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Department of the Treasury
Internal Revenue Service2010

Instructions for 
Form 1120-PC
U.S. Property and Casualty Insurance Company Income Tax Return

• Section 833(c)(5) limits the 100% the general business credit of an eligibleSection references are to the Internal
deduction of unearned premiums to small business, the tentative minimum taxRevenue Code unless otherwise noted.
section 833 organizations with a medical is treated as being zero for eligible smallContents Page
loss ratio (MLR) of 85% or more. See the business credits. Thus, an eligible smallPhotographs of Missing Children . . . . 1
instructions for Schedule E, lines 2a and business credit may offset both theUnresolved Tax Issues . . . . . . . . . . . . 1 4a, on page 17. regular and alternative minimum tax

How To Get Forms and • The special deduction under section liability. See section 38(c)(5) and the
Publications . . . . . . . . . . . . . . . . . . 2 833(b) can only be taken by section 833 2010 Instructions for Form 3800.

IRS E-Services . . . . . . . . . . . . . . . . . 2 organizations with an MLR of 85% or
General Instructions . . . . . . . . . . . . . 2 more. See the instructions for Schedule For the latest information, see
Purpose of Form . . . . . . . . . . . . . . . . 2 H, line 6, on page 18. www.irs.gov/formspubs.
Who Must File . . . . . . . . . . . . . . . . . . 2 • Companies must complete Schedule I,

Question 14, on page 7 of Form 1120-PCWhen To File . . . . . . . . . . . . . . . . . . . 2 Photographs of Missingto indicate whether they have met theWhere To File . . . . . . . . . . . . . . . . . . 2
requirements of section 833(c)(5). SeeWho Must Sign . . . . . . . . . . . . . . . . . 2 Children
the instructions for Schedule I, QuestionPaid Preparer Authorization . . . . . . . . 3 The Internal Revenue Service is a proud14, on page 19.Statements . . . . . . . . . . . . . . . . . . . . 3 partner with the National Center forLimitations on the deduction of certainAssembling the Return . . . . . . . . . . . . 3 Missing and Exploited Children.deferred compensation.  Under sectionTax Payments . . . . . . . . . . . . . . . . . . 3 Photographs of missing children selected162(m)(6), added by section 9014 of theEstimated Tax Payments . . . . . . . . . . 3 by the Center may appear in instructionsPatient Protection and Affordable Care on pages that would otherwise be blank.Interest and Penalties . . . . . . . . . . . . . 4 Act, the deduction of certain deferred You can help bring these children homeAccounting Methods . . . . . . . . . . . . . . 4 compensation attributable to services by looking at the photographs and callingAccounting Period . . . . . . . . . . . . . . . 4 performed for specified health insurance 1-800-THE-LOST (1-800-843-5678) if youRounding Off to Whole Dollars . . . . . . 4 providers, in tax years beginning after recognize a child.Recordkeeping . . . . . . . . . . . . . . . . . . 4 December 31, 2009, will be limited in tax

Other Forms and Statements years beginning after December 31,
2012. See section 162(m)(6) for moreThat May Be Required . . . . . . . . . . 4 Unresolved Tax Issues
information.Specific Instructions . . . . . . . . . . . . 5 The Taxpayer Advocate Service (TAS) is

Period Covered . . . . . . . . . . . . . . . . . 5 New Schedule UTP (Form 1120), an independent organization within the
Uncertain Tax Position Statement.Name and Address . . . . . . . . . . . . . . 5 IRS whose employees assist taxpayers
Certain filers of Forms 1120, 1120-F,Identifying Information . . . . . . . . . . . . 5 who are experiencing economic harm,
1120-L, and 1120-PC with assets thatEmployer Identification Number who are seeking help in resolving tax
equal or exceed $100 million must file(EIN) . . . . . . . . . . . . . . . . . . . . . . . 6 problems that have not been resolved
new Schedule UTP (Form 1120) to report through normal channels, or who believeSection 953 Elections . . . . . . . . . . . . . 6
uncertain tax positions. See Schedule I, that an IRS system or procedure is notFinal Return, Name Change, Question 13 on page 19. working as it should. The service is free,Address Change, or Amended
Federal tax deposits must be made by confidential, tailored to meet your needs,Return . . . . . . . . . . . . . . . . . . . . . . 6
electronic funds transfer.  Beginning and is available for businesses, as well asTaxable Income . . . . . . . . . . . . . . . . . 6
January 1, 2011, corporations must use individuals.Tax Computation and Payments . . . . 6 electronic funds transfers to make all

Schedule A . . . . . . . . . . . . . . . . . . . . 8 The corporation can contact the TASfederal tax deposits (such as deposits of
Schedule B, Part I . . . . . . . . . . . . . . 14 as follows.employment tax, excise tax, and
Schedule B, Part II . . . . . . . . . . . . . . 15 corporate income tax). Forms 8109 and • Call the TAS toll-free line at
Schedule C . . . . . . . . . . . . . . . . . . . 15 8109-B, Federal Tax Deposit Coupon, 1-877-777-4778 or TTY/TDD
Schedule E . . . . . . . . . . . . . . . . . . . 17 cannot be used after December 31, 2010. 1-800-829-4059 to see if the corporation

Generally, electronic funds transfers areSchedule F . . . . . . . . . . . . . . . . . . . 17 is eligible for assistance.
made using the Electronic Federal TaxSchedule G . . . . . . . . . . . . . . . . . . . 18 • Call or write the corporation’s local
Payment System (EFTPS). SeeSchedule H . . . . . . . . . . . . . . . . . . . 18 taxpayer advocate, whose phone number
Electronic Deposit Requirement on pageSchedule I . . . . . . . . . . . . . . . . . . . . 18 and address are listed in the local
3. telephone directory and in Pub. 1546,Schedule L . . . . . . . . . . . . . . . . . . . 19
5-year carryback of general business Taxpayer Advocate Service – Your VoiceSchedule M-1 . . . . . . . . . . . . . . . . . 20
credits for eligible small businesses. at the IRS.Index . . . . . . . . . . . . . . . . . . . . . . . . 21
Beginning in 2010, eligible small • File Form 911, Request for Taxpayer
businesses can carry back unused Advocate Service Assistance (And
eligible small business credits 5 years. Application for Taxpayer AssistanceWhat’s New
See section 39(a)(4). Order), or ask an IRS employee to

Section 833 organizations. For tax General business credit of eligible complete it on the corporation’s behalf.
years beginning after December 31, small businesses not subject to

For more information, go to www.irs.2009, there are new requirements for alternative minimum tax. For purposes
gov/advocate.section 833 organizations. of determining the section 38(c) limit on

Cat. No. 64537I

http://www.irs.gov/formspubs
http://www.irs.gov/advocate
http://www.irs.gov/advocate
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• You can pay taxes online or by phone 3rd month after the end of its tax year. AHow To Get Forms and
using the free Electronic Federal Tax new corporation filing a short-period

Publications Payment System (EFTPS). Visit www. return must generally file by the 15th day
eftps.gov or call 1-800-555-4477 for of the 3rd month after the short periodInternet. You can access the IRS
details. ends. A corporation that has dissolvedwebsite 24 hours a day, 7 days a week, at

must generally file by the 15th day of theIRS.gov to: Use these electronic options to make
3rd month after the date it dissolved.• Download forms, instructions, and filing and paying taxes easier.

If the due date falls on a Saturday,publications;
Sunday, or legal holiday, the corporation• Order IRS products online;
can file on the next business day.• Research your tax questions online; General Instructions• Search publications online by topic or Private Delivery Serviceskeyword; Purpose of Form Corporations can use certain private• View Internal Revenue Bulletins (IRBs)
delivery services designated by the IRS toUse Form 1120-PC, U.S. Property andpublished in recent years; and
meet the “timely mailing as timely filing”Casualty Insurance Company Income Tax• Sign up to receive local and national
rule for tax returns. These private deliveryReturn, to report the income, gains,tax news by email.
services include only the following.losses, deductions, credits, and to figureIRS Tax Products DVD. You can order

the income tax liability of insurance • DHL Express (DHL): DHL Same DayPub. 1796, IRS Tax Products DVD, and
companies, other than life insurance Service.obtain the following:
companies. • Federal Express (FedEx): FedEx

• Current-year forms, instructions, and Priority Overnight, FedEx Standard
publications. Who Must File Overnight, FedEx 2Day, FedEx
• Prior-year forms, instructions, and International Priority, and FedExEvery domestic nonlife insurance
publications. International First.company and every foreign corporation• Tax Map: an electronic research tool • United Parcel Service (UPS): UPS Nextthat would qualify as a nonlife insurance
and finding aid. Day Air, UPS Next Day Air Saver, UPScompany subject to taxation under• Tax law frequently asked questions 2nd Day Air, UPS 2nd Day Air A.M., UPSsection 831, if it were a U.S. corporation,
(FAQs). Worldwide Express Plus, and UPSmust file Form 1120-PC. This includes• Tax Topics from the IRS telephone Worldwide Express.organizations described in section
response system. 501(m)(1) that provide commercial-type The private delivery service can tell• Internal Revenue Code – Title 26 of insurance and organizations described in you how to get written proof of the mailing
the U.S. Code. section 833. date.• Fill-in, print, and save features for most

Exceptions. A nonlife insurance Private delivery services cannottax forms.
company that is: deliver items to P.O. boxes. You• Internal Revenue Bulletins. • Exempt under section 501(c)(15) must use the U.S. Postal Service• Toll-free and email technical support. CAUTION

!
should file Form 990, Return of to mail any item to an IRS P.O. box• Two releases during the year.
Organization Exempt from Income Tax. address.– The first release will ship early in • Subject to taxation under section 831,January. Extension of Time To Fileand disposes of its insurance business– The final release will ship early in
and reserves, or otherwise ceases to be File Form 7004 to request a 6-monthMarch.
taxed under section 831, but continues its extension of time to file. Generally, the

Buy the DVD from the National corporate existence while winding up and corporation must file Form 7004 by the
Technical Information Service (NTIS) at liquidating its affairs, should file Form regular due date of the return.
www.irs.gov/cdorders for $30 (no 1120, U.S. Corporation Income Tax
handling fee) or call 1-877-233-6767 toll Return. Who Must Sign
free to buy the DVD for $30 (plus a $6 Life insurance companies. Life The return must be signed and dated by:handling fee). insurance companies should file Form • The president, vice-president,
By phone and in person. You can 1120-L, U.S. Life Insurance Company treasurer, assistant treasurer, chief
order current year and prior year forms Income Tax Return. accounting officer; or
and publications by calling • Any other corporate officer (such as tax
1-800-TAX-FORM (1-800-829-3676). You officer) authorized to sign.When To File
can also get most forms and publications Generally, a corporation must file its If a return is filed on behalf of a
at your local IRS office. income tax return by the 15th day of the corporation by a receiver, trustee, or

IRS E-Services Make
Taxes Easier Where To File
Now more than ever before, businesses
can enjoy the benefits of filing and paying File the corporation’s return at the applicable IRS address listed below.
their federal taxes electronically. Whether
you rely on a tax professional or handle
your own taxes, the IRS offers you
convenient programs to make taxes If the corporation’s principal business, office, or  
easier. agency is located in: Use the following addresses:
• You can e-file your Form 7004,
Application for Automatic Extension of

Department of the Treasury Time To File Certain Business Income
Internal Revenue Service Center Tax, Information, and Other Returns, The United States Ogden, UT 84201-0012Form 940, Employer’s Annual Federal

Unemployment (FUTA) Tax Return, 941,
Employer’s QUARTERLY Federal Tax Internal Revenue Service Center

A foreign country or U.S. possession P.O. Box 409101Return, Form 1099-MISC, Miscellaneous
Ogden, UT 84409Income, and other information returns.

Visit www.irs.gov/efile for details.
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assignee, the fiduciary must sign the 1120-PC. A foreign insurance company service, or other trusted third party to
return, instead of the corporate officer. subject to tax under section 831 that is make deposits on its behalf. Also, it may
Returns and forms signed by a receiver or not required to file an annual statement arrange for its financial institution to
trustee in bankruptcy on behalf of a must file a copy of the pro forma annual initiate a same-day tax wire payment on
corporation must be accompanied by a statement. A penalty for the late filing of a its behalf. EFTPS is a free service
copy of the order or instructions of the return may be imposed for not including provided by the Department of the
court authorizing signing of the return or the annual statement when the return is Treasury. Services provided by a tax
form. filed. However, see Electronic filing, next. professional, financial institution, payroll

service, or other third party may have aIf an employee of the corporation Electronic filing. If the domestic or
fee.completes Form 1120-PC, the paid foreign nonlife insurance company files

preparer space should remain blank. Form 1120-PC electronically, do not To get more information about EFTPS
Anyone who prepares Form 1120-PC but attach the annual statement or pro forma or to enroll in EFTPS, visit www.eftps.gov
does not charge the corporation should annual statement to the electronically filed or call 1-800-555-4477. Additional
not complete that section. Generally, return. However, you must provide a copy information about EFTPS is also available
anyone who is paid to prepare the return of the annual statement or pro forma in Pub. 966, The Secure Way to Pay Your
must sign it and fill in the “Paid Preparer annual statement to the Internal Revenue Federal Taxes.
Use Only” area. Service if requested and retain it with your Depositing on time. For deposits made

other tax records for the period requiredThe paid preparer must complete the by EFTPS to be on time, you must initiate
by the regulations.required preparer information and: the deposit by 8 p.m. Eastern time the

• Sign the return in the space provided Reconciliation. Corporations that do day before the date the deposit is due. If
for the preparer’s signature. not file a Schedule M-3 (Form 1120-PC) you use a third party to make deposits on
• Give a copy of the return to the with the Form 1120-PC must attach a your behalf, they may have different cutoff
taxpayer. schedule that reconciles the NAIC Annual times.

