidated assets financial statements, Schedule L must
required to file Form 1065, U.S. Return must be determined on an overall equal the sum of the financial
of Partnership Income; Form 1120S, accrual method of accounting unless statement total assets for each
U.S. Income Tax Return for an S both of the following apply: (a) the tax corporation listed on Form 851 and
Corporation; Form 1120-F, U.S. Income returns of all includible corporations in included in the consolidated U.S.
Tax Return of a Foreign Corporation; the U.S. consolidated tax group are income tax return (includible
and for Forms 1120-PC or 1120-L. For prepared using an overall cash method corporation) net of eliminations for
more information, see the instructions of accounting, and (b) no includible intercompany transactions between
for the applicable Schedule M-3. corporation in the U.S. consolidated tax includible corporations. If the

group prepares or is included in corporation does not prepareCooperatives filing Form 1120-C,
financial statements prepared on an non-tax-basis financial statements,U.S. Income Tax Return for
accrual basis. Schedule L must be based on theCooperative Associations, that report

corporation’s books and records. TheNote. See the instructions for Part I,end of year assets of $10 million or
Schedule L balance sheet can showline 1, for a discussion of non-tax-basismore must complete Schedule M-3
tax-basis balance sheet amounts if theincome statements and related(Form 1120) instead of Schedule M-1.
corporation is allowed to use books andnon-tax-basis balance sheets to beFor insurance companies included in records for Schedule M-3 and theused in the preparation of Schedulethe consolidated U.S. income tax corporation’s books and records reflectM-3 and of Form 1120, Schedule L.return, see the instructions for Part I, only tax-basis amounts.

lines 10 and 11, and Part II, line 7, for
Generally, total assets at theOther Form 1120guidance on Schedule M-3 reporting of

beginning of the year (Schedule L, lineintercompany dividends and statutory Schedules Affected by 15, column (b)) must equal total assetsaccounting adjustments.
at the close of the prior year (ScheduleSchedule M-3Note. No Schedule M-3 is required for L, line 15, column (d)). For eachtaxpayers filing Form 1120-REIT, U.S. Requirements Schedule L balance sheet item reportedIncome Tax Return for Real Estate for which there is a difference betweenInvestment Trusts; Form 1120-RIC, the current opening balance sheetSchedule BU.S. Income Tax Return for Regulated amount and the prior closing balanceA corporation or group of corporationsInvestment Companies; Form 1120-H, sheet amount; attach a schedule thatthat files a Form 1120 and is requiredU.S. Income Tax Return for reports the balance sheet item, theto file Schedule M-3, must also fileHomeowners Associations; and Form prior closing amount, the currentSchedule B (Form 1120), Additional1120-SF, U.S. Income Tax Return for opening amount, and a shortInformation for Schedule M-3 Filers. InSettlement Funds. explanation of the change. Suchthe case of a consolidated group, a
reasons for these differences includeparent corporation files one Schedule BOther Issues Affecting mergers and acquisitions.(Form 1120) for the entire consolidated

group. For purposes of measuring totalSchedule M-3 Filing
assets at the end of the year, theRequirements Schedule L corporation’s assets may not be netted

If a corporation was required to file If a non-tax-basis income statement or reduced by the corporation’s
Schedule M-3 for the preceding tax and related non-tax-basis balance liabilities. In addition, total assets may
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not be reported as a negative amount. statement income or loss is included on 3. Taxpayer identification number
If Schedule L is prepared on a Part I, line 11, but not on Part I, line 4a. (TIN or EIN), if applicable.
non-tax-basis method, an investment in 4. Entity or organization type.
a partnership may be shown as 5. State or country in which it isReportable Entity Partner
appropriate under the corporation’s organized.Reporting Responsibilities
non-tax-basis method of accounting, 6. Date on which it first became a

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

corporate liabilities. the date with respect to which it isFor the purposes of these
reporting.instructions, the following rules apply.

Schedule M-2 1. The parent corporation of a The reportable entity partner mustThe amount shown on Schedule M-2, consolidated tax group is deemed to retain copies of required reports itline 2, Net income (loss) per books, own all corporate and partnership makes to partnerships under thesemust equal the amount shown on interests owned or deemed to be instructions. Each partnership mustSchedule M-3, Part I, line 11. Schedule owned under these instructions by any retain copies of the required reports itM-2 must reflect activity only of member of the tax consolidated group. receives under these instructions fromcorporations included in the 2. The owner of a disregarded entity reportable entity partners.consolidated U.S. income tax return. is deemed to own all corporate and Example 2.partnership interests owned or deemed
1. A, an LLC filing a Form 1065 forConsolidated Return to be owned under these instructions

2009, is owned 50 percent by U.S.by the disregarded entity.(Form 1120, Page 1)
corporation Z. A owns 50 percent of B,3. The owner of 50 percent or moreReport on Form 1120, page 1, each C, D, and E, which are also LLCs filingof a corporation by vote on any day ofitem of income, gain, loss, expense, or a Form 1065 for calendar year 2009. Zthe corporation tax year is deemed todeduction net of elimination entries for was first required to complete Scheduleown all corporate and partnershipintercompany transactions between M-3 (Form 1120) for its corporate taxinterests owned or deemed to beincludible corporations. The corporation year ended December 31, 2008, andowned under these instructions by themust not report as dividends on Form filed its Form 1120 with Schedule M-3corporation during the corporation tax1120, Schedule C, any amounts for 2008 on September 15, 2009. As ofyear.received from an includible corporation. September 16, 2009, Z was a4. The owner of 50 percent or moreIn general, dividends received from an reportable entity partner with respect toof partnership income, loss, or capitalincludible corporation must be A and, through A, with respect to B, C,on any day of the partnership tax yeareliminated in consolidation rather than D, and E. On October 5, 2009, Zis deemed to own all corporate andoffset by the dividends-received reports to A, B, C, D, and E, as it ispartnership interests owned or deemeddeduction. required to do within 30 days ofto be owned under these instructions
September 16, that Z is a reportableby the partnership during the
entity partner directly owning (withEntity Considerations for partnership tax year.
respect to A) or deemed to own5. The beneficial owner of 50Schedule M-3 indirectly (with respect to B, C, D, andpercent or more of the beneficialFor purposes of Schedule M-3, E) a 50 percent interest. Therefore,interest of a trust or nomineereferences to the classification of an because Z was a reportable entityarrangement on any day of the trust orentity (for example, as a corporation, a partner for 2009, each of A, B, C, D,nominee arrangement tax year ispartnership, or a trust) are references to and E is required to complete Scheduledeemed to own all corporate andthe treatment of the entity for U.S. M-3 (Form 1065) for 2009, regardlesspartnership interests owned or deemedincome tax purposes. An entity that of whether they would otherwise beto be owned under these instructionsgenerally is disregarded as separate required to complete Schedule M-3 forby the trust or nominee arrangement.from its owner for U.S. income tax that year.

purposes (disregarded entity) must not 2. P, a U.S. corporation, is the
A reportable entity partner withbe separately reported on Schedule parent of a financial consolidation group

respect to a partnership (as definedM-3 except, if required, on Part I, line with 50 domestic subsidiaries DS1
above) must report the following to the7a or 7b. On Schedule M-3, Parts II through DS50 and 50 foreign
partnership within 30 days of firstand III, any item of income, gain, loss, subsidiaries FS1 through FS50, all 100
becoming a reportable entity partnerdeduction, or credit of a disregarded percent owned on September 16, 2009.
and, after first reporting to theentity must be reported as an item of its On September 15, 2009, P filed a
partnership under these instructions,owner. In particular, the income or loss consolidated tax return on Form 1120
thereafter within 30 days of the date ofof a disregarded entity must not be and was required to complete Schedule
any change in the interest it owns or isreported on Part II, lines 9, 10, or 11 as M-3 for the tax year ending December
deemed to own, directly or indirectly,from a separate partnership or other 31, 2008. On September 16, 2009,
under these instructions, in thepass-through entity. The financial DS1, DS2, DS3, FS1, and FS2 each
partnership.statement income or loss of a acquires a 10 percent partnership

1. Name.disregarded entity is included on Part I, interest in partnership K which files
line 7a or 7b, only if its financial 2. Mailing address. Form 1065 for the tax year ending
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December 31, 2009. P is deemed to three subsidiaries) all filing Form 1120, Taxable Income with Tax Return
own, directly or indirectly (under these the U.S. consolidated tax group must Taxable Income for Mixed Groups.
instructions) 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 three
group and therefore is deemed to own the activity of the entire U.S. subgroup sub-consolidations, there will
30 percent of K on September 16, consolidated tax group. be generally a total of six additional
2009. P is deemed to own, directly or • Parts II and III of a separate Schedule M-3, Parts II, and six
indirectly, (under these instructions) all Schedule M-3 for each of the four additional Schedule M-3, Parts III, for
corporate 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 II
percent or more of each corporation by • Parts II and III of a separate and one Part III for each subgroup’s
vote and therefore is deemed to own 20 Schedule M-3 to eliminate sub-consolidated amounts and one Part
percent of K on September 16, 2009. P intercompany transactions between II and one Part III for each subgroup’s
is therefore deemed to own 50 percent includible corporations and to include sub-consolidation eliminations
of K on September 16, 2009. 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, if2009, 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, 2009. On Note. Complete only one Schedule consolidated Schedule M-3, Part I, andOctober 5, 2009, 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.2009, deemed to own (under these M-3, Part I. Enter on Schedule M-3,

The corporation must check theinstructions) a 50 percent interest in K. Part I, the name and EIN of the
applicable mixed group checkboxes onK is therefore required to complete common parent of the consolidated
all Schedules M-3, Parts I, II, and III, asSchedule M-3 when it files its Form group. Indicate on Schedule M-3, Parts
discussed below.1065 for its tax year ending December II and III, on the line after the common

31, 2009. parent’s name and EIN, whether the Subgroup Sub-Consolidation:
Schedule M-3, Parts II and III, is for the: 1120 Subgroup, 1120-PC
(1) consolidated group; (2) parent Subgroup, and 1120-LConsolidated Schedule corporation; (3) consolidation Subgroupeliminations; or (4) subsidiaryM-3 Versus

A subgroup Schedule M-3, Parts II andcorporation, by checking theConsolidating Schedules III, sub-consolidation must be preparedappropriate 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 thoseA consolidated tax return group with a corporations reporting on Form 1120;Schedule M-3 Consolidationparent 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 onea life insurance company (files using PC) subgroup for those reporting on FormForm 1120-L) or a property and Special Schedule M-3 consolidation 1120-L. The parent corporation iscasualty insurance company (files using rules apply to a mixed group, that is, a included in the subgroup that1120-PC). See Schedule M-3 consolidated tax group that includes: corresponds to the form on which itConsolidation for Mixed Groups (1120/ (a) both a corporation that is an reports and the entire consolidatedL/PC) below. insurance company and a corporation group files. For example, in the case of

A U.S. consolidated tax group must that is not an insurance company; or (b) a Form 1120 parent and Form 1120
file a consolidated Schedule M-3. Parts both a life insurance company and a consolidated group, the parent is
I, II, and III of the consolidated property and casualty insurance included in the Form 1120 subgroup
Schedule M-3 must reflect the activity company; or (c) a life insurance sub-consolidation. Each subgroup uses
of the entire U.S. consolidated tax company, a property and casualty its own Schedule M-3 (Forms 1120,
group. The parent corporation also insurance company, and a corporation 1120-PC, or 1120-L), Parts II and III, for
must complete Parts II and III of a that is not an insurance company. each corporation within the subgroup
separate Schedule M-3 to reflect the and for the subgroup sub-consolidationMixed group consolidation for
parent’s own activity. In addition, Parts and the subgroup eliminations.Schedule M-3, Parts II and III, requires
II and III of a separate Schedule M-3 (a) subgroup sub-consolidation of the The three subgroup
must be completed by each includible 1120 subgroup, the 1120-PC subgroup, sub-consolidation taxable income
corporation to reflect the activity of that and the 1120-L subgroup, each with its calculations on Schedule M-3 must
includible corporation. Lastly, it own sub-consolidated Schedule M-3, follow the separate return requirements
generally will be necessary to complete Parts II and III, and (b) consolidation of of the regulation under Section 1502
Parts II and III of a separate Schedule the subgroup sub-consolidation totals and all other applicable regulations
M-3 for consolidation eliminations. on a consolidated Schedule M-3, Part II taking into account the amounts

If a U.S. consolidated tax group that that ties to a consolidated Schedule separately reported on Form 8916.
is not a mixed group consists of four M-3, Part I, and a consolidated Form Capital loss limitation and carryforward
includible corporations (the parent and 8916, Reconciliation of Schedule M-3 used and charitable deduction limitation
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and carryforward used are not taken 8916, line 8, must equal taxable income (1) Consolidated group, and box (5)
into account in the determination of the reported on the tax return. 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 includible

Checkboxes for Schedule M-3,are reflected on Form 8916 and in the in the subgroup eliminations is
Part 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 Limitation

The 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
The applicable life/non-life losssubgroup are reported on Forms 1120, indicating a mixed group. Checkbox (5)
limitation and all carryforward used1120-PC, or 1120-L, as applicable, and one or more other applicable
calculations are made using theSchedule M-3, Part II, line 29a, checkboxes must be checked.
amounts determined for taxable incomecolumns (a), (b), (c), and (d), and equal

For example, an 1120 parent in the three subgroupthe sum of the line amounts on Part II,
corporation included in the 1120 sub-consolidations and other applicablelines 26 through 28. For a mixed group,
subgroup must check Schedule M-3 amounts separately reported on FormSchedule M-3, Part II, lines 29b, 29c,
(Form 1120), Parts II and III, box (2) 8916. The calculated life/non-life lossand 30 are blank on the Forms 1120,
Parent corporation, and box (5) Mixed limitation or carryforward used1120-PC, or 1120-L, as applicable, for
1120/L/PC group. An 1120 subsidiary amounts, if any, are not entered onthe separate corporations (parent and
corporation within the 1120 subgroup Schedule M-3. The calculated amounts,subsidiary) and for the three subgroup
must check Schedule M-3 (Form 1120), if any, are entered on Form 8916.sub-consolidations.
Parts II and III, box (4) Subsidiary

Note. A sub-consolidation is required corporation, and box (5) Mixed 1120/L/ Completion of Schedulefor every subgroup, even if the PC group. An 1120-PC subsidiary
subgroup consists of only one corporation within the 1120-PC M-3 and Certaincorporation. In addition, Form 8916-A, if subgroup must check Schedule M-3
applicable, is required at the Allocations, Limitations,(Form 1120-PC), Parts II and III, box
sub-consolidated level and the (4) Subsidiary corporation, and box (5) and Carryoverssub-consolidated elimination level. Mixed 1120/L/PC group. An 1120-L

A corporation (or any member of a U.S.subsidiary corporation within the 1120-LReconciliation of Mixed Group consolidated tax group) required to filesubgroup must check Schedule M-3Subgroup Sub-Consolidation Schedule M-3 must complete the form(Form 1120-L), Parts II and III, box (4)Amounts to Schedule M-3, Part in its entirety. In particular, aSubsidiary corporation, and box (5)
corporation filing a nonconsolidatedI, line 11, and to Tax Return Mixed 1120/L/PC group.
return that meets the filing requirementsTaxable Income The 1120 subgroup for Schedule M-3 must complete PartsAt the consolidated level, use the sub-consolidation Schedule M-3 (Form I, II, and III. Such a corporation doesSchedule M-3 (Forms 1120, 1120-PC, 1120), Parts II and III, must be not check any of the checkboxes at theor 1120-L), Parts I and II, that matches indicated by checking box (5) Mixed top of Parts II and III. In the case of athe form on which the parent 1120/L/PC group, and box (6) 1120 U.S. consolidated tax group, Part Icorporation reports and the entire group for the sub-consolidation, and by must be completed once, on theconsolidated group files. For a mixed checking box (5) Mixed 1120/L/PC consolidated Schedule M-3, by thegroup, the consolidated Schedule M-3, group, and box (7) 1120 eliminations parent corporation. Parts II and III mustPart II, lines 29a, 29b, and 29c, report for the eliminations. The 1120-PC be completed by the parent corporation,the applicable amounts from the three subgroup sub-consolidation Form each includible corporation, and asubgroup sub-consolidation Part II, line 1120-PC, Schedule M-3, Parts II and consolidating eliminations entity.29a, amounts. (If a consolidated level III, must be indicated by checking box

