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Department of the Treasury
Internal Revenue Service2008

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

companies that prepare an annual Schedule M-3. A life insurance companySection references are to the Internal
statement, financial statement net income filing Schedule M-3 must check Item A,Revenue Code unless otherwise noted.
(loss) should be reported on the statutory box (3) on Form 1120-L, page 1,General Instructions basis on Schedule M-3, Part I, line 11. indicating that Schedule M-3 is attached,

whether required or voluntary.
Where To File If the parent corporation of a U.S.What’s New

consolidated tax group files Form 1120-LIf the corporation is required to file (orCertain instructions for Schedule M-3,
and files Schedule M-3, each member ofvoluntarily files) Schedule M-3 (FormParts I, II, and III, have been clarified.
the group must file Schedule M-3.1120-L), the corporation must file FormComplete only one Schedule M-3, Part I,
However, if the parent corporation of a1120-L and all attachments andfor a consolidated group. Both Schedule
U.S. consolidated tax group files Formschedules, including Schedule M-3 (FormM-3, Parts II and III, must indicate the
1120-L and any member of the group files1120-L), with the Department of Treasury,name and Employer Identification
Form 1120-PC, U.S. Property andInternal Revenue Service Center, Ogden,Number (EIN) of the common parent and,
Casualty Insurance Company Income TaxUT 84201-0012.if applicable, the subsidiary name and
Return, or Form 1120, that member mustEIN. See the Note under Consolidated
file a Form 1120-PC Schedule M-3 or aSchedule M-3 Versus Consolidating Who Must File Form 1120 Schedule M-3, respectively,Schedules M-3 for Form 1120-L Groups • Any domestic corporation or group of and the group must comply with theon page 4, for more information. corporations required to file Form 1120-L, mixed group consolidated Schedule M-3

U.S. Life Insurance Company Income TaxInstructions have been added for the reporting described in the section,
Return, that reports on Schedule L, Partfollowing new lines on Schedule M-3, Part Schedule M-3 Consolidation for Mixed
II, line 2b of Form 1120-L total assets atI. Groups (1120/L/PC). A mixed group must
the end of the corporation’s tax year that• Schedule M-3, Part I, line 4b, is used to also file Form 8916, Reconciliation of
equal or exceed $10 million mustreport the accounting standard used in Schedule M-3 Taxable Income with Tax
complete and file Schedule M-3.computing the worldwide consolidated net Return Taxable Income for Mixed Groups.• A corporation filing a non-consolidatedincome (loss) stated in Schedule M-3, If the parent corporation of a U.S.Form 1120-L that reports on Schedule L,Part I, line 4a. See page 6. consolidated tax group files Form 1120-LPart II, line 2b of Form 1120-L total assets• Schedule M-3, Part I, line 7a, is used to and any member of the group files Formthat equal or exceed $10 million mustreport the income (loss) for any foreign 1120-PC or Form 1120, and thecomplete and file Schedule M-3 and mustdisregarded entity that is not included in consolidated Schedule L, Part II, line 2b,check box (1) Non-consolidated return, atSchedule M-3, Part I, line 4a, but which is reported in the return includes the assetsthe top of page 1 of Schedule M-3.included in Schedule M-3, Part I, line 11. of all of the corporations (the insurance• Any U.S. consolidated tax groupSee page 7. companies as well as the non-insuranceconsisting of a U.S. parent corporation• Schedule M-3, Part I, line 12, is used to companies), in order to determine if theand additional includible corporationsreport the total assets and liabilities of the group meets the $10 million threshold testlisted on Form 851, Affiliationsentities included or removed on Schedule for the requirement to file Schedule M-3,Schedule, required to file Form 1120-LM-3, Part I, lines 4, 5, 6, and 7. See page use the amount of total assets reportedthat reports on Schedule L, Part II, line 2b10. on Schedule L, Part II, line 2b, of theof Form 1120-L total consolidated assets

consolidated return. If the parentat the end of the tax year that equal orPurpose of Schedule company of a U.S. consolidated tax groupexceed $10 million must complete and fileSchedule M-3, Part I, asks certain files Form 1120-L and any member of theSchedule M-3, and must check box (2)questions about the corporation’s group files Form 1120-PC or Form 1120Consolidated return (Form 1120-L only)financial statements and reconciles and the consolidated Schedule L, Part II,or (3) Mixed 1120/L/PC group, asfinancial statement net income (loss) for line 2b, reported in the return does notapplicable, at the top of page 1 ofthe corporation (or consolidated financial include the assets of one or more of theSchedule M-3.statement group, if applicable), as corporations in the U.S. consolidated tax
reported on Schedule M-3, Part I, line 4a, For purposes of determining whether a group, in order to determine if the group
to net income (loss) of the corporation for corporation with a 52-53 week tax year meets the $10 million threshold test for
U.S. taxable income purposes, as must file Schedule M-3, such the requirement to file Schedule M-3, use
reported on Schedule M-3, Part I, line 11. corporation’s tax year is deemed to end the sum of the amount of total assets

or close on the last day of the calendar reported on the consolidated Schedule L,Schedule M-3, Parts II and III, month nearest to the last day of the 52-53 Part II, line 2b, plus the amounts of allreconcile financial statement net income week tax year. For further guidance on assets reported on Forms 1120-PC and(loss) for the U.S. corporation (or 52-53 week tax years, see Regulations 1120 that are included in the consolidatedconsolidated tax group, if applicable), as section 1.441-2(c)(1). return but not included on thereported on Schedule M-3, Part I, line 11,
consolidated Schedule L, Part II, line 2b.to taxable income on Form 1120-PC, A U.S. life insurance company filing

Schedule A, line 35 (or Schedule B, line Form 1120-L that is not required to file For insurance companies included in
19, if applicable). For life insurance Schedule M-3 may voluntarily file the consolidated U.S. income tax return,
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see instructions for Part I, lines 10 and company is not required to file Schedule the tax year, and must be the same total
11, and Part II, line 7, for guidance on M-3 for the current tax year. The life assets reported by the life insurance
Schedule M-3 reporting of intercompany insurance company may voluntarily file company (or by each member of the U.S.
dividends and statutory accounting Schedule M-3 for the current tax year. If consolidated tax group) in the
adjustments. for a subsequent tax year the life non-tax-basis financial statements, if any,

insurance company is required to file used for Schedule M-3. If the life
Example 1. Schedule M-3, the life insurance company insurance company prepares
1. U.S. life insurance company A must complete Schedule M-3 in its non-tax-basis financial statements,

owns U.S. subsidiary B and foreign entirety (Part I and all columns in Parts II Schedule L, Part II, line 2b, must equal
subsidiary F. For its 2008 tax year, A and III) for that subsequent tax year. the sum of the non-tax-basis financial
prepares consolidated financial statement total assets for eachIn the case of a U.S. consolidated tax
statements with B and F that report total corporation listed on Form 851 andgroup, total assets at the end of the tax
assets of $12 million. A files a included in the U.S. consolidated taxyear must be determined based on the
consolidated U.S. income tax return with return (includible corporation) net oftotal year-end assets of all includible
B and reports total consolidated assets on eliminations for intercompanycorporations listed on Form 851, net of
Schedule L, Part II, line 2b, of $8 million. transactions between includibleeliminations for intercompany
A’s U.S. consolidated tax group is not corporations. If the life insurancetransactions and balances between the
required to file Schedule M-3 for the 2008 company does not prepare non-tax-basisincludible corporations. In addition, for
tax year. financial statements, Schedule L, Part II,purposes of determining for Schedule M-3

2. U.S. life insurance company C line 2b, must be based on the lifewhether the corporation (or U.S.
owns U.S. life insurance company D. For insurance company’s books and records.consolidated tax group) has total assets
its 2008 tax year, C prepares The Schedule L balance sheet may showat the end of the current tax year of $10
consolidated financial statements with D tax-basis balance sheet amounts if the lifemillion or more, the corporation’s total
but C and D file separate U.S. income tax insurance company is allowed to useconsolidated assets must be determined
returns. The consolidated accrual basis books and records for Schedule M-3 andon an overall accrual method of
financial statements for C and D report the life insurance company’s books andaccounting unless both of the following
total assets at the end of the taxable year records reflect only tax-basis amounts.apply: (a) the tax returns of all includible
of $12 million after intercompany corporations in the U.S. consolidated tax Generally, total assets at the beginningeliminations. C reports separate company group are prepared using an overall cash of the year (Schedule L, Part II, line 2a),total year-end assets on its Schedule L, method of accounting, and (b) no must equal total assets at the close of thePart II, line 2b, of $7 million. D reports includible corporation in the U.S. prior year (Schedule L, Part II, line 2b).separate company total year-end assets consolidated tax group prepares or is For each Schedule L balance sheet itemon its Schedule L, Part II, line 2b, of $6 included in financial statements prepared reported for which there is a differencemillion. Neither C nor D is required to file on an accrual basis. between the current opening balanceSchedule M-3 for the 2008 tax year. sheet amount and the prior closingNote. See the instructions for Part I, line3. Foreign corporation A owns 100 balance sheet amount, attach a schedule1, for a discussion of non-tax-basispercent of both U.S. life insurance that reports the balance sheet item, theincome statements and relatedcompany B and U.S. life insurance prior closing amount, the current openingnon-tax-basis balance sheets to be usedcompany C. C owns 100 percent of U.S. amount, and a short explanation of thein the preparation of Schedule M-3 andlife insurance company D. For its 2008 change. Such reasons for thoseForm 1120-L, Schedule L.tax year, A prepares a consolidated differences include mergers andworldwide financial statement for the acquisitions.ABCD consolidated group. The ABCD Other Form 1120-L
consolidated financial statement reports For purposes of measuring total assetsSchedules Affected bytotal year-end assets of $25 million.  A is at the end of the year, the corporation’s
not required to file a U.S. income tax assets may not be netted or reduced bySchedule M-3
return.  B files a separate U.S. income tax the corporation’s liabilities. In addition,Requirementsreturn and reports separate company total total assets may not be reported as a
year-end assets on its Schedule L, Part II, negative amount. If Schedule L isReport on Schedules L and Form 1120-L,
line 2b, of $12 million. C files a prepared on a non-tax-basis method, anpage 1, amounts for the U.S. corporation
consolidated U.S. income tax return with investment in a partnership may beor, if applicable, the U.S. consolidated tax
D and, after eliminating intercompany shown as appropriate under thegroup.
transactions between C and D, reports corporation’s non-tax-basis method ofSchedule Lconsolidated total year-end assets on accounting, including, if required by the

If a non-tax-basis income statement andSchedule L, Part II, line 2b, of $8 million. corporation’s reporting methodology, the
related non-tax-basis balance sheet isB is required to file Schedule M-3 equity method of accounting for
prepared for any purpose for a periodbecause its total year-end assets reported investments. If Schedule L is prepared on
ending with or within the tax year,on Schedule L, Part II, line 2b, exceed a tax-basis, an investment by the
Schedule L must be prepared showing$10 million. The CD U.S. consolidated tax corporation in a partnership must be
non-tax-basis amounts. See thegroup is not required to file Schedule M-3 shown as an asset and measured by the
discussion in the instructions for Schedulebecause its total year-end assets reported corporation’s adjusted basis in its
M-3, Part I, line 1, of non-tax-basison Schedule L, Part II, line 2b, do not partnership interest. Any liabilities
income statements and relatedexceed $10 million. contributing to such adjusted basis must
non-tax-basis balance sheets prepared be shown on Schedule L as corporate
for any purpose and the impact on the liabilities.Other Issues Affecting selection of the income statement used

Consolidated Returnfor Schedule M-3 and the relatedSchedule M-3 Filing non-tax-basis balance sheet amounts that (Form 1120-L, Page 1)
must be used for Schedule L.Requirements Report on Form 1120-L, page 1, each

If a life insurance company was required Total assets shown on Schedule L, item of income, gain, loss, expense, or
to file Schedule M-3 for the preceding tax Part II, line 2b, must equal the total assets deduction net of elimination entries for
year but reports on Schedule L, Part II, of the life insurance company (or, in the intercompany transactions between
line 2b, of Form 1120-L total consolidated case of a U.S. consolidated tax group, the includible corporations. The corporation
assets at the end of the current tax year total assets of all members of the group must not report as dividends on Form
of less than $10 million, the life insurance listed on Form 851) as of the last day of 1120-L, Schedule A, any amounts
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received from an includible corporation partnership income, loss, or capital on otherwise be required to complete
unless the corporation receiving the any day of the partnership tax year is Schedule M-3 for that year.
intercompany dividends is an insurance deemed to own all corporate and 2. P, a U.S. life insurance company, is
company and only to the extent that the partnership interests owned or deemed to the parent of a financial consolidation
insurance company is required to include be owned under these instructions by the group with 50 domestic subsidiaries DS1
intercompany dividends in taxable partnership during the partnership tax through DS50 and 50 foreign subsidiaries
income. See the instructions for Part I, year; and (5) the beneficial owner of 50% FS1 through FS50, all 100 percent owned
lines 10 and 11, for a discussion of or more of the beneficial interest of a trust on September 16, 2008. On September
intercompany dividends and insurance or nominee arrangement on any day of 15, 2008, P filed a consolidated tax return
company statutory accounting. In general, the trust or nominee arrangement tax on Form 1120-L and was required to
dividends received from an includible year is deemed to own all corporate and complete Schedule M-3 for the tax year
corporation must be eliminated in partnership interests owned or deemed to ending December 31, 2007. On
consolidation rather than offset by the be owned under these instructions by the September 16, 2008, DS1, DS2, DS3,
dividends-received deduction. trust or nominee arrangement. FS1, and FS2, each acquire a 10 percent

partnership interest in partnership K
A reportable entity partner with respect which files Form 1065 for the tax yearEntity Considerations for

to a partnership (as defined above) must ending December 31, 2008. P is deemedSchedule M-3 report the following to the partnership to own, directly or indirectly (under these
within 30 days of first becoming aFor purposes of Schedule M-3, instructions), all corporate and
reportable entity partner and, after firstreferences to the classification of an entity partnership interests of DS1, DS2, and
reporting to the partnership under these(for example, as a corporation, a DS3, as the parent of the tax
instructions, thereafter within 30 days ofpartnership, or a trust) are references to consolidation group and therefore is
the date of any change in the interest itthe treatment of the entity for U.S. income deemed to own 30 percent of K on
owns or is deemed to own, directly ortax purposes. An entity that generally is September 16, 2008. P is deemed to
indirectly, under these instructions, in thedisregarded as separate from its owner own, directly or indirectly (under these
partnership: (1) its name, (2) its mailingfor U.S. income tax purposes instructions), all corporate and
address, (3) its taxpayer identification(disregarded entity) must not be partnership interests of FS1 and FS2 as
number (TIN or EIN) if applicable, (4) itsseparately reported on Schedule M-3 the owner of 50% or more of each
entity or organization type, (5) the state orexcept, if required, on Part I, line 7a or 7b. corporation by vote and therefore is
country in which it is organized, (6) theOn Parts II and III, any item of income, deemed to own 20% of K on September
date on which it first became a reportablegain, loss, deduction, or credit of a 16, 2008. P is therefore deemed to own
entity partner, (7) the date with respect todisregarded entity must be reported as an 50% of K on September 16, 2008. Since
which it is reporting a change in itsitem of its owner. In particular, the income P owns or is deemed to own, directly or
ownership interest in the partnership, ifor loss of a disregarded entity must not be indirectly (under these instructions), 50%
applicable, (8) the interest in thereported on Part II, lines 9, 10, or 11 as a or more of K on September 16, 2008, and
partnership it owns or is deemed to ownseparate partnership or other was required to complete Schedule M-3
in the partnership, directly or indirectly (aspass-through. The financial statement with its most recently filed U.S. income
defined under these instructions) as of theincome or loss of a disregarded entity is tax return filed prior to that date, P is a
date with respect to which it is reporting,included on Part I, line 7a or 7b, only if its reportable entity partner of K as of
and (9) any change in that interest as offinancial statement income or loss is September 16, 2008. On October 5,
the date with respect to which it isincluded on Part I, line 11, but not on Part 2008, P reports to K that P is a reportable
reporting.I, line 4a. entity partner as of September 16, 2008,

deemed to own (under these instructions)The reportable entity partner mustReportable Entity Partner a 50% interest in K. K is, therefore,retain copies of required reports it makesReporting Responsibilities required to complete Schedule M-3 whento the partnerships under these
A reportable entity partner with respect to it files its Form 1065 for its tax yearinstructions. Each partnership must retain
a partnership filing Form 1065 is an entity ending December 31, 2008.copies of the required reports it receives
that (1) owns or is deemed to own, under these instructions from reportable
directly or indirectly, under these entity partners. Consolidated Scheduleinstructions a 50% or greater interest in
the income, loss, or capital of the Example 2. M-3 Versus Consolidating
partnership on any day of the tax year, 1. A, an LLC filing a Form 1065 for
and (2) was required to complete Schedules M-3 for Form2008, is owned 50% by U.S. life
Schedule M-3 on its most recently filed insurance company Z. A owns 50% of B, 1120-L GroupsU.S. income tax return or return of income C, D, and E, which are also LLCs filing a