Statement to the Form 1120-PC.Note. A paid preparer may sign original
Estimated Tax Paymentsor amended returns by rubber stamp, Assembling the Returnmechanical device, or computer software Generally, the following rules apply to the

To ensure that the corporation’s tax returnprogram. corporation’s payments of estimated tax.
is correctly processed, attach all • The corporation must make installment
schedules and other forms after page 8 ofPaid Preparer payments of estimated tax if it expects its
Form 1120-PC in the following order. total tax for the year (less applicableAuthorization credits) to be $500 or more.1. Schedule N (Form 1120), Foreign

If the corporation wants to allow the IRS • The installments are due by the 15thOperations of U.S. Corporations.
to discuss its 2010 tax return with the paid day of the 4th, 6th, 9th, and 12th months2. Schedule O (Form 1120), Consent
preparer who signed it, check the “Yes” of the tax year. If any date falls on aPlan and Apportionment Schedule for a
box in the signature area of the return. Saturday, Sunday, or legal holiday, theControlled Group.
This authorization applies only to the installment is due on the next regular3. Form 4626, Alternative Minimum
individual whose signature appears in the business day.Tax—Corporations.
“Paid Preparer Use Only” section of the • The corporation must use EFTPS to4. Form 8302, Electronic Deposit of
return. It does not apply to the firm, if any, make installment payments of estimatedTax Refund of $1 Million or More.
shown in that section. tax.5. Form 4136, Credit for Federal Tax

• Use Form 1120-W, Estimated Tax forIf the “Yes” box is checked, the Paid on Fuels.
Corporations, as a worksheet to computecorporation is authorizing the IRS to call 6. Form 8941, Credit for Small
estimated tax.the paid preparer to answer any Employer Health Insurance Premiums.
• If the corporation overpaid estimatedquestions that may arise during the 7. Form 851, Affiliations Schedule.
tax, it may be able to get a quick refundprocessing of its return. The corporation 8. Additional schedules in alphabetical
by filing Form 4466, Corporationis also authorizing the paid preparer to: order.
Application for Quick Refund of• Give the IRS any information that is 9. Additional forms in numerical order.
Overpayment of Estimated Tax.missing from the return,

Complete every applicable entry space• Call the IRS for information about the See the instructions for lines 14c andon Form 1120-PC. Do not enter “Seeprocessing of the return or the status of 14e, Form 1120-PC.Attached” or “Available Upon Request”any related refund or payment(s), and
Estimated tax penalty. A corporationinstead of completing the entry spaces. If• Respond to certain IRS notices about
that does not make estimated taxmore space is needed on the forms ormath errors, offsets, and return
payments when due may be subject to anschedules, attach separate sheets usingpreparation.
underpayment penalty for the period ofthe same size and format as the printedThe corporation is not authorizing the underpayment. Generally, a corporation isforms. If there are supporting statementspaid preparer to receive any refund subject to the penalty if its tax liability isand attachments, arrange them in thecheck, bind the corporation to anything $500 or more and it did not timely pay thesame order as the schedules or forms(including any additional tax liability), or smaller of:they support and attach them last. Showotherwise represent the corporation • Its tax liability for 2010 orthe totals on the printed forms. Enter thebefore the IRS. • Its prior year’s tax.corporation’s name and EIN on each

The authorization will automatically See section 6655 for details andsupporting statement or attachment.
end no later than the due date (excluding exceptions, including special rules for
extensions) for filing the corporation’s large corporations.Tax Payments
2011 tax return. If the corporation wants Use Form 2220, Underpayment ofThe corporation must pay any tax due into expand the paid preparer’s Estimated Tax by Corporations, to see iffull no later than the 15th day of the 3rdauthorization or revoke the authorization the corporation owes a penalty and tomonth after the end of the tax year.before it ends, see Pub. 947, Practice figure the amount of the penalty.Before the IRS and Power of Attorney. Electronic Deposit Requirement Generally, the corporation does not have

Beginning January 1, 2011, if the to file this form because the IRS canStatements corporation does not want to use the figure the amount of any penalty and bill
NAIC annual statement. Regulations Electronic Federal Tax Payment System the corporation for it. However, even if the
section 1.6012-2(c) requires that the (EFTPS), it can arrange for its tax corporation does not owe the penalty,
NAIC annual statement be filed with Form professional, financial institution, payroll complete and attach Form 2220 if:

-3-Instructions for Form 1120-PC (2010)
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• The annualized income or adjusted Pub. 15 (Circular E), for details, including As a general rule under section 843,
seasonal installment method is used, or the definition of responsible persons. the tax year for every insurance company
• The corporation is a large corporation is the calendar year. However, if anOther penalties. Other penalties can be
computing its first required installment insurance company joins in the filing of aimposed for negligence, substantial
based on the prior year’s tax. See the consolidated return, it may adopt the taxunderstatement of tax, reportable
Instructions for Form 2220 for the year of the common parent corporationtransaction understatements, and fraud.
definition of a large corporation. even if that year is not a calendar year.See sections 6662, 6662A, and 6663.

Also, see the instructions for line 15, Rounding Off to WholeForm 1120-PC. Accounting Methods
DollarsFigure taxable income using the methodForeign insurance companies, see

of accounting regularly used in keeping The corporation can round off cents toNotice 90-13, 1990-1 C.B. 321,
the corporation’s books and records. In all whole dollars on its return and schedules.before computing estimated tax.CAUTION

!
cases, the method used must clearly If the corporation does round to whole
show taxable income. Permissible dollars, it must round all amounts. ToInterest and Penalties methods include cash, accrual, or any round, drop amounts under 50 cents and
other method authorized by the Internal increase amounts from 50 to 99 cents toInterest. Interest is charged on taxes
Revenue Code. the next dollar. For example, $1.39paid late even if an extension of time to

becomes $1 and $2.50 becomes $3.file is granted. Interest is also charged on  The gross amounts of underwriting
penalties imposed for failure to file, If two or more amounts must be addedand investment income should be
negligence, fraud, substantial valuation to figure the amount to enter on a line,computed on the basis of the Statement
misstatements, substantial include cents when adding the amountsof Income of the NAIC annual statement
understatements of tax, and reportable and round off only the total.to the extent not inconsistent with the
transaction understatements from the due Internal Revenue Code and its
date (including extensions) to the date of Regulations. In all cases, the method Recordkeeping
payment. The interest charge is figured at used must clearly show taxable income. Keep the corporation’s records for as longa rate determined under section 6621. as they may be needed for theChange in accounting method.
Late filing of return. A corporation that administration of any provision of theGenerally, the corporation must get IRS
does not file its tax return by the due date, Internal Revenue Code. Usually, recordsconsent to change the method of
including extensions, may be penalized that support an item of income, deduction,accounting used to report taxable income
5% of the unpaid tax for each month or or credit on the return must be kept for 3(for income as a whole or for the
part of a month the return is late, up to a years from the date the return is due ortreatment of any material item). To do so,
maximum of 25% of the unpaid tax. The filed, whichever is later. Keep records thatthe corporation generally must file Form
minimum penalty for a return that is over verify the corporation’s basis in property3115, Application for Change in
60 days late is the smaller of the tax due for as long as they are needed to figureAccounting Method.
or $135. The penalty will not be imposed the basis of the original or replacement

See Form 3115, the Instructions forif the corporation can show that the failure property.
Form 3115, and Pub. 538, Accountingto file on time was due to reasonable The corporation should keep copies ofPeriods and Methods, for morecause. Corporations that file late should all filed returns. They help in preparinginformation on accounting methods.attach a statement explaining the future and amended returns.

reasonable cause. There are some instances when the
corporation can obtain automatic consentLate payment of tax. A corporation that Other Forms andfrom the IRS to change to certaindoes not pay the tax when due generally
accounting methods. See Rev. Proc. Statements That May Bemay be penalized 1/2 of 1% of the unpaid
2008-52, 2008-36 I.R.B. 587, and Rev.tax for each month or part of a month the RequiredProc. 2009-39, 2009-38 I.R.B. 371. Also,tax is not paid, up to a maximum of 25%
see the Instructions for Form 3115. Reportable transaction disclosureof the unpaid tax. The penalty will not be

statement. Disclose information for eachimposed if the corporation can show that Safe harbor method of accounting for
reportable transaction in which thethe failure to pay on time was due to premium acquisition expenses.
corporation participated. Form 8886,reasonable cause. Insurance companies subject to tax under
Reportable Transaction Disclosuresection 831 are provided with a safeTrust fund recovery penalty. This Statement, must be filed for each tax yearharbor method of accounting for premiumpenalty may apply if certain excise, that the federal income tax liability of theacquisition expenses. Form 3115 must beincome, social security, and Medicare corporation is affected by its participationfiled in order to change to the safe harbortaxes that must be collected or withheld in the transaction. The following aremethod. For more information, see theare not collected or withheld, or these reportable transactions.Instructions for Form 3115 and item 67 intaxes are not paid. These taxes are 1. Any listed transaction, which is athe List of Automatic Accounting Methodgenerally reported on: transaction that is the same as orChanges.• Form 720, Quarterly Federal Excise substantially similar to one of the types ofTax Return; Application of section 833.  The transactions that the IRS has determined• Form 941, Employer’s QUARTERLY application of section 833 in a tax year to be a tax avoidance transaction andFederal Tax Return; followed by nonapplication of that section identified by notice, regulation, or other• Form 944, Employer’s ANNUAL in a subsequent tax year (or vice versa) published guidance as a listedFederal Tax Return; or may result in one or more changes in transaction.• Form 945, Annual Return of Withheld accounting method. See section 3.08 of 2. Any transaction offered underFederal Income Tax. Notice 2010-79 for more information. conditions of confidentiality for which the

The trust fund recovery penalty may corporation (or a related party) paid anAccounting Periodbe imposed on all persons who are advisor a fee of at least $250,000.
determined by the IRS to be responsible An insurance company must figure its 3. Certain transactions for which the
for collecting, accounting for, and paying taxable income on the basis of a tax year. corporation (or a related party) has
over these taxes, and who acted willfully A tax year is the annual accounting period contractual protection against
in not doing so. The penalty is equal to an insurance company uses to keep its disallowance of the tax benefits.
the full amount of the unpaid trust fund records and report its income and 4. Certain transactions resulting in a
tax. See the Instructions for Form 720 or expenses. loss of at least $10 million in any single

-4- Instructions for Form 1120-PC (2010)
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year or $20 million in any combination of corporation (or consolidated group) may Other forms and statements. See Pub.
years. need to attach an elective relief 542, Corporations, for a list of other forms

5. Any transaction identified by the agreement and/or an annual certification and statements a corporation may need
IRS by notice, regulation or other as provided in Regulations section to file in addition to the forms and
published guidance as a “transaction of 1.1503-2(g)(2). statements discussed throughout these
interest.” See Notice 2009-55, 2009-31 instructions.Election to reduce basis under section
I.R.B. 170. 362(e)(2)(C). The transferor may make

an election under section 362(e)(2)(C) toFor more information, see Regulations
limit the transferor’s basis in the stock Specific Instructionssection 1.6011-4. Also see the
received instead of the transferor’s basisInstructions for Form 8886.
in the transferred property. The transferor Period CoveredPenalties. The corporation may have can make the election by including the

to pay a penalty if it is required to disclose Generally, file the 2010 return forcertification as provided in Notice
a reportable transaction under section calendar year 2010. However, if an2005-70, 2005-2, C.B. 694 on or with its
6011 and fails to properly complete and insurance company joins in the filing of atax return filed by the due date (including
file Form 8886. Penalties may also apply consolidated return, it may adopt the taxextensions) for the tax year in which the
under section 6707A if the corporation year of the common parent corporationtransaction occurred. If the transferor is a
fails to file Form 8886 with its corporate even if that year is not a calendar year.controlled foreign corporation, its
return, fails to provide a copy of Form For a fiscal or short tax year return, fill incontrolling U.S. shareholder(s) can make
8886 to the Office of Tax Shelter Analysis the tax year space at the top of the form.the election. The common parent of a
(OTSA), or files a form that fails to include consolidated group can make the election
all the information required (or includes Name and Addressfor the group.
incorrect information). Other penalties, Enter the corporation’s true name (as setIf the election is made as describedsuch as an accuracy-related penalty forth in the charter or other legalabove, no election need be made by theunder section 6662A, may also apply. For document creating it), address, and EINtransferee (or any controlling U.S.details on these and other penalties, see on the appropriate lines. Enter theshareholder thereof).the Instructions for Form 8886. address of the corporation’s principal

Once made, the election is irrevocable.Reportable transactions by material office or place of business. Include the
See section 362(e)(2)(C) and Noticeadvisors. Material advisors to any suite, room, or other unit number after the
2005-70.reportable transaction must disclose street address. If the post office does not

certain information about the reportable deliver mail to the street address and theAnnual information statement for
transaction by filing Form 8918, Material corporation has a P.O. box, show the boxelections under section 108(i). If the
Advisor Disclosure Statement, with the number instead.corporation made an election under
IRS. See the Instructions for Form 8918. section 108(i) to defer income from Note. Do not use the address of the
Transfers to a corporation controlled cancellation of debt (COD) for applicable registered agent for the state in which the
by the transferor. Every significant debt instruments, the corporation must corporation is incorporated. For example,
transferor (as defined in Regulations attach a statement to its return beginning if a business is incorporated in Delaware
section 1.351-3(d)) that receives stock of with the tax year following the tax year for or Nevada and the corporation’s principal
a corporation in exchange for property in which the corporation made the election, office is located in Little Rock, AR, the
a nonrecognition event must include the and ending the first tax year all income corporation should enter the Little Rock
statement required by Regulations deferred has been included in income. address.
section 1.351-3(a) on or with the The statement must be labeled “Section If the corporation receives its mail intransferor’s tax return for the tax year of 108(i) Information Statement” and must care of a third party (such as anthe exchange. The transferee corporation clearly identify, for each applicable debt accountant or an attorney), enter on themust include the statement required by instrument to which an election under street address line “C/O” followed by theRegulations section 1.351-3(b) on or with section 108(i) applies, the following. third party’s name and street address orits return for the tax year of the exchange, • Any deferred COD income that is P.O. box.unless all the required information is included in income in the current tax year.
included in any statement(s) provided by • Any deferred COD income that has Item A. Identifyinga significant transferor that is attached to been accelerated because of an event
the same return for the same section 351 described in section 108(i)(5)(D) and Information
exchange. If the transferor or transferee must be included in income in the current
corporation is a controlled foreign Consolidated Returntax year. Include a description and the
corporation, each U.S. shareholder date of the acceleration event. If an affiliated group of corporations
(within the meaning of section 951(b)) • Any deferred COD income that has not includes one or more domestic life
must include the required statement on or been included in income in the current or insurance companies taxed under section
with its return. prior tax years. 801, the common parent may elect to

• Any deferred OID deduction allowed asDistributions under section 355. Every treat those companies as includible
a deduction in the current tax year.corporation that makes a distribution of corporations. The life insurance
• Any deferred OID deduction that isstock or securities of a controlled companies must have been members of
allowed as a deduction in the current taxcorporation, as described in section 355 the group for the 5 tax years immediately
year because of an accelerated event(or so much of section 356 as it relates to preceding the tax year for which the
described in section 108(i)(5)(D).section 355), must include the statement election is made. See section 1504(c)(2)
• Any deferred OID deduction that hasrequired by Regulations section 1.355-5 and Regulations section
not been deducted in the current or prioron or with its return for the year of the 1.1502-47(d)(12).
tax years.distribution. If the distributing corporation Corporations filing a consolidated

is a controlled foreign corporation, each In addition, include a copy of the return must check box 1 of Item A and
U.S. shareholder (within the meaning of election statement filed to make the attach Form 851, Affiliations Schedule,
section 951(b)), must include the election to defer cancellation of debt. For and other supporting statements to the
statement on or with its return. more information on making the election, return. Also, for the first year a subsidiary
Dual consolidated losses. If a see the instructions for Schedule A, line corporation is being included in a
domestic corporation incurs a dual 13. For more information regarding the consolidated return, attach Form 1122,
consolidated loss (as defined in annual information statement, see Rev. Authorization and Consent of Subsidiary
Regulations section 1.1503-2(c)(5)), the Proc. 2009-37, 2009-36 I.R.B. 309. Corporation To Be Included in a
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Consolidated Income Tax Return, to the common parent or as an attachment to 1. Section 953(c)(3)(C) to treat its
parent’s consolidated return. Attach a the consolidated return) of all nonlife related person insurance income as
separate Form 1122 for each subsidiary members of the consolidated group. effectively connected with the conduct of
being included in the consolidated return. • Report separately the consolidated a trade or business in the United States

partial Life Insurance Company Taxable orFile supporting statements for each
Income (as defined by paragraph (d)(3) of 2. Section 953(d) to be treated as acorporation included in the consolidated
Regulations section 1.1502-47) domestic corporation.return. Do not use Form 1120-PC as a
determined under Regulations sectionsubstitute for the supporting statement. Generally, a foreign corporation1.1502-47, on a Form 1120-L (whetherOn the supporting statement, use making either election must file its returnfiled by the common parent or as ancolumns to show the following, both with the Internal Revenue Service Center,attachment to the consolidated return), ofbefore and after adjustments. P.O. Box 409101, Ogden, UT 84409. Seeall life members of the consolidated

