
 
 

2007 Instructions for Schedule M-3 (Form 1120-PC), 
Net Income (Loss) Reconciliation for U.S. Property and Casualty Insurance 

Companies With Total Assets of $10 Million or More 
 
 
Purpose: This is the first circulated draft of the 2007 Instructions for the Schedule M-3 
(Form 1120-PC) for your review and comments. See below for a discussion of the major 
changes. 
 
TPCC: None, but one may be arranged if requested. 
 
Prior version: The 2006 Instructions for Schedule M-3 (Form 1120-PC) are available at: 
http://www.irs.gov/pub/irs-pdf/f1120pm3.pdf. 
 
Form: The Schedule M-3 (Form 1120-PC) was circulated earlier at: 
http://taxforms.web.irs.gov/Products/Drafts/2007-2/07f1120-PCschM3_d1.pdf. 
 
Other products: Circulations of draft tax forms, instructions, notices, and publications 
are posted at: http://taxforms.web.irs.gov/Circulations/index.htm. 
 
Comments: Please email, fax, call or mail any comments to me by November 30, 2007. 
Comments should also be sent to the reviewer at Clarence.O.Light@irs.gov. 
 
David L. Lupi-Sher 
Tax Forms and Publications 
SE:W:CAR:MP:T:B:C 
Email: david.l.lupisher@irs.gov 
 
 

Major Changes to the 2007 Instructions for 
Schedule M-3 (Form 1120-PC) 

 
 
We deleted the word “federal” wherever used in the term “U.S. federal income tax return” 
since it is redundant when used with “U.S.”  The years used in the examples were 
updated as appropriate.   We also added commas after line numbers, as appropriate.  
We corrected the spelling of “includible” in several places and inserted a hyphen in “sub-
consolidation” to be consistent.  These changes were made to conform to the TFP style 
guide. 
 
All technical changes were made at the request of the LMSB M-3 Team. 
 
Page 1 
 
What’s New  
 
We inserted new text concerning changes made to the Instructions for Schedule M-3. 

• Non-tax-basis and tax-basis financial statements defined for Schedule M-3 filers. 
• Changes to Part I, line 7a and 7b. 
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• Form 8916-A expanded to include Interest Income and Interest Expense. 
• Part II, line 29a, instructions expanded. 
• Reportable entity partner discussion. 
• Clarification that expense and deduction amounts that reduce financial 

accounting and taxable income, respectively, must be reported as positive 
amounts in Part III. 

• “Optional” has been deleted from columns (a) and (d) of Parts II and III as these 
entries were optional for all filers in 2006, but may not be in 2007.  

 
 
Page 2 
 
Schedule L 
 
We inserted a new first paragraph concerning non-tax-basis income statements at the 
beginning of the discussion. 
 
We inserted a new paragraph regarding differences in the measurements of total assets 
at the beginning and the end of the year for purposes of Schedule L.  
 
We inserted a new third paragraph referring to non-tax-basis income statements used in 
preparing Schedule M-3 at the end of the section. 
 
 
Entity Considerations for Schedule M-3 
 
We deleted “on or after June 30, 2006,” in the first paragraph at the end of “(1).”   
 
Page 3 
 
Reportable Entity Partner Reporting Responsibilities  
 
We inserted a new paragraph concerning reportable entity partner retention of copies of 
reports. 
 
Page 5  
 
Mixed Group With 1120 Parent:  Transition Rule for Schedule M-3, Parts II and III, 
Columns (a) and (d) For Tax Years Ending December 2006 Through November 
2007.   
 
We deleted this section since it was only for the transition year. 
 
Page 6 
 
Non-Tax-Basis Financial Statement and Tax-Basis Financial Statements.  We 
inserted a new header and text concerning non-tax-basis and tax-basis financial 
statements as applied to Schedule M-3 including the header and text for “Order of 
priority in accounting statements.” 
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Page 7 
 
Line 7a and 7b 
 
We split the header into 7a and 7b to conform to the changes to Part I, lines 7a and 7b.  
We made multiple revisions to the instructions for these lines in order to address 
disregarded and other includible entities.   
 
Page 10 
 
When to complete columns (a) and (d) (cont’d) 
 
We deleted the discussion of the filing requirements for years subsequent to the first 
year as these are discussed earlier in the instructions.    
 
Page 15 
 
Line 13. Interest Income 
 
We inserted a new paragraph stating that Form 8916-A must now be completed as a 
reconciliation for this line.  
 
Page 17 
 
Line 29a. PC Insurance Subgroup Reconciliation Totals  
 
We provided new instructions to clarify reporting on line 29a for mixed groups. 
 
Page 18 
 
Part III. Reconciliation of Net Income (Loss)  
 
We inserted a note clarifying that the expense amounts that reduce financial accounting 
income and the deduction amounts that reduce taxable income must be reported in Part 
III as positive amounts.  
 
Page 20 
 
Line 36. Interest Expense 
 
We inserted a new paragraph stating that Form 8916-A must now be completed. 
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Department of the Treasury
Internal Revenue Service2007

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

• Part II, line 29a, instructions have been • Any U.S. consolidated tax groupSection references are to the Internal
expanded to include how to report consisting of a U.S. parent corporationRevenue Code unless otherwise noted.
consolidating amounts for “mixed groups.” and additional includible corporations

listed on Form 851, Affiliations Schedule,• The word “optional” has been removedGeneral Instructions
required to file Form 1120-PC that reportsfrom columns (a) and (d) in Parts II and
on Schedule L of Form 1120-PC totalIII. Columns (a) and (d) in Parts II and IIIPurpose of Schedule consolidated assets at the end of the taxwere optional for all Schedule M-3 (Form

Schedule M-3 Part I asks certain year that equal or exceed $10 million1120–PC) filers in 2006. However,
questions about the corporation’s must complete and file Schedule M-3columns (a) and (b) may no longer be
financial statements and reconciles instead of Schedule M-1, and must checkoptional for certain taxpayers beginning in
financial statement worldwide net income box (2) Consolidated return (Form2007. See When to Complete Columns
(loss) for the corporation (or consolidated 1120-PC only), or (3) Mixed 1120/L/PC(a) and (d), on page 10.
financial statement group, if applicable), group, as applicable, at the top of page 1• The notification made by a “reportable
as reported on Schedule M-3, Part I, line of Schedule M-3.entity partner” must be retained by both
4, to net income (loss) per the income the reportable entity partner and the Form 1120-PC Schedule M-3 isstatement of the corporation for U.S. partnership. For more information, see effective for any tax year ending on ortaxable income purposes, as reported on Reportable Entity Partner Reporting after December 31, 2006. For purposes ofSchedule M-3, Part I, line 11. Responsibility on page 3. determining whether a corporation with a

• The instructions for Part III clarify that 52-53 week tax year must file ScheduleSchedule M-3 Parts II and III reconcile
expense amounts that reduce financial M-3, such corporation’s tax year isfinancial statement net income (loss) for
accounting income and deduction deemed to end or close on the last day ofthe U.S. corporation (or consolidated tax
amounts that reduce taxable income must the calendar month nearest to the lastgroup, if applicable) (per Schedule M-3,
be reported on Part III as positive day of the 52-53 week tax year. (ForPart I, line 11) to taxable income on Form
amounts. further guidance on 52-53 week tax1120-PC, Schedule A, line 35. For

years, see Regulations sectionproperty and casualty insurance
1.441-2(c)(1).)companies that prepare an annual Where To File

statement, financial statement net income A U.S. property and casualtyIf the corporation is required to file (or(loss) should be reported on the statutory insurance company filing Form 1120-PCvoluntarily files) Schedule M-3 (Formbasis on Part I, line 11. that is not required to file Schedule M-31120-PC), the corporation must file Form
may voluntarily file Schedule M-3 in place1120-PC and all attachments andWhat’s New of Schedule M-1. A property and casualtyschedules, including Schedule M-3 (Form
insurance company filing Schedule M-3• The use of non-tax-basis and tax-basis 1120-PC), with the Department of
must check the box on Form 1120-PC,financial statements and the selection of Treasury, Internal Revenue Service
page 1, item A, indicating that Schedulethe income statement to be used for Center, Ogden, UT 84201-0012.
M-3 is attached (whether required orpurposes of Schedule M-3 and the related
voluntary). A property and casualtybalance sheet amounts that must be used Who Must File insurance company filing Schedule M-3by Schedule M-3 filers in preparing Form
must not file Schedule M-1.1120-PC, Schedule L, are discussed on Effective for any tax year ending on or

page 2 and 6. after December 31, 2006, any domestic If the parent company of a U.S.
corporation or group of corporations• Schedule M-3, Part I, line 7a, is used to consolidated tax group files Form
required to file Form 1120-PC, U.S.report the income (loss) for any other 1120-PC and files Schedule M-3, all
Property and Casualty Insurancedisregarded entity that is not included in members of the group must file Schedule
Company Income Tax Return, thatPart I, line 4, but which is included in Part M-3. However, if the parent corporation of
reports on Schedule L of Form 1120-PCI, line 11. Schedule M-3, Part I, line 7b, is a U.S. consolidated tax group files Form
total assets at the end of the corporation’sused to report the income (loss) for any 1120-PC and any member of the group
tax year that equal or exceed $10 millionother disregarded entity that is not files a Form 1120 or Form 1120-L, U.S.
must complete and file Schedule M-3included in Part I, line 4, but which is Life Insurance Company Income Tax
instead of Schedule M-1, Reconciliationincluded in Part I, line 11. Schedule M-3, Return, that member must file a Form
of Income (Loss) per Books With IncomePart I, line 7b, is used to report the 1120 Schedule M-3 or a Form 1120-L
(Loss) per Return.income (loss) for any other includible Schedule M-3, respectively, and the

entity which is not a disregarded entity • A corporation filing a non-consolidated group must comply with the mixed group
and which is not included in Part I, line 4, Form 1120-PC that reports on Schedule L consolidated Schedule M-3 reporting
but is included in Part I, line 11. for Form 1120-PC total assets that equal described in the section, Schedule M-3
• Form 8916-A, Supplemental or exceed $10 million must complete and Consolidation for Mixed Groups (1120/L/
Attachment to Schedule M-3, must now file Schedule M-3 instead of Schedule PC). A mixed group must also file Form
be attached to support any amounts on M-1 and must check box (1) 8916, Reconciliation of Schedule M-3
Part II, line 13, Interest Income, or Part III, Non-consolidated return, at the top of Taxable Income with Tax Return Taxable
line 36, Interest Expense. page 1 of Schedule M-3. Income for Mixed Groups.

Cat. No. 39943A
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If the parent company of a U.S. group. The ABCD consolidated financial Other Form 1120-PCconsolidated tax group files Form statement reports total year-end assets of
1120-PC and any member of the group $25 million. A is not required to file a U.S. Schedules Affected by
files Form 1120 or Form 1120-L and the income tax return. B files a separate U.S. Schedule M-3consolidated Schedule L reported in the income tax return and reports separate
return includes the assets of all of the company total year-end assets on its Requirements
companies (insurance companies as well Schedule L of $12 million. C files a Report on Schedules L and Formas the non-insurance companies), in consolidated U.S. income tax return with 1120-PC, Schedule A, amounts for theorder to determine if the group meets the D and, after eliminating intercompany U.S. corporation or, if applicable, the U.S.$10 million threshold test for the transactions between C and D, reports consolidated tax group.requirement to file Schedule M-3, use the consolidated total year-end assets on
amount of total assets reported on Schedule L of $8 million. B is required to Schedule L
Schedule L of the consolidated return. If file Schedule M-3 because its total If a non-tax-basis income statement andthe parent company of a U.S. year-end assets reported on Schedule L related non-tax-basis balance sheet isconsolidated tax group files Form exceed $10 million. The CD U.S. prepared for any purpose for a period1120-PC and any member of the group consolidated tax group is not required to ending with or within the tax year,files Form 1120 or Form 1120-L and the file Schedule M-3 because its total Schedule L must be prepared showingconsolidated Schedule L reported in the year-end assets reported on Schedule L non-tax-basis amounts. See thereturn does not include the assets of one do not exceed $10 million. discussion in the instructions for Scheduleor more of the insurance companies in M-3, Part I, line 1, of non-tax-basisthe U.S. consolidated tax group, in order income statements and relatedto determine if the group meets the $10 Other Issues Affecting non-tax-basis balance sheets preparedmillion threshold test for the requirement for any purpose and the impact on theSchedule M-3 Filingto file Schedule M-3, use the sum of the selection of the income statement usedamount of total assets reported on the Requirements for Schedule M-3 and the relatedconsolidated Schedule L plus the non-tax-basis balance sheet amounts thatIf a property and casualty insuranceamounts of all assets reported on Forms must be used for Schedule L.company was required to file Schedule1120 and 1120-L that are included in the

M-3 for the preceding tax year but reports Total assets shown on Schedule L,consolidated return but not included on
on Schedule L of Form 1120-PC total line 15, column (d), must equal the totalthe consolidated Schedule L.
consolidated assets at the end of the assets of the property and casualty

For insurance companies included in current tax year of less than $10 million, insurance company (or, in the case of a
the consolidated U.S. income tax return, the property and casualty insurance U.S. consolidated tax group, the total
see instructions for Part I, lines 10 and 11 company is not required to file Schedule assets of all members of the group listed
and Part II, line 7 for guidance on M-3 for the current tax year. The property on Form 851) as of the last day of the tax
Schedule M-3 reporting of intercompany and casualty insurance company may year, and must be the same total assets
dividends and statutory accounting voluntarily file Schedule M-3 for the reported by the property and casualty
adjustments. current tax year. If for a subsequent tax insurance company (or by each member

year the property and casualty insurance of the U.S. consolidated tax group) in theExample 1.
company is required to file Schedule M-3, annual statements, if any, used for1. U.S. corporation A owns U.S.
the property and casualty insurance Schedule M-3. If the property andsubsidiary B and foreign subsidiary F. For
company must complete Schedule M-3 in casualty insurance company preparesits 2007 tax year, A prepares
its entirety (Part I and all columns in Parts non-tax-basis financial statements,consolidated financial statements with B
II and III) for that subsequent tax year. Schedule L must equal the sum of theand F that report total assets of $12

annual statement total assets for eachmillion. A files a consolidated U.S. income In the case of a U.S. consolidated tax corporation listed on Form 851 andtax return with B and reports total group, total assets at the end of the tax included in the consolidated U.S. incomeconsolidated assets on Schedule L of $8 year must be determined based on the tax return (includible corporation) net ofmillion. A’s U.S. consolidated tax group is total year-end assets of all includible eliminations for intercompanynot required to file Schedule M-3 for the corporations listed on Form 851, net of transactions between includible2007 tax year. eliminations for intercompany corporations. If the property and casualty2. U.S. property and casualty transactions and balances between the insurance company does not prepareinsurance company C owns U.S. property includible corporations. In addition, for non-tax-basis financial statements,and casualty insurance company D. For purposes of determining for Schedule M-3 Schedule L must be based on theits 2007 tax year, C prepares whether the corporation (or U.S. property and casualty company’s booksconsolidated financial statements with D consolidated tax group) has total assets and records. The Schedule L balancebut C and D file separate U.S. income tax at the end of the current tax year of $10 sheet may show tax-basis balance sheetreturns. The consolidated accrual basis million or more, the corporation’s total amounts if the property and casualtyfinancial statements for C and D report consolidated assets must be determined insurance company is allowed to usetotal assets at the end of the taxable year on an overall accrual method of books and records for Schedule M-3 andof $12 million after intercompany accounting unless both of the following the property and casualty insuranceeliminations. C reports separate company apply: (a) the tax returns of all includible company’s books and records reflect onlytotal year-end assets on its Schedule L of corporations in the U.S. consolidated tax tax-basis amounts.$7 million. D reports separate company group are prepared using an overall cash
total year-end assets on its Schedule L of Generally, total assets at the beginningmethod of accounting, and (b) no
$6 million. Neither C nor D is required to of the year (Schedule L, line 15, columnincludible corporation in the U.S.
file Schedule M-3 for the 2007 tax year. (b)) must equal total assets at the close ofconsolidated tax group prepares or is

3. Foreign corporation A owns 100 the prior year (Schedule L, line 15,included in financial statements prepared
percent of both U.S. property and column (d)). For each Schedule L balanceon an accrual basis.
casualty insurance company B and U.S. sheet item reported for which there is a

See the instructions for Schedule M-3,property and casualty insurance company difference between the current opening
Part I, line 1, regarding non-tax-basisC. C owns 100 percent of U.S. property balance sheet amount and the prior
income statements and relatedand casualty insurance company D. For closing balance sheet amount attach a
non-tax-basis balance sheets to be usedits 2007 tax year, A prepares a schedule that reports the balance sheet
in the preparation of Schedule M-3 andconsolidated worldwide financial item, the prior closing amount, the current
Form 1120-PC, Schedule L.statement for the ABCD consolidated opening amount, and a short explanation
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of the change. Such reasons for these Schedule M-3, Parts II and III, any item of number (TIN or EIN) if applicable, (4) its
differences include mergers and income, gain, loss, deduction, or credit of entity or organization type, (5) the state or
acquisitions. a disregarded entity must be reported as country in which it is organized, (6) the

an item of its owner. In particular, the date on which it first became a reportableFor purposes of measuring total assets
income or loss of a disregarded entity entity partner, (7) the date with respect toat the end of the year, the corporation’s
must not be reported on Part II, lines 9, which it is reporting a change in itsassets may not be netted or reduced by
10, or 11 as a separate partnership or ownership interest in the partnership, ifthe corporation’s liabilities. In addition,
other pass-through. The financial applicable, (8) the interest in thetotal assets may not be reported as a
statement income or loss of a disregarded partnership it owns or is deemed to ownnegative amount. If Schedule L is
entity is included on Part I, line 7a, only if in the partnership, directly or indirectly (asprepared on a non-tax-basis method, an
its financial statement income or loss is defined under these instructions) as of theinvestment in a partnership may be
included on Part I, line 11, but not on Part date with respect to which it is reporting,shown as appropriate under the
I, line 4. and (9) any change in that interest as ofcorporation’s non-tax-basis method of

the date with respect to which it isaccounting, including, if required by the Reportable Entity Partner reporting.corporation’s reporting methodology, the Reporting Responsibilitiesequity method of accounting for The reportable entity partner must
For the purposes of the 2007 Scheduleinvestments. If Schedule L is prepared on retain copies of required reports it makes
M-3 instructions, a reportable entitya tax-basis, an investment by the to partnerships under these instructions.
partner with respect to a partnership filingcorporation in a partnership must be Each partnership must retain copies of
Form 1065 is an entity that (1) owns or isshown as an asset and measured by the the required reports it receives under
deemed to own, directly or indirectly,corporation’s adjusted basis in its these instructions from reportable entity
under these instructions a 50 percent orpartnership interest. Any liabilities partners.
greater interest in the income, loss orcontributing to such adjusted basis must

Example 2capital of the partnership on any day ofbe shown on Schedule L as corporate
1. On September 16, 2007, A, an LLCthe tax year, and (2) was required toliabilities. In any event, assets reported on

filing a Form 1065 for 2007, is owned 50complete Schedule M-3 on its mostSchedule L can never be reported as
percent by U.S. property and casualtyrecently filed U.S. income tax return ornegative amounts.
insurance company Z. A owns 50 percentreturn of income filed prior to that day.

