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Department of the Treasury
Internal Revenue Service2008

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

of Schedule M-1. A property and casualtySection references are to the Internal Where To File insurance company filing Schedule M-3Revenue Code unless otherwise noted.
If the corporation is required to file (or must check Item A, box (3), on Form
voluntarily files) Schedule M-3 (Form 1120-PC, page 1, indicating thatGeneral Instructions
1120-PC), the corporation must file Form Schedule M-3 is attached, whether
1120-PC and all attachments and required or voluntary. A property andWhat’s New schedules, including Schedule M-3 (Form casualty insurance company filing

• Certain instructions for Schedule M-3, 1120-PC), with the Department of the Schedule M-3 must not file Schedule M-1.
Parts I, II, and III, have been clarified. Treasury, Internal Revenue Service

If the parent company of a U.S.Complete only one Part I, for a Center, Ogden, UT 84201-0012.
consolidated tax group files Formconsolidated group. Each Part II and III
1120-PC and files Schedule M-3, allmust indicate the name and Employer Who Must File members of the group must file ScheduleIdentification Number (EIN) of the • Any domestic corporation or group of M-3. However, if the parent corporation ofcommon parent and, if applicable, the corporations required to file Form a U.S. consolidated tax group files Formsubsidiary name and EIN. See the Note 1120-PC, U.S. Property and Casualty 1120-PC and any member of the groupunder Consolidated Schedule M-3 Versus Insurance Company Income Tax Return, files a Form 1120 or Form 1120-L, U.S.Consolidating Schedules M-3 for Form that reports on Schedule L of Form Life Insurance Company Income Tax1120-PC Groups on page 4, for more 1120-PC total assets at the end of the Return, that member must file a Forminformation. corporation’s tax year that equal or 1120 Schedule M-3 or a Form 1120-L• Schedule M-3, Part I, line 4b, is used to exceed $10 million must complete and file Schedule M-3, respectively, and thereport the accounting standard used in Schedule M-3 instead of Schedule M-1, group must comply with the mixed groupcomputing the worldwide consolidated net Reconciliation of Income (Loss) per consolidated Schedule M-3 reportingincome (loss) stated in Part I, line 4a. See Books With Income (Loss) per Return. described in the section, Schedule M-3page 6. • A corporation filing a non-consolidated Consolidation for Mixed Groups (1120/L/• Schedule M-3, Part I, line 7a, is used to Form 1120-PC that reports on Schedule L PC). A mixed group must also file Formreport the income (loss) for any foreign for Form 1120-PC total assets that equal 8916, Reconciliation of Schedule M-3disregarded entity that is not included in or exceed $10 million must complete and Taxable Income with Tax Return TaxablePart I, line 4a, but which is included in file Schedule M-3 instead of Schedule Income for Mixed Groups.Part I, line 11. See page 7. M-1 and must check box (1)

• Schedule M-3, Part I, line 12, is used to If the parent company of a U.S.Non-consolidated return, at the top of
report the total assets and liabilities of the consolidated tax group files Formpage 1 of Schedule M-3.
entities included or removed on Part I, 1120-PC and any member of the group• Any U.S. consolidated tax group
lines 4, 5, 6, and 7. See page 10. files Form 1120 or Form 1120-L and theconsisting of a U.S. parent corporation

consolidated Schedule L reported in theand additional includible corporations
return includes the assets of all of thePurpose of Schedule listed on Form 851, Affiliations Schedule,
companies (insurance companies as wellrequired to file Form 1120-PC that reportsSchedule M-3, Part I, asks certain
as the non-insurance companies), inon Schedule L of Form 1120-PC totalquestions about the corporation’s
order to determine if the group meets theconsolidated assets at the end of the taxfinancial statements and reconciles
$10 million threshold test for theyear that equal or exceed $10 millionfinancial statement net income (loss) for
requirement to file Schedule M-3, use themust complete and file Schedule M-3the corporation (or consolidated financial
amount of total assets reported oninstead of Schedule M-1, and must checkstatement group, if applicable), as
Schedule L of the consolidated return. Ifbox (2) Consolidated return (Formreported on Schedule M-3, Part I, line 4a,
the parent company of a U.S.1120-PC only), or (3) Mixed 1120/L/PCto net income (loss) of the corporation for
consolidated tax group files Formgroup, as applicable, at the top of page 1U.S. taxable income purposes, as
1120-PC and any member of the groupof Schedule M-3.reported on Schedule M-3, Part I, line 11.
files Form 1120 or Form 1120-L and the

For purposes of determining whether aSchedule M-3, Parts II and III, consolidated Schedule L reported in the
corporation with a 52-53 week tax yearreconcile financial statement net income return does not include the assets of one
must file Schedule M-3, such(loss) for the U.S. corporation (or or more of the insurance companies in
corporation’s tax year is deemed to endconsolidated tax group, if applicable), as the U.S. consolidated tax group, in order
or close on the last day of the calendarreported on Schedule M-3, Part I, line 11, to determine if the group meets the $10
month nearest to the last day of the 52-53to taxable income on Form 1120-PC, million threshold test for the requirement
week tax year. (For further guidance onSchedule A, line 35 (or Schedule B, line to file Schedule M-3, use the sum of the
52-53 week tax years, see Regulations19, if applicable). For property and amount of total assets reported on the
section 1.441-2(c)(1).)casualty insurance companies that consolidated Schedule L plus the

prepare an annual statement, financial A U.S. property and casualty amounts of all assets reported on Forms
statement net income (loss) should be insurance company filing Form 1120-PC 1120 and 1120-L that are included in the
reported on the statutory basis on that is not required to file Schedule M-3 consolidated return but not included on
Schedule M-3, Part I, line 11. may voluntarily file Schedule M-3 in place the consolidated Schedule L.
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For insurance companies included in current tax year of less than $10 million, assets of the property and casualty
the consolidated U.S. income tax return, the property and casualty insurance insurance company (or, in the case of a
see instructions for Part I, lines 10 and 11 company is not required to file Schedule U.S. consolidated tax group, the total
and Part II, line 7, for guidance on M-3 for the current tax year. The property assets of all members of the group listed
Schedule M-3 reporting of intercompany and casualty insurance company may on Form 851) as of the last day of the tax
dividends and statutory accounting voluntarily file Schedule M-3 for the year, and must be the same total assets
adjustments. current tax year. If for a subsequent tax reported by the property and casualty

year the property and casualty insurance insurance company (or by each memberExample 1. company is required to file Schedule M-3, of the U.S. consolidated tax group) in the1. U.S. corporation A owns U.S. the property and casualty insurance non-tax-basis financial statements, if any,subsidiary B and foreign subsidiary F. For company must complete Schedule M-3 in used for Schedule M-3. If the propertyits 2008 tax year, A prepares its entirety (Part I and all columns in Parts and casualty insurance companyconsolidated financial statements with B II and III) for that subsequent tax year. prepares non-tax-basis financialand F that report total assets of $12 In the case of a U.S. consolidated tax statements, Schedule L must equal themillion. A files a consolidated U.S. income group, total assets at the end of the tax sum of the non-tax-basis financialtax return with B and reports total year must be determined based on the statement total assets for eachconsolidated assets on Schedule L of $8 total year-end assets of all includible corporation listed on Form 851 andmillion. A’s U.S. consolidated tax group is corporations listed on Form 851, net of included in the consolidated U.S. incomenot required to file Schedule M-3 for the eliminations for intercompany tax return (includible corporation) net of2008 tax year. transactions and balances between the eliminations for intercompany2. U.S. property and casualty includible corporations. In addition, forinsurance company C owns U.S. property transactions between includiblepurposes of determining for Schedule M-3and casualty insurance company D. For corporations. If the property and casualtywhether the corporation (or U.S.its 2008 tax year, C prepares insurance company does not prepareconsolidated tax group) has total assetsconsolidated financial statements with D non-tax-basis financial statements,at the end of the current tax year of $10but C and D file separate U.S. income tax Schedule L must be based on themillion or more, the corporation’s totalreturns. The consolidated accrual basis property and casualty company’s booksconsolidated assets must be determinedfinancial statements for C and D report and records. The Schedule L balanceon an overall accrual method oftotal assets at the end of the taxable year sheet may show tax-basis balance sheetaccounting unless both of the followingof $12 million after intercompany amounts if the property and casualtyapply: (a) the tax returns of all includibleeliminations. C reports separate company insurance company is allowed to usecorporations in the U.S. consolidated taxtotal year-end assets on its Schedule L of books and records for Schedule M-3 andgroup are prepared using an overall cash$7 million. D reports separate company the property and casualty insurancemethod of accounting, and (b) nototal year-end assets on its Schedule L of company’s books and records reflect onlyincludible corporation in the U.S.$6 million. Neither C nor D is required to tax-basis amounts.consolidated tax group prepares or isfile Schedule M-3 for the 2008 tax year. included in financial statements prepared3. Foreign corporation A owns 100 Generally, total assets at the beginningon an accrual basis.percent of both U.S. property and of the year (Schedule L, line 15, columnNote. See the instructions for Part I, linecasualty insurance company B and U.S. (b)) must equal total assets at the close of1, for a discussion of non-tax-basisproperty and casualty insurance company the prior year (Schedule L, line 15,income statements and relatedC. C owns 100 percent of U.S. property column (d)). For each Schedule L balancenon-tax-basis balance sheets to be usedand casualty insurance company D. For sheet item reported for which there is ain the preparation of Schedule M-3 andits 2008 tax year, A prepares a difference between the current openingForm 1120-PC, Schedule L.consolidated worldwide financial balance sheet amount and the priorstatement for the ABCD consolidated
closing balance sheet amount attach agroup. The ABCD consolidated financial Other Form 1120-PC schedule that reports the balance sheetstatement reports total year-end assets of
item, the prior closing amount, the currentSchedules Affected by$25 million. A is not required to file a U.S.
opening amount, and a short explanationincome tax return. B files a separate U.S. Schedule M-3 of the change. Such reasons for theseincome tax return and reports separate
differences include mergers andRequirementscompany total year-end assets on its
acquisitions.Schedule L of $12 million. C files a Report on Schedules L and Form

consolidated U.S. income tax return with 1120-PC, Schedule A (or Schedule B, if
For purposes of measuring total assetsD and, after eliminating intercompany applicable), amounts for the U.S.

at the end of the year, the corporation’stransactions between C and D, reports corporation or, if applicable, the U.S.
assets may not be netted or reduced byconsolidated total year-end assets on consolidated tax group.
the corporation’s liabilities. In addition,Schedule L of $8 million. B is required to

Schedule L total assets may not be reported as afile Schedule M-3 because its total
negative amount. If Schedule L isIf a non-tax-basis income statement andyear-end assets reported on Schedule L
prepared on a non-tax-basis method, anrelated non-tax-basis balance sheet isexceed $10 million. The CD U.S.
investment in a partnership may beprepared for any purpose for a periodconsolidated tax group is not required to
shown as appropriate under theending with or within the tax year,file Schedule M-3 because its total
corporation’s non-tax-basis method ofSchedule L must be prepared showingyear-end assets reported on Schedule L
accounting, including, if required by thenon-tax-basis amounts. See thedo not exceed $10 million.

discussion in the instructions for Schedule corporation’s reporting methodology, the
M-3, Part I, line 1, of non-tax-basis equity method of accounting for

Other Issues Affecting income statements and related investments. If Schedule L is prepared on
non-tax-basis balance sheets prepared a tax-basis, an investment by theSchedule M-3 Filing for any purpose and the impact on the corporation in a partnership must be
selection of the income statement usedRequirements shown as an asset and measured by the
for Schedule M-3 and the related corporation’s adjusted basis in itsIf a property and casualty insurance
non-tax-basis balance sheet amounts that partnership interest. Any liabilitiescompany was required to file Schedule
must be used for Schedule L. contributing to such adjusted basis mustM-3 for the preceding tax year but reports

be shown on Schedule L as corporateon Schedule L of Form 1120-PC total Total assets shown on Schedule L,
liabilities.consolidated assets at the end of the line 15, column (d), must equal the total
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For the purposes of these instructions, Z. A owns 50 percent of B, C, D, and E,Schedule M-2
the following rules apply: (1) the parent which are also LLCs filing a Form 1065The amount shown on Schedule M-2, line
corporation of a consolidated tax group is for calendar year 2008. Z was first2, Net income (loss) per books, must
deemed to own all corporate and required to complete Form 1120-PCequal the amount shown on Schedule
partnership interests owned or deemed to Schedule M-3 for its corporate tax yearM-3, Part I, line 11. Schedule M-2 must
be owned under these instructions by any ended December 31, 2007, and filed itsreflect activity only of corporations
member of the tax consolidated group; (2) Schedule M-3 with Form 1120-PC forincluded in the consolidated U.S. income
the owner of a disregarded entity istax return. 2007 on September 15, 2008. As of
deemed to own all corporate and September 16, 2008, Z was a reportable
partnership interests owned or deemed toConsolidated Return (Form entity partner with respect to A and,be owned under these instructions by the1120-PC) through A, with respect to B, C, D, and E.disregarded entity; (3) the owner of 50

Report on Form 1120-PC each item of On October 5, 2008, Z reports to A, B, C,percent or more of a corporation by vote
income, gain, loss, expense, or deduction D, and E, as it is required to do within 30on any day of the corporation tax year isnet of elimination entries for intercompany days of September 16, that Z is adeemed to own all corporate andtransactions between includible reportable entity partner directly owningpartnership interests owned or deemed tocorporations. The corporation must not (with respect to A) or deemed to ownbe owned under these instructions by thereport as dividends on Form 1120-PC, indirectly (with respect to B, C, D, and E)corporation during the corporation taxSchedule A, any amounts received from a 50 percent interest. Therefore, becauseyear; (4) the owner of 50 percent or morean includible corporation unless the Z was a reportable entity partner for 2008,of partnership income, loss, or capital oncorporation receiving the intercompany each of A, B, C, D, and E is required toany day of the partnership tax year isdividends is an insurance company and deemed to own all corporate and complete Form 1065 Schedule M-3 foronly to the extent that the insurance partnership interests owned or deemed to 2008, regardless of whether they wouldcompany is required to include

be owned under these instructions by the otherwise be required to completeintercompany dividends in taxable
partnership during the partnership tax Schedule M-3 for that year.income. (See the instructions for Part I,
year; and (5) the beneficial owner of 50lines 10 and 11, for a discussion of 2. P, a U.S. property and casualtypercent or more of the beneficial interestintercompany dividends and insurance insurance company, is the parent of aof a trust or nominee arrangement on anycompany statutory accounting.) In financial consolidation group with 50day of the trust or nominee arrangementgeneral, dividends received from an domestic subsidiaries DS1 through DS50tax year is deemed to own all corporateincludible corporation must be eliminated and 50 foreign subsidiaries FS1 throughand partnership interests owned orin consolidation rather than offset by the FS50, all 100 percent owned ondeemed to be owned under thesedividends-received deduction. September 16, 2008. On September 15,instructions by the trust or nominee

2008, P filed a consolidated tax return onarrangement.Entity Considerations for Form 1120-PC and was required to
A reportable entity partner with respect complete Schedule M-3 for the tax yearSchedule M-3 to a partnership (as defined above) must ending December 31, 2007. On

For purposes of Schedule M-3, report the following to the partnership September 16, 2008, DS1, DS2, DS3,
references to the classification of an entity within 30 days of first becoming a FS1, and FS2 each acquire a 10 percent(for example, as a corporation, a reportable entity partner and, after first partnership interest in partnership Kpartnership, or a trust) are references to reporting to the partnership under these which files Form 1065 for the tax yearthe treatment of the entity for U.S. income instructions, thereafter within 30 days of ending December 31, 2008. P is deemedtax purposes. An entity that generally is the date of any change in the interest it to own, directly or indirectly (under thesedisregarded as separate from its owner owns or is deemed to own, directly or instructions), all corporate andfor U.S. income tax purposes indirectly, under these instructions, in the partnership interests of DS1, DS2, DS3,(disregarded entity) must not be partnership: (1) its name, (2) its mailing

as the parent of the tax consolidationseparately reported on Schedule M-3 address, (3) its taxpayer identification
group and therefore is deemed to own 30except, if required, on Part I, line 7a or 7b. number (TIN or EIN) if applicable, (4) its
percent of K on September 16, 2008. P isOn Schedule M-3, Parts II and III, any entity or organization type, (5) the state or

item of income, gain, loss, deduction, or deemed to own, directly or indirectlycountry in which it is organized, (6) the
credit of a disregarded entity must be (under these instructions), all corporatedate on which it first became a reportable
reported as an item of its owner. In and partnership interests of FS1 and FS2entity partner, (7) the date with respect to
particular, the income or loss of a as the owner of 50 percent or more ofwhich it is reporting a change in its
disregarded entity must not be reported each corporation by vote and therefore isownership interest in the partnership, if
on Part II, lines 9, 10, or 11 as a separate deemed to own 20 percent of K onapplicable, (8) the interest in the
partnership or other pass-through. The partnership it owns or is deemed to own September 16, 2008. P is therefore
financial statement income or loss of a in the partnership, directly or indirectly (as deemed to own 50 percent of K on
disregarded entity is included on Part I, defined under these instructions) as of the September 16, 2008. Since P owns or is
line 7a or 7b, only if its financial statement date with respect to which it is reporting, deemed to own, directly or indirectlyincome or loss is included on Part I, line and (9) any change in that interest as of (under these instructions), 50 percent or11, but not on Part I, line 4a. the date with respect to which it is more of K on September 16, 2008, and

reporting. was required to complete Schedule M-3Reportable Entity Partner
with its most recently filed U.S. incomeReporting Responsibilities The reportable entity partner must
tax return filed prior to that date, P is aretain copies of required reports it makesA reportable entity partner with respect to reportable entity partner of K as ofto partnerships under these instructions.a partnership filing Form 1065 is an entity
September 16, 2008. On October 5,Each partnership must retain copies ofthat (1) owns or is deemed to own,
2008, P reports to K that P is a reportablethe required reports it receives underdirectly or indirectly, under these
entity partner as of September 16, 2008,these instructions from reportable entityinstructions a 50 percent or greater
deemed to own (under thesepartners.interest in the income, loss or capital of
instructions), a 50 percent interest in K. Kthe partnership on any day of the tax

Example 2 is, therefore, required to completeyear, and (2) was required to complete
Schedule M-3 when it files its Form 10651. A, an LLC filing a Form 1065 forSchedule M-3 on its most recently filed
for its tax year ending December 31,2008, is owned 50 percent by U.S.U.S. income tax return or return of income

property and casualty insurance companyfiled prior to that day. 2008.

