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Department of the Treasury
Internal Revenue Service2006

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

U.S. Life Insurance Company Tax Return, companies), in order to determine if theSection references are to the Internal
that reports on Schedule L, Part II, line 2b group meets the $10 million threshold testRevenue Code unless otherwise noted.
of Form 1120-L total consolidated assets for the requirement to file Schedule M-3,
at the end of the tax year that equal or use the amount of total assets reported
exceed $10 million must complete and file on Schedule L, Part II, line 2b of theGeneral Instructions
Schedule M-3,and must check checkbox consolidated return. If the parent
(2) consolidated return (Form 1120-L company of a U.S. consolidated tax group
only), or checkbox (3) Mixed 1120/L/PC files Form 1120-L and any member of thePurpose of Schedule
group, as applicable, at the top of Page 1 group files Form 1120-PC or Form 1120
of Schedule M-3. and the consolidated Schedule L, Part II,Schedule M-3 Part I asks certain

line 2b reported in the return does notquestions about the corporation’s Form 1120-L Schedule M-3 is effective
include the assets of one or more of thefinancial statements and reconciles for any tax year ending on or after
corporations in the U.S. consolidated taxfinancial statement worldwide net income December 31, 2006. For purposes of
group, in order to determine if the group(loss) for the corporation (or consolidated determining whether a corporation with a
meets the $10 million threshold test forfinancial statement group, if applicable), 52-53 week tax year must file Schedule
the requirement to file Schedule M-3, useas reported on Schedule M-3, Part I, line M-3, such corporation’s tax year is
the sum of the amount of total assets4, to net income (loss) per the income deemed to end or close on the last day of
reported on the consolidated Schedule L,statement of the corporation for U.S. the calendar month nearest to the last
Part II, line 2b plus the amounts of alltaxable income purposes, as reported on day of the 52-53 week tax year. (For
assets reported on Forms 1120-PC andSchedule M-3, Part I, line 11. further guidance on 52-53 week tax
1120 that are included in the consolidatedyears, see Regulations sectionSchedule M-3 Parts II and III reconcile return but not included on the1.441-2(c)(1).)financial statement net income (loss) for consolidated Schedule L, Part II, line 2b.A U.S. life insurance company filingthe U.S. corporation (or consolidated tax

For insurance companies included inForm 1120-L that is not required to filegroup, if applicable) (per Schedule M-3,
the consolidated U.S. federal income taxSchedule M-3 may voluntarily filePart I, line 11) to taxable income on Form
return, see instructions for Part I, lines 10Schedule M-3. A life insurance company1120-L, page 1, line 20. For life insurance
and 11 and Part II, line 7 for guidance onfiling Schedule M-3 must check the boxcompanies that prepare an annual
Schedule m-3 reporting of intercompanyon Form 1120-L, page 1, item ___,statement, financial statement net income
dividends and statutory accountingindicating that Schedule M-3 is attached(loss) should be reported on the statutory
adjustments.(whether required or voluntary).basis on Part I, line 11.

If the parent corporation of a U.S. Example 1.
consolidated tax group files Form 1120-L 1. U.S. life insurance company A
and files Schedule M-3, all members ofWho Must File owns U.S. subsidiary B and foreign
the group must file Schedule M-3. subsidiary F. For its 2006 tax year, A

Effective for any tax year ending on or However, if the parent corporation of a prepares consolidated financial
after December 31, 2006, any domestic U.S. consolidated tax group files Form statements with B and F that report total
corporation or group of corporations 1120-L and any member of the group files assets of $12 million. A files a
required to file Form 1120-L, U.S. Life Form 1120-PC, U.S. Property and consolidated U.S. federal income tax
Insurance Company Tax Return, that Casualty Insurance Company Income Tax return with B and reports total
reports on Schedule L, Part II, line 2b of Return, or Form 1120, that member must consolidated assets on Schedule L, Part
Form 1120-L total assets at the end of the file a Form 1120-PC Schedule M-3 or a II, line 2b of $8 million. A’s U.S.
corporation’s tax year that equal or Form 1120 Schedule M-3, respectively, consolidated tax group is not required to
exceed $10 million must complete and file and the group must comply with the file Schedule M-3 for the 2006 tax year.
Schedule M-3. mixed group consolidated Schedule M-3 2. U.S. life insurance company C

reporting described in the section,• A corporation filing a non-consolidated owns U.S. life insurance company D. For
Schedule M-3 Consolidation for MixedForm 1120-L, U.S. Life Insurance its 2006 tax year, C prepares
Groups (1120/L/PC). A mixed group mustCompany Tax Return, that reports on consolidated financial statements with D
also file Form 8916, Reconciliation ofSchedule L, Part II, line 2b for Form but C and D file separate U.S. federal
Schedule M-3 Taxable Income with Tax1120-L total assets that equal or exceed income tax returns. The consolidated
Return Taxable Income for Mixed Groups$10 million must complete and file accrual basis financial statements for C

Schedule M-3 and must check checkbox If the parent corporation of a U.S. and D report total assets at the end of the
(1) Non-consolidated return, at the top of consolidated tax group files Form 1120-L taxable year of $12 million after
Page 1 of Schedule M-3. and any member of the group files Form intercompany eliminations. C reports
• Any U.S. consolidated tax group 1120-PC or Form 1120, and the separate company total year-end assets
consisting of a U.S. parent corporation consolidated Schedule L, Part II, line 2b on its Schedule L, Part II, line 2b of $7
and additional includible corporations reported in the return includes the assets million. D reports separate company total
listed on Form 851, Affiliations of all of corporations (the insurance year-end assets on its Schedule L, Part II,
Schedule required to file Form 1120-L, companies as well as the non-insurance line 2b of $6 million. Neither C nor D is

Cat. No. 39945W



Page 2 of 20 Form 1120-L Schedule M-3 Draft Instructions 13:45 - 24-AUG-2006

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

required to file Schedule M-3 for the 2006 consolidated tax group prepares or is includible corporation must be eliminated
tax year. included in financial statements prepared in consolidation rather than offset by the

3. Foreign corporation A owns 100 on an accrual basis. dividends-received deduction.
percent of both U.S. life insurance Entity Considerations forcompany B and U.S. life insurance

Schedule M-3company C. C owns 100 percent of U.S. Other Form 1120-L
For purposes of Schedule M-3,life insurance company D.  For its 2006 Schedules Affected by references to the classification of an entitytax year, A prepares a consolidated
(for example, as a corporation, aworldwide financial statement for the Schedule M-3
partnership, or a trust) are references toABCD consolidated group. The ABCD

Requirements the treatment of the entity for U.S. federalconsolidated financial statement reports
income tax purposes. An entity thattotal year-end assets of $25 million.  A is

Report on Schedules L and Form 1120-L, generally is disregarded as separate fromnot required to file a U.S. federal income
page 1, amounts for the U.S. corporation its owner for U.S. federal income taxtax return.  B files a separate U.S. federal
or, if applicable, the U.S. consolidated tax purposes (disregarded entity) must not beincome tax return and reports separate
group. separately reported on Schedule M-3company total year-end assets on

except, if required, on Part I, line 7. Onits Schedule L, Part II, line 2b of $12 Schedule L Schedule M-3, Parts II and III, any item ofmillion.   C files a consolidated U.S.
Total assets shown on Schedule L, Part income, gain, loss, deduction, or credit offederal income tax return with D and, after
II, line 2b, must equal the total assets of a disregarded entity must be reported aseliminating intercompany transactions
the life insurance company (or, in the an item of its owner. In particular, thebetween C and D, reports consolidated
case of a U.S. consolidated tax group, the income or loss of a disregarded entitytotal year-end assets on Schedule L, Part
total assets of all members of the group must not be reported on Part II, lines 9,II, line 2b of $8 million. B is required to file
listed on Form 851) as of the last day of 10, or 11 as a separate partnership orSchedule M-3 because its total year-end
the tax year, and must be the same total other pass-through. The financialassets reported on Schedule L, Part II,
assets reported by the life insurance statement income or loss of a disregardedline 2b exceed $10 million. The CD U.S.
company (or by each member of the U.S. entity is included on Part I, line 7, if andconsolidated tax group is not required to
consolidated tax group) in the financial only if its financial statement income orfile Schedule M-3 because its total
statements, if any, used for Schedule loss is included on Part I, line 11, but notyear-end assets reported on Schedule L,
M-3. If the life insurance company on Part I, line 4.Part II, line 2b do not exceed $10 million.
prepares financial statements, Schedule

Reportable Entity PartnerL, Part II, line 2b must equal the sum of
Reporting Responsibilitiesthe financial statement total assets for

Other Issues Affecting each corporation listed on Form 851 and For the purposes of the 2006 Schedule
included in the U.S. consolidated tax M-3 instructions, a reportable entitySchedule M-3 Filing return (includible corporation) net of partner with respect to a partnership filing
eliminations for intercompanyRequirements Form 1065 is an entity that (1) owns or is
transactions between includible deemed to own, directly or indirectly,
corporations. If the life insuranceIf a life insurance company was required under these instructions a 50 percent or
company does not prepare financialto file Schedule M-3 for the preceding tax greater interest in the income, loss or
statements, Schedule L, Part II, line 2byear but reports on Schedule L, Part II, capital of the partnership on any day of
must be based on the life insuranceline 2b of Form 1120-L total consolidated the tax year on or after June 30, 2006,
company’s books and records. Theassets at the end of the current tax year and (2) was required to complete
Schedule L balance sheet may showof less than $10 million, the life insurance Schedule M-3 on its most recently filed
tax-basis balance sheet amounts if the lifecompany is not required to file Schedule US federal income tax return or return of
insurance company is allowed to useM-3 for the current tax year. The life income filed prior to that day.
books and records for Schedule M-3 andinsurance company may file Schedule For the purposes of the 2006 Schedule
the life insurance company’s books andM-3 voluntarily for the current tax year. If M-3 instructions: (1) the parent
records reflect only tax-basis amounts.for a subsequent tax year the life corporation of a consolidated tax group is

insurance company is required to file For purposes of measuring total assets deemed to own all corporate and
Schedule M-3, the life insurance company at the end of the year, assets may not be partnership interests owned or deemed to
must complete Schedule M-3 in its netted or offset against liabilities. In be owned under these instructions by any
entirety (Part I and all columns in Parts II addition, total assets may not be reported member of the tax consolidated group; (2)
and III) for that subsequent tax year. as a negative amount. the owner of a disregarded entity is

In the case of a U.S. consolidated tax deemed to own all corporate andConsolidated Returngroup, total assets at the end of the tax partnership interests owned or deemed to
(Form 1120-L, Page 1)year must be determined based on the be owned under these instructions by the

total year-end assets of all includible Report on Form 1120-L, page 1, each disregarded entity; (3) the owner of 50
corporations listed on Form 851, net of item of income, gain, loss, expense, or percent or more of a corporation by vote
eliminations for intercompany deduction net of elimination entries for on any day of the corporation tax year is
transactions and balances between the intercompany transactions between deemed to own all corporate and
includible corporations. In addition, for includible corporations. The corporation partnership interests owned or deemed to
purposes of determining for Schedule M-3 must not report as dividends on Form be owned under these instructions by the
whether the corporation (or U.S. 1120-L, Schedule A, any amounts corporation during the corporation tax
consolidated tax group) has total assets received from an includible corporation year; (4) the owner of 50 percent or more
at the end of the current tax year of $10 unless the corporation receiving the of partnership income, loss, or capital on
million or more, the corporation’s total intercompany dividends is an insurance any day of the partnership tax year is
consolidated assets must be determined company and only to the extent that the deemed to own all corporate and
on an overall accrual method of insurance company is required to include partnership interests owned or deemed to
accounting unless both of the following intercompany dividends in taxable be owned under these instructions by the
apply: (a) the tax returns of all includible income. (See the instructions for Part I, partnership during the partnership tax
corporations in the U.S. consolidated tax lines 10 and 11, for a discussion of year; and (5) the beneficial owner of 50
group are prepared using an overall cash intercompany dividends and insurance percent or more of the beneficial interest
method of accounting, and (b) no company statutory accounting.) In of a trust or nominee arrangement on any
includible corporation in the U.S. general, dividends received from an day of the trust or nominee arrangement
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tax year is deemed to own all corporate files Form 1065 for the tax year ending If a U.S. consolidated tax group that is
and partnership interests owned or not a mixed group consists of fourDecember 31, 2007. P is deemed to own,
deemed to be owned under these includible corporations (the parent anddirectly or indirectly (under these
instructions by the trust or nominee three subsidiaries) all filing Form 1120-L,instructions) all corporate and partnership
arrangement. the U.S. consolidated tax group mustinterests of DS1, DS2, DS3, as the parent

complete six Schedules M-3 as follows:of the tax consolidation group andA reportable entity partner with respect (a) one consolidated Schedule M-3 withtherefore is deemed to own 30 percent ofto a partnership (as defined above) must Parts I, II, and III completed to reflect theK on September 16, 2007. P is deemed toreport the following to the partnership on activity of the entire U.S. consolidated taxown, directly or indirectly, (under theseSeptember 15, 2006, or if later, within 30 group; (b) Parts II and III of a separateinstructions) all corporate and partnershipdays of first becoming a reportable entity Schedule M-3 for each of the fourinterests of FS1 and FS2 as the owner ofpartner and, after first reporting to the includible corporations to reflect the50 percent or more of each corporation bypartnership under these instructions, activity of each includible corporation; andvote and therefore is deemed to own 20thereafter within 30 days of the date of (c) Parts II and III of a separate Schedulepercent of K on September 16, 2007. P isany change in the interest it owns or is M-3 to eliminate intercompanytherefore deemed to own 50 percent of Kdeemed to own, directly or indirectly, transactions between includibleon September 16, 2007. P was requiredunder these instructions, in the corporations and to include limitations onto complete Schedule M-3 on its 2006partnership: (1) its name, (2) its mailing deductions (e.g., charitable contributionForm 1120-L filed September 15, 2007,address, (3) its taxpayer identification limitations and capital loss limitations) andits most recently filed U.S. federal incomenumber (TIN or EIN) if applicable, (4) its carryover amounts (e.g., charitabletax return filed prior to September 16,entity or organization type, (5) the state or contribution carryovers and capital loss2007. P owns or is deemed to own,country in which it is organized, (6) the carryovers). See the discussion,directly or indirectly, (under thesedate on which it first became a reportable Completion of Schedule M-3 and Certaininstructions) 50 percent or more of K onentity partner on or after June 30, 2006, Allocations, Limitations, and Carryovers.September 16, 2007, and was required to(7) the date with respect to which it is
complete Schedule M-3 on its most Note. On Part II and Part III, indicate onreporting a change in its ownership

the line after the common parent’s namerecently filed U.S. income tax return filedinterest in the partnership, if applicable,
whether the Schedule M-3 is for the: (1)prior to that date. Therefore, P is a(8) the interest in the partnership it owns
consolidated group; (2) parentreportable entity partner of K as ofor is deemed to own in the partnership,
corporation; (3) consolidationSeptember 16, 2007. On October 5,directly or indirectly (as defined under
eliminations; or (4) subsidiary corporation,2007, P reports to K, as it is required tothese instructions) as of the date with
by checking the appropriate box.do within 30 days of September 16, that Prespect to which it is reporting, and (9)

is a reportable entity partner as ofany change in that interest as of the date
September 15, 2007, deemed to ownwith respect to which it is reporting
(under these instructions) a 50 percent Schedule M-3Example 2. interest in K. K is therefore required to Consolidation for Mixed1. On September 16, 2007, A, an LLC complete Schedule M-3 when it files its

filing a Form 1065 for 2007, is owned 50 Form 1065 for its tax year ending Groups (1120/L/PC)percent by U.S. life insurance company Z. December 31, 2007.
A owns 50 percent of each of B, C, D, Special Schedule M-3 consolidation rules
and E, each also an LLC filing a Form apply to a mixed group, that is, a
1065 for calendar year 2007. Z was first consolidated tax group that (1) includes
required to complete Form 1120-L Consolidated Schedule both a corporation that is an insurance
Schedule M-3 for its corporate tax year company and a corporation that is not anM-3 Versus Consolidatingended December 31, 2006, and filed its insurance company, or (2) includes both a
Form 1120-L with Schedule M-3 for 2006 life insurance company and a propertySchedules M-3 for Formon September 15, 2007. As of September and casualty insurance company, or (3)
16, 2007, Z was a reportable entity 1120-L Groups. includes a life insurance company, a
partner with respect to A and, through A, property and casualty insurance