Schedule M-2 of B, C, D, and E, which are also LLCsFor the purposes of the 2007 Schedule filing a Form 1065 for calendar year 2007.The amount shown on Schedule M-2, line M-3 instructions: (1) the parent Z was first required to complete Form2, Net income (loss) per books, must corporation of a consolidated tax group is 1120-PC Schedule M-3 for its corporateequal the amount shown on Schedule deemed to own all corporate and tax year ended December 31, 2006, andM-3, Part I, line 11. Schedule M-2 must partnership interests owned or deemed to filed its Schedule M-3 with Form 1120-PCreflect activity only of corporations be owned under these instructions by any for 2006 on September 15, 2007. As ofincluded in the consolidated U.S. income member of the tax consolidated group; (2) September 16, 2007, Z was a reportabletax return. the owner of a disregarded entity is entity partner with respect to A and,deemed to own all corporate andConsolidated Return (Form through A, with respect to B, C, D, and E.partnership interests owned or deemed to1120-PC) On October 5, 2007, Z reports to A, B, C,be owned under these instructions by the D, and E, as it is required to do within 30Report on Form 1120-PC each item of disregarded entity; (3) the owner of 50 days of September 16, that Z is aincome, gain, loss, expense, or deduction percent or more of a corporation by vote reportable entity partner directly owningnet of elimination entries for intercompany on any day of the corporation tax year is (with respect to A) or deemed to owntransactions between includible deemed to own all corporate and indirectly (with respect to B, C, D, and E)corporations. The corporation must not partnership interests owned or deemed to a 50 percent interest. Therefore, becausereport as dividends on Form 1120-PC, be owned under these instructions by the Z was a reportable entity partner for 2007,Schedule A, any amounts received from corporation during the corporation tax each of A, B, C, D, and E is required toan includible corporation unless the year; (4) the owner of 50 percent or more complete Form 1065 Schedule M-3 forcorporation receiving the intercompany of partnership income, loss, or capital on 2007, regardless of whether they woulddividends is an insurance company and any day of the partnership tax year is otherwise be required to completeonly to the extent that the insurance deemed to own all corporate and Schedule M-3 for that year.company is required to include partnership interests owned or deemed to 2. P, a U.S. property and casualtyintercompany dividends in taxable be owned under these instructions by the insurance company, is the parent of aincome. (See the instructions for Part I, partnership during the partnership tax financial consolidation group with 50lines 10 and 11, for a discussion of year; and (5) the beneficial owner of 50 domestic subsidiaries DS1 through DS50intercompany dividends and insurance percent or more of the beneficial interest and 50 foreign subsidiaries FS1 throughcompany statutory accounting.) In of a trust or nominee arrangement on any FS50, all 100 percent owned ongeneral, dividends received from an day of the trust or nominee arrangement September 16, 2007. On September 15,includible corporation must be eliminated tax year is deemed to own all corporate 2007, P filed a consolidated tax return onin consolidation rather than offset by the and partnership interests owned or Form 1120-PC with DS1 through DS50dividends-received deduction. deemed to be owned under these and was required to complete Scheduleinstructions by the trust or nominee M-3 for the tax year ending December 31,Entity Considerations for arrangement. 2006. On September 16, 2007, DS1,Schedule M-3 A reportable entity partner with respect DS2, DS3, FS1, and FS2 each acquire a
For purposes of Schedule M-3, to a partnership (as defined above) must 10 percent partnership interest in
references to the classification of an entity report the following to the partnership partnership K which files Form 1065 for
(for example, as a corporation, a within 30 days of first becoming a the tax year ending December 31, 2007.
partnership, or a trust) are references to reportable entity partner and, after first P is deemed to own, directly or indirectly
the treatment of the entity for U.S. income reporting to the partnership under these (under these instructions), all corporate
tax purposes. An entity that generally is instructions, thereafter within 30 days of and partnership interests of DS1, DS2,
disregarded as separate from its owner the date of any change in the interest it DS3, as the parent of the tax
for U.S. income tax purposes owns or is deemed to own, directly or consolidation group and therefore is
(disregarded entity) must not be indirectly, under these instructions, in the deemed to own 30 percent of K on
separately reported on Schedule M-3 partnership: (1) its name, (2) its mailing September 16, 2007. P is deemed to
except, if required, on Part I, line 7a. On address, (3) its taxpayer identification own, directly or indirectly (under these

-3-Instructions for Schedule M-3 (Form 1120-PC)
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instructions), all corporate and deductions (e.g., charitable contribution Schedules M-3, Parts I, II, and III, as
partnership interests of FS1 and FS2 as limitations and capital loss limitations) and discussed below.
the owner of 50 percent or more of each carryover amounts (e.g., charitable

Subgroup Sub-Consolidation: 1120corporation by vote and therefore is contribution carryovers and capital loss
Subgroup, 1120-PC Subgroup, anddeemed to own 20 percent of K on carryovers). See the discussion,
1120-L SubgroupSeptember 16, 2007. P is therefore Completion of Schedule M-3 and Certain

deemed to own 50 percent of K on Allocations, Limitations, and Carryovers. A subgroup Schedule M-3, Parts II and III,
September 16, 2007. Since P owns or is sub-consolidation must be prepared withNote. On Part II and Part III, indicate on
deemed to own, directly or indirectly all necessary eliminations within thethe line after the common parent’s name
(under these instructions), 50 percent or subgroup for each of the three possiblewhether the Schedule M-3 is for the: (1)
more of K on September 16, 2007, and subgroups that are in fact present: oneconsolidated group; (2) parent
was required to complete Schedule M-3 subgroup for those corporations reportingcorporation; (3) consolidation
with its most recently filed U.S. income on Form 1120; one subgroup for thoseeliminations; or (4) subsidiary corporation,
tax return filed prior to that date, P is a corporations reporting on Form 1120-PC;by checking the appropriate box.
reportable entity partner of K as of and one subgroup for those reporting on
September 16, 2007. On October 5, Form 1120-L. The parent corporation isSchedule M-3 Consolidation for
2007, P reports to K, as it is required to included in the subgroup that correspondsMixed Groups (1120/L/PC)
do within 30 days of September 16, that P to the form on which it reports and theSpecial Schedule M-3 consolidation rulesis a reportable entity partner as of entire consolidated group files. Forapply to a mixed group, that is, aSeptember 16, 2007, deemed to own example, in the case of a Form 1120-PCconsolidated tax group that (1) includes(under these instructions), a 50 percent parent and Form 1120-PC consolidatedboth a corporation that is an insuranceinterest in K. K is, therefore, required to group, the parent is included in the Formcompany and a corporation that is not ancomplete Schedule M-3 when it files its 1120-PC subgroup sub-consolidation.insurance company, or (2) includes both aForm 1065 for its tax year ending Each subgroup uses its own Schedulelife insurance company and a propertyDecember 31, 2007. M-3 form (1120, 1120-PC, 1120-L), Partsand casualty insurance company, or (3) II and III, for each corporation within theincludes a life insurance company, a subgroup and for the subgroupConsolidated Schedule property and casualty insurance sub-consolidation and the subgroupcompany, and a corporation that is not an eliminations.M-3 Versus Consolidating insurance company.

The three subgroup sub-consolidationSchedules M-3 for Form Mixed group consolidation for taxable income calculations on ScheduleSchedule M-3, Parts II and III, requires (1)1120-PC Groups M-3 must follow the separate returnsubgroup sub-consolidation of the 1120 requirements of the regulation underNote: A consolidated tax return group subgroup, the 1120-PC subgroup, and section 1502 and all other applicablewith a parent corporation that files a Form the 1120-L subgroup, each with its own regulations taking into account the1120-PC is a mixed group if any member sub-consolidated Schedule M-3 Parts II amounts separately reported on Formis a life insurance company (files Form and III, and (2) consolidation of the 8916. Capital loss limitation and1120-L, U.S. Life Insurance Company subgroup sub-consolidation totals on a carryforward used and charitableIncome Tax Return) or is not an consolidated Schedule M-3 Part II that deduction limitation and carryforwardinsurance company. See the discussion, ties to a consolidated Schedule M-3 Part I used are not taken into account in theSchedule M-3 Consolidation for Mixed and a consolidated Form 8916, determination of the three subgroupGroups (1120/L/PC). Reconciliation of Schedule M-3 Taxable sub-consolidated taxable incomes onA U.S. consolidated tax group must file Income with Tax Return Taxable Income Schedule M-3, but are reflected on Forma consolidated Schedule M-3. Parts I, II for Mixed Groups. 8916 and in the calculation of the life/and III of the consolidated Schedule M-3 In addition to one Schedule M-3 Part II non-life loss limitation and carryforwardmust reflect the activity of the entire U.S. and one Schedule M-3 Part III for each used. See the discussion, Life/Non-Lifeconsolidated tax group. The parent corporation in the three subgroup Loss Limitation and Carryforward Usedcorporation also must complete Parts II sub-consolidations, there will be generally Calculations.and III of a separate Schedule M-3 to a total of six additional Schedule M-3 The reconciliation totals for book,reflect the parent’s own activity. In Parts II and six additional Schedule M-3 temporary difference, permanentaddition, Parts II and III of a separate Parts III for the subgroup difference, and taxable income for eachSchedule M-3 must be completed by sub-consolidations. Specifically, there subgroup are reported on Forms 1120,each includible corporation to reflect the must be one Part II and one Part III for 1120-PC, or 1120-L, as applicable,activity of that includible corporation. each subgroup’s sub-consolidated Schedule M-3, Part II, line 29a, columnsLastly, it generally will be necessary to amounts and one Part II and one Part III (a), (b), (c ), and (d), and equal the sum ofcomplete Parts II and III of a separate for each subgroup’s sub-consolidation the line amounts on Part II, lines 26Schedule M-3 for consolidation eliminations amounts. through 28. For a mixed group, Scheduleeliminations.
At the mixed group consolidated level, M-3, Part II, lines 29b, 29c, and 30 areIf a U.S. consolidated tax group that is

there must be a consolidated Schedule blank on the Forms 1120, 1120-PC, ornot a mixed group consists of four
M-3, Part II, and, if applicable, a Part II for 1120-L, as applicable, for the separateincludible corporations (the parent and
consolidation eliminations not includible in corporations (parent and subsidiary) andthree subsidiaries) all filing Form
the subgroup eliminations. At the for the three subgroup1120-PC, the U.S. consolidated tax group
consolidated level there must also be a sub-consolidations.must complete six Schedules M-3 as
consolidated Schedule M-3 Part I and afollows: (a) one consolidated Schedule Reconciliation of Mixed Groupconsolidated Form 8916. For a mixedM-3 with Parts I, II, and III completed to Subgroup Sub-Consolidationgroup, there is no Schedule M-3 Part III atreflect the activity of the entire U.S. Amounts to Schedule M-3 Part I,the consolidated level. At theconsolidated tax group; (b) Parts II and III
consolidated level, use the Schedule M-3 Line 11, and to Tax Return Taxableof a separate Schedule M-3 for each of
form (1120, 1120-PC, 1120-L) Parts I and Incomethe four includible corporations to reflect
II that match the form on which the parentthe activity of each includible corporation; At the consolidated level, use the
corporation reports and the entireand (c) Parts II and III of a separate Schedule M-3 form (1120, 1120-PC,
consolidated group files.Schedule M-3 to eliminate intercompany 1120-L) Parts I and II that matches the

transactions between includible The corporation must check the form on which the parent corporation
corporations and to include limitations on applicable mixed group checkboxes on all reports and the entire consolidated group
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files. For a mixed group, the consolidated sub-consolidation Form 1120-PC completed on Parts II and III, and all
Schedule M-3, Part II, lines 29a, 29b, and Schedule M-3, Parts II and III, must be numerical data required by Schedule M-3
29c amounts report the applicable indicated by checking boxes (5) Mixed must be provided. Any schedule required
amounts from the three subgroup 1120/L/PC group and (6) 1120-PC group to support a line item on Schedule M-3
sub-consolidation Part II, line 29a for the sub-consolidation and by checking must be attached at the time Schedule
amounts. (If a consolidated level Part II boxes (5) Mixed 1120/L/PC group, and M-3 is filed and must provide the
for consolidation eliminations not (7) 1120-PC eliminations for the information required for that line item.
includible in the subgroup eliminations is eliminations. The 1120-L subgroup

All detailed schedules for Part II andapplicable, the applicable amounts must sub-consolidation Form 1120-L Schedule
Part III of Schedule M-3 must be attachedbe adjusted by the applicable elimination M-3, Parts II and III, must be indicated by
for each separate entity included in theamounts.) The consolidated Schedule checking boxes (5) Mixed 1120/L/PC
Consolidated Part II and Part III, includingM-3, Part II, line 30, amount is the sum of group and (6) 1120-L group for the
those for the parent company and thethe applicable amounts on the sub-consolidation and by checking boxes
eliminations entity, if applicable. It is notconsolidated Part II, lines 29a, 29b, and (5) Mixed 1120/L/PC group, and (7)
required that the same supporting29c. For a mixed group, the consolidated 1120-L eliminations, for the eliminations.
detailed information be presented for PartPart II, lines 1 through 28 are blank and A mixed group with a Form 1120-PC II and Part III of the consolidatedno consolidated Part III is required to be parent corporation completes a Schedule M-3.completed. consolidated level Form 1120-PC

For mixed groups, the consolidated Schedule M-3, Parts I and II and a If an item attributable to an includible
Part II line 30 column (a) must equal Part consolidated Form 8916. The mixed corporation is not shared by or allocated
I, line 11, with appropriate adjustments for group consolidated Schedule M-3, Part II, to the appropriate member of the group
statutory accounting requirements must be indicated by checking boxes (1) but is retained in the parent corporation’s
reflected on Part I, line 10. The consolidated group and (5) Mixed 1120/L/ financial statements (or books and
consolidated taxable income indicated on PC group. (If a consolidated level Part II records, if applicable), then the item must
Part II, line 30, column (d), must equal the for consolidation eliminations not be reported by the parent corporation in
amount shown on Form 8916, line 1. includible in the subgroup eliminations is its separate Schedule M-3. For example,
Form 8916, line 8, must equal taxable applicable, that Part II must be indicated if the parent of a U.S. consolidated tax
income reported on the tax return. by checking boxes (3) Consolidated group prepares financial statements that

eliminations and (5) Mixed 1120/L/PC include all members of the U.S.Completion of Mixed Group
group.) consolidated tax group and the parentCheckboxes for Schedule M-3 Part

does not allocate the group’s income taxII and Part III Life/Non-Life Loss Limitation and expense as reflected in the financialCarryforward Used CalculationsThe following discussion of checkboxes statements among the members of the
will assume that the 1120-PC subgroup The applicable life/non-life loss limitation group but retains it in the parent
includes the corporate parent of the and all carryforward used calculations are corporation, the parent corporation must
mixed group. made using the amounts determined for report on its separate Schedule M-3 the

taxable income in the three subgroupForms 1120, 1120-PC, and 1120-L, U.S. consolidated tax group’s income tax
sub-consolidations and other applicableSchedule M-3, Parts II and III, each have expense as reflected in the financial
amounts separately reported on Forma checkbox (5) at the top indicating a statements.
8916. The calculated life/non-life lossmixed group. Checkbox (5) and one or