-3-Instructions for Schedule M-3 (Form 1120-PC)
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Form 1120-L. The parent corporation isSchedule M-3 Consolidation forConsolidated Schedule included in the subgroup that correspondsMixed Groups (1120/L/PC)
to the form on which it reports and theM-3 Versus Consolidating Special Schedule M-3 consolidation rules entire consolidated group files. For

apply to a mixed group, that is, aSchedules M-3 for Form example, in the case of a Form 1120-PC
consolidated tax group that (1) includes parent and Form 1120-PC consolidated1120-PC Groups both a corporation that is an insurance group, the parent is included in the Form

A consolidated tax return group with a company and a corporation that is not an 1120-PC subgroup sub-consolidation.
parent corporation that files a Form insurance company, or (2) includes both a Each subgroup uses its own Schedule
1120-PC is a mixed group if any member life insurance company and a property M-3 form (1120, 1120-PC, 1120-L), Parts
is a life insurance company (files Form and casualty insurance company, or (3) II and III, for each corporation within the
1120-L, U.S. Life Insurance Company includes a life insurance company, a subgroup and for the subgroup
Income Tax Return) or is not an property and casualty insurance sub-consolidation and the subgroup
insurance company. See the discussion, company, and a corporation that is not an eliminations.
Schedule M-3 Consolidation for Mixed insurance company.

The three subgroup sub-consolidationGroups (1120/L/PC). Mixed group consolidation for taxable income calculations on ScheduleSchedule M-3, Parts II and III, requires (1)A U.S. consolidated tax group must file M-3 must follow the separate returnsubgroup sub-consolidation of the 1120a consolidated Schedule M-3. Parts I, II requirements of the regulation undersubgroup, the 1120-PC subgroup, andand III of the consolidated Schedule M-3 section 1502 and all other applicablethe 1120-L subgroup, each with its ownmust reflect the activity of the entire U.S. regulations taking into account thesub-consolidated Schedule M-3 Parts IIconsolidated tax group. The parent amounts separately reported on Formand III, and (2) consolidation of thecorporation also must complete Parts II 8916. Capital loss limitation andsubgroup sub-consolidation totals on aand III of a separate Schedule M-3 to carryforward used and charitableconsolidated Schedule M-3 Part II thatreflect the parent’s own activity. In deduction limitation and carryforwardties to a consolidated Schedule M-3 Part Iaddition, Parts II and III of a separate used are not taken into account in theand a consolidated Form 8916,Schedule M-3 must be completed by determination of the three subgroupReconciliation of Schedule M-3 Taxableeach includible corporation to reflect the sub-consolidated taxable incomes onIncome with Tax Return Taxable Incomeactivity of that includible corporation. Schedule M-3, but are reflected on Formfor Mixed Groups.Lastly, it generally will be necessary to 8916 and in the calculation of the life/complete Parts II and III of a separate In addition to one Schedule M-3 Part II non-life loss limitation and carryforwardSchedule M-3 for consolidation and one Schedule M-3 Part III for each used. See the discussion, Life/Non-Lifeeliminations. corporation in the three subgroup Loss Limitation and Carryforward Used
sub-consolidations, there will be generallyIf a U.S. consolidated tax group that is Calculations.
a total of six additional Schedule M-3not a mixed group consists of four The reconciliation totals for book,Parts II and six additional Schedule M-3includible corporations (the parent and temporary difference, permanentParts III for the subgroupthree subsidiaries) all filing Form difference, and taxable income for eachsub-consolidations. Specifically, there1120-PC, the U.S. consolidated tax group subgroup are reported on Forms 1120,must be one Part II and one Part III formust complete six Schedules M-3 as 1120-PC, or 1120-L, as applicable,each subgroup’s sub-consolidatedfollows: (a) one consolidated Schedule Schedule M-3, Part II, line 29a, columnsamounts and one Part II and one Part IIIM-3 with Parts I, II, and III completed to (a), (b), (c), and (d), and equal the sum offor each subgroup’s sub-consolidationreflect the activity of the entire U.S. the line amounts on Part II, lines 26eliminations amounts.consolidated tax group; (b) Parts II and III through 28. For a mixed group, Scheduleof a separate Schedule M-3 for each of At the mixed group consolidated level, M-3, Part II, lines 29b, 29c, and 30 arethe four includible corporations to reflect there must be a consolidated Schedule blank on the Forms 1120, 1120-PC, orthe activity of each includible corporation; M-3, Part II, and, if applicable, a Part II for 1120-L, as applicable, for the separateand (c) Parts II and III of a separate consolidation eliminations not includible in corporations (parent and subsidiary) andSchedule M-3 to eliminate intercompany the subgroup eliminations. At the for the three subgrouptransactions between includible consolidated level there must also be a sub-consolidations.corporations and to include limitations on consolidated Schedule M-3 Part I and a

deductions (e.g., charitable contribution Reconciliation of Mixed Groupconsolidated Form 8916. For a mixed
limitations and capital loss limitations) and Subgroup Sub-Consolidationgroup, there is no Schedule M-3 Part III at
carryover amounts (e.g., charitable Amounts to Schedule M-3 Part I,the consolidated level. At the
contribution carryovers and capital loss consolidated level, use the Schedule M-3 Line 11, and to Tax Return Taxable
carryovers). See the discussion, form (1120, 1120-PC, 1120-L) Parts I and IncomeCompletion of Schedule M-3 and Certain II that match the form on which the parent At the consolidated level, use theAllocations, Limitations, and Carryovers. corporation reports and the entire Schedule M-3 form (1120, 1120-PC,

consolidated group files.Note. Complete only one Schedule M-3, 1120-L) Parts I and II that matches the
Part I, for each consolidated group. A The corporation must check the form on which the parent corporation
subsidiary of a consolidated group does applicable mixed group checkboxes on all reports and the entire consolidated group
not complete Schedule M-3, Part I. Enter Schedules M-3, Parts I, II, and III, as files. For a mixed group, the consolidated
on Part I the name and EIN of the discussed below. Schedule M-3, Part II, lines 29a, 29b, and
common parent of the consolidated 29c amounts report the applicableSubgroup Sub-Consolidation: 1120group. amounts from the three subgroup

Subgroup, 1120-PC Subgroup, andIndicate on each Schedule M-3, Parts sub-consolidation Part II, line 29a
1120-L SubgroupII and III, on the line after the common amounts. (If a consolidated level Part II

parent’s name and EIN, whether the A subgroup Schedule M-3, Parts II and III, for consolidation eliminations not
Schedule M-3, Parts II and III, is for the: sub-consolidation must be prepared with includible in the subgroup eliminations is
(1) consolidated group; (2) parent all necessary eliminations within the applicable, the applicable amounts must
corporation; (3) consolidation subgroup for each of the three possible be adjusted by the applicable elimination
eliminations; or (4) subsidiary corporation, subgroups that are in fact present: one amounts.) The consolidated Schedule
by checking the appropriate box. If Parts subgroup for those corporations reporting M-3, Part II, line 30, amounts are the
II and III are for a subsidiary in a on Form 1120; one subgroup for those sums of the applicable amounts on the
consolidated return, also enter the name corporations reporting on Form 1120-PC; consolidated Part II, lines 29a, 29b, and
and EIN of the subsidiary. and one subgroup for those reporting on 29c. For a mixed group, the consolidated

-4- Instructions for Schedule M-3 (Form 1120-PC)
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Part II, lines 1 through 28 are blank and consolidated Form 8916. The mixed be reported by the parent corporation in
no consolidated Part III is required to be group consolidated Schedule M-3, Part II, its separate Schedule M-3. For example,
completed. must be indicated by checking boxes (1) if the parent of a U.S. consolidated tax

consolidated group and (5) Mixed 1120/L/ group prepares financial statements thatFor mixed groups, the consolidated
PC group. (If a consolidated level Part II include all members of the U.S.Part II line 30 column (a) must equal Part
for consolidation eliminations not consolidated tax group and the parentI, line 11, with appropriate adjustments for
includible in the subgroup eliminations is does not allocate the group’s income taxstatutory accounting requirements
applicable, that Part II must be indicated expense as reflected in the financialreflected on Part I, line 10. The
by checking boxes (3) Consolidated statements among the members of theconsolidated taxable income indicated on
eliminations and (5) Mixed 1120/L/PC group but retains it in the parentPart II, line 30, column (d), must equal the
group.) corporation, the parent corporation mustamount shown on Form 8916, line 1.

report on its separate Schedule M-3 theForm 8916, line 8, must equal taxable Life/Non-Life Loss Limitation and U.S. consolidated tax group’s income taxincome reported on the tax return. Carryforward Used Calculations expense as reflected in the financial
Completion of Mixed Group The applicable life/non-life loss limitation statements.
Checkboxes for Schedule M-3 Part and all carryforward used calculations are Any adjustments made at theII and Part III made using the amounts determined for consolidated group level that are nottaxable income in the three subgroupThe following discussion of checkboxes attributable to any specific member of thesub-consolidations and other applicablewill assume that the 1120-PC subgroup U.S. consolidated tax group (e.g.,amounts separately reported on Formincludes the corporate parent of the disallowance of net capital losses,8916. The calculated life/non-life lossmixed group. contribution deduction carryovers, andlimitation or carryforward used amounts, if limitation of contribution deductions) mustForms 1120, 1120-PC, and 1120-L, any, are not entered on Schedule M-3. not be reported on the separateSchedule M-3, Parts II and III, each have The calculated amounts, if any, are consolidating parent or subsidiarya checkbox (5) at the top indicating a entered on Form 8916. Schedules M-3 but rather on themixed group. Checkbox (5) and one or

consolidated Schedule M-3 and on themore other applicable checkboxes must Completion of Schedule consolidating Schedule M-3 forbe checked for a mixed group.
consolidation eliminations (or on FormFor example, an 1120-PC parent M-3 and Certain
8916 in the case of a mixed group).corporation included in the 1120-PC Allocations, Limitations,subgroup must check Form 1120-PC If an includible corporation has (1) no

Schedule M-3, Parts II and III, boxes (2) and Carryovers activity for the tax year (e.g., because the
Parent corporation and (5) Mixed 1120/L/ corporation is a dormant or inactiveA corporation (or any member of a U.S.
PC group. An 1120-PC subsidiary corporation), (2) no amount for theconsolidated tax group) required to file
corporation within the 1120-PC subgroup corporation was included in Part I, line 11,Schedule M-3 must complete the form in
must check Form 1120-PC Schedule M-3, and (3) the corporation has no amounts toits entirety. In particular, a corporation
Parts II and III, boxes (4) Subsidiary report on Part II and Part III of Schedulefiling a nonconsolidated return that meets
corporation and (5) Mixed 1120/L/PC M-3 for the tax year, the parentthe filing requirements for Schedule M-3
group. An 1120 subsidiary corporation corporation of the U.S. consolidated taxmust complete Parts I, II, and III. Such a
within the 1120 subgroup must check group may attach to the consolidatedcorporation does not check any of the
Form 1120 Schedule M-3 Parts II and III, Schedule M-3 a statement that providescheckboxes at the top of Parts II and III.
boxes (4) Subsidiary corporation and (5) the name and EIN of the includibleIn the case of a U.S. consolidated tax
Mixed 1120/L/PC group. An 1120-L corporation in lieu of filing a blank Part IIgroup, Part I must be completed once, on
subsidiary corporation within the 1120-L and Part III of Schedule M-3 for suchthe consolidated Schedule M-3, by the
subgroup must check Form 1120-L entity. On Part I check box (4) Dormantparent corporation. Parts II and III must
Schedule M-3 Parts II and III, boxes (4) subsidiaries schedule attached.be completed by the parent corporation,
Subsidiary corporation and (5) Mixed each includible corporation, and a
1120/L/PC group. consolidating eliminations entity.

The 1120 subgroup sub-consolidation At the time the Form 1120-PC is filed, Specific InstructionsForm 1120 Schedule M-3, Parts II and III, all applicable questions must bemust be indicated by checking boxes (5) answered on Part I, all columns must beMixed 1120/L/PC group and (6) 1120 Part I. Financialcompleted on Parts II and III, and allgroup for the sub-consolidation, and by numerical data required by Schedule M-3 Information and Netchecking boxes (5) Mixed 1120/L/PC must be provided. Any schedule requiredgroup, and (7) 1120 eliminations for the Income (Loss)to support a line item on Schedule M-3eliminations. The 1120-PC subgroup must be attached at the time Schedule Reconciliationsub-consolidation Form 1120-PC M-3 is filed and must provide theSchedule M-3, Parts II and III, must be information required for that line item. When To Complete Part Iindicated by checking boxes (5) Mixed
All detailed schedules for Part II and Part I must be completed for any tax year1120/L/PC group and (6) 1120-PC group

Part III of Schedule M-3 must be attached for which the property and casualtyfor the sub-consolidation and by checking
for each separate entity included in the insurance company files Schedule M-3.boxes (5) Mixed 1120/L/PC group, and
Consolidated Part II and Part III, including Check either box (1) Non-consolidated(7) 1120-PC eliminations for the
those for the parent company and the return, (2) Consolidated return (Formeliminations. The 1120-L subgroup
eliminations entity, if applicable. It is not 1120-PC only), or (3) Mixed 1120/L/PCsub-consolidation Form 1120-L Schedule
required that the same supporting group, as applicable. In addition, checkM-3, Parts II and III, must be indicated by
detailed information be presented for Part box (4) Dormant subsidiaries schedulechecking boxes (5) Mixed 1120/L/PC
II and Part III of the consolidated attached, if applicable.group and (6) 1120-L group for the
Schedule M-3.sub-consolidation and by checking boxes Line 1. Questions Regarding(5) Mixed 1120/L/PC group, and (7) If an item attributable to an includible the Type of Income Statement1120-L eliminations, for the eliminations. corporation is not shared by or allocated

PreparedA mixed group with a Form 1120-PC to the appropriate member of the group
parent corporation completes a but is retained in the parent corporation’s For Schedule M-3, Part I, lines 1 through
consolidated level Form 1120-PC financial statements (or books and 12, use only the financial statements of
Schedule M-3, Parts I and II and a records, if applicable), then the item must the U.S. property and casualty insurance
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Order of priority in accountingcompany filing the U.S. income tax return The questions on Part I, lines 2b and
standards. If no Form 10-K is filed and 2c, regarding income statement(the consolidated financial statements for
two or more non-tax-basis income restatements, refer to the worldwidethe U.S. parent corporation of a U.S.
statements are both certified consolidated income statement issued byconsolidated tax group). If the U.S.
non-tax-basis income statements for the the corporation filing the U.S. income taxproperty and casualty insurance company
period, the income statement prepared return (the consolidated financialfiling a U.S. income tax return (or the U.S.
according to the following order of priority statements for the U.S. parent corporationparent corporation of a U.S. consolidated
in accounting standards shall be used. of a U.S. consolidated tax group) andtax group) prepares its own financial

used to prepare Schedule M-3. Answerstatements but is controlled by another 1. U.S. Generally Accepted
“Yes” on lines 2b and/or 2c if the propertycorporation (U.S. or foreign) that prepares Accounting Principles (GAAP).
and casualty insurance company’s2. International Financial Reportingfinancial statements that include the U.S.
income statement has been restated forStandards (IFRS).corporation, the U.S. corporation (or the
any reason. Attach a short explanation of3. Any other International AccountingU.S. parent corporation of a U.S.
the reasons for the restatement in netStandards (IAS).consolidated tax group) must use for its
income for each annual income statement4. Statutory accounting for insuranceSchedule M-3, Part I, its own financial
period that is restated, including thecompanies.statements and not the financial
original amount and restated amount of5. Other regulatory accrualstatements of the controlling corporation.
each annual statement period’s netaccounting.
income. The attached schedule is notIf a non-publicly traded U.S. parent 6. Any other accrual accounting
required to report restatements on anproperty casualty insurance company of a standard.
entity-by-entity basis.U.S. consolidated tax group prepares 7. Any fair market value standard.