A consolidated tax return group with afiled prior to that day. Form 1065 for calendar year 2008. Z was
parent corporation that files a FormFor the purposes of these instructions, first required to complete Form 1120-L,
1120-L is a mixed group if any member isthe following rules apply: (1) the parent Schedule M-3, for its corporate tax year
a property and casualty insurancecorporation of a consolidated tax group is ended December 31, 2007, and filed
company (files Form 1120-PC) or is notdeemed to own all corporate and Schedule M-3 with its Form 1120-L for
an insurance company. See thepartnership interests owned or deemed to 2007 on September 15, 2008. As of
discussion, Schedule M-3 Consolidationbe owned under these instructions by any September 16, 2008, Z was a reportable
for Mixed Groups (1120/L/PC).member of the tax consolidated group; (2) entity partner with respect to A and,

the owner of a disregarded entity is through A, with respect to B, C, D, and E. A U.S. consolidated tax group must file
deemed to own all corporate and On October 5, 2008, Z reports to A, B, C, a consolidated Schedule M-3. Parts I, II,
partnership interests owned or deemed to D, and E, as it is required to do within 30 and III of the consolidated Schedule M-3
be owned under these instructions by the days of September 16, that Z is a must reflect the activity of the entire U.S.
disregarded entity; (3) the owner of 50% reportable entity partner directly owning consolidated tax group. The parent
or more of a corporation by vote on any (with respect to A) or deemed to own corporation also must complete Parts II
day of the corporation tax year is deemed indirectly (with respect to B, C, D, and E) and III of a separate Schedule M-3 to
to own all corporate and partnership a 50% interest. Therefore, because Z was reflect the parent’s own activity. In
interests owned or deemed to be owned a reportable entity partner for 2008, each addition, Parts II and III of a separate
under these instructions by the of A, B, C, D, and E is required to Schedule M-3 must be completed by
corporation during the corporation tax complete Form 1065, Schedule M-3, for each includible corporation to reflect the
year; (4) the owner of 50% or more of 2008, regardless of whether they would activity of that includible corporation.
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Lastly, it generally will be necessary to sub-consolidations, there will be generally non-life loss limitation and carryforward
complete Parts II and III of a separate a total of six additional Schedule M-3, used. See the discussion, Life/Non-Life
Schedule M-3 for consolidation Parts II, and six additional Schedule M-3, Loss Limitation and Carryforward Used
eliminations. Parts III, for the subgroup Calculations.

sub-consolidations. Specifically, thereIf a U.S. consolidated tax group that is The reconciliation totals for book,must be one Schedule M-3, Part II, andnot a mixed group consists of four temporary difference, permanentone Schedule M-3, Part III, for eachincludible corporations (the parent and difference, and taxable income for eachsubgroup’s sub-consolidated amountsthree subsidiaries) all filing Form 1120-L, subgroup are reported on Forms 1120,and one Schedule M-3, Part II, and onethe U.S. consolidated tax group must 1120-PC, or 1120-L, as applicable,Schedule M-3, Part III, for eachcomplete six Schedules M-3 as follows: Schedule M-3, Part II, line 29a, columnssubgroup’s sub-consolidation eliminations(a) one consolidated Schedule M-3 with (a), (b), (c ), and (d), and equal the sum ofamounts.Parts I, II, and III completed to reflect the the line amounts on Part II, lines 26
activity of the entire U.S. consolidated tax At the mixed group consolidated level, through 28. For a mixed group, Schedule
group; (b) Parts II and III of a separate there must be a consolidated Schedule M-3, Part II, lines 29b, 29c, and 30, are
Schedule M-3 for each of the four M-3, Part II, and, if applicable, a Schedule blank on the Forms 1120, 1120-PC, or
includible corporations to reflect the M-3, Part II, for consolidation eliminations 1120-L, as applicable, for the separate
activity of each includible corporation; and not includible in the subgroup corporations (parent and subsidiary) and
(c) Parts II and III of a separate Schedule eliminations. At the consolidated level, for the three subgroup
M-3 to eliminate intercompany there must also be a consolidated sub-consolidations.
transactions between includible Schedule M-3, Part I, and a consolidated

Reconciliation of Mixed Groupcorporations and to include limitations on Form 8916. For a mixed group, there is
deductions (e.g., charitable contribution no Schedule M-3, Part III, at the Subgroup Sub-Consolidation
limitations and capital loss limitations) and consolidated level. At the consolidated Amounts to Schedule M-3, Part I,
carryover amounts (e.g., charitable level, use the Schedule M-3 (1120, Line 11, and to Tax Return Taxable
contribution carryovers and capital loss 1120-PC, or 1120-L) Parts I and II, that Income
carryovers). See the discussion, matches the form on which the parent

At the consolidated level, use theCompletion of Schedule M-3 and Certain corporation reports and the entire
Schedule M-3 form (1120, 1120-PC,Allocations, Limitations, and Carryovers. consolidated group files.
1120-L) Parts I and II that matches the

Note. Complete only one Schedule M-3, The corporation must check the form on which the parent corporation
Part I, for each consolidated group. A applicable mixed group checkboxes on all reports and the entire consolidated group
subsidiary of a consolidated group does Schedules M-3, Parts I, II, and III, as files. For a mixed group, the consolidated
not complete Schedule M-3, Part I. Enter discussed below. Schedule M-3, Part II, lines 29a, 29b, and
on Schedule M-3, Part I, the name and 29c, amounts report the applicableSubgroup Sub-Consolidation: 1120EIN of the common parent of the amounts from the three subgroupSubgroup, 1120-PC Subgroup, andconsolidated group. Indicate on Schedule sub-consolidation Part II, line 29a,
M-3, Parts II and III, on the line after the 1120-L Subgroup amounts. (If a consolidated level Part II
common parent’s name and EIN, whether A subgroup Schedule M-3, Parts II and III, for consolidation eliminations not
the Schedule M-3, Parts II and III, is for sub-consolidation must be prepared with includible in the subgroup eliminations is
the: (1) consolidated group; (2) parent all necessary eliminations within the applicable, the applicable amounts must
corporation; (3) consolidation subgroup for each of the three possible be adjusted by the applicable elimination
eliminations; or (4) subsidiary corporation, subgroups that are in fact present: one amounts.) The consolidated Schedule
by checking the appropriate box. If subgroup for those corporations reporting M-3, Part II, line 30, amounts are the sum
Schedule M-3, Parts II and III, are for a on Form 1120; one subgroup for those of the applicable amounts on the
subsidiary in a consolidated return, also corporations reporting on Form 1120-PC; consolidated Part II lines 29a, 29b, and
enter the name and EIN of the subsidiary. and one subgroup for those reporting on 29c. For a mixed group, the consolidated

Form 1120-L. The parent corporation is Part II, lines 1 through 28 are blank andSchedule M-3 Consolidation for
included in the subgroup that corresponds no consolidated Part III is required to beMixed Groups (1120/L/PC) to the form on which it reports and the completed.

Special Schedule M-3 consolidation rules entire consolidated group files. For
For mixed groups, the consolidatedapply to a mixed group, that is, a example, in the case of a Form 1120-L

Part II, line 30, column (a) must equalconsolidated tax group that (1) includes parent and Form 1120-L consolidated
Part I, line 11, with appropriateboth a corporation that is an insurance group, the parent is included in the Form
adjustments for statutory accountingcompany and a corporation that is not an 1120-L subgroup sub-consolidation. Each
requirements reflected on Part I, line 10.insurance company, or (2) includes both a subgroup uses its own Schedule M-3
The consolidated taxable incomelife insurance company and a property (1120, 1120-PC, or 1120-L), Parts II and
indicated on Part II, line 30, column (d),and casualty insurance company, or (3) III, for each corporation within the
must equal the amount shown on Formincludes a life insurance company, a subgroup and for the subgroup
8916, line 1. Form 8916 line 8, mustproperty and casualty insurance sub-consolidation and the subgroup
equal taxable income reported on the taxcompany, and a corporation that is not an eliminations.
return.insurance company. The three subgroup sub-consolidation

Mixed group consolidation for taxable income calculations on Schedule Completion of Mixed Group
Schedule M-3, Parts II and III, requires (1) M-3 must follow the separate return Checkboxes for Schedule M-3, Part
subgroup sub-consolidation of the 1120 requirements of the regulation under II and Part IIIsubgroup, the 1120-PC subgroup, and section 1502 and all other applicable The following discussion of checkboxesthe 1120-L subgroup, each with its own regulations taking into account the will assume that the 1120-L subgroupsub-consolidated Schedule M-3, Parts II amounts separately reported on Form includes the corporate parent of theand III, and (2) consolidation of the 8916. Capital loss limitation and mixed group.subgroup sub-consolidation totals on a carryforward used and charitable
consolidated Schedule M-3, Part II, that deduction limitation and carryforward Forms 1120, 1120-PC, and 1120-L,
ties to a consolidated Schedule M-3, Part used are not taken into account in the Schedule M-3, Parts II and III, each have
I, and a consolidated Form 8916. determination of the three subgroup a checkbox (5) at the top indicating a

In addition to one Schedule M-3, Part sub-consolidated taxable incomes on mixed group. Checkbox (5) and one or
II, and one Schedule M-3, Part III, for Schedule M-3, but are reflected on Form more other applicable checkboxes must
each corporation in the three subgroup 8916 and in the calculation of the life/ be checked for a mixed group.
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For example, an 1120-L parent consolidated Schedule M-3 and on theCompletion of Schedule consolidating Schedule M-3 forcorporation included in the 1120-L
consolidation eliminations (or on Formsubgroup must check Form 1120-L, M-3 and Certain
8916 in the case of a mixed group).Schedule M-3, Parts II and III, boxes (2) Allocations, Limitations,Parent corporation and (5) Mixed 1120/L/ If an includible corporation has (1) no

PC group. An 1120-L subsidiary activity for the tax year (e.g., because theand Carryovers
corporation within the 1120-L subgroup corporation is a dormant or inactiveA corporation (or any member of a U.S.
must check Form 1120-L, Schedule M-3, corporation), (2) no amount for theconsolidated tax group) required to file
Parts II and III, boxes (4) Subsidiary corporation was included in Part I, line 11,Schedule M-3 must complete the form in

and (3) the corporation has no amounts tocorporation and (5) Mixed 1120/L/PC its entirety. In particular, a corporation
report on Part II and Part III of Schedulegroup. An 1120-PC subsidiary corporation filing a non-consolidated return that meets
M-3 for the tax year, the parentwithin the 1120-PC subgroup must check the filing requirements for Schedule M-3
corporation of the U.S. consolidated taxForm 1120-PC Schedule M-3, Parts II must complete Parts I, II, and III.  Such a
group may attach to the consolidatedand III, boxes (4) Subsidiary corporation corporation does not check any of the
Schedule M-3, a statement that providesand (5) Mixed 1120/L/PC group. An 1120 checkboxes at the top of Parts II and III.
the name and EIN of the includiblesubsidiary corporation within the 1120 In the case of a U.S. consolidated tax
corporation instead of filing a blank Part IIsubgroup must check Form 1120 group, Part I must be completed once, on
and Part III of Schedule M-3 for suchSchedule M-3, Parts II and III, boxes (4) the consolidated Schedule M-3, by the
entity. On Part I, check box (4) Dormantparent corporation.  Parts II and III mustSubsidiary corporation and (5) Mixed
subsidiaries schedule attached.be completed by the parent corporation,1120/L/PC group.

each includible corporation, and a
The 1120 subgroup sub-consolidation consolidating eliminations entity.

Form 1120, Schedule M-3, Parts II and III, Specific InstructionsAt the time the Form 1120-L is filed, all
must be indicated by checking boxes (5) applicable questions must be answered for Part IMixed 1120/L/PC group and (6) 1120 on Part I, all columns must be completed
group for the sub-consolidation and by on Parts II and III, and all numerical data
checking boxes (5) Mixed 1120/L/PC Part I. Financialrequired by Schedule M-3 must be
group, and (7) 1120 eliminations, for the provided. Any schedule required to Information and Neteliminations. The 1120-PC subgroup support a line item on Schedule M-3 must
sub-consolidation Form 1120-PC, be attached at the time Schedule M-3 is Income (Loss)
Schedule M-3, Parts II and III, must be filed and must provide the information Reconciliationindicated by checking boxes (5) Mixed required for that line item.
1120/L/PC group and (6) 1120-PC group All detailed schedules for Part II and When To Complete Part Ifor the sub-consolidation and by checking Part III of Schedule M-3 must be attached Part I must be completed for any tax yearboxes (5) Mixed 1120/L/PC group, and for each separate entity included in the for which the life insurance company files(7) 1120-PC eliminations, for the consolidated Part II and Part III, including Schedule M-3. Check either box (1)eliminations. The 1120-L subgroup those for the parent company and the Non-consolidated return, (2) Consolidatedsub-consolidation Form 1120-L, Schedule eliminations entity, if applicable.  It is not return (Form 1120-L only), or (3) MixedM-3, Parts II and III, must be indicated by required that the same supporting 1120/L/PC group, as applicable. Inchecking boxes (5) Mixed 1120/L/PC detailed information be presented for Part addition, check box (4) Dormantgroup and (6) 1120-L group for the II and Part III of the consolidated subsidiaries schedule attached, ifsub-consolidation and by checking boxes Schedule M-3. applicable.(5) Mixed 1120/L/PC group, and (7)

If an item attributable to an includible1120-L eliminations, for the eliminations. Line 1. Questions Regardingcorporation is not shared by or allocated
the Type of Income Statementto the appropriate member of the groupA mixed group with a Form 1120-L Preparedbut is retained in the parent corporation’sparent corporation completes a

financial statements (or books and For Schedule M-3, Part I, lines 1 throughconsolidated level Schedule M-3, Parts I
records, if applicable), then the item must 12, use only the financial statements ofand II, and a consolidated Form 8916.
be reported by  the parent corporation in the U.S. life insurance company filing theThe mixed group consolidated Schedule
its separate Schedule M-3.  For example, U.S. income tax return (the consolidatedM-3, Part II, must be indicated by
if the parent of a U.S. consolidated tax financial statements for the U.S. parentchecking boxes (1) consolidated group group prepares financial statements that corporation of a U.S. consolidated taxand (5) Mixed 1120/L/PC group. If a include all members of the U.S. group). If the U.S. life insurance companyconsolidated level Part II for consolidation consolidated tax group and the parent filing a U.S. income tax return (or the U.S.eliminations not includible in the subgroup does not allocate the group’s income tax parent corporation of a U.S. consolidatedeliminations is applicable, that Part II expense as reflected in the financial tax group) prepares its own financialmust be indicated by checking boxes (3) statements among the members of the statements but is controlled by anotherConsolidated eliminations and (5) Mixed group but retains it in the parent corporation (U.S. or foreign) that prepares1120/L/PC group. corporation, the parent corporation must financial statements that include the U.S.
report on its separate Schedule M-3 the corporation, the U.S. corporation (or the

Life/Non-Life Loss Limitation and U.S. consolidated tax group’s income tax U.S. parent corporation of a U.S.
Carryforward Used Calculations expense as reflected in the financial consolidated tax group) must use for its

statements.The applicable life/non-life loss limitation Schedule M-3, Part I, its own financial
statements and not the financialand all carryforward used calculations are Any adjustments made at the
statements of the controlling corporation.made using the amounts determined for consolidated group level that are not

taxable income in the three subgroup attributable to any specific member of the If a non-publicly traded U.S. parent life
sub-consolidations and other applicable U.S. consolidated tax group (e.g., insurance company of a U.S.
amounts separately reported on Form disallowance of net capital losses, consolidated tax group prepares financial
8916. The calculated life/non-life loss contribution deduction carryovers, and statements and that group includes a
limitation or carryforward used amounts, if limitation of contribution deductions) must publicly traded subsidiary that files
any, are not entered on Schedule M-3. not be reported on the separate financial statements with the Securities
The calculated amounts, if any, are consolidating parent or subsidiary and Exchange Commission (SEC), the
entered on Form 8916. Schedules M-3 but rather on the consolidated financial statements of the
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parent life insurance company are the listed of the accounting standards listed traded voting common stock, attach a list
appropriate financial statements for above shall be used. of the classes of publicly traded voting
purposes of completing Part I. Do not use common stock and the trading symbolIf no non-tax-basis financial
any separate company financial and the nine-digit CUSIP number of eachstatements are prepared for a U.S. life
statements that might be prepared for class.insurance company (or, in the case of a
publicly traded subsidiaries. U.S. consolidated tax group, for the U.S. Line 4. Worldwide Consolidatedparent corporation’s consolidated group)Non-Tax-Basis Financial Net Income (Loss) per Incomefiling Schedule M-3, the U.S. lifeStatements and Tax-Basis Statementinsurance company (or the U.S. parentFinancial Statements corporation of a U.S. consolidated tax Report on Part I, line 4a, the worldwide
A tax-basis income statement is allowed group) must check “No” on questions 1a, consolidated net income (loss) per the
for Schedule M-3 and a tax-basis balance 1b, and 1c, skip Part I, lines 2a through income statement (or books and records,
sheet for Schedule L only if no 3c, and enter the net income (loss) per if applicable) of the corporation. A
non-tax-basis income statement and no the books and records of the U.S. life corporation filing a non-consolidated
non-tax-basis balance sheet were insurance company (or U.S. consolidated Form 1120-L for itself must report its
prepared for any purpose and the books tax group) on Part I, line 4a. worldwide income on Part I, line 4a.
and records of the corporation reflect only If no non-tax-basis financial In completing Schedule M-3, the lifetax-basis amounts. The corporation is statements are prepared for a U.S. life insurance company must use financialdeemed to have non-tax-basis income insurance company (or, in the case of a statement amounts from the financialstatements and the related non-tax-basis U.S. consolidated tax group, for the U.S. statement type checked “Yes” on Part I,balance sheets for the current year for parent corporation’s consolidated group) line 1, or from its books and records ifpurposes of Schedule M-3 and Schedule filing Schedule M-3, and the U.S. life Part I, line 1c, is checked “No.” If Part I,L if such non-tax-basis financial insurance company is owned by a foreign line 1a, is checked “Yes,” report on Part I,statements were prepared for and corporation that prepares financial line 4a, the net income amount reportedpresented to management, creditors, statements that include the U.S. life in the income statement presented to theshareholders, government regulators, or insurance company (or the U.S. parent SEC on the corporation’s Form 10-K (theany other third parties for a period ending corporation’s consolidated group), the Form 10-K for the security identified onwith or within the tax year. U.S. life insurance company (or the U.S. Part I, line 3b, if applicable).