1. Items of gross income and Notice 87-50, 1987-2 C.B. 357, and Rev.group.
deductions. Proc. 2003-47, 2003-28 I.R.B. 55, for the

2. A computation of taxable income. Schedule M-3 (Form 1120-PC) procedural rules, election statement
3. Balance sheets as of the beginning formats, and filing addresses for makingA nonlife insurance company with total

and end of the tax year. the respective elections under sectionassets (non-consolidated or consolidated
4. A reconciliation of income per 953(c)(3)(C) or section 953(d).for all companies included within a tax

books with income per return. consolidation group) of $10 million or Note. Once either election is made, it will5. A reconciliation of retained more on the last day of the tax year must apply to the tax year for which made andearnings. complete Schedule M-3 (Form 1120-PC), all subsequent tax years unless revoked
Net Income (Loss) Reconciliation for U.S. with the consent of the IRS. Also, anyEnter on Form 1120-PC the totals for
Property and Casualty Insurance loss of a foreign corporation electing to beeach item of income, gain, loss, expense,
Companies With Total Assets of $10 treated as a domestic insurance companyor deduction, net of eliminating entries for
Million or More, instead of Schedule M-1. under section 953(d) will be treated as aintercompany transactions between
A corporation filing Form 1120-PC that is dual-consolidated loss and may not becorporations within the consolidated
not required to file Schedule M-3 (Form used to reduce the taxable income of anygroup. Attach consolidated balance
1120-PC) may voluntarily file Schedule other member of the affiliated group forsheets and a reconciliation of
M-3 (Form 1120-PC) instead of Schedule this tax year or any other tax year.consolidated retained earnings.
M-1. Note. If a section 953(d) election isFor more information on consolidated

If you are filing Schedule M-3 (Form made, include the additional tax requiredreturns, see the regulations under section
1120-PC), check item A, box 3 at the top to be paid, on line 13, page 1. On the1502.
of page 1 of Form 1120-PC. See the dotted line to the left of line 13, page 1,Note. If a nonlife insurance company is a Instructions for Schedule M-3 (Form write “Section 953(d)” and the amount.member of an affiliated group, file Form 1120-PC) for more details. Attach a schedule showing the1120-PC as an attachment to the computation. See section 953(d) for moreNote. If you do not file Schedule M-3consolidated return in addition to the details.(Form 1120-PC) with Form 1120-PC, seesupporting statements discussed above.
Reconciliation under Statements on pageAcross the top of page 1 of Form Item E. Final Return, Name3.1120-PC, write “Supporting Statement to

Consolidated Return.” Change, Address Change,
Item B. EmployerLife-Nonlife Consolidated Return. If or Amended Returnthe corporation is the common parent of a Identification Number (EIN) Indicate a final return, name change,life-nonlife consolidated group, check
Enter the corporation’s EIN. If the address change, or amended return byboxes 1 and 2 of Item A.
corporation does not have an EIN, it must checking the appropriate box.Filing requirements. The common apply for one. An EIN can be applied for: Note. If a change of address occurs afterparent of a life-nonlife consolidated group • Online—Click on the EIN link at www. the return is filed, use Form 8822,is required to do the following. irs.gov/businesses/small. The EIN is Change of Address, to notify the IRS of• File the applicable consolidated issued immediately once the application the new address.corporate income tax return as a Form information is validated.

1120-L, U.S. Life Insurance Company • By telephone at 1-800-829-4933 on
Income Tax Return, where the common Taxable IncomeMonday through Friday from 7:00 a.m. to
parent is a life insurance company; a 10:00 p.m. in the corporation’s local time Line 1, Taxable income, and line 2,Form 1120-PC, U.S. Property and zone. Taxable investment income. If theCasualty Insurance Company Income Tax • By faxing or mailing Form SS-4, corporation is a small company asReturn, where the common parent is an Application for Employer Identification defined in section 831(b)(2) and electsinsurance company, other than a life Number. under section 831(b)(2)(A)(ii) to be taxedinsurance company; or a Form 1120, U.S. on taxable investment income, completeIf the corporation has not received itsCorporation Income Tax Return, where Schedule B (ignore Schedule A) andEIN by the time the return is due, enterthe common parent is any other type of enter the amount from Schedule B, line“Applied for” and the date you applied incorporation. 21, on line 2, page 1. All otherthe space for the EIN. For more• Indicate clearly on the face of this corporations should complete Schedule Ainformation, see the Instructions for Formreturn that such corporate tax return is a (ignore Schedule B) and enter on line 1,SS-4.life-nonlife return. page 1, the amount from Schedule A, line

Note. Only corporations located in theNote. This requirement is satisfied by 37.
United States or U.S. possessions canchecking boxes 1 and 2 of Item A.
use the online application.• Show any set offs required by Tax Computation and

paragraphs (g), (m), and (n) of
PaymentsRegulations section 1.1502-47; Item D. Section 953

• Report separately the nonlife Elections Line 3consolidated taxable income or loss,
determined under paragraph (h) of Check the applicable box if the If the corporation is a member of a
Regulations section 1.1502-47, on a Form corporation is a foreign corporation and controlled group, check the box on line 3.
1120 or 1120-PC (whether filed by the elects under: Complete and attach Schedule O (Form
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1120). Component members of a Make no entry on line 5 if the mutual 8912, Credit to Holders of Tax Credit
controlled group must use Schedule O to insurance company’s taxable income Bonds, line 18.
report the apportionment of taxable before including the section 835(b) Line 10. Foreign corporations. A
income, income tax, and certain tax amount is $100,000 or more. Otherwise, foreign corporation carrying on an
benefits between the members of the this tax is 35% of the section 835(b) insurance business in the United States is
group. See Schedule O and the amount. If an entry is made on line 5, taxed as a domestic insurance company
instructions for Schedule O for more attach a statement showing how the tax on its income effectively connected with
information. was computed. the conduct of a trade or business in the

United States (see sections 864(c) andReciprocal underwriters making theLine 4
897 for definition).section 835(a) election are allowed aIf the corporation is a member of a

credit on line 14h for the amount of tax Generally, any other U.S.-sourcecontrolled group and is filing Schedule O
paid by the attorney-in-fact that is related income received by the foreign(Form 1120), enter the corporation’s tax
to the income received by the corporation is taxed at 30% (or at a lowerfrom Part III of Schedule O.
attorney-in-fact from the reciprocal in the treaty rate) under section 881. If theMost corporations that are not tax year. corporation has this income, attach amembers of a controlled group and are schedule showing the kind and amount ofSee section 835 and the relatednot filing a consolidated return figure their income, the tax rate, and the amount ofregulations for special rules andtax by using the Tax Rate Schedule tax. Enter the tax on line 10. However,information regarding the statementsbelow. see Reduction of section 881 tax below.required to be attached to the return.

Note. Interest received from certainLine 6. Alternative minimum tax (AMT).Tax Rate Schedule portfolio debt investments that were
A corporation that is not a small issued after July 18, 1984, is not subjectIf the amount on line 1 or line 2, Form 1120-PC,
corporation exempt from the AMTpage 1 is: to the tax. See section 881(c).
may be required to file Form 4626CAUTION

!
See section 842 for more information.Of the if it claims certain credits, even though it

But not amount Minimum effectively connected netdoes not owe any AMT. See Form 4626.
Over — over — Tax is: over — investment income. See section 842(b)Unless the corporation is treated as a$0 $50,000 15% $0 and Notice 89-96, 1989-2 C.B. 417, forsmall corporation exempt from the AMT, it50,000 75,000 $ 7,500 + 25% 50,000 the general rules for computing thismay owe the AMT if it has any of the75,000 100,000 13,750 + 34% 75,000 amount. Also, see Rev. Proc. 2010-29,
100,000 335,000 22,250 + 39% 100,000 adjustments and tax preference items 2010-35 I.R.B. 309, for the domestic335,000 10,000,000 113,900 + 34% 335,000 listed on Form 4626. The corporation asset/liability percentages and domestic10,000,000 15,000,000 3,400,000 + 35% 10,000,000 must file Form 4626 if its taxable income investment yields needed to compute this15,000,000 18,333,333 5,150,000 + 38% 15,000,000 (or loss) before the NOL deduction,18,333,333 - - - - - 35% 0 amount.combined with these adjustments and tax

Any additional income required bypreference items is more than the smaller
Deferred tax under section 1291. If the section 842(b) must be included inof $40,000 or the corporation’s allowable
corporation was a shareholder in a taxable income (for example, Schedule A,exemption amount (from Form 4626). For
passive foreign investment company line 13).this purpose, taxable income does not
(PFIC) and received an excess Reduction of section 881 tax.include the NOL deduction.
distribution or disposed of its investment Additional taxes resulting from the netSee Form 4626 for definitions andin the PFIC during the year, it must investment income adjustment may offsetdetails on how to figure the tax.include the total increase in taxes due a corporation’s section 881 tax on
under section 1291(c)(2) in the amount Line 8a. Foreign tax credit. To find out U.S.-source income. The tax reduction is
entered on line 4. On the dotted line next when a corporation can take the credit for determined by multiplying the section 881
to line 4, enter “Section 1291” and the payment of income tax to a foreign tax by the ratio of the amount of income
amount. country or U.S. possession, see Form adjustment to income subject to the

1118, Foreign Tax Credit–Corporations.Do not include on line 4 any interest section 881 tax, computed without the
due under section 1291(c)(3). Instead, Line 8b. Credit from Form 8834, line exclusion for interest on state and local
show the amount of interest owed in the 29. Enter any qualified electric vehicle bonds or income exempted from taxation
bottom margin of page 1 and enter passive activity credits from prior years by treaty. See section 842(c)(2). Attach a
“Section 1291 interest.” See Form 8621. allowed for the current tax year from Form statement showing how the reduction

8834, Qualified Plug-In Electric and under section 881 was figured. Enter theAdditional tax under section 197(f). A
Electric Vehicle Credit, line 29. Also net tax imposed by section 881 on linecorporation that elects to pay tax on the
include on line 8b any credits from Form 10.gain from the sale of an intangible under
5735, American Samoa Economicthe related person exception to the Line 11. Personal holding company
Development Credit. See the Instructionsanti-churning rules should include any tax. A corporation (other than a
for Form 5735.additional tax due under section corporation described in section 542(c)) is

197(f)(9)(B) in the total for line 4. On the taxed as a personal holding companyLine 8c. General Business Credit.
dotted line next to line 4, enter “Section (PHC) under section 542 if:Enter on line 8c the allowable credit from
197” and the amount. • At least 60% of its adjusted ordinaryForm 3800, Part II, line 32.

gross income for the tax year is PHCLine 5. Enter amount of tax that a The corporation is required to file Form
income, andreciprocal must include. A mutual 3800, General Business Credit, to claim • At any time during the last half of theinsurance company that is an interinsurer most business credits. For a list of
tax year more than 50% in value of itsor reciprocal underwriter may elect, under allowable credits, see Form 3800. Also,
outstanding stock is directly or indirectlysection 835, to limit the deduction for see the applicable credit form and its
owned by five or fewer individuals.amounts paid or incurred to a qualifying instructions.

attorney-in-fact to the amount of the See Schedule PH (Form 1120), U.S.Line 8d. Credit for prior year minimumdeductions of the attorney-in-fact Personal Holding Company (PHC) Tax,tax. To figure the minimum tax creditallocable to the income received by the for definitions and details on how to figureand any carryforward of that credit, useattorney-in-fact from the reciprocal. If this the tax.Form 8827, Credit for Prior Year Minimumelection is made, any increase in taxable
Tax—Corporations. Line 12. Other Taxesincome of a reciprocal as a result of this

limitation is taxed at the highest rate of Line 8e. Bond credits from Form 8912. Include any of the following taxes and
tax specified in section 11(b). Enter the allowable credits from Form interest in the total on line 12. Check the
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appropriate box(es) for the form, if any, 8816, Part III, line 11. See Form 8816 and applicable, Form 3800 and the
used to compute the total. section 847 for additional information. Instructions for Form 3800.