Any adjustments made at thelimitation or carryforward used amounts, ifmore other applicable checkboxes must
consolidated group level that are notany, are not entered on Schedule M-3.be checked for a mixed group.
attributable to any specific member of theThe calculated amounts, if any, areFor example, an 1120-PC parent U.S. consolidated tax group (e.g.,entered on Form 8916.corporation included in the 1120-PC disallowance of net capital losses,subgroup must check Form 1120-PC contribution deduction carryovers, andCompletion of ScheduleSchedule M-3, Parts II and III, boxes (2) limitation of contribution deductions) mustParent corporation and (5) Mixed 1120/L/ M-3 and Certain not be reported on the separatePC group. An 1120-PC subsidiary consolidating parent or subsidiarycorporation within the 1120-PC subgroup Allocations, Limitations, Schedules M-3 but rather on themust check Form 1120-PC Schedule M-3, consolidated Schedule M-3 and on theand CarryoversParts II and III, boxes (4) Subsidiary consolidating Schedule M-3 forA corporation (or any member of a U.S.corporation and (5) Mixed 1120/L/PC consolidation eliminations (or on Formconsolidated tax group) required to filegroup. An 1120 subsidiary corporation 8916 in the case of a mixed group).Schedule M-3 must complete the form inwithin the 1120 subgroup must check

its entirety. In particular, a corporationForm 1120 Schedule M-3 Parts II and III, If an includible corporation has (1) no
filing a nonconsolidated return that meetsboxes (4) Subsidiary corporation and (5) activity for the tax year (e.g., because the
the filing requirements for Schedule M-3Mixed 1120/L/PC group. An 1120-L corporation is a dormant or inactive
must complete Parts I, II, and III. Such asubsidiary corporation within the 1120-L corporation), (2) no amount for the
corporation does not check any of thesubgroup must check Form 1120-L corporation was included in Part I, line 11,
checkboxes at the top of Parts II and III.Schedule M-3 Parts II and III, boxes (4) and (3) the corporation has no amounts to
In the case of a U.S. consolidated taxSubsidiary corporation and (5) Mixed report on Part II and Part III of Schedule
group, Part I must be completed once, on1120/L/PC group. M-3 for the tax year, the parent
the consolidated Schedule M-3, by the corporation of the U.S. consolidated taxThe 1120 subgroup sub-consolidation
parent corporation. Parts II and III must group may attach to the consolidatedForm 1120 Schedule M-3, Parts II and III,
be completed by the parent corporation, Schedule M-3 a statement that providesmust be indicated by checking boxes (5)
each includible corporation, and a the name and EIN of the includibleMixed 1120/L/PC group and (6) 1120
consolidating eliminations entity. corporation in lieu of filing a blank Part IIgroup for the sub-consolidation, and by

and Part III of Schedule M-3 for suchchecking boxes (5) Mixed 1120/L/PC At the time the Form 1120-PC is filed,
entity. On Part I check box (4) Dormantgroup, and (7) 1120 eliminations for the all applicable questions must be
subsidiaries schedule attached.eliminations. The 1120-PC subgroup answered on Part I, all columns must be
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purposes of Schedule M-3 and Schedule (or, in the case of a U.S. consolidated tax
L if such non-tax-basis financial group, for the U.S. parent corporation’sSpecific Instructions
statements were prepared for and consolidated group) filing Form 1120
presented to management, creditors, Schedule M-3, and the U.S. property andPart I. Financial shareholders, government regulators, and casualty insurance company is owned by
any other third parties for a period ending a foreign corporation that preparesInformation and Net
with or within the tax year. If a Form 10-K financial statements that include the U.S.

Income (Loss) is filed with the SEC for the period ending corporation (or the U.S. parent
with or within the tax year, the corporation corporation’s consolidated group), theReconciliation
must check “Yes,” for Part I, line 1a, and U.S. corporation (or the U.S. parent
use that income statement for Schedule corporation of the U.S. consolidated taxWhen To Complete Part I
M-3. If Form 10-K is not filed and a group) must enter “No” on questions 1a,

Part I must be completed for any tax year non-tax-basis income statement is 1b, and 1c, skip Part I, lines 2a through
for which the property and casualty prepared that is a certified non-tax-basis 3c, and enter the net income (loss) per
insurance company files Schedule M-3. income statement for the period ending the books and records of the U.S.
Check either box (1) Non-consolidated with or within the tax year, the corporation corporation (or U.S. consolidated tax
return, (2) Consolidated return (Form must check “Yes,” for Part I, line 1b, and group) on Part I, line 4.
1120-PC only), or (3) Mixed 1120/L/PC use that income statement for Schedule
group, as applicable. In addition, check Line 2. Questions RegardingM-3. If Form 10-K is not filed and no
box (4) Dormant subsidiaries schedule certified non-tax-basis income statement Income Statement Period andattached, if applicable. is prepared for the period ending with or Restatements

within the tax year, the corporation mustLine 1. Questions Regarding Enter the beginning and ending dates oncheck “Yes,” for Part I, line 1c, and usethe Type of Income Statement line 2a for the property and casualtythat income statement for Schedule M-3. insurance company’s income statementPrepared
Order of priority in accounting period ending with or within this tax year.For Schedule M-3, Part I, lines 1 through standards. If no Form 10-K is filed and11, use only the financial statements of The questions on Part I, lines 2b andtwo or more non-tax-basis incomethe U.S. property and casualty insurance 2c, regarding income statementstatements are both certifiedcompany filing the U.S. income tax return restatements, refer to the worldwidenon-tax-basis income statements for the(the consolidated financial statements for consolidated income statement issued byperiod, the income statement preparedthe U.S. parent corporation of a U.S. the corporation filing the U.S. income taxaccording to the following order of priorityconsolidated tax group). If the U.S. return (the consolidated financialin accounting standards shall be used.property and casualty insurance company statements for the U.S. parent corporation1. U.S. Generally Acceptedfiling a U.S. income tax return (or the U.S. of a U.S. consolidated tax group) andAccounting Principles (GAAP).parent corporation of a U.S. consolidated used to prepare Schedule M-3. Answer2. International Financial Reportingtax group) prepares its own financial “Yes” on lines 2b and/or 2c if the propertyStandards (IFRS).statements but is controlled by another and casualty insurance company’s3. Any other International Accountingcorporation (U.S. or foreign) that prepares income statement has been restated forStandards (IAS).financial statements that include the U.S. any reason. Attach a short explanation of4. Statutory accounting for insurancecorporation, the U.S. corporation (or the the reasons for the restatement in netcompanies.U.S. parent corporation of a U.S. income for each annual income statement5. Other regulatory accrualconsolidated tax group) must use for its period that is restated, including theaccounting.Schedule M-3, Part I, its own financial original amount and restated amount of6. Any other accrual accountingstatements and not the financial each annual statement period’s netstandard.statements of the controlling corporation. income. The attached schedule is not7. Section 704(b) book accounting.

If a non-publicly traded U.S. parent required to report restatements on an8. Any other fair market value
property casualty insurance company of a entity-by-entity basis.standard.
U.S. consolidated tax group prepares 9. Any cash basis standard. Line 3. Questions Regardingfinancial statements and that group
includes a publicly traded subsidiary that Publicly Traded VotingIf no non-tax-basis income statement
files financial statements with the Common Stockis certified and two or more non-tax-basis
Securities and Exchange Commission income statements are prepared, the The primary U.S. publicly traded voting(SEC), the consolidated financial income statement prepared according to common stock class is the most widelystatements of the parent property and the first listed of the accounting standards held or most heavily traded within thecasualty insurance company are the above shall be used. U.S. as determined by the property andappropriate financial statements for casualty insurance company. If theIf no non-tax-basis financialpurposes of completing Part I. Do not use property and casualty insurance companystatements are prepared for a U.S.any separate company financial has more than one class of publiclyproperty and casualty insurance companystatements that might be prepared for traded voting common stock, attach a list(or, in the case of a U.S. consolidated taxpublicly traded subsidiaries. of the classes of publicly traded votinggroup, for the U.S. parent corporation’s

common stock and the trading symbolNon-Tax-Basis Financial consolidated group) filing Form 1120-PC
and the nine-digit CUSIP number of eachSchedule M-3, the U.S. property andStatements and Tax-Basis
class.casualty insurance company (or the U.S.Financial Statements

parent corporation of a U.S. consolidatedA tax basis income statement is allowed Line 4. Worldwide Consolidatedtax group) must enter “No” on questionsfor Schedule M-3 and a tax-basis balance Net Income (Loss) per Income1a, 1b, and 1c, skip Part I, lines 2asheet for Schedule L only if no
through 3c, and enter the net income Statementnon-tax-basis income statement and no
(loss) per the books and records of thenon-tax-basis balance sheet was Report on Part I, line 4, the worldwide
U.S. property and casualty insuranceprepared for any purpose and the books consolidated net income (loss) per the
company (or U.S. consolidated tax group)and records of the corporation reflect only income statement (or books and records,
on Part I, line 4.tax-basis amounts. The corporation is if applicable). A corporation filing a

deemed to have non-tax-basis income If no non-tax-basis financial non-consolidated Form 1120-PC for itself
statements and the related non-tax-basis statements are prepared for a U.S. must report its worldwide income on Part
balance sheets for the current tax year for property and casualty insurance company I, line 4.
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In completing Schedule M-3, the separate income statement, and must addition, on Part I, line 8, adjust for
property and casualty insurance company report on Part I, line 4, the net income consolidation eliminations and correct for
must use financial statement amounts amounts shown on its separate income minority interest and intercompany
from the financial statement type checked statement. dividends between any nonincludible U.S.
“Yes” on Part I, line 1, or from its books entity and any includible corporation. DoNote. See the instructions for Part I, line
and records if Part I, line 1c is checked not remove in Part I the financial net10, for adjustments that may be
“No.” If Part I, line 1a, is checked “Yes,” income (loss) of any nonincludible U.S.necessary to reconcile financial statement
report on Part I, line 4, the net income entity accounted for on line 4 using theincome to statutory income for the
amount reported in the income statement equity method.property and casualty insurance
presented to the SEC on the corporation’s Attach a supporting schedule thatcompany.
Form 10-K (the Form 10-K for the security provides the name, EIN, and net income
identified on Part I, line 3b, if applicable). Line 5. Net Income (Loss) of (loss) included on line 4 that is removed

on this line 6 for each separateNonincludible Foreign EntitiesIf a property and casualty insurance
nonincludible U.S. entity. The amounts ofcompany prepares non-tax-basis financial Remove the financial net income (line 5a)
income (loss) detailed on the supportingstatements, the amount on line 4 must or loss (line 5b) of each foreign entity that
schedule should be reported for eachequal the financial statement net income is included on line 4 and is not an
separate nonincludible U.S. entity without(loss) for the income statement period includible corporation in the U.S.
regard to the effect of consolidation orending with or within the tax year as consolidated tax group (nonincludible
elimination entries. If there areindicated on line 2a. foreign entity). In addition, on Part I, line
consolidation or elimination entries8, adjust for consolidation eliminationsIf the property and casualty insurance relating to nonincludible U.S. entitiesand correct for minority interest andcompany prepares non-tax-basis financial whose income (loss) is reported on theintercompany dividends between anystatements and the income statement attached schedule that are not reportablenonincludible foreign entity and anyperiod differs from the corporation’s tax on Part I, line 8, the net amounts of allincludible corporation. Do not remove inyear, the income statement period such consolidation and elimination entriesPart I the financial net income (loss) ofindicated on line 2a applies for purposes must be reported on a separate line onany nonincludible foreign entity accountedof Part I, lines 4 through 8. the attached schedule, so that thefor on line 4 using the equity method.

If the property and casualty insurance separate financial accounting income
Attach a supporting schedule thatcompany does not prepare non-tax-basis (loss) of each nonincludible U.S. entity

provides the name, EIN (if applicable),financial statements, and has checked remains separately stated. For example, if
and net income (loss) included on line 4“No” on Part I, line 1c, enter the net the net income (after consolidation and
that is removed on this line 5 for eachincome (loss) per the books and records elimination entries) of a nonincludible
separate nonincludible foreign entity. Theof the U.S. corporation or the U.S. U.S. sub-consolidated group is being
amounts of income (loss) detailed on theconsolidated tax group on Part I, line 4. reported on line 6a, the attached
supporting schedule should be reported supporting schedule should report theReport on Part I, lines 5a through 10, for each separate nonincludible foreign income (loss) of each separateas instructed below, all adjustment entity without regard to the effect of nonincludible U.S. legal entity from eachamounts required to adjust worldwide net consolidation or elimination entries. If such entity’s own financial accounting netincome (loss) reported on this Part I, line there are consolidation or elimination income statement or books and records,4 (whether from financial statements or entries relating to nonincludible foreign and any consolidation or eliminationbooks and records), to net income (loss) entities whose income (loss) is reported entries (for intercompany dividends,of includible corporations that must be on the attached schedule that are not minority interests, etc.) not reportable onreported on Part I, line 11. reportable on Part I, line 8, the net Part I, line 8, should be reported on the
amounts of all such consolidation andIf a U.S. property and casualty attached supporting schedule as a net
elimination entries must be reported on ainsurance company (a) has net income amount on a line separate and apart from
separate line on the attached schedule,(loss) included on Part I, line 4, and lines that report each nonincludible U.S.
so that the separate financial accountingremoved on Part I, line 6a or 6b, on entity’s separate net income (loss).
income (loss) of each nonincludibleanother U.S. corporation’s Schedule M-3,

Line 7a. Net Income (Loss) offoreign entity remains separately stated.(b) files its own Form 1120-PC (separate
For example, if the net income (after Other Includible Disregardedor consolidated), (c) does not have a
consolidation and elimination entries) of aseparate non-tax-basis financial Entities and 7b. Net Income
nonincludible foreign sub-consolidatedstatement (certified or otherwise) of its (Loss) of Other Includible
group is being reported on line 5a, theown, and (d) reports on Schedule L of its Entities.attached supporting schedule shouldown Form 1120-PC total consolidated

Include on line 7a or 7b the financial netreport the income (loss) of each separateassets that equal or exceed $10 million at
income or (loss) of each disregardednonincludible foreign legal entity fromthe end of the corporation’s tax year, the
entity or other includible entity that is noteach such entity’s own financialproperty and casualty insurance company
included in the consolidated financialaccounting net income statement ormust answer questions 1a, 1b, and 1c of
group and therefore not included in thebooks and records, and any consolidationPart I as appropriate for its own Form
income reported on Part I, line 4. Includeor elimination entries (for intercompany1120-PC and must report on Part I, line 4,
on line 7a the financial income of anydividends, minority interests, etc.) notthe amount for the corporation’s net
disregarded entity that is not included inreportable on Part I, line 8, should beincome (loss) that is removed on Part I,
the income reported on Part I, line 4, butreported on the attached supportingline 6a or 6b of the other corporation’s
is included on Part I, line 11 (otherschedule as a net amount on a lineSchedule M-3. However, if in the
disregarded entities).separate and apart from lines that reportcircumstances described immediately

each nonincludible foreign entity’sabove, the property and casualty Include on line 7b the financial income
separate net income (loss).insurance company does have separate of any entity not a disregarded entity that

non-tax-basis financial statements is not included in the income reported onLine 6. Net Income (Loss) of(certified or otherwise) of its own, line 4, but is included on line 11 (other
Nonincludible U.S. Entitiesindependent of the amount of the includible entities). In addition, on Part I,

corporation’s net income included in Part Remove the financial net income (line 6a) line 8, adjust for consolidation
I, line 4, of the other U.S. corporation, the or loss (line 6b) included on line 4 for eliminations and correct for minority
corporation must answer questions 1a, each U.S. entity that is not an includible interest and intercompany dividends for
1b, and 1c of Part I, as appropriate, for its corporation in the U.S. consolidated tax any other disregarded entity or other
own Form 1120-PC, based on its own group (nonincludible U.S. entity). In includible entities.
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Attach a supporting schedule that entries that are required as a result of Statutory accounting for an insurance
provides the name, EIN, and net income company subsidiary acquired or mergedincluding amounts on Part I, line 7a or 7b.
(loss) per the financial statement or books may require the use of a financialThis is necessary in order that the
and records for each separate other statement period for income reported onconsolidation entries and intercompany
disregarded entity or other includible Part I, line 11 that differs from the periodeliminations entries included in the
entity reported on line 7. The amount of reported on Part I, line 4 or line 7. Reportamount reported on Part I, line 11 are
income (loss) detailed on the supporting on Part I, line 10b adjustments to incomeonly those applicable to the financial net
schedule should be reported for each because of such differences in accountingincome (loss) of includible entities for the
separate other disregarded entity or other period.financial statement period. For example,
includible entity without regard to the adjustments must be reported on line 8 to Line 10a. Intercompanyeffect of consolidation or elimination remove minority interest and to reverse