Note. A consolidated tax return groupwith respect to B, C, D, and E. On company, and a corporation that is not an
with a parent corporation that files a FormOctober 5, 2007, Z reports to A, B, C, D, insurance company.
1120-L is a mixed group if any member isand E, as it is required to do witin 30 days

Mixed group consolidation fora property and casualty insuranceof September 16, that Z is a reportable
Schedule M-3, Parts II and III, requires (1)company (files using 1120-PC, U.S.entity partner directly owning (with
subgroup sub-consolidation of the 1120Property and Casualty Insurancerespect to A) or deemed to own indirectly
subgroup, the 1120-PC subgroup, andCompany Income Tax Return) or is not an(with respect to B, C, D, and E) a 50
the 1120-L subgroup, each with its owninsurance company. See the discussion,percent interest. Therefore, because Z
sub-consolidated Schedule M-3 Parts IISchedule M-3 Consolidation for Mixedwas a reportable entity partner for 2007,
and III, and (2) consolidation of theGroups.each of A, B, C, D, and E is required to
subgroup sub-consolidation totals on acomplete Form 1065 Schedule M-3 for
consolidated Schedule M-3 Part II thatA U.S. consolidated tax group must file2007, regardless of whether they would
ties to a consolidated Schedule M-3 Part Ia consolidated Schedule M-3. Parts I, IIotherwise be required to complete
and a consolidated Form 8916,and III of the consolidated Schedule M-3Schedule M-3 for that year.
Reconciliation of Schedule M-3 Taxablemust reflect the activity of the entire U.S.2. P, a US life insurance company, is
Income with Tax Return Taxable Incomeconsolidated tax group. The parentthe parent of a financial consolidation
for Mixed Groups.corporation also must complete Parts IIgroup with 50 domestic subsidiaries DS1

and III of a separate Schedule M-3 tothrough DS50 and 50 foreign subsidiaries In addition to one Schedule M-3 Part II
reflect the parent’s own activity. InFS1 through FS50, all 100 percent owned and one Schedule M-3 Part III for each
addition, Parts II and III of a separateon September 16, 2007. On September corporation in the three subgroup
Schedule M-3 must be completed by15, 2007, P filed a consolidated tax return sub-consolidations, there will be generally
each includible corporation to reflect theon Form 1120-L with DS1 through DS50 a total of six additional Schedule M-3
activity of that includible corporation.and was required to complete Schedule Parts II and six additional Schedule M-3
Lastly, it generally will be necessary toM-3 for the tax year ending December 31, Parts III for the subgroup
complete Parts II and III of a separate2006. On September 16, 2007, DS1, sub-consolidations. Specifically, there
Schedule M-3 for consolidationDS2, DS3, FS1, and FS2 are each 10 must be one Part II and one Part III for
eliminations.percent partners in partnership K which each subgroup’s sub-consolidated
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amounts and one Part II and one Part III (a), (b), (c ), and (d), and equal the sum of subsidiary corporation within the 1120
for each subgroup’s sub-consolidation the line amounts on Part II, lines 26 subgroup must check Form 1120
eliminations amounts. through 28. For a mixed group, Schedule Schedule M-3 Parts II and III, check box

M-3, Part II, lines 29b, 29c, and 30 are (4) Subsidiary corporation and checkboxAt the mixed group consolidated level,
blank on the Forms 1120, 1120-PC, or (5) Mixed 1120/L/PC group.there must be a consolidated Schedule
1120-L, as applicable, for the separate The 1120 subgroup sub-consolidationM-3, Part II, and, if applicable, a Part II for
corporations (parent and subsidiary) and Form 1120 Schedule M-3, Parts II and III,consolidation eliminations not includable
for the three subgroup must be indicated by checking check boxin the subgroup eliminations. At the
sub-consolidations, (5) Mixed 1120/L/PC group and checkboxconsolidated level there must also be a

Reconciliation of Mixed Group (6) 1120 group for the sub-consolidationconsolidated Schedule M-3 Part I and a
Subgroup Sub-Consolidation Amounts and by checking checkbox (5) Mixedconsolidated Form 8916. For a mixed
to Schedule M-3 Part I, line 11, and to 1120/L/PC group, and checkbox (7) 1120group, there is no Schedule M-3 part III at
Tax Return Taxable Income. At the eliminations for the eliminations. Thethe consolidated level. At the
consolidated level, use the Schedule M-3 1120-PC subgroup sub-consolidationconsolidated level, use the Schedule M-3
form (1120, 1120-PC, 1120-L) Parts I and Form 1120-PC Schedule M-3, Parts IIform (1120, 1120-PC, 1120-L) Parts I and
II that matches the form on which the and III, must be indicated by checkingII that match the form on which the parent
parent corporation reports and the entire check box (5) Mixed 1120/L/PC groupcorporation reports and the entire
consolidated group files. For a mixed and checkbox (6) 1120-PC group for theconsolidated group files.
group, the consolidated Schedule M-3, sub-consolidation and by checking

The corporation must check the Part II, lines 29a, 29b, and 29c amounts checkbox (5) Mixed 1120/L/PC group,
applicable mixed group checkboxes on all are the roll-ups of the applicable amounts and checkbox (7) 1120-PC eliminations
Schedule M-3, Parts I, II, and III, as from the three subgroup for the eliminations. The 1120-L subgroup
discussed below. sub-consolidation Part II, line 29a sub-consolidation Form 1120-L Schedule

amounts. (If a consolidated level Part IISubgroup Sub-Consolidation: 1120 M-3, Parts II and III, must be indicated by
for consolidation eliminations notSubgroup, 1120-PC Subgroup, and checking check box (5) Mixed 1120/L/PC
includable in the subgroup eliminations is1120-L Subgroup A subgroup Schedule group and checkbox (6) 1120-L group for
applicable, the roll-up amounts must beM-3, Parts II and III, sub-consolidation the sub-consolidation and by checking
adjusted by the applicable eliminationmust be prepared with all necessary checkbox (5) Mixed 1120/L/PC group,
amounts.) The consolidated Scheduleeliminations within the subgroup for each and checkbox (7) 1120-L eliminations for
M-3, Part II, line 30 amounts are the sumof the three possible subgroups that are the eliminations.
of the applicable amounts on thein fact present: one subgroup for those A mixed group with a Form 1120-L
consolidated Part II lines 29a, 29b, andcorporations reporting on Form 1120; one parent corporation completes a
29c. For a mixed group, the consolidatedsubgroup for those corporations reporting consolidated level Form 1120-L Schedule
Part II, lines 1 through 28 are blank andon Form 1120-PC; and one subgroup for M-3, Parts I and II and a consolidated
no consolidated Part III is required to bethose reporting on Form1120-L . The Form 8916. The mixed group
completed.parent corporation is included in the consolidated Schedule M-3, Part II, must

subgroup that corresponds to the form on For mixed groups, the consolidated be indicated by checking checkbox (1)
which it reports and the entire Part II line 30 column (a) must equal Part consolidated group and check box (5)
consolidated group files. For example, in I, line 11, with appropriate adjustments for Mixed 1120/L/PC group. (If a
the case of a Form 1120-L parent and statutory accounting requirements consolidated level Part II for consolidation
Form 1120-L consolidated group, the reflected on Part I, line 10. The eliminations not includable in the
parent is included in the Form 1120-L consolidated taxable income indicated on subgroup eliminations is applicable, that
subgroup sub-consolidation. Each Part II, line 30, column (d), must equal the Part II must be indicated by checking
subgroup uses its own Schedule M-3 amount shown on Form 8916 line 1. Form checkbox (3) Consolidated eliminations
form (1120, 1120-PC, 1120-L), Parts II 8916 line 8 must equal taxable income and checkbox (5) Mixed 1120/L/PC
and III, for each corporation within the reported on the tax return. group.)
subgroup and for the subgroup Completion of Mixed Group Life/ Non-Life Loss Limitation andsub-consolidation and the subgroup Checkboxes for Schedule M-3 Part II Carryforward Used Calculations Theeliminations. and Part III The following discussion of applicable life/non-life loss limitation and

checkboxes will assume that the 1120-LThe three subgroup sub-consolidation all carryforward used calculations are
subgroup includes the corporate parent oftaxable income calculations on Schedule made using the amounts determined for
the mixed group.M-3 must follow the separate return taxable income in the three subgroup

requirements of the regulation under sub-consolidations and other applicableForms 1120, 1120-PC, and 1120-L,
Section 1502 and all other applicable amounts separately reported on FormSchedule M-3, Parts II and III, each have
regulations taking into account the 8916. The calculated life/non-life lossa checkbox (5) at the top indicating a
amounts separately reported on Form limitation or carryforward used amounts, ifmixed group. Checkbox (5) and one or
8916. Capital loss limitation and any, are not entered on Schedule M-3.more other applicable checkboxes must
carryforward used and charitable Rather the calculated amounts, if any, arebe checked for a mixed group.
deduction limitation and carryforward entered on Form 8916.For example, an 1120-L parent
used are not taken into account in the corporation included in the 1120-L Mixed Group With 1120 Parent:
determination of the three subgroup subgroup must check Form 1120-L Transition Rule For Schedule M-3
sub-consolidated taxable incomes on Schedule M-3, Parts II and III, checkbox Parts II and III Columns (a) and (d) For
Schedule M-3, but are reflected on Form (2) Parent corporation and checkbox (5) Tax Years Ending December 2006
8916 and in the calculation of the life/ Mixed 1120/L/PC group. An 1120-L Through November 2007 For tax years
non-life loss limitation and carryforward subsidiary corporations within the 1120-L ending December 2006 through
used. See the discussion, Life/ Non-Life subgroup must check Form 1120-L November 2007, if a mixed group has an
Loss Limitation and Carryforward Used Schedule M-3, Parts II and III, checkbox 1120 parent that is required to complete
Calculations (4) Subsidiary corporation and checkbox Parts II and III columns (a) and (d), all

The reconciliation totals for book, (5) Mixed 1120/L/PC group. An 1120-PC 1120 subsidiaries must complete Parts II
temporary difference, permanent subsidiary corporation within the 1120-PC and III columns (a) and (d). However, all
difference, and taxable income for each subgroup must check Form 1120-PC 1120-PC and 1120-L subsidiaries
subgroup are reported on Forms 1120, Schedule M-3 Parts II and III, check box included in the mixed group tax
1120-PC, or 1120-L, as applicable, (4) Subsidiary corporation and checkbox consolidated group have the option of
Schedule M-3, Part II, line 29a, columns (5) Mixed 1120/L/PC group. An 1120 completing columns (a) and (d) for all of
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Parts II and III, or of completing columns but is retained in the parent corporation’s Line 1. Questions Regarding
(a) and (d) only for Part II line 29a to financial statements (or books and the Type of Income Statement
show the net contribution of the records, if applicable), then the item must Preparedsubsidiary to the consolidated group total be reported by  the parent corporation in

For Schedule M-3, Part I, lines 1 throughPart II line 30 columns (a) and (d) shown its separate Schedule M-3.  For example,
11, use only the financial statements ofon the 1120 subgroup sub-consolidation if the parent of a U.S. consolidated tax
the U.S. life insurance company filing thePart II. The 1120-PC subgroup group prepares financial statements that
U.S. federal income tax return (thesub-consolidation Part II line 29a must include all members of the U.S.
consolidated financial statements for thereflect the columns (a) and (d) net total consolidated tax group and the parent U.S. parent corporation of a U.S.amounts for all 1120-PC subsidiaries. The does not allocate the group’s income tax consolidated tax group). If the U.S. life1120-L subgroup sub-consolidation Part II expense as reflected in the financial insurance company filing a U.S. federalline 29a must reflect the columns (a) and statements among the members of the income tax return (or the U.S. parent(d) net total amounts for all 1120-L group but retains it in the parent corporation of a U.S. consolidated taxsubsidiaries. The 1120 subgroup corporation, the parent corporation must group) prepares its own financialsub-consolidation must reflect the total report on its separate Schedule M-3 the statements but is controlled by anothernet amounts for column (a) and (d) for all U.S. consolidated tax group’s income tax corporation (U.S. or foreign) that preparesapplicable lines. The consolidated level expense as reflected in the financial financial statements that include the U.S.Part II must reflect the total net amounts statements. corporation, the U.S. corporation (or thefor columns (a) and (d) for all applicable
U.S. parent corporation of a U.S.lines 29a, 29b, 29c, and 30. Any adjustments made at the consolidated tax group) must use for itsconsolidated group level that are notNote. All corporations within the mixed Schedule M-3, Part I , its own financialattributable to any specific member of thegroup tax consolidation group are statements and not the financialU.S. consolidated tax group (e.g.,required to complete columns (b) and (c) statements of the controlling corporation.disallowance of net capital losses,for all applicable lines on all Schedules

If a non-publicly traded U.S. parent lifecontribution deduction carryovers, andM-3 Parts II and III, whether Form 1120,
insurance company of a U.S.limitation of contribution deductions) mustForm 1120-PC, or Form 1120-L.
consolidated tax group prepares financialnot be reported on the separate
statements and that group includes aconsolidating parent or subsidiary
publicly traded subsidiary that filesSchedules M-3 but rather on theCompletion of Schedule
financial statements with the Securitiesconsolidated Schedule M-3 and on theM-3 and Certain and Exchange Commission (SEC), theconsolidating Schedule M-3 for
consolidated financial statements of theconsolidation eliminations (or on FormAllocations, Limitations, parent life insurance company are the8916 in the case of a mixed group).
appropriate financial statements forand Carryovers
purposes of completing Part I. Do not useIf an includible corporation has no
any separate company financialA corporation (or any member of a U.S. activity for the tax year (e.g., because the
statements that might be prepared forconsolidated tax group) required to file corporation is a dormant or inactive
publicly traded subsidiaries.Schedule M-3 must complete the form in corporation), no amount for the

its entirety. In particular, a corporation corporation was included in Part I, line 11, If no financial statements are preparedfiling a non-consolidated return that meets and the corporation has no amounts to for a U.S. life insurance company (or, inthe filing requirements for Schedule M-3 report on Part II and Part III of Schedule the case of a U.S. consolidated tax group,must complete Parts I, II, and III.  Such a M-3 for the tax year, the parent for the U.S. parent corporation’scorporation does not check any of the corporation of the U.S. consolidated tax consolidated group) filing Form 1120-Lcheckboxes at the top of Parts II and III. group may attach to the consolidated Schedule M-3, the U.S. life insuranceIn the case of a U.S. consolidated tax Schedule M-3 a statement that provides company (or the U.S. parent corporationgroup, Part I must be completed once, on the name and EIN of the includible of a U.S. consolidated tax group) mustthe consolidated Schedule M-3, by the corporation in lieu of filing a blank Part II enter “No” on questions 1a, 1b, and 1c,parent corporation.  Parts II and III must and Part III of Schedule M-3 for such skip Part I, lines 2a through 3c, and enterbe completed by the parent corporation, entity. On Part I, check checkbox (4) the net income (loss) per the books andeach includible corporation, and a Dormant subsidiaries schedule attached. records of the U.S. life insuranceconsolidating eliminations entity. company (or U.S. consolidated tax group)
At the time the Form 1120-L is filed, all on Part I, line 4, Worldwide consolidated

applicable questions must be answered net income (loss) from income statement
on Part I, all columns must be completed Specific Instructions source identified in Part I, line 1.
on Parts II and III, and all numerical data

If no financial statements are preparedfor Part Irequired by Schedule M-3 must be
for a U.S. life insurance company (or, inprovided. Any schedule required to
the case of a U.S. consolidated tax group,support a line item on Schedule M-3 must
for the U.S. parent corporation’sPart I. Financialbe attached at the time Schedule M-3 is
consolidated group) filing Form 1120-Lfiled and must provide the information Information and Net Schedule M-3, and the U.S. life insurancerequired for that line item.
company is owned by a foreignIncome (Loss)All detailed schedules for Part II and corporation that prepares financial