Line 14c. Estimated tax payments.Recapture of investment credit. If the Line 14k. Total payments. Add the
Enter any estimated tax payments thecorporation disposed of investment credit amounts on lines 14f through 14j and
corporation made for the tax year. Do notproperty or changed its use before the enter the total on line 14k.
include any amount being applied on lineend of its useful life or recovery period, it

Line 15. Estimated tax penalty. If Form14d.may owe a tax. See Form 4255,
2220 is attached, check the box on lineRecapture of Investment Credit. Line 14d. Special estimated tax 15 and enter any penalty on this line. Seepayments. If the deduction underRecapture of low-income housing Estimated tax penalty on page 3.section 847 is claimed on Schedule A,credit. If the corporation disposed of
Line 18. Electronic deposit of taxline 27, special estimated tax paymentsproperty (or there was a reduction in the
refund of $1 million or more. If themust be made in an amount equal to thequalified basis of the property) for which it
corporation is due a refund of $1 milliontax benefit of the deduction. Thesetook the low-income housing credit, it may
or more and wants it electronicallypayments must be made on or before theowe a tax. See Form 8611, Recapture of
deposited into its checking or savingsdue date (without regard to extensions) ofLow-Income Housing Credit.
account at any U.S. bank or otherthis tax return. See Form 8816 andOther. Additional taxes and interest financial institution instead of having asection 847(2) for additional information.amounts can be included in the total check sent to the corporation, completeTax benefit rule. Section 847(8)entered on line 12. Check the box for Form 8302 and attach it to therequires that if a corporation carries back“Other” if the corporation includes any corporation’s tax return.net operating losses or capital losses thatadditional taxes and interest such as the

arise in years after a year in which aitems discussed below. See How to report
section 847 deduction was claimed, thenbelow, for details on reporting these
the corporation must recompute the tax Schedule A—Taxableamounts on an attached schedule.
benefit attributable to the previously• Recapture of Indian employment credit. Incomeclaimed section 847 deduction taking intoGenerally, if an employer terminates the
account the loss carrybacks. Tax benefits Gross income. Under section 832,employment of a qualified employee less
also include those derived from filing a gross amounts of underwriting andthan 1 year after the date of initial
consolidated return with another investment income should be computedemployment, any Indian employment
insurance company (without regard to on the basis of the Statement of Incomecredit allowed for a prior tax year because
section 1503(c)). of the NAIC annual statement to theof wages paid or incurred to that

extent not inconsistent with the Internalemployee must be recaptured. See Form Therefore, if the recomputation
Revenue Code and its Regulations.8845 and section 45A. changes the amount of the section 847

• Recapture of new markets credit (see tax benefit, then the taxpayer must Income from qualifying shipping
Form 8874). provide a computation schedule and activities. Gross income does not• Recapture of employer-provided attach it to Form 8816. include income from qualifying shipping
childcare facilities and services credit Line 14e. Overpaid Estimated Tax. If activities if the corporation makes an
(see Form 8882). the corporation overpaid estimated tax, it election under section 1354 to be taxed• Interest on deferred tax attributable to may be able to get a quick refund by filing on its notional shipping income (as
certain nondealer installment obligations Form 4466. The overpayment must be at defined in section 1353) at the highest
(section 453A(c)). least 10% of the corporation’s expected corporate tax rate (35%). If the election is• Interest due on deferred gain (section income tax liability and at least $500. File made, the corporation generally may not
1260(b)). Form 4466 after the end of the claim any loss, deduction, or credit with• Alternative tax on qualifying shipping corporation’s tax year, and no later than respect to qualifying shipping activities. A
activities (see Form 8902). the 15th day of the third month after the corporation making this election also may

end of the tax year. Form 4466 must beHow to report.  If the corporation elect to defer gain on the disposition of a
filed before the corporation files its taxchecked the “Other” box, attach a qualifying vessel.
return.schedule showing the computation of

Use Form 8902, Alternative Tax oneach item included in the total for line 12 Line 14h. Credit by reciprocal for tax Qualifying Shipping Activities, to figureand identify the applicable Code section paid by attorney-in-fact under section the tax. Include the alternative tax on lineand the type of tax or interest. 835(d). Enter the amount of tax paid by 12, page 1 of the Form 1120-PC.
an attorney-in-fact as a result of incomeLine 13. Total Tax Note. In computing the amounts for linesreceived by the attorney-in-fact from the

Include any deferred tax on the 2, 3, and 4, take all interest, dividends, orreciprocal during the tax year. For more
termination of a section 1294 election rents received during the year, addinformation, see section 835, the related
applicable to shareholders in a qualified interest, dividends, or rents due andregulations, and the instructions for line 5
electing fund in the amount entered on accrued at the end of the tax year, andon page 7.
line 13. See Form 8621, Part V, and How deduct interest, dividends, or rents dueLine 14i. Other credits and payments.to report below. and accrued at the end of the precedingEnter the amount of any other credits the

tax year. For rules regarding the accrualSubtract any deferred tax on the corporation may take and/or payments
of dividends, see Regulations sectioncorporation’s share of undistributed made. Write an explanation of the entry to
1.301-1(b).earnings of a qualified electing fund (see the left of the entry space.

Form 8621, Part II). Backup withholding. If the corporation Line 3a, column (a). Gross interest.
How to report. Attach a schedule had federal income tax withheld from any Enter the gross amount of interest
showing the computation of each item payments it received because, for income, including all tax-exempt interest.
included in, or subtracted from, the total example, it failed to give the payer its Line 3b, column (a). Section 103(a)for line 13. On the dotted line next to line correct EIN, include the amount withheld excludes interest on state or local bonds13, specify (a) the applicable Code in the total for line 14i. Write the amount from gross income.section, (b) the type of tax, and (c) the withheld and the words “Backup
amount of tax. This exclusion does not apply to any:Withholding” on the dotted line to the left

of the entry space for line 14i.Line 14b. Prior year(s) special 1. Private activity bond which is not a
estimated tax payments to be applied. Line 14j. Refundable Credits from qualified bond as defined by section 141;
The amount entered on line 14b must Forms 3800 and 8827. For more 2. Arbitrage bond as defined by
agree with the amount(s) from Form information see Form 8827 and, if section 148; or
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3. Bonds not meeting the or credited during the same tax year. See partnership, identify the amount from
requirements of section 149 (regarding section 832(b)(1)(D). each partnership.
the registration of tax-exempt bonds). • Part or all of the proceeds receivedLine 9. Income on account of special

from certain corporate-owned lifeincome and deduction accounts.Lines 3a and 3b, column (b). insurance contracts issued after AugustCorporations which write the kinds ofAmortization of premium.  Enter on 17, 2006. Corporations that own one orinsurance below must maintain theline 3a, column (b), the total amortization more employer-owned life insurancefollowing special accounts. A corporationof bond premium, including amortization contracts issued after August 17, 2006,which writes:on tax-exempt bonds. Enter on line 3b, must file Form 8925, Report of1. Mortgage guaranty insurance mustcolumn (b), the amortization of bond Employer-Owned Life Insurancemaintain a mortgage guaranty account;premium on tax-exempt bonds only. Contracts.2. Lease guaranty insurance mustNote. Insurance companies electing to • Income from cancellation of debtmaintain a lease guaranty account; andamortize discount for tax purposes must (COD) for the repurchase of a debt3. Insurance on obligations thereduce the amortization of premium by instrument for less than its adjusted issueinterest on which is excludable from grossany amortization of discount. price.  However, for a reacquisition of anincome under section 103 must maintain applicable debt instrument afterLine 4. Gross rents. Enter gross rents, an account with respect to insurance on December 31, 2008, and before Januarycomputed as indicated under the state and local obligations. 1, 2011, a corporation can elect, underinstructions for Gross income, on page 8.
section 108(i), to defer the income fromDeduct expenses, such as repairs, Amounts required to be subtracted
COD in connection with the election. If theinterest, taxes, and depreciation, on the from these accounts under sections
corporation makes the election, theproper lines for deductions. 832(e)(5) and 832(e)(6) must be reported
income is deferred and ratably included inas income on line 9. See section 832(e)Line 6. Capital gain net income. Every income over the 5-year period beginningfor more information.sale or exchange of a capital asset must with:be reported in detail on Schedule D (Form Line 10. Income from protection

1. For a reacquisition occurring in1120), Capital Gains and Losses, even if against loss account. Although section
2009, the fifth tax year following the taxthere is no gain or loss. 1024 of P.L. 99-514 repealed section 824
year in which the reacquisition occurs,relating to the protection against lossGenerally, losses from sales or and(PAL) account, PAL account balances areexchanges of capital assets are only 2. For a reacquisition occurring inincludible in income as though sectionallowed to the extent of gains. However, 2010, the fourth tax year following the tax824 were still in effect. Attach a schedulecorporations taxed under section 831 may year in which the reacquisition occurs.showing the computation.claim losses from capital assets sold or

To make the election for a 2010exchanged to get funds to meet abnormal Line 11. Mutual interinsurers or
reacquisition, attach a statement to theinsurance losses and to pay dividends reciprocal underwriters—decrease in
corporation’s 2010 tax return. Theand similar distributions to policyholders. subscriber accounts. Enter the
statement must clearly identify theDo not include those types of losses here, decrease for the tax year in savings
applicable instrument and include thebut instead, report them on Schedule G. credited to subscriber accounts of a
amount of income to which the electionmutual insurance company that is anThe net capital loss for these applies. Once made, the election isinterinsurer or reciprocal underwriter.corporations is the amount by which irrevocable and the exclusions for CODLine 12. Income from a special losslosses for the year from sales or income under section 108(a)(1)(A), (B),discount account. Enter the amountexchanges of capital assets exceed the (C), and (D) do not apply for the tax yearfrom Form 8816, Part II, line 6.gains from these sales or exchanges plus of the election or any later tax year. Seethe smaller of: Line 13. Other Income. Enter any other section 108(i). Also see Rev. Proc.

taxable income not reported on lines 11. Taxable income (computed without 2009-37, 2009-36 I.R.B. 309.
through 12. List the type and amount ofgains or losses from sales or exchanges An electing corporation will accelerateincome on an attached schedule. If theof capital assets); or the reporting of deferred COD income ifcorporation has only one item of other2. Losses from the sale or exchange the electing corporation (a) changes itsincome, describe it in parentheses on lineof capital assets sold or exchanged to tax status, (b) ceases its corporate13. Examples of other income to report onobtain funds to meet abnormal insurance existence in a transaction to whichline 13 include the following.losses and to provide for the payment of section 381(a) does not apply, or (c)• The amount included in income fromdividends and similar distributions to engages in a transaction that impairs itsForm 6478, Alcohol and Cellulosic Biofuelpolicyholders. ability to pay the tax liability associatedFuels Credit.

with its deferred COD income. SeeSubject to the limitations in section • The amount included in income from
section 108(i)(5)(D). If the corporation is a1212(a), a net capital loss can be carried Form 8864, Biodiesel and Renewable
direct or indirect partner in a partnership,back 3 years and forward 5 years as a Diesel Fuels Credit.
other special rules apply. See Temporaryshort-term capital loss. • Refunds of taxes deducted in prior
Regulations section 1.108(i)-2T.Line 8. Certain mutual fire or flood years to the extent they reduced income

insurance company premiums. A subject to tax in the year deducted (see Deductions
mutual fire or flood insurance company section 111). Do not offset current year
whose principal business is the issuance taxes against tax refunds. Limitations on Deductions
of policies (1) for which the premium • Any recapture under section 179A for Section 263A uniform capitalizationdeposits are the same (regardless of the qualified clean-fuel vehicle refueling rules. The uniform capitalization rules oflength of the term the policies are written property if, at any time before the end of

section 263A require corporations tofor) and (2) under which the unabsorbed its recovery period, the property ceases to
capitalize certain costs.portion of such premium deposits not qualify.

See Regulations sections 1.263A-1required for losses, expenses, or • Ordinary income from trade or business
through 1.263A-3.establishment of reserves is returned or activities of a partnership (from Schedule

credited to the policyholder on K-1 (Form 1065 or Form 1065-B)). Do not Transactions between related
cancellation or expiration of the policy, offset ordinary losses against ordinary taxpayers. Generally, an accrual basis
must include in income an amount equal income. Instead, include the losses on taxpayer can only deduct business
to 2% of the premiums earned on line 31. Show the partnership’s name, expenses and interest owed to a related
insurance contracts during the tax year address, and EIN on a separate party in the year the payment is included
with respect to such policies after statement attached to this return. If the in the income of the related party. See
deduction of premium deposits returned amount entered is from more than one sections 163(e)(3), 163(j), and 267 for
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limitations on deductions for unpaid year in which the active trade or business million below.) Attach a schedule for all
interest and expenses. begins. officers using the following columns:

1. Name of officer.For more information about start-upCorporations use Form 8926,
2. Social security number.and organizational costs, see chapters 7Disqualified Corporate Interest Expense
3. Percentage of time devoted toand 8 in Publication 535, BusinessDisallowed Under Section 163(j) and

business.Expenses.Related Information, to figure the amount
4. Amount of compensation.of any corporate interest expense Report the deductible amount of such

disallowed by section 163(j). costs and any amortization on Schedule The corporation determines who is an
A, line 31. For amortization that beginsSection 291 limitations. Corporations officer under the laws of the state where it
during the 2010 tax year, complete andmay be required to adjust certain is incorporated.
attach Form 4562. For more details ondeductions. See section 291 to determine If a consolidated return is filed, eachbusiness start-up and organizationalthe amount of the adjustment. Also, see member of an affiliated group mustcosts, see Pub. 535, Business Expenses.section 43. furnish this information.Reducing certain expenses for whichGolden parachute payments. A portion Disallowance of deduction forcredits are allowable. If the corporationof the payments made by a corporation to employee compensation in excess ofclaims any of the following credits, it maykey personnel that exceeds their usual $1 million. Publicly held corporationsneed to reduce the otherwise allowablecompensation may not be deductible. cannot deduct compensation to adeductions for expenses used to figureThis occurs when the corporation has an “covered employee” to the extent that thethe credit.agreement (golden parachute) with these compensation exceeds $1 million.• Employment credits. See Employmentkey employees to pay them these excess Generally, a covered employee is:credits on page 11.amounts if control of the corporation • The principal executive officer of the• Research credit.changes. See section 280G and corporation (or an individual acting in that• Orphan drug credit (Form 8820).Regulations section 1.280G-1. Also see capacity) as of the end of the tax year or• Disabled access credit (Form 8826).the instructions for line 15. • An employee whose total• Employer credit for social security and

Business start-up and organizational compensation must be reported toMedicare taxes paid on certain employee
costs. Generally, a corporation can elect shareholders under the Securitiestips (Form 8846).
to deduct $5,000 of business start-up and Exchange Act of 1934 because the• Credit for small employer pension plan
organizational costs paid or incurred after employee is among the three higheststartup costs (Form 8881).
October 22, 2004. Any remaining costs compensated officers for that tax year• Credit for employer-provided childcare
must be amortized. The $5,000 deduction (other than the principal executive officer).facilities and services (Form 8882).
is reduced by the amount the total • Credit for small employer health For this purpose, compensation does
organizational costs exceed $50,000. If insurance premiums (Form 8941). not include the following.
the total costs are $55,000 or more, the • Income from certain employee trusts,If the corporation has any of thesededuction is reduced to zero. annuity plans, or pensions.credits, figure the current year credit • Any benefit paid to an employee that isSpecial rule for tax years beginning before figuring the deduction for

excluded from the employee’s income.in 2010. For special rules related to tax expenses on which the credit is based. If
years beginning in 2010, see www.irs. the corporation capitalized any costs on The deduction limit does not apply to:
gov/formspubs. which it figured the credit, it may need to • Commissions based on individual

reduce the amount capitalized by the performance,Time for making an election.  The
credit attributable to these costs. • Qualified performance-basedcorporation generally elects to deduct

compensation, andstart-up or organizational costs by See the instructions for the form used • Income payable under a written,claiming the deduction on its income tax to figure the applicable credit for more
binding contract in effect on February 17,return filed by the due date (including details.
1993.extensions) for the tax year in which the Limitations on deductions related to

active trade or business begins. However, The $1 million limit is reduced byproperty leased to tax-exempt entities.
for start-up or organizational costs paid or amounts disallowed as excess parachuteIf a corporation leases property to a
incurred before September 9, 2008, the payments under section 280G.governmental or other tax-exempt entity,
corporation may be required to attach a the corporation cannot claim deductions See section 162(m) and Regulations
statement to its return to elect to deduct related to the property to the extent that section 1.162-27. Also see Notice
those costs. See Temporary Regulations they exceed the corporation’s income 2007-49, 2007-25 I.R.B. 1429.
sections 1.195-1T and 1.248-1T for from the lease payments. This disallowed Limitations on tax benefits fordetails. tax-exempt use loss can be carried over executive compensation under the