At the time the Form 1120 is filed, allPart II for consolidation eliminations not (5) Mixed 1120/L/PC group, and box (6)
applicable questions must be answeredincludible in the subgroup eliminations 1120-PC group for the
on Part I, all columns must beis applicable, the applicable amounts sub-consolidation, and by checking box
completed on Parts II and III, and allmust be adjusted by the applicable (5) Mixed 1120/L/PC group, and box (7)
numerical data required by Scheduleelimination amounts.) The consolidated 1120-PC eliminations for the
M-3 must be provided. Any scheduleSchedule M-3, Part II, line 30, amounts eliminations. The 1120-L subgroup
required to support a line item onare the sum of the applicable amounts sub-consolidation Schedule M-3 (Form
Schedule M-3 must be attached at theon the consolidated Part II, lines 29a, 1120-L), Parts II and III, must be
time Schedule M-3 is filed and must29b, and 29c. For a mixed group, the indicated by checking box (5) Mixed
provide the information required for thatconsolidated Part II, lines 1 through 28, 1120/L/PC group, and box (6) 1120-L
line item.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/PC All detailed schedules for Part II and
group, and box (7) 1120-L eliminationsFor mixed groups, the consolidated Part III of Schedule M-3 must be
for the eliminations.Part II, line 30, column (a), must equal attached for each separate entity

Part I, line 11, with appropriate A mixed group with a Form 1120 included in the consolidated Part II and
adjustments for statutory accounting parent corporation completes a Part III, including those for the parent
requirements reflected on Part I, lines consolidated level Schedule M-3 (Form company and the eliminations entity, if
10a and 10b. The consolidated taxable 1120), Parts I and II, and a applicable. It is not required that the
income indicated on Part II, line 30, consolidated Form 8916. The mixed same supporting detailed information
column (d), must equal the amount group consolidated Schedule M-3, Part be presented for Part II and Part III of
shown on Form 8916, line 1. Form II, must be indicated by checking box the consolidated Schedule M-3.
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If an item attributable to an includible Schedule M-3. Check either box (1) If a Form 10-K is filed with the SEC
corporation is not shared by or Non-consolidated return, (2) for the period ending with or within the
allocated to the appropriate member of Consolidated return (Form 1120 only), tax year, the corporation must check
the group but is retained in the parent or (3) Mixed 1120/L/PC group, as “Yes” for Part I, line 1a, and use that
corporation’s financial statements (or applicable. In addition, check box (4), income statement for Schedule M-3. If
books and records, if applicable), then Dormant subsidiaries schedule Form 10-K is not filed and a
the item must be reported by the parent attached, if applicable. non-tax-basis income statement is
corporation in its separate Schedule prepared that is a certified

Line 1. Questions RegardingM-3. For example, if the parent of a non-tax-basis income statement for the
U.S. consolidated tax group prepares period ending with or within the taxthe Type of Income
financial statements that include all year, the corporation must check “Yes”Statement Preparedmembers of the U.S. consolidated tax for Part I, line 1b, and use that income

For Part I, lines 1 through 12, use onlygroup and the parent does not allocate statement for Schedule M-3. If Form
the financial statements of the U.S.the group’s income tax expense as 10-K is not filed and no certified
corporation filing the U.S. income taxreflected in the financial statements non-tax-basis income statement is
return (the consolidated financialamong the members of the group but prepared but an unaudited
statements for the U.S. parentretains it in the parent corporation, the non-tax-basis income statement is
corporation of a U.S. consolidated taxparent corporation must report on its prepared for the period ending with or
group). If the U.S. corporation filing aseparate Schedule M-3 the U.S. within the tax year, the corporation
U.S. income tax return (or the U.S.consolidated tax group’s income tax must check “Yes” for Part I, line 1c, and
parent corporation of a U.S.expense as reflected in the financial use that income statement for Schedule
consolidated tax group) prepares itsstatements. M-3.
own financial statements but is

Order of priority in accountingAny adjustments made at the controlled by another corporation (U.S.
standards.  If no Form 10-K is filedconsolidated group level that are not or foreign) that prepares financial
and two or more non-tax-basis incomeattributable to any specific member of statements that include the U.S.
statements are both certifiedthe U.S. consolidated tax group (for corporation, the U.S. corporation (or the
non-tax-basis income statements forexample, disallowance of net capital U.S. parent corporation of a U.S.
the period, the income statementlosses, contribution deduction consolidated tax group) must use for its
prepared according to the followingcarryovers, and limitation of contribution Schedule M-3, Part I, its own financial
order of priority in accounting standardsdeductions) must not be reported on statements and not the financial
shall be used.the separate consolidating parent or statements of the controlling

subsidiary Schedules M-3 but rather on 1. U.S. Generally Acceptedcorporation.
the consolidated Schedule M-3 and on Accounting Principles (GAAP).If a non-publicly traded U.S. parentthe consolidating Schedule M-3 for 2. International Financial Reportingcorporation of a U.S. consolidated taxconsolidation eliminations (or on Form Standards (IFRS).group prepares financial statements8916 in the case of a mixed group). 3. Any other Internationaland that group includes a publicly Accounting Standards (IAS).If an includible corporation has: (1) traded subsidiary that files financial 4. Statutory accounting forno activity for the tax year (for example, statements with the Securities and insurance companies.because the corporation is a dormant Exchange Commission (SEC), the 5. Other regulatory accrualor inactive corporation); (2) no amount consolidated financial statements of the accounting.for the corporation to include in Part I, parent corporation are the appropriate 6. Any other accrual accountingline 11; and (3) no amounts to report on financial statements for purposes of standard.Part II and Part III of Schedule M-3 for completing Part I. Do not use any 7. Any fair market value standard.the tax year; the parent corporation of separate company financial statements 8. Any cash basis standard.the U.S. consolidated tax group may that might be prepared for publicly
attach to the consolidated Schedule traded subsidiaries. If no non-tax-basis income statementM-3 a statement that provides the

is certified and two or moreNon-Tax-Basis Financialname and EIN of the includible
non-tax-basis income statements areStatements and Tax-Basiscorporation in lieu of filing a blank Part
prepared, the income statementII and Part III of Schedule M-3 for such Financial Statements prepared according to the first listed ofentity. On Part I, check box (4), A tax-basis income statement is the accounting standards listed aboveDormant subsidiaries schedule allowed for Schedule M-3, and a shall be used.attached. tax-basis balance sheet for Schedule L,

If no non-tax-basis financialonly if no non-tax-basis income
statements are prepared for a U.S.statement and no non-tax-basis
corporation (or, in the case of a U.S.balance sheet were prepared for anySpecific Instructions consolidated tax group, for the U.S.purpose and the books and records of
parent corporation’s consolidatedthe corporation reflect only tax-basisfor Part I group) filing Schedule M-3 (Formamounts. The corporation is deemed to
1120), the U.S. corporation (or the U.S.have non-tax-basis income statements
parent corporation of a U.S.Part I. Financial and the related non-tax-basis balance
consolidated tax group) must checksheets for the current tax year forInformation and Net “No” on questions 1a, 1b, and 1c, skippurposes of Schedule M-3 and
Part I, lines 2a through 3c, and enterIncome (Loss) Schedule L if such non-tax-basis
the net income (loss) per the books andfinancial statements were prepared for
records of the U.S. corporation (or U.S.Reconciliation and presented to management,
consolidated tax group) on Part I,creditors, shareholders, government
line 4a.When To Complete Part I regulators, or any other third parties for

Part I must be completed for any tax a period ending with or within the tax If no non-tax-basis financial
year for which the corporation files year. statements are prepared for a U.S.
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corporation (or, in the case of a U.S. records, if applicable) of the 6b, on another U.S. corporation’s
consolidated tax group, for the U.S. corporation. A corporation filing a Schedule M-3; (b) files its own Form
parent 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-basis
1120), and the U.S. corporation is Part I, line 4a. financial statement (certified or
owned by a foreign corporation that otherwise) of its own; and (d) reports onIn completing Schedule M-3, the
prepares financial statements that Schedule L of its own Form 1120 totalcorporation must use financial
includes the U.S. corporation (or the consolidated assets that equal orstatement amounts from the financial
U.S. parent corporation’s consolidated exceed $10 million at the end of thestatement type checked “Yes” on Part I,
group), the U.S. corporation (or the corporation’s tax year, the corporationline 1, or from its books and records if
U.S. parent corporation of the U.S. must answer questions 1a, 1b, and 1cPart I, line 1c is checked “No.” If Part I,
consolidated tax group) must enter “No” of Part I as appropriate for its own Formline 1a, is checked “Yes,” report on Part
on questions 1a, 1b, and 1c, skip Part I, 1120 and must report on Part I, line 4a,I, line 4a, the net income amount
lines 2a through 3c, and enter the net the amount for the corporation’s netreported in the income statement
income (loss) per the books and income (loss) that is removed on Part I,presented to the SEC on the
records of the U.S. corporation (or U.S. line 6a or 6b, of the other corporation’scorporation’s Form 10-K (the Form
consolidated tax group) on Part I, Schedule M-3. However, if in the10-K for the security identified on Part I,
line 4a. circumstances described immediatelyline 3b, if applicable).

above, the corporation does have
If a corporation preparesLine 2. Questions Regarding separate non-tax-basis financial

non-tax-basis financial statements, the statements (certified or otherwise) of itsIncome Statement Period amount on line 4a must equal the own, independent of the amount of theand Restatements financial statement net income (loss) for corporation’s net income included in
the income statement period endingEnter the beginning and ending dates Part I, line 4a, of the other U.S.
with or within the tax year as indicatedon line 2a for the corporation’s annual corporation, the corporation must
on Part I, line 2a.income statement period ending with or answer questions 1a, 1b, and 1c of Part

within the current tax year. If the corporation prepares I, as appropriate, for its own Form
non-tax-basis financial statements and 1120, based on its own separateThe questions on Part I, lines 2b and
the income statement period differs income statement, and must report on2c, regarding income statement
from the corporation’s tax year, the Part I, line 4a, the net income amountsrestatements refer to the worldwide
income statement period indicated on shown on its separate incomeconsolidated income statement issued
Part I, line 2a, applies for purposes of statement.by the corporation filing the U.S.
Part I, lines 4a through 8.income tax return (the consolidated If line 4a includes net income (loss)

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

were used for line 4a. Entitiesincluding the original amount and
1. U.S. Generally Acceptedrestated amount of each annual Remove the financial net income (line

Accounting Principles (GAAP).statement period’s net income. The 5a) or loss (line 5b) of each foreign
2. International Financial Reportingattached schedule is not required to entity that is included on line 4a and is

Standards (IFRS).report restatements on an not an includible corporation in the U.S.
3. Statutory.entity-by-entity basis. consolidated tax group (nonincludible
4. Tax Basis. foreign entity). In addition, on Part I,

Line 3. Questions Regarding 5. Other (Specify). line 8, adjust for consolidation
eliminations and correct for minorityPublicly Traded Voting

Report on Part I, lines 5a through 10, interest and intercompany dividendsCommon Stock as instructed below, all adjustment between any nonincludible foreign
The primary U.S. publicly traded voting amounts required to adjust worldwide entity and any includible corporation.
common stock class is the most widely net income (loss) reported on this Part Do not remove in Part I the financial net
held or most heavily traded within the I, line 4a (whether from financial income (loss) of any nonincludible
U.S. as determined by the corporation. statements or books and records), to foreign entity accounted for on line 4a
If the corporation has more than one net income (loss) of includible using the equity method.
class of publicly traded voting common corporations that must be reported on

Attach a supporting schedule thatstock, attach a list of the classes of Part I, line 11.
provides the name, EIN (if applicable),publicly traded voting common stock Report on line 12a the worldwide and net income (loss) included on lineand the trading symbol and the consolidated total assets and total 4a that is removed on this line 5 fornine-digit CUSIP number of each class. liabilities amounts for the corporation each separate nonincludible foreign

using the same financial statements (or entity. Also state the total assets andLine 4a. Worldwide books and records) used for the total liabilities for each such separateConsolidated Net Income worldwide consolidated income (loss) nonincludible foreign entity and include
amount reported on Part 1, line 4a.(Loss) per Income Statement those assets and liabilities amounts in

Report on Part I, line 4a, the worldwide If a U.S. corporation: (a) has net the total assets and total liabilities
consolidated net income (loss) per the income (loss) included on Part I, line reported on Part 1, line 12b. The
income statement (or books and 4a, and removed on Part I, line 6a or amounts of income (loss) detailed on
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the supporting schedule should be there are consolidation or elimination those assets and liabilities amounts in
reported for each separate entries relating to nonincludible U.S. the total assets and total liabilities
nonincludible foreign entity without entities whose income (loss) is reported reported on Part I, line 12d. The
regard to the effect of consolidation or on the attached schedule that are not amounts of income (loss) detailed on
elimination entries. If there are reportable on Part I, line 8, the net the supporting schedule should be
consolidation or elimination entries amounts of all such consolidation and reported for each separate other
relating to nonincludible foreign entities elimination entries must be reported on disregarded entity or other includible
whose income (loss) is reported on the a separate line on the attached entity without regard to the effect of
attached schedule that are not schedule, so that the separate financial consolidation or elimination entries
reportable on Part I, line 8, the net accounting income (loss) of each solely between or among the entities
amounts of all such consolidation and nonincludible U.S. entity remains listed. If there are consolidation or
elimination entries must be reported on separately stated. For example, if the elimination entries relating to such
a separate line on the attached net income (after consolidation and disregarded entity or other includible
schedule, so that the separate financial elimination entries) of a nonincludible entities whose income (loss) is reported
accounting income (loss) of each U.S. sub-consolidated group is being on the attached schedule that are not
nonincludible foreign entity remains reported on line 6a, the attached reportable on Part I, line 8, the net
separately stated. supporting schedule should report the amounts of all such consolidation and

income (loss) of each separate elimination entries must be reported onFor example, if the net income (after nonincludible U.S. legal entity from a separate line on the attachedconsolidation and elimination entries) of each such entity’s own financial schedule, so that the separate financiala nonincludible foreign accounting net income statement or accounting income (loss) of each othersub-consolidated group is being books and records, and any disregarded entity or other includiblereported on line 5a, the attached consolidation or elimination entries (for entity remains separately stated. Forsupporting schedule should report the intercompany dividends, minority example, if the net income (afterincome (loss) of each separate interests, etc.) not reportable on Part I, consolidation and elimination entries) ofnonincludible foreign legal entity from line 8, should be reported on the a sub-consolidated group of other U.S.each such entity’s own financial attached supporting schedule as a net disregarded entities is being reportedaccounting net income statement or amount on a line separate and apart on line 7b, the attached supportingbooks and records, and any from lines that report each schedule should report the incomeconsolidation or elimination entries (for nonincludible U.S. entity’s separate net (loss) of each separate other U.S.intercompany dividends, minority income (loss). disregarded entity from each entity’sinterests, etc.) not reportable on Part I, own financial accounting net incomeline 8, should be reported on the statement or books and records, andLine 7. Net Income (Loss) ofattached supporting schedule as a net any consolidation or elimination entriesOther Includible Foreignamount on a line separate and apart (for intercompany dividends, minorityfrom lines that report each Disregarded Entities, Other interests, etc.) not reportable on Part I,nonincludible foreign entity’s separate Includible U.S. Disregarded line 8, should be reported on thenet income (loss). attached supporting schedule as a netEntities, and
amount on a line separate and apartLine 6. Net Income (Loss) of Other Includible Entities from lines that report each otherNonincludible U.S. Entities Include on line 7a, 7b, or 7c the includible corporation’s or entity’s