If a Form 10-K is filed with the SEC for parent corporation of the U.S.
If a life insurance company preparesthe period ending with or within the tax consolidated tax group) must check “No”

non-tax-basis financial statements, theyear, the corporation must check “Yes,” on questions 1a, 1b, and 1c, skip Part I,
amount on Part I, line 4a, must equal thefor Part I, line 1a, and use that income lines 2a through 3c, and enter the net
financial statement net income (loss) forstatement for Schedule M-3. If Form 10-K income (loss) per the books and records
the income statement period ending withis not filed and a non-tax-basis income of the U.S. corporation (or U.S.
or within the tax year as indicated on Partstatement is prepared that is a certified consolidated tax group) on Part I, line 4a.
I, line 2a.non-tax-basis income statement for the Line 2. Questions Regardingperiod ending with or within the tax year, If the life insurance company preparesIncome Statement Period andthe corporation must check “Yes,” for Part non-tax-basis financial statements and

RestatementsI, line 1b, and use that income statement the income statement period differs from
for Schedule M-3. If Form 10-K is not filed the life insurance company’s tax year, theEnter the beginning and ending dates on
and no certified non-tax-basis income income statement period indicated online 2a for the life insurance company’s
statement is prepared but an unaudited Part I, line 2a, applies for purposes ofannual income statement period ending
non-tax-basis income statement is Part I, lines 4a through 8.with or within this tax year.
prepared for the period ending with or The questions on Part I, lines 2b and If the life insurance company does notwithin the tax year, the corporation must 2c, regarding income statement prepare non-tax-basis financialcheck “Yes,” for Part I, line 1c, and use restatements, refer to the worldwide statements, and has checked “No” onthat income statement for Schedule M-3. consolidated income statement issued by Part I, line 1c, enter the net income (loss)
Order of priority in accounting the corporation filing the U.S. income tax per the books and records of the U.S. life
standards. If no Form 10-K is filed and return (the consolidated financial insurance company or the U.S.
two or more non-tax-basis income statements for the U.S. parent corporation consolidated tax group on Part I, line 4a.
statements are both certified of a U.S. consolidated tax group) and Indicate on Part I, line 4b, which of thenon-tax-basis income statements for the used to prepare Schedule M-3. Answer following accounting standards were usedperiod, the income statement prepared “Yes” on lines 2b and/or 2c if the for line 4a.according to the following order of priority corporation’s annual income statement

1. U.S. Generally Acceptedin accounting standards shall be used. has been restated for any reason. Attach
Accounting Principles (GAAP).a short explanation of the reasons for the1. U.S. Generally Accepted

2. International Financial Reportingrestatement in net income for eachAccounting Principles (GAAP).
Standards (IFRS).annual income statement period that is2. International Financial Reporting

3. Statutory.restated, including the original amountStandards (IFRS).
4. Other (Specify).and restated amount of each annual3. Any other International Accounting

statement period’s net income. TheStandards (IAS). Report on Part I, lines 5a through 10,attached schedule is not required to4. Statutory accounting for insurance as instructed below, all adjustmentreport restatements on an entity-by-entitycompanies. amounts required to adjust worldwide netbasis.5. Other regulatory accrual income (loss) reported on this Part I, lineaccounting. Line 3. Questions Regarding 4a (whether from financial statements or6. Any other accrual accounting books and records), to net income (loss)Publicly Traded Votingstandard. of includible corporations that must beCommon Stock7. Any fair market value standard. reported on Part I, line 11.The primary U.S. publicly traded voting8. Any cash basis standard.
common stock class is the most widely Report on line 12a the worldwide

If no non-tax-basis income statement held or most heavily traded within the consolidated total assets and total
is certified and two or more non-tax-basis U.S. as determined by the life insurance liabilities amounts for the corporation
statements are prepared, the income company. If the life insurance company using the same financial statements (or
statement prepared according to the first has more than one class of publicly books and records) used for the
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worldwide consolidated income (loss) elimination entries. If there are example, if the net income (after
amount reported on Part I, line 4a. consolidation and elimination entries) of aconsolidation or elimination entries

nonincludible U.S. sub-consolidatedrelating to nonincludible foreign entitiesIf a U.S. life insurance company (a)
group is being reported on line 6a, thewhose income (loss) is reported on thehas net income (loss) included on Part I,
attached supporting schedule shouldattached schedule that are not reportableline 4a, and removed on Part I, line 6a or
report the income (loss) of each separateon Part I, line 8, the net amounts of all6b, on another U.S. corporation’s
nonincludible U.S. legal entity from eachsuch consolidation and elimination entriesSchedule M-3, (b) files its own Form
such entity’s own financial accounting netmust be reported on a separate line on1120-L (separate or consolidated), (c)
income statement or books and records,the attached schedule, so that thedoes not have a separate non-tax-basis
and any consolidation or eliminationseparate financial accounting incomefinancial statement (certified or otherwise)
entries (for intercompany dividends,(loss) of each nonincludible foreign entityof its own, and (d) reports on Schedule L,
minority interests, etc.) not reportable onremains separately stated. For example, ifPart II, line 2b, of its own Form 1120-L
Part I, line 8, should be reported on thethe net income (after consolidation andtotal consolidated assets that equal or
attached supporting schedule as a netelimination entries) of a nonincludibleexceed $10 million at the end of the
amount on a line separate and apart fromforeign sub-consolidated group is beingcorporation’s tax year, the life insurance
lines that report each nonincludible U.S.reported on line 5a, the attachedcompany must answer questions 1a, 1b,
entity’s separate net income (loss).supporting schedule should report theand 1c, of Part I as appropriate for its own

income (loss) of each separateForm 1120-L and must report on Part I, Lines 7a, 7b, and 7c. Netnonincludible foreign legal entity fromline 4a, the amount for the corporation’s Income (Loss) of Other Foreigneach such entity’s own financialnet income (loss) that is removed on Part Disregarded Entities, Netaccounting net income statement orI, line 6a or 6b, of the other corporation’s
Income (Loss) of Other U.S.books and records, and any consolidationSchedule M-3. However, if in the

or elimination entries (for intercompany Disregarded Entities, and Netcircumstances described immediately
dividends, minority interests, etc.) notabove, the life insurance company does Income (Loss) of Other
reportable on Part I, line 8, should behave separate non-tax-basis financial Includible Entitiesreported on the attached supportingstatements (certified or otherwise) of its Include on lines 7a, 7b, or 7c the financialschedule as a net amount on a lineown, independent of the amount of the net income or (loss) of each foreign orseparate and apart from lines that reportcorporation’s net income included in Part U.S. disregarded entity or other includibleeach nonincludible foreign entity’sI, line 4a, of the other U.S. corporation, corporation that is not included in theseparate net income (loss).the life insurance company must answer consolidated financial group and thereforequestions 1a, 1b, and 1c, of Part I, as not included in the income reported onLine 6. Net Income (Loss) ofappropriate, for its own Form 1120-L, Part I, line 4a. Include on line 7a or 7b theNonincludible U.S. Entitiesbased on its own separate income financial net income or (loss) of anystatement, and must report on Part I, line Remove the financial net income (line 6a) disregarded entity that is not included in4a, the net income amounts shown on its or loss (line 6b) included in Part I, line 4a, the income reported on Part I, line 4a, butseparate income statement. for each U.S. entity that is not an is included in Part I, line 11 (other
includible corporation in the U.S.Note. See the instructions for Part I, line disregarded entities). Include on line 7c
consolidated tax group (nonincludible10, for adjustments that may be the financial net income or (loss) of any
U.S. entity). In addition, on Part I, line 8,necessary to reconcile financial statement entity not a disregarded entity that is not
adjust for consolidation eliminations andincome to statutory income for the life included in the income reported on Part I,
correct for minority interest andinsurance company. line 4a, but is included on line 11 (other
intercompany dividends between any includible corporation). In addition, onLine 5. Net Income (Loss) of nonincludible U.S. entity and any Part I, line 8, adjust for consolidation
includible corporation. Do not remove inNonincludible Foreign Entities eliminations and correct for minority
Part I the financial net income (loss) ofRemove the financial net income (line 5a) interest and intercompany dividends for
any nonincludible U.S. entity accountedor loss (line 5b) of each foreign entity that any other includible disregarded entity or
for on Part I, line 4a, using the equityis included on Part I, line 4a, and is not an other includible corporation.
method.includible corporation in the U.S. Attach a supporting schedule that

consolidated tax group (nonincludible Attach a supporting schedule that provides the name, EIN, and net income
foreign entity). In addition, on Part I, line provides the name, EIN, and net income (loss) per the financial statement or books
8, adjust for consolidation eliminations (loss) included on Part I, line 4a, that is and records for each separate other
and correct for minority interest and removed on line 6 for each separate disregarded entity or other includible
intercompany dividends between any nonincludible U.S. entity. Also state the entity reported on line 7. Also state the
nonincludible foreign entity and any total assets and total liabilities for each total assets and total liabilities for each
includible corporation. Do not remove in such separate nonincludible U.S. entity such separate included entity and include
Part I the financial net income (loss) of and include those assets and liabilities those assets and liabilities amounts in the
any nonincludible foreign entity accounted amounts in the total assets and total total assets and total liabilities reported on
for on Part I, line 4a, using the equity liabilities reported on Part I, line 12c. The Part I, line 12d. The amounts of income
method. amounts of income (loss) detailed on the (loss) detailed on the supporting schedule

supporting schedule should be reportedAttach a supporting schedule that should be reported for each separate
for each separate nonincludible U.S.provides the name, EIN (if applicable), other disregarded entity or other
entity without regard to the effect ofand net income (loss) included on Part I, includible entity without regard to the
consolidation or elimination entries. Ifline 4a, that is removed on line 5 for each effect of consolidation or elimination
there are consolidation or eliminationseparate nonincludible foreign entity. Also entries solely between or among the
entries relating to nonincludible U.S.state the total assets and total liabilities entities listed. If there are consolidation or
entities whose income (loss) is reportedfor each such separate nonincludible elimination entries relating to such other
on the attached schedule that are notforeign entity and include those assets disregarded entity or other includible
reportable on Part I, line 8, the netand liabilities amounts in the total assets entities whose income (loss) is reported
amounts of all such consolidation andand total liabilities reported on Part I, line on the attached schedule that are not
elimination entries must be reported on a12b. The amounts of income (loss) reportable on Part I, line 8, the net
separate line on the attached schedule,detailed on the supporting schedule amounts of all such consolidation and
so that the separate financial accountingshould be reported for each separate elimination entries must be reported on a
income (loss) of each nonincludible U.S.nonincludible foreign entity without regard separate line on the attached schedule,
entity remains separately stated. Forto the effect of consolidation or so that the separate financial accounting
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income (loss) of each other disregarded to eliminate any intercompany dividends line 11. Include on line 10a the amount of
entity or other includible entity remains between entities whose income is any intercompany dividend adjustment
separately stated. For example, if the net included on Part I, lines 7a, 7b, or 7c, and required by statutory accounting. Include
income (after consolidation and other entities included in the consolidated on line 10b the amount of any other
elimination entries) of a sub-consolidated U.S. income tax return. See line 11, required statutory accounting adjustment.
group of other disregarded entities is examples 3, 4, and 5. Include on line 10c the amount of any
being reported on line 7a or 7b, the other adjustment not required by statutoryIf a corporate owner of an interest in
attached supporting schedule should accounting.another entity: (1) accounts for the
report the income (loss) of each separate Normally, all intercompany dividendsinterest in the entity in the owner
other disregarded entity from each entity’s will have been eliminated or excludedcorporation’s separate general ledger on
own financial accounting net income from the financial accounting consolidatedthe equity method, and (2) fully
statement or books and records, and any net income (loss) reported on Part I, lineconsolidates the entity in the owner
consolidation or elimination entries (for 4a. However, an insurance company maycorporation’s consolidated financial
intercompany dividends, minority be required to include certainstatements, but the entity is not includible
interests, etc.) not reportable on Part I, intercompany dividends on Part I, line 11,in the owner corporation’s consolidated
line 8, should be reported on the attached so that the amount reported on Part I, lineU.S. income tax return, then, as part of
supporting schedule as a net amount on a 11, agrees with statutory accounting netreversing all consolidation and elimination
line separate and apart from lines that income (Annual Statement). If the netentries for the nonincludible entity, the
report each other disregarded entity’s income (loss) of a corporation that filescorporate owner must reverse on
separate net income (loss). Form 1120-PC or Form 1120-L isSchedule M-3, Part I, line 8, the

included on Part I, line 4a or line 7, and iselimination of the equity income inclusionLine 8. Adjustment to computed on a basis other than statutoryfrom the entity. If the owner corporation
Eliminations of Transactions accounting, include on line 10a thedoes not account for the entity on the
Between Includible Entities and adjustments necessary such that Part I,equity method on its own general ledger,

line 11, includes intercompany dividendsit will not have eliminated the equityNonincludible Entities
in the net income (loss) for suchincome for consolidated financialAdjustments on Part I, line 8, to reverse
corporation to the extent required bystatement purposes, and therefore willcertain financial accounting consolidation
statutory accounting principles. Forhave no elimination of equity income toor elimination entries are necessary to
insurance companies included in thereverse.ensure that transactions between
consolidated U.S. income tax return, seeincludible entities and nonincludible U.S. The attached supporting schedule for
instructions for Part I, line 11, and Part II,or foreign entities are not eliminated, in Part I, line 8, must identify the type (e.g.,
line 7.order to report the correct total amount on minority interest, intercompany dividends,

Part I, line 11. Also, additional Statutory accounting for an insuranceetc.) and amount of consolidation or
consolidation entries and elimination company subsidiary acquired or mergedelimination entries reported, as well as
entries may be necessary on Part I, line may require the use of a financialthe names of the entities to which they
8, related to transactions between statement period for income reported onpertain. It is not necessary, but it is
includible entities that are in the Part I, line 11, that differs from the periodpermitted, to report intercompany
consolidated financial group and other reported on Part I, line 4 or line 7. Reporteliminations that net to zero on Part I, line
disregarded entities and other includible on Part I, line 10b, adjustments to income8, such as intercompany interest income
entities that are not in the consolidated because of such differences in accountingand expense.
financial group but that are reported on period.Line 9. Adjustment ToPart I, lines 7a, 7b, or 7c in order to report For any adjustments reported on PartReconcile Income Statementthe correct total amount on Part I, line 11. I, lines 10a, 10b, and 10c, attach aPeriod To Tax Year supporting schedule that provides, forInclude on Part I, line 8, the total of the