Dividend Adjustments Toentries solely between or among the the elimination of intercompany dividends
Reconcile to Line 11entities listed. If there are consolidation or included on Part I, line 4 that relate to the

elimination entries relating to such net income of entities removed on Part I, Line 10b. Other Statutory
disregarded entity or other includible line 5 or 6, because the income to which Accounting Adjustments To
entities whose income (loss) is reported the consolidation or elimination entries Reconcile to Line 11on the attached schedule that are not relate has been removed. Also, for Line 10c. Other Adjustments Toreportable on Part I, line 8, the net example, consolidation or elimination Reconcile to Amount on Line 11amounts of all such consolidation and entries must be reported on line 8 to
elimination entries must be reported on a Include on lines 10a, 10b, and 10c anyreflect any minority interest ownership in
separate line on the attached schedule, other adjustments to reconcile net incomethe net income of other disregarded
so that the separate financial accounting (loss) on Part I, line 4 through Part I, lineentities or other includible entities
income (loss) of each other disregarded 9, with net income (loss) on Part I, line 11.reported on Part I, line 7a or 7b, and to
entity or other includible entity remains Include on line 10a the amount of anyeliminate any intercompany dividends
separately stated. For example, if the net intercompany dividend adjustmentbetween corporations or entities whose
income (after consolidation and required by statutory accounting. Includeincome is included on Part I, line 7a and
elimination entries) of a sub-consolidated on line 10b the amount of any other7b, and other entities included in the
group of other disregarded entities is required statutory accounting adjustment.consolidated U.S. federal income tax
being reported on line 7a, the attached Include on line 10c the amount of anyreturn. See line 11, examples, 3, 4, and 5.
supporting schedule should report the other adjustment not required by statutory

If a corporate owner of an interest inincome (loss) of each separate other accounting.
another entity: (1) accounts for thedisregarded entity from each entity’s own Normally, all intercompany dividendsinterest in entity in the ownerfinancial accounting net income statement will have been eliminated or excludedcorporation’s separate general ledger onor books and records, and any from the financial accounting consolidatedthe equity method, and (2) fullyconsolidation or elimination entries (for net income (loss) reported on Part I, lineconsolidates entity in the ownerintercompany dividends, minority 4. However, an insurance company maycorporation’s consolidated financialinterests, etc.) not reportable on Part I, be required to include certainstatements, but entity is not includible inline 8, should be reported on the attached intercompany dividends on Part I, line 11,the owner corporation’s consolidated U.S.supporting schedule as a net amount on a so that the amount reported on Part I, lineincome tax return, then, as part ofline separate and apart from lines that 11, agrees with statutory accounting netreversing all consolidation and eliminationreport each other disregarded entity’s income (Annual Statement). If the netentries for the nonincludible entity, theseparate net income (loss). income (loss) of a corporation that filescorporate owner must reverse on Form 1120-PC or Form 1120-L isLine 8. Adjustment to Schedule M-3, Part I, line 8, the included on Part I, line 4 or line 7, and iselimination of the equity income inclusionEliminations of Transactions computed on a basis other than statutoryfrom entity. If the owner corporation doesBetween Includible Entities and accounting, include on line 10a thenot account for entity on the equityNonincludible Entities adjustments necessary such that Part I,method on its own general ledger, it will line 11, includes intercompany dividendsAdjustments on Part I, line 8, to reverse not have eliminated the equity income for in the net income (loss) for suchcertain financial accounting consolidation consolidated financial statement corporation to the extent required byor elimination entries are necessary to purposes, and therefore will have no statutory accounting principles. (Forensure that transactions between elimination of equity income to reverse. insurance companies included in theincludible entities and nonincludible U.S.

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

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

Line 9. Adjustment to Reconcile7b, in order to report the correct total
For any adjustments reported on Partamount on Part I, line 11. Income Statement Period to Tax I, lines 10a, 10b, and 10c, attach a

YearInclude on Part I, line 8, the total of the supporting schedule that provides, for
Include on line 9 any adjustmentsfollowing: (a) amounts of any adjustments each corporation to which an adjustment
necessary to the income (loss) ofto consolidation entries and elimination relates: the name and EIN of the
includible corporations to reconcileentries that are contained in the amount corporation, the amount of net income
differences between the corporation’sreported on Part I, line 4, required as a included in Part I before any adjustments
income statement period reported on lineresult of removing amounts on Part I, line on line 10, the amount of net income
2a and the corporation’s tax year. Attach5 or 6; and (b) amounts of any additional included on Part I, line 11, the amount of
a schedule describing the adjustment.consolidation entries and elimination the net adjustment that is attributable to
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intercompany dividend adjustments and files Form 10-K with the SEC. P owns If the amount on line 4 includes the
required to be reported by statutory 80% or more of the stock of 75 U.S. income (loss) of DS2 and FS1 or is not on
accounting and included on Part I, line corporations, DS1 through DS75, the statutory basis, P must enter any
10a, the amount of the net adjustment between 51% and 79% of the stock of 25 necessary adjustments on lines 5a
attributable to other statutory accounting U.S. corporations DS76 through DS100, through 10 in order for Part I, line 11, to
requirements and included on Part I, line and 100% of the stock of 50 foreign report the net income (loss) of includible
10b, and the amount of the remainder of subsidiaries FS1 through FS50. P corporations P and DS1, net of
the net adjustment not required because eliminates all dividend income from DS1 eliminations for transactions between P
of statutory accounting and included on through DS100 and FS1 through FS50 in and DS1.
Part I, line 10c. If any net adjustment is financial statement consolidation entries.
included for the corporation on Part I, Furthermore, P eliminates the minority Example 4.
lines 10b or 10c, attach a supplemental interest ownership, if any, of DS1 through 1. U.S. property and casualty
supporting schedule identifying the line DS100 in financial statement insurance company P owns 60% of
(10b or 10c), the type of each adjustment consolidation entries. P’s SEC Form 10-K corporation DS1 which is fully
included in the net adjustment, and the includes P, DS1 through DS100 and FS1 consolidated in P’s financial statements.
amount of each adjustment included in through FS50 on a fully consolidated P does not account for DS1 in P’s
the net adjustment. basis. P files a consolidated U.S. income separate general ledger on the equity

tax return with DS1 through DS75. method. DS1 has net income of $100Line 11. Net Income (Loss) per
P must check “Yes” on Part I, line 1a. (before minority interests) and paysIncome Statement of Includible On Part I, line 4, P must report the dividends of $50, of which P receivesCorporations consolidated net income from the SEC $30. The dividend is eliminated in the

Report on line 11 the net income (loss) Form 10-K for the consolidated financial consolidated financial statements. In its
per the income statement (or books and statement group of P, DS1 through financial statements, P consolidates DS1
records, if applicable) of the property and DS100, and FS1 through FS50. P must and includes $60 of net income ($100
casualty insurance company. In the case remove the net income (loss) of FS1 less the minority interest of $40) on Part I,
of a U.S. consolidated tax group, report through FS50 on Part I, lines 5a or 5b, as line 4.
the consolidated income statement net applicable. P must remove the net income P must remove the $100 net income ofincome (loss) of all corporations listed on (loss) before minority interests of DS76 DS1 on Part I, line 6a. P must reverse onForm 851 and included in the through DS100 on Part I, lines 6a or 6b, Part I, line 8, the elimination of the $40consolidated U.S. income tax return for as applicable. P must reverse on Part I, minority interest net income of DS1. Inthe tax year. Amounts reported in column line 8: addition, P reverses its elimination of the(a) of Parts II and III (see instructions a. The elimination of dividends $30 intercompany dividend in its financialbelow) must be reported on the same received by P and DS1 through DS75 statements on Part I, line 8. The net resultaccounting method used to report the from DS76 through DS100 and FS1 is that P includes the $30 dividend fromamount of net income (loss) per income through FS50; and DS1 at Part I, line 11, and on Part II, linestatement of includible corporations on b. The recognition of minority 7, column (a). P’s taxable dividendPart I, line 11, which for insurance interests’ share of the net income (loss) of income from DS1 must be reported oncompanies is usually statutory DS76 through DS100. (Note: The minority Part II, line 7, column (d).accounting. (For insurance companies interests’ share, if any, of the income of 2. U.S. property and casualtyincluded in the consolidated U.S. income DS1 through DS75 must be reported in insurance company C owns 60% of thetax return, see instructions for Part I, line Part II, line 8, Minority interest for capital and profits interests in U.S. LLC N.10 and Part II, line 7.) includible corporations.) C does not account for N in P’s separate

Do not, in any event, report on this line general ledger on the equity method. NP reports on Part I, line 11, the
11 the net income of entities not listed on has net income of $100 (before minorityconsolidated financial statement net
Form 851 other than disregarded entities interests) and makes no distributionsincome (loss) attributable to the includible
and not included in the consolidated U.S. during the tax year. C treats N as acorporations. Intercompany transactions
income tax return for the tax year. For corporation for financial statementbetween the includible corporations that
example, it is not permissible to remove purposes and as a partnership for U.S.had been eliminated in the net income
the income of nonincludible entities on income tax purposes. In its financialamount on line 4 remain eliminated in the
lines 5 and/or 6, above, then to add back statements, C consolidates N andnet income amount on line 11.
such income on lines 7 through 10, such includes $60 of net income ($100 less theTransactions between the includible
that the amount reported at line 11 minority interest of $40) on Part I, line 4.corporations and the nonincludible
includes the net income of entities not entities that are eliminated in the net C must remove the $100 net income ofincludible in the consolidated U.S. income income amount on line 4 are included in N on Part I, line 6a. C must reverse ontax return. A principal purpose of the net income amount on line 11 since Part I, line 8, the elimination of the $40Schedule M-3 is to report on this Part I, the elimination of those transactions were minority interest net income of N. Theline 11, only the financial accounting net reversed on line 8. result is that C includes no income for Nincome of only the corporations included 2. Foreign corporation F owns 100% either on Part I, line 11, or on Part II, linein the consolidated U.S. income tax of the stock of U.S. corporation P. P owns 9, column (a). C’s taxable income from Nreturn. 100% of the stock of DS1, 60% of the must be reported by C on Part II, line 9.

Whether or not the corporation stock of DS2, and 100% of the stock of 3. U.S. property and casualtyprepares financial statements, Part I, line FS1. F prepares certified audited financial insurance company P owns 60% of11, must include all items that impact the statements. P does not prepare any corporation DS1, which is fullynet income (loss) of the corporation even financial statements. P files a consolidated in P’s financial statements.if they are not recorded in the profit and consolidated U.S. income tax return with P accounts for DS1 in P’s separateloss accounts in the corporation’s general DS1. general ledger on the equity method. DS1ledger, including, for example, all P must not complete Schedule M-3, has net income of $100 (before minoritypost-closing adjusting entries (including Part I, with reference to the financial interests) and pays dividends of $50, ofworkpaper adjustments) and dividend statements of its foreign parent F. P must which P receives $30. The dividendincome or other income received from check “No” on Part I, lines 1a, 1b, and 1c, reduces P’s investment in DS1 for equitynon-includible corporations. skip lines 2a through 3c of Part I, and method reporting on P’s separate general
Example 3. enter worldwide net income (loss) per the ledger where P includes its 60% equity
1. U.S. property and casualty books and records of the includible share of DS1 income, which is $60. In its

insurance company P is publicly traded corporations (P and DS1) on Part I, line 4. financial statements, P eliminates the
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DS1 equity method income of $60 and must be reported by C on Part II, line 9, General Format for Parts IIconsolidates DS1, including $60 of net column (d).
income ($100 less the minority interest of and III
$40) on Part I, line 4. Example 5. U.S. property and Indicate on the line after the common

P must remove the $100 net income of parent’s name on Part II and Part III,casualty insurance company P owns 80%
DS1 on Part I, line 6a. P must reverse on whether the Schedule M-3 is for the: (1)of the stock of corporation DS1. DS1 is
Part I, line 8, the elimination of the $40 consolidated tax group; (2) parentincluded in P’s consolidated U.S. income
minority interest net income of DS1 and corporation; (3) consolidationtax return, even though DS1 is not
the elimination of the $60 of DS1 equity eliminations; (4) subsidiary corporation; orincluded in P’s consolidated financial
income. The net result is that P includes (5) Mixed 1120/L/PC group, by checkingstatements on either a consolidated basis
the $60 of equity method income from the appropriate box. If applicable, indicateor on the equity method. DS1 has current
DS1 at Part I, line 11, and on Part II, line on the second line of checkboxes,year net income of $100 after taking into
6, column (a). P’s taxable dividend whether the Schedule M-3 is for aaccount its $40 interest payment to P. P
income from its investment in DS1 must sub-consolidated: (6) 1120-PC group; orhas net income of $1,040 after
be reported on Part II, line 7, column (d). (7) 1120-PC eliminations. See sectionsrecognition of the interest income from

above titled Consolidated Schedule M-34. U.S. property and casualty DS1. Because DS1 is an includible Versus Consolidating Schedules M-3 forinsurance company C owns 60% of the corporation, 100% of the net income of Form 1120-PC Groups and Schedule M-3capital and profits interests in U.S. LLC N. both P and DS1 must be reported on Consolidation for Mixed Groups (1120/L/C accounts for N in C’s separate general Form 1120-PC, Schedule A, of the PDS PC).ledger on the equity method. N has net consolidated U.S. income tax return, andincome of $100 (before minority interests) For each line item in Parts II and III,the intercompany interest income andand makes no distributions during the tax report in column (a) the amount of netexpense must be removed byyear. C treats N as a corporation for income (loss) included in Part I, line 11,consolidation elimination entries.financial statement purposes and as a and report in column (d) the amount
partnership for U.S. income tax purposes. included in taxable income on FormP must report its financial statementFor equity method reporting on C’s 1120-PC, Schedule A, line 35.net income of $1,040 on Part I, line 4, andseparate general ledger, C includes its Note: A schedule or explanation may bereports DS1’s net income of $100 on Part60% equity share of N income, which is attached to any line even if none isI, line 7b. Then, in order to reflect the full$60. In its financial statements, C required.consolidation of the financial accountingeliminates the $60 of N equity method

net income of P and DS1 at Part I, line When To Complete Columns (a)income and consolidates N including $60
11, Net income (loss) per incomeof net income ($100 less the minority and (d)
statement of includible corporations, theinterest of $40) on Part I, line 4. A property and casualty insurancefollowing consolidation and eliminationC must remove the $100 net income of company is not required to completeentries are reported on Part I, line 8: (a)N on Part I, line 6a. C must reverse on columns (a) and (d) of Parts II and III foroffsetting entries to remove the $40 ofPart I, line 8, the elimination of the $40 the first tax year the property and casualty
interest income received from DS1minority interest net income of N and the insurance company is required to file
included by P on line 4, and to removeelimination of the $60 of N equity method Schedule M-3. The corporation must
the $40 of interest expense of DS1income. The result is that C includes the complete columns (a) and (d) of Parts II
included in line 7b for a net change of$60 of equity method income for N on and III for all tax years subsequent to the
zero; and (b) an entry to reflect the $20Part I, line 11, and on Part II, line 9, first tax year the property and casualty
minority interest in the net income of DS1column (a). C’s taxable income from N insurance company is required to file
(DS1 net income of $100 times 20%must be reported by C on Part II, line 9, Schedule M-3. For example, if a
minority interest). The result is that Part 1,column (d). corporation was required to file Schedule
line 11, reports $1,120: $1,040 from line5. U.S. property and casualty M-3 as a member of a U.S. consolidated
4, $100 from line 7, and ($20) from line 8.insurance company C owns 60% of the tax group and the corporation leaves the
Stated another way, Part I, line 11,capital and profits interests in U.S. LLC N. U.S. consolidated tax group, the
includes the entire $1,000 net income ofC accounts for N in C’s separate general corporation is required to complete
P, measured before recognition of theledger on the equity method. N has net Schedule M-3 in its entirety in any
intercompany interest income from DS1income of $100 (before minority interests) succeeding tax year that the corporation

and pays a $50 cash distribution, of which and the consolidation of DS1 operations, is required to complete Schedule M-3.
C receives $30. The distribution reduces However, if the corporation joins in filing aplus the entire $140 net income of DS1,
C’s investment in N for equity method different consolidated U.S. income taxmeasured before interest expense to P,
reporting on C’s separate general ledger. return, then the corporation mustless the minority interest ownership of
C treats N as a corporation for financial complete its Schedule M-3 in its entirety$20 in DS1’s separate net income ($100).
statement purposes and as a partnership in any year that the U.S. consolidated taxThe consolidated U.S. income tax group
for U.S. income tax purposes. For equity group must complete its Schedule M-3 inis required to include on the attached
method reporting on C’s separate general its entirety.supporting schedule for Part I, line 8, the
ledger, C includes its 60% equity share of If, for any tax year (or tax years) priordetails of the adjustment to the minority
N income, which is $60. In its financial to the first tax year a property andinterest in the net income of DS1, but is
statements, C eliminates the $60 of N casualty insurance company is requirednot required to report the offsetting
equity method income and consolidates N to file Schedule M-3, a property andadjustment to the intercompany
and includes $60 of net income ($100 casualty insurance company voluntarilyelimination of interest income and interest
less the minority interest of $40) on Part I, files Schedule M-3 in lieu of Scheduleexpense (though it is permitted to do so).
line 4. M-1, then in those voluntary filing years

C must remove the $100 net income of the property and casualty insurance
N on Part I, line 6a. C must reverse on company is not required to complete
Part I, line 8, the elimination of the $40 columns (a) and (d) of Parts II and III. InSpecific Instructions for
minority interest net income of N and the addition, in the first tax year the propertyParts II and IIIelimination of the $60 of N equity method and casualty insurance company is