8. Any cash basis standard.financial statements and that group Line 3. Questions Regarding
includes a publicly traded subsidiary that Publicly Traded Votingfiles financial statements with the If no non-tax-basis income statement Common StockSecurities and Exchange Commission is certified and two or more non-tax-basis

The primary U.S. publicly traded voting(SEC), the consolidated financial income statements are prepared, the
common stock class is the most widelystatements of the parent property and income statement prepared according to
held or most heavily traded within thecasualty insurance company are the the first listed of the accounting standards
U.S. as determined by the property andappropriate financial statements for listed above shall be used.
casualty insurance company. If thepurposes of completing Part I. Do not use

If no non-tax-basis financial property and casualty insurance companyany separate company financial
statements are prepared for a U.S. has more than one class of publiclystatements that might be prepared for
property and casualty insurance company traded voting common stock, attach a listpublicly traded subsidiaries.
(or, in the case of a U.S. consolidated tax of the classes of publicly traded voting
group, for the U.S. parent corporation’s common stock and the trading symbolNon-Tax-Basis Financial
consolidated group) filing Schedule M-3 and the nine-digit CUSIP number of eachStatements and Tax-Basis (Form 1120-PC), the U.S. property and class.Financial Statements casualty insurance company (or the U.S.

Line 4. Worldwide ConsolidatedA tax basis income statement is allowed parent corporation of a U.S. consolidated
Net Income (Loss) per Incomefor Schedule M-3 and a tax-basis balance tax group) must check “No” on questions

sheet for Schedule L only if no 1a, 1b, and 1c, skip Part I, lines 2a Statement
non-tax-basis income statement and no through 3c, and enter the net income Report on Part I, line 4a, the worldwide
non-tax-basis balance sheet were (loss) per the books and records of the consolidated net income (loss) per the
prepared for any purpose and the books U.S. property and casualty insurance income statement (or books and records,
and records of the corporation reflect only company (or U.S. consolidated tax group) if applicable). A corporation filing a
tax-basis amounts. The corporation is on Part I, line 4a. non-consolidated Form 1120-PC for itself
deemed to have non-tax-basis income must report its worldwide income on PartIf no non-tax-basis financialstatements and the related non-tax-basis I, line 4a.statements are prepared for a U.S.balance sheets for the current tax year for

In completing Schedule M-3, theproperty and casualty insurance companypurposes of Schedule M-3 and Schedule
property and casualty insurance company(or, in the case of a U.S. consolidated taxL if such non-tax-basis financial
must use financial statement amountsgroup, for the U.S. parent corporation’sstatements were prepared for and
from the financial statement type checkedconsolidated group) filing Form 1120presented to management, creditors, “Yes” on Part I, line 1, or from its booksSchedule M-3, and the U.S. property andshareholders, government regulators, and and records if Part I, line 1c, is checkedcasualty insurance company is owned byany other third parties for a period ending “No.” If Part I, line 1a, is checked “Yes,”a foreign corporation that prepareswith or within the tax year. report on Part I, line 4a, the net incomefinancial statements that include the U.S.
amount reported in the income statementcorporation (or the U.S. parentIf a Form 10-K is filed with the SEC for
presented to the SEC on the corporation’scorporation’s consolidated group), thethe period ending with or within the tax
Form 10-K (the Form 10-K for the securityU.S. corporation (or the U.S. parentyear, the corporation must check “Yes,”
identified on Part I, line 3b, if applicable).corporation of the U.S. consolidated taxfor Part I, line 1a, and use that income

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

as indicated on line Part I, 2a.I, line 1b, and use that income statement Line 2. Questions Regardingfor Schedule M-3. If Form 10-K is not filed If the property and casualty insuranceIncome Statement Period andand no certified non-tax-basis income company prepares non-tax-basis financial
Restatementsstatement is prepared for the period statements and the income statement

ending with or within the tax year, the Enter the beginning and ending dates on period differs from the corporation’s tax
corporation must check “Yes,” for Part I, line 2a for the property and casualty year, the income statement period
line 1c, and use that income statement for insurance company’s income statement indicated on Part I, line 2a, applies for
Schedule M-3. period ending with or within this tax year. purposes of Part I, lines 4a through 8.
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If the property and casualty insurance nonincludible U.S. entity and anyLine 5. Net Income (Loss) of
company does not prepare non-tax-basis includible corporation. Do not remove inNonincludible Foreign Entities
financial statements, and has checked Part I the financial net income (loss) of

Remove the financial net income (line 5a)“No” on Part I, line 1c, enter the net any nonincludible U.S. entity accounted
or loss (line 5b) of each foreign entity thatincome (loss) per the books and records for on Part I, line 4a, using the equity
is included on Part I, line 4a, and is not anof the U.S. corporation or the U.S. method.
includible corporation in the U.S.consolidated tax group on Part I, line 4a. Attach a supporting schedule thatconsolidated tax group (nonincludible

Indicate on Part I, line 4b, which of the provides the name, EIN, and net incomeforeign entity). In addition, on Part I, line
following accounting standards were used (loss) included on Part I, line 4a, that is8, adjust for consolidation eliminations
for line 4a. removed on this line 6 for each separateand correct for minority interest and

nonincludible U.S. entity. Also state the1. U.S. Generally Accepted intercompany dividends between any
total assets and total liabilities for eachAccounting Principles (GAAP). nonincludible foreign entity and any
such separate nonincludible U.S. entity2. International Financial Reporting includible corporation. Do not remove in
and include those assets and liabilitiesStandards (IFRS). Part I the financial net income (loss) of
amounts in the total assets and total3. Statutory. any nonincludible foreign entity accounted
liabilities reported on Part I, line 12c. The4. Other (Specify). for on Part I, line 4a, using the equity
amounts of income (loss) detailed on themethod.

Report on Part I, lines 5a through 10, supporting schedule should be reported
Attach a supporting schedule thatas instructed below, all adjustment for each separate nonincludible U.S.

provides the name, EIN (if applicable),amounts required to adjust worldwide net entity without regard to the effect of
and net income (loss) included on Part I,income (loss) reported on this Part I, line consolidation or elimination entries. If
line 4a, that is removed on this line 5 for4a (whether from financial statements or there are consolidation or elimination
each separate nonincludible foreignbooks and records), to net income (loss) entries relating to nonincludible U.S.
entity. Also state the total assets and totalof includible corporations that must be entities whose income (loss) is reported
liabilities for each such separatereported on Part I, line 11. on the attached schedule that are not
nonincludible foreign entity and include reportable on Part I, line 8, the netReport on line 12a the worldwide those assets and liabilities amounts in the amounts of all such consolidation andconsolidated total assets and total total assets and total liabilities reported on elimination entries must be reported on aliabilities amounts for the corporation Part I, line 12b. The amounts of income separate line on the attached schedule,using the same financial statements (or (loss) detailed on the supporting schedule so that the separate financial accountingbook and records) used for the worldwide should be reported for each separate income (loss) of each nonincludible U.S.consolidated income (loss) amount nonincludible foreign entity without regard entity remains separately stated. Forreported on Part I, line 4a. to the effect of consolidation or example, if the net income (after

If a U.S. property and casualty elimination entries. If there are consolidation and elimination entries) of a
insurance company (a) has net income consolidation or elimination entries nonincludible U.S. sub-consolidated
(loss) included on Part I, line 4a, and relating to nonincludible foreign entities group is being reported on line 6a, the
removed on Part I, line 6a or 6b, on whose income (loss) is reported on the attached supporting schedule should
another U.S. corporation’s Schedule M-3, attached schedule that are not reportable report the income (loss) of each separate
(b) files its own Form 1120-PC (separate on Part I, line 8, the net amounts of all nonincludible U.S. legal entity from each
or consolidated), (c) does not have a such consolidation and elimination entries such entity’s own financial accounting net
separate non-tax-basis financial must be reported on a separate line on income statement or books and records,
statement (certified or otherwise) of its the attached schedule, so that the and any consolidation or elimination
own, and (d) reports on Schedule L of its separate financial accounting income entries (for intercompany dividends,
own Form 1120-PC total consolidated (loss) of each nonincludible foreign entity minority interests, etc.) not reportable on
assets that equal or exceed $10 million at remains separately stated. For example, if Part I, line 8, should be reported on the
the end of the corporation’s tax year, the the net income (after consolidation and attached supporting schedule as a net
property and casualty insurance company elimination entries) of a nonincludible amount on a line separate and apart from
must answer questions 1a, 1b, and 1c of foreign sub-consolidated group is being lines that report each nonincludible U.S.
Part I as appropriate for its own Form reported on line 5a, the attached entity’s separate net income (loss).
1120-PC and must report on Part I, line supporting schedule should report the
4a, the amount for the corporation’s net Lines 7a, 7b, and 7c. Netincome (loss) of each separate
income (loss) that is removed on Part I, nonincludible foreign legal entity from Income (Loss) of Other Foreign
line 6a or 6b of the other corporation’s each such entity’s own financial Disregarded Entities, Net
Schedule M-3. However, if in the accounting net income statement or Income (Loss) of Other U.S.circumstances described immediately books and records, and any consolidation Disregarded Entities, and Netabove, the property and casualty or elimination entries (for intercompany

Income (Loss) of Otherinsurance company does have separate dividends, minority interests, etc.) not
non-tax-basis financial statements Includible Entitiesreportable on Part I, line 8, should be
(certified or otherwise) of its own, reported on the attached supporting Include on line 7a, 7b, or line 7c, the
independent of the amount of the schedule as a net amount on a line financial net income or (loss) of each
corporation’s net income included in Part separate and apart from lines that report foreign or U.S. disregarded entity or other
I, line 4a, of the other U.S. corporation, each nonincludible foreign entity’s includible corporation that is not included
the corporation must answer questions separate net income (loss). in the consolidated financial group and
1a, 1b, and 1c of Part I, as appropriate, therefore not included in the incomeLine 6. Net Income (Loss) offor its own Form 1120-PC, based on its reported on Part I, line 4a. Include on line
own separate income statement, and Nonincludible U.S. Entities 7a or 7b the financial net income or (loss)
must report on Part I, line 4a, the net Remove the financial net income (line 6a) of any disregarded entity that is not
income amounts shown on its separate or loss (line 6b) included on Part I, line included in the income reported on Part I,
income statement. 4a, for each U.S. entity that is not an line 4a, but is included on Part I, line 11
Note. See the instructions for Part I, line includible corporation in the U.S. (other disregarded entities). Include on
10, for adjustments that may be consolidated tax group (nonincludible line 7c the financial net income or (loss)
necessary to reconcile financial statement U.S. entity). In addition, on Part I, line 8, of any entity not a disregarded entity that
income to statutory income for the adjust for consolidation eliminations and is not included in the income reported on
property and casualty insurance correct for minority interest and Part I, line 4a, but is included on line 11
company. intercompany dividends between any (other includible corporations). In addition,

-7-Instructions for Schedule M-3 (Form 1120-PC)



Page 8 of 21 Instructions for Schedule M-3 (Form 1120-PC) 17:13 - 26-JAN-2009

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

on Part I, line 8, adjust for consolidation 7b, or 7c, in order to report the correct Line 9. Adjustment To
eliminations and correct for minority total amount on Part I, line 11. Reconcile Income Statement
interest and intercompany dividends for Period To Tax YearInclude on Part I, line 8, the total of theany other disregarded entity or other

following: (a) amounts of any adjustments Include on line 9 any adjustmentsincludible corporations.
to consolidation entries and elimination necessary to the income (loss) of

Attach a supporting schedule that entries that are contained in the amount includible corporations to reconcile
provides the name, EIN, and net income reported on Part I, line 4a, required as a differences between the corporation’s
(loss) per the financial statement or books result of removing amounts on Part I, income statement period reported on line
and records for each separate other lines 5 or 6; and (b) amounts of any 2a and the corporation’s tax year. Attach
disregarded entity or other includible additional consolidation entries and a schedule describing the adjustment.
entity reported on line 7. Also state the elimination entries that are required as a

Statutory accounting for an insurancetotal assets and total liabilities for each result of including amounts on Part I, line
company subsidiary acquired or mergedsuch separate included entity and include 7a, 7b, or 7c. This is necessary in order
may require the use of a financialthose assets and liabilities amounts in the that the consolidation entries and
statement period for income reported ontotal assets and total liabilities reported on intercompany eliminations entries
Part I, line 11, that differs from the periodPart I, line 12d. The amounts of income included in the amount reported on Part I,
reported on Part I, line 4a, or line 7.(loss) detailed on the supporting schedule line 11, are only those applicable to the
Report on Part I, line 10b, adjustments toshould be reported for each separate financial net income (loss) of includible
income because of such differences inother disregarded entity or other entities for the financial statement period.
accounting period.includible entity without regard to the For example, adjustments must be

effect of consolidation or elimination reported on line 8 to remove minority Line 10a. Intercompanyentries solely between or among the interest and to reverse the elimination of
entities listed. If there are consolidation or Dividend Adjustments Tointercompany dividends included on Part
elimination entries relating to such other Reconcile to Line 11,I, line 4a, that relate to the net income of
disregarded entity or other includible entities removed on Part I, line 5 or 6, Line 10b. Other Statutory
entities whose income (loss) is reported because the income to which the Accounting Adjustments Toon the attached schedule that are not consolidation or elimination entries relate Reconcile to Line 11, andreportable on Part I, line 8, the net has been removed. Also, for example, Line 10c. Other Adjustments Toamounts of all such consolidation and consolidation or elimination entries must

Reconcile to Amount on Line 11elimination entries must be reported on a be reported on line 8 to reflect any
separate line on the attached schedule, Include on lines 10a, 10b, and 10c anyminority interest ownership in the net
so that the separate financial accounting other adjustments to reconcile net incomeincome of other disregarded entities or
income (loss) of each other disregarded (loss) on Part I, line 4a, through Part I,other includible entities reported on Part I,
entity or other includible entity remains line 9, with net income (loss) on Part I,line 7a, 7b, or 7c, and to eliminate any
separately stated. For example, if the net line 11. Include on line 10a the amount ofintercompany dividends between
income (after consolidation and any intercompany dividend adjustmentcorporations or entities whose income is
elimination entries) of a sub-consolidated required by statutory accounting. Includeincluded on Part I, line 7a, 7b, or 7c, and
group of other disregarded entities is on line 10b the amount of any otherother entities included in the consolidated
being reported on lines 7a or 7b, the required statutory accounting adjustment.U.S. income tax return. See line 11,
attached supporting schedule should Include on line 10c the amount of anyexamples, 3, 4, and 5.
report the income (loss) of each separate other adjustment not required by statutory

If a corporate owner of an interest inother disregarded entity from each entity’s accounting.
another entity: (1) accounts for theown financial accounting net income

Normally, all intercompany dividendsinterest in entity in the ownerstatement or books and records, and any
will have been eliminated or excludedcorporation’s separate general ledger onconsolidation or elimination entries (for
from the financial accounting consolidatedthe equity method, and (2) fullyintercompany dividends, minority
net income (loss) reported on Part I, lineconsolidates entity in the ownerinterests, etc.) not reportable on Part I,
4a. However, an insurance company maycorporation’s consolidated financialline 8, should be reported on the attached
be required to include certainstatements, but entity is not includible insupporting schedule as a net amount on a
intercompany dividends on Part I, line 11,the owner corporation’s consolidated U.S.line separate and apart from lines that
so that the amount reported on Part I, lineincome tax return, then, as part ofreport each other disregarded entity’s
11, agrees with statutory accounting netreversing all consolidation and eliminationseparate net income (loss).
income (Annual Statement). If the netentries for the nonincludible entity, the