Part III of Schedule M-3 must be attached statements that includes the U.S. lifeReconciliation
for each separate entity included in the insurance company (or the U.S. parent
Consolidated Part II and Part III, including corporation’s consolidated group), theWhen To Complete Part Ithose for the parent company and the U.S. life insurance company (or the U.S.
eliminations entity, if applicable.  It is not Part I must be completed for any tax year parent corporation of the U.S.
required that the same supporting for which the life insurance company files consolidated tax group) must enter “No”
detailed information be presented for Part Schedule M-3. Check checkbox (1), on questions 1a, 1b, and 1c, skip Part I,
II and Part III of the consolidated Non-consolidated return, checkbox (2), lines 2a through 3c, and enter the net
Schedule M-3. Consolidated return – 1120-L only, income (loss) per the books and records

checkbox (3), Mixed 1120/L/PC group,If an item attributable to an includible of the U.S. corporation (or U.S.
and checkbox (4) Dormant subsidiariescorporation is not shared by or allocated consolidated tax group) on Part I, line 4,
schedule attached, as appropriate.to the appropriate member of the group Worldwide consolidated net income (loss)
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from income statement source identified If the life insurance company prepares eliminations and correct for minority
in Part I, line 1. financial statements and the income interest and intercompany dividends

statement period differs from the life between any nonincludible foreign entityLine 2. Questions Regarding insurance company’s tax year, the and any includible corporation. Do not
Income Statement Period and income statement period indicated on line remove in Part I the financial statement
Restatements 2a applies for purposes of Part I, lines 4 net income (loss) of any nonincludible

through 8. foreign entity accounted for in theEnter the beginning and ending dates on
financial statements on the equityline 2a for the life insurance company’s If the life insurance company does not
method.income statement period ending with or prepare financial statements, check “No”

within this tax year. on Part I, line 1c, and enter the net Attach a supporting schedule that
income (loss) per the books and recordsThe questions on Part I, lines 2b and provides the name, EIN (if applicable),
of the U.S. life insurance company or the2c, regarding income statement and net income (loss) per the financial
U.S. consolidated tax group on Part I,restatements refer to the worldwide statement or books and records included
line, line 4, Worldwide consolidated netconsolidated income statement issued by on line 4 that is removed on this line 5 for
income (loss) from income statementthe corporation filing the U.S. federal each separate nonincludible foreign
source identified in Part I, line 1.income tax return (the consolidated entity. The amounts of income (loss)

financial statements for the U.S. parent detailed on the supporting scheduleReport on Part I, lines 5a through 10,
corporation of a U.S. consolidated tax should be reported for each separateas instructed below, all adjustment
group). Answer “Yes” on lines 2b and/or nonincludible foreign entity without regardamounts required to adjust worldwide net
2c if the corporation’s annual income to the effect of consolidation orincome (loss) reported on this Part I, line
statement has been restated for any elimination entries. If there are4 (whether from financial statements or
reason. Attach a short explanation of the consolidation or elimination entriesbooks and records), to net income (loss)
reasons for the restatement in net income relating to nonincludible foreign entitiesof includible corporations that must be
for each annual income statement period whose income (loss) is reported on thereported on Part I, line 11.
that is restated, including the original attached schedule that are not reportableIf a U.S. life insurance company (a)
amount and restated amount of each on Part I, line 8, the net amounts of allhas net income (loss) included on Part I,
annual statement period’s net income. such consolidation and elimination entriesline 4, and removed on Part I, line 6a or
The attached schedule is not required to must be reported on a separate line on6b, on another U.S. corporation’s
report restatements on an entity-by-entity the attached schedule, so that theSchedule M-3, (b) files its own Form
basis. separate financial accounting income1120-L (separate or consolidated), (c)

(loss) of each nonincludible foreign entitydoes not have a separate financialLine 3. Questions Regarding remains separately stated. For example, ifstatement (certified or otherwise) of itsPublicly Traded Voting the net income (after consolidation andown, and (d) reports on Schedule L, PartCommon Stock elimination entries) of a nonincludibleII, line 2b of its own Form 1120-L total
foreign sub-consolidated group is beingThe primary U.S. publicly traded voting consolidated assets that equal or exceed
reported on line 5a, the attachedcommon stock class is the most widely $10,000,000 at the end of the
supporting schedule should report theheld or most heavily traded within the corporation’s tax year, the life insurance
income (loss) of each separateU.S. as determined by the life insurance company must answer questions 1a, 1b,
nonincludible foreign legal entity fromcompany. If the life insurance company and 1c of Part I as appropriate for its own
each such entity’s own financialhas more than one class of publicly Form 1120-L and must report on Part I,
accounting net income statement ortraded voting common stock, attach a list line 4, the amount for the corporation’s
books and records, and any consolidationof the classes of publicly traded voting net income (loss) that is removed on Part
or elimination entries (for intercompanycommon stock and the trading symbol I, line 6a or 6b of the other corporation’s
dividends, minority interests, etc.) notand the nine-digit CUSIP number of each Schedule M-3. However, if in the
reportable on Part I, line 8, should beclass. circumstances described immediately
reported on the attached supportingabove, the life insurance company doesLine 4. Worldwide Consolidated schedule as a net amount on a linehave separate financial statementsNet Income (Loss) per Income separate and apart from lines that report(certified or otherwise) of its own,Statement each nonincludible foreign entity’sindependent of the amount of the
separate net income (loss).Report on Part I, line 4, the worldwide corporation’s net income included in Part

consolidated net income (loss) per the I, line 4, of the other U.S. corporation, the Line 6. Net Income (Loss) ofincome statement (or books and records, life insurance company must answer Nonincludible U.S. Entitiesif applicable) of the corporation. A questions 1a, 1b, and 1c of Part I, as
corporation filing a non-consolidated Remove the financial statement netappropriate, for its own Form 1120-L,
Form 1120-L for itself must report its income (line 6a) or loss (line 6b) of eachbased on its own separate income
worldwide income on Part I line 4. U.S. entity that is included in thestatement, and must report on Part I, line

consolidated financial statement group4, the net income amounts shown on itsIn completing Schedule M-3, the life
and is not an includible corporation in theseparate income statement.insurance company must use financial
U.S. consolidated tax groupstatement amounts from the financial Note. See the instructions for Part I, line
(nonincludible U.S. entity). In addition, onstatement type checked “Yes” on Part I, 10, for adjustments that may be
Part I, line 8, adjust for consolidationline 1, or from its books and records if necessary to reconcile financial statement
eliminations and correct for minorityPart I, line 1c is checked “No”. If Part I, income to statutory income for the life
interest and intercompany dividendsline 1a, is checked “Yes”, report on Part I, insurance company.
between any nonincludible U.S. entity andline 4, the net income amount reported in
any includible corporation. Do not removeLine 5. Net Income (Loss) ofthe income statement presented to the
in Part I the financial statement netSEC on the corporation’s Form 10-K (the Nonincludible Foreign Entities
income (loss) of any nonincludible U.S.Form 10-K for the security identified on Remove the financial statement net entity accounted for in the financialPart I, line 3b, if applicable). income (line 5a) or loss (line 5b) of each statements on the equity method.If a life insurance company prepares foreign entity that is included in the

financial statements, the amount on line 4 consolidated financial statement group Attach a supporting schedule that
must equal the financial statement net and is not an includible corporation in the provides the name, EIN, and net income
income (loss) for the income statement U.S. consolidated tax group (loss) per the financial statement or books
period ending with or within the tax year (nonincludible foreign entity). In addition, and records included on line 4 that is
as indicated on line 2a. on Part I, line 8, adjust for consolidation removed on this line 6 for each separate
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nonincludible U.S. entity. The amounts of schedule that are not reportable on Part I, included on Part I, line 4 that relate to the
income (loss) detailed on the supporting line 8, the net amounts of all such net income of entities removed on Part I,
schedule should be reported for each consolidation and elimination entries must line 5 or 6, because the income to which
separate nonincludible U.S. entity without be reported on a separate line on the the consolidation or elimination entries
regard to the effect of consolidation or attached schedule, so that the separate relate has been removed. Also, for
elimination entries. If there are financial accounting income (loss) of each example, consolidation or elimination
consolidation or elimination entries other includible corporation or entity entries must be reported on line 8 to
relating to nonincludible U.S. entities remains separately stated. For example, if reflect any minority interest ownership in
whose income (loss) is reported on the the net income (after consolidation and the net income of other includible
attached schedule that are not reportable elimination entries) of a sub-consolidated corporations or entities reported on Part I,
on Part I, line 8, the net amounts of all U.S. group of other includible line 7, and to eliminate any intercompany
such consolidation and elimination entries corporations or entities is being reported dividends between corporations or
must be reported on a separate line on on line 7a, the attached supporting entities whose income is included on Part
the attached schedule, so that the schedule should report the income (loss) I, line 7 and other corporations included in
separate financial accounting income of each separate other includible the consolidated U.S. federal income tax
(loss) of each nonincludible U.S. entity corporation or entity from each return.
remains separately stated. For example, if corporation’s own financial accounting net

If a corporate owner of an interest inthe net income (after consolidation and income statement or books and records,
another entity (entity): (1) accounts for theelimination entries) of a nonincludible and any consolidation or elimination
interest in entity in the ownerU.S. sub-consolidated group is being entries (for intercompany dividends,
corporation’s separate general ledger onreported on line 6a, the attached minority interests, etc.) not reportable on
the equity method, and (2) fullysupporting schedule should report the Part I, line 8, should be reported on the
consolidates entity in the ownerincome (loss) of each separate attached supporting schedule as a net
corporation’s consolidated financialnonincludible U.S. legal entity from each amount on a line separate and apart from
statements, but entity is not includible insuch entity’s own financial accounting net lines that report each other includible
the owner corporation’s consolidated U.S.income statement or books and records, corporation’s or entity’s separate net
federal income tax return, then, as part ofand any consolidation or elimination income (loss).
reversing all consolidation and eliminationentries (for intercompany dividends,
entries for the nonincludible entity, theLine 8. Adjustment tominority interests, etc.) not reportable on
corporate owner must reverse onPart I, line 8, should be reported on the Eliminations of Transactions
Schedule M-3, Part I, line 8, theattached supporting schedule as a net Between Includible Entities and
elimination of the equity income inclusionamount on a line separate and apart from Nonincludible Entities from entity. If the owner corporation doeslines that report each nonincludible U.S.

Adjustments on Part I, line 8, to reverse not account for entity on the equityentity’s separate net income (loss).
certain financial accounting consolidation method on its own general ledger, it will

Line 7. Net Income (Loss) of or elimination entries are necessary to not have eliminated the equity income for
ensure that transactions betweenOther Includible Entities consolidated financial statement
includible corporations and nonincludible purposes, and therefore will have noInclude the financial statement net
U.S. or foreign entities are not eliminated, elimination of equity income to reverse.income (line 7a) or loss (line 7b) of each
in order to report the correct total amountcorporation includible in the U.S.
on Part I, line 11. Also, additional The attached supporting schedule forconsolidated tax group that is not
consolidation entries and eliminations Part I, line 8, must identify the type (e.g.,included in the consolidated financial
entries may be necessary on Part I, line minority interest, intercompany dividends,statement group (other includible
8, related to transactions between etc.) and amount of consolidation orcorporation) and therefore not included in
includible corporations that are in the elimination entries reported, as well asthe income reported on Part I line 4. Also
consolidated financial statement group the names of the entities to which theyinclude on this line 7 the financial
and other includible corporations and pertain. It is not necessary, but it isstatement income of any disregarded
entities that are not in the consolidated permitted, to report intercompanyentity that is not included in the income
financial statement group but that are eliminations that net to zero on Part I, linereported on Part I line 4 , but is included
reported on Part I, line 7, in order to 8, such as intercompany interest incomein Part I, line 11 (other includible
report the correct total amount on Part I, and expense.entities)). In addition, on Part I, line 8,
line 11.adjust for consolidation eliminations and

Line 9. Adjustment to Reconcilecorrect for minority interest and Include on Part I, line 8, the total of the
intercompany dividends for such other Income Statement Period to Taxfollowing: (i) amounts of any adjustments
includible corporations and such other Yearto consolidation entries and elimination
includible entities. entries that are contained in the amount Include on line 9 any adjustments

Attach a supporting schedule that reported on Part I, line 4, required as a necessary to the income (loss) of
provides the name, EIN, and net income result of removing amounts on Part I, line includible corporations to reconcile
(loss) per the financial statement or books 5 or 6; and (ii) amounts of any additional differences between the corporation’s
and records on this line 7 for each consolidation entries and elimination income statement period reported on line
separate other includible corporation and entries that are required as a result of 2a and the corporation’s tax year. Attach
each separate other includible entity. The including amounts on Part I, line 7. This is a schedule describing the adjustment.
amounts of income (loss) detailed on the necessary in order that the consolidation
supporting schedule should be reported entries and intercompany eliminations Statutory accounting for an insurance
for each separate other includible entries included in the amount reported company subsidiary acquired or merged
corporation or entity without regard to the on Part I, line 11 are only those applicable may require the use of a financial
effect of consolidation or elimination to the financial net income (loss) of statement period for income reported on
entries solely between or among the includible corporations for the financial Part I line 11 that differs from the period
entities listed. If there are consolidation or statement period. For example, reported on Part I line 4 or line 7. Report
elimination entries relating to such other adjustments must be reported on line 8 to on Part I line 10b adjustments to income
includible corporations or entities whose remove minority interest and to reverse because of such differences in accounting
income (loss) is reported on the attached the elimination of intercompany dividends period.
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of statutory accounting and included on through FS50 in financial statementLine 10a. Intercompany
Part I, line 10c. If any net adjustment is consolidation entries. Furthermore, PDividend Adjustments To
included for the corporation on Part I, eliminates the minority interest ownership,Reconcile to Line 11 lines 10b or 10c, attach a supplemental if any, of DS1 through DS100 in financial
supporting schedule identifying the line statement consolidation entries. P’s SECLine 10b. Other Statutory
(10b or 10c), the type of each adjustment Form 10-K includes P, DS1 throughAccounting Adjustments To included in the net adjustment, and the DS100 and FS1 through FS50 on a fully

Reconcile to Line 11 amount of each adjustment included in consolidated basis. P files a consolidated
the net adjustment. U.S. income tax return with DS1 throughLine 10c. Other Adjustments To DS75.Line 11. Net Income (Loss) perReconcile to Amount on Line 11 P must check “Yes” on Part I, line 1a.Income Statement of IncludibleInclude on lines 10a, 10b, and 10c any On Part I, line 4, P must report theCorporationsother adjustments to reconcile net income consolidated net income from the SEC

(loss) on Part I, line 4 through Part I, line Report on line 11 the net income (loss) Form 10-K for the consolidated financial
9, with net income (loss) on Part I, line 11. per the income statement (or books and statement group of P, DS1 through
Include on line 10a the amount of any records, if applicable) of the life insurance DS100, and FS1 through FS50. P must
intercompany dividend adjustment company. In the case of a U.S. remove the net income (loss) of FS1
required by statutory accounting. Include consolidated tax group, report the through FS50 on Part I, lines 5a or 5b, as
on line 10b the amount of any other consolidated income statement net applicable. P must remove the net income
required statutory accounting adjustment. income (loss) of all corporations listed on (loss) before minority interests of DS76
Include on line 10c the amount of any Form 851and included in the consolidated through DS100 on Part I, lines 6a or 6b,
other adjustment not required by statutory U.S. federal income tax return for the tax as applicable. P must reverse on Part I,
accounting. year. Amounts reported in column (a) of line 8:

Parts II and III (see instructions below)Normally, all intercompany dividends a. The elimination of dividends
must be reported on the same accountingwill have been eliminated or excluded received by P and DS1 through DS75
method as is used to report the amount offrom the financial accounting consolidated from DS76 through DS100 and FS1
net income (loss) per income statement ofnet income (loss) reported on Part I, line through FS50; and; and
includible corporations on Part I, line 11,4. However, an insurance company may b. The recognition of minoritywhich for insurance companies is usuallybe required to include certain interests’ share of the net income (loss) ofstatutory accounting. (For insuranceintercompany dividends on Part I, line 11, DS76 through DS100. (Note: The minoritycompanies included in the consolidatedso that the amount reported on Part I, line interests’ share, if any, of the income ofU.S. federal income tax return, see11, agrees with statutory accounting net DS1through DS75 must be reported ininstructions for Part I, line 10 and Part II,income (Annual Statement). If the net Part II, line 8, Minority interest forline 7.)income (loss) of a corporation that files includible corporations.)