financial net income or (loss) of eachRemove the financial net income (line separate net income (loss).
foreign or U.S. disregarded entity or6a) or loss (line 6b) of each U.S. entity
other includible entity that is not Line 8. Adjustment tothat is included on line 4a and is not an
included in the consolidated financialincludible corporation in the U.S. Eliminations of Transactions
group and therefore not included in theconsolidated tax group (nonincludible Between Includible Entitiesincome reported on Part I, line 4a.U.S. entity). In addition, on Part I, line

and Nonincludible EntitiesInclude on line 7a or 7b financial8, adjust for consolidation eliminations
income of any disregarded entity that isand correct for minority interest and Adjustments on Part I, line 8, to reverse
not included in the income reported onintercompany dividends between any certain financial accounting
Part I, line 4a, but is included in Part I,nonincludible U.S. entity and any consolidation or elimination entries are
line 11 (other disregarded entities).includible corporation. Do not remove in necessary to ensure that transactions
Include on line 7c the financial incomePart I the financial net income (loss) of between includible entities and
of any entity not a disregarded entityany nonincludible U.S. entity accounted nonincludible U.S. or foreign entities
that is not included in the incomefor on line 4a using the equity method. are not eliminated, in order to report the
reported on line 4a, but is included on correct total amount on Part I, line 11.Attach a supporting schedule that line 11 (other includible entities). In Also, additional consolidation entriesprovides the name, EIN, and net addition, on Part I, line 8, adjust for and elimination entries may beincome (loss) included on line 4a that is consolidation eliminations and correct necessary on Part I, line 8, related toremoved on this line 6 for each for minority interest and intercompany transactions between includible entitiesseparate nonincludible U.S. entity. Also, dividends for any other disregarded that are in the consolidated financialstate the total assets and total liabilities entity or other includible entities. group and other disregarded entitiesfor each such separate nonincludible

and other includible entities that are notU.S. entity and include those assets Attach a supporting schedule that
in the consolidated financial group butand liabilities amounts in the total provides the name, EIN, and net
that are reported on Part I, line 7a, 7b,assets and total liabilities reported on income (loss) per the financial
or 7c in order to report the correct totalPart I, line 12c. The amounts of income statement or books and records on
amount on Part I, line 11.(loss) detailed on the supporting lines 7a, 7b, and 7c for each separate

schedule should be reported for each other U.S. disregarded entity or other Include on Part I, line 8, the total of
separate nonincludible U.S. entity includible entity. Also, state the total the following: (a) amounts of any
without regard to the effect of assets and total liabilities for each such adjustments to consolidation entries
consolidation or elimination entries. If separate included entity and include and elimination entries that are
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contained in the amount reported on intercompany interest income and consolidated U.S. income tax return,
expense. see instructions for Part I, line 11, andPart I, line 4a, required as a result of

Part II, line 7.)removing amounts on Part I, line 5 or 6;
Line 9. Adjustment Toand (b) amounts of any additional Statutory accounting for an

consolidation entries and elimination Reconcile Income Statement insurance company subsidiary acquired
entries that are required as a result of or merged may require the use of aPeriod To Tax Yearincluding amounts on Part I, line 7a, 7b, financial statement period for incomeInclude on line 9 any adjustmentsor 7c. This is necessary in order that reported on Part I, line 11, that differsnecessary to the income (loss) ofthe consolidation entries and from the period reported on Part I, lineincludible corporations to reconcileintercompany elimination entries 4a or line 7. Report on Part I, line 10b,differences between the corporation’sincluded in the amount reported on Part adjustments to income because of suchincome statement period reported onI, line 11, are only those applicable to differences in accounting period.line 2a and the corporation’s tax year.the financial net income (loss) of

For any adjustments reported onAttach a schedule describing theincludible entities for the financial
Part I, lines 10a, 10b, and 10c, attach aadjustment.statement period. For example,
supporting schedule that provides, foradjustments must be reported on line 8 Statutory accounting for an each corporation to which anto remove minority interest and to insurance company subsidiary acquired adjustment relates: the name and EINreverse the elimination of intercompany or merged may require the use of a of the corporation; the amount of netdividends included on Part I, line 4a, financial statement period for income income included in Part I before anythat relate to the net income of entities reported on Part I, line 11, that differs adjustments on line 10; the amount ofremoved on Part I, line 5 or 6, because from the period reported on Part I, line net income included on Part I, line 11;the income to which the consolidation 4a or line 7. Report on Part I, line 10b, the amount of the net adjustment that isor elimination entries relate has been adjustments to income because of such attributable to intercompany dividendremoved. Also, for example, differences in accounting period. adjustments required to be reported byconsolidation or elimination entries
statutory accounting and included onmust be reported on line 8 to reflect any Line 10a. Intercompany Part I, line 10a; the amount of the netminority interest ownership in the net Dividend Adjustments To adjustment attributable to otherincome of other disregarded entities or
statutory accounting requirements andReconcile to Line 11,other includible entities reported on Part
included on Part I, line 10b; and theI, line 7a, 7b, or 7c; and to eliminate Line 10b. Other Statutory
amount of the remainder of the netany intercompany dividends between Accounting Adjustments To adjustment not required because ofentities whose income is included on
statutory accounting and included onReconcile to Line 11, andPart I, line 7a, 7b, or 7c, and other
Part I, line 10c. If any net adjustment isLine 10c. Other Adjustmentsentities included in the consolidated
included for the corporation on Part I,U.S. income tax return. See Examples To Reconcile to Amount on lines 10b or 10c, attach a supplemental3, 4, and 5 in the instructions for line Line 11 supporting schedule identifying the line11.
(10b or 10c), the type of eachInclude on lines 10a, 10b, and 10c any
adjustment included in the netIf a corporate owner of an interest in other adjustments to reconcile net
adjustment, and the amount of eachanother entity: (a) accounts for the income (loss) on Part I, line 4a, through
adjustment included in the netinterest in entity in the owner Part I, line 9, with net income (loss) on
adjustment.corporation’s separate general ledger Part I, line 11. Include on line 10a the

on the equity method, and (b) fully amount of any intercompany dividend Line 11. Net Income (Loss)consolidates entity in the owner adjustment required by statutory
corporation’s consolidated financial per Income Statement ofaccounting. Include on line 10b the
statements, but entity is not includible amount of any other required statutory Includible Corporations
in the owner corporation’s consolidated accounting adjustment. Include on line Report on line 11 the net income (loss)U.S. income tax return, then, as part of 10c the amount of any other adjustment per the income statement (or booksreversing all consolidation and not required by statutory accounting. and records, if applicable) of theelimination entries for the nonincludible

Normally, all intercompany dividends corporation. In the case of a U.S.entity, the corporate owner must
will have been eliminated or excluded consolidated tax group, report thereverse on Schedule M-3, Part I, line 8,
from the financial accounting consolidated income statement netthe elimination of the equity income
consolidated net income (loss) reported income (loss) of all corporations listedinclusion from entity. If the owner
on Part I, line 4a. However, an on Form 851 and included in thecorporation does not account for entity
insurance company may be required to consolidated U.S. income tax return foron the equity method on its own
include certain intercompany dividends the tax year. Amounts reported ingeneral ledger, it will not have
on Part I, line 11, so that the amount column (a) of Parts II and III (seeeliminated the equity income for
reported on Part I, line 11, agrees with instructions below) must be reported onconsolidated financial statement
statutory accounting net income the same accounting method used topurposes, and therefore will have no
(Annual Statement). If the net income report the amount of net income (loss)elimination of equity income to reverse.
(loss) of a corporation that files Form per income statement of includible

The attached supporting schedule 1120-PC or Form 1120-L is included on corporations on Part I, line 11, which for
for Part I, line 8, must identify the type Part I, line 4a or line 7, and is computed insurance companies is statutory
(for example, minority interest, on a basis other than statutory accounting. If an insurance company is
intercompany dividends, etc.) and accounting, include on line 10a the included in a consolidated Form 1120,
amount of consolidation or elimination adjustments necessary such that Part I, the amount of net income reported on
entries reported, as well as the names line 11, includes intercompany Part I, Line 11, will include the statutory
of the entities to which they pertain. It is dividends in the net income (loss) for accounting net income for the
not necessary, but it is permitted, to such corporation to the extent required insurance corporation and the GAAP
report intercompany eliminations that by statutory accounting principles. (For net income for the non-insurance
net to zero on Part I, line 8, such as insurance companies included in the corporations included in the U.S.
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consolidated tax group. (For insurance a. The elimination of dividends of the $40 minority interest net income
companies included in the consolidated received by P and DS1 through DS75 of DS1. In addition, P reverses its
U.S. income tax return, see instructions from DS76 through DS100 and FS1 elimination of the $30 intercompany
for Part I, line 10, and Part II, line 7.) through FS50; and dividend in its financial statements on

Part I, line 8. The net result is that Pb. The recognition of minority
Do not, in any event, report on this includes the $30 dividend from DS1 atinterests’ share of the net income (loss)

line 11 the net income of entities not Part I, line 11, and on Part II, line 7,of DS76 through DS100. (Note: The
listed on Form 851 and not included in column (a). P’s taxable dividend incomeminority interests’ share, if any, of the
the consolidated U.S. income tax return from DS1 must be reported on Part II,income of DS1 through DS75 must be
for the tax year. For example, it is not line 7, column (d).reported in Part II, line 8, Minority
permissible to remove the income of interest for includible corporations.) 2. U.S. corporation C owns 60% ofnonincludible entities on lines 5 and/or

the capital and profits interests in U.S.P reports on Part I, line 11, the6, discussed earlier; then to add back
LLC N. C does not account for N in C’sconsolidated financial statement netsuch income on lines 7 through 10,
separate general ledger on the equityincome (loss) attributable to thesuch that the amount reported at line
method. N has net income of $100includible corporations. Intercompany11 includes the net income of entities
(before minority interests) and makestransactions between the includiblenot includible in the consolidated U.S.
no distributions during the tax year. Ccorporations that had been eliminatedincome tax return. A principal purpose
treats N as a corporation for financialin the net income amount on line 4aof Schedule M-3 is to report on this Part
statement purposes; and as aremain eliminated in the net incomeI, line 11, only the financial accounting
partnership for U.S. income taxamount on line 11. Transactionsnet income of only the corporations
purposes. In its financial statements, Cbetween the includible corporations andincluded in the consolidated U.S.
consolidates N and includes $60 of netthe nonincludible entities that areincome tax return.
income ($100 less the minority interesteliminated in the net income amount on

Whether or not the corporation of $40) on Part I, line 4a.line 4a are included in the net income
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

return with DS1. consolidated in P’s financialExample 3.
P must not complete Schedule M-3, statements. P accounts for DS1 in P’s1. U.S. corporation P is publicly

Part I, with reference to the financial separate general ledger on the equitytraded and files Form 10-K with the
statements of its foreign parent F. P method. DS1 has net income of $100SEC. P owns 80% or more of the stock
must check “No” on Part I, lines 1a, 1b, (before minority interests) and paysof 75 U.S. corporations, DS1 through
and 1c, skip lines 2a through 3c of Part dividends of $50, of which P receivesDS75, between 51% and 79% of the
I, and enter worldwide net income (loss) $30. The dividend reduces P’sstock of 25 U.S. corporations DS76
per the books and records of the investment in DS1 for equity methodthrough DS100, and 100% of the stock
includible corporations (P and DS1) on reporting on P’s separate generalof 50 foreign subsidiaries FS1 through
Part I, line 4a. P must enter any ledger where P includes its 60% equityFS50. P eliminates all dividend income
necessary adjustments on lines 5a share of DS1 income, which is $60. Infrom DS1 through DS100 and FS1
through 10 in order for Part I, line 11, to its financial statements, P eliminatesthrough FS50 in financial statement
report the net income (loss) of the DS1 equity method income of $60consolidation entries. Furthermore, P
includible corporations P and DS1, net and consolidates DS1, including $60 ofeliminates the minority interest
of eliminations for transactions between net income ($100 less the minorityownership, if any, of DS1 through
P and DS1. interest of $40) on Part I, line 4a.DS100 in financial statement

P must remove the $100 net incomeconsolidation entries. P’s SEC Form
Example 4. of DS1 on Part I, line 6a. P must10-K includes P, DS1 through DS100

reverse on Part I, line 8, the eliminationand FS1 through FS50 on a fully 1. U.S. corporation P owns 60% of
of the $40 minority interest net incomeconsolidated basis. P files a corporation DS1 which is fully
of DS1 and the elimination of the $60 ofconsolidated U.S. income tax return consolidated in P’s financial
DS1 equity income. The net result iswith DS1 through DS75. statements. P does not account for
that P includes the $60 of equityDS1 in P’s separate general ledger onP must check “Yes” on Part I, line
method income from DS1 at Part I, linethe equity method. DS1 has net income1a. On Part I, line 4a, P must report the
11, and on Part II, line 6, column (a).of $100 (before minority interests) andconsolidated net income from the SEC
P’s taxable dividend income from itspays dividends of $50, of which PForm 10-K for the consolidated financial
investment in DS1 must be reported onreceives $30. The dividend isstatement group of P, DS1 through
Part II, line 7, column (d).eliminated in the consolidated financialDS100, and FS1 through FS50. P must

statements. In its financial statements,remove the net income (loss) of FS1 4. U.S. corporation C owns 60% of
P consolidates DS1 and includes $60through FS50 on Part I, line 5a or 5b, the capital and profits interests in U.S.
of net income ($100 less the minorityas applicable. P must remove the net LLC N. C accounts for N in C’s
interest of $40) on Part I, line 4a.income (loss) before minority interests separate general ledger on the equity

of DS76 through DS100 on Part I, line P must remove the $100 net income method. N has net income of $100
6a or 6b, as applicable. P must reverse of DS1 on Part I, line 6a. P must (before minority interests) and makes
on Part I, line 8: reverse on Part I, line 8, the elimination no distributions during the tax year. C

-10- Instructions for Schedule M-3 (Form 1120)



Page 11 of 25 Instructions for Schedule M-3 (Form 1120) 13:30 -  7-JAN-2010

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

treats N as a corporation for financial DS1. Because DS1 is an includible and total liabilities included in
statement purposes and as a completing Part I, line 7.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
on C’s separate general ledger, C consolidated U.S. income tax return, Specific Instructions for
includes its 60% equity share of N and the intercompany interest income