to the next tax year and treated as aIf the corporation timely filed its return Treasury Troubled Asset Relief
deduction with respect to the property forfor the year without making an election to Program (TARP).  The $1 million
that tax year. See section 470 for moreamortize start-up or organization compensation limit is reduced to
details and exceptions.expenses, it can still make an election by $500,000 for executive remuneration and

filing an amended return within 6 months Line 15. Compensation of officers. deferred deduction executive
of the due date of the return (excluding Enter deductible officers’ compensation remuneration paid to covered executives
extensions). Clearly indicate the election on line 15. See Employment credits on by any entity that receives or has
on the amended return and write “Filed page 11 for a list of employment credits received financial assistance under
pursuant to section 301.9100-2” at the top that may reduce your deduction for TARP. The limit applies for each period in
of the amended return. File the amended officers’ compensation. Do not include which obligations arising from financial
return at the same address the compensation deductible elsewhere on assistance under TARP remain
corporation filed its original return. The the return, such as elective contributions outstanding. The $500,000 is reduced by
election applies when figuring taxable to a section 401(k) cash or deferred any amounts disallowed as excess
income for the current tax year and all arrangement, or amounts contributed parachute payments. See section
subsequent years. under a salary reduction SEP agreement 162(m)(5) for definitions and other special

or a SIMPLE IRA plan. rules. Also see Notice 2008-94, 2008-44The corporation can choose to forgo
I.R.B. 1070, for additional guidance.the election by clearly electing to Include only the deductible part of

capitalize its start-up or organizational each officer’s compensation on line 15. In addition, a portion of any parachute
costs on an income tax return filed by the (See Disallowance of deduction for payments made to a covered executive
due date (including extensions) for the tax employee compensation in excess of $1 by an applicable employer participating in
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a Treasury troubled asset relief program See Pub. 463 for instructions on Section 163(j) and Related Information,
is not deductible as compensation if the figuring the inclusion amount. and the related instructions.
payments are made because of a • Interest on which no tax is imposedLine 19. Taxes and licenses. Enter
severance from employment during an (see section 163(j)). A corporation thattaxes paid or accrued during the tax year,
applicable tax year. For this purpose, a owns an interest in a partnership, directlybut do not include the following.
parachute payment is any payment to a or indirectly, must treat its distributive• Federal income taxes.
senior executive officer for departure from share of the partnership liabilities, interest• Foreign or U.S. possession income
a company for any reason, except for income, and interest expense astaxes if a tax credit is claimed.
payments for services performed or liabilities, income, and expenses of the• Taxes not imposed on the corporation.
benefits accrued. These limits do not corporation for purposes of applying the• Taxes, including state or local sales
apply to a payment already treated as a earnings stripping rules. For more details,taxes, that are paid or incurred in
parachute payment. See section 280G(e) see section 163(j)(8).connection with an acquisition or
and Notice 2008-94. • Forgone interest on certaindisposition of property (these taxes must

below-market-rate loans (see sectionLine 16. Salaries and wages. Enter the be treated as a part of the cost of the
7872).total salaries and wages paid for the tax acquired property or, in the case of a • Original issue discount (OID) on certainyear. Do not include salaries and wages disposition, as a reduction in the amount
high-yield discount obligations. Seedeductible elsewhere on the return, such realized on the disposition).
section 163(e)(5) to determine theas amounts included in officers’ • Taxes assessed against local benefits
disqualified amount of the deduction forcompensation, elective contributions to a that increase the value of the property
original issue discount that is deferredsection 401(k) cash or deferred assessed (such as for paving, etc.).
and the amount that is disallowed on aarrangement, or amounts contributed • Taxes deducted elsewhere on the
high-yield discount obligation. The rulesunder a salary reduction SEP agreement return.
under section 163(e)(5) do not apply toor a SIMPLE IRA plan. See section 164(d) for information on certain high-yield discount obligations

the apportionment of taxes on realIf the corporation provided taxable issued before January 1, 2011. See
property between a seller and afringe benefits to its employees, section 163(e)(5)(F), and Notice 2010-11.
purchaser.such as the personal use of a car,CAUTION

!
• Interest which is allocable to

do not deduct as wages the amount Line 20a. Interest. unborrowed policy cash values of life
allocated for depreciation and other insurance, endowment, or annuityNote. Do not offset interest income
expenses that are claimed elsewhere on contracts issued after June 8, 1997. Seeagainst interest expense.
the return (for example, on Schedule A, section 264(f). Attach a statementThe corporation must make an interestline 22 or line 31). showing the computation of theallocation if the proceeds of a loan wereEmployment credits. If the corporation deduction.used for more than one purpose (forclaims a credit on any of the following • Section 108(i) OID deduction. If theexample, to purchase a portfolioforms, it may need to reduce its deduction corporation issued a debt instrument withinvestment and to acquire an interest in afor officer’s compensation and salaries OID that is subject to section 108(i)(2)passive activity). See Temporaryand wages. See the applicable form for because of an election to defer theRegulations section 1.163-8T for thedetails. income from the cancellation of debtinterest allocation rules.• Form 5884, Work Opportunity Credit; (COD), the interest deduction for this OID

Do not deduct the following interest.• Form 8844, Empowerment Zone and is deferred until the COD is includible in
• Interest on indebtedness incurred orRenewal Community Employment Credit; income. The accrued OID is allowed as a
continued to purchase or carry obligations• Form 8845, Indian Employment Credit; deduction ratably over the 5-year period
if the interest is wholly exempt fromand that the income from COD is includible in
income tax. See section 265(b) for special• Form 8932, Credit for Employer income. The deduction is limited to the
rules and exceptions for financialDifferential Wage Payments. amount of COD subject to the section
institutions. Also, see section 265(b)(7) 108(i) election. See section 108(i) forLine 18. Rents. If the corporation rented
for a temporary de minimis exception for more details.or leased a vehicle, enter the total annual
financial institutions for certain tax-exemptrent or lease expense paid or incurred Line 20b. Less tax-exempt interestbonds issued in 2009 and 2010.during the year. Also complete Part V of expense. Enter interest paid or accrued• Interest and carrying charges onForm 4562, Depreciation and during the tax year on indebtednessstraddles. Generally, these amounts mustAmortization. If the corporation leased a incurred or continued to purchase or carrybe capitalized. See section 263(g).vehicle for a term of 30 days or more, the obligations if the interest is wholly exempt• Interest on debt allocable to thededuction for the vehicle lease expense from income tax. For exceptions, seeproduction of designated property by amay have to be reduced by an amount section 265(b).corporation for its own use or for sale.includible in income called the inclusion Line 21. Charitable contributions.The corporation must capitalize thisamount. The corporation may have an Enter contributions or gifts actually paidinterest. Also capitalize any interest oninclusion amount if: within the tax year to or for the use ofdebt allocable to an asset used to

And the vehicle’s charitable and governmentalproduce the property. See section 263A(f)
FMV on the first organizations described in section 170(c)and Regulations section 1.263A-8

The lease term day of the lease and any unused contributions carried overthrough 1.263A-15 for definitions and
began: exceeded: from prior years. Special rules and limitsmore information.

apply to contributions to organizations• Interest paid or incurred on any portion
conducting lobbying activities. SeeAfter 12/31/07 but before 1/1/11 . . $18,500 of an underpayment of tax that is
section 170(f)(9).attributable to an understatement arising

After 12/31/06 but before 1/1/08 . . $15,500 from an undisclosed listed transaction or Corporations reporting taxable income
an undisclosed reportable avoidanceAfter 12/31/04 but before 1/1/07 . . $15,200 on the accrual method can elect to treat
transaction (other than a listed as paid during the tax year anyAfter 12/31/03 but before 1/1/05 . . $17,500 transaction) entered into in tax years contributions paid by the 15th day of the
beginning after October 22, 2004.If the lease term began before January 1, 2004, 3rd month after the end of the tax year if

see Pub. 463, Travel, Entertainment, Gift, and Car Special rules apply to: the contributions were authorized by the
Expenses, to find out if the corporation has an • Disqualified interest on certain board of directors during the tax year.
inclusion amount. The inclusion amount for lease indebtedness under section 163(j). See Attach a declaration to the return stating
terms beginning in 2011 will be published in the Form 8926, Disqualified Corporate that the resolution authorizing theInternal Revenue Bulletin in early 2011.

Interest Expense Disallowed Under contributions was adopted by the board of
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Line 24. Pension, profit-sharing, etc.,directors during the tax year. The a $500 deduction for the property, it must,
plans. Enter the deduction fordeclaration must include the date the generally, attach a schedule to the return
contributions to qualified pension,resolution was adopted. See Regulations describing the kind of property contributed
profit-sharing, or other funded deferredsection 1.170A-11. and the method used to determine its fair
compensation plans. Employers whomarket value (FMV). Generally, attachIf the corporation contributed maintain such a plan generally must fileForm 8283, Noncash Charitablemoney for the relief of victims in one of the forms listed below unlessContributions, to the return forareas affected by the January 12,CAUTION

!
exempt from filing under regulations orcontributions of property (other than2010 earthquake in Haiti and chose to other applicable guidance, even if themoney) if the total claimed deduction fordeduct those amounts on its 2009 return plan is not a qualified plan under theall property contributed was more thaninstead of its 2010 return, do not include Internal Revenue Code. The filing$5,000. Special rules apply to thethose amounts on Schedule A, line 21. requirement applies even if thecontribution of certain property. See the

Limitation on deduction. The total corporation does not claim a deduction forInstructions for Form 8283.
amount claimed cannot be more than the current tax year. There are penaltiesQualified conservation contributions.10% of taxable income (line 37, Schedule for failure to file these forms on time andSpecial rules apply to qualifiedA) computed without regard to the for overstating the pension planconservation contributions, includingfollowing. deduction. See sections 6652(e) andcontributions of certain easements on• Any deduction for contributions. 6662(f). Also, see the instructions for thebuildings located in a registered historic• The deduction for dividends received. applicable form.district. See Section 170(h) and Pub. 526,• The domestic production activities Form 5500, Annual Return/Report ofCharitable Contributions.deduction under section 199. Employee Benefit Plan.Other special rules. The corporation• Any net operating loss (NOL) carryback

Form 5500-SF,  Short Form Annualmust reduce its deduction forto the tax year under section 172.
Return/Report of Small Employee Benefitcontributions of certain capital gain• Any capital loss carryback to the tax
Plan. File this form instead of Form 5500,property. See sections 170(e)(1) andyear under section 1212(a)(1).
generally, if there are under 100170(e)(5).Carryover. Charitable contributions participants at the beginning of the planA larger deduction is allowed forover the 10% limitation cannot be year.certain contributions of:deducted for the tax year but may be
Note. Form 5500 and Form 5500-SF• Inventory and other property to certaincarried over to the next 5 tax years.
must be filed electronically under theorganizations for use in the care of the ill,

Special rules apply if the corporation computerized ERISA Filing Acceptanceneedy, or infants (see section 170(e)(3)),
has an NOL carryover to the tax year. In System (EFAST2). For more information,including contributions of “apparently
figuring the charitable contributions see the EFAST2 website at www.efast.wholesome food” (see section
deduction for the current tax year, the dol.gov.170(e)(3)(C)), and contributions of
10% limit is applied using taxable income qualified book inventory to public schools Form 5500-EZ, Annual Return ofafter taking into account any deduction for (see section 170(e)(3)(D)); One-Participant (Owners and Theirthe NOL. • Scientific equipment used for research Spouses) Retirement Plan. File this formTo figure the amount of any remaining to institutions of higher learning or to for a plan that only covers the owner (orNOL carryover to later years, taxable certain scientific research organizations the owner and his or her spouse) but onlyincome must be modified (see section (other than by personal holding if the owner (or the owner and his or her172(b)). To the extent that contributions companies and service organizations spouse) owns the entire business.are used to reduce taxable income for this (section 170(e)(4)); and Line 25. Employee benefit programs.purpose and increase an NOL carryover, • Computer technology and equipment Enter contributions to employee benefita contributions carryover is not allowed. for educational purposes (section programs not claimed elsewhere on theSee section 170(d)(2)(B). 170(e)(6)). return (for example, insurance, health andCash contributions. For contributions For more information on charitable welfare programs, etc.) that are not anof cash, check, or other monetary gifts contributions, including substantiation and incidental part of a pension, profit-sharing,(regardless of the amount), the recordkeeping requirements, see section etc., plan included on line 24.corporation must maintain a bank record, 170 and the related regulations and Pub. Line 27. Additional deduction. Enteror a receipt, letter, or other written 526. For other special rules that apply to on line 27 the total from Form 8816, Partcommunication from the donee corporations, see Pub. 542. II, line 5.organization indicating the name of the Line 22. Depreciation. Include on line Any insurance company taking theorganization, the date of the contribution, 22 depreciation and the cost of certain additional deduction must:and the amount of the contribution. property that the corporation elected to • Make special estimated tax paymentsContributions of $250 or more. A expense under section 179. See Form equal to the tax benefit from thecorporation can deduct a gift of $250 or 4562 and the Instructions for Form 4562. deduction andmore only if it gets a written Line 23. Depletion. See sections 613 • Establish and maintain a Special Lossacknowledgment from the donee and 613A for percentage depletion rates Discount Account. See section 847 andorganization that shows the amount of applicable to natural deposits. Also, see Form 8816 for more information.cash contributed, describes any property section 291 for the limitation on the Line 29. Dividends to policyholders.contributed, and, either gives a depletion deduction for iron ore and coal Enter the total dividends and similardescription and a good faith estimate of (including lignite). distributions paid or declared tothe value of any goods or services

Attach Form T (Timber), Forest policyholders, as policyholders, except inprovided in return for the contribution or
Activities Schedule, if a deduction for the case of a mutual fire insurancestates that no goods or services were
depletion of timber is taken. company exclusively issuing perpetualprovided in return for the contribution. The

Foreign intangible drilling costs and policies. Whether dividends have beenacknowledgment must be obtained by the
foreign exploration and development paid or declared should be determineddue date (including extensions) of the
costs must either be added to the according to the method of accountingcorporation’s return, or, if earlier, the date
corporation’s basis for cost depletion employed by the insurance company.the return is filed. Do not attach the
purposes or be deducted ratably over aacknowledgment to the tax return, but Dividends and similar distributions
10-year period. See sections 263(i), 616,keep it with the corporation’s records. include amounts returned or credited to
and 617.Contributions of property other than policyholders on cancellation or expiration

cash. If a corporation contributes See Pub. 535 for more information on of policies issued by a mutual fire or flood
property other than cash and claims over depletion. insurance company:

-12- Instructions for Form 1120-PC (2010)

http://www.efast.dol.gov
http://www.efast.dol.gov


Page 13 of 21 Instructions for Form 1120-PC (2010) 17:21 - 22-DEC-2010

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

1. Where the premium deposits for partnership, identify the amount from consumed by individuals subject to the
the policy are the same (regardless of the each partnership. hours of service limits of the Department
length of the policy) and • Any extraterritorial income exclusion of Transportation.