Line 8. Adjustment to income (loss) of a corporation that filescorporate owner must reverse on
Form 1120-PC or Form 1120-L isSchedule M-3, Part I, line 8, theEliminations of Transactions
included on Part I, line 4a, or line 7, and iselimination of the equity income inclusionBetween Includible Entities and
computed on a basis other than statutoryfrom entity. If the owner corporation doesNonincludible Entities accounting, include on line 10a thenot account for entity on the equity

Adjustments on Part I, line 8, to reverse adjustments necessary such that Part I,method on its own general ledger, it will
certain financial accounting consolidation line 11, includes intercompany dividendsnot have eliminated the equity income for
or elimination entries are necessary to in the net income (loss) for suchconsolidated financial statement
ensure that transactions between corporation to the extent required bypurposes, and therefore will have no
includible entities and nonincludible U.S. statutory accounting principles. (Forelimination of equity income to reverse.
or foreign entities are not eliminated, in insurance companies included in the

The attached supporting schedule fororder to report the correct total amount on consolidated U.S. income tax return, see
Part I, line 8, must identify the type (e.g.,Part I, line 11. Also, additional instructions for Part I, line 11, and Part II,
minority interest, intercompany dividends,consolidation entries and elimination line 7.)
etc.) and amount of consolidation orentries may be necessary on Part I, line

Statutory accounting for an insuranceelimination entries reported, as well as8, related to transactions between
company subsidiary acquired or mergedthe names of the entities to which theyincludible entities that are in the
may require the use of a financialpertain. It is not necessary, but it isconsolidated financial statement group
statement period for income reported onpermitted, to report intercompanyand other disregarded entities and other
Part I, line 11, that differs from the periodeliminations that net to zero on Part I, lineincludible entities that are not in the
reported on Part I, line 4a, or line 7.8, such as intercompany interest incomeconsolidated financial statement group
Report on Part I, line 10b, adjustments toand expense.but that are reported on Part I, lines 7a,
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income because of such differences in 11, must include all items that impact the FS1. F prepares certified audited financial
accounting period. statements. P does not prepare anynet income (loss) of the corporation even

financial statements. P files aif they are not recorded in the profit andFor any adjustments reported on Part
consolidated U.S. income tax return withloss accounts in the corporation’s generalI, lines 10a, 10b, and 10c, attach a
DS1.ledger, including, for example, allsupporting schedule that provides, for

post-closing adjusting entries (including P must not complete Schedule M-3,each corporation to which an adjustment
workpaper adjustments) and dividend Part I, with reference to the financialrelates: the name and EIN of the
income or other income received from statements of its foreign parent F. P mustcorporation, the amount of net income
non-includible corporations. check “No” on Part I, lines 1a, 1b, and 1c,included in Part I before any adjustments

skip lines 2a through 3c of Part I, andon line 10, the amount of net income Example 3. enter worldwide net income (loss) per theincluded on Part I, line 11, the amount of
1. U.S. property and casualty books and records of the includiblethe net adjustment that is attributable to

insurance company P is publicly traded corporations (P and DS1) on Part I, lineintercompany dividend adjustments
and files Form 10-K with the SEC. P owns 4a. If the amount on Part I, line 4a,required to be reported by statutory
80% or more of the stock of 75 U.S. includes the income (loss) of DS2 andaccounting and included on Part I, line
corporations, DS1 through DS75, FS1 or is not on the statutory basis, P10a, the amount of the net adjustment
between 51% and 79% of the stock of 25 must enter any necessary adjustments onattributable to other statutory accounting
U.S. corporations DS76 through DS100, lines 5a through 10 in order for Part I, linerequirements and included on Part I, line
and 100% of the stock of 50 foreign 11, to report the net income (loss) of10b, and the amount of the remainder of
subsidiaries FS1 through FS50. P includible corporations P and DS1, net ofthe net adjustment not required because
eliminates all dividend income from DS1 eliminations for transactions between Pof statutory accounting and included on
through DS100 and FS1 through FS50 in and DS1.Part I, line 10c. If any net adjustment is
financial statement consolidation entries.included for the corporation on Part I,
Furthermore, P eliminates the minoritylines 10b or 10c, attach a supplemental Example 4.
interest ownership, if any, of DS1 throughsupporting schedule identifying the line 1. U.S. property and casualtyDS100 in financial statement(10b or 10c), the type of each adjustment insurance company P owns 60% ofconsolidation entries. P’s SEC Form 10-Kincluded in the net adjustment, and the corporation DS1 which is fullyincludes P, DS1 through DS100 and FS1amount of each adjustment included in consolidated in P’s financial statements.through FS50 on a fully consolidatedthe net adjustment. P does not account for DS1 in P’sbasis. P files a consolidated U.S. income separate general ledger on the equityLine 11. Net Income (Loss) per tax return with DS1 through DS75. method. DS1 has net income of $100Income Statement of Includible P must check “Yes” on Part I, line 1a. (before minority interests) and paysCorporations On Part I, line 4a, P must report the dividends of $50, of which P receives
consolidated net income from the SECReport on line 11 the net income (loss) $30. The dividend is eliminated in the
Form 10-K for the consolidated financialper the income statement (or books and consolidated financial statements. In its
statement group of P, DS1 throughrecords, if applicable) of the property and financial statements, P consolidates DS1
DS100, and FS1 through FS50. P mustcasualty insurance company. In the case and includes $60 of net income ($100
remove the net income (loss) of FS1of a U.S. consolidated tax group, report less the minority interest of $40) on Part I,
through FS50 on Part I, lines 5a or 5b, asthe consolidated income statement net line 4a.
applicable. P must remove the net incomeincome (loss) of all corporations listed on P must remove the $100 net income of
(loss) before minority interests of DS76Form 851 and included in the DS1 on Part I, line 6a. P must reverse on
through DS100 on Part I, lines 6a or 6b,consolidated U.S. income tax return for Part I, line 8, the elimination of the $40
as applicable. P must reverse on Part I,the tax year. Amounts reported in column minority interest net income of DS1. In
line 8:(a) of Parts II and III (see instructions addition, P reverses its elimination of the

below) must be reported on the same a. The elimination of dividends $30 intercompany dividend in its financial
accounting method used to report the received by P and DS1 through DS75 statements on Part I, line 8. The net result
amount of net income (loss) per income from DS76 through DS100 and FS1 is that P includes the $30 dividend from
statement of includible corporations on through FS50; and DS1 at Part I, line 11, and on Part II, line
Part I, line 11, which for insurance b. The recognition of minority 7, column (a). P’s taxable dividend
companies is usually statutory interests’ share of the net income (loss) of income from DS1 must be reported on
accounting. (For insurance companies DS76 through DS100. (Note: The minority Part II, line 7, column (d).
included in the consolidated U.S. income interests’ share, if any, of the income of 2. U.S. property and casualty
tax return, see instructions for Part I, line DS1 through DS75 must be reported in insurance company C owns 60% of the
10, and Part II, line 7.) Part II, line 8, Minority interest for capital and profits interests in U.S. LLC N.

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

100% of the stock of DS1, 60% of theWhether or not the corporation must be reported by C on Part II, line 9,
stock of DS2, and 100% of the stock ofprepares financial statements, Part I, line column (d).
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3. U.S. property and casualty statements, C eliminates the $60 of N adjustment to the intercompany
insurance company P owns 60% of equity method income and consolidates N elimination of interest income and interest
corporation DS1, which is fully and includes $60 of net income ($100 expense (though it is permitted to do so).
consolidated in P’s financial statements. less the minority interest of $40) on Part I, Line 12. Total Assets andP accounts for DS1 in P’s separate line 4a.

Liabilities of Entities Includedgeneral ledger on the equity method. DS1 C must remove the $100 net income of
or Removed on Part I, Lines 4,has net income of $100 (before minority N on Part I, line 6a. C must reverse on

interests) and pays dividends of $50, of 5, 6, and 7Part I, line 8, the elimination of the $40
which P receives $30. The dividend minority interest net income of N and the Line 12 must be completed by all
reduces P’s investment in DS1 for equity elimination of the $60 of N equity method corporations that file Schedule M-3.
method reporting on P’s separate general income. The result is that C includes the Report on lines 12a, 12b, 12c, and 12d
ledger where P includes its 60% equity $60 of equity method income for N on the total amount (not just the
share of DS1 income, which is $60. In its Part I, line 11, and on Part II, line 9, corporation’s share) of assets and
financial statements, P eliminates the column (a). C’s taxable income from N liabilities of entities included or removed
DS1 equity method income of $60 and must be reported by C on Part II, line 9, on Part I, lines 4, 5, 6, and 7. On line 12a,
consolidates DS1, including $60 of net column (d). enter the worldwide consolidated total
income ($100 less the minority interest of assets and total liabilities of all of the
$40) on Part I, line 4a. entities included in completing Part I, lineExample 5. U.S. property and

P must remove the $100 net income of 4a. On line 12b, enter the total assets andcasualty insurance company P owns 80%
DS1 on Part I, line 6a. P must reverse on total liabilities of the entities removed inof the stock of corporation DS1. DS1 is
Part I, line 8, the elimination of the $40 completing on Part I, line 5. On line 12c,included in P’s consolidated U.S. income
minority interest net income of DS1 and enter the total assets and total liabilitiestax return, even though DS1 is not
the elimination of the $60 of DS1 equity removed in completing Part I, line 6. Onincluded in P’s consolidated financial
income. The net result is that P includes line 12d, enter total assets and totalstatements on either a consolidated basis
the $60 of equity method income from liabilities included in completing Part I,or on the equity method. DS1 has current
DS1 at Part I, line 11, and on Part II, line line 7.year net income of $100 after taking into
6, column (a). P’s taxable dividend account its $40 interest payment to P. P
income from its investment in DS1 must has net income of $1,040 after
be reported on Part II, line 7, column (d). recognition of the interest income from Specific Instructions for

DS1. Because DS1 is an includible4. U.S. property and casualty Parts II and IIIcorporation, 100% of the net income ofinsurance company C owns 60% of the
For U.S. consolidated tax returns, fileboth P and DS1 must be reported oncapital and profits interests in U.S. LLC N.
supporting schedules for each includibleForm 1120-PC, Schedule A, of the PDSC accounts for N in C’s separate general
corporation. See Consolidated Return inconsolidated U.S. income tax return, andledger on the equity method. N has net
the instructions for Form 1120-PC.the intercompany interest income andincome of $100 (before minority interests)

expense must be removed byand makes no distributions during the tax
consolidation elimination entries. General Format for Parts IIyear. C treats N as a corporation for

financial statement purposes and as a and IIIP must report its financial statementpartnership for U.S. income tax purposes.
net income of $1,040 on Part I, line 4a, Indicate on the line after the commonFor equity method reporting on C’s
and reports DS1’s net income of $100 on parent’s name on Part II and Part III,separate general ledger, C includes its
Part I, line 7c. Then, in order to reflect the whether the Schedule M-3 is for the: (1)60% equity share of N income, which is
full consolidation of the financial consolidated tax group; (2) parent$60. In its financial statements, C
accounting net income of P and DS1 at corporation; (3) consolidationeliminates the $60 of N equity method
Part I, line 11, Net income (loss) per eliminations; (4) subsidiary corporation; orincome and consolidates N including $60
income statement of includible (5) Mixed 1120/L/PC group, by checkingof net income ($100 less the minority
corporations, the following consolidation the appropriate box. If applicable, indicateinterest of $40) on Part I, line 4a.
and elimination entries are reported on on the second line of checkboxes,C must remove the $100 net income of Part I, line 8: (a) offsetting entries to whether the Schedule M-3 is for aN on Part I, line 6a. C must reverse on remove the $40 of interest income sub-consolidated: (6) 1120-PC group; orPart I, line 8, the elimination of the $40 received from DS1 included by P on Part (7) 1120-PC eliminations. See sectionsminority interest net income of N and the I, line 4a, and to remove the $40 of above titled Consolidated Schedule M-3elimination of the $60 of N equity method interest expense of DS1 included in line Versus Consolidating Schedules M-3 forincome. The result is that C includes the 7c for a net change of zero; and (b) an Form 1120-PC Groups and Schedule M-3$60 of equity method income for N on entry to reflect the $20 minority interest in Consolidation for Mixed Groups (1120/L/Part I, line 11, and on Part II, line 9, the net income of DS1 (DS1 net income PC).column (a). C’s taxable income from N of $100 times 20% minority interest). The For each line item in Parts II and III,must be reported by C on Part II, line 9, result is that Part 1, line 11, reports report in column (a) the amount of netcolumn (d). $1,120: $1,040 from Part I, line 4a, $100 income (loss) included in Part I, line 11,5. U.S. property and casualty from line 7, and ($20) from line 8. Stated and report in column (d) the amountinsurance company C owns 60% of the another way, Part I, line 11, includes the included in taxable income on Formcapital and profits interests in U.S. LLC N. entire $1,000 net income of P, measured 1120-PC, Schedule A, line 35 (orC accounts for N in C’s separate general before recognition of the intercompany Schedule B, line 19, if applicable).ledger on the equity method. N has net interest income from DS1 and the

Note: A schedule or explanation may beincome of $100 (before minority interests) consolidation of DS1 operations, plus the
attached to any line even if none isand pays a $50 cash distribution, of which entire $140 net income of DS1, measured
required.C receives $30. The distribution reduces before interest expense to P, less the

C’s investment in N for equity method minority interest ownership of $20 in When To Complete Columns (a)reporting on C’s separate general ledger. DS1’s separate net income ($100). The
and (d)C treats N as a corporation for financial consolidated U.S. income tax group is

statement purposes and as a partnership required to include on the attached A property and casualty insurance
for U.S. income tax purposes. For equity supporting schedule for Part I, line 8, the company is not required to complete
method reporting on C’s separate general details of the adjustment to the minority columns (a) and (d) of Parts II and III for
ledger, C includes its 60% equity share of interest in the net income of DS1, but is the first tax year the property and casualty
N income, which is $60. In its financial not required to report the offsetting insurance company is required to file
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Schedule M-3. The corporation must of the U.S. consolidated tax group, the a difference between column (a) and
complete columns (a) and (d) of Parts II amount reported on Part II, line 30, column (d) for an item will reverse in a
and III for all tax years subsequent to the column (a), by each member of the U.S. future tax year or is the reversal of a
first tax year the property and casualty consolidated tax group on its respective difference that arose in a prior tax year,
insurance company is required to file Schedule M-3 is the amount attributable report the difference for that item in
Schedule M-3. For example, if a to that member that is reported on the column (c).
corporation was required to file Schedule consolidated Schedule M-3, Part I, line Example 6. For the 2007, 2008, and
M-3 as a member of a U.S. consolidated 11, completed by the parent corporation. 2009 tax years, property and casualty
tax group and the corporation leaves the Accordingly, the amount reported on Part insurance company A has total
U.S. consolidated tax group, the II, line 30, columns (a) through (d) of the consolidated assets on the last day of the
corporation is required to complete consolidated Schedule M-3 is the sum of tax year as reported on Schedule L, line
Schedule M-3 in its entirety in any the amounts reported by each member of 15, column (d), of $8 million, $11 million,
succeeding tax year that the corporation the U.S. consolidated tax group on its and $12 million, respectively. A is
is required to complete Schedule M-3. respective Schedule M-3 (including a required to file Schedule M-3 for its 2008
However, if the corporation joins in filing a Schedule M-3 for consolidation and 2009 tax years.
different consolidated U.S. income tax eliminations, if necessary). Note that the

For its 2007 tax year, A voluntarily filesreturn, then the corporation must amount reported on Part II, line 30,
Schedule M-3 in lieu of Schedule M-1 andcomplete its Schedule M-3 in its entirety column (a) of the consolidated Schedule
does not complete columns (a) and (d) ofin any year that the U.S. consolidated tax M-3 must equal the amount reported on
Parts II and III.group must complete its Schedule M-3 in Part I, line 11 of the consolidated

For A’s 2008 tax year, the first tax yearits entirety. Schedule M-3, and that the amount
that A is required to file Schedule M-3, Areported on Part II, line 30, column (d) ofIf, for any tax year (or tax years) prior
is only required to complete Part I andthe consolidated Schedule M-3 mustto the first tax year a property and
columns (b) and (c) of Parts II and III. Forequal the amount reported on thecasualty insurance company is required
A’s 2009 tax year, A is required toconsolidated Form 1120-PC, Schedule A,to file Schedule M-3, a property and
complete Schedule M-3 in its entirety.line 35 (or Schedule B, line 19, ifcasualty insurance company voluntarily

applicable). Example 7. Property and casualtyfiles Schedule M-3 in lieu of Schedule
insurance company B is a U.S. publiclyM-1, then in those voluntary filing years When To Complete Columns (b)
traded corporation that files a U.S.the property and casualty insurance and (c) consolidated tax return and preparescompany is not required to complete