Parts II and IIIincome, which is $60. In its financial and expense must be removed by
statements, C eliminates the $60 of N consolidation elimination entries. For consolidated U.S. income tax
equity method income and consolidates returns, file supporting schedules forP must report its financial statementN, including $60 of net income ($100 each includible corporation. See thenet income of $1,040 on Part I, line 4a,less the minority interest of $40) on instructions for consolidated returns onand reports DS1’s net income of $100Part I, line 4a. page 6 of the Instructions for Form

on Part I, line 7c. Then, in order to 1120.C must remove the $100 net income reflect the full consolidation of theof N on Part I, line 6a. C must reverse financial accounting net income of Pon Part I, line 8, the elimination of the General Format of Partsand DS1 at Part I, line 11, the following$40 minority interest net income of N consolidation and elimination entries II and IIIand the elimination of the $60 of N
are reported on Part I, line 8: (a)equity method income. The result is Check the applicable box(es) at the topoffsetting entries to remove the $40 ofthat C includes the $60 of equity of pages 2 and 3 of Schedule M-3 tointerest income received from DS1method income for N on Part I, line 11, indicate whether the Schedule M-3 isincluded by P on line 4a, and to removeand on Part II, line 9, column (a). C’s for the:the $40 of interest expense of DS1taxable income from N must be 1. Consolidated group;included in line 7c for a net change ofreported by C on Part II, line 9, column 2. Parent corporation;zero; and (b) an entry to reflect the $20(d). 3. Consolidated eliminations;minority interest in the net income of5. U.S. corporation C owns 60% of 4. Subsidiary corporation; orDS1 (DS1 net income of $100 timesthe capital and profits interests in U.S. 5. Mixed 1120/L/PC group.20% minority interest). The result is thatLLC N. C accounts for N in C’s
Part I, line 11, reports $1,120: $1,040separate general ledger on the equity
from line 4a, $100 from line 7c, and Also check the applicable box tomethod. N has net income of $100
($20) from line 8. Stated another way, indicate whether the Schedule M-3 is(before minority interests) and pays a
Part I, line 11, includes the entire for a sub-consolidated: (6) 1120 group;$50 cash distribution, of which C
$1,000 net income of P, measured or (7) 1120 eliminations. Seereceives $30. The distribution reduces
before recognition of the intercompany Consolidated Schedule M-3 VersusC’s investment in N for equity method
interest income from DS1 and the Consolidating Schedules M-3 for Formreporting on C’s separate general
consolidation of DS1 operations, plus 1120 Groups and Schedule M-3ledger. C treats N as a corporation for
the entire $140 net income of DS1, Consolidation for Mixed Groups (1120/financial statement purposes and as a
measured before interest expense to P, L/PC) on page 4.partnership for U.S. income tax
less the minority interest ownership ofpurposes. For equity method reporting For each line item in Parts II and III,$20 in DS1’s separate net incomeon C’s separate general ledger, C report in column (a) the amount of net($100). The consolidated U.S. incomeincludes its 60% equity share of N income (loss) included in Part I, line 11,tax group is required to include on theincome, which is $60. In its financial and report in column (d) the amountattached supporting schedule for Part I,statements, C eliminates the $60 of N included in taxable income on Formline 8, the details of the adjustment toequity method income and consolidates 1120, page 1, line 28.
the minority interest in the net incomeN and includes $60 of net income

Note. A schedule or explanation mayof DS1, but is not required to report the($100 less the minority interest of $40)
be attached to any line even if none isoffsetting adjustment to theon Part I, line 4a.
required.intercompany elimination of interestC must remove the $100 net income

income and interest expense (though itof N on Part I, line 6a. C must reverse When To Complete Columnsis permitted to do so).on Part I, line 8, the elimination of the (a) and (d)$40 minority interest net income of N
Line 12. Total Assets and A corporation is not required toand the elimination of the $60 of N

complete columns (a) and (d) of Parts IIequity method income. The result is Liabilities of Entities
and III for the first tax year thethat C includes the $60 of equity Included or Removed on Part
corporation is required to file Schedulemethod income for N on Part I, line 11, I, Lines 4, 5, 6, and 7 M-3. However, the corporation mustand on Part II, line 9, column (a). C’s

Line 12 must be completed by all complete columns (a) and (d) for all taxtaxable income from N must be
corporations that file Schedule M-3. years subsequent to the first tax yearreported by C on Part II, line 9,
Report on lines 12a, 12b, 12c, and 12d the corporation is required to filecolumn (d).
the total amount (not just the Schedule M-3. For example, if a
corporation’s share) of assets andExample 5. U.S. corporation P corporation was required to file
liabilities of entities included or removedowns 80% of the stock of corporation Schedule M-3 as a member of a U.S.
on Part I, lines 4, 5, 6, and 7. On lineDS1. DS1 is included in P’s consolidated tax group and the
12a, enter the worldwide consolidatedconsolidated income tax return, even corporation leaves the U.S.
total assets and total liabilities of all ofthough DS1 is not included in P’s consolidated tax group, the corporation
the entities included in completing Partconsolidated financial statements on is required to complete Schedule M-3 in
I, line 4a. On line 12b, enter the totaleither a consolidated basis or on the its entirety in any succeeding tax year
assets and total liabilities of the entitiesequity method. DS1 has current year that the corporation is required to
removed in completing Part I, line 5. Onnet income of $100 after taking into complete Schedule M-3. However, if
line 12c, enter the total assets and totalaccount its $40 interest payment to P. the corporation joins in filing a different
liabilities removed in completing Part I,P has net income of $1,040 after consolidated U.S. income tax return,
line 6. On line 12d, enter total assetsrecognition of the interest income from then the corporation must complete its
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Schedule M-3 in its entirety in any year column (a), of the consolidated Schedule M-3 for its 2008 and 2009 tax
that the U.S. consolidated tax group Schedule M-3 must equal the amount years.
must complete its Schedule M-3 in its reported on Part I, line 11, of the For its 2007 tax year, A voluntarily
entirety. consolidated Schedule M-3, and that files Schedule M-3 instead of Schedule

the amount reported on Part II, line 30, M-1 and does not complete columns (a)If, for any tax year (or tax years)
column (d), of the consolidated and (d) of Parts II and III.prior to the first tax year a corporation is
Schedule M-3 must equal the amountrequired to file Schedule M-3, a For A’s 2008 tax year, the first taxreported on the consolidated Formcorporation voluntarily files Schedule year that A is required to file Schedule1120, page 1, line 28.M-3 instead of Schedule M-1, then in M-3, A is only required to complete Part

those voluntary filing years the I and columns (b) and (c) of Parts II andWhen To Complete Columnscorporation is not required to complete III.
columns (a) and (d) of Parts II and III. (b) and (c) For A’s 2009 tax year, A is required
In addition, in the first tax year the Columns (b) and (c) of Parts II and III to complete Schedule M-3 in its
corporation is required to file Schedule must be completed for any tax year for entirety.
M-3, the corporation is not required to which the corporation files Schedule Example 7. Corporation B is a U.S.complete columns (a) and (d) of Parts II M-3. publicly traded corporation that files aand III.

consolidated U.S. income tax returnFor any item of income, gain, loss,
If a corporation that is not a mixed and prepares consolidated GAAPexpense, or deduction for which there

group chooses not to complete columns financial statements. In prior years, Bis a difference between columns (a)
(a) and (d) of Parts II and III in the first acquired intellectual property (IP) andand (d), the portion of the difference
tax year the corporation is required to goodwill through several corporatethat is temporary must be entered in
file Schedule M-3 (or in any year in acquisitions. The IP is amortizable forcolumn (b) and the portion of the
which the corporation voluntarily files both U.S. income tax and financialdifference that is permanent must be
Schedule M-3), then Part II, line 30, is statement purposes. In the currententered in column (c).
reconciled by the corporation (or, in the year, B’s annual amortization expense

If financial statements are preparedcase of a U.S. consolidated tax group, for IP is $9,000 for U.S. income tax
by the corporation in accordance withby the group’s parent corporation on purposes and $6,000 for financial
generally accepted accountingPart II, line 30, of the group’s statement purposes. In its financial
principles (GAAP), differences that areconsolidated Schedule M-3) in the statements, B treats the difference in IP
treated as temporary for GAAP must befollowing manner: amortization as a temporary difference.
reported in column (b) and differences The goodwill is not amortizable for U.S.1. Report the amount from Part I,
that are permanent (that is, not income tax purposes and is subject toline 11, on Part II, line 30, column (a);
temporary for GAAP) must be reported impairment for financial statement2. Leave blank Part II, lines 1
in column (c). Generally, pursuant to purposes. In the current year, B recordsthrough 29, columns (a) and (d);
GAAP, a temporary difference affects an impairment charge on the goodwill3. Leave blank Part III, columns (a)
(creates, increases, or decreases) a of $5,000. In its financial statements, Band (d); and
deferred tax asset or liability. treats the goodwill impairment as a4. Report on Part II, line 30, column

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

Note. Mixed groups should see column (a), a temporary difference ofaccordance with GAAP, report in
Schedule M-3 Consolidation for Mixed $3,000 in column (b), and $9,000 incolumn (b) any difference that the
Groups (1120/L/PC) on page 4. column (d). B must report the goodwillcorporation believes will reverse in a

impairment on Part III, line 26, andfuture tax year (that is, have anIn the case of a U.S. consolidated
report $5,000 in column (a), aopposite effect on taxable income in atax group that is not a mixed group, the
permanent difference of ($5,000) infuture tax year (or years) due to thereconciliation described in the
column (c), and $0 in column (d).difference in timing of recognition forpreceding paragraph must be

financial accounting and U.S. incomeperformed by each member of the U.S. Reporting Requirementstax purposes) or is the reversal of suchconsolidated tax group. However,
a difference that arose in a prior taxbecause Part I must be completed only for Parts II and IIIyear. Report in column (c) anyonce on the consolidated Schedule M-3

Except for mixed group consolidation,difference that the corporation believesby the parent corporation of the U.S.
the number of Parts II must equal thewill not reverse in a future tax year (andconsolidated tax group, the amount
number of Parts III filed by theis not the reversal of such a differencereported on Part II, line 30, column (a),
corporation. Mixed groups should seethat arose in a prior tax year).by each member of the U.S.
Schedule M-3 Consolidation for Mixedconsolidated tax group on its respective If the corporation is unable to Groups (1120/L/PC) on page 4.Schedule M-3 is the amount attributable determine whether a differenceto that member that is reported on the General Reportingbetween column (a) and column (d) forconsolidated Schedule M-3, Part I, line an item will reverse in a future tax year Requirements11, completed by the parent or is the reversal of a difference thatcorporation. Accordingly, the amount If an amount is attributable to aarose in a prior tax year, report thereported on Part II, line 30, columns (a) reportable transaction described indifference for that item in column (c).through (d), of the consolidated Regulations section 1.6011-4(b), the

Schedule M-3 is the sum of the Example 6. For the 2007, 2008, amount must be reported in columns
amounts reported by each member of and 2009 tax years, corporation A has (a), (b), (c), and (d), as applicable, of
the U.S. consolidated tax group on its total consolidated assets on the last Part II, line 12, regardless of whether
respective Schedule M-3 (including a day of the tax year as reported on the amount would otherwise be
Schedule M-3 for consolidation Schedule L, line 15, column (d), of $8 reported on Part II or Part III of
eliminations, if necessary). Note that million, $11 million, and $12 million, Schedule M-3. Thus, if a taxpayer files
the amount reported on Part II, line 30, respectively. A is required to file Form 8886, Reportable Transaction
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Disclosure Statement, the amounts statements or exists in the corporation’s included in Part II, lines 1 through 25,
attributable to that reportable books and records, regardless of the or Part III, lines 1 through 35, report the
transaction must be reported on Part II, nomenclature associated with that item entire amount of the item in columns (a)
line 12. in the financial statements or books and and (d) of Part II, line 28.

records. Accurate completion of Separately stated and adequatelyA corporation is required to report in Schedule M-3 requires reporting disclosed. Each difference reported incolumn (a) of Parts II and III the amount amounts according to the substantive Parts II and III must be separatelyof any item specifically listed on nature of the specific line items stated and adequately disclosed. InSchedule M-3 that is in any manner included in Schedule M-3 and general, a difference is adequatelyincluded in the corporation’s current consistent reporting of all transactions disclosed if the difference is labeled inyear financial statement net income of like substantive nature that occurred a manner that clearly identifies the item(loss) or in an income or expense during the tax year. For example, all or transaction from which the differenceaccount maintained in the corporation’s expense amounts that are included in arises. For further guidance aboutbooks and records, even if there is no the financial statements or exist in the adequate disclosure, see Regulationsdifference between that amount and the books and records that represent some section 1.6662-4(f). If a specific item ofamount included in taxable income form of “Bad debt expense,” must be income, gain, loss, expense, orunless (a) otherwise provided in these reported on Part III, line 32, in column deduction is described on Part II, linesinstructions or (b) the amount is (a), regardless of whether the amounts 9 through 24, or Part III, lines 1 throughattributable to a reportable transaction are recorded or stated under different 34, and the line does not indicate todescribed in Regulations section nomenclature in the financial “attach schedule” or “attach details,”1.6011-4(b) and is therefore reported statements or the books and records and the specific instructions for the lineon Part II, line 12. For example, with such as: “Provision for doubtful do not call for an attachment of athe exception of interest income accounts;” “Expense for uncollectible schedule or statement, then the item isreflected on a Schedule K-1 received notes receivable;” or “Impairment of considered separately stated andby a corporation as a result of the trade accounts receivable.” Likewise, adequately disclosed if the item iscorporation’s investment in a as stated in the preceding paragraph, reported on the applicable line and thepartnership or other pass-through all fines and penalties must be included amount(s) of the item(s) are reported inentity, all interest income, included on on Part III, line 12, column (a), the applicable columns of thePart I, line 11, whether from regardless of the terminology or applicable line. See the instructions forunconsolidated affiliated companies, nomenclature attached to them by the Part II, lines 1 through 8, for specificthird parties, banks, or other entities, corporation in its books and records or additional information required to bewhether from foreign or domestic financial statements. provided for these particular lines.sources, whether taxable or exempt
from tax, and whether classified as With limited exceptions, Part II Note. A schedule or explanation may
some other type of income for U.S. includes lines for specific items of be attached to any line even if none is
income tax purposes (such as income, gain, or loss (income items). required.
dividends), must be included on Part II, (See Part II, lines 1 through 24.) If an Except as otherwise provided,line 13, column (a). Likewise, all fines income item is described in Part II, lines differences for the same item must beand penalties included in Part I, line 11, 1 through 24, report the amount of the combined or netted together andpaid to a government or other authority item on the applicable line, regardless reported as one amount on thefor the violation of any law for which of whether there is a difference for the applicable line of Schedule M-3.fines or penalties are assessed must be item. If there is a difference for the However, differences for separate itemsincluded on Part III, line 12, column (a), income item, or only a portion of the must not be combined or nettedregardless of the government authority income item has a difference and a together. Each item (and correspondingthat imposed the fines or penalties, portion of the item does not have a amount attributable to that item) mustregardless of whether the fines or difference, and the item is not be separately stated and adequatelypenalties are civil or criminal, described in Part II, lines 1 through 24, disclosed on the applicable line ofregardless of the classification, report and describe the entire amount Schedule M-3, or any schedulenomenclature, or terminology attached of the item on Part II, line 25. required to be attached, even if theto the fines or penalties by the imposing With limited exceptions, Part III amounts are below a certain dollarauthority in its actions or documents. includes lines for specific items of amount.