2. The unabsorbed portion of the (from Form 8873, line 52). Membership dues. The corporation
premium deposits not required for losses, • Deduction for certain energy efficient can deduct amounts paid or incurred for
expenses, or establishment of reserves is commercial building property placed in membership dues in civic or public
returned or credited to the policyholder on service during the tax year. See section service organizations, professional
cancellation or expiration of the policy. 179D and Notice 2008-40, 2008-14 I.R.B. organizations (such as bar and medical

725, and Notice 2006-52, 2006-26 I.R.B. associations), business leagues, tradeIn the case of a qualified group 1175. associations, chambers of commerce,self-insurers fund, the fund’s deduction for • Dividends paid in cash on stock held by boards of trade, and real estate boards.policyholder dividends is allowed no an employee stock ownership plan. However, no deduction is allowed if aearlier than the date the state regulatory However, a deduction may only be taken principal purpose of the organization is toauthority determines the amount of the for the dividends above if, according to entertain, or provide entertainmentpolicyholder dividend that may be paid. the plan, the dividends are: facilities for, members or their guests. InSee section 6076 of the Technical and a. Paid in cash directly to the plan addition, corporations cannot deductMiscellaneous Revenue Act of 1988. participants or beneficiaries; membership dues in any club organized
Line 30. Mutual interinsurers or b. Paid to the plan, which distributes them for business, pleasure, recreation, or
reciprocal underwriters—increase in in cash to the plan participants or their other social purpose. This includes
subscriber accounts. A mutual beneficiaries no later than 90 days country clubs, golf and athletic clubs,
insurance company that is an interinsurer after the end of the plan year in which airline and hotel clubs, and clubs
or reciprocal underwriter may deduct the the dividends are paid; operated to provide meals under
increase in savings credited to subscriber c. At the election of the participants or conditions favorable to business
accounts for the tax year. their beneficiaries (i) payable as discussion.

provided under a or b above or (ii) paidSavings credited to subscriber Entertainment facilities. The
to the plan and reinvested in qualifyingaccounts means the surplus credited to corporation cannot deduct an expense
employer securities; orthe individual accounts of subscribers paid or incurred for a facility (such as a

d. Used to make payments on a loanbefore the 16th day of the 3rd month yacht or hunting lodge) used for an
described in section 404(a)(9).following the close of the tax year. This is activity usually considered entertainment,

true only if the corporation would be See section 404(k) for more details amusement, or recreation.
required to pay this amount promptly to a and the limitation on certain dividends. Amounts treated as compensation.subscriber if the subscriber ended the Do not deduct the following. Generally, the corporation may be able tocontract when the corporation’s tax year • Fines or penalties paid to a government deduct otherwise nondeductibleends. The corporation must notify the for violating any law. entertainment, amusement, or recreationsubscriber as required by Regulations • Lobbying expenses. However, see expenses if the amounts are treated assection 1.823-6(c)(2)(v). The subscriber exceptions (discussed below). compensation to the recipient andmust treat any savings credited to the reported on Form W-2 for an employee orTravel, meals, and entertainment.subscriber’s account as a dividend paid or on Form 1099-MISC for an independentSubject to limitations and restrictionsdeclared. contractor.discussed below, a corporation can
Line 31. Other deductions. Attach a deduct ordinary and necessary travel, However, if the recipient is an officer,schedule listing by type and amount all meals, and entertainment expenses paid director, or beneficial owner (directly orallowable deductions under sections or incurred in its trade or business. Also, indirectly) of more than 10% of any class832(c)(1) and (10) (net of the annual special rules apply to deductions for gifts, of stock, the deductible expense isstatement change in undiscounted unpaid skybox rentals, luxury water travel, limited. See section 274(e)(2) and Noticeloss adjustment expenses) that are not convention expenses, and entertainment 2005-45, 2005-24 I.R.B. 1228.deductible on lines 15 through 30. tickets. See section 274 and Pub. 463. Lobbying expenses. Generally,

 Examples of other deductions include Travel. The corporation cannot deduct lobbying expenses are not deductible.
the following. See Pub. 535 for details on travel expenses of any individual These expenses include:
other deductions that may apply to accompanying a corporate officer or • Amounts paid or incurred in connection
corporations. employee, including a spouse or with influencing federal or state legislation• The domestic production activities dependent of the officer or employee, (but not local legislation) or
deduction. See Form 8903. unless: • Amounts paid or incurred in connection• Certain business start-up and • That individual is an employee of the with any communication with certain
organizational costs that the corporation corporation, and federal executive branch officials in an
elects to deduct. See page 10. • His or her travel is for a bona fide attempt to influence the official actions or• Certain environmental remediation business purpose and would otherwise be positions of the officials. See Regulations
costs that the corporation elects to deductible by that individual. section 1.162-29 for the definition of
deduct. See section 198. “influencing legislation.”Meals and entertainment. Generally,• Legal and professional fees.

the corporation can deduct only 50% of Dues and other similar amounts paid• Supplies used and consumed in the
the amount otherwise allowable for meals to certain tax-exempt organizations maybusiness.
and entertainment expenses paid or not be deductible. See section 162(e)(3).• Travel, meals, and entertainment
incurred in its trade or business. In If certain in-house lobbying expendituresexpenses. Special rules apply (discussed
addition (subject to exceptions under do not exceed $2,000, they arelater).
section 274(k)(2)): deductible.• Utilities. • Meals must not be lavish or• Ordinary losses from trade or business Line 32. Total deductions. Insurance
extravagant;activities of a partnership (from Schedule companies that issue specified insurance• A bona fide business discussion mustK-1 (Form 1065 or 1065-B)). Do not offset contracts (as defined in section 848(e)(1))
occur during, immediately before, orordinary income against ordinary losses. are generally required to amortize policy
immediately after the meal; andInstead, include the income on line 13. acquisition expenses on a straight-line• An employee of the corporation mustShow the partnership’s name, address, basis over a period of 120 months
be present at the meal.and EIN on a separate statement beginning with the 1st month in the 2nd

attached to this return. If the amount See section 274(n)(3) for a special rule half of the tax year (section 848(a)).
entered is from more than one that applies to expenses for meals Reduce total deductions on line 32 by the
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amount required to be capitalized under pre-acquisition losses that may offset
section 848. Attach a schedule showing recognized built-in gain may be limited Schedule B, Part
all computations. See section 848 and its (see section 384). I—Taxable Investmentregulations for special rules, definitions, • If a corporation elects the alternative
and exceptions. Also see Schedule G, Income of Electing Smalltax on qualifying shipping activities under
Form 1120-L, and its instructions for more section 1354, no deduction is allowed for Companiesinformation. an NOL attributable to the qualifying

Note. (1) Once an election under sectionLine 34b. Deduction on account of the shipping activities to the extent that the
831(b) is made to be taxed only onspecial income and deduction loss is carried forward from a tax year investment income, it can only be revokedaccounts. Enter the total of the amounts preceding the first tax year for which the with the consent of the Secretary, and (2)required to be added under sections alternative tax election was made. See a corporation making this election must832(e)(4) and (6). However, no deduction section 1358(b)(2). include on line 8, Gross investmentis permitted unless tax and loss bonds

• An NOL cannot be carried to or from income, any amount subtracted from aare purchased in an amount equal to the
any tax year for which the insurance protection against loss account.tax benefit of the deduction. See section
company is not subject to tax under832(e). Incomesection 831(a), or to any tax year if,Note. The deduction on account of the
between the tax year from which the loss Line 1a, column (a). Gross interest.special income and deduction accounts is
is being carried and such tax year, there Enter the gross amount of interestlimited to taxable income for the tax year
is an intervening tax year for which the income, including all tax-exempt interest(computed without regard to this
insurance company was not subject to tax income.deduction or to any carryback of a net
imposed by section 831(a).operating loss). Line 1b, column (a). Interest exempt
• If a corporation has a loss attributable under section 103.  Enter the amount ofLine 36b. Net operating loss
to a disaster, special rules apply. See the interest on state and local bonds that isdeduction. A corporation can use the

exempt from taxation under section 103.Instructions for Form 1139.net operating loss (NOL) incurred in one
See the instructions for Schedule A, linetax year to reduce its taxable income in
3b, column (a), for more information.another tax year. For more details on the NOL
Lines 1a and 1b, column (b).deduction, see section 172, section 844Enter on line 36b the total NOL
Amortization of premium.  Enter onand the Instructions for Form 1139,carryovers from other tax years, but do
line 1a, column (b), the total amortizationCorporation Application for Tentativenot enter more than the corporation’s
of premium on tax-exempt bonds.Refund.taxable income (after the

dividends-received deduction). Attach a Enter on line 1b, column (b), the
schedule showing the computation of the amortization of bond premium onLine 37. Taxable income. If line 37
NOL deduction. Also complete item 12 on tax-exempt bonds.(figured without regard to the items listed
Schedule I. below under Minimum taxable income) is Note. Insurance companies electing to

zero or less, the corporation may have anThe following special rules apply. amortize discount for tax purposes must
• A corporate equity reduction interest NOL that can be carried back or forward reduce the amortization of premium by
loss may not be carried back to a tax year as a deduction to other tax years. any amortization of discount.
preceding the year of the equity reduction

Line 3. Gross rents. Enter the grosstransaction (see section 172(b)(1)(E)). Generally, a corporation first carries rents received or accrued during the tax• If an ownership change occurs back an NOL 2 tax years. However, the year. Deduct rental expenses such as(described in section 382(g)), the amount corporation may elect to waive the repairs, interest, taxes, and depreciationof the taxable income of a loss carryback period and instead carry the on the proper lines in the Deductionscorporation that may be offset by the NOL forward to future tax years. See the section.pre-change NOL carryovers may be instructions for Schedule I, item 11, on Line 5. Gross income from a trade orlimited (see section 382 and the related
page 19. business, other than an insuranceregulations). A loss corporation must

business, and from Form 4797. Enterinclude the information statement as
Special rules and exceptions to the the gross income from a trade orprovided in Regulations section

2-year carryback period apply to certain business, other than an insurance1.382-11(a), with its income tax return for
business, carried on by the insuranceNOLs. See the Instructions for Form 1139each tax year that it is a loss corporation
company or by a partnership of which thefor details, on these special rules andin which an ownership shift, equity
insurance company is a partner. Includestructures shift, or other transaction other elections that may be available,
section 1245 and section 1250 gains (asdescribed in Temporary Regulations which must be made no later than 6
modified by section 291) and other gainssection 1.382-2T(a)(2)(i) occurs. See months after the due date (excluding
from Form 4797, Sales of BusinessRegulations section 1.382-6(b) for details extensions) of the corporation’s tax
Property, on investment assets only.on how to make the closing-of-the-books return.

election. Line 6. Income from leases described
 The limitations under section 382 do in sections 834(b)(1)(B) andMinimum taxable income. The

not apply to certain ownership changes 834(b)(1)(C). Enter gross income fromcorporation’s taxable income cannot be
after February 17, 2009, made pursuant entering into, changing, or ending anyless than the largest of the following
to a restructuring plan under the lease, mortgage, or other instrument oramounts.
Emergency Economic Stabilization Act of agreement from which the company• The inversion gain of the corporation2008. See section 382(n). earns interest, rents, or royalties.

for the tax year, if the corporation is an
 For guidance in applying section 382 Line 8. Gross investment income. Ifexpatriated entity or a partner in an

to loss corporations whose instruments gross investment income includes anexpatriated entity. See section 7874.
were acquired by Treasury under certain amount subtracted from the protection• The sum of the corporation’s excessprograms under the Emergency against loss account, write on the dotted

inclusions from Schedules Q (1066), lineEconomic Stabilization Act of 2008, see line next to line 8, “PAL” and the amount.
2c, and the corporation’s taxable incomeNotice 2010-2, 2010-2 I.R.B. 251.

Deductionsdetermined solely with respect to its• If a corporation acquires control of
ownership and high-yield interests inanother corporation (or acquires its Note. See section 834(d)(1) regarding
FASITs. See sections 860E(a) and 860J.assets in a reorganization), the amount of the limitation of expenses on real estate
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owned and occupied in part or in whole 1. All dividends (other than 100%
by a mutual insurance company. dividends) received on stock acquiredSchedule C—Dividends

after August 7, 1986, and
Line 9. Real estate taxes. Enter taxes and Special Deductions 2. 100% dividends received on stock
paid or accrued on real estate owned by acquired after August 7, 1986, to the

Definitionsthe corporation and deductible under extent that such dividends are attributable
section 164. The acquisition date for investments to prorated amounts (see definition

acquired by direct purchase is the trade earlier).Line 10. Other real estate expenses.
date rather than the settlement date. ForEnter all ordinary and necessary real In the case of an insurance companyinvestments not acquired by directestate expenses, such as fire insurance, that files a consolidated return, thepurchase (such as those acquiredheat, light, and labor. Also enter the cost determination with respect to anythrough transfers among affiliates,of incidental repairs, such as labor and dividend paid by a member to anothertax-free reorganizations, or the liquidationsupplies, that do not add to the property’s member of the affiliated group is made asof a subsidiary, etc.), the actualvalue or appreciably prolong its life. Do if no consolidated return was filed. Seeacquisition date should be usednot include any amount paid for new section 832(g).regardless of the holding periodbuildings or for permanent improvements
determined under section 1223. Line 1. Enter dividends (except thoseor betterments made to increase the

received on debt-financed stock acquiredvalue of any property or any amount A special rule applies in determining
after July 18, 1984–see section 246A)spent on foreclosed property before the the acquisition date of dividends received
that are:property is held for rent. from affiliates. This rule provides that the • Received from less-than-20%-ownedportion of any 100% dividend which isLine 11. Depreciation. Enter domestic corporations subject to incomerelated to prorated amounts be treated asdepreciation on assets only to the extent tax, andreceived with respect to stock acquired onthat the assets are used to produce gross • Qualified for the 70% deduction underthe later of:investment income reported on lines 1 section 243(a)(1).

through 7 of Schedule B. For more (a) the date the payor acquired the Also, include on line 1 the following.
information, see the instructions for line stock or obligation to which the prorated • Taxable distributions from an IC-DISC
22, Schedule A. amounts are attributable or or former DISC that are designated as

eligible for the 70% deduction and certain(b) the first day on which the payor andLine 12. Depletion. Enter any allowable
dividends of Federal Home Loan Banks.payee were members of the samedepletion on royalty income reported on
See section 246(a)(2).affiliated group as defined in sectionline 4, Schedule B. See the instructions • Dividends (except those received on243(b).for line 23, Schedule A, for more
debt-financed stock acquired after Julyinformation. Also, if the taxpayer is a member of an 18, 1984) from a regulated investment

affiliated group filing a consolidatedLine 13. Trade or business deductions. company (RIC). The amount of dividends
return, its determination of dividendsEnter the total deductions related to any eligible for the dividends-received
received is made as if the group were nottrade or business income included in deduction under section 243 is limited by
filing a consolidated return.gross investment income under section section 854(b). The corporation should

834(b)(2). Do not include deductions for receive a notice from the RIC specifyingProrated amounts means tax-exempt
any insurance business. Do not include the amount of dividends that qualify forinterest and dividends for which a
losses from sales or exchanges of capital the deduction.deduction is allowable under section 243,
assets or property used in the business, 244, or 245 (other than 100% dividends). Report so-called dividends or earnings
or from the compulsory or involuntary received from mutual savings banks, etc.,100% dividend means any dividend ifconversion of property used in the trade as interest. Do not treat them asthe percentage used for purposes ofor business. dividends.determining the deduction allowable
Line 14. Interest. See the instructions Line 2. Enter on line 2:under section 243, 244, or 245(b) is
for lines 20a and 20b, Schedule A. • Dividends (except those received on100%. A special rule applies to certain

debt-financed stock acquired after Julydividends received by a foreignLine 17. Investment expenses. Enter 18, 1984) that are received fromcorporation.expenses that are properly chargeable as 20%-or-more-owned domestic
investment expenses. If general Lines 1 through 25 corporations subject to income tax and
expenses are allocated to investment that are subject to the 80% deductionFor purposes of the 20% ownership testexpenses, the total deduction cannot be under section 243(c), andon lines 1 through 7, the percentage ofmore than the amount on Schedule B, • Taxable distributions from an IC-DISCstock owned by the corporation is basedPart II, line 39. Attach a schedule showing or former DISC that are consideredon voting power and value of the stock.the kind and amount of general expenses. eligible for the 80% deduction.Preferred stock described in sectionMinor items may be grouped together.