Include on line 9 any adjustments each corporation to which an adjustmentfollowing: (a) amounts of any adjustments
necessary to the income (loss) of relates: the name and EIN of theto consolidation entries and elimination
includible corporations to reconcile corporation, the amount of net incomeentries that are contained in the amount
differences between the corporation’s included in Part I before any adjustmentsreported on Part I, line 4a, required as a
income statement period reported on line on line 10, the amount of net incomeresult of removing amounts on Part I, line
2a and the corporation’s tax year. Attach included on Part I, line 11, the amount of5 or 6; and (b) amounts of any additional
a schedule describing the adjustment. the net adjustment that is attributable toconsolidation entries and elimination

intercompany dividend adjustmentsentries that are required as a result of Statutory accounting for an insurance
required to be reported by statutoryincluding amounts on Part I, lines 7a, 7b. company subsidiary acquired or merged
accounting and included on Part I, lineor 7c. This is necessary in order that the may require the use of a financial
10a, the amount of the net adjustmentconsolidation entries and intercompany statement period for income reported on
attributable to other statutory accountingelimination entries included in the amount Part I, line 11, that differs from the period
requirements and included on Part I, linereported on Part I, line 11, are only those reported on Part I, line 4 or line 7. Report
10b, and the amount of the remainder ofapplicable to the financial net income on Part I, line 10b, adjustments to income
the net adjustment not required because(loss) of includible entities for the financial because of such differences in accounting
of statutory accounting and included onstatement period. For example, period.
Part I, line 10c. If any net adjustment isadjustments must be reported on line 8 to Line 10a. Intercompany included for the corporation on Part I,remove minority interest and to reverse

Dividend Adjustments To lines 10b or 10c, attach a supplementalthe elimination of intercompany dividends
supporting schedule identifying the lineReconcile to Line 11,included on Part I, line 4a, that relate to
(10b or 10c), the type of each adjustmentthe net income of entities removed on Line 10b. Other Statutory
included in the net adjustment, and thePart I, line 5 or 6, because the income to Accounting Adjustments To amount of each adjustment included inwhich the consolidation or elimination Reconcile to Line 11, and the net adjustment.entries relate has been removed. Also, for Line 10c. Other Adjustments Toexample, consolidation or elimination Line 11. Net Income (Loss) perReconcile to Amount on Line 11entries must be reported on line 8 to Income Statement of Includiblereflect any minority interest ownership in Include on lines 10a, 10b, and 10c any
Corporationsthe net income of other disregarded other adjustments to reconcile net income

entities or other includible entities (loss) on Part I, line 4a, through Part I, Report on line 11 the net income (loss)
reported on Part I, lines 7a, 7b, or 7c, and line 9, with net income (loss) on Part I, per the income statement (or books and

-8- Instructions for Schedule M-3 (Form 1120-L)

VGHCB
Callout
comma

VGHCB
Callout
a,

VGHCB
Callout
comma



Page 9 of 21 Instructions for Schedule M-3 (Form 1120-L) 9:20 - 14-JAN-2009

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

records, if applicable) of the life insurance DS100, and FS1 through FS50. P must $30. The dividend is eliminated in the
company. In the case of a U.S. remove the net income (loss) of FS1 consolidated financial statements. In its
consolidated tax group, report the through FS50 on Part I, lines 5a or 5b, as financial statements, P consolidates DS1
consolidated income statement net applicable. P must remove the net income and includes $60 of net income ($100
income (loss) of all corporations listed on (loss) before minority interests of DS76 less the minority interest of $40) on Part I,
Form 851 and included in the through DS100 on Part I, lines 6a or 6b, line 4a.
consolidated U.S. income tax return for as applicable. P must reverse on Part I, P must remove the $100 net income of
the tax year. Amounts reported in column line 8: DS1 on Part I, line 6a. P must reverse on
(a) of Parts II and III (see instructions a. The elimination of dividends Part I, line 8, the elimination of the $40
below) must be reported on the same received by P and DS1 through DS75 minority interest net income of DS1. In
accounting method used to report the from DS76 through DS100 and FS1 addition, P reverses its elimination of the
amount of net income (loss) per income through FS50; and $30 intercompany dividend in its financial
statement of includible corporations on statements on Part I, line 8. The net resultb. The recognition of minority
Part I, line 11, which for insurance is that P includes the $30 dividend frominterests’ share of the net income (loss) of
companies is usually statutory DS1 at Part I, line 11, and on Part II, lineDS76 through DS100. Note: The minority
accounting. For insurance companies 7, column (a). P’s taxable dividendinterests’ share, if any, of the income of
included in the consolidated U.S. income income from DS1 must be reported onDS1 through DS75 must be reported in
tax return, see instructions for Part I, line Part II, line 7, column (d).Part II, line 8, Minority interest for
10, and Part II, line 7. includible corporations. 2. U.S. life insurance company C

owns 60% of the capital and profitsP reports on Part I, line 11, theDo not, in any event, report on line 11
interests in U.S. LLC N. C does notconsolidated financial statement netthe net income of entities not listed on
account for N in C’s separate generalincome (loss) attributable to the includibleForm 851 and not included in the
ledger on the equity method. N has netcorporations. Intercompany transactionsconsolidated U.S. income tax return for
income of $100 (before minority interests)between the includible corporations thatthe tax year. For example, it is not
and makes no distributions during the taxhad been eliminated in the net incomepermissible to remove the income of
year. C treats N as a corporation foramount on Part I, line 4a, remainnonincludible entities on lines 5 and/or 6,
financial statement purposes and as aeliminated in the net income amount onabove, then to add back such income on
partnership for U.S. income tax purposes.line 11. Transactions between thelines 7 through 10, such that the amount
In its financial statements, C consolidatesincludible corporations and thereported at line 11 includes the net
N and includes $60 of net income ($100nonincludible entities that are eliminatedincome of entities not includible in the
less the minority interest of $40) on Part I,in the net income amount on Part I, lineconsolidated U.S. income tax return. A
line 4a.4a, are included in the net income amountprincipal purpose of Schedule M-3 is to

on line 11 since the elimination of thosereport on this Part I, line 11, only the C must remove the $100 net income of
transactions were reversed on line 8.financial accounting net income of only N on Part I, line 6a. C must reverse on

2. Foreign corporation F owns 100%the corporations included in the Part I, line 8, the elimination of the $40
of the stock of U.S. life insuranceconsolidated U.S. income tax return. minority interest net income of N. The
company P. P owns 100% of the stock of result is that C includes no income for NWhether or not the corporation DS1, 60% of the stock of DS2, and 100% either on Part I, line 11, or on Part II, lineprepares financial statements, Part I, line of the stock of FS1. F prepares certified 9, column (a). C’s taxable income from N11, must include all items that impact the audited financial statements. P does not must be reported by C on Part II, line 9,net income (loss) of the corporation even prepare any financial statements. P files a column (d).if they are not recorded in the profit and consolidated U.S. income tax return with 3. U.S. life insurance company Ploss accounts in the corporation’s general DS1. owns 60% of corporation DS1, which isledger, including, for example, all

fully consolidated in P’s financialP must not complete Schedule M-3,post-closing adjusting entries (including
statements. P accounts for DS1 in P’sPart I, with reference to the financialworkpaper adjustments) and dividend
separate general ledger on the equitystatements of its foreign parent F. P mustincome or other income received from
method. DS1 has net income of $100check “No” on Part I, lines 1a, 1b, and 1c,non-includible corporations.
(before minority interests) and paysskip lines 2a through 3c of Part I, and

Example 3. dividends of $50, of which P receivesenter worldwide net income (loss) per the
$30. The dividend reduces P’s investmentbooks and records of the includible1. U.S. life insurance company P is
in DS1 for equity method reporting on P’scorporations (P and DS1) on Part I, linepublicly traded and files Form 10-K with
separate general ledger where P includes4a. If the amount on Part I, line 4a,the SEC. P owns 80% or more of the
its 60% equity share of DS1 income,includes the income (loss) of DS2 andstock of 75 U.S. corporations, DS1
which is $60. In its financial statements, PFS1 or is not on the statutory basis, Pthrough DS75, between 51% and 79% of
eliminates the DS1 equity method incomemust enter any necessary adjustments onthe stock of 25 U.S. corporations, DS76
of $60 and consolidates DS1, includinglines 5a through 10 in order for Part I, linethrough DS100, and 100% of the stock of
$60 of net income ($100 less the minority11, to report the net income (loss) of50 foreign subsidiaries FS1 through
interest of $40) on Part I, line 4a.includible corporations P and DS1, net ofFS50. P eliminates all dividend income

eliminations for transactions between Pfrom DS1 through DS100 and FS1 P must remove the $100 net income of
and DS1. In particular, P must make anythrough FS50 in financial statement DS1 on Part I, line 6a. P must reverse on
required adjustments on Part I, line 10, inconsolidation entries. Furthermore, P Part I, line 8, the elimination of the $40
order for the net income on line 11 for lifeeliminates the minority interest ownership, minority interest net income of DS1 and
insurance companies to be on theif any, of DS1 through DS100 in financial the elimination of the $60 of DS1 equity
statutory basis.statement consolidation entries. P’s SEC income. The net result is that P includes

Form 10-K includes P, DS1 through the $60 of equity method income from
DS100, and FS1 through FS50, on a fully Example 4. DS1 at Part I, line 11, and on Part II, line
consolidated basis. P files a consolidated 6, column (a). P’s taxable dividend1. U.S. life insurance company P
U.S. income tax return with DS1 through income from its investment in DS1 mustowns 60% of corporation DS1, which is
DS75. be reported on Part II, line 7, column (d).fully consolidated in P’s financial

P must check “Yes” on Part I, line 1a. statements. P does not account for DS1 4. U.S. life insurance company C
On Part I, line 4a, P must report the in P’s separate general ledger on the owns 60% of the capital and profits
consolidated net income from the SEC equity method. DS1 has net income of interests in U.S. LLC N. C accounts for N
Form 10-K for the consolidated financial $100 (before minority interests) and pays in C’s separate general ledger on the
statement group of P, DS1 through dividends of $50, of which P receives equity method. N has net income of $100
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(before minority interests) and makes no expense must be removed by General Format of Parts II and
consolidation elimination entries.distributions during the tax year. C treats III

N as a corporation for financial statement P must report its financial statement Indicate on the line after the commonpurposes and as a partnership for U.S. net income of $1,040 on Part I, line 4a, parent’s name on Parts II and III, whetherincome tax purposes. For equity method and reports DS1’s net income of $100 on the Schedule M-3 is for the: (1)reporting on C’s separate general ledger, Part I, line 7c. Then, in order to reflect the consolidated tax group; (2) parentC includes its 60% equity share of N full consolidation of the financial corporation; (3) consolidationincome, which is $60. In its financial accounting net income of P and DS1 at eliminations; (4) subsidiary corporation; orstatements, C eliminates the $60 of N Part I, line 11, Net income (loss) per (5) Mixed 1120/L/PC group, by checkingequity method income and consolidates N income statement of includible the appropriate box. If applicable, indicateincluding $60 of net income ($100 less corporations, the following consolidation on the second line of checkboxes,
the minority interest of $40) on Part I, line and elimination entries are reported on whether the Schedule M-3 is for a
4a. Part I, line 8: (a) offsetting entries to sub-consolidated: (6) 1120-L group; or (7)

C must remove the $100 net income of remove the $40 of interest income 1120-L eliminations. See sections above
N on Part I, line 6a. C must reverse on received from DS1 included by P on line titled Consolidated Schedule M-3 Versus
Part I, line 8, the elimination of the $40 4a, and to remove the $40 of interest Consolidating Schedules M-3 for Form
minority interest net income of N and the expense of DS1 included in line 7c for a 1120-L Groups and Schedule M-3
elimination of the $60 of N equity method net change of zero; and (b) an entry to Consolidation for Mixed Groups (1120/L/
income. The result is that C includes the reflect the $20 minority interest in the net PC).
$60 of equity method income for N on income of DS1 (DS1 net income of $100 For each line item in Parts II and III,Part I, line 11, and on Part II, line 9, times 20% minority interest). The result is report in column (a) the amount of netcolumn (a). C’s taxable income from N that Part 1, line 11, reports $1,120: income (loss) included in Part I, line 11,must be reported by C on Part II, line 9, $1,040 from line 4a, $100 from line 7c, and report in column (d) the amountcolumn (d). and ($20) from line 8. Stated another included in taxable income on Form

way, Part I, line 11, includes the entire5. U.S. life insurance company C 1120-L, page 1, line 20.
$1,000 net income of P, measured beforeowns 60% of the capital and profits

Note. A schedule or explanation may berecognition of the intercompany interestinterests in U.S. LLC N. C accounts for N
attached to any line even if none isincome from DS1 and the consolidation ofin C’s separate general ledger on the
required.DS1 operations, plus the entire $140 netequity method. N has net income of $100

income of DS1, measured before interest(before minority interests) and pays a $50 When To Complete Columns (a)expense to P, less the minority interestcash distribution, of which C receives and (d)ownership of $20 in DS1’s separate net$30. The distribution reduces C’s
A life insurance company is not requiredincome ($100). The consolidated U.S.investment in N for equity method
to complete columns (a) and (d) of Partsincome tax group is required to include onreporting on C’s separate general ledger.
II and III for the first tax year the lifethe attached supporting schedule for PartC treats N as a corporation for financial
insurance company is required to fileI, line 8, the details of the adjustment tostatement purposes and as a partnership
Schedule M-3. The life insurancethe minority interest in the net income offor U.S. income tax purposes. For equity
company must complete columns (a) andDS1, but is not required to report themethod reporting on C’s separate general
(d) of Parts II and III for all tax yearsoffsetting adjustment to the intercompanyledger, C includes its 60% equity share of
subsequent to the first tax year the lifeelimination of interest income and interestN income, which is $60. In its financial
insurance company is required to fileexpense (though it is permitted to do so).statements, C eliminates the $60 of N
Schedule M-3. For example, if aequity method income and consolidates N Line 12. Total Assets and corporation was required to file Scheduleand includes $60 of net income ($100
M-3 as a member of a U.S. consolidatedLiabilities of Entities Includedless the minority interest of $40) on Part I,
tax group and the corporation leaves theor Removed on Part I, Lines 4,line 4a.
U.S. consolidated tax group, the5, 6, and 7C must remove the $100 net income of corporation is required to complete

N on Part I, line 6a. C must reverse on Line 12 must be completed by all Schedule M-3 in its entirety in any
Part I, line 8, the elimination of the $40 corporations that file Schedule M-3. succeeding tax year that the corporation
minority interest net income of N and the Report on lines 12a, 12b, 12c, and 12d is required to complete Schedule M-3.
elimination of the $60 of N equity method the total amount (not just the However, if the corporation joins in filing a
income. The result is that C includes the corporation’s share) of assets and different consolidated U.S. income tax
$60 of equity method income for N on liabilities of entities included or removed return, then the corporation must
Part I, line 11, and on Part II, line 9, on Part I, lines 4, 5, 6, and 7. On line 12a, complete its Schedule M-3 in its entirety
column (a). C’s taxable income from N enter the worldwide consolidated total in any year that the U.S. consolidated tax
must be reported by C on Part II, line 9, assets and total liabilities of all of the group must complete its Schedule M-3 in
column (d). entities included in completing Part I, line its entirety.