For U.S. consolidated tax returns, fileincome. The result is that C includes the required to file Schedule M-3 the property
supporting schedules for each includible$60 of equity method income for N on and casualty insurance company is not
corporation. See Consolidated Return inPart I, line 11, and on Part II, line 9, required to complete columns (a) and (d)
the instructions for Form 1120-PC.column (a). C’s taxable income from N of Parts II and III.
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If a property and casualty insurance temporary must be entered in column (b) U.S. income tax purposes and $6,000 for
company that is not a mixed group and the portion of the difference that is financial statement purposes. In its
chooses not to complete columns (a) and permanent must be entered in column (c). financial statements, B treats the
(d) of Parts II and III in the first tax year difference in IP amortization as aIf financial statements are prepared by
the property and casualty insurance temporary difference. The goodwill is notthe property and casualty insurance
company is required to file Schedule M-3 amortizable for U.S. income tax purposescompany in accordance with statutory
(or in any year in which the property and and is subject to impairment for financialaccounting principles (SAP), differences
casualty insurance company voluntarily statement purposes. In the current year,that are treated as temporary for SAP
files Schedule M-3), then Part II, line 30, B records an impairment charge on themust be reported in column (b) and
is reconciled by the property and casualty goodwill of $5,000. In its financialdifferences that are permanent (that is,
insurance company (or, in the case of a statements, B treats the goodwillnot temporary for SAP) must be reported
U.S. consolidated tax group, by the impairment as a permanent difference. Bin column (c). Generally, pursuant to
group’s parent property and casualty must report the amortization attributableSAP, a temporary difference affects
insurance company on Part II, line 30, of to the IP on Part III, line 28, and report(creates, increases, or decreases) a
the group’s consolidated Schedule M-3) $6,000 in column (a), a temporarydeferred tax asset or liability.
in the following manner: difference of $3,000 in column (b), and

If the property and casualty insurance $9,000 in column (d). B must report the1. Report the amount from Part I, line company does not prepare financial goodwill impairment on Part III, line 27,11, on Part II, line 30, column (a); statements, or the financial statements and report $5,000 in column (a), a2. Leave blank Part II, lines 1 through are not prepared in accordance with SAP, permanent difference of ($5,000) in29, columns (a) and (d); report in column (b) any difference that column (c), and $0 in column (d).3. Leave blank Part III, columns (a) the property and casualty insurance
and (d); and company believes will reverse in a future Reporting Requirements4. Report on Part II, line 30, column tax year (that is, have an opposite effect
(d), the sum of Part II, line 30, columns on taxable income in a future tax year (or for Parts II and III
(a), (b), and (c). years) due to the difference in timing of Except for mixed group consolidation, the

recognition for financial accounting and number of Parts II must equal the numberNote: Mixed groups should see the U.S. income tax purposes) or is the of Parts III filed by the corporation. Mixedsection, Schedule M-3 Consolidation for reversal of such a difference that arose in groups should see the discussion,Mixed Groups (1120/L/PC). a prior tax year. Report in column (c) any Schedule M-3 Consolidation for Mixed
In the case of a U.S. consolidated tax difference that the property and casualty Groups (1120/L/PC).

group that is not a mixed group, the insurance company believes will not
General Reportingreconciliation described in the preceding reverse in a future tax year (and is not the
Requirementsparagraph must be performed by each reversal of such a difference that arose in

member of the U.S. consolidated tax a prior tax year). If an amount is attributable to a reportable
group. However, because Part I must be transaction described in RegulationsIf the property and casualty insurance
completed only once on the consolidated section 1.6011-4(b), the amount must becompany is unable to determine whether
Schedule M-3 by the parent corporation reported in columns (a), (b), (c), and (d),a difference between column (a) and
of the U.S. consolidated tax group, the as applicable, of Part II, line 12, Itemscolumn (d) for an item will reverse in a
amount reported on Part II, line 30, relating to reportable transactions,future tax year or is the reversal of a
column (a), by each member of the U.S. regardless of whether the amount woulddifference that arose in a prior tax year,
consolidated tax group on its respective otherwise be reported on Part II or Part IIIreport the difference for that item in
Schedule M-3 is the amount attributable of Schedule M-3. Thus, if a taxpayer filescolumn (c).
to that member that is reported on the Form 8886, Reportable TransactionExample 6. For the 2006, 2007, andconsolidated Schedule M-3, Part I, line Disclosure Statement, the amounts2008 tax years, property and casualty11, completed by the parent corporation. attributable to that reportable transactioninsurance company A has totalAccordingly, the amount reported on Part must be reported on Part II, line 12.consolidated assets on the last day of theII, line 30, columns (a) through (d) of the A property and casualty insurancetax year as reported on Schedule L, lineconsolidated Schedule M-3 is the sum of company is required to report in column15, column (d), of $8 million, $11 million,the amounts reported by each member of (a) of Parts II and III the amount of anyand $12 million, respectively. A isthe U.S. consolidated tax group on its item specifically listed on Schedule M-3required to file Schedule M-3 for its 2007respective Schedule M-3 (including a that is in any manner included in theand 2008 tax years.Schedule M-3 for consolidation property and casualty insuranceFor its 2006 tax year, A voluntarily fileseliminations, if necessary). Note that the company’s current year annual statementSchedule M-3 in lieu of Schedule M-1 andamount reported on Part II, line 30, net income (loss) or in an income ordoes not complete columns (a) and (d) ofcolumn (a) of the consolidated Schedule expense account maintained in theParts II and III.M-3 must equal the amount reported on property and casualty insurancePart I, line 11 of the consolidated For A’s 2007 tax year, the first tax year company’s books and records, even ifSchedule M-3, and that the amount that A is required to file Schedule M-3, A there is no difference between thatreported on Part II, line 30, column (d) of is only required to complete Part I and amount and the amount included inthe consolidated Schedule M-3 must columns (b) and (c) of Parts II and III. For taxable income unless (a) otherwiseequal the amount reported on the A’s 2008 tax year, A is required to provided in these instructions or (b) theconsolidated Form 1120-PC, Schedule A, complete Schedule M-3 in its entirety. amount is attributable to a reportableline 35. Example 7. Property and casualty transaction described in Regulations

insurance company B is a U.S. publicly section 1.6011-4(b) and is thereforeWhen To Complete Columns (b)
traded corporation that files a U.S. reported on Part II, line 12. For example,and (c)
consolidated tax return and prepares with the exception of interest income

Columns (b) and (c) of Parts II and III consolidated SAP/GAAP financial reflected on a Schedule K-1 received by a
must be completed for any tax year for statements. In prior years, B acquired property and casualty insurance company
which the property and casualty intellectual property (IP) and goodwill as a result of the property and casualty
insurance company files Schedule M-3. through several corporate acquisitions. insurance company’s investment in a

For any item of income, gain, loss, The IP is amortizable for both U.S. partnership or other pass-through entity,
expense, or deduction for which there is a income tax and financial statement all interest income, whether from
difference between columns (a) and (d), purposes. In the current year, B’s annual unconsolidated affiliated companies, third
the portion of the difference that is amortization expense for IP is $9,000 for parties, banks, or other entities, whether
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imputed interest or not, whether from as stated in the preceding paragraph, all provided for amounts reported on Part II,
foreign or domestic sources, whether fines and penalties must be included on lines 1 through 8.
taxable or exempt from tax and Part III, line 11, column (a), regardless of Note: A schedule or explanation may be
regardless of how or where the income is the terminology or nomenclature attached attached to any line even if none is
classified in the property and casualty to them by the property and casualty required.
insurance company’s annual statement, insurance company in its books and

Except as otherwise provided,must be included on Part II, line 13, records or annual statement.
differences for the same item must becolumn (a). Likewise, all fines and

With limited exceptions, Part II combined or netted together and reportedpenalties paid to a government or other
includes lines for specific items of income, as one amount on the applicable line ofauthority for the violation of any law for
gain, or loss (income items). (See Part II, Schedule M-3. However, differences forwhich fines or penalties are assessed
lines 1 through 24.) If an income item is separate items must not be combined ormust be included on Part III, line 11,
described in Part II, lines 1 through 24, netted together. Each item (andcolumn (a), regardless of the government
report the amount of the item on the corresponding amount attributable to thatauthority that imposed the fines or
applicable line, regardless of whether item) must be separately stated andpenalties, regardless of whether the fines
there is a difference for the item. If there adequately disclosed on the applicableor penalties are civil or criminal,
is a difference for the income item, or only line of Schedule M-3, or any scheduleregardless of the classification,
a portion of the income item has a required to be attached, even if thenomenclature, or terminology attached to
difference and a portion of the item does amounts are below a certain dollarthe fines or penalties by the imposing
not have a difference, and the item is not amount.authority in its actions or documents, and
described in Part II, lines 1 through 24, Example 8. Property and casualtyregardless of how or where the fines or
report and describe the entire amount of insurance company C is a calendar yearpenalties are classified in the property
the item on Part II, line 25. taxpayer that placed in service tenand casualty insurance company’s

depreciable fixed assets in 2001. C wassummary of operations or the income and With limited exceptions, Part III
required to file Schedule M-3 for its 2006expense accounts maintained in the includes lines for specific items of
tax year and is required to file Scheduleproperty and casualty insurance expense or deduction (expense items).
M-3 for its 2007 tax year. C’s totalcompany’s books and records. (See Part III, lines 1 through 37.) If an
depreciation expense for its 2007 tax yearexpense item is described on Part III,If a property and casualty insurance for five of the assets is $50,000 forlines 1 through 37, report the amount ofcompany would be required to report in income statement purposes and $70,000the item on the applicable line, regardlesscolumn (a) of Parts II and III the amount for U.S. income tax purposes. C’s totalof whether there is a difference for theof any item specifically listed on Schedule annual depreciation expense for its 2007item. If there is a difference for theM-3 in accordance with the preceding tax year for the other five assets isexpense item, or only a portion of theparagraph, except that the property and $40,000 for income statement purposesexpense item has a difference and acasualty insurance company has and $30,000 for U.S. income taxportion of the item does not have acapitalized the item of income or expense purposes. In its annual statement, Cdifference and the item is not described inand reports the amount in its annual treats the differences between annualPart III, lines 1 through 37, report andstatement or in asset and liability statement and U.S. income taxdescribe the entire amount of the item onaccounts maintained in the property and depreciation expense as giving rise toPart III, line 38.casualty insurance company’s books and temporary differences that will reverse in

records, the property and casualty If there is no difference between the future years. C must combine all of its
insurance company must report the annual statement amount and the taxable depreciation adjustments. Accordingly, C
proper tax treatment of the item in amount of an entire item of income, loss, must report on Part III, line 31, for its
columns (b), (c), and (d), as applicable. expense, or deduction and the item is not 2007 tax year income statement

described or included in Part II, lines 1 depreciation expense of $90,000 inFurthermore, in applying the two through 25, or Part III, lines 1 through 38, column (a), a temporary difference ofpreceding paragraphs, a property and report the entire amount of the item in $10,000 in column (b), and U.S. incomecasualty insurance company is required column (a) and (d) of Part II, line 28. tax depreciation expense of $100,000 into report in column (a) of Parts II and III
column (d).the amount of any item specifically listed Separately stated and adequately

on Schedule M-3 that is included in the disclosed. Each difference reported in Example 9. Property and casualty
property and casualty insurance Parts II and III must be separately stated insurance company D is a calendar year
company’s annual statement or exists in and adequately disclosed. In general, a taxpayer that was required to file
the property and casualty insurance difference is adequately disclosed if the Schedule M-3 for its 2006 tax year and is
company’s books and records, regardless difference is labeled in a manner that required to file Schedule M-3 for its 2007
of the nomenclature associated with that clearly identifies the item or transaction tax year. On December 31, 2007, D
item in the annual statement or books and from which the difference arises. For establishes two reserve accounts in the
records. Accurate completion of Schedule further guidance about adequate amount of $100,000 for each account.
M-3 requires reporting amounts according disclosure, see Regulations section One reserve account is an allowance for
to the substantive nature of the specific 1.6662-4(f) and Rev. Proc. 2006-48, agency balances that are estimated to be
line items included in Schedule M-3 and 2006-47 I.R.B. 934. If a specific item of uncollectible. The second reserve is an
consistent reporting of all transactions of income, gain, loss, expense, or deduction estimate of future office closure
like substantive nature that occurred is described on Part II, lines 9 through 24, expenses. In its annual statement, D
during the tax year. For example, all or Part III, lines 1 through 37, and the line treats the two reserve accounts as giving
expense amounts that are included in the does not indicate to “attach schedule” or rise to temporary differences that will
annual statement or exist in the books “attach details,” and the specific reverse in future years. The two reserves
and records that represent some form of instructions for the line do not call for an are expenses in D’s 2007 annual
“Bad debt expense,” except write offs of attachment of a schedule or statement, statement but are not deductions for U.S.
premium receivables, must be reported then the item is considered separately income tax purposes in 2007. D must not
on Part III, line 32, in column (a), stated and adequately disclosed if the combine the Schedule M-3 differences for
regardless of whether the amounts are item is reported on the applicable line and the three reserve accounts. D must report
recorded or stated under different the amount(s) of the item(s) are reported the amounts attributable to the allowance
nomenclature in the annual statement or in the applicable columns of the for bad debts on Part III, line 32 and must
the books and records such as: “Provision applicable line. See the instructions separately state and adequately disclose
for doubtful accounts” or “Expense for beginning on page 12 for specific the amount attributable to the other
uncollectible notes receivable.” Likewise, additional information required to be reserve, office closure costs, on a
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required, attached schedule that supports reported in column (d) of Part II, lines 9,Line 2. Gross Foreign
10, and 11.the amounts at Part III, line 38. Dividends Not Previously Taxed

Except as otherwise provided in this Line 5. Gross ForeignExample 10. Property and casualty
paragraph, report on line 2, column (d), Distributions Previously Taxedinsurance company F is a calendar year
the amount (before any withholding tax)taxpayer that was required to file Report on line 5, column (a), anyof any foreign dividends included inSchedule M-3 for its 2006 tax year and is distributions received from foreigntaxable income on Form 1120-PC,required to file Schedule M-3 for its 2007 corporations that were included in Part I,Schedule A, line 35, and report on line 2,tax year. During 2007, F incurs $200 of line 11, and that were previously taxed forcolumn (a), the amount of dividends frommeals and entertainment expenses that F U.S. income tax purposes. For example,any foreign corporation included in Part I,deducts in computing net income per the include in column (a) amounts that areline 11. Do not report on Part II, line 2,income statement. $50 of the $200 is excluded from taxable income underany amounts that must be reported onsubject to the 50% limitation under sections 959 and 1293(c). Remove suchPart II, lines 3 or 4, or dividends that weresection 274(n). In its annual statement, F amount in column (b) or (c), aspreviously taxed and must be reported on applicable. Report the full amount of thetreats the limitation on deductions for Part II, line 5. (See the instructions below distribution before any withholding tax.meals and entertainment as a permanent for Part II, lines 3, 4 and 5.) Since previously taxed foreigndifference. Because meals and

For any dividends reported on Part II, distributions are not currently taxable, lineentertainment expenses are specifically
line 2, that are received on a class of 5, column (d) is shaded. (Also, seedescribed in Part III, line 10, Meals and
voting stock of which the property and instructions above for Part II, line 2.)entertainment, F must report all of its
casualty insurance company directly ormeals and entertainment expenses on Line 6. Income (Loss) Fromindirectly owned 10% or more of thethis line, regardless of whether there is a
outstanding shares of that class at any Equity Method U.S.difference. Accordingly, F must report
time during the tax year, report on an Corporations$200 in column (a), $25 in column (c),
attached supporting schedule for Part II,and $175 in column (d). F must not report Report on line 6, column (a), the financial
line 2 (1) the name of the dividend payerthe $150 of meals and entertainment income (loss) included in Part I, line 11,
(2) the payer’s EIN (if applicable) (3) the for any U.S. property and casualtyexpenses that are deducted in F’s annual
class of voting stock on which the insurance company accounted for on thestatement net income and are fully dividend was paid (4) the percentage of equity method and remove such amountdeductible for U.S. income tax purposes the class directly or indirectly owned, and in column (b) or (c), as applicable. Reporton Part II, line 28, and the $50 subject to (5) the item amounts for columns (a) on Part II, line 7, dividends received fromthe limitation under section 274(n) on Part through (d). any U.S. corporation accounted for on theIII, line 10.

equity method.Line 3. Subpart F, QEF, and
Similar Income Inclusions Line 7. U.S. Dividends Not
Report on line 3, column (d), the amount Eliminated in Tax ConsolidationPart II. Reconciliation of
included in taxable income under section Report on line 7, column (a), the amountNet Income (Loss) per 951 (relating to Subpart F), gains or other of dividends included in Part I, line 11 thatincome inclusions resulting from elections were received from any U.S. corporation.Income Statement of under sections 1291(d)(2) and 1298(b)(1), Report on line 7, column (d), the amountand any amount included in taxableIncludible Corporations of any U.S. dividends included in taxableincome pursuant to section 1293 (relating income on Form 1120-PC, Schedule A,With Taxable Income per to qualified electing funds). The amount of line 35.Subpart F income corresponds to the totalReturn Usually, the amounts included on lineof the amounts reported by the property