If a corporation would be required to expense or deduction (expense items). Example 8. Corporation C is areport in column (a) of Parts II and III (See Part III, lines 1 through 34.) If an calendar year taxpayer that placed inthe amount of any item specifically expense item is described on Part III, service ten depreciable fixed assets inlisted on Schedule M-3 in accordance lines 1 through 34, report the amount of 2003. C was required to file Schedulewith the preceding paragraph, except the item on the applicable line, M-3 for its 2008 tax year and isthat the corporation has capitalized the regardless of whether there is a required to file Schedule M-3 for itsitem of income or expense and reports difference for the item. If there is a 2009 tax year. C’s total depreciationthe amount in its financial statement difference for the expense item, or only expense for its 2009 tax year for five ofbalance sheet or in asset and liability a portion of the expense item has a the assets is $50,000 for incomeaccounts maintained in the difference and a portion of the item statement purposes and $70,000 forcorporation’s books and records, the does not have a difference and the item U.S. income tax purposes. C’s totalcorporation must report the proper tax is not described in Part III, lines 1 annual depreciation expense for itstreatment of the item in columns (b), through 34, report and describe the 2009 tax year for the other five assets(c), and (d), as applicable. entire amount of the item on Part III, is $40,000 for income statementline 35.Furthermore, in applying the two purposes and $30,000 for U.S. income
preceding paragraphs, a corporation is If there is no difference between the tax purposes. In its financial
required to report in column (a) of Parts financial accounting amount and the statements, C treats the differences
II and III the amount of any item taxable amount of an entire item of between financial statement and U.S.
specifically listed on Schedule M-3 that income, loss, expense, or deduction income tax depreciation expense as
is included in the corporation’s financial and the item is not described or giving rise to temporary differences that
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will reverse in future years. C must account as giving rise to a temporary dividends received and other taxable
combine all of its depreciation difference that will reverse in future tax amounts received or includible from
adjustments. Accordingly, C must years. E must report on Part III, line 32, foreign corporations on Part II, lines 2
report on Part III, line 31, for its 2009 for its 2009 tax year income statement through 5, as applicable.
tax year income statement depreciation bad debt expense of $350,000 in

Line 2. Gross Foreignexpense of $90,000 in column (a), a column (a), a temporary difference of
temporary difference of $10,000 in ($275,000) in column (b), and U.S. Dividends Not Previously
column (b), and U.S. income tax income tax bad debt expense of Taxed
depreciation expense of $100,000 in $75,000 in column (d).

Except as otherwise provided in thiscolumn (d). Example 11. Corporation F is a paragraph, report on line 2, column (d),
Example 9. Corporation D is a calendar year taxpayer that was the amount (before any withholding tax)

calendar year taxpayer that was required to file Schedule M-3 for its of any foreign dividends included in
required to file Schedule M-3 for its 2008 tax year and is required to file current year taxable income on Form
2008 tax year and is required to file Schedule M-3 for its 2009 tax year. 1120, page 1, line 28, and report on
Schedule M-3 for its 2009 tax year. On During 2009, F incurs $200 of meals line 2, column (a), the amount of
December 31, 2009, D establishes and entertainment expenses that F dividends from any foreign corporation
three reserve accounts in the amount of deducts in computing net income per included in Part I, line 11. Do not report
$100,000 for each account. One the income statement. $50 of the $200 on line 2 any amounts that must be
reserve account is an allowance for is subject to the 50% limitation under reported on Part II, line 3 or 4, or
accounts receivable that are estimated section 274(n). In its financial dividends that were previously taxed
to be uncollectible. The second reserve statements, F treats the limitation on and must be reported on Part II, line 5.
is an estimate of coupons outstanding deductions for meals and entertainment (See the instructions below for Part II,
that may have to be paid. The third as a permanent difference. Because lines 3, 4, and 5.)
reserve is an estimate of future meals and entertainment expenses are

For any dividends reported on Partwarranty expenses. In its financial specifically described in Part III, line 11,
II, line 2, that are received on a class ofstatements, D treats the three reserve F must report all of its meals and
voting stock of which the corporationaccounts as giving rise to temporary entertainment expenses on this line,
directly or indirectly owned 10% ordifferences that will reverse in future regardless of whether there is a
more of the outstanding shares of thatyears. The three reserves are expenses difference. Accordingly, F must report
class at any time during the tax year,in D’s 2009 financial statements but are $200 in column (a), $25 in column (c),
report on an attached supportingnot deductions for U.S. income tax and $175 in column (d). F must not
schedule; (1) the name of the dividendpurposes in 2009. D must not combine report the $150 of meals and
payer, (2) the payer’s EIN (ifthe Schedule M-3 differences for the entertainment expenses that are
applicable), (3) the class of voting stockthree reserve accounts. D must report deducted in F’s financial statement net
on which the dividend was paid, (4) thethe amounts attributable to the income and are fully deductible for U.S.
percentage of the class directly orallowance for uncollectible accounts income tax purposes on Part II, line 28,
indirectly owned, and (5) the amountsreceivable on Part III, line 32, Bad debt Other items with no differences, and
for columns (a) through (d).expense, and must separately state the $50 subject to the limitation under

and adequately disclose the amounts section 274(n) on Part III, line 11. Line 3. Subpart F, QEF, and
attributable to each of the other two Similar Income Inclusionsreserves, coupons outstanding and Part II. Reconciliation of

Report on line 3, column (d), thewarranty costs, on a required, attached Net Income (Loss) per amount included in taxable incomeschedule that supports the amounts at
under section 951 (relating to SubpartPart III, line 35. Income Statement of F), gains or other income inclusionsExample 10. Corporation E is a
resulting from elections under sectionsIncludible Corporationscalendar year taxpayer that was
1291(d)(2) and 1298(b)(1), and anyrequired to file Schedule M-3 for its With Taxable Income per amount included in taxable income2008 tax year and is required to file
pursuant to section 1293 (relating toSchedule M-3 for its 2009 tax year. On Return
qualified electing funds). The amount ofJanuary 2, 2009, E establishes an For any item reported on Part II, lines 1, Subpart F income corresponds to theallowance for uncollectible accounts 3 through 6, or 8, attach a supporting total of the amounts reported by thereceivable (bad debt reserve) of schedule that provides the name of the corporation on line 6, Schedule I, of all$100,000. During 2009, E increased entity for which the item is reported, the Forms 5471, Information Return of U.S.the reserve by $250,000 for additional entity’s EIN (if applicable), the type of Persons With Respect To Certainaccounts receivable that may become entity (corporation, partnership, etc.), Foreign Corporations. The amount ofuncollectible. Additionally, during 2009 and the item amounts for columns (a) qualified electing fund incomeE decreases the reserve by $75,000 for through (d). See the instructions for corresponds to the total of the amountsaccounts receivable that were Part II, lines 2 and 7, for the specific reported by the corporation on line 3(a),discharged in bankruptcy during 2009. information required for those particular Part II, of all Forms 8621, Return by aThe balance in the reserve account on lines. Shareholder of a Passive ForeignDecember 31, 2009, is $275,000. The
Investment Company (PFIC) or$100,000 amount to establish the Line 1. Income (Loss) From
Qualified Electing Fund.reserve account and the $250,000 to Equity Method Foreign

increase the reserve account are Also include on line 3 PFIC
Corporationsexpenses on E’s 2009 financial mark-to-market gains and losses under

statements but are not deductible for Report on line 1, column (a), the section 1296. Do not report such gains
U.S. income tax purposes in 2009. financial income (loss) included in Part and losses on Part II, line 16.
However, the $75,000 decrease to the I, line 11, for any foreign corporation

Line 4. Section 78 Gross-Upreserve is deductible for U.S. income accounted for on the equity method and
tax purposes in 2009. In its financial remove such amount in column (b) or Report on line 4, column (d), the
statements, E treats the reserve (c), as applicable. Report the amount of amount of any section 78 gross-up not
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included in column (d) of Part II, lines 9, intercompany dividends as part of On the consolidated Schedule M-3,
10, and 11, Income (loss) from U.S. statutory accounting net income, Part I, line 4, Worldwide consolidated
partnerships, foreign partnerships, and include such intercompany dividends net income (loss) per income
other pass-through entities. The section on Part II, line 7, column (a) and the statement, and on line 11, Net income
78 gross-up amount on this line 4 must taxable amount of those dividends on (loss) per income statement of
correspond to the total section 78 Part II, line 7, column (d). (For includible corporations, the U.S.
gross-up amounts reported by the insurance companies included in the consolidated tax group GDS1 must
corporation on all Forms 1118, Foreign consolidated U.S. income tax return, report $900 of financial statement net
Tax Credit—Corporations, excluding see the instructions for Part I, lines 10 income ($1,000 net income less $100
the amounts reported in column (d) of and 11.) minority interest).
Part II, lines 9, 10, and 11.

For any intercompany dividends The GDS1 group must prepare one
(dividends received from includible consolidated Schedule M-3, Parts IILine 5. Gross Foreign
corporations listed on Form 851) and III, and three additional SchedulesDistributions Previously included on Part II, line 7, report on an M-3, Parts II and III: one for G, one for

Taxed attached supporting schedule: (1) the DS1, and one for consolidation
name of the dividend payer, (2) the eliminations.Report on line 5, column (a), any
payer’s EIN, (3) the class of stock ordistributions received from foreign

On the Schedule M-3, Parts II andsecurity on which the dividends werecorporations that were included in Part
III, for DS1, $1,000 is reported on Partpaid, (4) the amount of any netI, line 11, and that were previously
II, line 28 and line 30, in both columnsadjustment included on Part I, line 10a,taxed for U.S. income tax purposes. For
(a) and (d). On G’s Schedule M-3,for such dividends, and (5) the itemexample, include in column (a) amounts
Parts II and III, zero is reported on Partamounts for columns (a) through (d).that are excluded from taxable income
II, line 30, in both columns (a) and (d).under sections 959 and 1293(c). For any dividends included on Part On the consolidation eliminationsRemove such amount in column (b) or II, line 7, that are not intercompany Schedule M-3, Parts II and III, on Part(c), as applicable. Report the full dividends (dividends received from II, line 8 and line 30, the minorityamount of the distribution before any includible corporations listed on Form interest elimination for the U.S.withholding tax. Since previously taxed 851) that are received on classes of consolidated tax group is reported asforeign distributions are not currently voting stock in which the corporation ($100) in column (a), $100 in columntaxable, line 5, column (d), is shaded. directly or indirectly owned 10% or (c), and $0 in column (d).(Also, see the instructions for Part II, more of the outstanding shares of thatline 2.) On the Schedule M-3, Parts II andclass at any time during the tax year,
III, for the U.S. consolidated tax group,report on an attached supportingLine 6. Income (Loss) From on Part II, line 8, Minority interest forschedule for Part II, line 7, (1) the nameEquity Method U.S. includible corporations, ($100) isof the dividend payer, (2) the payer’s
reported in column (a), $100 in columnCorporations EIN (if applicable), (3) the class of
(c), and $0 in column (d). On Part II,voting stock on which the dividend wasReport on line 6, column (a), the line 28, the U.S. consolidated tax grouppaid, (4) the percentage of the classfinancial income (loss) included in Part reports $1,000 in both columns (a) anddirectly or indirectly owned, and (5) theI, line 11, for any U.S. corporation (d). As a result, financial statement netitem amounts for columns (a) throughaccounted for on the equity method and income on Part II, line 30, column (a),(d).remove such amount in column (b) or will total $900, net permanent(c), as applicable. Report on Part II, line differences on Part II, line 30, columnLine 8. Minority Interest for7, dividends received from any U.S. (c), will total $100, and taxable incomecorporation accounted for on the equity Includible Corporations on line 30, column (d), will total $1,000.method. Report on line 8, column (a), the

minority interest included in the Line 9. Income (Loss) FromLine 7. U.S. Dividends Not
financial income (loss) on Part I, line U.S. Partnerships andEliminated in Tax 11, for any member of the U.S.

Line 10. Income (Loss) FromConsolidation consolidated tax group that is less than
100% owned. Foreign PartnershipsReport on line 7, column (a), the

amount of dividends included in Part I, For any interest owned by theExample 12. Corporation G is a
line 11, that were received from any corporation or a member of the U.S.calendar year taxpayer that was
U.S. corporation. Report on line 7, consolidated tax group that is treatedrequired to file Schedule M-3 for its
column (d), the amount of any U.S. as an investment in a partnership for2008 tax year and is required to file
dividends included in taxable income on U.S. income tax purposes (other thanSchedule M-3 for its 2009 tax year. G
Form 1120, page 1, line 28. an interest in a disregarded entity),owns 90% of the stock of U.S.

report amounts on Part II, line 9 or 10,Usually, the amounts included on corporation DS1. G files a consolidated
as described below:line 7, columns (a) and (d) include only U.S. income tax return with DS1 as the

dividends received from U.S. GDS1 U.S. consolidated group. G 1. In column (a) the sum of the
corporations that are not included in the prepares certified GAAP financial corporation’s distributive share of
U.S. consolidated tax group because statements for the consolidated income or loss from a U.S. or foreign
intercompany dividends (dividends financial statement group consisting of partnership that is included in Part I,
received from includible corporations G and DS1. G has no net income of its line 11;
listed on Form 851) are eliminated or own, and G does not report its equity 2. In column (b) or (c), as
excluded for financial accounting interest in the income of DS1 on its applicable, except for amounts
purposes and eliminated for the separate financial statements. DS1 has described in item 4, on page 16, the
calculation of U.S. taxable income. In financial statement net income (before sum of all differences, if any,
the case of an insurance company minority interests) and taxable income attributable to the corporation’s
included in the consolidated U.S. of $1,000 ($2,500 of revenue less distributive share of income or loss from
income tax return required to report $1,500 cost of goods sold). a U.S. or foreign partnership; and
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3. In column (d), except for amounts report the disallowed charitable the financial amounts and the taxable
described in item 4, on page 16, the amounts.contributions of ($3,910) in columns (b)
sum of all amounts of income, gain, and (d). Each difference attributable to a
loss, or deduction attributable to the reportable transaction must be
corporation’s distributive share of Line 11. Income (Loss) From separately stated and adequately
income or loss from a U.S. or foreign disclosed. A corporation will beOther Pass-Through Entitiespartnership (that is, the sum of all considered to have separately statedFor any interest in a pass-through entityamounts reportable on the corporation’s and adequately disclosed a reportable(other than an interest in a partnershipSchedule(s) K-1 received from the transaction on line 12 if the corporationreportable on Part II, line 9 or 10, aspartnership (if applicable)), without sequentially numbers each Form 8886applicable) owned by a member of theregard to any limitations computed at and lists by identifying number on theU.S. consolidated tax group (other thanthe partner level (for example, supporting schedule for Part II, line 12,an interest in a disregarded entity),limitations on utilization of charitable each sequentially numbered reportablereport the following on line 11:contributions, capital losses, and transaction and the amounts required
interest expense). 1. In column (a) the sum of the for Part II, line 12, columns (a) through

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

In lieu of the requirements of thecorporation’s domestic production entity that is included in Part I, line 11;
preceding paragraph, a corporation willactivities deduction under section 199 2. In column (b) or (c), as
be considered to have separatelyeven if some or all of the corporation’s applicable, except for amounts
stated and adequately disclosed adeduction is attributable to a described in item 4, below, the sum of
reportable transaction if the corporationpartnership interest held by the all differences, if any, attributable to the
attaches a supporting schedule thatcorporation. A corporation must report pass-through entity; and
provides the following for eachthis deduction only on Part III, line 22. 3. In column (d), except for amounts
reportable transaction:described in item 4, below, the sum ofFor each partnership reported on 1. A description of the reportableall taxable amounts of income, gain,line 9 or 10, attach a supporting transaction disclosed on Form 8886 forloss, or deduction reportable on theschedule that provides the name, EIN which amounts are reported on Part II,corporation’s Schedules K-1 received(if applicable), end of year profit-sharing line 12;from the pass-through entity (ifpercentage (if applicable), end of year 2. The name and tax shelterapplicable).loss-sharing percentage (if applicable), registration number, if applicable, as4. Do not report on Part II, line 11,and the amount reported in column (a), reported on lines 1a and 1b,any portion of a corporation’s domestic(b), (c), or (d) of lines 9 or 10, as respectively, of Form 8886; andproduction activities deduction even ifapplicable. 3. The type of reportable transactionsome or all of the corporation’s
(that is, listed transaction, confidentialExample 13. U.S. corporation H is deduction is attributable to an interest
transaction, transaction with contractuala calendar year taxpayer that was in a pass-through entity held by the
protection, etc.) as reported on line 2 ofrequired to file Schedule M-3 for its corporation. A corporation must report
Form 8886.2008 tax year and is required to file this deduction only on Part III, line 22.