4a. On line 12b, enter the total assets and
If, for any tax year (or tax years) priortotal liabilities of the entities removed inExample 5. U.S. life insurance

to the first tax year a life insurancecompleting on Part I, line 5. On line 12c,company P owns 80% of the stock of
company is required to file Schedule M-3,enter the total assets and total liabilitiescorporation DS1. DS1 is included in P’s
a life insurance company voluntarily filesremoved in completing Part I, line 6. Onconsolidated U.S. income tax return, even
Schedule M-3, then in those voluntaryline 12d, enter total assets and totalthough DS1 is not included in P’s
filing years the life insurance company isliabilities included in completing Part I,consolidated financial statements on
not required to complete columns (a) andline 7.either a consolidated basis or on the
(d) of Parts II and III. In addition, in theequity method. DS1 has current year net
first tax year the life insurance company isincome of $100 after taking into account
required to file Schedule M-3, the lifeits $40 interest payment to P. P has net Specific Instructions for insurance company is not required toincome of $1,040 after recognition of the
complete columns (a) and (d) of Parts IIParts II and IIIinterest income from DS1. Because DS1
and III.is an includible corporation, 100% of the For consolidated U.S. income tax returns,

net income of both P and DS1 must be file supporting schedules for each If a life insurance company that is not
reported on Form 1120-L, page 1, of the includible corporation. See Consolidated a mixed group chooses not to complete
PDS consolidated U.S. income tax return, Return in the Instructions for Form columns (a) and (d) of Parts II and III in
and the intercompany interest income and 1120-L. the first tax year the life insurance
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company is required to file Schedule M-3 (SAP), differences that are treated as must report the amortization attributable
(or in any year in which the life insurance temporary for SAP must be reported in to the IP on Part III, line 30, and report
company voluntarily files Schedule M-3), column (b) and differences that are $6,000 in column (a), a temporary
then Part II, line 30, is reconciled by the permanent (that is, not temporary for difference of $3,000 in column (b), and
life insurance company (or, in the case of SAP) must be reported in column (c). $9,000 in column (d). B must report the
a U.S. consolidated tax group, by the Generally, pursuant to SAP, a temporary goodwill impairment on Part III, line 29,
group’s parent life insurance company on difference affects (creates, increases, or and report $5,000 in column (a), a
Part II, line 30, of the group’s decreases) a deferred tax asset or permanent difference of ($5,000) in
consolidated Schedule M-3) in the liability. column (c), and $0 in column (d).
following manner: If the life insurance company does not Reporting Requirements1. Report the amount from Part I, line prepare financial statements, or the
11, on Part II, line 30, column (a); financial statements are not prepared in for Parts II and III

2. Leave blank Part II, lines 1 through accordance with SAP, report in column Except for mixed group consolidation, the29, columns (a) and (d); (b) any difference that the life insurance number of Parts II must equal the number3. Leave blank Part III, columns (a) company believes will reverse in a future of Parts III filed by the corporation. Mixedand (d); and tax year (that is, have an opposite effect groups should see the discussion,4. Report on Part II, line 30, column on taxable income in a future tax year (or Schedule M-3 Consolidation for Mixed(d), the sum of Part II, line 30, columns years) due to the difference in timing of Groups (1120/L/PC).(a), (b), and (c). recognition for financial accounting and
U.S. income tax purposes) or is the General ReportingNote. Mixed groups should see the reversal of such a difference that arose in Requirementssection, Schedule M-3 Consolidation for a prior tax year. Report in column (c) any If an amount is attributable to a reportableMixed Groups (1120/L/PC). difference that the life insurance company transaction described in Regulationsbelieves will not reverse in a future taxIn the case of a U.S. consolidated tax section 1.6011-4(b), the amount must beyear (and is not the reversal of such agroup that is not a mixed group, the reported in columns (a), (b), (c), and (d),difference that arose in a prior tax year).reconciliation described in the preceding as applicable, of Part II, line 12, items

paragraph must be performed by each If the life insurance company is unable relating to reportable transactions,
member of the U.S. consolidated tax to determine whether a difference regardless of whether the amount would
group. However, because Part I must be between column (a) and column (d) for an otherwise be reported on Part II or Part III
completed only once on the consolidated item will reverse in a future tax year or is of Schedule M-3. Thus, if a taxpayer files
Schedule M-3 by the parent corporation the reversal of a difference that arose in a Form 8886, Reportable Transaction
of the U.S. consolidated tax group, the prior tax year, report the difference for Disclosure Statement, the amounts
amount reported on Part II, line 30, that item in column (c). attributable to that reportable transaction
column (a), by each member of the U.S. must be reported on Part II, line 12.Example 6. For the 2007, 2008, andconsolidated tax group on its respective

2009 tax years, life insurance company A A life insurance company is required toSchedule M-3 is the amount attributable
has total consolidated assets on the last report in column (a) of Parts II and III theto that member that is reported on the
day of the tax year as reported on amount of any item specifically listed onconsolidated Schedule M-3, Part I, line
Schedule L, Part II, line 2b, of $8 million, Schedule M-3 that is in any manner11, completed by the parent corporation.
$11 million, and $12 million, respectively. included in the life insurance company’sAccordingly, the amount reported on Part
A is required to file Schedule M-3 for its current year annual statement net incomeII, line 30, columns (a) through (d) of the
2008 and 2009 tax years. (loss) or in an income or expense accountconsolidated Schedule M-3 is the sum of

maintained in the life insuranceFor its 2007 tax year, A voluntarily filesthe amounts reported by each member of
company’s books and records, even ifSchedule M-3 and does not completethe U.S. consolidated tax group on its
there is no difference between thatcolumns (a) and (d) of Parts II and III.respective Schedule M-3 (including a
amount and the amount included inSchedule M-3 for consolidation For A’s 2008 tax year, the first tax year taxable income unless (a) otherwiseeliminations, if necessary). Note that the that A is required to file Schedule M-3, A provided in these instructions or (b) theamount reported on Part II, line 30, is only required to complete Part I and amount is attributable to a reportablecolumn (a), of the consolidated Schedule columns (b) and (c) of Parts II and III. For transaction described in RegulationsM-3 must equal the amount reported on A’s 2009 tax year, A is required to section 1.6011-4(b) and is thereforePart I, line 11, of the consolidated complete Schedule M-3 in its entirety. reported on Part II, line 12. For example,Schedule M-3, and that the amount

Example 7. Life insurance company with the exception of interest incomereported on Part II, line 30, column (d), of
B is a U.S. publicly traded corporation reflected on a Schedule K-1 received by athe consolidated Schedule M-3 must
that files a consolidated U.S. income tax life insurance company as a result of theequal the amount reported on the
return and prepares consolidated SAP/ life insurance company’s investment in aconsolidated Form 1120-L, page 1, line
GAAP financial statements. In prior years, partnership or other pass-through entity,20.
B acquired intellectual property (IP) and all interest income, whether from

When To Complete Columns (b) goodwill through several corporate unconsolidated affiliated companies, third
acquisitions. The IP is amortizable for parties, banks, or other entities, whetherand (c)
both U.S. income tax and financial from foreign or domestic sources,Columns (b) and (c) of Parts II and III
statement purposes. In the current year, whether taxable or exempt from tax andmust be completed for any tax year for
B’s annual amortization expense for IP is regardless of how or where the income iswhich the life insurance company files
$9,000 for U.S. income tax purposes and classified in the life insurance company’sSchedule M-3.
$6,000 for financial statement purposes. annual statement, must be included on

For any item of income, gain, loss, In its financial statements, B treats the Part II, line 13, column (a). Likewise, all
expense, or deduction for which there is a difference in IP amortization as a fines and penalties paid to a government
difference between columns (a) and (d), temporary difference. The goodwill is not or other authority for the violation of any
the portion of the difference that is amortizable for U.S. income tax purposes law for which fines or penalties are
temporary must be entered in column (b) and is subject to impairment for financial assessed must be included on Part III,
and the portion of the difference that is statement purposes. In the current year, line 12, column (a), regardless of the
permanent must be entered in column (c). B records an impairment charge on the government authority that imposed the

If financial statements are prepared by goodwill of $5,000. In its financial fines or penalties, regardless of whether
the life insurance company in accordance statements, B treats the goodwill the fines or penalties are civil or criminal,
with statutory accounting principles impairment as a permanent difference. B regardless of the classification,
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nomenclature, or terminology attached to With limited exceptions, Part III for its 2007 tax year and is required to file
the fines or penalties by the imposing includes lines for specific items of Schedule M-3 for its 2008 tax year. C’s
authority in its actions or documents, and expense or deduction (expense items). total depreciation expense for its 2008 tax
regardless of how or where the fines or (See Part III, lines 1 through 37.) If an year for five of the assets is $50,000 for
penalties are classified in the life expense item is described on Part III, summary of operations purposes and
insurance company’s summary of lines 1 through 37, report the amount of $70,000 for U.S. income tax purposes.
operations or the income and expense the item on the applicable line, regardless C’s total annual depreciation expense for
accounts maintained in the life insurance of whether there is a difference for the its 2008 tax year for the other five assets
company’s books and records. item. If there is a difference for the is $40,000 for summary of operations

expense item, or only a portion of the purposes and $30,000 for U.S. incomeIf a life insurance company would be
expense item has a difference and a tax purposes. In its annual statement, Crequired to report in column (a) of Parts II
portion of the item does not have a treats the differences between annualand III the amount of any item specifically
difference and the item is not described in statement and U.S. income taxlisted on Schedule M-3 in accordance
Part III, lines 1 through 37, report and depreciation expense as giving rise towith the preceding paragraph, except that
describe the entire amount of the item on temporary differences that will reverse inthe life insurance company has
Part III, line 38. future years. C must combine all of itscapitalized the item of income or expense

depreciation adjustments. Accordingly, Cand reports the amount in its annual If there is no difference between the
must report on Part III, line 32, for itsstatement or in asset and liability annual statement amount and the taxable
2008 tax year income statementaccounts maintained in the life insurance amount of an entire item of income, loss,
depreciation expense of $90,000 incompany’s books and records, the life expense, or deduction and the item is not
column (a), a temporary difference ofinsurance company must report the described or included in Part II, lines 1
$10,000 in column (b), and U.S. incomeproper tax treatment of the item in through 24, or Part III, lines 1 through 37,
tax depreciation expense of $100,000 incolumns (b), (c), and (d), as applicable. report the entire amount of the item in
column (d).columns (a) and (d) of Part II, line 28.Furthermore, in applying the two

Example 9. Life insurance companypreceding paragraphs, a life insurance Separately stated and adequately
D is a calendar year taxpayer that wascompany is required to report in column disclosed. Each difference reported in
required to file Schedule M-3 for its 2007(a) of Parts II and III the amount of any Parts II and III must be separately stated
tax year and is required to file Scheduleitem specifically listed on Schedule M-3 and adequately disclosed. In general, a
M-3 for its 2008 tax year. On Decemberthat is included in the life insurance difference is adequately disclosed if the
31, 2008, D establishes two reservecompany’s annual statement or exists in difference is labeled in a manner that
accounts in the amount of $100,000 forthe life insurance company’s books and clearly identifies the item or transaction
each account. One reserve account is anrecords, regardless of the nomenclature from which the difference arises. For
allowance for agency balances that areassociated with that item in the annual further guidance about adequate
estimated to be uncollectible. The secondstatement or books and records. Accurate disclosure, see Regulations section
reserve is an estimate of future officecompletion of Schedule M-3 requires 1.6662-4(f). If a specific item of income,
closure expenses. In its annualreporting amounts according to the gain, loss, expense, or deduction is
statement, D treats the two reservesubstantive nature of the specific line described on Part II, lines 9 through 24, or
accounts as giving rise to temporaryitems included in Schedule M-3 and Part III, lines 1 through 37, and the line
differences that will reverse in futureconsistent reporting of all transactions of does not indicate to “attach schedule” or
years. The two reserves are expenses inlike substantive nature that occurred “attach details,” and the specific
D’s 2008 annual statement but are notduring the tax year. For example, all instructions for the line do not call for an
deductions for U.S. income tax purposesexpense amounts that are included in the attachment of a schedule or statement,
in 2008. D must not combine theannual statement or exist in the books then the item is considered separately
Schedule M-3 differences for the twoand records that represent some form of stated and adequately disclosed if the
reserve accounts. D must report the“Bad debt expense,” must be reported on item is reported on the applicable line and
amounts attributable to the allowance forPart III, line 33, column (a), regardless of the amount(s) of the item(s) are reported
bad debts on Part III, line 33, Bad debtwhether the amounts are recorded or in the applicable columns of the
expense/agency balances written off, andstated under different nomenclature in the applicable line. See the instructions
must separately state and adequatelyannual statement or the books and beginning on this page for specific
disclose the amount attributable to therecords such as: “Provision for doubtful additional information required to be
other reserve, office closure costs, on aaccounts;” “Expense for uncollectible provided for amounts reported on Part II,
required, attached schedule that supportsnotes receivable;” or “Impairment of trade lines 1 through 8.
the amounts on Part III, line 38.accounts receivable.” Likewise, as stated Note. A schedule or explanation may be

in the preceding paragraph, all fines and Example 10. Life insurance companyattached to any line even if none is
penalties must be included on Part III, line F is a calendar year taxpayer that wasrequired.
12, column (a), regardless of the required to file Schedule M-3 for its 2007Except as otherwise provided,terminology or nomenclature attached to tax year and is required to file Scheduledifferences for the same item must bethem by the life insurance company in its M-3 for its 2008 tax year. During 2008, Fcombined or netted together and reportedbooks and records or annual statement. incurs $200 of meals and entertainmentas one amount on the applicable line ofWith limited exceptions, Part II expenses that F deducts in computing netSchedule M-3. However, differences forincludes lines for specific items of income, income per the income statement. Of theseparate items must not be combined orgain, or loss (income items) (see Part II, $200, $50 is subject to the 50% limitationnetted together. Each item (andlines 1 through 24). If an income item is under section 274(n). F treats thecorresponding amount attributable to thatdescribed in Part II, lines 1 through 24, limitation on deductions for meals anditem) must be separately stated andreport the amount of the item on the entertainment as a permanent difference.adequately disclosed on the applicableapplicable line, regardless of whether Because meals and entertainmentline of Schedule M-3, or any schedulethere is a difference for the item. If there expenses are specifically described inrequired to be attached, even if theis a difference for the income item, or only Part III, line 11, Meals and entertainment,amounts are below a certain dollara portion of the income item has a F must report all of its meals andamount.difference and a portion of the item does entertainment expenses on this line,
not have a difference, and the item is not Example 8. Life insurance company regardless of whether there is a
described in Part II, lines 1 through 24, C is a calendar year taxpayer that placed difference. Accordingly, F must report
report and describe the entire amount of in service ten depreciable fixed assets in $200 in column (a), $25 in column (c),
the item on Part II, line 25. 2002. C was required to file Schedule M-3 and $175 in column (d). F must not report

-12- Instructions for Schedule M-3 (Form 1120-L)



Page 13 of 21 Instructions for Schedule M-3 (Form 1120-L) 9:20 - 14-JAN-2009

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

the $150 of meals and entertainment indirectly owned, and (5) the amounts for corporation accounted for on the equity
expenses that are deducted in F’s annual columns (a) through (d). method.
statement net income and are fully Line 7. U.S. Dividends NotLine 3. Subpart F, QEF, anddeductible for U.S. income tax purposes

Eliminated in Tax ConsolidationSimilar Income Inclusionson Part II, line 28, and the $50 subject to
the limitation under section 274(n) on Part Report on line 7, column (a), the amountReport on line 3, column (d), the amount
III, line 11. of dividends included in Part I, line 11,included in taxable income under section

that were received from any U.S.951 (relating to Subpart F), gains or other
corporation. Report on line 7, column (d),income inclusions resulting from elections
the amount of any U.S. dividendsPart II. Reconciliation of under sections 1291(d)(2) and 1298(b)(1),
included in taxable income on Formand any amount included in taxableNet Income (Loss) per 1120-L, page 1, line 20.income pursuant to section 1293 (relating

to qualified electing funds). The amount ofIncome Statement of Life Usually, the amounts included on line
Subpart F income corresponds to the total 7, columns (a) and (d) include onlyInsurance Companies With of the amounts reported by the life dividends received from U.S. corporations
insurance company on line 6, Schedule I, that are not included in the U.S.Taxable Income per Return
of all Forms 5471, Information Return of consolidated tax group because
U.S. Persons With Respect to CertainLines 1 Through 8. Additional intercompany dividends (dividends
Foreign Corporations. The amount of received from includible corporationsInformation for Each Life
qualified electing fund income listed on Form 851) are eliminated orInsurance Company
corresponds to the total of the amounts excluded for financial accounting

For any item reported on Part II, lines 1, 3 reported by the life insurance company on purposes and eliminated for the
through 6, or 8, attach a supporting line 3(a), Part II, of all Forms 8621, calculation of U.S. taxable income. In the
schedule that provides the name of the Return by a Shareholder of a Passive case of an insurance company included in
entity for which the item is reported, the Foreign Investment Company (PFIC) or the consolidated U.S. income tax return
type of entity (corporation, partnership, Qualified Electing Fund. required to report intercompany dividends
etc.), the entity’s EIN (if applicable), and as part of statutory accounting netAlso include on line 3 PFICthe item amounts for columns (a) through income, include such intercompanymark-to-market gains and losses under(d). See the instructions for Part II, lines 2 dividends on Part II, line 7, column (a)section 1296. Do not report such gainsand 7, for the specific information and the taxable amount of thoseand losses on Part II, line 16.required for those particular lines. dividends on Part II, line 7, column (d).

(For insurance companies included in theLine 1. Income (Loss) From Line 4. Section 78 Gross-Up
consolidated U.S. income tax return, seeEquity Method Foreign Report on line 4, column (d), the amount
instructions for Part I, lines 10 and 11.)of any section 78 gross-up notCorporations

For any intercompany dividendsincluded in column (d) of Part II, linesReport on line 1, column (a), the financial
(dividends received from includible9, 10, and 11, Income (loss) from U.S.income (loss) included in Part I, line 11,
corporations listed on Form 851) includedpartnerships, foreign partnerships andfor any foreign corporation accounted for
on Part II, line 7, report on an attachedother pass-through entities.  The sectionon the equity method and remove such
supporting schedule for Part II, line 7 (1)78 gross-up amount on line 4 mustamount in column (b) or (c), as
the name of the dividend payer (2) thecorrespond to the total section 78applicable. Report the amount of
payer’s EIN (3) the class of stock orgross-up amounts reported by thedividends received and other taxable
security on which the dividends were paidcorporation on all Forms 1118, Foreignamounts received or includible from
(4) the amount of any net adjustmentTax Credit—Corporations, excluding theforeign corporations on Part II, lines 2
included on Part I, line 10a, for suchamounts reported in column (d) of Part II,through 5, as applicable.
dividends, and (5) the amounts forlines 9, 10, and 11.