Columns (b) and (c) of Parts II and III consolidated SAP/GAAP financialcolumns (a) and (d) of Parts II and III. In
must be completed for any tax year for statements. In prior years, B acquiredaddition, in the first tax year the property
which the property and casualty intellectual property (IP) and goodwilland casualty insurance company is
insurance company files Schedule M-3. through several corporate acquisitions.required to file Schedule M-3 the property

The IP is amortizable for both U.S.For any item of income, gain, loss,and casualty insurance company is not
income tax and financial statementexpense, or deduction for which there is arequired to complete columns (a) and (d)
purposes. In the current year, B’s annualdifference between columns (a) and (d),of Parts II and III.
amortization expense for IP is $9,000 forthe portion of the difference that isIf a property and casualty insurance U.S. income tax purposes and $6,000 fortemporary must be entered in column (b)company that is not a mixed group financial statement purposes. In itsand the portion of the difference that ischooses not to complete columns (a) and financial statements, B treats thepermanent must be entered in column (c).(d) of Parts II and III in the first tax year difference in IP amortization as aIf financial statements are prepared bythe property and casualty insurance temporary difference. The goodwill is notthe property and casualty insurancecompany is required to file Schedule M-3 amortizable for U.S. income tax purposescompany in accordance with statutory(or in any year in which the property and and is subject to impairment for financialaccounting principles (SAP), differencescasualty insurance company voluntarily statement purposes. In the current year,that are treated as temporary for SAPfiles Schedule M-3), then Part II, line 30, B records an impairment charge on themust be reported in column (b) andis reconciled by the property and casualty goodwill of $5,000. In its financialdifferences that are permanent (that is,insurance company (or, in the case of a statements, B treats the goodwillnot temporary for SAP) must be reportedU.S. consolidated tax group, by the impairment as a permanent difference. Bin column (c). Generally, pursuant togroup’s parent property and casualty must report the amortization attributableSAP, a temporary difference affectsinsurance company on Part II, line 30, of to the IP on Part III, line 28, and report(creates, increases, or decreases) athe group’s consolidated Schedule M-3) $6,000 in column (a), a temporarydeferred tax asset or liability.in the following manner: difference of $3,000 in column (b), and

If the property and casualty insurance1. Report the amount from Part I, line $9,000 in column (d). B must report the
company does not prepare financial11, on Part II, line 30, column (a); goodwill impairment on Part III, line 27,
statements, or the financial statements2. Leave blank Part II, lines 1 through and report $5,000 in column (a), a
are not prepared in accordance with SAP,29, columns (a) and (d); permanent difference of ($5,000) in
report in column (b) any difference that3. Leave blank Part III, columns (a) column (c), and $0 in column (d).
the property and casualty insuranceand (d); and
company believes will reverse in a future4. Report on Part II, line 30, column Reporting Requirementstax year (that is, have an opposite effect(d), the sum of Part II, line 30, columns
on taxable income in a future tax year (or for Parts II and III(a), (b), and (c).
years) due to the difference in timing of Except for mixed group consolidation, theNote: Mixed groups should see the recognition for financial accounting and number of Parts II must equal the number

section, Schedule M-3 Consolidation for U.S. income tax purposes) or is the of Parts III filed by the corporation. Mixed
Mixed Groups (1120/L/PC). reversal of such a difference that arose in groups should see the discussion,

a prior tax year. Report in column (c) any Schedule M-3 Consolidation for MixedIn the case of a U.S. consolidated tax
difference that the property and casualty Groups (1120/L/PC).group that is not a mixed group, the
insurance company believes will notreconciliation described in the preceding General Reportingreverse in a future tax year (and is not theparagraph must be performed by each
reversal of such a difference that arose in Requirementsmember of the U.S. consolidated tax
a prior tax year).group. However, because Part I must be If an amount is attributable to a reportable

completed only once on the consolidated If the property and casualty insurance transaction described in Regulations
Schedule M-3 by the parent corporation company is unable to determine whether section 1.6011-4(b), the amount must be
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reported in columns (a), (b), (c), and (d), statement or in asset and liability describe the entire amount of the item on
as applicable, of Part II, line 12, Items accounts maintained in the property and Part III, line 38.
relating to reportable transactions, casualty insurance company’s books and If there is no difference between the
regardless of whether the amount would records, the property and casualty annual statement amount and the taxable
otherwise be reported on Part II or Part III insurance company must report the amount of an entire item of income, loss,
of Schedule M-3. Thus, if a taxpayer files proper tax treatment of the item in expense, or deduction and the item is not
Form 8886, Reportable Transaction columns (b), (c), and (d), as applicable. described or included in Part II, lines 1
Disclosure Statement, the amounts Furthermore, in applying the two through 25, or Part III, lines 1 through 38,
attributable to that reportable transaction preceding paragraphs, a property and report the entire amount of the item in
must be reported on Part II, line 12. casualty insurance company is required columns (a) and (d) of Part II, line 28.

to report in column (a) of Parts II and IIIA property and casualty insurance Separately stated and adequately
the amount of any item specifically listedcompany is required to report in column disclosed. Each difference reported in
on Schedule M-3 that is included in the(a) of Parts II and III the amount of any Parts II and III must be separately stated
property and casualty insuranceitem specifically listed on Schedule M-3 and adequately disclosed. In general, a
company’s annual statement or exists inthat is in any manner included in the difference is adequately disclosed if the
the property and casualty insuranceproperty and casualty insurance difference is labeled in a manner that
company’s books and records, regardlesscompany’s current year annual statement clearly identifies the item or transaction
of the nomenclature associated with thatnet income (loss) or in an income or from which the difference arises. For
item in the annual statement or books andexpense account maintained in the further guidance about adequate
records. Accurate completion of Scheduleproperty and casualty insurance disclosure, see Regulations section
M-3 requires reporting amounts accordingcompany’s books and records, even if 1.6662-4(f). If a specific item of income,
to the substantive nature of the specificthere is no difference between that gain, loss, expense, or deduction is
line items included in Schedule M-3 andamount and the amount included in described on Part II, lines 9 through 24, or
consistent reporting of all transactions oftaxable income unless (a) otherwise Part III, lines 1 through 37, and the line
like substantive nature that occurredprovided in these instructions or (b) the does not indicate to “attach schedule” or
during the tax year. For example, allamount is attributable to a reportable “attach details,” and the specific
expense amounts that are included in thetransaction described in Regulations instructions for the line do not call for an
annual statement or exist in the bookssection 1.6011-4(b) and is therefore attachment of a schedule or statement,
and records that represent some form ofreported on Part II, line 12. For example, then the item is considered separately
“Bad debt expense,” except write offs ofwith the exception of interest income stated and adequately disclosed if the
premium receivables, must be reportedreflected on a Schedule K-1 received by a item is reported on the applicable line and
on Part III, line 32, in column (a),property and casualty insurance company the amount(s) of the item(s) are reported
regardless of whether the amounts areas a result of the property and casualty in the applicable columns of the
recorded or stated under differentinsurance company’s investment in a applicable line. See the instructions
nomenclature in the annual statement orpartnership or other pass-through entity, beginning on page 12 for specific
the books and records such as: “Provisionall interest income, whether from additional information required to be
for doubtful accounts” or “Expense forunconsolidated affiliated companies, third provided for amounts reported on Part II,
uncollectible notes receivable.” Likewise,parties, banks, or other entities, whether lines 1 through 8.
as stated in the preceding paragraph, allimputed interest or not, whether from

Note: A schedule or explanation may befines and penalties must be included onforeign or domestic sources, whether
attached to any line even if none isPart III, line 11, column (a), regardless oftaxable or exempt from tax and
required.the terminology or nomenclature attachedregardless of how or where the income is

to them by the property and casualtyclassified in the property and casualty Except as otherwise provided,
insurance company in its books andinsurance company’s annual statement, differences for the same item must be
records or annual statement.must be included on Part II, line 13, combined or netted together and reported

column (a). Likewise, all fines and as one amount on the applicable line ofWith limited exceptions, Part II
penalties paid to a government or other Schedule M-3. However, differences forincludes lines for specific items of income,
authority for the violation of any law for separate items must not be combined orgain, or loss (income items). (See Part II,
which fines or penalties are assessed netted together. Each item (andlines 1 through 24.) If an income item is
must be included on Part III, line 11, corresponding amount attributable to thatdescribed in Part II, lines 1 through 24,
column (a), regardless of the government item) must be separately stated andreport the amount of the item on the
authority that imposed the fines or adequately disclosed on the applicableapplicable line, regardless of whether
penalties, regardless of whether the fines line of Schedule M-3, or any schedulethere is a difference for the item. If there
or penalties are civil or criminal, required to be attached, even if theis a difference for the income item, or only
regardless of the classification, amounts are below a certain dollara portion of the income item has a
nomenclature, or terminology attached to amount.difference and a portion of the item does
the fines or penalties by the imposing not have a difference, and the item is not Example 8. Property and casualtyauthority in its actions or documents, and described in Part II, lines 1 through 24, insurance company C is a calendar yearregardless of how or where the fines or report and describe the entire amount of taxpayer that placed in service tenpenalties are classified in the property the item on Part II, line 25. depreciable fixed assets in 2002. C wasand casualty insurance company’s

With limited exceptions, Part III required to file Schedule M-3 for its 2007summary of operations or the income and
includes lines for specific items of tax year and is required to file Scheduleexpense accounts maintained in the
expense or deduction (expense items). M-3 for its 2008 tax year. C’s totalproperty and casualty insurance
(See Part III, lines 1 through 37.) If an depreciation expense for its 2008 tax yearcompany’s books and records.
expense item is described on Part III, for five of the assets is $50,000 for

If a property and casualty insurance lines 1 through 37, report the amount of income statement purposes and $70,000
company would be required to report in the item on the applicable line, regardless for U.S. income tax purposes. C’s total
column (a) of Parts II and III the amount of whether there is a difference for the annual depreciation expense for its 2008
of any item specifically listed on Schedule item. If there is a difference for the tax year for the other five assets is
M-3 in accordance with the preceding expense item, or only a portion of the $40,000 for income statement purposes
paragraph, except that the property and expense item has a difference and a and $30,000 for U.S. income tax
casualty insurance company has portion of the item does not have a purposes. In its annual statement, C
capitalized the item of income or expense difference and the item is not described in treats the differences between annual
and reports the amount in its annual Part III, lines 1 through 37, report and statement and U.S. income tax
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depreciation expense as giving rise to Line 3. Subpart F, QEF, and
temporary differences that will reverse in Similar Income InclusionsPart II. Reconciliation of
future years. C must combine all of its Report on line 3, column (d), the amountNet Income (Loss) perdepreciation adjustments. Accordingly, C included in taxable income under section
must report on Part III, line 31, for its Income Statement of 951 (relating to Subpart F), gains or other
2008 tax year income statement income inclusions resulting from electionsIncludible Corporationsdepreciation expense of $90,000 in under sections 1291(d)(2) and 1298(b)(1),
column (a), a temporary difference of and any amount included in taxableWith Taxable Income per

income pursuant to section 1293 (relating$10,000 in column (b), and U.S. income Return to qualified electing funds). The amount oftax depreciation expense of $100,000 in
Subpart F income corresponds to the totalcolumn (d). Lines 1 Through 8. Additional of the amounts reported by the property

Information for Each Property and casualty insurance company on lineExample 9. Property and casualty and Casualty Insurance 6, Schedule I, of all Forms 5471,insurance company D is a calendar year Information Return of U.S. Persons WithCompanytaxpayer that was required to file Respect to Certain Foreign Corporations.For any item reported on Part II, lines 1, 3Schedule M-3 for its 2007 tax year and is The amount of qualified electing fundthrough 6, or 8, attach a supportingrequired to file Schedule M-3 for its 2008 income corresponds to the total of theschedule that provides the name of thetax year. On December 31, 2008, D amounts reported by the property andentity for which the item is reported, theestablishes two reserve accounts in the casualty insurance company on line 3(a),type of entity (corporation, partnership,
amount of $100,000 for each account. Part II, of all Forms 8621, Return by aetc.), the entity’s EIN (if applicable), and

Shareholder of a Passive ForeignOne reserve account is an allowance for the item amounts for columns (a) through
Investment Company (PFIC) or Qualifiedagency balances that are estimated to be (d). See the instructions for Part II, lines 2
Electing Fund.uncollectible. The second reserve is an and 7, for the specific information

estimate of future office closure Also include on line 3 PFICrequired for those particular lines.
expenses. In its annual statement, D mark-to-market gains and losses under

section 1296. Do not report such gainstreats the two reserve accounts as giving Line 1. Income (Loss) From
and losses on Part II, line 15.rise to temporary differences that will Equity Method Foreign

reverse in future years. The two reserves Corporations Part I, line 4a. Section 78
are expenses in D’s 2008 annual Report on line 1, column (a), the financial Gross-Upstatement but are not deductions for U.S. income (loss) included in Part I, line 11, Report on Part I, line 4a, column (d), theincome tax purposes in 2008. D must not for any foreign corporation accounted for amount of any section 78 gross-up notcombine the Schedule M-3 differences for on the equity method and remove such included in column (d) of Part II, lines 9,the three reserve accounts. D must report amount in column (b) or (c), as 10, and 11, Income (loss) from U.S.
the amounts attributable to the allowance applicable. Report the amount of partnerships, foreign partnerships and
for bad debts on Part III, line 32, and must dividends received and other taxable other pass-through entities. The section

amounts received or includible fromseparately state and adequately disclose 78 gross-up amount on this Part I, line 4a,
foreign corporations on Part II, lines 2the amount attributable to the other must correspond to the total section 78
through 5, as applicable.reserve, office closure costs, on a gross-up amounts reported by the

required, attached schedule that supports property and casualty insurance company
Line 2. Gross Foreign on all Forms 1118, Foreign Taxthe amounts at Part III, line 38.

Credit—Corporations, excluding theDividends Not Previously Taxed
amounts reported in column (d) of Part II,Example 10. Property and casualty Except as otherwise provided in this
lines 9, 10, and 11.paragraph, report on line 2, column (d),insurance company F is a calendar year

the amount (before any withholding tax)taxpayer that was required to file Line 5. Gross Foreign
of any foreign dividends included inSchedule M-3 for its 2007 tax year and is Distributions Previously Taxedtaxable income on Form 1120-PC,required to file Schedule M-3 for its 2008 Report on line 5, column (a), anySchedule A, line 35 (or Schedule B, linetax year. During 2008, F incurs $200 of distributions received from foreign19, if applicable), and report on line 2,meals and entertainment expenses that F corporations that were included in Part I,column (a), the amount of dividends fromdeducts in computing net income per the line 11, and that were previously taxed forany foreign corporation included in Part I,

income statement. $50 of the $200 is U.S. income tax purposes. For example,line 11. Do not report on Part II, line 2,
subject to the 50% limitation under include in column (a) amounts that areany amounts that must be reported on
section 274(n). In its annual statement, F excluded from taxable income underPart II, lines 3 or 4, or dividends that were

sections 959 and 1293(c). Remove suchtreats the limitation on deductions for previously taxed and must be reported on
amount in column (b) or (c), asmeals and entertainment as a permanent Part II, line 5. (See the instructions below
applicable. Report the full amount of thedifference. Because meals and for Part II, lines 3, 4 and 5.)
distribution before any withholding tax.entertainment expenses are specifically
Since previously taxed foreignFor any dividends reported on Part II,described in Part III, line 10, Meals and
distributions are not currently taxable, lineline 2, that are received on a class ofentertainment, F must report all of its
5, column (d) is shaded. (Also, seevoting stock of which the property andmeals and entertainment expenses on instructions above for Part II, line 2.)casualty insurance company directly orthis line, regardless of whether there is a

indirectly owned 10% or more of thedifference. Accordingly, F must report Line 6. Income (Loss) Fromoutstanding shares of that class at any$200 in column (a), $25 in column (c), Equity Method U.S.time during the tax year, report on an
and $175 in column (d). F must not report Corporationsattached supporting schedule for Part II,
the $150 of meals and entertainment line 2 (1) the name of the dividend payer Report on line 6, column (a), the financial
expenses that are deducted in F’s annual (2) the payer’s EIN (if applicable) (3) the income (loss) included in Part I, line 11,
statement net income and are fully class of voting stock on which the for any U.S. property and casualty
deductible for U.S. income tax purposes dividend was paid (4) the percentage of insurance company accounted for on the
on Part II, line 28, and the $50 subject to the class directly or indirectly owned, and equity method and remove such amount
the limitation under section 274(n) on Part (5) the item amounts for columns (a) in column (b) or (c), as applicable. Report

through (d).III, line 10. on Part II, line 7, dividends received from
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any U.S. corporation accounted for on the taxpayer that was required to file 2. In column (b) or (c), as applicable,
equity method. Schedule M-3 for its 2007 tax year and is except for amounts described in item 4,

required to file Schedule M-3 for its 2008 below, the sum of all differences, if any,Line 7. U.S. Dividends Not tax year. G owns 90% of the stock of U.S. attributable to the corporation’s
Eliminated in Tax Consolidation corporation DS1. G files a consolidated distributive share of income or loss from a
Report on line 7, column (a), the amount U.S. income tax return with DS1 as the U.S. or foreign partnership; and
of dividends included in Part I, line 11 that GDS1 U.S. consolidated group. G 3. In column (d), except for amounts
were received from any U.S. corporation. prepares certified SAP/GAAP financial described in item 4, below, the sum of all
Report on line 7, column (d), the amount statements for the consolidated financial amounts of income, gain, loss, or
of any U.S. dividends included in taxable statement group consisting of G and DS1. deduction attributable to the corporation’s
income on Form 1120-PC, Schedule A, G has no net income of its own, and G distributive share of income or loss from a
line 35 (or Schedule B, line 19, if does not report its equity interest in the U.S. or foreign partnership (i.e., the sum
applicable). income of DS1 on its separate financial of all amounts reportable on the

statements. DS1 has financial statement corporation’s Schedule(s) K-1 receivedUsually, the amounts included on line
net income (before minority interests) and from the partnership (if applicable)),7, columns (a) and (d) include only
taxable income of $1,000 ($2,500 of without regard to any limitationsdividends received from U.S. corporations
revenue less $1,500 cost of goods sold). computed at the partner level (e.g.,that are not included in the U.S.