7, columns (a) and (d) include onlyand casualty insurance company on lineLines 1 Through 8. Additional dividends received from U.S. corporations6, Schedule I, of all Forms 5471,Information for Each Property that are not included in the U.S.Information Return of U.S. Persons Withand Casualty Insurance consolidated tax group becauseRespect to Certain Foreign Corporations.
Company intercompany dividends (dividendsThe amount of qualified electing fund

received from includible corporationsincome corresponds to the total of theFor any item reported on Part II, lines 1, 3
listed on Form 851) are eliminated oramounts reported by the property andthrough 6, or 8, attach a supporting
excluded for financial accountingcasualty insurance company on line 3(a),schedule that provides the name of the
purposes and eliminated for thePart II, of all Forms 8621, Return by aentity for which the item is reported, the
calculation of U.S. taxable income. In theShareholder of a Passive Foreigntype of entity (corporation, partnership,
case of an insurance company included inInvestment Company (PFIC) or Qualifiedetc.), the entity’s EIN (if applicable), and
the consolidated U.S. income tax returnElecting Fund.the item amounts for columns (a) through
required to report intercompany dividends(d). See the instructions for Part II, lines 2 Also include on line 3 PFIC as part of statutory accounting netand 7, for the specific information mark-to-market gains and losses under income, include such intercompanyrequired for those particular lines. section 1296. Do not report such gains dividends on Part II, line 7 column (a) andand losses on Part II, line 15. the taxable amount of those dividends onLine 1. Income (Loss) From Part II, line 7 column (d). (For insuranceLine 4. Section 78 Gross-UpEquity Method Foreign companies included in the consolidatedReport on line 4, column (d), the amountCorporations U.S. income tax return, see instructionsof any section 78 gross-up not included in
for Part I, lines 10 and 11.)Report on line 1, column (a), the financial column (d) of Part II, lines 9, 10, and 11,

income (loss) included in Part I, line 11, Income (loss) from U.S. partnerships, For any intercompany dividends
for any foreign corporation accounted for foreign partnerships and other (dividends received from includible
on the equity method and remove such pass-through entities. The section 78 corporations listed on Form 851) included
amount in column (b) or (c), as gross-up amount on this line 4 must on Part II, line 7, report on an attached
applicable. Report the amount of correspond to the total section 78 supporting schedule for Part II, line 7 (1)
dividends received and other taxable gross-up amounts reported by the the name of the dividend payer (2) the
amounts received or includible from property and casualty insurance company payer’s EIN (3) the class of stock or
foreign corporations on Part II, lines 2 on all Forms 1118, Foreign Tax Credit— security on which the dividends were paid
through 5, as applicable. Corporations, excluding the amounts (4) the amount of any net adjustment
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included on Part I, line 10a, for such On the Schedule M-3, Parts II and III 2007 tax year. H has an investment in a
dividends, and (5) the amounts for for the U.S. consolidated tax group, on U.S. partnership USP. H prepares annual
columns (a) through (d). Part II, line 8, Minority interest for statements in accordance with SAP. In its

includible corporations, ($100) is reported annual statement, H treats the differenceFor any dividends included on Part II,
in column (a), $100 in column (c), and $0 between annual statement net incomeline 7, that are not intercompany
in column (d). On Part II, line 28, the U.S. and taxable income from its investment individends (dividends received from
consolidated tax group reports $1,000 in USP as a permanent difference. For itsincludible corporations listed on Form
both columns (a) and (d). As a result, 2007 tax year, H’s annual statement net851) that are received on classes of
financial statement net income on Part II, income includes $10,000 of incomevoting stock in which the corporation
line 30, column (a), will total $900, net attributable to its share of USP’s netdirectly or indirectly owned 10% or more
permanent differences on Part II, line 30, income. H’s Schedule K-1 from USPof the outstanding shares of that class at
column (c), will total $100, and taxable reports $5,000 of ordinary income, $7,000any time during the tax year, report on an
income on line 30, column (d), will total of long-term capital gains, $4,000 ofattached supporting schedule for Part II,
$1,000. charitable contributions, and $200 ofline 7 (1) the name of the dividend payer

section 179 expense. H must report on(2) the payer’s EIN (if applicable) (3) the Line 9. Income (Loss) From U.S. Part II, line 9, $10,000 in column (a), aclass of voting stock on which the Partnerships and Line 10. permanent difference of ($2,200) individend was paid (4) the percentage of
column (c), and $7,800 in column (d).Income (Loss) From Foreignthe class directly or indirectly owned, and

Example 13. Same facts as ExamplePartnerships(5) the amounts for columns (a) through
12 except that corporation H’s charitable(d). For any interest owned by the corporation
contribution deduction is whollyor a member of the U.S. consolidated taxLine 8. Minority Interest for attributable to its partnership interest ingroup that is treated as an investment in a
USP and is limited to $90 pursuant toIncludible Corporations partnership for U.S. income tax purposes
section 170(b)(2) due to other investment(other than an interest in a disregardedReport on line 8, column (a), the minority
losses incurred by H. In its financialentity), report amounts on Part II, line 9 orinterest included in the income statement
statements, H treated this limitation as a10, as described below:income (loss) on Part I, line 11, for any
temporary difference. H must not reportmember of the U.S. consolidated tax 1.  In column (a) the sum of the the charitable contribution limitation ofgroup that is less than 100% owned. corporation’s distributive share of income $3,910 ($4,000 -$90) on Part II, line 9. Hor loss from a U.S. or foreign partnershipExample 11. Property and casualty must report the limitation on Part III, linethat is included in Part I, line 11;insurance company G is a calendar year 20, and report the disallowed charitable2. In column (b) or (c), as applicable,taxpayer that was required to file contributions of ($3,910) in columns (b)except for amounts described in item 4,Schedule M-3 for its 2006 tax year and is and (d).below, the sum of all differences, if any,required to file Schedule M-3 for its 2007

attributable to the corporation’s Line 11. Income (Loss) Fromtax year. G owns 90% of the stock of U.S.
distributive share of income or loss from acorporation DS1. G files a consolidated Other Pass-Through Entities
U.S. or foreign partnership; andU.S. federal income tax return with DS1 For any interest in a pass-through entity

3. In column (d), except for amountsas the GDS1 U.S. consolidated group. G (other than an interest in a partnership
described in item 4, below, the sum of allprepares certified SAP/GAAP financial reportable on Part II, line 9 or 10, as
amounts of income, gain, loss, orstatements for the consolidated financial applicable) owned by a member of the
deduction attributable to the corporation’sstatement group consisting of G and DS1. U.S. consolidated tax group (other than
distributive share of income or loss from aG has no net income of its own, and G an interest in a disregarded entity), report
U.S. or foreign partnership (i.e., the sumdoes not report its equity interest in the the following on line 11:
of all amounts reportable on theincome of DS1 on its separate financial 1. In column (a) the sum of thecorporation’s Schedule(s) K-1 receivedstatements. DS1 has financial statement corporation’s distributive share of incomefrom the partnership (if applicable)),net income (before minority interests) and or loss from the pass-through entity that iswithout regard to any limitationstaxable income of $1,000 ($2,500 of included in Part I, line 11;computed at the partner level (e.g.,revenue less $1,500 cost of goods sold). 2. In column (b) or (c), as applicable,limitations on utilization of charitable

On the consolidated Schedule M-3, except for amounts described in item 4,contributions, capital losses, and interest
Part I, line 4, Worldwide consolidated net below, the sum of all differences, if any,expense).
income (loss) per income statement, and attributable to the pass-through entity;4.  Do not report on Part II, line 9 or
on line 11, Net income (loss) per income and10, as applicable, any portion of a
statement of includible corporations, the 3. In column (d), except for amountscorporation’s deduction under section 199
U.S. consolidated tax group GDS1 must described in item 4, below, the sum of all(income attributable to domestic
report $900 of financial statement net taxable amounts of income, gain, loss, orproduction activities) even if some or all of
income ($1,000 net income less $100 deduction reportable on the corporation’sthe corporation’s deduction under section
minority interest). Schedules K-1 received from the199 is attributable to a partnership

pass-through entity (if applicable);interest held by the corporation. AThe GDS1 group must prepare one
4. Do not report on Part II, line 11, anycorporation must report its deductionconsolidated Schedule M-3, Parts II and

portion of a corporation’s deduction underunder section 199 only on Part III, line 37.III and three additional Schedules M-3,
section 199 (income attributable toParts II and III: one for G, one for DS1,
domestic production activities) even ifFor each partnership reported on line 9and one for consolidation eliminations.
some or all of the corporation’s deductionor 10, attach a supporting schedule thatOn the Schedule M-3, Parts II and III under section 199 is attributable to anprovides the name, EIN (if applicable),for DS1, $1,000 is reported on Part II, line interest in a pass-through entity held byend of year profit-sharing percentage (if28 and line 30, in both columns (a) and the corporation. A corporation must reportapplicable), end of year loss-sharing(d). On G’s Schedule M-3, Parts II and III, its deduction under section 199 only onpercentage (if applicable), and thezero is reported on Part II, line 30, in both Part III, line 37.amount reported in column (a), (b), (c), orcolumns (a) and (d). On the consolidation

(d) of lines 9 or 10, as applicable.eliminations Schedule M-3, Parts II and For each pass-through entity reported
III, on Part II, line 8 and line 30, the Example 12. U.S. property and on line 11, attach a supporting schedule
minority interest elimination for the U.S. casualty insurance company H is a that provides that entity’s name, EIN (if
consolidated tax group is reported as calendar year taxpayer that was required applicable), the property and casualty
($100) in column (a), $100 in column (c), to file Schedule M-3 for its 2006 tax year insurance company’s end of year
and $0 in column (d). and is required to file Schedule M-3 for its profit-sharing percentage (if applicable),
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the property and casualty insurance of that entity as reported on line 5 of Form supporting statement for line 12 includes
company’s end of year loss-sharing 8886. a description of the transaction, the name
percentage (if applicable), and the and tax shelter registration number, if

Example 14.  Property and casualtyamounts reported by the property and any, and the type of reportable
insurance company J is a calendar yearcasualty insurance company in column transaction disclosed on Form 8886.
taxpayer that was required to file(a), (b), (c), or (d) of line 11, as
Schedule M-3 for its 2006 tax year and is Line 13. Interest Incomeapplicable.
required to file Schedule M-3 for its 2007 Attach Form 8916-A. Complete Form
tax year. J incurred seven differentLine 12. Items Relating to 8916-A, Part II, and enter the amounts
abandonment losses during its 2007 tax shown on line 6, columns (a) through (d),Reportable Transactions year. One loss of $12 million results from on Schedule M-3, line 13, column (a)Any amounts attributable to any a reportable transaction described in through (d), as applicable.reportable transactions (as described in Regulations section 1.6011-4(b)(5),

Regulations section 1.6011-4) must be Report on Part II, line 13, column (a),another loss of $5 million results from a
included on Part II, line 12, regardless of the total amount of interest incomereportable transaction described in
whether the difference, or differences, included on Part I, line 11, and report onRegulations section 1.6011-4(b)(4), and
would otherwise be reported elsewhere in Part II, line 13, column (d), the totalthe remaining five abandonment losses
Part II or Part III. Thus, if a taxpayer files amount of interest income included onare not reportable transactions. J
Form 8886 for any reportable transaction Form 1120-PC, Schedule A, line 35, thatdiscloses the reportable transactions
described in Regulations section is not required to be reported elsewheregiving rise to the $12 million and $5
1.6011-4, the amounts attributable to that on Schedule M-3. In columns (b) or (c),million losses on separate Forms 8886
reportable transaction must be reported as applicable, adjust for any amountsand sequentially numbers them X1 and
on Part II, line 12. In addition, all income treated for U.S. income tax purposes asX2, respectively. J must separately state
and expense amounts attributable to a interest income that are treated as someand adequately disclose the $12 million
reportable transaction must be reported other form of income for financialand $5 million losses on Part II, line 12.
on Part II, line 12, columns (a) and (d) accounting purposes, or vice versa. ForThe $12 million loss and the $5 million
even if there is no difference between the example, adjustments to interest incomeloss will be adequately disclosed if J
financial amounts and the taxable resulting from adjustments made inattaches a supporting schedule for line 12
amounts. accordance with instructions for Part II,that lists each of the sequentially

line 17, should be made in columns (b)numbered forms, Form 8886-X1 andEach difference attributable to a and (c) of this line 13.Form 8886-X2, and with respect to eachreportable transaction must be separately
reportable transaction reports the Do not report on this line 13 amountsstated and adequately disclosed. A
appropriate amounts required for Part II, reported in accordance with instructionsproperty and casualty insurance company
line 12, columns (a) through (d). for Part II, lines 9, 10, 11, 12, and 21.will be considered to have separately
Alternatively, J’s disclosures will be Report the proration adjustment requiredstated and adequately disclosed a
adequate if the description provided for by section 832(b)(5)(B) on Part III, line 30.reportable transaction on line 12 if the
each loss on the supporting scheduleproperty and casualty insurance company Line 14. Hedging Transactionsincludes the names and tax sheltersequentially numbers each Form 8886
registration numbers, if any, disclosed on Report on line 14, column (a), the netand lists by identifying number on the
the applicable Form 8886, identifies the gain or loss from hedging transactions onsupporting schedule for Part II, line 12,
type of reportable transaction for the loss, Part I, line 11. Report in column (d) theeach sequentially numbered reportable
and reports the appropriate amounts amount of taxable income from hedgingtransaction and the amounts required for
required for Part II, line 12, columns (a) transactions as defined in section 1221Part II, line 12, columns (a) through (d).
through (d). J must report the losses (b)(2). Use columns (b) and (c) to report

In lieu of the requirements of the attributable to the other five abandonment all differences caused by treating hedging
preceding paragraph, a property and losses on Part II, line 23e, regardless of transactions differently for statutory
casualty insurance company will be whether a difference exists for any or all accounting purposes and for U.S. income
considered to have separately stated and of those abandonment losses. tax purposes. For example, if a portion of
adequately disclosed a reportable a hedge is considered ineffective underExample 15. Property and casualtytransaction if the property and casualty SAP but still is a valid hedge underinsurance company K is a calendar yearinsurance company attaches a supporting section 1221(b)(2), the difference must betaxpayer that was required to fileschedule that provides the following for reported on line 14. The hedge of aSchedule M-3 for its 2006 tax year and iseach reportable transaction: capital asset, which is not a valid hedgerequired to file Schedule M-3 for its 20071. A description of the reportable for U.S. income tax purposes but may betax year. K enters into a transaction withtransaction disclosed on Form 8886 for considered a hedge for SAP purposes,contractual protection that is a reportablewhich amounts are reported on Part II, must also be reported here.transaction described in Regulationsline 12; Report hedging gains and lossessection 1.6011-4(b)(4). This reportable2. The name and tax shelter computed under the mark-to-markettransaction is the only reportableregistration number, if applicable, as method of accounting on line 14 and nottransaction for K’s 2007 tax year andreported on lines 1a and 1b, respectively, on Part II, line 15.results in a $7 million capital loss for bothof Form 8886; and financial purposes and U.S. income tax3. The type of reportable transaction Line 15. Mark-to-Market Incomepurposes. Although the transaction does(i.e., listed transaction, confidential (Loss)not result in a difference, K is required totransaction, transaction with contractual report on Part II, line 12, the following Report on line 15 any amountprotection, etc.) as reported on line 2 of amounts: ($7 million) in column (a), zero representing the mark-to-market incomeForm 8886. in columns (b) and (c), and ($7 million) in or loss for any securities held by a dealer
If a transaction is a listed transaction column (d). The transaction will be in securities, a dealer in commodities
described in Regulations section adequately disclosed if K attaches a having made a valid election under
1.6011-4(b)(2), the description also must supporting schedule for line 12 that (a) section 475(e), or a trader in securities or
include the description provided on line 3 sequentially numbers the Form 8886 and commodities having made a valid election
of Form 8886. In addition, if the reportable refers to the sequentially-numbered Form under section 475(f). “Securities” for
transaction involves an investment in the 8886-X1 and (b) reports the applicable these purposes are securities described
transaction through another entity such as amounts required for line 12, columns (a) in section 475(c)(2) and section 475(e)(2).
a partnership, the description must through (d). Alternatively, the transaction “Securities” do not include any items
include the name and EIN (if applicable) will be adequately disclosed if the specifically excluded from sections
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475(c)(2) and 475(e)(2), such as certain financial accounting and the U.S. income Line 20. Income Recognition
contracts to which section 1256(a) tax treatment of these transactions as From Long-Term Contracts
applies. temporary. During 2007, M reports in its