Do not, in any event, report on this lineForm 1120-PC or Form 1120-L is P reports on Part I, line 11, the
11 the net income of entities not listed onincluded on Part I, line 4 or line 7, and is consolidated financial statement net
Form 851 and not included in thecomputed on a basis other than statutory income (loss) attributable to the includible
consolidated U.S. federal income taxaccounting, include on line 10a the corporations. Intercompany transactions
return for the tax year. For example, it isadjustments necessary such that Part I, between the includible corporations that
not permissible to remove the income ofline 11, includes intercompany dividends had been eliminated in the net income
non-includible entities on lines 5 and/or 6,in the net income (loss) for such amount on line 4 remain eliminated in the
above, then to add back such income oncorporation to the extent required by net income amount on line 11.
lines 7 through 10, such that the amountstatutory accounting principles. (For Transactions between the includible
reported at line 11 includes the netinsurance companies included in the corporations and the nonincludible
income of entities not includible in theconsolidated U.S. federal income tax entities that are eliminated in the net
consolidated U.S. federal income taxreturn, see instructions for Part I, line 11 income amount on line 4 are included in
return. A principal purpose of Scheduleand Part II, line 7.) the net income amount on line 11 since
M-3 is to report on this Part I, line 11, only the elimination of those transactions wereStatutory accounting for an insurance
the financial accounting net income of reversed on line 8.company subsidiary acquired or merged
only the corporations included in themay require the use of a financial 2. Foreign corporation F owns 100%consolidated U.S. federal income taxstatement period for income reported on of the stock of U.S. life insurancereturn.Part I line 11 that differs from the period company P. P owns 100% of the stock of

Whether or not the corporationreported on Part I line 4 or line 7. Report DS1, 60% of the stock of DS2, and 100%
prepares financial statements, Part I, lineon Part I line 10b adjustments to income of the stock of FS1. F prepares certified
11, must include all items that impact thebecause of such differences in accounting audited financial statements. P does not
net income (loss) of the corporation evenperiod. prepare any financial statements. P files a
if they are not recorded in the profit and consolidated U.S. federal income taxFor any adjustments reported on Part loss accounts in the corporation’s general return with DS1.I, lines 10a, 10b, and 10c, attach a ledger, including, for example, allsupporting schedule that provides, for P must not complete Schedule M-3,post-closing adjusting entries (includingeach corporation to which an adjustment Part I, with reference to the financialworkpaper adjustments) and dividendrelates: the name and EIN of the statements of its foreign parent F. P mustincome or other income received fromcorporation, the amount of net income check “No” on Part I, lines 1a, 1b, and 1c,non-includible corporations.included in Part I before any adjustments skip lines 2a through 3c of Part I, and

Example 3.on line 10, the amount of net income enter worldwide net income (loss) per the
included on Part I, line 11, the amount of 1. U.S. life insurance company P is books and records of the includible
the net adjustment that is attributable to publicly traded and files Form 10-K with corporations (P and DS1) on Part I, line 4.
intercompany dividend adjustments the SEC. P owns 80% or more of the If the amount on line 4 includes the
required to be reported by statutory stock of 75 U.S. corporations, DS1 income (loss) of DS2 and FS1 or is not on
accounting and included on Part I, line through DS75, between 51% and 79% of the statutory basis, P must enter any
10a, the amount of the net adjustment the stock of 25 U.S. corporations DS76 necessary adjustments on lines 5a
attributable to other statutory accounting through DS100, and 100% of the stock of through 10 in order for Part I, line 11, to
requirements and included on Part I, line 50 foreign subsidiaries FS1 through report the net income (loss) of includible
10b, , and the amount of the remainder of FS50. P eliminates all dividend income corporations P and DS1, net of
the net adjustment not required because from DS1 through DS100 and FS1 eliminations for transactions between P
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and DS1. In particular, P must make any Part I, line 8, the elimination of the $40 consolidated federal income tax return,
required adjustments on Part I line 10 in even though DS1 is not included in P’sminority interest net income of DS1 and
order for the net income on line 11 for life consolidated financial statements onthe elimination of the $60 of DS1 equity
insurance companies to be on the either a consolidated basis or on theincome. The net result is that P includes
statutory basis. equity method. DS1 has current year netthe $60 of equity method income from

income of $100 after taking into accountDS1 at Part I, line 11, and on Part II, line
its $40 interest payment to P. P has net6, column (a). P’s taxable dividendExample 4.
income of $1,040 after recognition of theincome from its investment in DS1 must1. U.S. life insurance company P
interest income from DS1. Because DS1be reported on Part II, line 7, column (d).owns 60% of corporation DS1 which is
is an includible corporation, 100% of the4. U.S. life insurance company Cfully consolidated in P’s financial
net income of both P and DS1 must beowns 60% of the capital and profitsstatements. P does not account for DS1
reported on Form 1120-L, page 1 of theinterests in U.S. LLC N. C accounts for Nin P’s separate general ledger on the
PDS consolidated U.S. federal income taxin C’s separate general ledger on theequity method. DS1 has net income of
return, and the intercompany interestequity method. N has net income of $100$100 (before minority interests) and pays
income and expense must be removed by(before minority interests) and makes nodividends of $50, of which P receives
consolidation elimination entries.distributions during the tax year. C treats$30. The dividend is eliminated in the

N as a corporation for financial statementconsolidated financial statements. In its P must report its financial statement
purposes and as a partnership for U.S.financial statements, P consolidates DS1 net income of $1,040 on Part I, line 4, and
federal income tax purposes. For equityand includes $60 of net income ($100 reports DS1’s net income of $100 on Part
method reporting on C’s separate generalless the minority interest of $40) on Part I, I, line 7. Then, in order to reflect the full
ledger, C includes its 60% equity share ofline 4. consolidation of the financial accounting
N income, which is $60. In its financial net income of P and DS1 at Part I, lineP must remove the $100 net income of
statements, C eliminates the $60 of N 11, Net income (loss) per incomeDS1 on Part I, line 6a. P must reverse on
equity method income and consolidates N statement of includible corporations, thePart I, line 8, the elimination of the $40
including $60 of net income ($100 less following consolidation and eliminationminority interest net income of DS1. In
the minority interest of $40) on Part I, line entries are reported on Part I, line 8: (a)addition, P reverses its elimination of the
4. offsetting entries to remove the $40 of$30 intercompany dividend in its financial

interest income received from DS1statements on Part I, line 8. The net result C must remove the $100 net income of
included by P on line 4, and to removeis that P includes the $30 dividend from N on Part I, line 6a. C must reverse on
the $40 of interest expense of DS1DS1 at Part I, line 11, and on Part II, line Part I, line 8, the elimination of the $40
included in line 7 for a net change of zero;7, column (a). P’s taxable dividend minority interest net income of N and the
and (b) an entry to reflect the $20 minorityincome from DS1 must be reported on elimination of the $60 of N equity method
interest in the net income of DS1 (DS1Part II, line 7, column (d). income. The result is that C includes the
net income of $100 × 20% minority2. U.S. life insurance company C $60 of equity method income for N on
interest). The result is that Part 1, line 11,owns 60% of the capital and profits Part I, line 11, and on Part II, line 9,
reports $1,120: $1,040 from line 4, $100interests in U.S. LLC N. C does not column (a). C’s taxable income from N
from line 7, and ($20) from line 8. Statedaccount for N in P’s separate general must be reported by C on Part II, line 9,
another way, Part I, line 11, includes theledger on the equity method. N has net column (d).
entire $1,000 net income of P, measuredincome of $100 (before minority interests) 5. U.S. life insurance company C
before recognition of the intercompanyand makes no distributions during the tax owns 60% of the capital and profits
interest income from DS1 and theyear. C treats N as a corporation for interests in U.S. LLC N. C accounts for N
consolidation of DS1 operations, plus thefinancial statement purposes and as a in C’s separate general ledger on the
entire $140 net income of DS1, measuredpartnership for U.S. federal income tax equity method. N has net income of $100
before interest expense to P, less thepurposes. In its financial statements, C (before minority interests) and pays a $50
minority interest ownership of $20 inconsolidates N and includes $60 of net cash distribution, of which C receives
DS1’s separate net income ($100). Theincome ($100 less the minority interest of $30. The dividend reduces C’s investment
PDS consolidated U.S. federal income tax$40) on Part I, line 4. in N for equity method reporting on C’s
group is required to include on theseparate general ledger. C treats N as aC must remove the $100 net income of attached supporting schedule for Part,corporation for financial statementN on Part I, line 6a. C must reverse on line 8, the details of the adjustment to thepurposes and as a partnership for U.S.Part I, line 8, the elimination of the $40 minority interest in the net income of DS1,federal income tax purposes. For equityminority interest net income of N. The but is not required to report the offsettingmethod reporting on C’s separate generalresult is that C includes no income for N adjustment to the intercompanyledger, C includes its 60% equity share ofeither on Part I, line 11, or on Part II, line elimination of interest income and interestN income, which is $60. In its financial9, column (a). C’s taxable income from N expense (though it is permitted to do so).statements, C eliminates the $60 of Nmust be reported by C on Part II, line 9.

equity method income and consolidates N3. U.S. life insurance company P
and includes $60 of net income ($100owns 60% of corporation DS1, which is Specific Instructions forless the minority interest of $40) on Part I,fully consolidated in P’s financial
line 4.statements. P accounts for DS1 in P’s Parts II and III

separate general ledger on the equity C must remove the $100 net income of
method. DS1 has net income of $100 N on Part I, line 6a. C must reverse on For consolidated U.S. income tax returns,
(before minority interests) and pays Part I, line 8, the elimination of the $40 file supporting schedules for each
dividends of $50, of which P receives minority interest net income of N and the includible corporation. See Consolidated
$30. The dividend reduces P’s investment elimination of the $60 of N equity method returns in the Instructions for Form
in DS1 for equity method reporting on P’s income. The result is that C includes the 1120-L.
separate general ledger where P includes $60 of equity method income for N on

General Format of Parts II andits 60% equity share of DS1 income, Part I, line 11, and on Part II, line 9,
which is $60. In its financial statements, P IIIcolumn (a). C’s taxable income from N
eliminates the DS1 equity method income must be reported by C on Part II, line 9, Indicate on the line after the common
of $60 and consolidates DS1, including column (d). parent’s name on Part II and Part III,
$60 of net income ($100 less the minority whether the Schedule M-3 is for the: (1)
interest of $40) on Part I, line 4. Example 5. U.S. life insurance consolidated tax group; (2) parent

company P owns 80% of the stock ofP must remove the $100 net income of corporation; (3) consolidation
corporation DS1. DS1 is included in P’sDS1 on Part I, line 6a. P must reverse on eliminations; (4) subsidiary corporation; or

-9-



Page 10 of 20 Form 1120-L Schedule M-3 Draft Instructions 13:45 - 24-AUG-2006

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

(5) Mixed 1120/L/PC, by checking the a U.S. consolidated tax group, by the Generally, pursuant to SAP, a temporary
appropriate box. If applicable, indicate on group’s parent life insurance company on difference affects (creates, increases, or
the second line of checkboxes, whether Part II, line 30, of the group’s decreases) a deferred tax asset or
the Schedule M-3 is for a consolidated Schedule M-3) in the liability.
sub-consolidated: (6) 1120-L group; or (7) following manner: If the life insurance company does not
1120-L eliminations. (See sections above 1. Report the amount from Part I, line prepare financial statements, or the
titled Schedule M-3 Consolidated 11, on Part II, line 30, column (a); financial statements are not prepared in
Schedule M-3 vs. Consolidating 2. Leave blank Part II, lines 1 through accordance with SAP, report in column
Schedules M-3 for Form 1120-L Groups 29, columns (a) and (d); (b) any difference that the life insurance
and Schedule M-3 Consolidation for 3. Leave blank Part III, columns (a) company believes will reverse in a future
Mixed Groups (1120/L/PC).) and (d); and tax year (that is, have an opposite effect

4. Report on Part II, line 30, columnFor each line item in Parts II and III, on taxable income in a future tax year (or
(d), the sum of Part II, line 29, columnsreport in column (a) the amount of net years) due to the difference in timing of
(a), (b), and (c).income (loss) included in Part I, line 11, recognition for financial accounting and

and report in column (d) the amount U.S. federal income tax purposes) or is
Note. Mixed groups should see theincluded in taxable income on Form the reversal of such a difference that
section, Schedule M-3 Consolidation for1120-L, page 1, line 20. arose in a prior tax year. Report in column
Mixed Groups (1120/L/PC) (c) any difference that the life insuranceNote. A schedule or explanation may be

company believes will not reverse in aIn the case of a U.S. consolidated taxattached to any line even if none is
future tax year (and is not the reversal ofgroup that is not a mixed group, therequired.
such a difference that arose in a prior taxreconciliation described in the preceding

When To Complete Columns (a) year).paragraph must be performed by each
and (d) member of the U.S. consolidated tax If the life insurance company is unable

group. However, because Part I must beA life insurance company is not required to determine whether a difference
completed only once on the consolidatedto complete columns (a) and (d) of Parts between column (a) and column (d) for an
Schedule M-3 by the parent corporationII and III for the first tax year the life item will reverse in a future tax year or is
of the U.S. consolidated tax group, theinsurance company is required to file the reversal of a difference that arose in a
amount reported on Part II, line 30,Schedule M-3, and for all subsequent prior tax year, report the difference for
column (a), by each member of the U.S.years the corporation is required to file that item in column (c).
consolidated tax group on its respectiveSchedule M-3, the corporation must Example 6. For the 2006, 2007, andSchedule M-3 is the amount attributablecomplete Schedule M-3 in its entirety. 2008 tax years, life insurance company Ato that member that is reported on theAccordingly, the life insurance company has total consolidated assets on the lastconsolidated Schedule M-3, Part I, linemust complete columns (a) and (d) of day of the tax year as reported on11, completed by the parent corporation.Parts II and III for all tax years Schedule L, Part II, line 2b, of $8 million,Accordingly, the amount reported on Partsubsequent to the first tax year the life $11 million, and $12 million, respectively.II, line 30, columns (a) through (d) of theinsurance company is required to file A is required to file Schedule M-3 for itsconsolidated Schedule M-3 is the sum ofSchedule M-3. For example, if a 2007 and 2008 tax years.the amounts reported by each member ofcorporation was required to file Schedule

For its 2006 tax year, A voluntarily filesthe U.S. consolidated tax group on itsM-3 as a member of a consolidated U.S.
Schedule M-3 and does not completerespective Schedule M-3 (including afederal income tax group and the
columns (a) and (d) of Parts II and III.Schedule M-3 for consolidationcorporation leaves the U.S. consolidated

eliminations, if necessary). Note that thetax group, the corporation is required to For A’s 2007 tax year, the first tax year
amount reported on Part II, line 30,complete Schedule M-3 in its entirety in that A is required to file Schedule M-3, A
column (a) of the consolidated Scheduleany succeeding tax year that the is only required to complete Part I and
M-3 must equal the amount reported oncorporation is required to complete columns (b) and (c) of Parts II and III. For
Part I, line 11 of the consolidatedSchedule M-3. However, if the A’s 2008 tax year, A is required to
Schedule M-3, and that the amountcorporation joins in filing a different U.S. complete Schedule M-3 in its entirety.
reported on Part II, line 30, column (d) ofconsolidated tax return, then the Example 7. Life insurance company Bthe consolidated Schedule M-3 mustcorporation must complete its Schedule is a U.S. publicly traded corporation thatequal the amount reported on theM-3 in its entirety in any year that the U.S. files a consolidated U.S. federal incomeconsolidated Form 1120-L, page 1, lineconsolidated tax group must complete its tax return and prepares consolidated20.Schedule M-3 in its entirety. SAP/GAAP financial statements. In prior