Line 2. Gross Foreign columns (a) through (d).
Line 5. Gross ForeignDividends Not Previously Taxed For any dividends included on Part II,Distributions Previously TaxedExcept as otherwise provided in this line 7, that are not intercompany
Report on line 5, column (a), anyparagraph, report on line 2, column (d), dividends (dividends received from
distributions received from foreignthe amount (before any withholding tax) includible corporations listed on Form
corporations that were included in Part I,of any foreign dividends included in 851) that are received on classes of
line 11, and that were previously taxed fortaxable income on Form 1120-L, page 1, voting stock in which the corporation
U.S. income tax purposes. For example,line 20, and report on line 2, column (a), directly or indirectly owned 10% or more
include in column (a) amounts that arethe amount of dividends from any foreign of the outstanding shares of that class at
excluded from taxable income undercorporation included in Part I, line 11. Do any time during the tax year, report on an
sections 959 and 1293(c). Remove suchnot report on Part II, line 2, any amounts attached supporting schedule for Part II,
amount in column (b) or (c), asthat must be reported on Part II, lines 3 or line 7 (1) the name of the dividend payer
applicable. Report the full amount of the4, or dividends that were previously taxed (2) the payer’s EIN (if applicable) (3) the
distribution before any withholding tax.and must be reported on Part II, line 5 class of voting stock on which the
Since previously taxed foreign(see the instructions below for Part II, dividend was paid (4) the percentage of
distributions are not currently taxable, linelines 3, 4 and 5). Report amounts in the class directly or indirectly owned, and
5, column (d) is shaded. Also, seecolumns (b) and (c), as applicable. (5) the amounts for columns (a) through
instructions above for Part II, line 2. (d).For any dividends reported on Part II,

line 2, that are received on a class of Line 8. Minority Interest forLine 6. Income (Loss) From
voting stock of which the life insurance Includible CorporationsEquity Method U.S.company directly or indirectly owned 10%

Report on line 8, column (a), the minorityCorporationsor more of the outstanding shares of that
interest included in the financial incomeclass at any time during the tax year, Report on line 6, column (a), the financial
(loss) on Part I, line 11, for any memberreport on an attached supporting income (loss) included in Part I, line 11,
of the U.S. consolidated tax group that isschedule for Part II, line 2: (1) the name for any U.S. corporation accounted for on
less than 100% owned.of the dividend payer (2) the payer’s EIN the equity method and remove such

(if applicable) (3) the class of voting stock amount in column (b) or (c), as Example 11. Life insurance company
on which the dividend was paid (4) the applicable. Report on Part II, line 7, G is a calendar year taxpayer that was
percentage of the class directly or dividends received from any U.S. required to file Schedule M-3 for its 2007
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tax year and is required to file Schedule 2. In column (b) or (c), as applicable, charitable contributions of ($3,910) in
M-3 for its 2008 tax year. G owns 90% of except for amounts described in item 4 columns (b) and (d).
the stock of U.S. corporation DS1. G files below, the sum of all differences, if any, Line 11. Income (Loss) Froma consolidated U.S. income tax return attributable to the corporation’s

Other Pass-Through Entitieswith DS1 as the GDS1 U.S. consolidated distributive share of income or loss from a
For any interest in a pass-through entitygroup. G prepares certified SAP/GAAP U.S. or foreign partnership; and
(other than an interest in a partnershipfinancial statements for the consolidated 3. In column (d), except for amounts
reportable on Part II, line 9 or 10, asfinancial statement group consisting of G described in item 4 below, the sum of all
applicable) owned by a member of theand DS1. G has no net income of its own, amounts of income, gain, loss, or
U.S. consolidated tax group (other thanand G does not report its equity interest in deduction attributable to the corporation’s
an interest in a disregarded entity), reportthe income of DS1 on its separate distributive share of income or loss from a
the following on line 11:financial statements. DS1 has financial U.S. or foreign partnership (i.e., the sum

statement net income (before minority of all amounts reportable on the 1. In column (a) the sum of the
interests) and taxable income of $1,000 corporation’s Schedule(s) K-1 received corporation’s distributive share of income
($2,500 of revenue less $1,500 cost of from the partnership (if applicable)), or loss from the pass-through entity that is
goods sold). without regard to any limitations included in Part I, line 11;

computed at the partner level (e.g., 2. In column (b) or (c), as applicable,On the consolidated Schedule M-3, limitations on utilization of charitable except for amounts described in item 4,Part I, line 4a, Worldwide consolidated contributions, capital losses, and interest below, the sum of all differences, if any,net income (loss) per income statement, expense). attributable to the pass-through entity;and on line 11, Net income (loss) per 4. Do not report on Part II, line 9 or andincome statement of includible 10, as applicable, any portion of a 3. In column (d), except for amountscorporations, the U.S. consolidated tax corporation’s deduction under section 199 described in item 4, below, the sum of allgroup GDS1 must report $900 of financial (income attributable to domestic taxable amounts of income, gain, loss, orstatement net income ($1,000 net income production activities) even if some or all of deduction reportable on the corporation’sless $100 minority interest). the corporation’s deduction under section Schedules K-1 received from the
199 is attributable to a partnershipThe GDS1 group must prepare one pass-through entity (if applicable).
interest held by the corporation. Aconsolidated Schedule M-3, Parts II and 4. Do not report on Part II, line 11, any
corporation must report its deductionIII and three additional Schedules M-3, portion of a corporation’s deduction under
under section 199 only on Part III, line 37.Parts II and III: one for G, one for DS1, section 199 (income attributable to

and one for consolidation eliminations. domestic production activities) even ifFor each partnership reported on line 9 some or all of the corporation’s deductionOn the Schedule M-3, Parts II and III or 10, attach a supporting schedule that under section 199 is attributable to anfor DS1, $1,000 is reported on Part II, line provides the name, EIN (if applicable), interest in a pass-through entity held by28 and line 30, in both columns (a) and end of year profit-sharing percentage (if the corporation. A corporation must report(d). On G’s Schedule M-3, Parts II and III, applicable), end of year loss-sharing its deduction under section 199 only onzero is reported on Part II, line 30, in both percentage (if applicable), and the Part III, line 37.columns (a) and (d). On the consolidation amount reported in column (a), (b), (c), or
eliminations Schedule M-3, Parts II and (d) of lines 9 or 10, as applicable. For each pass-through entity reported
III, on Part II, line 8 and line 30, the Example 12. U.S. life insurance on line 11, attach a supporting schedule
minority interest elimination for the U.S. company H is a calendar year taxpayer that provides that entity’s name, EIN (if
consolidated tax group is reported as that was required to file Schedule M-3 for applicable), the life insurance company’s
($100) in column (a), $100 in column (c), its 2007 tax year and is required to file end of year profit-sharing percentage (if
and $0 in column (d). Schedule M-3 for its 2008 tax year. H has applicable), the life insurance company’s

an investment in a U.S. partnership, USP. end of year loss-sharing percentage (ifOn the Schedule M-3, Parts II and III,
H prepares annual statements in applicable), and the amounts reported byfor the U.S. consolidated tax group, on
accordance with SAP. In its annual the life insurance company in column (a),Part II, line 8, Minority interest for
statement, H treats the difference (b), (c), or (d) of line 11, as applicable.includible corporations, ($100) is reported
between annual statement net incomein column (a), $100 in column (c), and $0 Line 12. Items Relating toand taxable income from its investment inin column (d). On Part II, line 28, the U.S. Reportable TransactionsUSP as a permanent difference. For itsconsolidated tax group reports $1,000 in

Any amounts attributable to any2008 tax year, H’s annual statement netboth columns (a) and (d). As a result,
reportable transactions (as described inincome includes $10,000 of incomefinancial statement net income on Part II,
Regulations section 1.6011-4) must beattributable to its share of USP’s netline 30, column (a), will total $900, net
included on Part II, line 12, regardless ofincome. H’s Schedule K-1 from USPpermanent differences on Part II, line 30,
whether the difference, or differences,reports $5,000 of ordinary income, $7,000column (c), will total $100, and taxable
would otherwise be reported elsewhere inof long-term capital gains, $4,000 ofincome on line 30, column (d), will total
Part II or Part III. Thus, if a taxpayer filescharitable contributions, and $200 of$1,000.
Form 8886 for any reportable transactionsection 179 expense. H must report on
described in Regulations sectionPart II, line 9, $10,000 in column (a), aLine 9. Income (Loss) From U.S.
1.6011-4, the amounts attributable to thatpermanent difference of ($2,200) inPartnerships and Line 10. reportable transaction must be reportedcolumn (c), and $7,800 in column (d).Income (Loss) From Foreign on Part II, line 12. In addition, all incomeExample 13. Same facts as ExamplePartnerships and expense amounts attributable to a12 except that life insurance company H’s
reportable transaction must be reportedFor any interest owned by the corporation charitable contribution deduction is wholly
on Part II, line 12, columns (a) and (d)or a member of the U.S. consolidated tax attributable to its partnership interest in
even if there is no difference between thegroup that is treated as an investment in a USP and is limited to $90 pursuant to
annual statement amounts and thepartnership for U.S. income tax purposes section 170(b)(2) due to other investment
taxable amounts.(other than an interest in a disregarded losses incurred by H. In its financial

entity), report amounts on Part II, line 9 or statements, H treated this limitation as a Each difference attributable to a
10, as described below: temporary difference. H must not report reportable transaction must be separately

1. In column (a) the sum of the the charitable contribution limitation of stated and adequately disclosed. A life
corporation’s distributive share of income $3,910 ($4,000 less $90) on Part II, line 9. insurance company will be considered to
or loss from a U.S. or foreign partnership H must report the limitation on Part III, have separately stated and adequately
that is included in Part I, line 11; line 21, and report the disallowed disclosed a reportable transaction on line
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12 if the life insurance company supporting schedule includes the names Line 14. Accrual of Bond
sequentially numbers each Form 8886 and reportable transaction or tax shelter Discount
and lists by identifying number on the registration numbers, if any, disclosed on

Report on line 14, column (a), the amountsupporting schedule for Part II, line 12, the applicable Form 8886, identifies the
of accrued bond discount included in Parteach sequentially numbered reportable type of reportable transaction for the loss,
1, line 11. Report on line 14, column (d),transaction and the amounts required for and reports the appropriate amounts
the amount of accrued bond discountPart II, line 12, columns (a) through (d). required for Part II, line 12, columns (a)
included in taxable income on Formthrough (d). J must report the lossesInstead of the requirements of the 1120-L, page 1, line 20. Report amountsattributable to the other five abandonmentpreceding paragraph, a life insurance in columns (b) and (c), as applicable.losses on Part II, line 23e, regardless ofcompany will be considered to have whether a difference exists for any or all Line 15. Hedging Transactionsseparately stated and adequately of those abandonment losses. Report on line 15, column (a), the netdisclosed a reportable transaction if the

Example 15. Life insurance company gain or loss from hedging transactionslife insurance company attaches a
K is a calendar year taxpayer that was included on Part I, line 11. Report insupporting schedule that provides the
required to file Schedule M-3 for its 2007 column (d) the amount of taxable incomefollowing for each reportable transaction:
tax year and is required to file Schedule from hedging transactions as defined in1. A description of the reportable
M-3 for its 2008 tax year. K enters into a section 1221(b)(2). Use columns (b) andtransaction disclosed on Form 8886 for
transaction with contractual protection (c) to report all differences caused bywhich amounts are reported on Part II,
that is a reportable transaction described treating hedging transactions differentlyline 12;
in Regulations section 1.6011-4(b)(4). for statutory accounting purposes and for2. The name and reportable
This reportable transaction is the only U.S. income tax purposes. For example, iftransaction or tax shelter registration
reportable transaction for K’s 2008 tax a portion of a hedge is considerednumber, if applicable, as reported on lines
year and results in a $7 million capital ineffective under SAP but still is a valid1a and 1c, respectively, of Form 8886;
loss for both statutory accounting hedge under section 1221(b)(2), theand
purposes and U.S. income tax purposes. difference must be reported on line 15.3. The type of reportable transaction
Although the transaction does not result The hedge of a capital asset, which is not(i.e., listed transaction, confidential
in a difference, K is required to report on a valid hedge for U.S. income taxtransaction, transaction with contractual
Part II, line 12, the following amounts: ($7 purposes but may be considered a hedgeprotection, etc.) as reported on line 2 of
million) in column (a), zero in columns (b) for SAP purposes, must also be reportedForm 8886.
and (c), and ($7 million) in column (d). here.
The transaction will be adequatelyIf a transaction is a listed transaction Report hedging gains and losses
disclosed if K attaches a supportingdescribed in Regulations section computed under the mark-to-market
schedule for line 12 that (a) sequentially1.6011-4(b)(2), the description also must method of accounting on line 15 and not
numbers the Form 8886 and refers to theinclude the description provided on line 3 on Part II, line 16, Mark-to-market income
sequentially-numbered Form 8886-X1of Form 8886. In addition, if the reportable (loss).
and (b) reports the applicable amountstransaction involves an investment in the
required for line 12, columns (a) through Line 16. Mark-to-Market Incometransaction through another entity such as
(d). Alternatively, the transaction will be (Loss)a partnership, the description must
adequately disclosed if the supportinginclude the name and EIN (if applicable) Report on line 16 any amount
statement for line 12 includes aof that entity as reported on line 5 of Form representing the mark-to-market income
description of the transaction, the name8886. or loss for any securities held by a dealer
and tax shelter registration number, if in securities, a dealer in commoditiesExample 14. Life insurance company any, and the type of reportable having made a valid election underJ is a calendar year taxpayer that was transaction disclosed on Form 8886. section 475(e), or a trader in securities orrequired to file Schedule M-3 for its 2007

commodities having made a valid electionLine 13. Interest Incometax year and is required to file Schedule
under section 475(f). “Securities” forM-3 for its 2008 tax year. J incurred Report on Part II, line 13, column (a), the these purposes are securities describedseven different abandonment losses total amount of interest income included in section 475(c)(2) and section 475(e)(2).during its 2008 tax year. One loss of $12 on Part I, line 11, and report on Part II, “Securities” do not include any itemsmillion results from a reportable line 13, column (d), the total amount of specifically excluded from sectionstransaction described in Regulations interest income included on Form 1120-L, 475(c)(2) and 475(e)(2), such as certainsection 1.6011-4(b)(5), another loss of $5 page 1, line 20, that is not required to be contracts to which section 1256(a)million results from a reportable reported elsewhere on Schedule M-3. In applies.transaction described in Regulations columns (b) or (c), as applicable, adjust

Report hedging gains and lossessection 1.6011-4(b)(4), and the remaining for any amounts treated for U.S. income
computed under the mark-to-marketfive abandonment losses are not tax purposes as interest income that are
method of accounting on Part II, line 15,reportable transactions. J discloses the treated as some other form of income for
and not on line 16.reportable transactions giving rise to the statutory accounting purposes, or vice

$12 million and $5 million losses on versa. For example, adjustments to Line 17. Deferred andseparate Forms 8886 and sequentially interest income resulting from Uncollected Premiumsnumbers them X1 and X2, respectively. J adjustments made in accordance with
must separately state and adequately Report on line 17, column (a), the amountinstructions for Part II, line 18, should be
disclose the $12 million and $5 million of deferred and uncollected premiumsmade in columns (b) and (c) of line 13.
losses on Part II, line 12. The $12 million included in Part I, line 11. Report on line

Complete Part II of Form 8916-A,loss and the $5 million loss will be 17, column (d), the amount of deferred
Supplemental Attachment to Scheduleadequately disclosed if J attaches a and uncollected premiums included in
M-3. Enter the amounts from line 6,supporting schedule for line 12 that lists taxable income on Form 1120-L, page 1,
columns (a) through (d) of Form 8916-A,each of the sequentially numbered forms, line 20. Report amounts in columns (b)
on Schedule M-3, Part II, line 13, columnsForm 8886-X1 and Form 8886-X2, and and (c), as applicable.
(a) through (d), as applicable. Attachwith respect to each reportable
Form 8916-A. Line 18. Sale Versus Lease (fortransaction reports the appropriate

Sellers and/or Lessors)amounts required for Part II, line 12, Do not report on this line 13 or include
columns (a) through (d). Alternatively, J’s on Form 8916-A amounts reported in Note. Also see the instructions at Part
disclosures will be adequate if the accordance with the instructions for Part III, line 35, Purchase Versus Lease (for
description provided for each loss on the II, lines 9, 10, 11, 12, and 21. Purchasers and/or Lessees), on page 19.
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Asset transfer transactions with Line 19. Section 481(a) Line 22. Market Discount
periodic payments characterized for Adjustments Reclassification
statutory accounting purposes as either a With the exception of a section 481(a) Report on Line 22, the amount of marketsale or a lease may, under some adjustment that is required to be reported discount reclassification included in Part I,circumstances, be characterized as the on Part II, line 12, for reportable line 11. Report on line 22, the amount ofopposite for tax purposes. If the transactions, any difference between an market discount reclassification includedtransaction is treated as a lease, the income or expense item attributable to an in taxable income on Form 1120-L, pageseller/lessor reports the periodic authorized (or unauthorized) change in 1, line 20. Report amounts in columns (b)payments as gross rental income and method of accounting made for U.S. and (c), as applicable.also reports depreciation expense or income tax purposes that results in adeduction. If the transaction is treated as Line 23a. Income Statementsection 481(a) adjustment must be
a sale, the seller/lessor reports gross Gain/Loss on Sale, Exchange,reported on Part II, line 19, regardless of
profit (sale price less cost of goods sold) whether a separate line for that income or Abandonment, Worthlessness,from the sale of assets and reports the expense item exists in Part II or Part III. or Other Disposition of Assetsperiodic payments as payments of