Report on line 20 the amount of netannual statement $1,000 of sales andReport hedging gains and losses income or loss for financial statement$700 of cost of goods sold with respect tocomputed under the mark-to-market purposes (or books and records, if2007 lease transactions. M receivesmethod of accounting on Part II, line 14, applicable) or U.S. income tax purposesperiodic payments of $500 in 2007 withHedging transactions, and not on line 15. for any contract accounted for under arespect to these 2007 transactions and
long-term contract method of accounting.Line 16. Premium Income similar transactions from prior years and

treats $400 as principal and $100 asReport on line 16, column (a), the amount Line 21. Original Issue Discountinterest income. For financial accountingof earned premiums included in Part I, and Other Imputed Interestpurposes, M reports gross profit of $300line 11. Include on line 16, column (d), the
($1,000 -$700) and interest income of Report on line 21 any amounts of originalamount of earned premiums included on
$100 from these transactions. For U.S. issue discount (OID) and other imputedForm 1120-PC, Schedule A, line 35.
income tax purposes, M reports $500 of interest. The term “original issue discountComplete columns (b) and (c), as
gross rental income (the periodic and other imputed interest” includes, butappropriate. Attach a detailed schedule
payments) and (based on other facts) is not limited to:separately stating amounts included on
$200 of depreciation deduction on theline 16 attributable to the change in (1) 1. The difference between issue price
property. On its 2007 Schedule M-3, Madvance premiums (2) earned but and the stated redemption price at
must report on Part II, line 13, $100 inunbilled premiums (3) retrospective maturity of a debt instrument, which may
column (a), ($100) in column (b), andpremium accruals (4) unearned be wholly or partially realized on the
zero in column (d). In addition, M mustpremiums, and (5) other premium disposition of a debt instrument under
report on Part II, line 17, $300 of grossaccounts. section 1273;
profit in column (a), $200 in column (b), 2. Amounts that are imputed interestLine 17. Sale Versus Lease (for and $500 of gross rental income in on a deferred sales contract underSellers and/or Lessors) column (d). Lastly, M must report on Part section 483;
III, line 31, $200 in column (b) and (d).(Also see the instructions at Part III, line 3. Amounts treated as interest or OID

35, for purchasers and/or lessees.) under the stripped bond rules underLine 18. Section 481(a)
section 1286; andAsset transfer transactions with Adjustments 4. Amounts treated as OID under theperiodic payments characterized for

With the exception of a section 481(a) below-market interest rate rules underfinancial accounting purposes as either a
adjustment that is required to be reported section 7872.sale or a lease may, under some
on Part II, line 12, for reportablecircumstances, be characterized as the
transactions, any difference between anopposite for tax purposes. If the Line 22. Reserved for Futureincome or expense item attributable to antransaction is treated as a lease, the
authorized (or unauthorized) change in Useseller/lessor reports the periodic
method of accounting made for U.S.payments as gross rental income and This line is reserved for future use. Do not
income tax purposes that results in aalso reports depreciation expense or include any amounts on this line.
section 481(a) adjustment must bededuction. If the transaction is treated as
reported on Part II, line 18, regardless ofa sale, the seller/lessor reports gross Line 23a. Income Statementwhether a separate line for that income orprofit (sale price less cost of goods sold) Gain/Loss on Sale, Exchange,expense item exists in Part II or Part III.from the sale of assets and reports the Abandonment, Worthlessness,periodic payments as payments of Example 17. Property and casualty or Other Disposition of Assetsprincipal and interest income. insurance company N is a calendar year Other Than Pass-Throughtaxpayer that was required to fileOn Part II, line 17, column (a), report EntitiesSchedule M-3 for its 2006 tax year and isthe gross profit or gross rental income for

Report on line 23a, column (a), all gainsrequired to file Schedule M-3 for its 2007statutory income purposes for all sale or
and losses on the disposition of assetstax year. N was depreciating certain fixedlease transactions that must be given the
except for gains and losses allocated toassets over an erroneous recovery periodopposite characterization for tax
the corporation from a pass-through entityand, effective for its 2007 tax year, Npurposes. On Part II, line 17, column (d),
(e.g., on Schedule K-1) that are includedreceives IRS consent to change itsreport the gross profit or gross rental
in the net income (loss) per incomemethod of accounting for the depreciableincome for income tax purposes. Interest
statement of includible corporationsfixed assets and begins using the properincome amounts for such transactions
reported on Part I, line 11. Reverse therecovery period. The change in method ofmust be reported on Part II, line 13,
amount reported in column (a) in columnaccounting results in a positive sectionInterest income, in column (a) or (d), as
(b) or (c), as applicable. The481(a) adjustment of $100,000 that isapplicable. Depreciation expense for such
corresponding gains and losses for U.S.required to be spread over four tax years,transactions must be reported on Part III,
income tax purposes are reported on Partbeginning with the 2007 tax year. In itsline 31, Depreciation, in column (a) or (d),
II, lines 23b through 23g, as applicable.annual statement, N treats the sectionas applicable. Use columns (b) and (c) of

481(a) adjustment as a temporaryPart II, lines 13 and 17, and Part III, line
difference. N must report on Part II, line31, as applicable to report the differences Line 23b. Gross Capital Gains
18, $25,000 in columns (b) and (d) for itsbetween columns (a) and (d). From Schedule D, Excluding
2007 tax year and each of theExample 16. Property and casualty Amounts From Pass-Through
subsequent three tax years (unless N isinsurance company M sells and leases Entitiesotherwise required to recognize theproperty to customers. M is a calendar Report on line 23b, gross capital gainsremainder of the 481(a) adjustmentyear taxpayer that was required to file reported on Schedule D, excluding capitalearlier). N must not report the sectionSchedule M-3 for its 2006 tax year and is gains from pass-through entities, which481(a) adjustment on Part III, line 31.required to file Schedule M-3 for its 2007 must be reported on Part II, lines 9, 10, ortax year. For financial accounting 11, as applicable.Line 19. Income From a Specialpurposes, M accounts for each
Loss Discount Accounttransaction as a sale. For U.S. income tax Line 23c. Gross Capital Lossespurposes, each of M’s transactions must Report on line 19 income recognized from

From Schedule D, Excludingbe treated as a lease. In its annual a subtraction from the Special Loss
statement, M treats the difference in the Discount Account under section 847(5). Amounts From Pass-Through
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of a mixed group) as described underEntities, Abandonment Losses, Line 27. Total Expense/
Completion of Schedule M-3 and Certainand Worthless Stock Losses Deduction Items
Allocations, Limitations, and Carryovers.

Report on line 23c, gross capital losses Report on Part II, line 27, columns (a)
If the corporation utilizes a capital lossreported on Schedule D, excluding capital through (d), as applicable, the negative of

carryforward on Schedule D in the currentlosses from (a) pass-through entities, the amounts reported on Part III, line 39,
tax year, report the carryforward utilizedwhich must be reported on Part II, lines 9, columns (a) through (d). For example, if
as a negative amount on Part II, line 24,10 or 11, as applicable; (b) abandonment Part III, line 39, column (a), reflects an
columns (b) or (c), as applicable, andlosses, which must be reported on Part II, amount of $1 million then report on Part
column (d). For a U.S. consolidated taxline 23e; and (c) worthless stock losses, II, line 27, column (a), ($1 million).
group, the Schedule M-3 adjustment forwhich must be reported on Part II, line Similarly, if Part III, line 39, column (b),
the amount of the consolidated capital23f. Do not report on line 23c capital reflects an amount of ($50,000), then
loss carryforward should not be made onlosses carried over from a prior tax year report on Part II, line 27, column (b),
the separate consolidating Schedules M-3and utilized in the current tax year. See $50,000.
of the includible corporations, but on thethe instructions for Part II, line 24,

Line 28. Other Items With Noseparate Schedule M-3 for consolidationregarding the reporting requirements for
eliminations (or on Form 8916 in the case Differencescapital loss carryovers utilized in the
of a mixed group) as described undercurrent tax year. If there is no difference between the
Completion of Schedule M-3 and Certain statutory accounting amount and theLine 23d. Net Gain/Loss Allocations, Limitations, and Carryovers. taxable amount of an entire item ofReported on Form 4797, Line income, gain, loss, expense, or deductionLine 25. Other Income (Loss)17, Excluding Amounts From and the item is not described or includedItems With DifferencesPass-Through Entities, in Part II, lines 1 through 25, or Part III,
Separately state and adequately disclose lines 1 through 38, report the entireAbandonment Losses, and on Part II, line 25, all items of income amount of the item in columns (a) and (d)Worthless Stock Losses (loss) with differences that are not of line 28. If a portion of an item ofReport on line 23d the net gain or loss otherwise listed on Part II, lines 1 through income, loss, expense, or deduction hasreported on line 17 of Form 4797, Sales 24. Attach a schedule that itemizes the a difference and a portion of the itemof Business Property, excluding amounts type of income (loss) and the amount of does not have a difference, do not reportfrom (a) pass-through entities, which must each item. any portion of the item on line 28. Instead,be reported on Part II, lines 9, 10, or 11, For insurance companies included in report the entire amount of the item (i.e.,as applicable; (b) abandonment losses, the consolidated U.S. income tax return, both the portion with a difference and thewhich must be reported on Part II, line see instructions for Part I, lines 10 and 11 portion without a difference) on the23e; and (c) worthless stock losses, and Part II, line 7 for guidance on the applicable line of Part II, lines 1 throughwhich must be reported on Part II, line treatment of intercompany dividends and 25, or Part III, lines 1 through 38. See23f. statutory accounting. Example 10 on page 12.

Line 23e. Abandonment Losses If any “comprehensive income” as Line 29a. PC Insurancedefined by Statement of FinancialReport on line 23e any abandonment Subgroup Reconciliation TotalsAccounting Standards (SFAS) No. 130 islosses, regardless of whether the loss is
For filers other than a mixed group,reported on this line, describe the item(s)characterized as an ordinary loss or a
combine lines 26 through 28 and skipin detail. Examples of sufficiently detailedcapital loss.
lines 29b and 29c. On thedescriptions include “foreign currency

Line 23f. Worthless Stock sub-consolidated Schedule M-3 for atranslation adjustments” and “gains and
mixed group, combine lines 26 through 28Losses losses on available-for-sale securities.”
and skip lines 29b and 29c. For theReport on line 23f any worthless stock Whether an item of income (loss) is
consolidated Schedule M-3 of a mixedloss, regardless of whether the loss is reported on line 25, or is reported on Part
group, complete only lines 29a throughcharacterized as an ordinary loss or a II, line 28, is determined separately by
29c and line 30 of Part II. Part III is notcapital loss. Attach a schedule that each member of the U.S. consolidated tax
required for the consolidated Scheduleseparately states and adequately group and not at the U.S. consolidated
M-3 of a mixed group.discloses each transaction that gives rise tax group level. For example, U.S.

to a worthless stock loss and the amount Corporation P has two subsidiaries, Line 29b. 1120 Subgroup
of each loss. Corporation A and B, that are included in Reconciliation TotalsP’s consolidated financial statements andLine 23g. Other Gain/Loss on Line 29b is only used by mixed groups.in P’s consolidated U.S. income tax
Disposition of Assets See, Schedule M-3 Consolidation forreturn. For financial statement purposes,

Mixed Groups (1120/L/PC), earlier.Report on line 23g any gains or losses P, A, and B recognize revenue from the
from the sale or exchange of property that sale of inventory upon delivery to the Line 29c. Life Insuranceare not reported on lines 23b through 23f. customer. For U.S. income tax purposes, Subgroup Reconciliation TotalsP and A recognize such revenueLine 24. Capital Loss Limitation Line 29c is only used by mixed groups.consistent with the method used for
and Carryforward Used See Schedule M-3 Consolidation forfinancial statement purposes, whereas B

Mixed Groups (1120/L/PC), earlier.Report as a positive amount on line 24, recognizes such revenue based upon
columns (b) or (c), as applicable, and (d) customer acceptance. P and A must Line 30. Reconciliation Totals.the excess of the net capital losses over report this revenue in column (a) and (d)

Combine Lines 29a through 29cthe net capital gains reported on on Part II, line 28. B must report the
Schedule D, Capital Gains and Losses, following on Part II, line 25: in column (a), If a property and casualty insurance
by the corporation. For a U.S. B’s revenue recognized in the financial company that is not a mixed group
consolidated tax group, the Schedule M-3 statements based upon delivery to the chooses not to complete columns (a) and
adjustment for the amount of the customer; in column (d), B’s revenue (d) of Parts II and III in the first tax year
consolidated net capital loss that is recognized for U.S. income tax purposes the property and casualty insurance
disallowed should not be made on the based upon customer acceptance; and in company is required to file Schedule M-3
separate consolidating Schedules M-3 of column (b) or (c), as applicable, the (or for any year in which the property and
the includible corporations, but on the difference between B’s revenue casualty insurance company voluntarily
separate Schedule M-3 for consolidated recognized in its financial statements and files Schedule M-3), Part II, line 30, is
eliminations (or on Form 8916 in the case in its U.S. taxable income. reconciled by the property and casualty
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insurance company (or, in the case of a be included on this line 11, column (a),Line 7. Foreign Withholding
U.S. consolidated tax group, on the regardless of the government or otherTaxes
group’s consolidated Schedule M-3) in authority that imposed the fines or

Report on line 7, column (a), the amountthe following manner: penalties, regardless of whether the fines
of foreign withholding taxes included in and penalties are civil or criminal,1. Report the amount from Part I, line financial accounting income on Part I, line regardless of the classification,11, on Part II, line 30, column (a); 11. If the property and casualty insurance nomenclature, or terminology used for the2. Leave blank Part II, lines 1 through company is deducting foreign tax, use fines or penalties by the imposing29, columns (a) and (d); column (b) or (c), as applicable, to correct authority in its actions or documents, and3. Leave blank Part III, columns (a) for any difference between foreign regardless of how or where the fines orand (d); and withholding tax included in statutory penalties are classified in the property4. Report on Part II, line 30, column accounting net income and the amount of and casualty insurance company’s(d), the sum of Part II, line 30, columns foreign withholding taxes being deducted statutory income statement or the income(a), (b), and (c). in the return. If the property and casualty and expense accounts maintained in the
insurance company is crediting foreign property and casualty insuranceNote. Mixed groups see Schedule M-3 withholding taxes against the U.S. income company’s books and records. AlsoConsolidation for Mixed Groups (1120/L/ tax liability, use column (b) or (c), as report on line 11, column (a), the reversalPC), earlier. applicable, to negate the amount reported of any overaccrual of any amount
in column (a). described in this paragraph. See section

162(f) for additional guidance.Line 8. Stock Option ExpensePart III. Reconciliation of
Report on line 11, column (d), anyReport on line 8, column (a), amounts

Net Income (Loss) per such amounts as are described in theexpensed on Part I, line 11, net income,
preceding paragraph that are includible inthat are attributable to all stock options.Income Statement of
taxable income, regardless of theReport on line 8, column (d), deduction
financial accounting period in which suchamounts attributable to all stock options.Includible Corporations
amounts were or are included in financialLine 9. Other Equity-BasedWith Taxable Income per accounting net income. Complete

Compensation columns (b) and (c) as appropriate.Return—Expense/
Report on line 9 any amounts for Do not report on this Part III, line 11,Deduction Items equity-based compensation or amounts required to be reported in

Note. Expense amounts that reduce consideration that are reflected as accordance with instructions for Part III,
financial accounting income must be expenses for financial accounting line 12.
reported on Part III, column (a), as purposes (column (a)) or deducted in the

Do not report on this Part III, line 11,positive amounts. Deduction amounts that U.S. income tax return (column (d)) other
amounts recovered from insurers or anyreduce taxable income must be reported than amounts reportable elsewhere on
other indemnitors for any fines andon Part III, column (d), as positive Schedule M-3, Parts II and III (e.g., on
penalties described above.amounts. Amounts reported on Part II, Part III, line 8, for stock options expense).

line 27, must be the negative of the Examples of amounts reportable on line 9 Line 12. Judgments, Damages,
amounts reported on Part III, line 36. include payments attributable to Awards, and Similar Costsemployee stock purchase plans (ESPPs),

Report on line 12, column (a), the amountLines 1 Through 6. Income Tax phantom stock options, phantom stock
of any estimated or actual judgments,units, stock warrants, stock appreciationExpense
damages, awards, settlements, andrights, and restricted stock, regardless ofIf the property and casualty insurance similar costs, however named orwhether such payments are made tocompany does not distinguish between classified, included in financial accountingemployees or non-employees, or ascurrent and deferred income tax expense income, regardless of whether thepayment for property or compensation forin its annual statement (or its books and amount deducted was attributable to anservices.records, if applicable), report income tax estimate of future anticipated payments orexpense as current income tax expense Line 10. Meals and actual payments. Also report on line 12,using lines 1, 3, and 5, as applicable. Entertainment column (a), the reversal of any

A U.S. consolidated tax group must overaccrual of any amount described inReport on line 10, column (a), any
complete lines 1 through 6 in accordance this paragraph.amounts paid or accrued by the property
with the allocation of tax expense among and casualty insurance company during Report on line 12, column (d), any
the members of the U.S. consolidated tax the tax year for meals, beverages, and such amounts as are described in the
group in the financial statements (or its entertainment that are accounted for in preceding paragraph that are includible in
books and records, if applicable). If the statutory accounting income, regardless taxable income, regardless of the
current and deferred U.S., state, and of the classification, nomenclature, or statutory accounting period in which such
foreign income tax expense for the U.S. terminology used for such amounts, and amounts were or are included in statutory
consolidated tax group (income tax regardless of how or where such amounts accounting net income. Complete
expense) is allocated among the are classified in the property and casualty columns (b) and (c), as appropriate.
members of the U.S. consolidated tax insurance company’s statutory income