1504(a)(4) is not taken into account. Line 3. Enter the following.
See section 267 for the limitation on Corporations filing a consolidated return • Dividends received on debt-financed

deductions for unpaid expenses and should see Regulations sections stock acquired after July 18, 1984, from
interest in transactions between related 1.1502-13, 1.1502-26, and 1.1502-27 domestic and foreign corporations subject
taxpayers. before completing Schedule C. to income tax that would otherwise be

subject to the dividends-receivedCorporations filing a consolidated deduction under section 243(a)(1),return must not report as dividends on 243(c), or 245(a). Generally,Schedule B, Part Schedule C any amounts received from debt-financed stock is stock that thecorporations within the tax consolidation corporation acquired by incurring a debtII—Invested Assets Book group. Such dividends are eliminated in (for example, it borrowed money to buyconsolidation rather than offset by theValues the stock).dividends-received deduction.Use Schedule B, Part II, to compute the • Dividends received from a RIC on
limitation on investment expenses under Lines 1 through 9, column (a). Enter in debt-financed stock. The amount of
section 834(c)(2) when any general column (a) of the appropriate line those dividends eligible for the
expenses are in part assigned to, or dividends that are subject to the dividends-received deduction is limited by
included in, the investment expenses provisions of section 832(b)(5)(B).This will section 854(b). The corporation should
deducted on Schedule B, Part I, line 17. include: receive a notice from the RIC specifying
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the amount of dividends that qualify for deduction are subject to the provisions of 3. Dividends (other than capital gain
the deduction. section 1561. distributions) received from a REIT that,

for the tax year of the trust in which theLine 4. Enter dividends received on The 100% deduction does not apply to
dividends are paid, qualifies underpreferred stock of a less-than-20%-owned affiliated group members that are joining
sections 856 through 860.public utility that is subject to income tax in the filing of a consolidated return.

4. Dividends not eligible for aand is allowed the deduction provided in Line 10, column (b). Enter foreignsection 247 for dividends paid. dividends-received deduction, whichdividends not reportable on lines 3, 6, 7,
include the following.Line 5. Enter dividends received on or 8 of column (b). Include on line 10 the

a. Dividends received on any share ofpreferred stock of a 20%-or-more-owned corporation’s share of the ordinary
stock held for less than 46 days duringpublic utility that is subject to income tax earnings of a qualified electing fund from
the 91-day period beginning 45 daysand is allowed the deduction provided in line 1c, Form 8621, Return by a
before the ex-dividend date. Whensection 247 for dividends paid. Shareholder of a Passive Foreign
counting the number of days theInvestment Company or QualifyingLine 6. Enter the U.S.-source portion of

Electing Fund. Exclude distributions of corporation held the stock, you cannotdividends that:
amounts constructively taxed in the count certain days during which the• Are received from
current year or in prior years under corporation’s risk of loss was diminished.less-than-20%-owned foreign
subpart F (sections 951 through 964). See section 246(c)(4) and Regulationscorporations, and

section 1.246-5 for more details.• Qualify for the 70% deduction under Line 11, column (b). Include income
section 245(a). To qualify for the 70% b. Dividends attributable to periodsconstructively received from controlled
deduction, the corporation must own at foreign corporations under subpart F. This totaling more than 366 days that the
least 10% of the stock of the foreign amount should equal the total subpart F corporation received on any share of
corporation by vote and value. income reported on Schedule I of Form preferred stock held for less than 91 days

5471, Information Return of U.S. Persons during the 181-day period that began 90Also include dividends received from a
With Respect to Certain Foreign days before the ex-dividend date. Whenless-than-20%-owned foreign sales
Corporations. counting the number of days thecorporation (FSC) that:

corporation held the stock, you cannot• Are attributable to income treated as Line 12, column (b). Include gross-up
effectively connected with the conduct of for taxes deemed paid under sections 902 count certain days during which the
a trade or business within the United and 960. corporation’s risk of loss was diminished.
States (excluding foreign trade income) See section 246(c)(4) and RegulationsLine 13, column (b). Include the
and section 1.246-5 for more details.following.• Qualify for the 70% deduction under Preferred dividends attributable to periods1. Dividends (other than capital gainsection 245(c)(1)(B). totaling less than 367 days are subject todistributions reported on Schedule D

the 46-day holding period rule above.Line 7. Enter the U.S.-source portion of (Form 1120) and exempt-interest
dividends that: c. Dividends on any share of stock todividends) that are received from RICs• Are received from 20%-or-more-owned the extent the corporation is under anand that are not subject to the 70%
foreign corporations, and obligation (including a short sale) to makededuction.• Qualify for the 80% deduction under related payments with respect to positions2. Dividends from tax-exempt
section 245(a). in substantially similar or related property.organizations.

 Also include dividends received from
a 20%-or-more-owned FSC that:

Worksheet for Schedule C, line 23 Keep for Your Records• Are attributable to income treated as
effectively connected with the conduct of
a trade or business within the United 1. Refigure the amount from Schedule A, line 35 or Schedule B, line
States (excluding foreign trade income) 19, whichever applies, without any domestic production activities
and deduction, any adjustment under section 1059, and without any
• Qualify for the 80% deduction provided capital loss carryback to the tax year under section 1212(a)(1) . .
in section 245(c)(1)(B). 2. Enter the sum of the amounts from line 22, column (b) (without
Line 8. Enter dividends received from regard to wholly owned foreign subsidiary dividends) and line 9,
wholly owned foreign subsidiaries that are column (b) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
eligible for the 100% deduction under 3. Subtract line 2 from line 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . .
section 245(b). 4. Multiply line 3 by 80% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

 In general, the deduction under 5. Add lines 16, 19, 21, and 22 (without regard to FSC dividends),
section 245(b) applies to dividends paid column (b), and the portion of the deduction on line 17, column
out of the earnings and profits of a foreign (b), that is attributable to dividends received from
corporation for a tax year during which: 20%-or-more-owned corporations . . . . . . . . . . . . . . . . . . . . . .• All of its outstanding stock is directly or 6. Enter the smaller of line 4 or line 5. If line 5 is greater than line 4,
indirectly owned by the domestic stop here; enter the amount from line 6 on line 23, column (b),corporation receiving the dividends, and and do not complete the rest of this worksheet . . . . . . . . . . . . .• All of its gross income from all sources

7. Enter the total amount of dividends received fromis effectively connected with the conduct
20%-or-more-owned corporations that are included on lines 2, 3,of a trade or business within the United
5, 7, and 8 (without regard to FSC dividends), column (b) . . . . .States.

8. Subtract line 7 from line 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . .Also, include on line 8 dividends from
9. Multiply line 8 by 70% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .FSCs that are attributable to foreign trade

10. Subtract line 5 from line 23, column (b) (without regard to FSCincome and that are eligible for the 100%
dividends) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .deduction provided in section

11. Enter the smaller of line 9 or line 10 . . . . . . . . . . . . . . . . . . . . .245(c)(1)(A).
12. Dividends-received deduction after limitation (sectionLine 9. Enter only those dividends that

246(b)). Add lines 6 and 11. Enter the result here and on line 23,qualify under section 243(b) for the 100%
column (b) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .dividends-received deduction described in

section 243(a)(3). Corporations taking this
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5. Any other taxable dividend income 1. All life insurance reserves, as business (multiple peril lines must be
not properly reported elsewhere on defined in section 816(b) (but determined treated as a single line of business) and
Schedule C. under section 807). by each accident year and must be equal

2. Generally, all section 833 to the present value of those losses
Line 17. Dividends received on organizations with an MLR of 85% or determined by using the:
debt-financed stock acquired after July more (discussed earlier) are permitted to 1. Amount of the undiscounted unpaid
18, 1984, are not entitled to the full 70% enter 100% of unearned premiums on losses,
or 80% dividends-received deduction. lines 2a and 4a. Section 833 2. Applicable interest rate, and
The 70% or 80% deduction is reduced by organizations with an MLR of less than 3. Applicable loss payment pattern.
a percentage that is related to the amount 85% must change to an 80% Unearned
of debt incurred to acquire the stock. See Premium Reserve. See Section 3.08 of Special rules apply with respect to:section 246A. Also, see section 245(a) Notice 2010-79 for more information. • Unpaid losses related to disabilitybefore making this computation for an

insurance (other than credit disabilityLines 2b and 4b. Include on lines 2badditional limitation that applies to
insurance),and 4b 90% of unearned premiums fordividends received from foreign • Noncancelable accident and healthinsurance against default in the paymentcorporations. Attach a schedule showing
insurance,of principal or interest on securitieshow the amount on line 17 was figured. • Cancelable accident and healthdescribed in section 165(g)(2)(C) (relatingLine 23, column (b). Generally, line 23, insurance, andto worthless securities) with maturities ofcolumn (b), cannot exceed the amount • International and reinsurance lines ofmore than 5 years.from the worksheet on page 16. However, business.Lines 2c and 4c. The amount ofin a year in which an NOL occurs, this

discounted unearned premiums at the With regard to the special rules forlimitation does not apply even if the loss
end of any tax year must be the present discounting unpaid losses on accidentis created by the dividends-received
value of those premiums (as of such time and health insurance (other than disabilitydeduction. See sections 172(d) and
and separately with respect to premiums income insurance), unpaid losses are246(b).
received in each calendar year) assumed to be paid in the middle of the
determined by using: year following the accident year.

1. The amount of the undiscountedSchedule E—Premiums Generally, the amount of undiscountedunearned premiums at such time;
unpaid losses means the unpaid lossesEarned 2. The applicable interest rate; and
and unpaid loss adjustment expenses3. The applicable statutory premium
shown in the annual statement. However,Definitions recognition pattern.
see Regulations section 1.846-1(a)(1)

Undiscounted unearned premiums referring to Regulations sectionLines 2d and 4d. Include on lines 2dmeans the unearned premiums shown in 1.832-4(b) relating to the determination ofand 4d 80% of the total of all unearnedthe annual statement filed for the year unpaid losses.premiums not reported on lines 2aending with or in the tax year. through 2c, or 4a through 4c,
 Under section 832(b)(5)(A), unpaidApplicable interest rate means the respectively.

losses must be adjusted to take intoannual rate determined under section A reciprocal or interinsurer required account estimated recoveries due to846(c)(2) for the calendar year the under state law to reflect unearned salvage and reinsurance for those losses.premiums are received. premiums on its annual statement net of If the amounts shown in the annual
Applicable statutory premium premium acquisition expenses should statement were determined on a
recognition pattern means the statutory increase its unearned premiums by the discounted basis and if the extent to
premium recognition pattern in effect for amount of such acquisition expenses which these losses were discounted can
the calendar year the premiums are prior to making the computation on lines be determined on the basis of information
received, and is based on the statutory 2d and 4d. See section 832(b)(7)(E). disclosed on or with the annual
premium recognition pattern which Line 6. Transitional adjustments apply to statement, the amount of the
applies to premiums received by the companies which become taxable under undiscounted unpaid losses must be
corporation in that calendar year. For section 831(a). See section 832(b)(7)(D). recomputed to eliminate any reduction
purposes of the preceding sentence, caused by such discounting. In no event
premiums received during any calendar can the amount of discounted unpaid
year will be treated as received in the Schedule F—Losses losses with respect to any line of business
middle of such year. for an accident year exceed the totalIncurredMedical loss ratio. For tax years amount of unpaid losses with respect to
beginning after December 31, 2009, Line 1. Losses paid. Enter the total any line of business for an accident year
section 833(c)(5) limits the 100% losses paid on insurance contracts during as reported on the annual statement. Also
deduction of unearned premiums by Blue the tax year less salvage and reinsurance see Regulations section 1.832-4(d)
Cross and Blue Shield organizations recovered during the tax year. regarding increasing unpaid losses shown
described in section 833(c)(2), and other on the annual statement by salvageLines 2a and 4a. Unpaid losses on life
organizations described in section recoverable. Also see Rev. Proc. 92-77,insurance contracts. Unpaid losses
833(c)(3), to those with a medical loss 1992-2 C.B. 454.must be adjusted for recoveries of
ratio (MLR) of 85% or more. reinsurance. The amounts of expected The applicable interest rate for eachOrganizations with an MLR less than 85% recoveries should be estimated based on calendar year and the applicable lossare allowed to deduct only 80% of the facts in each case and the payment pattern for each accident yearunearned premiums. See section corporation’s experience with similar for each line of business are determined833(c)(5) and Notice 2010-79 for more cases. See Regulations section by the IRS. The applicable interest rateinformation. 1.832-4(b). and loss payment patterns for 2010 are
Line 1. Enter gross premiums written on Lines 2b and 4b. Discounted unpaid published in Rev. Proc. 2010-49, 2010-50
insurance contracts during the tax year, losses outstanding. Enter all I.R.B. 830. The applicable interest rate
less return premiums and premiums paid discounted unpaid losses as defined in and loss payment patterns for 2008 and
for reinsurance. See Regulations section section 846. 2009 are published in Rev. Proc.
1.832-4. Section 846 provides that the amount 2008-70, 2008-49 I.R.B. 1240, and Rev.
Lines 2a and 4a. Include on lines 2a of discounted unpaid losses must be Proc. 2009-55, 2009-52 I.R.B. 982,
and 4a the following. figured separately by each line of respectively.
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Corporations having sufficient the sum of dividends and similar Note.  The deduction for any tax year is
historical experience to determine a loss distributions paid to policyholders, losses limited to taxable income for that tax year
payment pattern may, under certain paid, and expenses paid for the tax year determined without regard to this
circumstances, elect under section 846(e) is more than the total on line 9, Schedule deduction.
to use their own historical experience G. Note. Under section 833(b)(4), any
(instead of the loss payment patterns Total gross receipts from sales of determination under section 833(b) must
determined by the IRS). If this election is capital assets (line 12, column (c)) must be made by only taking into account items
made, the loss payment patterns will be not be more than line 10. If necessary, from the health-related business of the
based on the most recent calendar year the corporation may report part of the corporation.
for which an annual statement was filed gross receipts from a particular sale of a Line 8a. Adjusted tax-exempt income.before the beginning of the accident year. capital asset on this schedule and the rest Reduce the total tax-exempt interestThe election will not apply to any on Schedule D (Form 1120). Otherwise, received or accrued during the tax yearinternational or reinsurance line of do not include on Schedule D (Form by any amount (not otherwise deductible)business. If the corporation makes this 1120) any sales reported on this which would have been allowable as aelection, check the “Yes” column for schedule. deduction for the tax year if such interestquestion 7 in Schedule I, Other

were not tax-exempt. Enter the result onInformation. For more information, see
line 8a.section 846(e), Regulations section Schedule H—Special