Other Than Pass-ThroughSection 807(f) changes should beprincipal and interest income.
reported on Part III, line 25. Entities

On Part II, line 18, column (a), report Report on line 23a, column (a), all gainsExample 17. Life insurance companythe gross profit or gross rental income for and losses on the disposition of assetsN is a calendar year taxpayer that wasstatutory accounting purposes for all sale except for gains and losses allocated torequired to file Schedule M-3 for its 2007or lease transactions that must be given the life insurance company from atax year and is required to file Schedulethe opposite characterization for U.S. pass-through entity (e.g., on ScheduleM-3 for its 2008 tax year. N was
income tax purposes. On Part II, line 18, K-1) that are included in the net incomedepreciating certain fixed assets over an
column (d), report the gross profit or (loss) of includible corporations reportederroneous recovery period and, effective
gross rental income for U.S. income tax on Part I, line 11. Reverse the amountfor its 2008 tax year, N receives IRS
purposes. Interest income amounts for reported in column (a) in column (b) orconsent to change its method of
such transactions must be reported on (c), as applicable. The correspondingaccounting for the depreciable fixed
Part II, line 13, in column (a) or (d), as gains and losses for U.S. income taxassets and begins using the proper
applicable. Depreciation expense for such purposes are reported on Part II, linesrecovery period. The change in method of
transactions must be reported on Part III, 23b through 23g, as applicable.accounting results in a positive section
line 32, in column (a) or (d), as applicable. 481(a) adjustment of $100,000 that is Line 23b. Gross Capital GainsUse columns (b) and (c) of Part II, lines required to be spread over four tax years,
13 and 18, and Part III, line 32, as From Schedule D, Excludingbeginning with the 2008 tax year. In its
applicable to report the differences Amounts From Pass-Throughannual statement, N treats the section
between column (a) and (d). 481(a) adjustment as a temporary Entities

difference. N must report on Part II, line Report on line 23b, gross capital gainsExample 16. Life insurance company 19, $25,000 in columns (b) and (d) for its reported on Schedule D, excluding capitalM sells and leases property to customers. 2008 tax year and each of the gains from pass-through entities, whichM is a calendar year taxpayer that was subsequent three tax years (unless N is must be reported on Part II, lines 9, 10, orrequired to file Schedule M-3 for its 2007 otherwise required to recognize the 11, as applicable.tax year and is required to file Schedule remainder of the 481(a) adjustment
M-3 for its 2008 tax year. For statutory Line 23c. Gross Capital Lossesearlier). N must not report the section
accounting purposes, M accounts for 481(a) adjustment on Part III, line 32. From Schedule D, Excludingeach transaction as a sale. For U.S.

Amounts From Pass-Throughincome tax purposes, each of M’s Line 20. Amortization of Interest Entities, Abandonment Losses,transactions must be treated as a lease. Maintenance Reserve
In its annual statement, M treats the and Worthless Stock Losses

Report on line 20, column (a), the amountdifference in the statutory accounting and Report on line 23c, gross capital lossesof interest maintenance reservethe U.S. income tax treatment of these reported on Schedule D, excluding capitalamortization included in Part I, line 11.transactions as temporary. During 2008, losses from (a) pass-through entities,Report amounts in columns (b) and (c),M reports in its annual statement $1,000 which must be reported on Part II, lines 9,as applicable.of sales and $700 of cost of goods sold 10 or 11, as applicable; (b) abandonment
with respect to 2008 lease transactions. losses, which must be reported on Part II,Line 21. Original Issue Discount
M receives periodic payments of $500 in line 23e; and (c) worthless stock losses,and Other Imputed Interest2008 with respect to these 2008 which must be reported on Part II, lineReport on line 21 any amounts of originaltransactions and similar transactions from 23f. Do not report on line 23c capitalissue discount (OID) and imputedprior years and treats $400 as principal losses carried over from a prior tax yearinterest. The term “original issue discountand $100 as interest income. For and utilized in the current tax year. Seeand other imputed interest” includes, butstatutory accounting purposes, M reports the instructions for Part II, line 24,is not limited to:gross profit of $300 ($1,000 -$700) and regarding the reporting requirements for
interest income of $100 from these 1. The difference between issue price capital loss carryovers utilized in the
transactions. For U.S. income tax and the stated redemption price at current tax year.
purposes, M reports $500 of gross rental maturity of a debt instrument, which may

Line 23d. Net Gain/Lossincome (the periodic payments) and be wholly or partially realized on the
(based on other facts) $200 of disposition of a debt instrument under Reported on Form 4797, Line
depreciation deduction on the property. section 1273; 17, Excluding Amounts From
On its 2008 Schedule M-3, M must report 2. Amounts that are imputed interest Pass-Through Entities,on Part II, line 13, $100 in column (a), on a deferred sales contract under Abandonment Losses, and($100) in column (b), and zero in column section 483;

Worthless Stock Losses(d). In addition, M must report on Part II, 3. Amounts treated as interest or OID
line 18, $300 of gross profit in column (a), under the stripped bond rules under Report on line 23d the net gain or loss
$200 in column (b), and $500 of gross section 1286; and reported on line 17 of Form 4797, Sales
rental income in column (d). Lastly, M 4. Amounts treated as OID under the of Business Property, excluding amounts
must report on Part III, line 32, $200 in below-market interest rate rules under from (a) pass-through entities, which must
column (b) and (d). section 7872. be reported on Part II, lines 9, 10, or 11,
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as applicable; (b) abandonment losses, (loss) with differences that are not income, gain, loss, expense, or deduction
which must be reported on Part II, line otherwise listed on Part II, lines 1 through and the item is not described or included
23e; and (c) worthless stock losses, 24. Attach a schedule that itemizes the in Part II, lines 1 through 25, or Part III,
which must be reported on Part II, line type of income (loss) and the amount of lines 1 through 38, report the entire
23f. each item. amount of the item in columns (a) and (d)

of line 28. If a portion of an item of
income, loss, expense, or deduction hasFor insurance companies included inLine 23e. Abandonment Losses
a difference and a portion of the itemthe consolidated U.S. income tax return,Report on line 23e any abandonment does not have a difference, do not reportsee instructions for Part I, lines 10 andlosses, regardless of whether the loss is any portion of the item on line 28. Instead,11, and Part II, line 7, for guidance on thecharacterized as an ordinary loss or a report the entire amount of the item (i.e.,treatment of intercompany dividends andcapital loss. both the portion with a difference and thestatutory accounting.
portion without a difference) on the

Line 23f. Worthless Stock applicable line of Part II, lines 1 throughIf any “comprehensive income” asLosses 25, or Part III, lines 1 through 38. See,defined by Statement of Financial
Example 10.Report on line 23f any worthless stock Accounting Standards (SFAS) No. 130 is

loss, regardless of whether the loss is reported on this line, describe the item(s)
characterized as an ordinary loss or a in detail. Examples of sufficiently detailed Line 29a. Life Insurance
capital loss. Attach a schedule that descriptions include “foreign currency Subgroup Reconciliation Totalsseparately states and adequately translation adjustments” and “gains and

For filers other than a mixed group,discloses each transaction that gives rise losses on available-for-sale securities.”
combine lines 26 through 28 and skipto a worthless stock loss and the amount
lines 29b and 29c. On theof each loss. Whether an item of income (loss) is sub-consolidated Schedule M-3 for areported on line 25, or is reported on Part mixed group, combine lines 26 through 28Line 23g. Other Gain/Loss on II, line 28, is determined separately by and skip lines 29b and 29c. For theeach member of the U.S. consolidated taxDisposition of Assets consolidated Schedule M-3 of a mixedgroup and not at the U.S. consolidatedReport on line 23g any gains or losses group, complete only lines 29a throughtax group level. For example, U.S.from the sale or exchange of property that 29c and line 30 of Part II. Part III is notcorporation P has two subsidiaries,are not reported on lines 23b through 23f. required to be completed for thecorporations A and B, that are included in consolidated Schedule M-3 of a mixedP’s consolidated financial statements and group.Line 24. Capital Loss Limitation in P’s consolidated U.S. income tax

and Carryforward Used return. For financial statement purposes,
P, A, and B recognize revenue from theReport as a positive amount on line 24, Line 29b. 1120 Subgroup
sale of inventory upon delivery to thecolumns (b) or (c), as applicable, and (d) Reconciliation Totals
customer. For U.S. income tax purposes,the excess of the net capital losses over Line 29b is only used by mixed groups.P and A recognize such revenuethe net capital gains reported on See Schedule M-3 Consolidation forconsistent with the method used forSchedule D, Capital Gains and Losses, Mixed Groups (1120/L/PC), earlier.financial statement purposes, whereas Bby the corporation. For a U.S.
recognizes such revenue based uponconsolidated tax group, the Schedule M-3
customer acceptance. P and A mustadjustment for the amount of the Line 29c. PC Insurance
report this revenue in column (a) and (d)consolidated net capital loss that is Subgroup Reconciliation Totals
on Part II, line 28, B must report thedisallowed should not be made on the Line 29c is only used by mixed groups.following on Part II, line 25: in column (a),separate consolidating Schedules M-3 of See Schedule M-3 Consolidation forB’s revenue recognized in the financialthe includible corporations, but on the Mixed Groups (1120/L/PC), earlier.statements based upon delivery to theseparate Schedule M-3 for consolidated
customer; in column (d), B’s revenueeliminations (or on Form 8916 in the case
recognized for U.S. income tax purposesof a mixed group) as described in the Line 30. Reconciliation Totals
based upon customer acceptance; and insection, Completion of Schedule M-3 and If a life insurance company that is not a
column (b) or (c), as applicable, theCertain Allocations, Limitations, and mixed group chooses not to complete
difference between B’s revenueCarryovers. columns (a) and (d) of Parts II and III in
recognized in its financial statements and the first tax year the life insurance
in its U.S. taxable income.If the corporation utilizes a capital loss company is required to file Schedule M-3

carryforward on Schedule D in the current (or for any year in which the life insurance
tax year, report the carryforward utilized company voluntarily files Schedule M-3),Line 27. Total Expense/
as a negative amount on Part II, line 24, Part II, line 30, is reconciled by the lifeDeduction Itemscolumns (b) or (c), as applicable, and insurance company (or, in the case of aReport on Part II, line 27, columns (a)column (d). For a U.S. consolidated tax U.S. consolidated tax group, on thethrough (d), as applicable, the negative ofgroup, the Schedule M-3 adjustment for group’s consolidated Schedule M-3) inthe amounts reported on Part III, line 39,the amount of the consolidated capital the following manner:columns (a) through (d). For example, ifloss carryforward should not be made on

1. Report the amount from Part I, linePart III, line 39, column (a), reflects anthe separate consolidating Schedules M-3
11, on Part II, line 30, column (a);amount of $1 million, then report on Partof the includible corporations, but on the

2. Leave blank Part II, lines 1 throughII, line 27, column (a), ($1 million).separate Schedule M-3 for consolidation
29, columns (a) and (d);Similarly, if Part III, line 39, column (b),eliminations (or on Form 8916 in the case

3. Leave blank Part III, columns (a)reflects an amount of ($50,000), thenof a mixed group) as described in the
and (d); andreport on Part II, line 27, column (b),section, Completion of Schedule M-3 and

$50,000. 4. Report on Part II, line 30, columnCertain Allocations, Limitations, and
(d), the sum of Part II, line 29, columnsCarryovers.
(a), (b), and (c).Line 28. Other Items With No

Line 25. Other Income (Loss) Differences
Items With Differences If there is no difference between the Note. Mixed groups see Schedule M-3
Separately state and adequately disclose statutory accounting amount and the Consolidation for Mixed Groups (1120/L/
on Part II, line 25, all items of income taxable amount of an entire item of PC).
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penalties, regardless of whether the finesLine 8. Equity Based
and penalties are civil or criminal,Part III. Reconciliation of Compensation
regardless of the classification,

Report on line 8 any amounts forNet Income (Loss) per nomenclature, or terminology used for the
equity-based compensation or fines or penalties by the imposingIncome Statement of consideration that are reflected as authority in its actions or documents, and
expense for statutory accountingIncludible Corporations regardless of how or where the fines or
purposes (column (a)) or deducted in the penalties are classified in theWith Taxable Income per U.S. income tax return (column (d)) other corporation’s financial income statement
than amounts reportable elsewhere on or the income and expense accountsReturn—Expense/ Schedule M-3, Parts II and III. Examples maintained in the corporation’s books and
of amounts reportable on line 8 includeDeduction Items records. Also report on line 12, column
incentive stock options, nonqualified stockNote. Expense amounts that reduce (a), the reversal of any overaccrual of any
options, payments attributable tofinancial accounting income must be amount described in this paragraph. See
employee stock purchase plans (ESPPs),reported on Part III, column (a), as section 162(f) for additional guidance.
phantom stock options, phantom stockpositive amounts. Deduction amounts that Report on line 12, column (d), anyunits, stock warrants, stock appreciationreduce taxable income must be reported such amounts as described in therights, and restricted stock, regardless ofon Part III, column (d), as positive preceding paragraph that are includible inwhether such payments are made toamounts. Amounts reported on Part II, taxable income, regardless of theemployees or non-employees, or asline 27, must be the negative of the financial accounting period in which suchpayment for property or compensation foramounts reported in Part III, line 36. amounts were or are included in financialservices.

accounting net income. CompleteLines 1 Through 6. Income Tax If the amounts include incentive stock columns (b) and (c) as appropriate.
options or nonqualified stock options,Expense

Do not report on this Part III, line 12,attach a detailed schedule separatelyIf the life insurance company does not amounts required to be reported instating each.distinguish between current and deferred accordance with instructions for Part III,income tax expense in its annual Line 9. Capitalization of line 13.statement (or its books and records, if Deferred Acquisition Costs Do not report on this Part III, line 12,applicable), report income tax expense as
Report on line 9, column (d), the amount amounts recovered from insurers or anycurrent income tax expense using lines 1,
of deferred acquisition costs capitalized other indemnitors for any fines and3, and 5, as applicable.
and taken into account in taxable income penalties described above.