Do not report on this Part III, line 12,group in the group’s financial statements statement or the income and expense
amounts required to be reported in(or its books and records, if applicable), accounts maintained in the property and
accordance with instructions for Part III,then each member must report its casualty insurance company’s books and
line 11.allocated income tax expense on Part III, records. Report only amounts not

lines 1 through 6, of that member’s Do not report on this Part III, line 12,otherwise reportable elsewhere on
separate Schedule M-3. However, if the amounts recovered from insurers or anySchedule M-3, Parts II and III.
income tax expense is not shared or other indemnitors for any judgments,Line 11. Fines and Penaltiesallocated among members of the U.S. damages, awards, or similar costs
consolidated tax group but is retained in Report on line 11 any fines or similar described above.
the parent corporation’s financial penalties paid to a government or other

Line 13. Parachute Paymentsstatements (or books and records, if authority for the violation of any law for
applicable), then amounts are reported which fines or penalties are assessed. All Report on line 13, column (a), the total
only on Part III, lines 1 through 6, of the fines and penalties expensed in statutory expense included in statutory accounting
parent’s separate Schedule M-3. accounting income (paid or accrued) must net income on Part I, line 11, that is
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subject to section 280G. Report in column • Securities (including stocks and their acquisition of property (e.g., stock or
(b) or (c), as applicable, the amount of derivatives, stock options, and bonds); assets) or tax-free reorganization. Report
nondeductible parachute payments • Conservation easements (including on this line any legal and accounting fees
pursuant to section 280G, and report in scenic easements or air rights); incurred at any stage of the acquisition or
column (d), the deductible amount of • Railroad rights of way; reorganization process including, for
compensation after any excess parachute • Mineral rights; and example, fees paid or incurred to evaluate
payment limitations under section 280G. • Other intangible property. whether to investigate an acquisition, fees
If a payment is subject to limitation under to conduct an actual investigation, andLine 20. Charitable Contributionboth sections 162(m) and 280G, report fees to consummate the acquisition. Also

Limitation/Carryforwardthe total payment on this line 13. include on this line legal and accounting
fees incurred in connection with theReport as a negative amount on this lineLine 14. Compensation With liquidation of a subsidiary, a spin-off of a20, columns (b), (c), and (d), as

Section 162(m) Limitation subsidiary, or an initial public stockapplicable, the excess of charitable
offering.Report on line 14, column (a), the total contributions made during the tax year

amount of non-performance-based over the amount of the charitable Line 25. Current Yearcurrent compensation expense for the contribution limitation amount.
Acquisition/Reorganizationcorporate officers to whom section 162 If the corporation utilizes a contribution Other Costs(m) applies. Report the nondeductible carryforward in the current tax year,

amount of current compensation in Report on line 25 any other fees paid orreport the carryforward utilized as a
excess of $1 million in column (b) or (c), incurred in connection with a taxable orpositive amount on columns (b), (c), and
as applicable, and the deductible tax-free acquisition of property (e.g., stock(d), as applicable.
compensation in column (d). If a payment or assets) or a tax-free reorganization notWhen a consolidated U.S. income taxis subject to limitation under both sections otherwise reportable on Schedule M-3return is being filed, Schedule M-3162(m) and 280G, report the total (e.g., Part III, line 23 or 24). Report onadjustments for the amount of charitablepayment on Part III, line 13, Parachute this line any fees paid or incurred at anycontributions in excess of the limitation, orpayments. See Regulations section stage of the acquisition or reorganizationfor charitable contribution carryforward1.162-27(g) for the interaction between process including, for example, fees paidutilized, should not be made on thesections 162(m) and 280G. or incurred to evaluate whether toseparate consolidating Schedules M-3 of investigate an acquisition, fees to conductLine 15. Pension and the includible corporations, but on the an actual investigation, and fees toseparate consolidating Schedule M-3 forProfit-Sharing consummate the acquisition. Also includeconsolidation eliminations (or on FormReport on line 15 any amounts on this line 25 other acquisition/8916 in the case of a mixed group) asattributable to the property and casualty reorganization costs incurred indescribed under Completion of Scheduleinsurance company’s pension plans, connection with the liquidation of aM-3 and Certain Allocations, Limitations,profit-sharing plans, and any other subsidiary, a spin-off of a subsidiary, orand Carryovers.retirement plans. an initial public stock offering.

Line 21. Write-Off of PremiumLine 16. Other Post-Retirement Line 26. Amortization ofReceivablesBenefits Acquisition, Reorganization,
Report on line 21 the amount of premiumReport on line 16 any amounts and Start-Up Costsreceivables written-off rather than on lineattributable to other post-retirement Report on line 26 amortization of32.benefits not otherwise includible on Part acquisition, reorganization, and start-up

III, line 15, for example, retiree health and Line 22. Guarantee Fund costs. For purposes of column (b), (c),
life insurance coverage, dental coverage, and (d), include amounts amortizableAssessments
etc. under section 167, 195, or 248.Report on line 22 all special purpose and
Line 17. Deferred guaranty fund assessments accrued or Line 27. Amortization/deducted for the taxable year.Compensation Impairment of Goodwill,
Report on line 17, column (a), any Line 23. Current Year Insurance in Force, and Ceding
compensation expense included in the Acquisition or Reorganization Commissionsnet income (loss) amount reported in Part Investment Banking Fees Report on line 27 amortization of goodwill,I, line 11, that is not deductible for U.S.

insurance in force and cedingReport on line 23 any investment bankingincome tax purposes in the current tax
commissions or amounts attributable tofees paid or incurred in connection with ayear and that was not reported elsewhere
the impairment of goodwill, insurance intaxable or tax-free acquisition of propertyon Schedule M-3, column (a). Report on
force and ceding commissions. Attach a(e.g., stock or assets) or a tax-freeline 17, column (d), any compensation
schedule separately stating the amountsreorganization. Report on this line anydeductible in the current tax year that was
for each item.investment banking fees incurred at anynot included in the net income (loss)

stage of the acquisition or reorganizationamount reported in Part I, line 11, for the Line 28. Other Amortization orprocess including, for example, fees paidcurrent tax year and that is not reportable Impairment Write-Offsor incurred to evaluate whether toelsewhere on Schedule M-3. For
investigate an acquisition, fees to conduct Report on line 28 any amortization orexample, report originations and reversals
an actual investigation, and fees to impairment write-offs not otherwiseof deferred compensation subject to
consummate the acquisition. Also include includible on Schedule M-3.section 409A on line 17.
on this line 23 investment banking fees

Line 19. Charitable Contribution Line 29. Discounting of Unpaidincurred in connection with the liquidation
of Intangible Property Losses (Section 846)of a subsidiary, a spin-off of a subsidiary,

or an initial public stock offering.Report on line 19 any charitable Report on line 29, column (a), the change
contribution of intangible property, for in liability for unpaid losses and lossLine 24. Current Year
example, contributions of: adjustment expense net of reinsurance asAcquisition or Reorganization• Intellectual property, patents (including included in Part 1, line 11. Report in

Legal and Accounting Feesany amounts of additional contributions column (d) the amount of change in the
allowable by virtue of income earned by Report on line 24 any legal and same liability valued for tax purposes
donees subsequent to the year of accounting fees paid or incurred in included in the taxable income on Form
donation), copyrights, trademarks; connection with a taxable or tax-free 1120-PC, Schedule A, line 35. Do not
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include paid losses on this line 29. payments as payments of principal and M-3 in accordance with the next
Indicate amounts in columns (b) and (c), interest and also reports depreciation paragraph. In columns (b) or (c), as
as appropriate. Attach a schedule expense or deduction with respect to the applicable, adjust for any amounts treated
supporting columns (b) and (c) that purchased asset. for U.S. federal income tax purposes as
identifies the beginning and end of the interest expense that are treated as someReport on Part III, line 35, column (a),
taxable year amounts of discounting as other form of expense for financialgross rent expense for a transaction
required by IRC section 846. Include any accounting purposes, or vice versa. Fortreated as a lease for financial accounting
other differences between columns (a) example, adjustments to interest expensepurposes but as a sale for U.S. federal
and (d) by separate title as well as resulting from adjustments made inincome tax purposes. Report on Part III,
beginning and end of tax year amounts. accordance with instructions for Part III,line 35, column (d), gross rental

line 35, Purchase versus lease (fordeductions for a transaction treated as aLine 30. Reduction of Loss purchasers and/or lessees), should belease for U.S. federal income taxDeduction (Section made in columns (b) and (c), aspurposes but as a purchase for financial832(b)(5)(B)) applicable, on this line 36.accounting purposes. Report interest
Report the proration adjustment required Do not report on this line 36 amountsexpense for such transactions on Part III,
by section 832(b)(5)(B) as a negative reported in accordance with instructionsline 36, Interest expense, in column (a) or
amount on line 30, column (d). Report for (i) Part II, lines 9, 10 and 11, Income(d), as applicable. Report depreciation
amounts in column (b) and (c), as (loss) from U.S. partnerships, foreignexpense or deductions for such
appropriate. Do not enter an amount on partnerships and other pass-throughtransactions on Part III, line 31,
line 30, column (a). entities, and (ii) Part II, line 12, ItemsDepreciation, in column (a) or (d), as

relating to reportable transactions.applicable. Use columns (b) and (c) ofLine 31. Depreciation
Part III, lines 31, 35, and 36, as Line 37. Domestic ProductionReport on line 31 any depreciation applicable, to report the differences

expense that is not required to be Activities Deductionbetween column (a) and (d) for such
reported elsewhere on Schedule M-3 Report on Part III, line 37, column (d), therecharacterized transactions.
(e.g., on Part II, lines 9, 10, or 11). amount of the domestic productionExample 18. U.S. property and

activities deduction under section 199 thatLine 32. Bad Debt Expense and/ casualty insurance company X acquired
is included in taxable income on Formproperty in a transaction that, for statutoryor Agency Balances Written Off 1120-PC, Schedule A, line 35. Completeaccounting purposes, X treats as a lease.Report on line 32, column (a), any columns (b) and (c), as appropriate. DoX is a calendar year taxpayer that wasamounts attributable to an allowance for not report any potion of the company’srequired to file Schedule M-3 for its 2006uncollectible accounts receivable or domestic production activities deductiontax year and is required to file Scheduleactual write-offs of accounts receivable on any other line of Schedule M-3.M-3 for its 2007 tax year. For U.S. incomeincluded in net income. Also report on this

tax purposes, because of its terms, the Line 38. Other Expense/line agency balances written off per the
transaction is treated for U.S. income taxannual statement. Report in column (d) Deduction Items With
purposes as a purchase and X must treatthe amount of bad debt expense Differencesthe periodic payments it makes partiallydeductible for income tax purposes in Report on Part III, line 38, all items ofas payment of principal and partially asaccordance with section 166. expense/deduction that are not otherwisepayment of interest. In its annual

listed on Part III, lines 1 through 37.Line 33. Deduction From a statement, X treats the difference
between the statutory accounting and Whether an expense/deduction item isSpecial Loss Discount Account
U.S. income tax treatment of this reported on this line 38, or reported onReport on line 33 the deduction for
transaction as a temporary difference. Part II, line 28, is determined separatelyadditions to the Special Loss Discount
During 2007, X reports in its annual by each member of the U.S. consolidatedAccount under section 847(4).
statement $1,000 of gross rental expense tax group and not at the U.S.
that, for U.S. income tax purposes, isLine 34. Corporate Owned Life consolidated tax group level. For
recharacterized as a $700 payment of example, U.S. Corporation P has twoInsurance Premiums
principal and a $300 payment of interest, subsidiaries, A and B, that are included inReport on line 34 all amounts of
accompanied by a depreciation deduction P’s consolidated financial statements andinsurance premiums attributable to any
of $1,200 (based on other facts). On its in P’s consolidated U.S. income taxlife insurance policy if the insurance
2007 Schedule M-3, X must report the return. For financial statement purposes,company is directly or indirectly a
following on Part III, line 35: column (a) P, A, and B recognize real estate taxbeneficiary under the policy or if the policy
$1,000, its statutory accounting gross expense when accrued. For U.S. incomehas a cash value. Report in column (d)
rental expense; column (b), ($1,000); and tax purposes, P and A recognize suchthe amount of the premiums that are
column (d), zero. On Part III, line 36, X expense consistent with the method useddeductible for income tax purposes.
reports zero in column (a) and $300 in for financial statement purposes, whereas
columns (b) and (d) for the interestLine 35. Purchase Versus Lease B recognizes such deduction based on a
deduction. On Part III, line 31, X reports method different from that used for(for Purchasers and/or
zero in column (a) and $1,200 in columns financial statement purposes. P and ALessees)
(b) and (d) for the depreciation deduction. must report this expense/deduction inNote: Also see the instructions at Part II, column (a) and (d) on Part II, line 28. Bline 17, on page 15, for sellers and/or Line 36. Interest Expense must report the following on Part III, linelessors. Attach Form 8916-A. Complete Form 38: in column (a), B’s expense recognized
8916-A, Part III, and enter the amountsAsset transfer transactions with in the financial statements when accrued;
shown on line 5, columns (a) through (d),periodic payments characterized for in column (d), B’s real estate tax expense
on Schedule M-3, line 36, columns (a)financial accounting purposes as either a recognized for U.S. income tax purposes;
through (d), as applicable.purchase or a lease may, under some and in column (b) or (c), as applicable,

circumstances, be characterized as the the difference between B’s real estate taxReport on Part III, line 36, column (a),
opposite for tax purposes. expense in its financial statements and itsthe total amount of interest expense

real estate tax deduction recognized forIf a transaction is treated as a lease, included on Part I, line 11, and report on
U.S. income tax purposes.the purchaser/lessee reports the periodic Part III, line 36, column (d), the total

payments as gross rental expense. If the amount of interest expense included on Comprehensive income. If any
transaction is treated as a purchase, the Form 1120-PC, Schedule A, line 35, that “comprehensive income” as defined by
purchaser/lessee reports the periodic is not reported elsewhere on Schedule SFAS No. 130 is reported on this line,
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describe the item(s) in detail as, for and adequately disclose the nature and addition, Q historically prepays 12 months
example, “foreign currency translation amount of the expense related to each of advertising expense on July 1. On July
adjustments” and “gains and losses on reserve and/or contingent liability. The 1, 2007, Q prepays its insurance premium
available-for-sale securities.” appropriate level of disclosure depends of $500,000 and advertising expenses of

upon each taxpayer’s operational activity $800,000. For financial accountingReserves and contingent liabilities.
and the nature of its accounting records. purposes, Q capitalizes and amortizes theReport on line 38 amounts related to the
For example, if a property and casualty prepaid insurance and advertising over 12change in each reserve or contingent
insurance company’s net income amount months. For U.S. income tax purposes, Qliability that is not required to be reported
reported in the income statement includes deducts the insurance premium whenelsewhere on Schedule M-3. For
anticipated expenses for a discontinued paid and amortizes the advertising overexample: (1) amounts relating to changes
operation as a single amount, and its the 12-month period. In its annualin reserves for litigation must be reported
general ledger or other books, records, statement, Q treats the differenceson Part III, line 12, Judgments, damages,
and workpapers provide details for the attributable to the financial accountingawards, and similar costs; and (2)
anticipated expenses under more treatment and U.S. income tax treatmentamounts relating to changes in reserves
explanatory and defined categories such of the prepaid insurance and advertisingfor uncollectible accounts receivable must
as employee termination costs, lease as temporary differences. Q mustbe reported on Part III, line 32, Bad debt
cancellation costs, loss on sale of separately state and adequately discloseexpense and/or agency balances written
equipment, etc., a supporting schedule on Part III, line 38, its prepaid insuranceoff. (See Example 9 and Example 19.)
that lists those categories of expenses premium and report $250,000 in columnReport on Part III, line 38, the
and their details will satisfy the (a) ($500,000/12 months times 6 months),amortization of various items of prepaid
requirement to separately state and $250,000 in column (b), and $500,000 inexpense, such as prepaid subscriptions
adequately disclose. In order to column (d). Q must also separately stateand license fees, prepaid insurance, etc.
separately state and adequately disclose and adequately disclose on Part II, line

Report on line 38, column (a), the employee termination costs, it is not 28, its prepaid advertising and report
expenses included in net income reported required that an anticipated termination $400,000 in columns (a) and (d).
on Part I, line 11, that are related to cost amount be listed for each employee, Line 39. Total Expense/reserves and contingent liabilities. Report or that each asset (or category of asset)
on line 38, column (d), amounts related to Deduction Itemsbe listed along with the anticipated loss
liabilities for reserves and contingent Report on Part II, line 27, columns (a)on disposition.
liabilities that are deductible in the current though (d), as applicable, the negative ofExample 19. Property and casualtytax year for U.S. income tax purposes. the amounts reported on Part III, line 39,insurance company Q is a calendar yearExamples of items that must be reported columns (a) through (d), as applicable.taxpayer that was required to fileon line 38 include restructuring reserves, For example, if Part III, line 39, columnSchedule M-3 for its 2006 tax year and isreserves for discontinued operations, and (a), reflects an amount of $1 million, thenrequired to file Schedule M-3 for its 2007reserves for acquisitions and dispositions. report on Part II, line 27, column (a), ($1tax year. On July 1 of each year, Q has aOnly report on line 38 items that are not million). Similarly, if Part III, line 39,fixed liability for its annual insurancerequired to be reported elsewhere on column (b), reflects an amount ofpremiums on its home office building thatSchedule M-3, Parts II and III. ($50,000), then report on Part II, line 27,provides a 12-month coverage periodThe schedule of details attached to the column (b), $50,000.beginning July 1 through June 30. Inreturn for line 38 must separately state
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