limitations on utilization of charitableconsolidated tax group because On the consolidated Schedule M-3,
contributions, capital losses, and interestintercompany dividends (dividends Part I, line 4a, Worldwide consolidated
expense).received from includible corporations net income (loss) per income statement,

4.  Do not report on Part II, line 9 orlisted on Form 851) are eliminated or and on line 11, Net income (loss) per
10, as applicable, any portion of aexcluded for financial accounting income statement of includible
corporation’s deduction under section 199purposes and eliminated for the corporations, the U.S. consolidated tax
(income attributable to domesticcalculation of U.S. taxable income. In the group GDS1 must report $900 of financial
production activities) even if some or all ofcase of an insurance company included in statement net income ($1,000 net income
the corporation’s deduction under sectionthe consolidated U.S. income tax return less $100 minority interest).
199 is attributable to a partnershiprequired to report intercompany dividends The GDS1 group must prepare one interest held by the corporation. Aas part of statutory accounting net consolidated Schedule M-3, Parts II and corporation must report its deductionincome, include such intercompany III and three additional Schedules M-3, under section 199 only on Part III, line 37.dividends on Part II, line 7 column (a) and Parts II and III: one for G, one for DS1,the taxable amount of those dividends on For each partnership reported on line 9and one for consolidation eliminations.Part II, line 7 column (d). (For insurance or 10, attach a supporting schedule thatOn the Schedule M-3, Parts II and IIIcompanies included in the consolidated provides the name, EIN (if applicable),for DS1, $1,000 is reported on Part II, lineU.S. income tax return, see instructions end of year profit-sharing percentage (if28 and line 30, in both columns (a) andfor Part I, lines 10 and 11.) applicable), end of year loss-sharing(d). On G’s Schedule M-3, Parts II and III,For any intercompany dividends percentage (if applicable), and thezero is reported on Part II, line 30, in both(dividends received from includible amount reported in column (a), (b), (c), orcolumns (a) and (d). On the consolidationcorporations listed on Form 851) included (d) of lines 9 or 10, as applicable.eliminations Schedule M-3, Parts II andon Part II, line 7, report on an attached Example 12. U.S. property andIII, on Part II, line 8 and line 30, thesupporting schedule for Part II, line 7 (1) casualty insurance company H is aminority interest elimination for the U.S.the name of the dividend payer (2) the calendar year taxpayer that was requiredconsolidated tax group is reported aspayer’s EIN (3) the class of stock or to file Schedule M-3 for its 2007 tax year($100) in column (a), $100 in column (c),security on which the dividends were paid and is required to file Schedule M-3 for itsand $0 in column (d).(4) the amount of any net adjustment 2008 tax year. H has an investment in a

On the Schedule M-3, Parts II and IIIincluded on Part I, line 10a, for such U.S. partnership USP. H prepares annual
for the U.S. consolidated tax group, ondividends, and (5) the amounts for statements in accordance with SAP. In its
Part II, line 8, Minority interest forcolumns (a) through (d). annual statement, H treats the difference
includible corporations, ($100) is reportedFor any dividends included on Part II, between annual statement net income
in column (a), $100 in column (c), and $0line 7, that are not intercompany and taxable income from its investment in
in column (d). On Part II, line 28, the U.S.dividends (dividends received from USP as a permanent difference. For its
consolidated tax group reports $1,000 inincludible corporations listed on Form 2008 tax year, H’s annual statement net
both columns (a) and (d). As a result,851) that are received on classes of income includes $10,000 of income
financial statement net income on Part II,voting stock in which the corporation attributable to its share of USP’s net
line 30, column (a), will total $900, netdirectly or indirectly owned 10% or more income. H’s Schedule K-1 from USP
permanent differences on Part II, line 30,of the outstanding shares of that class at reports $5,000 of ordinary income, $7,000
column (c), will total $100, and taxableany time during the tax year, report on an of long-term capital gains, $4,000 of
income on line 30, column (d), will totalattached supporting schedule for Part II, charitable contributions, and $200 of
$1,000.line 7 (1) the name of the dividend payer section 179 expense. H must report on

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

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

Example 11. Property and casualty or loss from a U.S. or foreign partnership must report the limitation on Part III, line
insurance company G is a calendar year that is included in Part I, line 11; 20, and report the disallowed charitable
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contributions of ($3,910) in columns (b) property and casualty insurance company reportable transaction reports the
and (d). will be considered to have separately appropriate amounts required for Part II,

stated and adequately disclosed a line 12, columns (a) through (d).Line 11. Income (Loss) From reportable transaction on line 12 if the Alternatively, J’s disclosures will be
Other Pass-Through Entities property and casualty insurance company adequate if the description provided for
For any interest in a pass-through entity sequentially numbers each Form 8886 each loss on the supporting schedule
(other than an interest in a partnership and lists by identifying number on the includes the names and reportable
reportable on Part II, line 9 or 10, as supporting schedule for Part II, line 12, transaction or tax shelter registration
applicable) owned by a member of the each sequentially numbered reportable numbers, if any, disclosed on the
U.S. consolidated tax group (other than transaction and the amounts required for applicable Form 8886, identifies the type
an interest in a disregarded entity), report Part II, line 12, columns (a) through (d). of reportable transaction for the loss, and
the following on line 11: reports the appropriate amounts required

In lieu of the requirements of the for Part II, line 12, columns (a) through1. In column (a) the sum of the preceding paragraph, a property and (d). J must report the losses attributablecorporation’s distributive share of income casualty insurance company will be to the other five abandonment losses onor loss from the pass-through entity that is considered to have separately stated and Part II, line 23e, regardless of whether aincluded in Part I, line 11; adequately disclosed a reportable difference exists for any or all of those2. In column (b) or (c), as applicable, transaction if the property and casualty abandonment losses.except for amounts described in item 4, insurance company attaches a supportingbelow, the sum of all differences, if any, Example 15. Property and casualtyschedule that provides the following forattributable to the pass-through entity; insurance company K is a calendar yeareach reportable transaction:and taxpayer that was required to file1. A description of the reportable3. In column (d), except for amounts Schedule M-3 for its 2007 tax year and istransaction disclosed on Form 8886 fordescribed in item 4, below, the sum of all required to file Schedule M-3 for its 2008which amounts are reported on Part II,taxable amounts of income, gain, loss, or tax year. K enters into a transaction withline 12;deduction reportable on the corporation’s contractual protection that is a reportable2. The name and reportableSchedules K-1 received from the transaction described in Regulationstransaction or tax shelter registrationpass-through entity (if applicable); section 1.6011-4(b)(4). This reportablenumber, if applicable, as reported on lines4. Do not report on Part II, line 11, any transaction is the only reportable1a and 1c, respectively, of Form 8886;portion of a corporation’s deduction under transaction for K’s 2008 tax year andandsection 199 (income attributable to results in a $7 million capital loss for both3. The type of reportable transactiondomestic production activities) even if statutory accounting purposes and U.S.(i.e., listed transaction, confidentialsome or all of the corporation’s deduction income tax purposes. Although thetransaction, transaction with contractualunder section 199 is attributable to an transaction does not result in a difference,protection, etc.) as reported on line 2 ofinterest in a pass-through entity held by K is required to report on Part II, line 12,Form 8886.the corporation. A corporation must report the following amounts: ($7 million) in
its deduction under section 199 only on column (a), zero in columns (b) and (c),If a transaction is a listed transaction
Part III, line 37. and ($7 million) in column (d). Thedescribed in Regulations section

transaction will be adequately disclosed if1.6011-4(b)(2), the description also mustFor each pass-through entity reported
K attaches a supporting schedule for lineinclude the description provided on line 3on line 11, attach a supporting schedule
12 that (a) sequentially numbers the Formof Form 8886. In addition, if the reportablethat provides that entity’s name, EIN (if
8886 and refers to thetransaction involves an investment in theapplicable), the property and casualty
sequentially-numbered Form 8886-X1transaction through another entity such asinsurance company’s end of year
and (b) reports the applicable amountsa partnership, the description mustprofit-sharing percentage (if applicable),
required for line 12, columns (a) throughinclude the name and EIN (if applicable)the property and casualty insurance
(d). Alternatively, the transaction will beof that entity as reported on line 5 of Formcompany’s end of year loss-sharing
adequately disclosed if the supporting8886.percentage (if applicable), and the
statement for line 12 includes aamounts reported by the property and Example 14.  Property and casualty description of the transaction, the namecasualty insurance company in column insurance company J is a calendar year and tax shelter registration number, if(a), (b), (c), or (d) of line 11, as taxpayer that was required to file any, and the type of reportableapplicable. Schedule M-3 for its 2007 tax year and is transaction disclosed on Form 8886.

required to file Schedule M-3 for its 2008Line 12. Items Relating to
tax year. J incurred seven different Line 13. Interest IncomeReportable Transactions abandonment losses during its 2008 tax Report on Part II, line 13, column (a), theAny amounts attributable to any year. One loss of $12 million results from total amount of interest income includedreportable transactions (as described in a reportable transaction described in on Part I, line 11, and report on Part II,Regulations section 1.6011-4) must be Regulations section 1.6011-4(b)(5), line 13, column (d), the total amount ofincluded on Part II, line 12, regardless of another loss of $5 million results from a interest income included on Formwhether the difference, or differences, reportable transaction described in 1120-PC, Schedule A, line 35 (orwould otherwise be reported elsewhere in Regulations section 1.6011-4(b)(4), and Schedule B, line 19, if applicable), that isPart II or Part III. Thus, if a taxpayer files the remaining five abandonment losses not required to be reported elsewhere onForm 8886 for any reportable transaction are not reportable transactions. J Schedule M-3. In columns (b) or (c), asdescribed in Regulations section discloses the reportable transactions applicable, adjust for any amounts treated1.6011-4, the amounts attributable to that giving rise to the $12 million and $5 for U.S. income tax purposes as interestreportable transaction must be reported million losses on separate Forms 8886 income that are treated as some otheron Part II, line 12. In addition, all income and sequentially numbers them X1 and form of income for statutory accountingand expense amounts attributable to a X2, respectively. J must separately state purposes, or vice versa. For example,reportable transaction must be reported and adequately disclose the $12 million adjustments to interest income resultingon Part II, line 12, columns (a) and (d) and $5 million losses on Part II, line 12. from adjustments made in accordanceeven if there is no difference between the The $12 million loss and the $5 million with instructions for Part II, line 17, shouldannual statement amounts and the loss will be adequately disclosed if J be made in columns (b) and (c) of this linetaxable amounts. attaches a supporting schedule for line 12 13.Each difference attributable to a that lists each of the sequentially

reportable transaction must be separately numbered forms, Form 8886-X1 and Complete Part II of Form 8916-A.
stated and adequately disclosed. A Form 8886-X2, and with respect to each Enter the amounts from line 6, columns
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(a) through (d) of Form 8916-A, on zero in column (d). In addition, M mustLine 17. Sale Versus Lease (for
report on Part II, line 17, $300 of grossSchedule M-3, Part II, line 13, columns Sellers and/or Lessors)
profit in column (a), $200 in column (b),(a) through (d), as applicable. Attach Note. Also see the instructions at Part and $500 of gross rental income inForm 8916-A. III, line 35, Purchase Versus Lease (for column (d). Lastly, M must report on PartPurchasers and/or Lessees), on page 20.Do not report on this line 13 or include III, line 31, $200 in column (b) and (d).

on Form 8916-A amounts reported in Asset transfer transactions with
accordance with the instructions for Part Line 18. Section 481(a)periodic payments characterized for
II, lines 9, 10, 11, 12, and 21. Adjustmentsstatutory accounting purposes as either a

With the exception of a section 481(a)sale or a lease may, under someLine 14. Hedging Transactions adjustment that is required to be reportedcircumstances, be characterized as the
Report on line 14, column (a), the net on Part II, line 12, for reportableopposite for tax purposes. If the
gain or loss from hedging transactions transactions, any difference between antransaction is treated as a lease, the
included on Part I, line 11. Report in income or expense item attributable to anseller/lessor reports the periodic
column (d) the amount of taxable income authorized (or unauthorized) change inpayments as gross rental income and
from hedging transactions as defined in method of accounting made for U.S.also reports depreciation expense or
section 1221(b)(2). Use columns (b) and income tax purposes that results in adeduction. If the transaction is treated as
(c) to report all differences caused by section 481(a) adjustment must bea sale, the seller/lessor reports gross
treating hedging transactions differently reported on Part II, line 18, regardless ofprofit (sale price less cost of goods sold)
for statutory accounting purposes and for whether a separate line for that income orfrom the sale of assets and reports the
U.S. income tax purposes. For example, if expense item exists in Part II or Part III.periodic payments as payments of
a portion of a hedge is considered principal and interest income. Example 17. Property and casualtyineffective under SAP but still is a valid insurance company N is a calendar yearOn Part II, line 17, column (a), reporthedge under section 1221(b)(2), the taxpayer that was required to filethe gross profit or gross rental income fordifference must be reported on line 14. Schedule M-3 for its 2007 tax year and isstatutory accounting purposes for all saleThe hedge of a capital asset, which is not required to file Schedule M-3 for its 2008or lease transactions that must be givena valid hedge for U.S. income tax tax year. N was depreciating certain fixedthe opposite characterization for U.S.purposes but may be considered a hedge assets over an erroneous recovery periodincome tax purposes. On Part II, line 17,for SAP purposes, must also be reported and, effective for its 2008 tax year, Ncolumn (d), report the gross profit orhere. receives IRS consent to change itsgross rental income for U.S. income tax

method of accounting for the depreciablepurposes. Interest income amounts forReport hedging gains and losses
fixed assets and begins using the propersuch transactions must be reported oncomputed under the mark-to-market
recovery period. The change in method ofPart II, line 13, Interest income, in columnmethod of accounting on line 14 and not
accounting results in a positive section(a) or (d), as applicable. Depreciationon Part II, line 15.
481(a) adjustment of $100,000 that isexpense for such transactions must be
required to be spread over four tax years,reported on Part III, line 31, Depreciation,Line 15. Mark-to-Market Income
beginning with the 2008 tax year. In itsin column (a) or (d), as applicable. Use(Loss)
annual statement, N treats the sectioncolumns (b) and (c) of Part II, lines 13 andReport on line 15 any amount 481(a) adjustment as a temporary17, and Part III, line 31, as applicable torepresenting the mark-to-market income difference. N must report on Part II, linereport the differences between columnsor loss for any securities held by a dealer 18, $25,000 in columns (b) and (d) for its(a) and (d).in securities, a dealer in commodities 2008 tax year and each of the