Schedule M-3 for its 2009 tax year. H
If a transaction is a listed transactionhas an investment in a U.S. partnership For each pass-through entity described in Regulations sectionUSP. H prepares financial statements reported on line 11, attach a supporting 1.6011-4(b)(2), the description alsoin accordance with GAAP. In its schedule that provides that entity’s must include the description providedfinancial statements, H treats the name, EIN (if applicable), the on line 3 of Form 8886. In addition, ifdifference between financial statement corporation’s end of year profit-sharing the reportable transaction involves annet income and taxable income from its percentage (if applicable), the investment in the transaction throughinvestment in USP as a permanent corporation’s end of year loss-sharing another entity such as a partnership,difference. For its 2009 tax year, H’s percentage (if applicable), and the the description must include the namefinancial statement net income includes amounts reported by the corporation in and EIN (if applicable) of that entity as$10,000 of income attributable to its column (a), (b), (c), or (d) of line 11, as reported on line 5 of Form 8886.share of USP’s net income. H’s applicable.Schedule K-1 from USP reports $5,000 Example 15. Corporation J is a

of ordinary income, $7,000 of long-term calendar year taxpayer that wasLine 12. Items Relating tocapital gains, $4,000 of charitable required to file Schedule M-3 for itsReportable Transactionscontributions, and $200 of section 179 2008 tax year and is required to file
expense. H must report on Part II, line Any amounts attributable to any Schedule M-3 for its 2009 tax year. J
9, $10,000 in column (a), a permanent reportable transactions (as described in incurred seven different abandonment
difference of ($2,200) in column (c), Regulations section 1.6011-4) must be losses during its 2009 tax year. One
and $7,800 in column (d). included on Part II, line 12, regardless loss of $12 million results from a

of whether the difference, orExample 14. Same facts as reportable transaction described in
differences, would otherwise beExample 13 except that corporation H’s Regulations section 1.6011-4(b)(5),
reported elsewhere in Part II or Part III.charitable contribution deduction is another loss of $5 million results from a
Thus, if a taxpayer files Form 8886 forwholly attributable to its partnership reportable transaction described in
any reportable transaction described ininterest in USP and is limited to $90 Regulations section 1.6011-4(b)(4), and
Regulations section 1.6011-4, thepursuant to section 170(b)(2) due to the remaining five abandonment losses
amounts attributable to that reportableother investment losses incurred by H. are not reportable transactions. J
transaction must be reported on Part II,In its financial statements, H treated discloses the reportable transactions
line 12. In addition, all income andthis limitation as a temporary difference. giving rise to the $12 million and $5
expense amounts attributable to aH must not report the charitable million losses on separate Forms 8886
reportable transaction must be reportedcontribution limitation of $3,910 ($4,000 and sequentially numbers them X1 and
on Part II, line 12, columns (a) and (d)-$90) on Part II, line 9. H must report X2, respectively. J must separately
even if there is no difference betweenthe limitation on Part III, line 21, and state and adequately disclose the $12
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million and $5 million losses on Part II, Schedule M-3. In columns (b) or (c), as for L’s year ending December 31, 2009,
line 12. The $12 million loss and the $5 applicable, adjust for any amounts L reported financial statement
million loss will be adequately disclosed treated for U.S. income tax purposes as depreciation expense of $15,000 and
if J attaches a supporting schedule for interest income that are treated as depreciation for U.S. income tax
line 12 that lists each of the some other form of income for financial purposes of $25,000. For L’s 2009 tax
sequentially numbered forms, Form accounting purposes, or vice versa. For year using an overall cash method of
8886-X1 and Form 8886-X2, and with example, adjustments to interest accounting, L does not recognize the
respect to each reportable transaction income resulting from adjustments $35,000 of revenue attributable to the
reports the appropriate amounts made in accordance with the accounts receivable, cannot deduct the
required for Part II, line 12, columns (a) instructions for Part II, line 18, should $10,000 allowance for bad debt, and
through (d). Alternatively, J’s be made in columns (b) and (c) of this cannot deduct the $17,000 of accounts
disclosures will be adequate if the line 13. payable. In its financial statements, L
description provided for each loss on treats both the difference in overallComplete Part II of Form 8916-A.the supporting schedule includes the accounting methods used for financialEnter the amounts from line 6, columnsnames and tax shelter registration statement and U.S. income tax(a) through (d) of Form 8916-A, onnumbers, if any, disclosed on the purposes and the difference inSchedule M-3, Part II, line 13, columnsapplicable Form 8886, identifies the depreciation expense as temporary(a) through (d), as applicable. Attachtype of reportable transaction for the differences. L must combine allForm 8916-A.loss, and reports the appropriate adjustments attributable to the
amounts required for Part II, line 12, Do not report on this line 13 or differences related to the overall
columns (a) through (d). J must report include on Form 8916-A amounts accounting methods on Part II, line 14.
the losses attributable to the other five reported in accordance with the As a result, L must report on Part II, line
abandonment losses on Part II, line instructions for Part II, lines 9, 10, 11, 14, $8,000 in column (a) ($35,000
23e, regardless of whether a difference 12, and 22. -$10,000 - $17,000), ($8,000) in column
exists for any or all of those (b), and zero in column (d). L must not
abandonment losses. Line 14. Total Accrual to report the accrual to cash adjustment

attributable to the legal and accountingCash AdjustmentExample 16. Corporation K is a
fees on Part III, line 24, Current yearcalendar year taxpayer that was This line is completed by a corporation
acquisition or reorganization legal andrequired to file Schedule M-3 for its that prepares financial statements (or
accounting fees. Because the2008 tax year and is required to file books and records, if permitted) using
difference in depreciation expense doesSchedule M-3 for its 2009 tax year. K an overall accrual method of accounting
not relate to the use of the cash orenters into a transaction with and uses an overall cash method of
accrual method of accounting, L mustcontractual protection that is a accounting for U.S. income tax
report the depreciation difference onreportable transaction described in purposes (or vice versa). With the
Part III, line 31, Depreciation, andRegulations section 1.6011-4(b)(4). exception of amounts required to be
report $15,000 in column (a), $10,000This reportable transaction is the only reported on Part II, line 12, the
in column (b), and $25,000 in columnreportable transaction for K’s 2009 tax corporation must report on Part II, line
(d).year and results in a $7 million capital 14, a single amount net of all

loss for both financial accounting adjustments attributable solely to the
purposes and U.S. income tax use of the different overall methods of Line 15. Hedging
purposes. Although the transaction accounting (for example, adjustments Transactions
does not result in a difference, K is related to accounts receivable,

Report on line 15, column (a), the netrequired to report on Part II, line 12, the accounts payable, compensation,
gain or loss from hedging transactionsfollowing amounts: ($7 million) in accrued liabilities, etc.), regardless of
included on Part I, line 11. Report incolumn (a), zero in columns (b) and (c), whether a separate line on Schedule
column (d) the amount of taxableand ($7 million) in column (d). The M-3 corresponds to an item within the
income from hedging transactions astransaction will be adequately disclosed accrual to cash reconciliation.
defined in section 1221(b)(2). Useif K attaches a supporting schedule for Differences not attributable to the use
columns (b) and (c) to report allline 12 that (a) sequentially numbers of the different overall methods of
differences caused by treating hedgingthe Form 8886 and refers to the accounting must be reported on the
transactions differently for financialsequentially-numbered Form 8886-X1 appropriate lines of Schedule M-3 (for
accounting purposes and for U.S.and (b) reports the applicable amounts example, a depreciation difference
income tax purposes. For example, if arequired for line 12, columns (a) must be reported on Part III, line 31).
portion of a hedge is consideredthrough (d). Alternatively, the

Example 17. Corporation L is a ineffective under GAAP but still is atransaction will be adequately disclosed
calendar year taxpayer that was valid hedge under section 1221(b)(2),if the supporting statement for line 12
required to file Schedule M-3 for its the difference must be reported on lineincludes a description of the
2008 tax year and is required to file 15. The hedge of a capital asset, whichtransaction, the name and tax shelter
Schedule M-3 for its 2009 tax year. L is not a valid hedge for U.S. income taxregistration number, if any, and the type
prepares financial statements in purposes but may be considered aof reportable transaction disclosed on
accordance with GAAP using an overall hedge for GAAP purposes, must alsoForm 8886.
accrual method of accounting. L uses be reported here.
an overall cash method of accounting

Line 13. Interest Income for U.S. income tax purposes. L’s Report hedging gains and losses
Report on Part II, line 13, column (a), financial statements for the year ending computed under the mark-to-market
the total amount of interest income December 31, 2009, report accounts method of accounting on line 15 and
included on Part I, line 11, and report receivable of $35,000, an allowance for not on Part II, line 16.
on Part II, line 13, column (d), the total bad debts of $10,000, and accounts

Report any gain or loss fromamount of interest income included on payable of $17,000 related to current
inventory hedging transactions on lineForm 1120, page 1, line 28, that is not year acquisition and reorganization
15 and not on Part II, line 17.required to be reported elsewhere on legal and accounting fees. In addition,
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• Fines and penalties reportable on transaction is treated as a lease, theLine 16. Mark-to-Market
Part III, line 12; seller/lessor reports the periodicIncome (Loss) • Judgments, damages, awards, and payments as gross rental income and

Report on line 16 any amount similar costs, reportable on Part III, line also reports depreciation expense or
representing the mark-to-market 13; and deduction. If the transaction is treated
income or loss for any securities held • Amounts included on Part III, line 34. as a sale, the seller/lessor reports gross
by a dealer in securities, a dealer in profit (sale price less cost of goodsExample 18.  Corporation C is acommodities having made a valid sold) from the sale of assets andcalendar year taxpayer that placed inelection under section 475(e), or a reports the periodic payments asservice ten depreciable fixed assets intrader in securities or commodities payments of principal and interest2003. C was required to file Schedulehaving made a valid election under income.M-3 for its 2008 tax year and issection 475(f). “Securities” for these

required to file Schedule M-3 for itspurposes are securities described in On Part II, line 18, column (a), report2009 tax year. C’s total depreciationsection 475(c)(2) and section 475(e)(2). the gross profit or gross rental incomeexpense for its 2009 tax year for five of“Securities” do not include any items for financial accounting purposes for allthe assets is $50,000 for financialspecifically excluded from sections sale or lease transactions that must beaccounting purposes and $70,000 for475(c)(2) and 475(e)(2), such as certain given the opposite characterization forU.S. income tax purposes. C’s totalcontracts to which section 1256(a) U.S. income tax purposes. On Part II,annual depreciation expense for itsapplies. line 18, column (d), report the gross2009 tax year for the other five assets
profit or gross rental income for federalReport hedging gains and losses is $40,000 for financial accounting
income tax purposes. Interest incomecomputed under the mark-to-market purposes and $30,000 for U.S. income
amounts for such transactions must bemethod of accounting on Part II, line tax purposes. In addition, C incurs $200
reported on Part II, line 13, in column15, Hedging transactions, and not on of meals and entertainment expenses
(a) or (d), as applicable. Depreciationline 16. that C deducts in computing net income
expense for such transactions must befor financial accounting purposes. AllLine 17. Cost of Goods Sold reported on Part III, line 31, in column$200 of the meals and entertainment
(a) or (d), as applicable. Use columnsReport on line 17 any amounts expenses is subject to the 50%

deducted as part of cost of goods sold (b) and (c) of Part II, lines 13 and 18,limitation under section 274(n). In its
during the tax year, regardless of and Part III, line 31, as applicable tofinancial statements, C treats the
whether the amounts would otherwise report the differences between column$50,000 depreciation and $100 of the
be reported elsewhere in Part II or Part (a) and (d).meals and entertainment as other costs
III. in computing cost of goods sold. C

Example 19. Corporation M sellsmust include on Form 8916-A and onExamples of amounts that must be
and leases property to customers. M isSchedule M-3, Part II, line 17, inincluded as cost of goods sold items
a calendar year taxpayer that wascolumn (a), the $50,000 of depreciationare amounts attributable to inventory
required to file Schedule M-3 for itsand $100 of meals and entertainment.valuation, such as amounts attributable
2008 tax year and is required to fileC must also include a temporaryto cost-flow assumptions, additional
Schedule M-3 for its 2009 tax year. Fordifference of $20,000 in column (b), acosts required to be capitalized
financial accounting purposes, Mpermanent difference of ($50) in(including depreciation) such as section
accounts for each transaction as a sale.column (c), and $70,050 in column (d)263A costs, inventory shrinkage
For U.S. income tax purposes, each of($70,000 depreciation and $50 mealsaccruals, inventory obsolescence
M’s transactions must be treated as aand entertainment expenses). Inreserves, and lower of cost or market
lease. In its financial statements, Maddition, C must report on Part III, line(LCM) write-downs.
treats the difference in the financial31, for its 2009 tax year incomeComplete Part I of Form 8916-A. accounting and the U.S. income taxstatement, depreciation expense ofEnter the amounts from line 8, columns treatment of these transactions as$40,000 in column (a), a temporary(a) through (d) of Form 8916-A, on temporary. During 2009, M reports in itsdifference of ($10,000) in column (b)Schedule M-3, Part II, line 17, columns financial statements $1,000 of salesand $30,000 in column (d); and on Part(a) through (d), as applicable. Attach and $700 of cost of goods sold withIII, line 11, meals and entertainmentForm 8916-A. respect to 2009 lease transactions. Mexpense of $100 in column (a), a

Note.  The entries in columns (a) and receives periodic payments of $500 inpermanent difference of ($50) in
(d) of Schedule M-3, line 17, are 2009 with respect to these 2009column (c), and $50 in column (d). All
negative amounts. transactions and similar transactionsother cost of goods sold items would be

from prior years and treats $400 asDo not report the following on this added to the amounts included on Part
principal and $100 as interest income.line 17 or on Form 8916-A: II, line 17, detailed in this example and
For financial accounting purposes, M• Amounts reportable on Part II, line reported on Form 8916-A and on Part
reports gross profit of $300 ($1,00012; II, line 17, in the appropriate columns.
-$700) and interest income of $100• Any gain or loss from inventory
from these transactions. For U.S.Line 18. Sale Versus Leasehedging transactions reportable on Part
income tax purposes, M reports $500 ofII, line 15; (for Sellers and/or Lessors)
gross rental income (the periodic• Amounts reportable on Part II, line Note. Also see the instructions at Part payments) and (based on other facts)18; III, line 34, Purchase Versus Lease (for $200 of depreciation deduction on the• Amounts reportable on Part II, line Purchasers and/or Lessees), on page property. On its 2009 Schedule M-3, M21; 23. must report on Part II, line 13, $100 in• Mark-to-market income or (loss)
column (a), ($100) in column (b), andassociated with the inventories of Asset transfer transactions with
zero in column (d). In addition, M mustdealers in securities under section 475, periodic payments characterized for
report on Part II, line 18, $300 of grossreportable on Part II, line 16; financial accounting purposes as either
profit in column (a), $200 in column (b),• Section 481(a) adjustments related to a sale or a lease may, under some
and $500 of gross rental income incost of goods sold or inventory circumstances, be characterized as the
column (d). Lastly, M must report onvaluation, reportable on Part II, line 19; opposite for tax purposes. If the
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Part III, line 31, $200 in column (b) and Line 21. Income Recognition Line 23c. Gross Capital
(d). From Long-Term Contracts Losses From Schedule D,