If, for any tax year (or tax years) prior When To Complete Columns (b) years, B acquired intellectual property (IP)
to the first tax year a life insurance and goodwill through several corporateand (c)
company is required to file Schedule M-3, acquisitions. The IP is amortizable forColumns (b) and (c) of Parts II and IIIa life insurance company voluntarily files both U.S. federal income tax and financialmust be completed for any tax year forSchedule M-3 , then in those voluntary statement purposes. In the current year,which the life insurance company filesfiling years the life insurance company is B’s annual amortization expense for IP isSchedule M-3.not required to complete columns (a) and $9,000 for U.S. federal income tax

For any item of income, gain, loss,(d) of Parts II and III. In addition, in the purposes and $6,000 for financial
expense, or deduction for which there is afirst tax year the life insurance company is statement purposes. In its financial
difference between columns (a) and (d),required to file Schedule M-3 the life statements, B treats the difference in IP
the portion of the difference that isinsurance company is not required to amortization as a temporary difference.
temporary must be entered in column (b)complete columns (a) and (d) of Parts II The goodwill is not amortizable for U.S.
and the portion of the difference that isand III. federal income tax purposes and is
permanent must be entered in column (c).If a life insurance company that is not subject to impairment for financial

a mixed group chooses not to complete If financial statements are prepared by statement purposes. In the current year,
columns (a) and (d) of Parts II and III in the life insurance company in accordance B records an impairment charge on the
the first tax year the life insurance with statutory accounting principles goodwill of $5,000. In its financial
company is required to file Schedule M-3 (SAP), differences that are treated as statements, B treats the goodwill
(or in any year in which the life insurance temporary for SAP must be reported in impairment as a permanent difference. B
company voluntarily files Schedule M-3), column (b) and differences that are must report the amortization attributable
then Part II, line 30, is reconciled by the permanent (that is, not temporary for to the IP on Part III, line 30, and report
life insurance company (or, in the case of SAP) must be reported in column (c). $6,000 in column (a), a temporary
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difference of $3,000 in column (b), and penalties are classified in the life expense item is described on Part III,
$9,000 in column (d). B must report the insurance company’s summary of lines 1 through 37, report the amount of
goodwill impairment on Part III, line 29, operations or the income and expense the item on the applicable line, regardless
and report $5,000 in column (a), a accounts maintained in the life insurance of whether there is a difference for the
permanent difference of ($5,000) in company’s books and records. item. If there is a difference for the
column (c), and $0 in column (d). expense item, or only a portion of theIf a life insurance company would be

expense item has a difference and arequired to report in column (a) of Parts IIReporting Requirements for portion of the item does not have aand III the amount of any item specificallyParts II and III difference and the item is not described inlisted on Schedule M-3 in accordance
Except for mixed group consolidation, the Part III, lines 1 through 37, report andwith the preceding paragraph, except that
number of Parts II must equal the number describe the entire amount of the item onthe life insurance company has
of Parts III filed by the corporation. Mixed Part III, line 38.capitalized the item of income or expense
groups should see the discussion, and reports the amount in its annual If there is no difference between the
Schedule M-3 Consolidation for Mixed statement or in asset and liability annual statement amount and the taxable
groups (1120/L/PC). accounts maintained in the life insurance amount of an entire item of income, loss,

company’s books and records, the life expense, or deduction and the item is notGeneral Reporting
insurance company must report the described or included in Part II, lines 1Requirements
proper tax treatment of the item in through 24, or Part III, lines 1 through 37,

If an amount is attributable to a reportable columns (b), (c), and (d), as applicable. report the entire amount of the item in
transaction described in Regulations column (a) and (d) of Part II, line 28.Furthermore, in applying the twosection 1.6011-4(b), the amount must be

Separately stated and adequatelypreceding paragraphs, a life insurancereported in columns (a), (b), (c), and (d),
disclosed. Each difference reported incompany is required to report in columnas applicable, of Part II, line 12, Items
Parts II and III must be separately stated(a) of Parts II and III the amount of anyrelating to reportable transactions,
and adequately disclosed. In general, aitem specifically listed on Schedule M-3regardless of whether the amount would
difference is adequately disclosed if thethat is included in the life insuranceotherwise be reported on Part II or Part III
difference is labeled in a manner thatcompany’s annual statement or exists inof Schedule M-3. Thus, if a taxpayer files
clearly identifies the item or transactionthe life insurance company’s books andForm 8886, Reportable Transaction
from which the difference arises. Forrecords, regardless of the nomenclatureDisclosure Statement, the amounts
further guidance about adequateassociated with that item in the annualattributable to that reportable transaction
disclosure, see Regulations sectionstatement or books and records. Accuratemust be reported on Part II, line 12.
1.6662-4(f) Rev. Proc. 2004-45, 2004-31completion of Schedule M-3 requires

A life insurance company is required to I.R.B. 140 and Rev. Proc. 2005-75,reporting amounts according to the
report in column (a) of Parts II and III the 2005-50 I.R.B. 1137. If a specific item ofsubstantive nature of the specific line
amount of any item specifically listed on income, gain, loss, expense, or deductionitems included in Schedule M-3 and
Schedule M-3 that is in any manner is described on Part II, lines 9 through 24,consistent reporting of all transactions of
included in the life insurance company’s or Part III, lines 1 through 37, and the linelike substantive nature that occurred
current year annual statement net income does not indicate to “attach schedule” orduring the tax year. For example, all
(loss) or in an income or expense account “attach details”, and the specificexpense amounts that are included in the
maintained in the life insurance instructions for the line do not call for anannual statement or exist in the books
company’s books and records, even if attachment of a schedule or statement,and records that represent some form of
there is no difference between that then the item is considered separately“Bad debt expense”, must be reported on
amount and the amount included in stated and adequately disclosed if thePart III, line 33, in column (a), regardless
taxable income unless (a) otherwise item is reported on the applicable line andof whether the amounts are recorded or
provided in these instructions or (b) the the amount(s) of the item(s) are reportedstated under different nomenclature in the
amount is attributable to a reportable in the applicable columns of theannual statement or the books and
transaction described in Regulations applicable line. See the instructionsrecords such as: “Provision for doubtful
section 1.6011-4(b) and is therefore beginning on page 8 for specificaccounts”; “Expense for uncollectible
reported on Part II, line 12. For example, additional information required to benotes receivable”; or “Impairment of trade
with the exception of interest income provided for amounts reported on Part II,accounts receivable”. Likewise, as stated
reflected on a Schedule K-1 received by a lines 1 through 8.in the preceding paragraph, all fines and
life insurance company as a result of the penalties must be included on Part III, line Note. A schedule or explanation may belife insurance company’s investment in a 12, column (a), regardless of the attached to any line even if none ispartnership or other pass-through entity, terminology or nomenclature attached to required. Except as otherwise provided,all interest income, whether from them by the life insurance company in its differences for the same item must beunconsolidated affiliated companies, third books and records or annual statement. combined or netted together and reportedparties, banks, or other entities, whether

as one amount on the applicable line ofWith limited exceptions, Part IIfrom foreign or domestic sources,
Schedule M-3. However, differences forincludes lines for specific items of income,whether taxable or exempt from tax and
separate items must not be combined orgain, or loss (income items). (See Part II,regardless of how or where the income is
netted together. Each item (andlines 1 through 24.) If an income item isclassified in the life insurance company’s
corresponding amount attributable to thatdescribed in Part II, lines 1 through 24,annual statement, must be included on
item) must be separately stated andreport the amount of the item on thePart II, line 13, column (a). Likewise, all
adequately disclosed on the applicableapplicable line, regardless of whetherfines and penalties paid to a government
line of Schedule M-3, or any schedulethere is a difference for the item. If thereor other authority for the violation of any
required to be attached, even if theis a difference for the income item, or onlylaw for which fines or penalties are
amounts are below a certain dollara portion of the income item has aassessed must be included on Part III,
amount.difference and a portion of the item doesline 12, column (a), regardless of the

not have a difference, and the item is notgovernment authority that imposed the Example 8. Life insurance company C
described in Part II, lines 1 through 24,fines or penalties, regardless of whether is a calendar year taxpayer that placed in
report and describe the entire amount ofthe fines or penalties are civil or criminal, service ten depreciable fixed assets in
the item on Part II, line 25.regardless of the classification, 2000. C was required to file Schedule M-3

nomenclature, or terminology attached to With limited exceptions, Part III for its 2006 tax year and is required to file
the fines or penalties by the imposing includes lines for specific items of Schedule M-3 for its 2007 tax year. C’s
authority in its actions or documents, and expense or deduction (expense items). total depreciation expense for its 2007 tax
regardless of how or where the fines or (See Part III, lines 1 through 37.) If an year for five of the assets is $50,000 for
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summary of operations purposes and purposes on Part II, line 28 and the $50 Line 3. Subpart F, QEF, and
$70,000 for U.S. federal income tax subject to the limitation under section Similar Income Inclusions
purposes. C’s total annual depreciation 274(n) on Part III, line 11.

Report on line 3, column (d), the amountexpense for its 2007 tax year for the other
included in taxable income under sectionfive assets is $40,000 for summary of
951 (relating to Subpart F), gains or otheroperations purposes and $30,000 for U.S. Part II. Reconciliation of income inclusions resulting from electionsfederal income tax purposes. In its annual
under sections 1291(d)(2) and 1298(b)(1),Net Income (Loss) perstatement, C treats the differences
and any amount included in taxablebetween annual statement and U.S. Income Statement of Life income pursuant to section 1293 (relatingfederal income tax depreciation expense
to qualified electing funds). The amount ofInsurance Companies Withas giving rise to temporary differences
Subpart F income corresponds to the totalthat will reverse in future years. C must Taxable Income per Return of the amounts reported by the lifecombine all of its depreciation
insurance company on line 6, Schedule I,adjustments. Accordingly, C must report
of all Forms 5471, Information Return ofon Part III, line 32, for its 2007 tax year Lines 1 Through 8. Additional U.S. Persons With Respect to Certainincome statement depreciation expense Information for Each Life Foreign Corporations. The amount ofof $90,000 in column (a), a temporary Insurance Company qualified electing fund incomedifference of $10,000 in column (b), and
corresponds to the total of the amountsFor any item reported on Part II, lines 1, 3U.S. federal income tax depreciation
reported by the life insurance company onthrough 6, or 8, attach a supportingexpense of $100,000 in column (d).
line 3(a), Part II, of all Forms 8621,schedule that provides the name of the
Return by a Shareholder of a PassiveExample 9. Life insurance company D entity for which the item is reported, the
Foreign Investment Company or Qualifiedis a calendar year taxpayer that was type of entity (corporation, partnership,
Electing Fund.required to file Schedule M-3 for its 2006 etc.), the entity’s EIN (if applicable), and

tax year and is required to file Schedule the item amounts for columns (a) through Also include on line 3 PFICM-3 for its 2007 tax year. On December (d). See the instructions for Part II, lines 2 mark-to-market gains and losses under31, 2007, D establishes two reserve and 7, for the specific information section 1296. Do not report such gainsaccounts in the amount of $100,000 for required for those particular lines. and losses on Part II, line 16.each account. One reserve account is an Line 1. Income (Loss) Fromallowance for agency balances that are Line 4. Section 78 Gross-UpEquity Method Foreignestimated to be uncollectible. The second
Report on line 4, column (d), the amountreserve is an estimate of future office Corporations
of any section 78 gross-up notclosure expenses. In its annual Report on line 1, column (a), the income included in column (d) of Part II, linesstatement, D treats the two reserve statement income (loss) included in Part I, 9, 10, and 11, Income (loss) from U.S.accounts as giving rise to temporary line 11, for any foreign corporation partnerships, foreign partnerships anddifferences that will reverse in future accounted for on the equity method and other pass-through entities.  The sectionyears. The two reserves are expenses in remove such amount in column (b) or (c), 78 gross-up amount on this line 4 mustD’s 2007 annual statement but are not as applicable. Report the amount of correspond to the total section 78deductions for U.S. federal income tax dividends received and other taxable gross-up amounts reported by thepurposes in 2007. D must not combine amounts received or includible from corporation on all Forms 1118, Foreignthe Schedule M-3 differences for the two foreign corporations on Part II, lines 2 Tax Credit-Corporations, excluding thereserve accounts. D must report the through 5, as applicable. amounts reported in column (d) of Part II,amounts attributable to the allowance for
lines 9, 10 and 11.Line 2. Gross Foreignbad debts on Part III, line 33, Bad debt

expense/agency balances written off, and Dividends Not Previously Taxed Line 5. Gross Foreignmust separately state and adequately Except as otherwise provided in this Distributions Previously Taxeddisclose the amount attributable to the paragraph, report on line 2, column (d),
other reserve, office closure costs, on a Report on line 5, column (a), anythe amount (before any withholding tax)
required, attached schedule that supports distributions received from foreignof any foreign dividends included in
the amounts at Part III, line 38. corporations that were included in Part I,current year taxable income on Form

line 11, and that were previously taxed for1120-L, page 1, line 20, and report on lineExample 10. Life insurance company U.S. federal income tax purposes. For2, column (a), the amount of dividendsF is a calendar year taxpayer that was example, include in column (a) amountsfrom any foreign corporation included inrequired to file Schedule M-3 for its 2006 that are excluded from taxable incomePart I, line 11. Do not report on Part I, linetax year and is required to file Schedule under sections 959 and 1293(c). Remove2, any amounts that must be reported onM-3 for its 2007 tax year. During 2007, F such amount in column (b) or (c), asPart II, lines 3 or 4, or dividends that wereincurs $200 of meals and entertainment applicable. Report the full amount of thepreviously taxed and must be reported onexpenses that F deducts in computing net distribution before any withholding tax.Part II, line 5. (See the instructions belowincome per the income statement. $50 of Since previously taxed foreignfor Part II, lines 3, 4 and 5.) Reportthe $200 is subject to the 50% limitation distributions are not currently taxable, lineamounts in columns (b) and (c), asunder section 274(n). F treats the 5, column (d) is shaded. (Also, seeapplicable.limitation on deductions for meals and instructions above for Part II, line 2.)entertainment as a permanent difference. For any dividends reported on Part II,
Because meals and entertainment line 2, that are received on a class of Line 6. Income (Loss) From
expenses are specifically described in voting stock of which the life insurance Equity Method U.S.Part III, line 11, Meals and entertainment, company directly or indirectly owned 10%

CorporationsF must report all of its meals and or more of the outstanding shares of that
entertainment expenses on this line, class at any time during the tax year, Report on line 6, column (a), the income
regardless of whether there is a report on an attached supporting statement income (loss) included in Part I,
difference. Accordingly, F must report schedule for Part II, line 2, (1) the name line 11, for any U.S. corporation
$200 in column (a), $25 in column (c), of the dividend payer, (2) the payer’s EIN accounted for on the equity method and
and $175 in column (d). F must not report (if applicable), (3) the class of voting stock remove such amount in column (b) or (c),
the $150 of meals and entertainment on which the dividend was paid, (4) the as applicable. Report on Part II, line 7,
expenses that are deducted in F’s annual percentage of the class directly or dividends received from any U.S.
statement net income and are fully indirectly owned, and (5) to (8) the item corporation accounted for on the equity
deductible for U.S. federal income tax amounts for columns (a) through (d). method.
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a consolidated U.S. federal income tax distributive share of income or loss from aLine 7. U.S. Dividends Not
return with DS1 as the GDS1 U.S. U.S. or foreign partnership; andEliminated in Tax Consolidation
consolidated group. G prepares certified 3. In column (d), except for amounts

Report on line 7, column (a), the amount SAP/GAAP financial statements for the described in item 4., below, the sum of all
of dividends included in Part I, line 11 that consolidated financial statement group amounts of income, gain, loss, or
were received from any U.S. corporation. consisting of G and DS1. G has no net deduction attributable to the corporation’s
Report on line 7, column (d), the amount income of its own, and G does not report distributive share of income or loss from a
of any U.S. dividends included in taxable its equity interest in the income of DS1 on U.S. or foreign partnership (i.e., the sum
income on Form 1120-L, page 1, line 20. its separate financial statements. DS1 of all amounts reportable on the