Example 16. Property and casualtyhaving made a valid election under subsequent three tax years (unless N is
insurance company M sells and leasessection 475(e), or a trader in securities or otherwise required to recognize the
property to customers. M is a calendarcommodities having made a valid election remainder of the 481(a) adjustment
year taxpayer that was required to fileunder section 475(f). “Securities” for earlier). N must not report the section
Schedule M-3 for its 2007 tax year and isthese purposes are securities described 481(a) adjustment on Part III, line 31.
required to file Schedule M-3 for its 2008in section 475(c)(2) and section 475(e)(2).
tax year. For statutory accounting“Securities” do not include any items Line 19. Income From a Special
purposes, M accounts for eachspecifically excluded from sections Loss Discount Account
transaction as a sale. For U.S. income tax475(c)(2) and 475(e)(2), such as certain Report on line 19 income recognized frompurposes, each of M’s transactions mustcontracts to which section 1256(a) a subtraction from the Special Lossbe treated as a lease. In its annualapplies. Discount Account under section 847(5).statement, M treats the difference in the

Report hedging gains and losses statutory accounting and the U.S. income Line 20. Income Recognitioncomputed under the mark-to-market tax treatment of these transactions as From Long-Term Contractsmethod of accounting on Part II, line 14, temporary. During 2008, M reports in its
Report on line 20 the amount of netHedging transactions, and not on line 15. annual statement $1,000 of sales and
income or loss for financial statement$700 of cost of goods sold with respect to
purposes (or books and records, ifLine 16. Premium Income 2008 lease transactions. M receives
applicable) or U.S. income tax purposesReport on line 16, column (a), the amount periodic payments of $500 in 2008 with
for any contract accounted for under aof earned premiums included in Part I, respect to these 2008 transactions and
long-term contract method of accounting.line 11. Include on line 16, column (d), the similar transactions from prior years and

amount of earned premiums included on treats $400 as principal and $100 as Line 21. Original Issue Discount
Form 1120-PC, Schedule A, line 35 (or interest income. For statutory accounting and Other Imputed InterestSchedule B, line 19, if applicable). purposes, M reports gross profit of $300

Report on line 21 any amounts of originalComplete columns (b) and (c), as ($1,000–$700) and interest income of
issue discount (OID) and other imputedappropriate. Attach a detailed schedule $100 from these transactions. For U.S.
interest. The term “original issue discountseparately stating amounts included on income tax purposes, M reports $500 of
and other imputed interest” includes, butline 16 attributable to the change in (1) gross rental income (the periodic
is not limited to:advance premiums (2) earned but payments) and (based on other facts)

unbilled premiums (3) retrospective $200 of depreciation deduction on the 1. The difference between issue price
premium accruals (4) unearned property. On its 2008 Schedule M-3, M and the stated redemption price at
premiums, and (5) other premium must report on Part II, line 13, $100 in maturity of a debt instrument, which may
accounts. column (a), ($100) in column (b), and be wholly or partially realized on the
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disposition of a debt instrument under Abandonment Losses, and Line 25. Other Income (Loss)
section 1273; Items With DifferencesWorthless Stock Losses

2. Amounts that are imputed interest
Separately state and adequately discloseReport on line 23d the net gain or losson a deferred sales contract under
on Part II, line 25, all items of incomereported on line 17 of Form 4797, Salessection 483;
(loss) with differences that are notof Business Property, excluding amounts3. Amounts treated as interest or OID
otherwise listed on Part II, lines 1 throughfrom (a) pass-through entities, which mustunder the stripped bond rules under
24. Attach a schedule that itemizes thebe reported on Part II, lines 9, 10, or 11,section 1286; and
type of income (loss) and the amount ofas applicable; (b) abandonment losses,4. Amounts treated as OID under the
each item.which must be reported on Part II, linebelow-market interest rate rules under

23e; and (c) worthless stock losses, For insurance companies included insection 7872.
which must be reported on Part II, line the consolidated U.S. income tax return,
23f. see instructions for Part I, lines 10 and 11Line 22. Reserved for Future and Part II, line 7 for guidance on the

Use treatment of intercompany dividends andLine 23e. Abandonment Losses
This line is reserved for future use. Do not statutory accounting.Report on line 23e any abandonment
include any amounts on this line. If any “comprehensive income” aslosses, regardless of whether the loss is

defined by Statement of Financialcharacterized as an ordinary loss or aLine 23a. Income Statement Accounting Standards (SFAS) No. 130 iscapital loss.Gain/Loss on Sale, Exchange, reported on this line, describe the item(s)
Abandonment, Worthlessness, in detail. Examples of sufficiently detailedLine 23f. Worthless Stock
or Other Disposition of Assets descriptions include “foreign currencyLosses

translation adjustments” and “gains andOther Than Pass-Through Report on line 23f any worthless stock losses on available-for-sale securities.”Entities loss, regardless of whether the loss is
Whether an item of income (loss) isReport on line 23a, column (a), all gains characterized as an ordinary loss or a

reported on line 25, or is reported on Partand losses on the disposition of assets capital loss. Attach a schedule that II, line 28, is determined separately byexcept for gains and losses allocated to separately states and adequately each member of the U.S. consolidated taxthe corporation from a pass-through entity discloses each transaction that gives rise group and not at the U.S. consolidated(e.g., on Schedule K-1) that are included to a worthless stock loss and the amount tax group level. For example, U.S.in the net income (loss) per income of each loss. corporation P has two subsidiaries,statement of includible corporations
corporations A and B, that are included inreported on Part I, line 11. Reverse the Line 23g. Other Gain/Loss on P’s consolidated financial statements andamount reported in column (a) in column Disposition of Assets in P’s consolidated U.S. income tax(b) or (c), as applicable. The
return. For financial statement purposes,Report on line 23g any gains or lossescorresponding gains and losses for U.S.
P, A, and B recognize revenue from thefrom the sale or exchange of property thatincome tax purposes are reported on Part
sale of inventory upon delivery to theare not reported on lines 23b through 23f.II, lines 23b through 23g, as applicable.
customer. For U.S. income tax purposes,
P and A recognize such revenueLine 23b. Gross Capital Gains Line 24. Capital Loss Limitation
consistent with the method used forFrom Schedule D, Excluding and Carryforward Used
financial statement purposes, whereas BAmounts From Pass-Through Report as a positive amount on line 24, recognizes such revenue based uponEntities columns (b) or (c), as applicable, and (d) customer acceptance. P and A must

the excess of the net capital losses overReport on line 23b, gross capital gains report this revenue in column (a) and (d)
the net capital gains reported onreported on Schedule D, excluding capital on Part II, line 28. B must report the
Schedule D, Capital Gains and Losses,gains from pass-through entities, which following on Part II, line 25: in column (a),
by the corporation. For a U.S.must be reported on Part II, lines 9, 10, or B’s revenue recognized in the financial
consolidated tax group, the Schedule M-311, as applicable. statements based upon delivery to the
adjustment for the amount of the customer; in column (d), B’s revenue

Line 23c. Gross Capital Losses consolidated net capital loss that is recognized for U.S. income tax purposes
disallowed should not be made on theFrom Schedule D, Excluding based upon customer acceptance; and in
separate consolidating Schedules M-3 of column (b) or (c), as applicable, theAmounts From Pass-Through
the includible corporations, but on the difference between B’s revenueEntities, Abandonment Losses,
separate Schedule M-3 for consolidated recognized in its financial statements andand Worthless Stock Losses eliminations (or on Form 8916 in the case in its U.S. taxable income.

Report on line 23c, gross capital losses of a mixed group) as described under
Line 27. Total Expense/reported on Schedule D, excluding capital Completion of Schedule M-3 and Certain

losses from (a) pass-through entities, Deduction ItemsAllocations, Limitations, and Carryovers.
which must be reported on Part II, lines 9, Report on Part II, line 27, columns (a)
10 or 11, as applicable; (b) abandonment If the corporation utilizes a capital loss through (d), as applicable, the negative of
losses, which must be reported on Part II, carryforward on Schedule D in the current the amounts reported on Part III, line 39,
line 23e; and (c) worthless stock losses, tax year, report the carryforward utilized columns (a) through (d). For example, if
which must be reported on Part II, line as a negative amount on Part II, line 24, Part III, line 39, column (a), reflects an
23f. Do not report on line 23c capital columns (b) or (c), as applicable, and amount of $1 million then report on Part
losses carried over from a prior tax year column (d). For a U.S. consolidated tax II, line 27, column (a), ($1 million).
and utilized in the current tax year. See group, the Schedule M-3 adjustment for Similarly, if Part III, line 39, column (b),
the instructions for Part II, line 24, the amount of the consolidated capital reflects an amount of ($50,000), then
regarding the reporting requirements for loss carryforward should not be made on report on Part II, line 27, column (b),
capital loss carryovers utilized in the the separate consolidating Schedules M-3 $50,000.
current tax year. of the includible corporations, but on the Line 28. Other Items With Noseparate Schedule M-3 for consolidationLine 23d. Net Gain/Loss Differenceseliminations (or on Form 8916 in the case
Reported on Form 4797, Line of a mixed group) as described under If there is no difference between the
17, Excluding Amounts From Completion of Schedule M-3 and Certain statutory accounting amount and the
Pass-Through Entities, Allocations, Limitations, and Carryovers. taxable amount of an entire item of
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income, gain, loss, expense, or deduction Line 8. Stock Option Expense
and the item is not described or included Part III. Reconciliation of Report on line 8, column (a), amounts
in Part II, lines 1 through 25, or Part III, expensed on Part I, line 11, net income,Net Income (Loss) perlines 1 through 38, report the entire that are attributable to all stock options.
amount of the item in columns (a) and (d) Income Statement of Report on line 8, column (d), deduction
of line 28. If a portion of an item of amounts attributable to all stock options.Includible Corporationsincome, loss, expense, or deduction has
a difference and a portion of the item Line 9. Other Equity-BasedWith Taxable Income perdoes not have a difference, do not report Compensationany portion of the item on line 28. Instead, Return—Expense/

Report on line 9 any amounts forreport the entire amount of the item (i.e., Deduction Items equity-based compensation orboth the portion with a difference and the
consideration that are reflected asNote. Expense amounts that reduceportion without a difference) on the
expenses for statutory accountingfinancial accounting income must beapplicable line of Part II, lines 1 through
purposes (column (a)) or deducted in thereported on Part III, column (a), as25, or Part III, lines 1 through 38. See
U.S. income tax return (column (d)) otherpositive amounts. Deduction amounts thatExample 10 on page 12.
than amounts reportable elsewhere onreduce taxable income must be reported
Schedule M-3, Parts II and III (e.g., onon Part III, column (d), as positiveLine 29a. PC Insurance Part III, line 8, for stock options expense).amounts. Amounts reported on Part II,Subgroup Reconciliation Totals Examples of amounts reportable on line 9line 27, must be the negative of the

For filers other than a mixed group, include payments attributable toamounts reported on Part III, line 36.
combine lines 26 through 28 and skip employee stock purchase plans (ESPPs),

Lines 1 Through 6. Income Taxlines 29b and 29c. On the phantom stock options, phantom stock
sub-consolidated Schedule M-3 for a units, stock warrants, stock appreciationExpense
mixed group, combine lines 26 through 28 rights, and restricted stock, regardless ofIf the property and casualty insurance
and skip lines 29b and 29c. For the whether such payments are made tocompany does not distinguish between
consolidated Schedule M-3 of a mixed employees or non-employees, or ascurrent and deferred income tax expense
group, complete only lines 29a through payment for property or compensation forin its annual statement (or its books and
29c and line 30 of Part II. Part III is not services.records, if applicable), report income tax
required for the consolidated Schedule expense as current income tax expense
M-3 of a mixed group. Line 10. Meals andusing lines 1, 3, and 5, as applicable.

EntertainmentA U.S. consolidated tax group mustLine 29b. 1120 Subgroup Report on line 10, column (a), anycomplete lines 1 through 6 in accordanceReconciliation Totals amounts paid or accrued by the propertywith the allocation of tax expense among
and casualty insurance company duringLine 29b is only used by mixed groups. the members of the U.S. consolidated tax
the tax year for meals, beverages, andSee, Schedule M-3 Consolidation for group in the financial statements (or its
entertainment that are accounted for inMixed Groups (1120/L/PC), earlier. books and records, if applicable). If the
statutory accounting income, regardlesscurrent and deferred U.S., state, and
of the classification, nomenclature, orforeign income tax expense for the U.S.Line 29c. Life Insurance
terminology used for such amounts, andconsolidated tax group (income taxSubgroup Reconciliation Totals regardless of how or where such amountsexpense) is allocated among theLine 29c is only used by mixed groups. are classified in the property and casualtymembers of the U.S. consolidated taxSee Schedule M-3 Consolidation for insurance company’s statutory incomegroup in the group’s financial statementsMixed Groups (1120/L/PC), earlier. statement or the income and expense(or its books and records, if applicable),
accounts maintained in the property andthen each member must report itsLine 30. Reconciliation Totals. casualty insurance company’s books andallocated income tax expense on Part III,
records. Report only amounts notCombine Lines 29a through 29c lines 1 through 6, of that member’s
otherwise reportable elsewhere onseparate Schedule M-3. However, if theIf a property and casualty insurance
Schedule M-3, Parts II and III.income tax expense is not shared orcompany that is not a mixed group

allocated among members of the U.S.chooses not to complete columns (a) and Line 11. Fines and Penaltiesconsolidated tax group but is retained in(d) of Parts II and III in the first tax year
Report on line 11 any fines or similarthe parent corporation’s financialthe property and casualty insurance
penalties paid to a government or otherstatements (or books and records, ifcompany is required to file Schedule M-3
authority for the violation of any law forapplicable), then amounts are reported(or for any year in which the property and
which fines or penalties are assessed. Allonly on Part III, lines 1 through 6, of thecasualty insurance company voluntarily
fines and penalties expensed in statutoryparent’s separate Schedule M-3.files Schedule M-3), Part II, line 30, is
accounting income (paid or accrued) mustreconciled by the property and casualty Line 7. Foreign Withholding be included on this line 11, column (a),insurance company (or, in the case of a Taxes regardless of the government or otherU.S. consolidated tax group, on the

Report on line 7, column (a), the amount authority that imposed the fines orgroup’s consolidated Schedule M-3) in
of foreign withholding taxes included in penalties, regardless of whether the finesthe following manner:
financial accounting income on Part I, line and penalties are civil or criminal,1. Report the amount from Part I, line
11. If the property and casualty insurance regardless of the classification,11, on Part II, line 30, column (a);
company is deducting foreign tax, use nomenclature, or terminology used for the2. Leave blank Part II, lines 1 through column (b) or (c), as applicable, to correct fines or penalties by the imposing29, columns (a) and (d); for any difference between foreign authority in its actions or documents, and

3. Leave blank Part III, columns (a) withholding tax included in statutory regardless of how or where the fines or
and (d); and accounting net income and the amount of penalties are classified in the property

4. Report on Part II, line 30, column foreign withholding taxes being deducted and casualty insurance company’s
(d), the sum of Part II, line 30, columns in the return. If the property and casualty statutory income statement or the income
(a), (b), and (c). insurance company is crediting foreign and expense accounts maintained in the

withholding taxes against the U.S. income property and casualty insurance
Note. Mixed groups see Schedule M-3 tax liability, use column (b) or (c), as company’s books and records. Also
Consolidation for Mixed Groups (1120/L/ applicable, to negate the amount reported report on line 11, column (a), the reversal
PC), earlier. in column (a). of any overaccrual of any amount
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described in this paragraph. See section amount of current compensation in If the corporation utilizes a contribution
162(f) for additional guidance. excess of $1 million in column (b) or (c), carryforward in the current tax year,

as applicable, and the deductible report the carryforward utilized as aReport on line 11, column (d), any
compensation in column (d). If a payment positive amount on columns (b), (c), andsuch amounts as described in the
is subject to limitation under both sections (d), as applicable.preceding paragraph that are includible in
162(m) and 280G, report the totaltaxable income, regardless of the When a consolidated income taxpayment on Part III, line 13, Parachutefinancial accounting period in which such return is being filed, Schedule M-3payments. See Regulations sectionamounts were or are included in financial adjustments for the amount of charitable1.162-27(g) for the interaction betweenaccounting net income. Complete contributions in excess of the limitation, orsections 162(m) and 280G.columns (b) and (c) as appropriate. for charitable contribution carryforward

Do not report on this Part III, line 11, utilized, should not be made on theLine 15. Pension and
amounts required to be reported in separate consolidating Schedules M-3 ofProfit-Sharing
accordance with instructions for Part III, the includible corporations, but on theReport on line 15 any amountsline 12. separate consolidating Schedule M-3 forattributable to the property and casualty consolidation eliminations (or on FormDo not report on this Part III, line 11, insurance company’s pension plans, 8916 in the case of a mixed group) asamounts recovered from insurers or any profit-sharing plans, and any other described under Completion of Scheduleother indemnitors for any fines and retirement plans. M-3 and Certain Allocations, Limitations,penalties described above.