Report on line 21 the amount of net Excluding Amounts FromLine 19. Section 481(a) income or loss for financial statement Pass-Through Entities,Adjustments purposes (or books and records, if Abandonment Losses, andapplicable) or U.S. income taxWith the exception of a section 481(a)
purposes for any contract accounted for Worthless Stock Lossesadjustment that is required to be
under a long-term contract method ofreported on Part II, line 12, for Report on line 23c gross capital losses
accounting.reportable transactions, any difference reported on Schedule D (Form 1120),

between an income or expense item excluding capital losses from (a)
attributable to an authorized (or Line 22. Original Issue pass-through entities, which must be
unauthorized) change in method of reported on Part II, lines 9, 10, or 11, asDiscount and Other Imputed
accounting made for U.S. income tax applicable; (b) abandonment losses,Interestpurposes that results in a section which must be reported on Part II, line

Report on line 22 any amounts of481(a) adjustment must be reported on 23e; and (c) worthless stock losses,
original issue discount (OID) and otherPart II, line 19, regardless of whether a which must be reported on Part II, line
imputed interest. The term “originalseparate line for that income or 23f. Do not report on line 23c capital
issue discount and other imputedexpense item exists in Part II or Part III. losses carried over from a prior tax year
interest” includes, but is not limited to: and utilized in the current tax year. SeeExample 20. Corporation N is a 1. The excess of a debt instrument’s the instructions for Part II, line 24,calendar year taxpayer that was stated redemption price at maturity over regarding the reporting requirements forrequired to file Schedule M-3 for its its issue price, as determined under capital loss carryovers utilized in the2008 tax year and is required to file section 1273. current tax year.Schedule M-3 for its 2009 tax year. N 2. Amounts that are imputedwas depreciating certain fixed assets interest on a deferred sales contract Line 23d. Net Gain/Lossover an erroneous recovery period and, under section 483; Reported on Form 4797, Lineeffective for its 2009 tax year, N

3. Amounts treated as interest orreceives IRS consent to change its 17, Excluding Amounts FromOID under the stripped bond rulesmethod of accounting for the Pass-Through Entities,under section 1286; anddepreciable fixed assets and begins
4. Amounts treated as OID under Abandonment Losses, andusing the proper recovery period. The

the below-market interest rate ruleschange in method of accounting results Worthless Stock Losses
under section 7872.in a positive section 481(a) adjustment Report on line 23d the net gain or loss

of $100,000 that is required to be reported on line 17 of Form 4797, Sales
spread over four tax years, beginning of Business Property, excludingLine 23a. Income Statement
with the 2009 tax year. In its financial amounts from (a) pass-through entities,Gain/Loss on Sale,statements, N treats the section 481(a) which must be reported on Part II, linesExchange, Abandonment,adjustment as a temporary difference. 9, 10, or 11, as applicable; (b)
N must report on Part II, line 19, Worthlessness, or Other abandonment losses, which must be
$25,000 in columns (b) and (d) for its reported on Part II, line 23e; and (c)Disposition of Assets Other2009 tax year and each of the worthless stock losses, which must beThan Inventory andsubsequent three tax years (unless N is reported on Part II, line 23f.
otherwise required to recognize the Pass-Through Entities
remainder of the 481(a) adjustment Report on line 23a, column (a), all Line 23e. Abandonmentearlier). N must not report the section gains and losses on the disposition of Losses481(a) adjustment on Part III, line 31. assets except for (a) gains and losses

Report on line 23e any abandonmenton the disposition of inventory, and (b)
losses, regardless of whether the lossLine 20. Unearned/Deferred gains and losses allocated to the
is characterized as an ordinary loss orcorporation from a pass-through entityRevenue a capital loss.(for example, on Schedule K-1) that areReport on line 20, column (a), amounts

included in the net income (loss) ofof revenues included in Part I, line 11, Line 23f. Worthless Stockincludible corporations reported on Partthat were deferred from a prior financial
I, line 11. Reverse the amount reported Lossesaccounting year. Report on line 20,
in column (a) in column (b) or (c), as Report on line 23f any worthless stockcolumn (d), amounts of revenues
applicable. The corresponding gains loss, regardless of whether the loss isrecognizable for U.S. income tax
and losses for U.S. income tax characterized as an ordinary loss or apurposes in the current tax year that
purposes are reported on Part II, lines capital loss. Attach a schedule thatare recognized for financial accounting
23b through 23g, as applicable. separately states and adequatelypurposes in a different year. Also,

discloses each transaction that givesreport on line 20, column (d), any Line 23b. Gross Capital rise to a worthless stock loss and theamount of revenues reported on line
amount of each loss.Gains From Schedule D,20, column (a), that are recognizable

for U.S. income tax purposes in the Excluding Amounts From Line 23g. Other Gain/Loss oncurrent tax year. Use columns (b) and Pass-Through Entities(c) of line 20, as applicable, to report Disposition of Assets Other
Report on line 23b gross capital gainsthe differences between column (a) and Than Inventoryreported on Schedule D (Form 1120),(d).

Report on line 23g any gains or lossesCapital Gains and Losses, excluding
from the sale or exchange of propertyLine 20 must not be used to report capital gains from pass-through entities,
other than inventory that are notincome recognized from long-term which must be reported on Part II, lines
reported on lines 23b through 23f.contracts. Instead, use line 21. 9, 10, or 11, as applicable.
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subsidiaries, corporations A and B, that a difference, do not report any portionLine 24. Capital Loss
are included in P’s consolidated of the item on line 28. Instead, reportLimitation and Carryforward financial statements and in P’s the entire amount of the item (that is,

Used consolidated U.S. income tax return. both the portion with a difference and
For financial statement purposes, P, A, the portion without a difference) on theReport as a positive amount on line 24,
and B recognize revenue from the sale applicable line of Part II, lines 1 throughcolumns (b) or (c), as applicable, and
of inventory upon delivery to the 25, or Part III, lines 1 through 35. See(d) the excess of the net capital losses
customer. For U.S. income tax Example 11 on page 14.over the net capital gains reported on
purposes, P and A recognize suchSchedule D (Form 1120) by the
revenue consistent with the method Line 29a. 1120 Subgroupcorporation. For a U.S. consolidated tax
used for financial statement purposes,group, the Schedule M-3 adjustment for Reconciliation Totals
whereas B recognizes such revenuethe amount of the consolidated net For filers other than a mixed group,based upon customer acceptance. Pcapital loss that is disallowed should combine lines 26 through 28 and skipand A must report this revenue innot be made on the separate lines 29b and 29c. On thecolumn (a) and (d) on Part II, line 28. Bconsolidating Schedules M-3 of the sub-consolidated Schedule M-3 for amust report the following on Part II, lineincludible corporations, but on the mixed group, combine lines 26 through25: in column (a), B’s revenueseparate Schedule M-3 for consolidated 28 and skip lines 29b and 29c. For therecognized in the financial statementseliminations (or on Form 8916 in the consolidated Schedule M-3 of a mixedbased upon delivery to the customer; incase of a mixed group) as described group, complete only lines 29a throughcolumn (d), B’s revenue recognized forunder Completion of Schedule M-3 and 29c and line 30 of Part II. No Part III isU.S. income tax purposes based uponCertain Allocations, Limitations, and required to be completed for thecustomer acceptance; and in columnCarryovers on page 5. consolidated Schedule M-3 of a mixed(b) or (c), as applicable, the differenceIf the corporation utilizes a capital group.between B’s revenue recognized in itsloss carryforward on Schedule D in the
financial statements and in its U.S.current tax year, report the carryforward Line 29b. PC Insurancetaxable income.utilized as a negative amount on Part II, Subgroup Reconciliationline 24, columns (b) or (c), as Line 26. Total Income (Loss) Totalsapplicable, and column (d). For a U.S. Itemsconsolidated tax group, the Schedule Line 29b is only used by mixed groups.
Combine lines 1 through 25 and enterM-3 adjustment for the amount of the See Schedule M-3 Consolidation for
the total on line 26.consolidated capital loss carryforward Mixed Groups (1120/L/PC) on page 4.

should not be made on the separate Note. Line 17, Cost of goods sold,
consolidating Schedules M-3 of the columns (a) and (d), are negative Line 29c. Life Insurance
includible corporations, but on the amounts which will affect the totals Subgroup Reconciliation
separate Schedule M-3 for entered on line 26. Totalsconsolidation eliminations (or on Form

Line 27. Total Expense/ Line 29c is only used by mixed groups.8916 in the case of a mixed group) as
See Schedule M-3 Consolidation fordescribed under Completion of Deduction Items
Mixed Groups (1120/L/PC) on page 4.Schedule M-3 and Certain Allocations, Report on Part II, line 27, columns (a)Limitations, and Carryovers on page 5. through (d), as applicable, the negative Line 30. Reconciliationof the amounts reported on Part III, lineLine 25. Other Income (Loss) Totals36, columns (a) through (d), asItems With Differences applicable. Report positive amounts as If a corporation that is not a mixed

Separately state and adequately negative and negative amounts as group chooses not to complete columns
disclose on Part II, line 25, all items of positive. For example, if Part III, line 36, (a) and (d) of Parts II and III in the first
income (loss) with differences that are column (a), reflects an amount of $1 tax year the corporation is required to
not otherwise listed on Part II, lines 1 million, then report on Part II, line 27, file Schedule M-3 (or for any year in
through 24. Attach a schedule that column (a), ($1 million). Similarly, if Part which the corporation voluntarily files
itemizes the type of income (loss) and III, line 36, column (b), reflects an Schedule M-3), Part II, line 30, is
the amount of each item. amount of ($50,000), then report on reconciled by the corporation (or, in the

Part II, line 27, column (b), $50,000.If any “comprehensive income” as case of a U.S. consolidated tax group,
defined by Statement of Financial on the group’s consolidated ScheduleLine 28. Other Items With NoAccounting Standards (SFAS) No. 130 M-3) in the following manner:
is reported on this line, describe the Differences 1. Report the amount from Part I,
item(s) in detail. Examples of If there is no difference between the line 11, on Part II, line 30, column (a);
sufficiently detailed descriptions include financial accounting amount and the 2. Leave blank Part II, lines 1
“foreign currency translation taxable amount of an entire item of through 29, columns (a) and (d);
adjustments” and “gains and losses on income, gain, loss, expense, or 3. Leave blank Part III, columns (a)
available-for-sale securities.” deduction and the item is not described and (d); and

Whether an item of income (loss) is or included in Part II, lines 1 through 4. Report on Part II, line 30, column
reported on line 25, or is reported on 25, or Part III, lines 1 through 35, report (d), the sum of Part II, line 30, columns
Part II, line 28, is determined separately the entire amount of the item in (a), (b), and (c).
by each member of the U.S. columns (a) and (d) of line 28. If a
consolidated tax group and not at the portion of an item of income, loss, Note. Mixed groups see Schedule M-3
U.S. consolidated tax group level. For expense, or deduction has a difference Consolidation for Mixed Groups (1120/
example, U.S. corporation P has two and a portion of the item does not have L/PC) on page 4.
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financial accounting net income and the stock appreciation rights, and restrictedPart III. Reconciliation of amount of foreign withholding taxes stock, regardless of whether such
being deducted in the return. If the payments are made to employees orNet Income (Loss) per
corporation is crediting foreign non-employees, or as payment for

Income Statement of withholding taxes against the U.S. property or compensation for services.
income tax liability, use column (b) orIncludible Corporations Line 11. Meals and(c), as applicable, to negate the amount
reported in column (a). EntertainmentWith Taxable Income per

Report on line 11, column (a), anyLine 8. Interest ExpenseReturn—Expense/ amounts paid or accrued by the
Report on Part III, line 8, column (a), corporation during the tax year forDeduction Items the total amount of interest expense meals, beverages, and entertainmentNote. Expense amounts that reduce included on Part I, line 11, and report that are accounted for in financialfinancial accounting income must be on Part III, line 8, column (d), the total accounting income, regardless of thereported on Part III, column (a), as amount of interest deduction included classification, nomenclature, orpositive amounts. Deduction amounts on Form 1120, page 1, line 28, that is terminology used for such amounts,that reduce taxable income must be not required to be reported elsewhere and regardless of how or where suchreported on Part III, column (d), as on Schedule M-3. In columns (b) or (c), amounts are classified in thepositive amounts. Amounts reported on as applicable, include any adjustments corporation’s financial incomePart II, line 27, must be the negative of for any amounts treated for U.S. statement or the income and expensethe amounts reported on Part III, line income tax purposes as interest accounts maintained in the36. deduction that are treated as some corporation’s books and records.
other form of expense for financial Report only amounts not otherwiseLines 1 Through 6. Income accounting purposes, or vice versa. For reportable elsewhere on Schedule M-3,
example, adjustments to interestTax Expense Parts II and III (for example, Part II, line
expense/deduction resulting from 17).If the corporation does not distinguish
adjustments made in accordance withbetween current and deferred income
the instructions for Part III, line 34, Line 12. Fines and Penaltiestax expense in its financial statements
Purchase versus lease (for purchasers(or its books and records, if applicable), Report on line 12 any fines or similar
and/or lessees), should be made inreport income tax expense as current penalties paid to a government or other
columns (b) and (c), as applicable, onincome tax expense using lines 1, 3, authority for the violation of any law for
this line 8.and 5, as applicable. which fines or penalties are assessed.