Usually, the amounts included on line has financial statement net income corporation’s Schedule(s) K-1 received
7, columns (a) and (d) include only (before minority interests) and taxable from the partnership (if applicable)),
dividends received from U.S. corporations income of $1,000 ($2,500 of revenue less without regard to any limitations
that are not included in the U.S. $1,500 cost of goods sold). computed at the partner level (e.g.,
consolidated tax group because limitations on utilization of charitableOn the consolidated Schedule M-3,
intercompany dividends (dividends contributions, capital losses, and interestPart I, line 4, Worldwide consolidated net
received from includible corporations expense).income (loss) per income statement, and
listed on Form 851) are eliminated or 4. Do not report on Part II, line 9 oron line 11, Net income (loss) per income
excluded for financial accounting 10, as applicable, any portion of astatement of includible corporations, the
purposes and eliminated for the corporation’s deduction under section 199U.S. consolidated tax group GDS1 must
calculation of U.S. taxable income. In the (income attributable to domesticreport $900 of financial statement net
case of an insurance company included in production activities) even if some or all ofincome ($1,000 net income less $100
the consolidated U.S. federal income tax the corporation’s deduction under sectionminority interest).
return required to report intercompany 199 is attributable to a partnership

The GDS1 group must prepare onedividends as part of statutory accounting interest held by the corporation. A
consolidated Schedule M-3, Parts II andnet income, include such intercompany corporation must report its deduction
III and three additional Schedules M-3,dividends on Part II, line 7 column (a) and under section 199 only on Part III, Line
Parts II and III: one for G, one for DS1,the taxable amount of those dividends on 37.
and one for consolidation eliminations.Part II, line 7 column (d). (For insurance

companies included in the consolidated For each partnership reported on line 9On the Schedule M-3, Parts II and III
U.S. federal income tax return, see or 10, attach a supporting schedule thatfor DS1, $1,000 is reported on Part II, line
instructions for Part I, lines 10 and 11.) provides the name, EIN (if applicable),28 and line 30, in both columns (a) and

end of year profit-sharing percentage (if(d). On G’s Schedule M-3, Parts II and III,For any intercompany dividends
applicable), end of year loss-sharingzero is reported on Part II, line 30, in both(dividends received from includible
percentage (if applicable), and thecolumns (a) and (d). On the consolidationcorporations listed on Form 851) included
amount reported in column (a), (b), (c), oreliminations Schedule M-3, Parts II andon Part II, line 7, report on an attached
(d) of lines 9 or 10, as applicable.III, on Part II, line 8 and line 30, thesupporting schedule for Part II, line 7, (1)

minority interest elimination for the U.S.the name of the dividend payer, (2) the Example 12. U.S. life insuranceconsolidated tax group is reported aspayer’s EIN, (3) the class of stock or company H is a calendar year taxpayer($100) in column (a), $100 in column (c),security on which the dividends were that was required to file Schedule M-3 forand $0 in column (d).paid, (4) the amount of any net its 2006 tax year and is required to file
adjustment included on Part I, line 10a, On the Schedule M-3, Parts II and III Schedule M-3 for its 2007 tax year. H has
for such dividends, and (5) to (8) the item for the U.S. consolidated tax group, on an investment in a U.S. partnership USP.
amounts for columns (a) through (d). Part II, line 8, Minority interest for H prepares annual statements in

includible corporations, ($100) is reported accordance with SAP. In its annualFor any dividends included on Part II,
in column (a), $100 in column (c), and $0 statement, H treats the differenceline 7, that are not intercompany
in column (d). On Part II, line 28, the U.S. between annual statement net incomedividends (dividends received from
consolidated tax group reports $1,000 in and taxable income from its investment inincludible corporations listed on Form
both columns (a) and (d). As a result, USP as a permanent difference. For its851) that are received on classes of
financial statement net income on Part II, 2007 tax year, H’s annual statement netvoting stock in which the corporation
line 30, column (a), will total $900, net income includes $10,000 of incomedirectly or indirectly owned 10% or more
permanent differences on Part II, line 30, attributable to its share of USP’s netof the outstanding shares of that class at
column (c), will total $100, and taxable income. H’s Schedule K-1 from USPany time during the tax year, report on an
income on line 30, column (d), will total reports $5,000 of ordinary income, $7,000attached supporting schedule for Part II,
$1,000. of long-term capital gains, $4,000 ofline 7, (1) the name of the dividend payer,

charitable contributions, and $200 of(2) the payer’s EIN (if applicable), (3) the Line 9. Income (Loss) From U.S. section 179 expense. H must report onclass of voting stock on which the Partnerships and Line 10. Part II, line 9, $10,000 in column (a), adividend was paid, (4) the percentage of
Income (Loss) From Foreign permanent difference of ($2,200) inthe class directly or indirectly owned, and

column (c), and $7,800 in column (d).Partnerships(5) to (8) the item amounts for columns
(a) through (d). For any interest owned by the corporation Example 13. Same facts as Example

or a member of the U.S. consolidated tax 12 except that corporation H’s charitableLine 8. Minority Interest for group that is treated as an investment in a contribution deduction is whollyIncludible Corporations partnership for U.S. federal income tax attributable to its partnership interest in
Report on line 8, column (a), the minority purposes (other than an interest in a USP and is limited to $90 pursuant to
interest included in the income statement disregarded entity), report amounts on section 170(b)(2) due to other investment
income (loss) on Part I, line 11, for any Part II, line 9 or 10, as described below: losses incurred by H. In its financial
member of the U.S. consolidated tax 1. In column (a) the sum of the statements, H treated this limitation as a
group that is less than 100% owned. corporation’s distributive share of income temporary difference. H must not report

Example 11. Life insurance company or loss from a U.S. or foreign partnership the charitable contribution limitation of
G is a calendar year taxpayer that was that is included in Part I, line 11; $3,910 ($4,000 -$90) on Part II, line 9. H
required to file Schedule M-3 for its 2006 2. In column (b) or (c), as applicable, must report the limitation on Part III, line
tax year and is required to file Schedule except for amounts described in item 4., 21, and report the disallowed charitable
M-3 for its 2007 tax year. G owns 90% of below, the sum of all differences, if any, contributions of ($3,910) in columns (b)
the stock of U.S. corporation DS1. G files attributable to the corporation’s and (d).
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and lists by identifying number on the 8886, identifies the type of reportableLine 11. Income (Loss) From
supporting schedule for Part II, line 12, transaction for the loss, and reports theOther Pass-Through Entities
each sequentially numbered reportable appropriate amounts required for Part II,

For any interest in a pass-through entity transaction and the amounts required for line 12, columns (a) through (d). J must
(other than an interest in a partnership Part II, line 12, columns (a) through (d). report the losses attributable to the other
reportable on Part II, line 9 or 10, as five abandonment losses on Part II, lineIn lieu of the requirements of theapplicable) owned by a member of the 23e, regardless of whether a differencepreceding paragraph, a life insuranceU.S. consolidated tax group (other than exists for any or all of those abandonmentcompany will be considered to havean interest in a disregarded entity), report losses.separately stated and adequatelythe following on line 11:

Example 15. Life insurance companydisclosed a reportable transaction if the1. In column (a) the sum of the
K is a calendar year taxpayer that waslife insurance company attaches acorporation’s distributive share of income
required to file Schedule M-3 for its 2006supporting schedule that provides theor loss from the pass-through entity that is
tax year and is required to file Schedulefollowing for each reportable transaction:included in Part I, line 11;
M-3 for its 2007 tax year. K enters into a1. A description of the reportable2. In column (b) or (c), as applicable,
transaction with contractual protectiontransaction disclosed on Form 8886 forexcept for amounts described in item 4.,
that is a reportable transaction describedwhich amounts are reported on Part II,below, the sum of all differences, if any,
in Regulations section 1.6011-4(b)(4).line 12;attributable to the pass-through entity;
This reportable transaction is the only2. The name and tax shelterand
reportable transaction for K’s 2007 taxregistration number, if applicable, as3. In column (d), except for amounts
year and results in a $7 million capitalreported on lines 1a and 1b, respectively,described in item 4., below, the sum of all
loss for both annual statement purposesof Form 8886; andtaxable amounts of income, gain, loss, or
and U.S. federal income tax purposes.3. The type of reportable transactiondeduction reportable on the corporation’s
Although the transaction does not result(i.e., listed transaction, confidentialSchedules K-1 received from the
in a difference, K is required to report ontransaction, transaction with contractualpass-through entity (if applicable).
Part II, line 12, the following amounts: ($7protection, etc.) as reported on line 2 of4. Do not report on Part II, line 11, any
million) in column (a), zero in columns (b)Form 8886.portion of a corporation’s deduction under
and (c), and ($7 million) in column (d).section 199 (income attributable to
The transaction will be adequatelyIf a transaction is a listed transactiondomestic production activities) even if
disclosed if K attaches a supportingdescribed in Regulations sectionsome or all of the corporation’s deduction
schedule for line 12 that (a) sequentially1.6011-4(b)(2), the description also mustunder section 199 is attributable to an
numbers the Form 8886 and refers to theinclude the description provided on line 3interest in a pass-thru entity held by the
sequentially-numbered Form 8886-X1of Form 8886. In addition, if the reportablecorporation. A corporation must report its
and (b) reports the applicable amountstransaction involves an investment in thededuction under section 199 only on Part
required for line 12, columns (a) throughtransaction through another entity such asIII, Line 37.
(d). Alternatively, the transaction will bea partnership, the description must
adequately disclosed if the supportingFor each pass-through entity reported include the name and EIN (if applicable)
statement for line 12 includes aon line 11, attach a supporting schedule of that entity as reported on line 5 of Form
description of the transaction, the namethat provides that entity’s name, EIN (if 8886.
and tax shelter registration number, ifapplicable), the life insurance company’s Example 14. Life insurance company any, and the type of reportableend of year profit-sharing percentage (if J is a calendar year taxpayer that was transaction disclosed on Form 8886.applicable), the life insurance company’s required to file Schedule M-3 for its 2006end of year loss-sharing percentage (if tax year and is required to file Schedule Line 13. Interest incomeapplicable), and the amounts reported by M-3 for its 2007 tax year. J incurred Report on Part II, line 13, column (a), thethe life insurance company in column (a), seven different abandonment losses total amount of interest income included(b), (c), or (d) of line 11, as applicable. during its 2007 tax year. One loss of $12 on Part I, line 11, and report on Part II,

million results from a reportableLine 12. Items Relating to line 13, column (d), the total amount of
transaction described in Regulations interest income included on Form 1120-L,Reportable Transactions
section 1.6011-4(b)(5), another loss of $5 page 1, line, that is not required to beAny amounts attributable to any million results from a reportable reported elsewhere on Schedule M-3. Inreportable transactions (as described in transaction described in Regulations columns (b) or (c), as applicable, adjustRegulations section 1.6011-4) must be section 1.6011-4(b)(4), and the remaining for any amounts treated for U.S. federalincluded on Part II, line 12, regardless of five abandonment losses are not income tax purposes as interest incomewhether the difference, or differences, reportable transactions. J discloses the that are treated as some other form ofwould otherwise be reported elsewhere in reportable transactions giving rise to the income in the annual statement, or vicePart II or Part III. Thus, if a taxpayer files $12 million and $5 million losses on versa. For example, adjustments toForm 8886 for any reportable transaction separate Forms 8886 and sequentially interest income resulting fromdescribed in Regulations section numbers them X1 and X2, respectively. J adjustments made in accordance with1.6011-4, the amounts attributable to that must separately state and adequately instructions for Part II, line 18, should bereportable transaction must be reported disclose the $12 million and $5 million made in columns (b) and (c) of this lineon Part II, line 12. In addition, all income losses on Part II, line 12. The $12 million 13.and expense amounts attributable to a loss and the $5 million loss will be

reportable transaction must be reported Do not report on this line 13 amountsadequately disclosed if J attaches a
on Part II, line 12, columns (a) and (d) reported in accordance with instructionssupporting schedule for line 12 that lists
even if there is no difference between the for Part II, lines 9, 10 and 11, Part II, lineeach of the sequentially numbered forms,
annual statement amounts and the 12, and Part II line 21,.Form 8886-X1 and Form 8886-X2, and
taxable amounts. with respect to each reportable Line 14. Accrual of BondEach difference attributable to a transaction reports the appropriate

Discountreportable transaction must be separately amounts required for Part II, line 12,
stated and adequately disclosed. A life columns (a) through (d). Alternatively, J’s Report on Line 14, column (a), the
insurance company will be considered to disclosures will be adequate if the amount of accrued bond discount
have separately stated and adequately description provided for each loss on the included in Part 1, line 11. Report on line
disclosed a reportable transaction on line supporting schedule includes the names 14, column (d), the amount of accrued
12 if the life insurance company and tax shelter registration numbers, if bond discount included in taxable income
sequentially numbers each Form 8886 any, disclosed on the applicable Form on Form 1120-L, page 1, line 20. Report
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amounts in columns (b) and (c), as seller/lessor reports the periodic authorized (or unauthorized) change in
applicable. payments as gross rental income and method of accounting made for U.S.

also reports depreciation expense or federal income tax purposes that resultsLine 15. Hedging Transactions deduction. If the transaction is treated as in a section 481(a) adjustment must be
Report on line 15, column (a), the net a sale, the seller/lessor reports gross reported on Part II, line 19, regardless of
gain or loss from hedging transactions profit (sale price less cost of goods sold) whether a separate line for that income or
included in net income per the income from the sale of assets and reports the expense item exists in Part II or Part III.
statement. Report in column (d) the periodic payments as payments of Section 807(f) changes should be
amount of taxable income from hedging principal and interest income. reported on Part III line 25.
transactions as defined in section 1221

On Part II, line 18, column (a), report Example 17. Life insurance company(b)(2). Use columns (b) and (c) to report
the gross profit or gross rental income for N is a calendar year taxpayer that wasall differences caused by treating hedging
statutory income purposes for all sale or required to file Schedule M-3 for its 2006transactions differently for statutory
lease transactions that must be given the tax year and is required to file Scheduleaccounting purposes and for U.S. federal
opposite characterization for tax M-3 for its 2007 tax year. N wasincome tax purposes. For example, if a
purposes. On Part II, line 18, column (d), depreciating certain fixed assets over anportion of a hedge is considered
report the gross profit or gross rental erroneous recovery period and, effectiveineffective under SAP but still is a valid
income for federal income tax purposes. for its 2007 tax year, N receives IRShedge under section 1221(b)(2), the
Interest income amounts for such consent to change its method ofdifference must be reported on line 15.
transactions must be reported on Part II, accounting for the depreciable fixedThe hedge of a capital asset, which is not
line 13, in column (a) or (d), as applicable. assets and begins using the propera valid hedge for U.S. federal income tax
Depreciation expense for such recovery period. The change in method ofpurposes but may be considered a hedge
transactions must be reported on Part III, accounting results in a positive sectionfor SAP purposes, must also be reported
line 32, in column (a) or (d), as applicable. 481(a) adjustment of $100,000 that ishere.
Use columns (b) and (c) of Part II, lines required to be spread over four tax years,

Report hedging gains and losses 13 and 18, and Part III, line 32, as beginning with the 2007 tax year. In its
computed under the mark-to-market applicable to report the differences annual statement, N treats the section
method of accounting on line 15 and not between column (a) and (d). 481(a) adjustment as a temporary
on Part II, line 16, Mark-to-market income difference. N must report on Part II, lineExample 16 Life insurance company(loss). 19, $25,000 in columns (b) and (d) for itsM sells and leases property to customers. 2007 tax year and each of theLine 16. Mark-to-Market Income M is a calendar year taxpayer that was subsequent three tax years (unless N isrequired to file Schedule M-3 for its 2006(Loss) otherwise required to recognize thetax year and is required to file ScheduleReport on line 16 any amount remainder of the 481(a) adjustmentM-3 for its 2007 tax year. For statutoryrepresenting the mark-to-market income earlier). N must not report the sectionaccounting purposes, M accounts foror loss for any securities held by a dealer 481(a) adjustment on Part III, line 32.each transaction as a sale. For U.S.in securities, a dealer in commodities

federal income tax purposes, each of M’s Line 20. Amortization of Interesthaving made a valid election under
transactions must be treated as a lease. Maintenance Reservesection 475(e), or a trader in securities or
In its annual statement, M treats thecommodities having made a valid election Report on Line 20, column (a), thedifference in the statutory accounting andunder section 475(f). “Securities” for amount of interest maintenance reservethe U.S. federal income tax treatment ofthese purposes are securities described amortization included in Part I, line 11.these transactions as temporary. Duringin section 475(c)(2) and section 475(e)(2). Report amounts in columns (b) and (c),2007, M reports in its annual statement“Securities” do not include any items as applicable.$1,000 of sales and $700 of cost of goodsspecifically excluded from sections
sold with respect to 2007 lease Line 21. Original Issue Discount475(c)(2) and 475(e)(2), such as certain
transactions. M receives periodic and Other Imputed Interestcontracts to which section 1256(a)
payments of $500 in 2007 with respect toapplies. Report on line 21 any amounts of originalthese 2007 transactions and similar issue discount (OID) and imputedReport hedging gains and losses transactions from prior years and treats interest. The term 00original issuecomputed under the mark-to-market $400 as principal and $100 as interest discount and other imputed interest’’method of accounting on Part II, line 15 income. For statutory income purposes, includes, but is not limited to:and not on line 16. M reports gross profit of $300 ($1,000