A U.S. consolidated tax group must on Form 1120-L, page 1, line 20. Report
Line 13. Judgments, Damages,complete lines 1 through 6 in accordance amounts in columns (b) and (c), as

with the allocation of tax expense among Awards, and Similar Costsapplicable.
the members of the U.S. consolidated tax Report on line 13, column (a), the amountLine 10. Amortization ofgroup in the financial statements (or its of any estimated or actual judgments,
books and records, if applicable). If the Deferred Acquisition Costs damages, awards, settlements, and
current and deferred U.S., state, and Report on line 10, column (d), the amount similar costs, however named or
foreign income tax expense for the U.S. of deferred acquisition costs amortized classified, included in financial accounting
consolidated tax group (income tax and taken into account in taxable income income, regardless of whether the
expense) is allocated among the on Form 1120-L, page 1, line 20. Report amount deducted was attributable to an
members of the U.S. consolidated tax amounts in columns (b) and (c), as estimate of future anticipated payments or
group in the group’s financial statements applicable. actual payments. Also report on line 13,
(or its books and records, if applicable), column (a), the reversal of anyLine 11. Meals andthen each member must report its overaccrual of any amount described in
allocated income tax expense on Part III, Entertainment this paragraph.
lines 1 through 6, of that member’s Report on line 11, column (a), any Report on line 13, column (d), anyseparate Schedule M-3. However, if the amounts paid or accrued by the life such amounts as are described in theincome tax expense is not shared or insurance company during the tax year preceding paragraph that are includible inallocated among members of the U.S. for meals, beverages, and entertainment taxable income, regardless of theconsolidated tax group but is retained in that are accounted for in statutory financial accounting period in which suchthe parent corporation’s financial accounting income, regardless of the amounts were or are included in financialstatements (or books and records, if classification, nomenclature, or accounting net income. Completeapplicable), then amounts are reported terminology used for such amounts, and columns (b) and (c) as appropriate.only on Part III, lines 1 through 6, of the regardless of how or where such amounts
parent’s separate Schedule M-3. Do not report on this Part III, line 13,are classified in the life insurance

amounts required to be reported incompany’s statutory income statement orLine 7. Foreign Withholding accordance with instructions for Part III,the income and expense accounts
line 12.Taxes maintained in the life insurance

Report on line 7, column (a), the amount company’s books and records. Report Do not report on this Part III, line 13,
of foreign withholding taxes included in only amounts not otherwise reportable amounts recovered from insurers or any
statutory accounting net income on Part I, elsewhere on Schedule M-3, Parts II and other indemnitors for any judgments,
line 11. If the life insurance company is III. damages, awards, or similar costs
deducting foreign tax, use column (b) or described above.Line 12. Fines and Penalties(c), as applicable, to correct for any

Line 14. Parachute Paymentsdifference between foreign withholding Report on line 12 any fines or similar
tax included in statutory accounting net penalties paid to a government or other Report on line 14, column (a), the total
income and the amount of foreign authority for the violation of any law for expense included in statutory accounting
withholding taxes being deducted in the which fines or penalties are assessed. All net income on Part I, line 11, that is
return. If the life insurance company is fines and penalties expensed in financial subject to section 280G. Report in column
crediting foreign withholding taxes against accounting income (paid or accrued) must (b) or (c), as applicable, the amount of
the U.S. income tax liability, use column be included on line 12, column (a), nondeductible parachute payments
(b) or (c), as applicable, to negate the regardless of the government or other pursuant to section 280G, and report in
amount reported in column (a). authority that imposed the fines or column (d) the deductible amount of
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compensation after any excess parachute • Other intangible property. Line 26. Section 807(a)(2)(B)
payment limitations under section 280G. Tax Reserve Amount WithLine 21. Charitable ContributionIf a payment is subject to limitation under Respect to Policyholder Shareboth sections 162(m) and 280G, report Limitation/Carryforward of Tax Exempt Interestthe total payment on line 14. Report as a negative amount on line 21, Report on line 26, column (d), the changecolumns (b), (c), and (d), as applicable,Line 15. Compensation With in section 807(a)(2)(B) tax reservethe excess of charitable contributionsSection 162(m) Limitation amount with respect to policyholder sharemade during the tax year over the amount of tax exempt interest included in taxableReport on line 15, column (a), the total of the charitable contribution limitation income on Form 1120-L, page 1, line 20.amount of non-performance-based amount. Report amounts in columns (b) and (c),current compensation expense for the

as applicable.If the corporation utilizes a contributioncorporate officers to whom section 162
carryforward in the current tax year,(m) applies. Report the nondeductible Line 27. Current Year
report the carryforward utilized as aamount of current compensation in Acquisition/Reorganizationpositive amount on columns (b), (c), andexcess of $1 million in column (b) or (c),

Costs(d), as applicable.as applicable, and the deductible
Report on line 27 any investmentcompensation in column (d). If a payment

When a consolidated income tax banking, legal and accounting, and anyis subject to limitation under both sections
return is being filed, Schedule M-3 other fees paid or incurred in connection162(m) and 280G, report the total
adjustments for the amount of charitable with a taxable or tax-free acquisition ofpayment on Part III, line 14, Parachute
contributions in excess of the limitation, or property (e.g., stock or assets) or apayments. See Regulations section
for charitable contribution carryforward tax-free reorganization. Report on this line1.162-27(g) for the interaction between
utilized, should not be made on the any investment banking fees, legal andsections 162(m) and 280G.
separate consolidating Schedules M-3 of accounting, and any other fees paid or
the includible corporations, but on theLine 16. Pension and incurred at any stage of the acquisition or
separate consolidating Schedule M-3 forProfit-Sharing reorganization process including, for
consolidation eliminations (or on Form example, fees paid or incurred to evaluateReport on line 16 any amounts
8916 in the case of a mixed group) as whether to investigate an acquisition, feesattributable to the life insurance
described in Completion of Schedule M-3 to conduct an actual investigation, andcompany’s pension plans, profit-sharing
and Certain Allocations, Limitations, and fees to consummate the acquisition. Alsoplans, and any other retirement plans.
Carryovers. include on this line any investment

Line 17. Other Post-Retirement banking fees, legal and accounting, andLine 22. Change in SectionBenefits any other fees paid or incurred in
807(c)(1) Tax Reserves connection with the liquidation of aReport on line 17 any amounts
Report on line 22, column (a), the change subsidiary, a spin-off of a subsidiary, orattributable to other post-retirement
in section 807(c)(1) life insurance an initial public stock offering. Attach abenefits not otherwise includible on Part
reserves included in Part I, line 11. Report schedule separately stating acquisition/III, line 16, for example, retiree health and
on line 22, column (d), the change in reorganization investment banking fees,life insurance coverage, dental coverage,
section 807(c)(1) life insurance reserves legal and accounting fees, and otheretc.
included in taxable income on Form costs. Report amounts in columns (b) and

Line 18. Deferred 1120-L, page 1, line 20. Report amounts (c), as applicable.
Compensation in columns (b) and (c), as applicable. Line 28. Amortization of
Report on line 18, column (a), any Acquisition, Reorganization,Line 23. Change in Sectioncompensation expense included in the

and Start-Up Costs807(c)(2) Tax Reservesnet income (loss) amount reported in Part
I, line 11, that is not deductible for U.S. Report on line 28 amortization ofReport on line 23, column (a), the change
income tax purposes in the current tax acquisition, reorganization, and start-upin section 807(c)(2) unearned premiums
year and that was not reported elsewhere costs. For purposes of columns (b), (c),and unpaid losses included in Part I, line
on Schedule M-3, column (a). Report on and (d), include amounts amortizable11. Report on line 23, column (d), the
line 18, column (d), any compensation under section 167, 195, or 248.change in section 807(c)(2) unearned
deductible in the current tax year that was premiums and unpaid losses included in Line 29. Amortization/not included in the net income (loss) taxable income on Form 1120-L, page 1, Impairment of Goodwill,amount reported in Part I, line 11, for the line 20. Report amounts in columns (b) Insurance in Force and Cedingcurrent tax year and that is not reportable and (c), as applicable.
elsewhere on Schedule M-3. For Commissions
example, report originations and reversals Line 24. Change in All Other Report on line 29 amortization of goodwill,
of deferred compensation subject to insurance in force and cedingSection 807(c) Tax Reserves
section 409A on line 18. commissions or amounts attributable toReport on line 24, column (a), the change

the impairment of goodwill, insurance inin all other section 807(c) reservesLine 20. Charitable Contribution
force and ceding commissions. Attach aincluded in Part I, line 11. Report on lineof Intangible Property schedule separately stating the amounts24, column (d), the change in all otherReport on line 20 any charitable for each item.section 807(c) reserves included incontribution of intangible property, for taxable income on Form 1120-L, page 1, Line 30. Other Amortization orexample, contributions of: line 20. Report amounts in columns (b) Impairment Write-Offs• Intellectual property, patents (including and (c), as applicable.any amounts of additional contributions Report on line 30 any amortization or

allowable by virtue of income earned by impairment write-offs not otherwiseLine 25. Section 807(f)
donees subsequent to the year of includible on Schedule M-3.Adjustments for Change indonation), copyrights, trademarks;

Computing Reserves Line 31. Section 846 Amount• Securities (including stocks and their
derivatives, stock options, and bonds); Report on line 25, column (d), the section Report on line 31, column (d), the section
• Conservation easements (including 807(f) adjustments included in taxable 846 amount included in taxable income
scenic easements or air rights); income on Form 1120-L, page 1, line 20. on Form 1120-L, page 1, line 20. Report
• Railroad rights of way; Report amounts in columns (b) and (c), amounts in columns (b) and (c), as
• Mineral rights; and as applicable. applicable.
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purposes, X treats as a lease. X is aLine 32. Depreciation Line 38. Other Expense/
calendar year taxpayer that was required Deduction Items WithReport on line 32 any depreciation
to file Schedule M-3 for its 2007 tax yearexpense that is not required to be Differencesand is required to file Schedule M-3 for itsreported elsewhere on Schedule M-3 Report on Part III, line 38, all items of2008 tax year. Because of its terms, the(e.g., on Part II, lines, 9, 10, or 11). expense/deduction that are not otherwisetransaction is treated for U.S. income tax

listed on Part III, lines 1 through 37.purposes as a purchase and X must treatLine 33. Bad Debt Expense and
the periodic payments it makes partially Whether an expense/deduction item isAgency Balances Written Off
as payment of principal and partially as reported on line 38, or reported on Part II,Report on line 33, column (a), any payment of interest. In its annual line 28, is determined separately by eachamounts attributable to an allowance for statement, X treats the difference member of the U.S. consolidated taxuncollectible accounts receivable or between the statutory accounting and group and not at the U.S. consolidatedactual write-offs of accounts receivable U.S. income tax treatment of this tax group level.  For example, U.S.included in Part I, line 11. Also report on transaction as a temporary difference. corporation P has two subsidiaries, A andthis line agency balances written off per During 2008, X reports in its annual B, that are included in P’s consolidatedthe annual statement. Report in column statement $1,000 of gross rental expense financial statements and in P’s(d) the amount of bad debt expense that, for U.S. income tax purposes, is consolidated U.S. income tax return. Fordeductible for federal income tax recharacterized as a $700 payment of financial statement purposes, P, A, and Bpurposes in accordance with section 166. principal and a $300 payment of interest, recognize real estate tax expense when
accompanied by a depreciation deduction accrued.  For U.S. income tax purposes,Line 34. Corporate Owned Life
of $1,200 (based on other facts). On its P and A recognize such expenseInsurance Premiums
2008 Schedule M-3, X must report the consistent with the method used forReport on line 34 all amounts of following on Part III, line 35: column (a), financial statement purposes, whereas Binsurance premiums attributable to any $1,000, its statutory accounting gross recognizes such deduction based on alife insurance policy if the life insurance rental expense; column (b), ($1,000); and method different from that used forcompany is directly or indirectly a column (d), zero. On Part III, line 36, X financial statement purposes. P and Abeneficiary under the policy or if the policy reports $300 in columns (b) and (d) for must report this expense/deduction inhas a cash value. Report in column (d) the interest deduction. On Part III, line 32, column (a) and (d) on Part II, line 28.  Bthe amount of the premiums that are X reports $1,200 in columns (b) and (d) must report the following on Part III, linedeductible for federal income tax for the depreciation deduction. 38: in column (a), B’s expense recognizedpurposes. in the financial statements when accrued;
Line 36. Interest Expense in column (d), B’s real estate tax expenseLine 35. Purchase Versus Lease
Report on Part III, line 36, column (a), the recognized for U.S. income tax purposes;(for Purchasers and/or
total amount of interest expense included and in column (b) or (c), as applicable,Lessees) on Part I, line 11, and report on Part III, the difference between B’s real estate tax

Note. Also see the instructions for line 36, column (d), the total amount of expense in its financial statements and its
sellers and/or lessors in the instructions interest deduction included on Form real estate tax deduction recognized for
for Part II, line 18. 1120-L, page 1, line 20, that is not U.S. income tax purposes.

required to be reported elsewhere onAsset transfer transactions with Comprehensive income. If any
Schedule M-3. In columns (b) or (c), asperiodic payments characterized for “comprehensive income” as defined by
applicable, include any adjustments forstatutory accounting purposes as either a SFAS No. 130 is reported on this line,
any amounts treated for U.S. income taxpurchase or a lease may, under some describe the item(s) in detail as, for
purposes as interest deduction that arecircumstances, be characterized as the example, “foreign currency translation
treated as some other form of expense foropposite for tax purposes. adjustments” and “gains and losses on
statutory accounting purposes, or vice available-for-sale securities.”If a transaction is treated as a lease, versa. For example, adjustments tothe purchaser/lessee reports the periodic Reserves and contingent liabilities.interest expense/deduction resulting frompayments as gross rental expense. If the Report on line 38 amounts related to theadjustments made in accordance with thetransaction is treated as a purchase, the change in each reserve or contingentinstructions for Part III, line 35, Purchasepurchaser/lessee reports the periodic liability that is not required to be reportedversus lease (for purchasers and/orpayments as payments of principal and elsewhere on Schedule M-3. Forlessees), should be made in columns (b)interest and also reports depreciation example: (1) amounts relating to changesand (c), as applicable, on line 36.expense or deduction with respect to the in reserves for litigation must be reported

purchased asset. Complete Part III of Form 8916-A. on Part III, line 13, Judgments, damages,
Enter the amounts from line 5, columns awards, and similar costs; and (2)Report in column (a), gross rent
(a) through (d) of Form 8916-A, on amounts relating to changes in reservesexpense for a transaction treated as a
Schedule M-3, Part III, line 36, columns for uncollectible accounts receivable mustlease for statutory accounting purposes
(a) through (d), as applicable. Attach be reported on Part III, line 33, Bad debtbut as a sale for U.S. income tax
Form 8916-A. expense/agency balances written off. Seepurposes. Report in column (d), gross

Example 9 and Example 19.rental deductions for a transaction treated Do not report on Form 8916-A and this
as a lease for U.S. income tax purposes Report on Part III, line 38, theline 36, amounts reported in accordance
but as a purchase for statutory accounting amortization of various items of prepaidwith the instructions for Part II, lines 9, 10,
purposes. Report interest expense for expense, such as prepaid subscriptions11, and 12.
such transactions on Part III, line 36, in and license fees, prepaid insurance, etc.

Line 37. Domestic Productioncolumn (a) or (d), as applicable. Report Report on line 38, column (a),
depreciation expense or deductions for Activities Deduction expenses included in net income reported
such transactions on Part III, line 32, in Report on Part III, line 37, column (d), the on Part I, line 11, that are related to
column (a) or (d), as applicable. Use amount of the domestic production reserves and contingent liabilities. Report
columns (b) and (c) of Part III, lines 32, activities deduction under section 199 on line 38, column (d), amounts related to
35, and 36, as applicable, to report the included in taxable income on Form liabilities for reserves and contingent
differences between column (a) and (d) 1120-L, page 1, line 20. Complete liabilities that are deductible in the current
for such recharacterized transactions. columns (b) and (c), as applicable. Do not tax year for U.S. income tax purposes.

Example 18. U.S. life insurance report any portion of the corporation’s Examples of reserves that are allowed for
company X acquired property in a domestic production activities deduction book purposes, but not for tax purposes
transaction that, for statutory accounting on any other line of Schedule M-3. include restructuring reserves, reserves
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for discontinued operations, and reserves the employee termination costs, it is not treatment and U.S. income tax treatment
for acquisitions and dispositions. Only required that an anticipated termination of the prepaid insurance and advertising
report on line 38 items that are not cost amount be listed for each employee, as temporary differences. Q must
required to be reported elsewhere on or that each asset (or category of asset) separately state and adequately disclose
Schedule M-3, Parts II and III. be listed along with the anticipated loss on Part III, line 38, its prepaid insurance

on disposition. premium and report $250,000 in columnThe schedule of details attached to the
(a) ($500,000/12 months times 6 months),Example 19. Life insurance companyreturn for line 38 must separately state
$250,000 in column (b), and $500,000 inQ is a calendar year taxpayer that wasand adequately disclose the nature and
column (d). Q must also separately staterequired to file Schedule M-3 for its 2007amount of the expense related to each
and adequately disclose on Part II, linetax year and is required to file Schedulereserve and/or contingent liability. The
28, its prepaid advertising and reportM-3 for its 2008 tax year. On July 1 ofappropriate level of disclosure depends
$400,000 in columns (a) and (d).each year, Q has a fixed liability for itsupon each taxpayer’s operational activity

annual insurance premiums on its homeand the nature of its accounting records. Line 39. Total Expense/
office building that provides a 12-monthFor example, if a life insurance Deduction Itemscoverage period beginning July 1 throughcompany’s net income amount reported in

Report on Part II, line 27, columns (a)June 30. In addition, Q historicallythe income statement includes anticipated
though (d), as applicable, the negative ofprepays 12 months of advertisingexpenses for a discontinued operation as
the amounts reported on Part III, line 39,expense on July 1. On July 1, 2008, Qa single amount, and its general ledger or
columns (a) through (d), as applicable.prepays its insurance premium ofother books, records, and workpapers
Report positive amounts as negative and$500,000 and advertising expenses ofprovide details for the anticipated
negative amounts as positive. For$800,000. For statutory accountingexpenses under more explanatory and
example, if Part III, line 39, column (a),purposes, Q capitalizes and amortizes thedefined categories such as employee
reflects an amount of $1 million, thenprepaid insurance and advertising over 12termination costs, lease cancellation
report on Part II, line 27, column (a), ($1months. For U.S. income tax purposes, Qcosts, loss on sale of equipment, etc., a
million). Similarly, if Part III, line 39,deducts the insurance premium whensupporting schedule that lists those
column (b), reflects an amount ofpaid and amortizes the advertising overcategories of expenses and their details
($50,000), then report on Part II, line 27,the 12-month period. In its annualwill satisfy the requirement to separately
column (b), $50,000.statement, Q treats the differencesstate and adequately disclose. In order to

attributable to the annual statementseparately state and adequately disclose
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