Complete Part III of Form 8916-A. All fines and penalties expensed inA U.S. consolidated tax group must Enter the amounts from line 5, columns financial accounting income (paid orcomplete lines 1 through 6 in (a) through (d) of Form 8916-A, on accrued) must be included on this lineaccordance with the allocation of tax Schedule M-3, Part III, line 8, columns 12, column (a), regardless of theexpense among the members of the (a) through (d), as applicable. Attach government or other authority thatU.S. consolidated tax group in the Form 8916-A. imposed the fines or penalties,financial statements (or its books and regardless of whether the fines andDo not report on Form 8916-A andrecords, if applicable). If the current and penalties are civil or criminal,this line 8 amounts reported indeferred U.S., state, and foreign regardless of the classification,accordance with the instructions forincome tax expense for the U.S. nomenclature, or terminology used forPart II, lines 9, 10, 11, and 12.consolidated tax group (income tax the fines or penalties by the imposingexpense) is allocated among the authority in its actions or documents,Line 9. Stock Optionmembers of the U.S. consolidated tax and regardless of how or where theExpensegroup in the group’s financial fines or penalties are classified in thestatements (or its books and records, if Report on line 9, column (a), amounts corporation’s financial incomeapplicable), then each member must expensed on Part I, line 11, net income statement or the income and expensereport its allocated income tax expense per the income statement, that are accounts maintained in theon Part III, lines 1 through 6, of that attributable to all stock options. Report corporation’s books and records. Alsomember’s separate Schedule M-3. on line 9, column (d), deduction report on line 12, column (a), theHowever, if the income tax expense is amounts attributable to all stock reversal of any overaccrual of anynot shared or allocated among options. amount described in this paragraph.members of the U.S. consolidated tax See section 162(f) for additionalLine 10. Other Equity-Basedgroup but is retained in the parent guidance.corporation’s financial statements (or Compensation
Report on line 12, column (d), anybooks and records, if applicable), then Report on line 10 any amounts for such amounts as described in theamounts are reported only on Part III, equity-based compensation or preceding paragraph that are includiblelines 1 through 6, of the parent’s consideration that are reflected as in taxable income, regardless of theseparate Schedule M-3. expense for financial accounting financial accounting period in which

purposes (column (a)) or deducted in such amounts were or are included inLine 7. Foreign Withholding
the U.S. income tax return (column (d)) financial accounting net income.Taxes other than amounts reportable Complete columns (b) and (c) as

Report on line 7, column (a), the elsewhere on Schedule M-3, Parts II appropriate.
amount of foreign withholding taxes and III (for example, on Part III, line 9,

Do not report on this Part III, line 12,included in financial accounting net for stock options expense). Examples
amounts required to be reported inincome on Part I, line 11. If the of amounts reportable on line 10
accordance with instructions for Part III,corporation is deducting foreign tax, include payments attributable to
line 13.use column (b) or (c), as applicable, to employee stock purchase plans

correct for any difference between (ESPPs), phantom stock options, Do not report on this Part III, line 12,
foreign withholding tax included in phantom stock units, stock warrants, amounts recovered from insurers or
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any other indemnitors for any fines and payment is subject to limitation under contributions made during the tax year
penalties described above. both sections 162(m) and 280G, report over the amount of the charitable

the total payment on Part III, line 14, contribution limitation amount.
Line 13. Judgments, Parachute payments. See Regulations If the corporation utilizes a

section 1.162-27(g) for the interactionDamages, Awards, and contribution carryforward in the current
between sections 162(m) and 280G. tax year, report the carryforward utilizedSimilar Costs

as a positive amount on columns (b),Report on line 13, column (a), the Line 16. Pension and
(c), and (d), as applicable.amount of any estimated or actual Profit-Sharing

judgments, damages, awards, When a consolidated income tax
Report on line 16 any amountssettlements, and similar costs, however return is being filed, Schedule M-3
attributable to the corporation’s pensionnamed or classified, included in adjustments for the amount of
plans, profit-sharing plans, and anyfinancial accounting income, regardless charitable contributions in excess of the
other retirement plans.of whether the amount deducted was limitation, or for charitable contribution

attributable to an estimate of future carryforward utilized, should not beLine 17. Other
anticipated payments or actual made on the separate consolidating

Post-Retirement Benefitspayments. Also report on line 13, Schedules M-3 of the includible
column (a), the reversal of any Report on line 17 any amounts corporations, but on the separate
overaccrual of any amount described in attributable to other post-retirement consolidating Schedule M-3 for
this paragraph. benefits not otherwise includible on Part consolidation eliminations (or on Form

III, line 16 (for example, retiree health 8916 in the case of a mixed group).Report on line 13, column (d), any
and life insurance coverage, dental See Completion of Schedule M-3 andsuch amounts as are described in the
coverage, etc.). Certain Allocations, Limitations, andpreceding paragraph that are includible

Carryovers on page 5.in taxable income, regardless of the Line 18. Deferred
financial accounting period in which Line 22. DomesticCompensationsuch amounts were or are included in

Production ActivitiesReport on line 18, column (a), anyfinancial accounting net income.
compensation expense included in theComplete columns (b) and (c) as Deduction
net income (loss) amount reported inappropriate. Report on Part III, line 22, column (d),
Part I, line 11, that is not deductible for the corporation’s domestic productionDo not report on this Part III, line 13,
U.S. income tax purposes in the current activities deduction under section 199amounts required to be reported in
tax year and that was not reported that is reported on Form 1120, page 1,accordance with instructions for Part III,
elsewhere on Schedule M-3, column line 25. Complete columns (b) and (c)line 12.
(a). Report on line 18, column (d), any as appropriate. Do not report anyDo not report on this Part III, line 13, compensation deductible in the current portion of the corporation’s domesticamounts recovered from insurers or tax year that was not included in the net production activities deduction on anyany other indemnitors for any income (loss) amount reported in Part I, other line of Schedule M-3.judgments, damages, awards, or similar line 11, for the current tax year and that

costs described above. is not reportable elsewhere on Line 23. Current Year
Schedule M-3. For example, report Acquisition orLine 14. Parachute Payments originations and reversals of deferred

Reorganization InvestmentReport on line 14, column (a), the total compensation subject to section 409A
expense included in financial on line 18. Banking Fees
accounting net income on Part I, line Report on line 23 any investmentLine 20. Charitable11, that is subject to section 280G. banking fees paid or incurred in
Report in column (b) or (c), as Contribution of Intangible connection with a taxable or tax-free
applicable, the amount of nondeductible acquisition of property (for example,Propertyparachute payments pursuant to stock or assets) or a tax-freeReport on line 20 any charitablesection 280G, and report in column (d) reorganization. Report on this line anycontribution of intangible property, forthe deductible amount of compensation investment banking fees incurred at anyexample, contributions of:after any excess parachute payment stage of the acquisition or• Intellectual property, patentslimitations under section 280G. If a reorganization process including, for(including any amounts of additionalpayment is subject to limitation under example, fees paid or incurred tocontributions allowable by virtue ofboth sections 162(m) and 280G, report evaluate whether to investigate anincome earned by donees subsequentthe total payment on this line 14. acquisition, fees to conduct an actualto the year of donation), copyrights,

investigation, and fees to consummatetrademarks;Line 15. Compensation With
the acquisition. Also include on this line• Securities (including stocks and theirSection 162(m) Limitation 23 investment banking fees incurred inderivatives, stock options, and bonds);

Report on line 15, column (a), the total connection with the liquidation of a• Conservation easements (including
amount of non-performance-based subsidiary, a spin-off of a subsidiary, orscenic easements or air rights);
current compensation expense for the an initial public stock offering.• Railroad rights of way;
corporate officers to whom section • Mineral rights; and Line 24. Current Year162(m) applies. Report in column (b) or • Other intangible property.
(c) as applicable, the nondeductible Acquisition or
amount of current compensation in Line 21. Charitable Reorganization Legal and
excess of $1 million ($500,000 if the Contribution Limitation/ Accounting Feescorporation receives or has received

Carryforwardfinancial assistance under the Treasury Report on line 24 any legal and
Troubled Asset Relief Program Report as a negative amount on this accounting fees paid or incurred in
(TARP)). Report the deductible line 21, columns (b), (c), and (d), as connection with a taxable or tax-free
compensation in column (d). If a applicable, the excess of charitable acquisition of property (for example,
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stock or assets) or tax-free remediation costs described in section (b) and (c) of Part III, lines 8, 31, and
reorganization. Report on this line any 198 that are paid or incurred during the 34, as applicable, to report the
legal and accounting fees incurred at current tax year. differences between column (a) and (d)
any stage of the acquisition or for such recharacterized transactions.

Line 31. Depreciationreorganization process including, for Example 21. U.S. corporation X
example, fees paid or incurred to Report on line 31 any depreciation acquired property in a transaction that,
evaluate whether to investigate an expense that is not required to be for financial accounting purposes, X
acquisition, fees to conduct an actual reported elsewhere on Schedule M-3 treats as a lease. X is a calendar year
investigation, and fees to consummate (for example, on Part II, line 9, 10, 11, taxpayer that was required to file
the acquisition. Also include on this line or 17). Schedule M-3 for its 2008 tax year and
legal and accounting fees incurred in is required to file Schedule M-3 for itsLine 32. Bad Debt Expenseconnection with the liquidation of a 2009 tax year. Because of its terms, the
subsidiary, a spin-off of a subsidiary, or Report on line 32, column (a), any transaction is treated for U.S. income
an initial public stock offering. amounts attributable to an allowance tax purposes as a purchase and X must

for uncollectible accounts receivable or treat the periodic payments it makesLine 25. Current Year actual write-offs of accounts receivable partially as payment of principal and
Acquisition/Reorganization included on Part I, line 11. Report in partially as payment of interest. In its

column (d) the amount of bad debt financial statements, X treats theOther Costs
expense deductible for federal income difference between the financialReport on line 25 any other fees paid or
tax purposes under section 166. accounting and U.S. income taxincurred in connection with a taxable or

treatment of this transaction as atax-free acquisition of property (for Line 33. Corporate Owned temporary difference. During 2009, Xexample, stock or assets) or a tax-free
Life Insurance Premiums reports in its financial statementsreorganization not otherwise reportable

$1,000 of gross rental expense that, forReport on line 33 all amounts ofon Schedule M-3 (for example, Part III,
U.S. income tax purposes, isinsurance premiums attributable to anyline 23 or 24). Report on this line any
recharacterized as a $700 payment oflife insurance policy if the corporation isfees paid or incurred at any stage of the
principal and a $300 payment ofdirectly or indirectly a beneficiary underacquisition or reorganization process
interest, accompanied by a depreciationthe policy or if the policy has a cashincluding, for example, fees paid or
deduction of $1,200 (based on othervalue. Report in column (d) the amountincurred to evaluate whether to
facts). On its 2009 Schedule M-3, Xof the premiums that are deductible forinvestigate an acquisition, fees to
must report the following on Part III, linefederal income tax purposes.conduct an actual investigation, and
34: column (a) $1,000, its financialfees to consummate the acquisition.
accounting gross rental expense;Line 34. Purchase VersusAlso include on this line other
column (b), ($1,000); and column (d),acquisition/reorganization costs Lease (for Purchasers and/or
zero. On Part III, line 8, X reports zeroincurred in connection with the Lessees) in column (a) and $300 in columns (b)liquidation of a subsidiary, a spin-off of

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

and (d) for the depreciation deduction.Line 26. Amortization/ Asset transfer transactions with
Impairment of Goodwill periodic payments characterized for Line 35. Other Expense/financial accounting purposes as eitherReport on line 26 amortization of Deduction Items Witha purchase or a lease may, under somegoodwill or amounts attributable to the

circumstances, be characterized as the Differencesimpairment of goodwill.
opposite for tax purposes. Report on Part III, line 35, all items ofLine 27. Amortization of expense/deduction that are notIf a transaction is treated as a lease,

Acquisition, Reorganization, otherwise listed on Part III, lines 1the purchaser/lessee reports the
through 34.periodic payments as gross rentaland Start-Up Costs

expense. If the transaction is treated as Whether an expense/deduction itemReport on line 27 amortization of
a purchase, the purchaser/lessee is reported on this line 35, or reportedacquisition, reorganization, and start-up
reports the periodic payments as on Part II, line 28, is determinedcosts. For purposes of column (b), (c),
payments of principal and interest and separately by each member of the U.S.and (d), include amounts amortizable
also reports depreciation expense or consolidated tax group and not at theunder section 167, 195, or 248.
deduction with respect to the purchased U.S. consolidated tax group level. For
asset.Line 28. Other Amortization example, U.S. corporation P has two

Report in column (a), gross rent subsidiaries, A and B, that are includedor Impairment Write-Offs
expense for a transaction treated as a in P’s consolidated financial statementsReport on line 28 any amortization or
lease for financial accounting purposes and in P’s consolidated U.S. income taximpairment write-offs not otherwise
but as a sale for U.S. income tax return. For financial statementincludible on Schedule M-3.
purposes. Report in column (d), gross purposes, P, A, and B recognize real
rental deductions for a transaction estate tax expense when accrued. ForLine 29. Section 198
treated as a lease for U.S. income tax U.S. income tax purposes, P and AEnvironmental Remediation
purposes but as a purchase for recognize such expense consistent with

Costs financial accounting purposes. Report the method used for financial statement
Report on line 29, column (a), any interest expense for such transactions purposes, whereas B recognizes such
amounts attributable to environmental on Part III, line 8, column (a) or (d), as deduction based on a method different
remediation costs included on Part I, applicable. Report depreciation from that used for financial statement
line 11. Report in columns (b), (c), and expense or deductions for such purposes. P and A must report this
(d), as applicable, any deductible transactions on Part III, line 31, column expense/deduction in column (a) and
amounts attributable to environmental (a) or (d), as applicable. Use columns (d) on Part II, line 28. B must report the
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following on Part III, line 35, in column and reserves for acquisitions and liability for its annual insurance
(a), B’s expense recognized in the dispositions. Only report on line 35 premiums that provides a 12-month
financial statements when accrued; in items that are not required to be coverage period beginning July 1
column (d), B’s real estate tax expense reported elsewhere on Schedule M-3, through June 30. In addition, Q
recognized for U.S. income tax Parts II and III. For example, the historically prepays 12 months of
purposes; and in column (b) or (c), as expense for a reserve for inventory advertising expense on July 1. On July
applicable, the difference between B’s obsolescence must be reported on Part 1, 2009, Q prepays its insurance
real estate tax expense in its financial II, line 17. premium of $500,000 and advertising
statements and its real estate tax expenses of $800,000. For financialThe schedule of details attached todeduction recognized for U.S. taxable accounting purposes, Q capitalizes andthe return for line 35 must separatelyincome purposes. amortizes the prepaid insurance andstate and adequately disclose the

advertising over 12 months. For U.S.Comprehensive income. If any nature and amount of the expense
income tax purposes, Q deducts the“comprehensive income” as defined by related to each reserve and/or
insurance premium when paid andSFAS No. 130 is reported on this line, contingent liability. The appropriate
amortizes the advertising over thedescribe the item(s) in detail as, for level of disclosure depends upon each
12-month period. In its financialexample, “Foreign currency translation taxpayer’s operational activity and the
statements, Q treats the differencesadjustments” and “Gains and losses on nature of its accounting records. For
attributable to the financial statementavailable-for-sale securities.” example, if a corporation’s net income
treatment and U.S. income taxReserves and contingent liabilities. amount reported in the income
treatment of the prepaid insurance andReport on line 35 amounts related to statement includes anticipated
advertising as temporary differences. Qthe change in each reserve or expenses for a discontinued operation
must separately state and adequatelycontingent liability that is not required to as a single amount, and its general
disclose on Part III, line 35, its prepaidbe reported elsewhere on Schedule ledger or other books, records, and
insurance premium and reportM-3. For example, amounts relating to workpapers provide details for the
$250,000 in column (a) ($500,000/12changes in reserves for litigation must anticipated expenses under more
months X 6 months), $250,000 inbe reported on Part III, line 13, and explanatory and defined categories
column (b), and $500,000 in columnamounts relating to changes in such as employee termination costs,
(d). Q must also separately state andreserves for uncollectible accounts lease cancellation costs, loss on sale of
adequately disclose on Part II, line 28,receivable must be reported on Part III, equipment, etc., a supporting schedule
its prepaid advertising and reportline 32. See Examples 9, 21, and 22. that lists those categories of expenses
$400,000 in column (a) and (d).and their details will satisfy theReport on line 35 the amortization of

requirement to separately state andvarious items of prepaid expense, such Line 36. Total Expense/adequately disclose. In order toas prepaid subscriptions and license
separately state and adequately Deduction Itemsfees, prepaid insurance, etc.
disclose the employee termination Report on Part II, line 27, columns (a)Report on line 35, column (a),
costs, it is not required that an through (d), as applicable, the negativeexpenses included in net income
anticipated termination cost amount be of the amounts reported on Part III, linereported on Part I, line 11, that are
listed for each employee, or that each 36, columns (a) through (d), asrelated to reserves and contingent
asset (or category of asset) be listed applicable. Report positive amounts asliabilities. Report on line 35, column (d),
along with the anticipated loss on negative and negative amounts asamounts related to liabilities for
disposition. positive. For example, if Part III, line 36,reserves and contingent liabilities that

column (a), reflects an amount of $1are deductible in the current tax year Example 22. Corporation Q is a
million, then report on Part II, line 27,for U.S. income tax purposes. calendar year taxpayer that was
column (a), ($1 million). Similarly, if PartExamples of items that must be required to file Schedule M-3 for its
III, line 36, column (b), reflects anreported on line 35 include warranty 2008 tax year and is required to file
amount of ($50,000), then report onreserves, restructuring reserves, Schedule M-3 for its 2009 tax year. On
Part II, line 27, column (b), $50,000.reserves for discontinued operations, July 1 of each year, Q has a fixed
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