1. The difference between issue price-$700) and interest income of $100 fromLine 17. Deferred and and the stated redemption price atthese transactions. For U.S. federalUncollected Premiums maturity of a debt instrument, which mayincome tax purposes, M reports $500 of
be wholly or partially realized on theReport on Line 17, column (a), the gross rental income (the periodic
disposition of a debt instrument underamount of deferred and uncollected payments) and (based on other facts)
section 1273;premiums included in Part I, line 11. $200 of depreciation deduction on the

2. Amounts that are imputed interestReport on line 17, column (d), the amount property. On its 2007 Schedule M-3, M
on a deferred sales contract underof deferred and uncollected premiums must report on Part II, line 13, $100 in
section 483;included in taxable income on Form column (a), ($100) in column (b), and

3. Amounts treated as interest or OID1120-L, page 1, line 20. Report amounts zero in column (d). In addition, M must
under the striped bond rules underin columns (b) and (c), as applicable. report on Part II, line 18, $300 of gross
Section 1286; andprofit in column (a), $200 in column (b),Line 18. Sale Versus Lease (for 4. Amounts treated as OID under theand $500 of gross rental income inSellers and/or Lessors) below-market interest rate rules undercolumn (d). Lastly, M must report on Part
Section 7872.(Also see the instructions at Part III, line III, line 32, $200 in column (b) and (d).

35, for purchasers and/or lessees.)
Line 19. Section 481(a) Line 22. Market DiscountAsset transfer transactions with
Adjustments Reclassificationperiodic payments characterized for

statutory accounting purposes as either a With the exception of a section 481(a) Report on Line 23, column (a), the
sale or a lease may, under some adjustment that is required to be reported amount of market discount reclassification
circumstances, be characterized as the on Part II, line 12, for reportable included in Part I, line 11. Report on line
opposite for tax purposes. If the transactions, any difference between an 23, column (d), the amount of market
transaction is treated as a lease, the income or expense item attributable to an discount reclassification included in
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taxable income on Form 1120-L, page 1, the treatment of intercompany dividendsLine 23e. Abandonment Losses
line 20. Report amounts in columns (b) and statutory accounting.Report on line 23e any abandonment
and (c), as applicable. losses, regardless of whether the loss is If any “comprehensive income” as

characterized as an ordinary loss or a defined by Statement of FinancialLine 23a. Income Statement capital loss. Accounting Standards (SFAS) No. 130 isGain/loss on Sale, Exchange, reported on this line, describe the item(s)Line 23f. Worthless StockAbandonment, Worthlessness, in detail. Examples of sufficiently detailed
Lossesor Other Disposition of Assets descriptions include “Foreign currency
Report on line 23f any worthless stock translation adjustments” and “gains andOther Than Pass -Through
loss, regardless of whether the loss is losses on available-for-sale securities”.Entities
characterized as an ordinary loss or a Whether an item of income (loss) isReport on line 23a, column (a), all gains capital loss. Attach a schedule that reported on this line 25, or is reported onand losses on the disposition of assets separately states and adequately Part II, line 28, is determined separatelyexcept for gains and losses allocated to discloses each transaction that gives rise by each member of the U.S. consolidatedthe life insurance company from a to a worthless stock loss and the amount tax group and not at the U.S.pass-through entity (e.g., on Schedule of each loss. consolidated tax group level. ForK-1) that are included in the net income

example, U.S. Corporation P has two(loss) per summary of operations of Line 23g. Other Gain/Loss on
subsidiaries, Corporation A and B, thatincludible corporations reported on Part I, Disposition of Assets
are included in P’s consolidated financialline 11. Reverse the amount reported in Report on line 23g any gains or losses statements and in P’s consolidated U.S.column (a) in column (b) or (c), as from the sale or exchange of property that federal income tax return. For financialapplicable. The corresponding gains and are not reported on lines 23b through 23f. statement purposes, P, A, and Blosses for U.S. federal income tax
recognize revenue from the sale ofpurposes are reported on Part II, lines Line 24. Capital loss limitation
inventory upon delivery to the customer.23b through 23g, as applicable. and carryforward used
For U.S. federal income tax purposes, P

Report as a positive amount on line 24,Line 23b. Gross Capital Gains and A recognize such revenue consistent
columns (b) or (c), as applicable, and (d) with the method used for financialFrom Schedule D, Excluding the excess of the net capital losses over statement purposes, whereas BAmounts From Pass -Through the net capital gains reported on recognizes such revenue based uponEntities Schedule D, Capital Gains and Losses, customer acceptance. P and A must
by the corporation. For a U.S.Report on line 23b, gross capital gains report this revenue in column (a) and (d)
consolidated tax group, the Schedule M-3reported on Schedule D, excluding capital on Part II, line 28, B must report the
adjustment for the amount of thegains from pass-through entities, which following on Part II, line 25: in column (a),
consolidated net capital loss that ismust be reported on Part II, lines 9, 10, or B’s revenue recognized in the financial
disallowed should not be made on the11, as applicable. statements based upon delivery to the
separate consolidating Schedules M-3 of customer; in column (d), B’s revenueLine 23c. Gross Capital Losses the includible corporations, but on the recognized for U.S. federal income tax
separate Schedule M-3 for consolidatedFrom Schedule D, Excluding purposes based upon customer
eliminations (or on Form 8916 in the caseAmounts From Pass -Through acceptance; and in column (b) or (c), as
of a mixed group) as described in theEntities, Abandonment Losses, applicable, the difference between B’s
section, Completion of Schedule M-3 and revenue recognized in its financialand Worthless Stock Losses Certain Allocations, Limitations, and statements and in its U.S. federal taxableReport on line 23c, gross capital losses Carryovers. income.reported on Schedule D, excluding capital

If the corporation utilizes a capital losslosses from (a) pass-through entities, Line 27. Total Expense/carryforward on Schedule D in the currentwhich must be reported on Part II, lines 9, Deduction Itemstax year, report the carryforward utilized10 or 11, as applicable; (b) abandonment
as a negative amount on Part II, line 24, Report on Part II, line 27, columns (a)losses, which must be reported on Part II,
columns (b) or (c), as applicable, and through (d), as applicable, the negative ofline 23e; and (c) worthless stock losses,
column (d). For a U.S. consolidated tax the amounts reported on Part III, line 39,which must be reported on Part II, line
group, the Schedule M-3 adjustment for columns (a) through (d). For example, if23f. Do not report on line 23c capital
the amount of the consolidated capital Part III, line 39, column (a), reflects anlosses carried over from a prior tax year
loss carryforward should not be made on amount of $1 million then report on Partand utilized in the current tax year. See
the separate consolidating Schedules M-3 II, line 27, column (a), ($1 million).the instructions for Part II, line 24,
of the includible corporations, but on the Similarly, if Part III, line 39, column (b),regarding the reporting requirements for
separate Schedule M-3 for consolidation reflects an amount of ($50,000), thencapital loss carryovers utilized in the
eliminations (or on Form 8916 in the case report on Part II, line 27, column (b),current tax year.
of a mixed group) as described in the $50,000.
section, Completion of Schedule M-3 andLine 23d. Net Gain/Loss Line 28. Other Items With NoCertain Allocations, Limitations, andReported on Form 4797, Line Carryovers. Differences17, Excluding Amounts From

If there is no difference between theLine 25. Other Income (Loss)Pass -Through Entities,
statutory accounting amount and theItems With DifferencesAbandonment Losses, and taxable amount of an entire item of

Separately state and adequately discloseWorthless Stock Losses income, gain, loss, expense, or deduction
on Part II, line 25, all items of incomeReport on line 23d the net gain or loss and the item is not described or included
(loss) with differences that are notreported on line 17 of Form 4797, Sales in Part II, lines 1 through 25, or Part III,
otherwise listed on Part II, lines 1 throughof Business Property, excluding amounts lines 1 through 38, report the entire
24. Attach a schedule that itemizes thefrom (a) pass-through entities, which must amount of the item in columns (a) and (d)
type of income (loss) and the amount ofbe reported on Part II, lines 9, 10, or 11, of line 28. If a portion of an item of
each item.as applicable; (b) abandonment losses, income, loss, expense, or deduction has

which must be reported on Part II, line For insurance companies included in a difference and a portion of the item
23e; and (c) worthless stock losses, the consolidated U.S. federal income tax does not have a difference, do not report
which must be reported on Part II, line return, see instructions for Part I, lines 10 any portion of the item on line 28. Instead,
23f. and 11, and Part II, line 7, for guidance on report the entire amount of the item (i.e.,
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both the portion with a difference and the A U.S. consolidated tax group must on Form 1120-L, page 1, line 20. Report
portion without a difference) on the complete lines 1 through 6 in accordance amounts in columns (b) and (c), as
applicable line of Part II, lines 1 through with the allocation of tax expense among applicable.
25, or Part III, lines 1 through 38. See the members of the U.S. consolidated tax Line 10. Amortization ofExample 10. group in the financial statements (or its

Deferred Acquisition Costsbooks and records, if applicable). If theLine 29a. Life insurance current and deferred U.S., state, and Report on line 10, column (d), the amount
subgroup reconciliation totals. foreign income tax expense for the U.S. of deferred acquisition costs amortized

consolidated tax group (income taxAdd lines 26 through 28. and taken into account in taxable income
expense) is allocated among the on Form 1120-L, page 1, line 20. ReportLine 29b. 1120 subgroup members of the U.S. consolidated tax amounts in columns (b) and (c), as

reconciliation totals. group in the group’s financial statements applicable.
(or its books and records, if applicable),This line 29b is only used by mixed Line 11. Meals andthen each member must report itsgroups. See the discussion, Schedule

Entertainmentallocated income tax expense on Part III,M-3 Consolidation for Mixed Groups
lines 1 through 6, of that member’s(1120/L/PC). Report on line 11, column (a), any
separate Schedule M-3. However, if the amounts paid or accrued by the lifeLine 29c. PC insurance income tax expense is not shared or insurance company during the tax year

subgroup reconciliation totals. allocated among members of the U.S. for meals, beverages, and entertainment
consolidated tax group but is retained inThis line 29c is only used by mixed that are accounted for in statutory
the parent corporation’s financialgroups. See the discussion, Schedule accounting income, regardless of the
statements (or books and records, ifM-3 Consolidation for Mixed groups classification, nomenclature, or
applicable), then amounts are reported(1120/L/PC). terminology used for such amounts, and
only on Part III, lines 1 through 6, of the regardless of how or where such amountsLine 30. Reconciliation Totals. parent’s separate Schedule M-3. are classified in the life insurance

Combine lines 29a through 29c. company’s statutory income statement orLine 7. Foreign Withholding
the income and expense accountsIf a life insurance company that is not Taxes maintained in the life insurancea mixed group chooses not to complete

Report on line 7, column (a), the amount company’s books and records. Reportcolumns (a) and (d) of Parts II and III in
of foreign withholding taxes included in only amounts not otherwise reportablethe first tax year the life insurance
statutory accounting net income on Part I, elsewhere on Schedule M-3, Parts II andcompany is required to file Schedule M-3
line 11. If the life insurance company is III.(or for any year in which the life insurance
deducting foreign tax, use column (b) orcompany voluntarily files Schedule M-3), Line 12. Fines and Penalties(c), as applicable, to correct for anyPart II, line 30, is reconciled by the life
difference between foreign withholding Report on line 12 any fines or similarinsurance company (or, in the case of a
tax included in statutory accounting net penalties paid to a government or otherU.S. consolidated tax group, on the
income and the amount of foreign authority for the violation of any law forgroup’s consolidated Schedule M-3) in
withholding taxes being deducted in the which fines or penalties are assessed. Allthe following manner:
return. If the life insurance company is fines and penalties expensed in financial1. Report the amount from Part I, line crediting foreign withholding taxes against accounting income (paid or accrued) must11, on Part II, line 30, column (a); the U.S. income tax liability, use column be included on this line 12, column (a),2. Leave blank Part II, lines 1 through (b) or (c), as applicable, to negate the regardless of the government or other29, columns (a) and (d); amount reported in column (a). authority that imposed the fines or3. Leave blank Part III, columns (a) penalties, regardless of whether the finesLine 8. Equity Basedand (d); and and penalties are civil or criminal,4. Report on Part II, line 30, column Compensation regardless of the classification,(d), the sum of Part II, line 29, columns Report on line 8 any amounts for nomenclature, or terminology used for the(a), (b), and (c). equity-based compensation or fines or penalties by the imposing
consideration that are reflected as authority in its actions or documents, andNote. Mixed groups should see the expense in the annual statement (column regardless of how or where the fines orsection, Schedule M-3 Consolidation for (a)) or deducted in the U.S. federal penalties are classified in theMixed Groups (1120/L/PC) income tax return (column (d)) other than corporation’s financial income statement
amounts reportable elsewhere on or the income and expense accounts
Schedule M-3, Parts II and III. Examples maintained in the corporation’s books andPart III. Reconciliation of of amounts reportable on line 8 include records. Also report on line 12, column
incentive stock options, nonqualified stock (a), the reversal of any overaccrual of anyNet Income (Loss) per
options, payments attributable to amount described in this paragraph. SeeIncome Statement of employee stock purchase plans (ESPPs), section 162(f) for additional guidance.
phantom stock options, phantom stockIncludible Corporations Report on line 12, column (d), anyunits, stock warrants, stock appreciation such amounts as are described in therights, and restricted stock, regardless ofWith Taxable Income per preceding paragraph that are includible inwhether such payments are made to taxable income, regardless of theReturn — Expense/ employees or non-employees, or as financial accounting period in which suchpayment for property or compensation forDeduction Items amounts were or are included in financialservices. accounting net income. Complete

If the amounts include incentive stock columns (b) and (c) as appropriate.Lines 1 Through 6. Income Tax options or nonqualified stock options,
Do not report on this Part III, line 12,Expense attach a detail schedule separately stating

amounts required to be reported inIf the life insurance company does not each.
accordance with instructions for Part III,distinguish between current and deferred Line 9. Capitalization of line 13.income tax expense in its annual

Deferred Acquisition Costsstatement (or its books and records, if Do not report on this Part III, line 12,
applicable), report income tax expense as Report on line 9, column (d), the amount amounts recovered from insurers or any
current income tax expense using lines 1, of deferred acquisition costs capitalized other indemnitors for any fines and
3, and 5, as applicable. and taken into account in taxable income penalties described above.
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Line 13. Judgments, Damages, Line 17. Other Post-Retirement Line 22. Change in Section
Awards, and Similar Costs. Benefits 807(c)(1) Tax Reserves
Report on line 13, column (a), the amount Report on line 17 any amounts Report on Line 22, column (a), the
of any estimated or actual judgments, attributable to other post-retirement change in section 807(c)(1) life insurance
damages, awards, settlements, and benefits not otherwise includible on Part reserves included in Part I, line 11. Report
similar costs, however named or III, line 16, for example, retiree health and on line 22, column (d), the change in
classified, included in financial accounting life insurance coverage, dental coverage, section 807(c)(1) life insurance reserves
income, regardless of whether the etc. included in taxable income on Form
amount deducted was attributable to an 1120-L, page 1, line 20. Report amounts

Line 18. Deferredestimate of future anticipated payments or in columns (b) and (c), as applicable.
Compensationactual payments. Also report on line 13, Line 23. Change in Sectioncolumn (a), the reversal of any Report on line 18, column (a), any 807(c)(2) Tax Reservesoveraccrual of any amount described in compensation expense included in the

this paragraph. Report on Line 23, column (a), thenet income (loss) amount reported in Part
change in section 807(c)(2) unearnedI, line 11, that is not deductible for U.S.