and Carryovers.Line 16. Other Post-RetirementLine 12. Judgments, Damages,
BenefitsAwards, and Similar Costs Line 21. Write-Off of Premium
Report on line 16 any amounts ReceivablesReport on line 12, column (a), the amount
attributable to other post-retirementof any estimated or actual judgments, Report on line 21 the amount of premiumbenefits not otherwise includible on Partdamages, awards, settlements, and receivables written-off rather than on lineIII, line 15, for example, retiree health andsimilar costs, however named or 32.life insurance coverage, dental coverage,classified, included in financial accounting
etc.income, regardless of whether the Line 22. Guarantee Fund

amount deducted was attributable to an AssessmentsLine 17. Deferredestimate of future anticipated payments or
Report on line 22 all special purpose andCompensationactual payments. Also report on line 12,
guaranty fund assessments accrued orReport on line 17, column (a), anycolumn (a), the reversal of any
deducted for the taxable year.compensation expense included in theoveraccrual of any amount described in

net income (loss) amount reported in Partthis paragraph.
Line 23. Current YearI, line 11, that is not deductible for U.S.Report on line 12, column (d), any Acquisition or Reorganizationincome tax purposes in the current taxsuch amounts as are described in the

year and that was not reported elsewhere Investment Banking Feespreceding paragraph that are includible in
on Schedule M-3, column (a). Report ontaxable income, regardless of the Report on line 23 any investment banking
line 17, column (d), any compensationstatutory accounting period in which such fees paid or incurred in connection with a
deductible in the current tax year that wasamounts were or are included in statutory taxable or tax-free acquisition of property
not included in the net income (loss)accounting net income. Complete (e.g., stock or assets) or a tax-free
amount reported in Part I, line 11, for thecolumns (b) and (c), as appropriate. reorganization. Report on this line any
current tax year and that is not reportable investment banking fees incurred at anyDo not report on this Part III, line 12, elsewhere on Schedule M-3. For stage of the acquisition or reorganizationamounts required to be reported in example, report originations and reversals process including, for example, fees paidaccordance with instructions for Part III, of deferred compensation subject to or incurred to evaluate whether toline 11. section 409A on line 17. investigate an acquisition, fees to conduct

Do not report on this Part III, line 12, an actual investigation, and fees toLine 19. Charitable Contributionamounts recovered from insurers or any consummate the acquisition. Also include
other indemnitors for any judgments, of Intangible Property on this line 23 investment banking fees
damages, awards, or similar costs Report on line 19 any charitable incurred in connection with the liquidation
described above. contribution of intangible property, for of a subsidiary, a spin-off of a subsidiary,

example, contributions of: or an initial public stock offering.Line 13. Parachute Payments • Intellectual property, patents (including
Report on line 13, column (a), the total any amounts of additional contributions Line 24. Current Yearexpense included in statutory accounting allowable by virtue of income earned by Acquisition or Reorganizationnet income on Part I, line 11, that is donees subsequent to the year of Legal and Accounting Feessubject to section 280G. Report in column donation), copyrights, trademarks;
(b) or (c), as applicable, the amount of Report on line 24 any legal and• Securities (including stocks and theirnondeductible parachute payments accounting fees paid or incurred inderivatives, stock options, and bonds);pursuant to section 280G, and report in connection with a taxable or tax-free• Conservation easements (includingcolumn (d), the deductible amount of acquisition of property (e.g., stock orscenic easements or air rights);compensation after any excess parachute assets) or tax-free reorganization. Report• Railroad rights of way;payment limitations under section 280G. on this line any legal and accounting fees• Mineral rights; andIf a payment is subject to limitation under incurred at any stage of the acquisition or• Other intangible property.both sections 162(m) and 280G, report reorganization process including, for
the total payment on this line 13. example, fees paid or incurred to evaluateLine 20. Charitable Contribution whether to investigate an acquisition, feesLine 14. Compensation With Limitation/Carryforward to conduct an actual investigation, and
Section 162(m) Limitation Report as a negative amount on this line fees to consummate the acquisition. Also
Report on line 14, column (a), the total 20, columns (b), (c), and (d), as include on this line legal and accounting
amount of non-performance-based applicable, the excess of charitable fees incurred in connection with the
current compensation expense for the contributions made during the tax year liquidation of a subsidiary, a spin-off of a
corporate officers to whom section 162 over the amount of the charitable subsidiary, or an initial public stock
(m) applies. Report the nondeductible contribution limitation amount. offering.
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rental deductions for a transaction treatedLine 25. Current Year Line 30. Reduction of Loss
as a lease for U.S. income tax purposesDeduction (SectionAcquisition/Reorganization
but as a purchase for statutory accounting832(b)(5)(B))Other Costs purposes. Report interest expense for

Report the proration adjustment requiredReport on line 25 any other fees paid or such transactions on Part III, line 36, in
by section 832(b)(5)(B) as a negativeincurred in connection with a taxable or column (a) or (d), as applicable. Report
amount on line 30, column (d). Reporttax-free acquisition of property (e.g., stock depreciation expense or deductions for
amounts in column (b) and (c), asor assets) or a tax-free reorganization not such transactions on Part III, line 31, in
appropriate. Do not enter an amount onotherwise reportable on Schedule M-3 column (a) or (d), as applicable. Use
line 30, column (a).(e.g., Part III, line 23 or 24). Report on columns (b) and (c) of Part III, lines 31,

this line any fees paid or incurred at any 35, and 36, as applicable, to report theLine 31. Depreciation
stage of the acquisition or reorganization differences between column (a) and (d)

Report on line 31 any depreciation for such recharacterized transactions.process including, for example, fees paid
expense that is not required to beor incurred to evaluate whether to Example 18. U.S. property andreported elsewhere on Schedule M-3investigate an acquisition, fees to conduct casualty insurance company X acquired(e.g., on Part II, lines 9, 10, or 11).an actual investigation, and fees to property in a transaction that, for statutory

consummate the acquisition. Also include Line 32. Bad Debt Expense and accounting purposes, X treats as a lease.
on this line 25 other acquisition/ Agency Balances Written Off X is a calendar year taxpayer that was
reorganization costs incurred in required to file Schedule M-3 for its 2007Report on line 32, column (a), any
connection with the liquidation of a tax year and is required to file Scheduleamounts attributable to an allowance for
subsidiary, a spin-off of a subsidiary, or M-3 for its 2008 tax year. Because of itsuncollectible accounts receivable or
an initial public stock offering. terms, the transaction is treated for U.S.actual write-offs of accounts receivable

income tax purposes as a purchase andincluded in Part I, line 11. Also report on
Line 26. Amortization of X must treat the periodic payments itthis line agency balances written off per

makes partially as payment of principalAcquisition, Reorganization, the annual statement. Report in column
and partially as payment of interest. In its(d) the amount of bad debt expenseand Start-Up Costs
annual statement, X treats the differencedeductible for federal income taxReport on line 26 amortization of between the statutory accounting andpurposes in accordance with section 166.acquisition, reorganization, and start-up U.S. income tax treatment of this

costs. For purposes of column (b), (c), Line 33. Deduction From a transaction as a temporary difference.
and (d), include amounts amortizable Special Loss Discount Account During 2008, X reports in its annual
under section 167, 195, or 248. statement $1,000 of gross rental expenseReport on line 33 the deduction for

that, for U.S. income tax purposes, isadditions to the Special Loss DiscountLine 27. Amortization/ recharacterized as a $700 payment ofAccount under section 847(4).
principal and a $300 payment of interest,Impairment of Goodwill,

Line 34. Corporate Owned Life accompanied by a depreciation deductionInsurance in Force, and Ceding
of $1,200 (based on other facts). On itsInsurance PremiumsCommissions 2008 Schedule M-3, X must report theReport on line 34 all amounts ofReport on line 27 amortization of goodwill, following on Part III, line 35: column (a)insurance premiums attributable to anyinsurance in force and ceding $1,000, its statutory accounting grosslife insurance policy if the insurancecommissions or amounts attributable to rental expense; column (b), ($1,000); andcompany is directly or indirectly athe impairment of goodwill, insurance in column (d), zero. On Part III, line 36, Xbeneficiary under the policy or if the policyforce and ceding commissions. Attach a reports zero in column (a) and $300 inhas a cash value. Report in column (d)

schedule separately stating the amounts columns (b) and (d) for the interestthe amount of the premiums that are
for each item. deduction. On Part III, line 31, X reportsdeductible for federal income tax

zero in column (a) and $1,200 in columnspurposes.
(b) and (d) for the depreciation deduction.Line 28. Other Amortization or

Line 35. Purchase Versus LeaseImpairment Write-Offs Line 36. Interest Expense(for Purchasers and/orReport on line 28 any amortization or
Report on Part III, line 36, column (a), theLessees)impairment write-offs not otherwise
total amount of interest expense includedNote: Also see the instructions forincludible on Schedule M-3. on Part I, line 11, and report on Part III,sellers and/or lessors in the instructions
line 36, column (d), the total amount offor Part II, line 17.Line 29. Discounting of Unpaid interest expense included on Form

Losses (Section 846) Asset transfer transactions with 1120-PC, Schedule A, line 35 (or
periodic payments characterized for Schedule B, line 19, if applicable), that isReport on line 29, column (a), the change
statutory accounting purposes as either a not reported elsewhere on Schedule M-3in liability for unpaid losses and loss
purchase or a lease may, under some in accordance with the next paragraph. Inadjustment expense net of reinsurance as
circumstances, be characterized as the columns (b) or (c), as applicable, adjustincluded in Part 1, line 11. Report in
opposite for tax purposes. for any amounts treated for U.S. incomecolumn (d) the amount of change in the

tax purposes as interest expense that areIf a transaction is treated as a lease,same liability valued for tax purposes
treated as some other form of expense forthe purchaser/lessee reports the periodicincluded in the taxable income on Form
statutory accounting purposes, or vicepayments as gross rental expense. If the1120-PC, Schedule A, line 35 (or
versa. For example, adjustments totransaction is treated as a purchase, theSchedule B, line 19, if applicable). Do not
interest expense resulting frompurchaser/lessee reports the periodicinclude paid losses on this line 29.
adjustments made in accordance withpayments as payments of principal andIndicate amounts in columns (b) and (c),
instructions for Part III, line 35, Purchaseinterest and also reports depreciationas appropriate. Attach a schedule
versus lease (for purchasers and/orexpense or deduction with respect to thesupporting columns (b) and (c) that
lessees), should be made in columns (b)purchased asset.identifies the beginning and end of the
and (c), as applicable, on this line 36.taxable year amounts of discounting as Report in column (a), gross rent

required by IRC section 846. Include any expense for a transaction treated as a Complete Part III of Form 8916-A.
other differences between columns (a) lease for statutory accounting purposes Enter the amounts from line 5, columns
and (d) by separate title as well as but as a sale for U.S. income tax (a) through (d) of Form 8916-A, on
beginning and end of tax year amounts. purposes. Report in column (d), gross Schedule M-3, Part III, line 36, columns

-20- Instructions for Schedule M-3 (Form 1120-PC)



Page 21 of 21 Instructions for Schedule M-3 (Form 1120-PC) 17:13 - 26-JAN-2009

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

(a) through (d), as applicable. Attach example, “foreign currency translation adequately disclose. In order to
Form 8916-A. adjustments” and “gains and losses on separately state and adequately disclose

available-for-sale securities.” the employee termination costs, it is notDo not report on Form 8916-A and this
required that an anticipated terminationReserves and contingent liabilities.line 36 amounts reported in accordance
cost amount be listed for each employee,Report on line 38 amounts related to thewith the instructions for Part II, lines 9, 10,
or that each asset (or category of asset)change in each reserve or contingent11, and 12.
be listed along with the anticipated lossliability that is not required to be reportedLine 37. Domestic Production on disposition.elsewhere on Schedule M-3. For

Activities Deduction example: (1) amounts relating to changes Example 19. Property and casualty
Report on Part III, line 37, column (d), the in reserves for litigation must be reported insurance company Q is a calendar year
amount of the domestic production on Part III, line 12, Judgments, damages, taxpayer that was required to file
activities deduction under section 199 that awards, and similar costs; and (2) Schedule M-3 for its 2007 tax year and is
is included in taxable income on Form amounts relating to changes in reserves required to file Schedule M-3 for its 2008
1120-PC, Schedule A, line 35. Complete for uncollectible accounts receivable must tax year. On July 1 of each year, Q has a
columns (b) and (c), as appropriate. Do be reported on Part III, line 32, Bad debt fixed liability for its annual insurance
not report any potion of the company’s expense and/or agency balances written premiums on its home office building that
domestic production activities deduction off. (See Example 9 and Example 19.) provides a 12-month coverage period
on any other line of Schedule M-3. Report on Part III, line 38, the beginning July 1 through June 30. In

amortization of various items of prepaid addition, Q historically prepays 12 monthsLine 38. Other Expense/
expense, such as prepaid subscriptions of advertising expense on July 1. On JulyDeduction Items With
and license fees, prepaid insurance, etc. 1, 2008, Q prepays its insurance premiumDifferences of $500,000 and advertising expenses ofReport on line 38, column (a),

Report on Part III, line 38, all items of $800,000. For statutory accountingexpenses included in net income reported
expense/deduction that are not otherwise purposes, Q capitalizes and amortizes theon Part I, line 11, that are related to
listed on Part III, lines 1 through 37. prepaid insurance and advertising over 12reserves and contingent liabilities. Report

months. For U.S. income tax purposes, QWhether an expense/deduction item is on line 38, column (d), amounts related to
deducts the insurance premium whenreported on this line 38, or reported on liabilities for reserves and contingent
paid and amortizes the advertising overPart II, line 28, is determined separately liabilities that are deductible in the current
the 12-month period. In its annualby each member of the U.S. consolidated tax year for U.S. income tax purposes.
statement, Q treats the differencestax group and not at the U.S. Examples of items that must be reported
attributable to the financial accountingconsolidated tax group level. For on line 38 include restructuring reserves,
treatment and U.S. income tax treatmentexample, U.S. corporation P has two reserves for discontinued operations, and
of the prepaid insurance and advertisingsubsidiaries, A and B, that are included in reserves for acquisitions and dispositions.
as temporary differences. Q mustP’s consolidated financial statements and Only report on line 38 items that are not
separately state and adequately disclosein P’s consolidated U.S. income tax required to be reported elsewhere on
on Part III, line 38, its prepaid insurancereturn. For financial statement purposes, Schedule M-3, Parts II and III.
premium and report $250,000 in columnP, A, and B recognize real estate tax The schedule of details attached to the (a) ($500,000/12 months times 6 months),expense when accrued. For U.S. income return for line 38 must separately state $250,000 in column (b), and $500,000 intax purposes, P and A recognize such and adequately disclose the nature and column (d). Q must also separately stateexpense consistent with the method used amount of the expense related to each and adequately disclose on Part II, linefor financial statement purposes, whereas reserve and/or contingent liability. The 28, its prepaid advertising and reportB recognizes such deduction based on a appropriate level of disclosure depends $400,000 in columns (a) and (d).method different from that used for upon each taxpayer’s operational activity

financial statement purposes. P and A and the nature of its accounting records. Line 39. Total Expense/must report this expense/deduction in For example, if a property and casualty Deduction Itemscolumn (a) and (d) on Part II, line 28. B insurance company’s net income amount Report on Part II, line 27, columns (a)must report the following on Part III, line reported in the income statement includes though (d), as applicable, the negative of38: in column (a), B’s expense recognized anticipated expenses for a discontinued the amounts reported on Part III, line 39,in the financial statements when accrued; operation as a single amount, and its columns (a) through (d), as applicable.in column (d), B’s real estate tax expense general ledger or other books, records, Report positive amounts as negative andrecognized for U.S. income tax purposes; and workpapers provide details for the negative amounts as positive. Forand in column (b) or (c), as applicable, anticipated expenses under more example, if Part III, line 39, column (a),the difference between B’s real estate tax explanatory and defined categories such reflects an amount of $1 million, thenexpense in its financial statements and its as employee termination costs, lease report on Part II, line 27, column (a), ($1real estate tax deduction recognized for cancellation costs, loss on sale of million). Similarly, if Part III, line 39,U.S. income tax purposes. equipment, etc., a supporting schedule column (b), reflects an amount ofComprehensive income. If any that lists those categories of expenses ($50,000), then report on Part II, line 27,“comprehensive income” as defined by and their details will satisfy the column (b), $50,000.SFAS No. 130 is reported on this line, requirement to separately state and
describe the item(s) in detail as, for
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