1.846-2, and Rev. Proc. 92-76, 1992-2 Line 8b. Adjusted dividends-receivedDeduction and EndingC.B. 453. deduction. Reduce the total amount
allowed as a deduction under sectionsNote. There is a special application of Adjusted Surplus for
243, 244, and 245 by the amount of anythe “fresh start” provision for an insurance Section 833 Organizations decrease in deductions allowable for thecompany that is not subject to tax under
tax year because of section 832(b)(5)(B)section 831(a) for its first tax year For tax years beginning after December
when the decrease is caused by thebeginning after December 31, 1986, 31, 2009, section 833(c)(5) provides that
deductions under sections 243, 244, andbecause (1) it is described in section section 833 does not apply to any
245. Enter the result on line 8b.501(c) or (2) it is subject to tax under organization with a medical loss ratio of

section 831(b) on its investment income. less than 85%.
See section 833(c)(5) and NoticeIf the insurance company later Schedule I—Other2010-79 for more information.becomes subject to tax under section

831(a), the rules relating to the fresh start Line 5. Beginning adjusted surplus. If Information
under the discounting provisions are the corporation was a section 833 The following instructions apply to page 7,applied by treating the last tax year before organization in 2009, it should enter the Form 1120-PC. Complete all items thatthe year in which the insurance company amount from Schedule H, line 10, of its apply to the corporation.becomes subject to tax under section 2009 Form 1120-PC.
831(a) as the insurance company’s last Question 4Generally, the adjusted surplus as of
tax year beginning before 1987. See Check the “Yes” box if:the beginning of any tax year is an
section 1010(e) of the Technical and • The corporation is a subsidiary in anamount equal to the adjusted surplus as
Miscellaneous Revenue Act of 1988 and affiliated group (defined below), but is notof the beginning of the preceding tax
Notice 88-100, 1988-2 C.B. 439. filing a consolidated return for the tax yearyear:

with that group, orLines 6 and 7. Estimated salvage and 1. Increased by the amount of any • The corporation is a subsidiary in areinsurance recoverable. Enter on adjusted taxable income for the preceding
parent-subsidiary controlled group. For alines 6 and 7 the amount of estimated tax year or
definition of parent-subsidiary controlledsalvage and reinsurance recoverable. 2. Decreased by the amount of any
group, see the instructions for ScheduleThe amount of estimated salvage adjusted net operating loss for the
O (Form 1120).recoverable must be determined on a preceding tax year.

discounted basis. The salvage discount Any corporation that meets either of
factors for 2010 are published in Rev. If 2010 is the first tax year the taxpayer the requirements above should check the
Proc. 2010-50, 2010-50 I.R.B. 841. The qualifies as a section 833 organization, “Yes” box. This applies even if the
salvage discount factors for 2011 will be see section 833(c)(3)(C) to determine the corporation is a subsidiary member of one
published in the Internal Revenue Bulletin adjusted surplus as of the beginning of group and the parent corporation of
when available. Also see Regulations the 2010 tax year. another.
section 1.832-4. For purposes of the computation of the Note. If the corporation is an “excluded
Line 9. Tax-exempt interest subject to adjusted surplus, the terms “adjusted member” of a controlled group (see
section 832(b)(5)(B). Enter the amount taxable income” and “adjusted net definition in the Instructions for Schedule
of tax-exempt interest received or operating loss” mean the taxable income O (Form 1120)), it is still considered a
accrued during the tax year on or the net operating loss, respectively, member of a controlled group for this
investments made after August 7, 1986. determined with the following purpose.
For information regarding the modifications:

Affiliated group. An affiliated group isdetermination of the acquisition date of an 1. Without regard to the deduction one or more chains of includibleinvestment, see the instructions for determined under section 833(b)(1); corporations (section 1504(a)) connectedSchedule C. 2. Without regard to any carryover or through stock ownership with a commoncarryback to that tax year; and parent corporation. The common parent3. By increasing gross income by an must be an includible corporation and theSchedule G—Other amount equal to the net exempt income following requirements must be met.for the tax year.Capital Losses 1. The common parent must own
Capital assets are considered sold or Line 6. Special deduction.  For tax directly stock that represents at least 80%
exchanged to provide funds to meet years beginning after December 31, of the total voting power and at least 80%
abnormal insurance losses and to pay 2009, the special deduction under section of the total value of the stock of at least
dividends and make similar distributions 833(b) cannot be taken if the medical loss one of the other includible corporations.
to policyholders to the extent that the ratio is less than 85%. If the medical loss 2. Stock that represents at least 80%
gross receipts from their sale or exchange ratio is less than 85%, enter zero on line 6 of the total voting power and at least 80%
are not more than the amount by which and Schedule A, line 34a. of the total value of the stock of each of
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the other corporations (except for the C.F.R. 158.150) in the section 833 MLRItem 11
common parent) must be owned directly numerator.If the corporation has an NOL, it generally
by one or more of the other includible can elect under section 172(b)(3) to waive  See section 833(c)(5) and Noticecorporations. the entire carryback period for the NOL 2010-79 for more information.

and instead carry the NOL forward to Check the “Yes” box if the corporationFor this purpose, the term “stock” future tax years. To do so, check the box is a Blue Cross or Blue Shieldgenerally does not include any stock that on line 11 and file the tax return by its due organization described in section(a) is nonvoting, (b) is nonconvertible, (c) date, including extensions. Do not attach 833(c)(2), or other organization describedis limited and preferred as to dividends the statement described in Temporary in section 833(c)(3), that has satisfied theand does not participate significantly in Regulations section 301.9100-12T. Once medical loss ratio (MLR) requirements ofcorporate growth, and (d) has redemption made, the election is irrevocable. section 833(c)(5).and liquidation rights that do not exceed
Corporations filing a consolidatedthe issue price of the stock (except for a If you checked “No” enter zero on

return that elect to waive the entirereasonable redemption or liquidation Schedule H, line 6, and Schedule A, line
carryback period for the group must alsopremium). See section 1504(a)(4). 34a. You cannot take the special
attach the statement required by deduction. See the instructions forQuestion 6 Regulations section 1.1502-21(b)(3) or Schedule H.

Check the “Yes” box if one foreign person the election will not be valid.
Also, if you checked “No” yourowned at least 25% of (a) the total voting

deduction of unearned premiums isItem 12power of all classes of stock of the
limited. See the instructions for Schedulecorporation entitled to vote, or (b) the total Enter the amount of the NOL carryover to
E for more information.value of all classes of stock of the the tax year from prior years, even if

corporation. some of the loss is used to offset income
on this return. The amount to enter is theThe constructive ownership rules of Schedule L—Balancetotal of all NOLs generated in prior yearssection 318 apply in determining if a
but not used to offset income (either as a Sheets per Bookscorporation is foreign owned. See section
carryback or carryover) in a tax year prior6038A(c)(5) and the related regulations. Note. All insurance companies requiredto 2010. Do not reduce the amount by

to file Form 1120-PC must completeEnter on line 6a the percentage owned any NOL deduction reported on Schedule
Schedule L.by the foreign person specified in A, line 36b.

question 6. On line 6b, enter the name of The balance sheets should agree with
Question 13the owner’s country. the corporation’s books and records.
A corporation that files Form 1120-PCNote. If there is more than one If filing a consolidated return, report
must file Schedule UTP (Form 1120) with25%-or-more foreign owner, complete total consolidated assets, liabilities, and
its income tax return if:lines 6a and 6b for the foreign person with shareholder’s equity for all corporations• The corporation has assets that equalthe highest percentage of ownership. joining in the return. See Consolidated
or exceed $100 million; Return on page 5.Foreign person. The term “foreign • The corporation or a related party

person” means: Corporations with total assetsissued audited financial statements• A foreign citizen or nonresident alien, (non-consolidated or consolidated for allreporting all or a portion of the• An individual who is a citizen of a U.S. corporations included within the taxcorporation’s operations for all or a
possession (but who is not a U.S. citizen consolidation group) of $10 million orportion of the corporation’s tax year; and
or resident), more on the last day of the tax year must• The corporation has one or more tax• A foreign partnership, complete Schedule M-3 (Form 1120-PC)positions that must be reported on• A foreign corporation, instead of Schedule M-1. See theSchedule UTP.• Any foreign estate or trust within the separate instructions for Schedule M-3

For details, see the Instructions formeaning of section 7701(a)(31), or (Form 1120-PC) for provisions that also
Schedule UTP.• A foreign government (or one of its affect Schedule L.

agencies or instrumentalities) to the Attach Schedule UTP to the Line 1. Cash. Include certificates of
extent that it is engaged in the conduct of corporation’s income tax return. Do not deposit as cash on this line.
a commercial activity as described in file it separately. A taxpayer that files a Line 5. Tax-exempt securities. Includesection 892. protective Form 1120-PC must also file on this line:Schedule UTP if it satisfies theOwner’s country. For individuals, the • State and local government obligations,requirements set forth above.term “owner’s country” means the country the interest on which is excludable from
of residence. For all others, it is the gross income under section 103(a), andQuestion 14country where incorporated, organized, • Stock in a mutual fund or other RIC thatSection 833(c)(5) provides that sectioncreated, or administered. distributed exempt-interest dividends833 does not apply to a Blue Cross or during the tax year of the corporation.Requirement to file Form 5472. If the Blue Shield organization described incorporation checked “Yes” it may have to Line 18. Insurance liabilities. Includesection 833(c)(2), or other organizationfile Form 5472, Information Return of a on this line:described in section 833(c)(3), unless it25% Foreign-Owned U.S. Corporation or • Undiscounted unpaid losses.has a medical loss ratio of 85% or morea Foreign Corporation Engaged in a U.S. • Loss adjustment expenses.for the tax year. For purposes of sectionTrade or Business. Generally, a 25% • Unearned premiums.833(c)(5), the medical loss ratio is equalforeign-owned corporation that had a to the amount expended on See section 846 for more information.reportable transaction with a foreign or reimbursement for clinical services Line 27. Adjustments to shareholders’domestic related party during the tax year provided to enrollees (as defined in 45 equity. Some examples of adjustmentsmust file Form 5472. See Form 5472 for C.F.R. 158.140) under its policies during to report on this line include:filing instructions and penalties for failure the tax year (section 833 MLR • Unrealized gains and losses onto file. Numerator) divided by the total premium securities held “available for sale.”

revenue (section 833 MLR Denominator).Item 10 • Foreign currency translation
Show any tax-exempt interest received or Note. For 2010, the IRS will not adjustments.
accrued. Include any exempt-interest challenge the inclusion of amounts • The excess of additional pension
dividends received as a shareholder in a expended for activities that improve liability over unrecognized prior service
mutual fund or other RIC. health care quality (as defined in 45 cost.
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• Guarantees of employee stock (ESOP) instead of Schedule M-1. See Schedule • The cost of entertainment tickets over
debt. face value (also subject to 50% limitM-3 (Form 1120-PC) on page 6. A
• Compensation related to employee under section 274(n)).corporation filing Form 1120-PC that is
stock award plans. not required to file Schedule M-3 (Form • The cost of skyboxes over the face

1120-PC) may voluntarily file Schedule value of nonluxury box seat tickets.If the total adjustment to be entered on
M-3 (Form 1120-PC) instead of Scheduleline 27 is a negative amount, enter the • The part of luxury water travel
M-1. See the Instructions for Scheduleamount in parentheses. expenses not deductible under section
M-3 (Form 1120-PC) for more 274(m).
information. • Expenses for travel as a form ofSchedule M-1— education.Line 5c. Travel and entertainment.
Include on line 5c any of the following. • Other nondeductible travel andReconciliation of Income

entertainment expenses.• Meals and entertainment expenses not(Loss) per Books With deductible under section 274(n).
• Expenses for the use of an For more information, see Pub. 542.Income per Return
entertainment facility.All insurance companies required to file
• The part of business gifts over $25.Form 1120-PC, with total assets Line 7a. Tax-exempt interest. Report
• Expenses of an individual over $2,000(non-consolidated or consolidated for all any tax-exempt interest received or
which are allocable to conventions oncorporations included within the tax accrued, including any exempt-interest
cruise ships.consolidation group) of $10 million or dividends received as a shareholder in a
• Employee achievement awards overmore on the last day of the tax year must mutual fund or other RIC. Also report this
$400.complete Schedule M-3 (Form 1120-PC) same amount on Schedule I, item 10.

Paperwork Reduction Act Notice. We ask for the information on these forms to carry out the Internal Revenue laws of the United
States. You are required to give us the information. We need it to ensure that you are complying with these laws and to allow us to
figure and collect the right amount of tax.

You are not required to provide the information requested on a form that is subject to the Paperwork Reduction Act unless the
form displays a valid OMB control number. Books or records relating to a form or its instructions must be retained as long as their
contents may become material in the administration of any Internal Revenue law. Generally, tax returns and return information are
confidential, as required by section 6103.

The time needed to complete and file the following forms will vary depending on individual circumstances. The estimated average
times are:

Copying, 
assembling, 

Learning about and sending the 
Form Recordkeeping the law or the form Preparing the form form to the IRS

1120-PC 97 hr., 5 min. 33 hr., 43 min. 57 hr., 16 min. 5 hr., 54 min.
Sch. M-3 (Form 78 hr., 40 min.   7 hr.,   40 min.   21 hr., 23 min. 3 hr., 29 min.
1120-PC)

If you have comments concerning the accuracy of these time estimates or suggestions for making this form and related schedule
simpler, we would be happy to hear from you. You can write to the Internal Revenue Service, Tax Products Coordinating Committee,
SE:W:CAR:MP:T:T:SP, 1111 Constitution Ave. NW, IR-6526, Washington, DC 20224. Do not send the tax form to this address.
Instead, see Where To File on page 2.
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