Report on line 13, column (d), any premiums and unpaid losses included infederal income tax purposes in the
such amounts as are described in the Part I, line 11. Report on line 23, columncurrent tax year and that was not reported
preceding paragraph that are includible in (d), the change in section 807(c)(2)elsewhere on Schedule M-3, column (a).
taxable income, regardless of the unearned premiums and unpaid lossesReport on line 18, column (d), any
financial accounting period in which such included in taxable income on Formcompensation deductible in the current
amounts were or are included in financial 1120-L, page 1, line 20. Report amountstax year that was not included in the net
accounting net income. Complete in columns (b) and (c), as applicable.income (loss) amount reported in Part I,
columns (b) and (c) as appropriate. line 11, for the current tax year and that is Line 24. Change in All Other

not reportable elsewhere on ScheduleDo not report on this Part III, line 13, Section 807(c) Tax ReservesM-3. For example, report originations andamounts required to be reported in Report on Line 24, column (a), thereversals of deferred compensationaccordance with instructions for Part III, change in all other section 807(c)subject to section 409A on line 18.line 12. reserves included in Part I, line 11. Report
Line 20. Charitable Contribution on line 24, column (d), the change in allDo not report on this Part III, line 13,

other section 807(c) reserves included inof Intangible Propertyamounts recovered from insurers or any
taxable income on Form 1120-L, page 1,other indemnitors for any judgments, Report on line 20 any charitable
line 20. Report amounts in columns (b)damages, awards, or similar costs contribution of intangible property, for
and (c), as applicable.described above. example, contributions of:

• Intellectual property, patents including Line 25. Section 807(f)
any amounts of additional contributionsLine 14. Parachute Payments Adjustments for Change in
allowable by virtue of income earned byReport on line 14, column (a), the total Computing Reserves.donees subsequent to the year ofexpense included in statutory accounting Report on line 25, column (d), the sectiondonation), copyrights, trademarks;net income on Part I, line 11, that is 807(f) adjustments included in taxable• Securities (including stocks and theirsubject to section 280G. Report in column income on Form 1120-L, page 1, line 20.derivatives, stock options, and bonds);(b) or (c), as applicable, the amount of Report amounts in columns (b) and (c),• Conservation easements (includingnondeductible parachute payments as applicable.scenic easements or air rights);pursuant to section 280G , and report in
• Railroad rights of way;column (d) the deductible amount of Line 26. Section 807(a)(2)(B)• Mineral rights; andcompensation after any excess parachute Tax Reserve Amount with• Other intangible property.payment limitations under section 280G. Respect to Policyholder Share

If a payment is subject to limitation under Line 21. Charitable Contribution of Tax Exempt Interestboth sections 162 (m) and 280G, report
Limitation/ Carryforward Report on line 26, column (d), the changethe total payment on this line 14.

in section 807(a)(2)(B) tax reserveReport as a negative amount on this line
amount with respect to policyholder share21, columns (b), (c), and (d), asLine 15. Compensation With
of tax exempt interest included in taxableapplicable, the excess of charitableSection 162(m) Limitation
income on Form 1120-L, page 1, line 20.contributions made during the tax yearReport on line 15, column (a), the total Report amounts in columns (b) and (c),over the amount of the charitableamount of non-performance-based as applicable.contribution limitation amount.current compensation expense for the
Line 27. Current YearIf the corporation utilizes a contributioncorporate officers to whom section 162

carryforward in the current tax year,(m) applies. Report the nondeductible Acquisition/Reorganization
report the carryforward utilized as aamount of current compensation in Costs
positive amount on columns (b), (c), andexcess of $1 million in column (b) or (c), Report on line 27 any investment(d), as applicable.as applicable, and the deductible banking, legal and accounting and anycompensation in column (d). If a payment When a consolidated federal income other fees paid or incurred in connectionis subject to limitation under both sections tax return is being filed, Schedule M-3 with a taxable or tax-free acquisition of162(m) and 280G, report the total adjustments for the amount of charitable property (e.g., stock or assets) or apayment on Part III, line 14, Parachute contributions in excess of the limitation, or tax-free reorganization. Report on this linepayments. See Regulations section for charitable contribution carryforward any investment banking fees, legal and1.162-27(g) for the interaction between utilized, should not be made on the accounting and any other fees paid orsections 162(m) and 280G. separate consolidating Schedules M-3 of incurred at any stage of the acquisition or
the includible corporations, but on the reorganization process including, forLine 16. Pension and separate consolidating Schedule M-3 for example, fees paid or incurred to evaluate

Profit-Sharing consolidation eliminations ( or on Form whether to investigate an acquisition, fees
Report on line 16 any amounts 8916 in the case of a mixed group) as to conduct an actual investigation, and
attributable to the life insurance described in Completion of Schedule M-3 fees to consummate the acquisition. Also
company’s pension plans, profit-sharing and Certain Allocations, Limitations, and include on this line any investment
plans, and any other retirement plans. Carryovers. banking fees, legal and accounting and

-18-



Page 19 of 20 Form 1120-L Schedule M-3 Draft Instructions 13:45 - 24-AUG-2006

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

any other fees paid or incurred in X reports $1,200 in columns (b) and (d)Line 35. Purchase Versus Lease
connection with the liquidation of a for the depreciation deduction.(for Purchasers and/or
subsidiary, a spin-off of a subsidiary, or Lessees) Line 36. Interest Expensean initial public stock offering. Attach a

Note. Also see the instructions at Part II, Report on Part III, line 36, column (a), theschedule separately stating acquisition/
line 18, for sellers and/or lessors. total amount of interest expense includedreorganization investment banking fees,

on Part I, line 11, and report on Part III,legal and accounting fees, and other Asset transfer transactions with
line 36, column (d), the total amount ofcosts. Report amounts in columns (b) and periodic payments characterized for
interest deduction included on Form(c), as applicable. statutory accounting purposes as either a
1120-L, page 1, line 20, that is notpurchase or a lease may, under someLine 28. Amortization of required to be reported elsewhere oncircumstances, be characterized as theAcquisition, Reorganization, Schedule M-3. In columns (b) or (c), asopposite for tax purposes.and Start-Up Costs applicable, include any adjustments for
any amounts treated for U.S. federalIf a transaction is treated as a lease,Report on line 28 amortization of
income tax purposes as interestthe purchaser/lessee reports the periodicacquisition, reorganization, and start-up
deduction that are treated as some otherpayments as gross rental expense. If thecosts. For purposes of column (b), (c),
form of expense in the financialtransaction is treated as a purchase, theand (d), include amounts amortizable
statements, or vice versa. For example,purchaser/lessee reports the periodicunder section 167, 195, or 248.
adjustments to interest expense/payments as payments of principal and

Line 29. Amortization/ deduction resulting from adjustmentsinterest and also reports depreciation
Impairment of Goodwill, made in accordance with the instructionsexpense or deduction with respect to the

for Part III, line 35, Purchase versus leasepurchased asset.Insurance in Force and Ceding
(for purchasers and/or lessees), shouldCommissions Report on Part III, line 35, column (a), be made in columns (b) and (c), asReport on line 29 amortization of goodwill, gross rent expense for a transaction applicable, on this line 36.insurance in force and ceding treated as a lease for income statement

Do not report on this line 36 amountscommissions or amounts attributable to purposes but as a sale for tax return
reported in accordance with thethe impairment of goodwill, insurance in purposes. Report on Part III, line 35,
instructions for (i) Part II, lines 9, 10, andforce and ceding commissions. Attach a column (d), gross rental deductions for a
11, Income (loss) from U.S. partnerships,schedule separately stating the amounts transaction treated as a lease for tax
foreign partnerships, and otherfor each item. purposes but as a purchase for annual
pass-through entities, and (ii) Part II, linestatement purposes. Report interestLine 30. Other Amortization or 12, Items relating to reportableexpense or deduction amounts for suchImpairment Write-Offs transactions.transactions on Part III, line 36, Interest

Report on line 30 any amortization or expense/deduction , in column (a) or (d), Line 37. Domestic Productionimpairment write-offs not otherwise as applicable. Report depreciation Activities Deductionincludible on Schedule M-3. expense or deductions for such
Report on Part III, line 37, column (d), thetransactions on Part III, line 32,Line 31. Section 846 Amount amount of the domestic productionDepreciation, in column (a) or (d), as

Report on line 31, column (d), the section activities deduction included in taxableapplicable. Use columns (b) and (c) of
846 amount included in taxable income income on Form 1120-L, page 1, line 20.Part III, lines 32, 35, and 36, as
on Form 1120-L, page 1, line0. Report Complete columns (b) and (c), asapplicable, to report the differences
amounts in columns (b) and (c), as applicable. Do not report any portion ofbetween column (a) and (d) for such
applicable. the corporation’s domestic productionrecharacterized transactions.

activities deduction on any other line ofLine 32. Depreciation Example 18. U.S. life insurance Schedule M-3.
Report on line 32 any depreciation company X acquired property in a
expense that is not required to be transaction that, for statutory accounting Line 38. Other Expense/
reported elsewhere on Schedule M-3 purposes, X treats as a lease. X is a Deduction Items With
(e.g., on Part II, lines, 9, 10, or 11). calendar year taxpayer that was required Differences

to file Schedule M-3 for its 2006 tax year
Report on Part III, line 38, all items ofLine 33. Bad Debt Expense and/ and is required to file Schedule M-3 for its
expense/deduction that are not otherwiseor Agency Balances Written Off 2007 tax year. For U.S. federal income
listed on Part III, lines 1 through 37.Report on line 33, column (a), any tax purposes, because of its terms, the

amounts attributable to an allowance for transaction is taxed as a purchase and X Whether an expense/deduction item is
uncollectible accounts receivable or must treat the periodic payments it makes reported on this line 38, or reported on
actual write-offs of accounts receivable partially as payment of principal and Part II, line 28, Other items with no
included in net income per the income partially as payment of interest. In its differences, is determined separately by
statement. Also report on this line agency annual statement, X treats the difference each member of the U.S. consolidated tax
balances written off per the annual between the statutory accounting and group and not at the U.S. consolidated
statement. Report in column (d) the U.S. federal tax treatment of this tax group level.  For example, U.S.
amount of bad debt expense deductible transaction as temporary. During 2007, X Corporation P has two subsidiaries, A and
for federal income tax purposes in reports in its annual statement $1,000 of B, that are included in P’s consolidated
accordance with section 166. gross rental expense that, for federal financial statements and in P’s

income tax purposes, is recharacterized consolidated U.S. federal income taxLine 34. Corporate Owned Life as a $700 payment of principal and a return.  For financial statement purposes,
Insurance Premiums $300 payment of interest, accompanied P, A, and B recognize real estate tax
Report on line 34 all amounts of by a depreciation deduction of $1,200 expense when accrued.  For U.S. federal
insurance premiums attributable to any (based on other facts). On its 2007 income tax purposes, P and A recognize
life insurance policy if the life insurance Schedule M-3, X must report the following such expense consistent with the method
company is directly or indirectly a on Part III, line 35: column (a) $1,000, its used for financial statement purposes,
beneficiary under the policy or if the policy statutory accounting gross rental whereas B recognizes such deduction
has a cash value. Report in column (d) expense; column (b), ($1,000); and based on a method different from that
the amount of the premiums that are column (d), zero. On Part III, line 36, X used for financial statement purposes. P
deductible for federal income tax reports $300 in columns (b) and (d) for and A must report this expense/deduction
purposes. the interest deduction. On Part III, line 32, in column (a) and (d) on Part II, line 28.  B
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must report the following on Part III, line tax year for U.S. federal income tax annual insurance premiums on its home
38:  in column (a), B’s expense purposes. Examples of reserves that are office building that provides a 12-month
recognized in the financial statements allowed for book purposes, but not for tax coverage period beginning July 1 through
when accrued; in column (d), B’s real purposes include restructuring reserves, June 30. In addition, Q historically
estate tax expense recognized for U.S. reserves for discontinued operations, and prepays 12 months of advertising
federal income tax purposes; and in reserves for acquisitions and dispositions. expense on July 1. On July 1, 2007, Q
column (b) or (c), as applicable, the Only report on line 38 items that are not prepays its insurance premium of
difference between B’s real estate tax required to be reported elsewhere on $500,000 and advertising expenses of
expense in its financial statements and its Schedule M-3, Parts II and III. $800,000. For annual statement
real estate tax deduction recognized for purposes, Q capitalizes and amortizes theThe schedule of details attached to the
U.S. federal taxable income purposes. prepaid insurance and advertising over 12return for line 38 must separately state

months. For U.S. federal income taxComprehensive income. If any and adequately disclose the nature and
purposes, Q deducts the insurance“comprehensive income” as defined by amount of the expense related to each
premium when paid and amortizes theSFAS No. 130 is reported on this line, reserve and/or contingent liability. The
advertising over the 12-month period. Indescribe the item(s) in detail as, for appropriate level of disclosure depends
its annual statement, Q treats theexample, “Foreign currency translation upon each taxpayer’s operational activity
differences attributable to the annualadjustments” and “Gains and losses on and the nature of its accounting records.
statement treatment and U.S. federalavailable-for-sale securities”. For example, if a life insurance
income tax treatment of the prepaidcompany’s net income amount reported inReserves and contingent insurance and advertising as temporarythe income statement includes anticipatedliabilities. differences. Q must separately state andexpenses for a discontinued operation as
adequately disclose on Part III, line 38, itsReport on line 38 amounts related to the a single amount, and its general ledger or
prepaid insurance premium and reportchange in each reserve or contingent other books, records, and workpapers
$250,000 in column (a) ($500,000/12liability that is not required to be reported provide details for the anticipated
months X 6 months), $250,000 in columnelsewhere on Schedule M-3. For expenses under more explanatory and
(b), and $500,000 in column (d). Q mustexample: (1) amounts relating to changes defined categories such as employee
also separately state and adequatelyin reserves for litigation must be reported termination costs, lease cancellation
disclose on Part II, line 28, Other itemson Part III, line 13, Judgments, Damages, costs, loss on sale of equipment, etc., a
with no differences, its prepaid advertisingAwards, and Similar Costs; and (2) supporting schedule that lists those
and report $400,000 in column (a) andamounts relating to changes in reserves categories of expenses and their details
(d).for uncollectible accounts receivable must will satisfy the requirement to separately

be reported on Part III, line 33, Bad Debt state and adequately disclose. In order to Line 39. Total Expense/
Expense and/or Agency Balances Written separately state and adequately disclose Deduction ItemsOff. (See Examples 9 and 19.) the employee termination costs, it is not

Report on Part II, line 27, columns (a)required that an anticipated terminationReport on Part III, line 38, the
though (d), as applicable, the negative ofcost amount be listed for each employee,amortization of various items of prepaid
the amounts reported on Part III, line 39,or that each asset (or category of asset)expense, such as prepaid subscriptions
column (a) through (d), as applicable. Forbe listed along with the anticipated lossand license fees, prepaid insurance, etc.
example, if Part III, line 39, column (a),on disposition.Report on line 38, column (a), reflects an amount of $1 million, thenExample 19. Life insurance companyexpenses included in net income reported report on Part II, line 27, column (a), ($1Q is a calendar year taxpayer that wason Part I, line 11, that are related to million). Similarly, if Part III, line 39,required to file Schedule M-3 for its 2006reserves and contingent liabilities. Report column (b), reflects an amount oftax year and is required to file Scheduleon line 38, column (d), amounts related to ($50,000), then report on Part II, line 27,M-3 for its 2007 tax year. On July 1 ofliabilities for reserves and contingent column (b), $50,000.each year, Q has a fixed liability for itsliabilities that are deductible in the current
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