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Example #1 – Tax Journal Entries to Complete Parts II and III 

If you use CorpSystem Workpaper Manager, ProSystem fx Engagement, ProSystem fx Trial 
Balance, ProSystem fx Write-Up, or G/L Direct you can import Trial Balance Data directly into 
ProSystem fx Tax with book-to-tax differences created to flow to Schedule M-3.  The following 
examples are from Corpsystem Workpaper Manager, and each program uses the same 
approach.  
 
Writing tax journal entries with a “T” for Temporary or “P” for Permanent appear to be a one-
sided entry in G/L Direct, ProSystem fx Trial Balance, ProSystem fx Write-Up, ProSystem fx 
Engagement and CorpSystem Workpaper Manager.  However, using these codes result in a two-
sided entry on the tax return.  In the examples that follow, the Debit/Credit to the Tax Line or 
Account adjusts the imported balance and the “T” or “P” represents the offsetting entry.   
 
If you debit an income account in the journal entry, the debit decreases the imported balance.  
The journal entry credit reports the Permanent or Temporary difference increasing the book 
amount for that line on Schedule M-3 Part II. 
 
If you credit an income account in the journal entry, the credit increases the imported balance.  
The journal entry debit reports the Permanent or Temporary difference decreasing the book 
amount for that line on Schedule M-3, Part II. 
 
 
Open the Trial Balance database in Workpaper Manager and select Workpaper 
Manager/Account Groupings.  Click the Options button in the upper left hand corner for the 
Grouping List Options, and check the Sch. M-3 box for your clients Tax Group. 
 

  
Grouping List Options 
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Other Income Journal Entry 

This example adjusts the book amount with a temporary difference for an Other Income 
account.  On the journal entry detail line, set the Schedule M-3 code value to "T" for 
"Temporary".  We suggest, as a best practice, posting an offsetting entry to an account grouped 
to Schedule M-1 to balance your Tax Working Trial Balance.  If you are required to file Schedule 
M-3, the program will not print Schedule M-1 unless you check the option to print regardless of 
applicability.  If you are not required to file Schedule M-3, the program will not use the entry in 
the Temporary column for the Other Income line. 
 
This Corporation sells its left over scrap for a profit and has a Temporary book-to-tax difference 
this year. 

• Book amount for Scrap Income is $325,875 
• Tax amount for Scrap Income is $315,875 
• The $10,000 difference is Temporary 
 

 
Journal Entry Detail 

 
Select Recurring journal entry to save time next year. 
 

The debit of $10,000 reduces the imported amount to Tax and the “T” in the M-3 field results in 
a $10,000 Temporary difference reported on Schedule M-3 to report the correct Book amount 
in column A of Schedule M-3 Part II. 
 
We will discuss the credit to account M107.10 in the section on Book-to-Tax Workpapers. 
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Group the account in the Tax Journal entry to a sub-group of Tax Group 10, Other Income and 
named Scrap Income.  The sub-group imports into its own line in Other Income in the tax return 
and will print on Form 1120, line 10. 
 

 
Account Groupings 

 
The book amount for Scrap Income was $325,875 with a temporary difference of $10,000, and 
Tax Amount of $315,875.  The Dynalink process imports Other Income to Income Deductions > 
Business > Other Income (Interview Form A-1). 
 

 
Income Deductions > Business > Other Income 
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Be sure to identify each imported item with an M-3 code in the Type column if it has 
its own line on Schedule M-3; notice the M-3 Type code “AC” for the Accrual to Cash 
ADJ.  However, we have not given Scrap Income an M-3 Type code since it belongs in 
Other Income Items with Differences on Schedule M-3 Part II, Line 25. 

 
If you do not enter an M-3 code in the Type field, the program defaults to “Other income (loss) 
items.”  The sale of Scrap for this business does not have a separate line on Schedule M-3 Part II, 
as does “Accrual to cash adjustment.”  
 

 
Other Income Code for M-3 
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Schedule M-3, Part II, Line 25 

 

Click the Statement button  on the toolbar while on the Schedule M-3 to view your 
supporting statements. 
 

 
Schedule M-3 Statement Detail 

 
If you want to see the book amount as well as the Temporary/Permanent difference 
reflected on the Worksheet, go to the Import Options in Dynalink and check the box to 
Import Schedule M-3 book amounts.  This process is not necessary, but you may find it 
helpful as you review the amounts imported into the tax program. 
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G/L Bridge and Dynalink Import Options 

Book-to-Tax Workpapers – Suggested Best Practice 

Enter the offset to an M-1 Tax Grouping. 
• The offset entry keeps your Trial Balance Reports in balance 
• Use the Tax Group as a TB Link for your clients Book-to-Tax Reconciliation 
workpaper(s) 
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Journal Entry Detail 

 

 
Account Groupings 
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The Drill Down TB Link from the M-1 Tax Group; M107. 
 

 
Book-to-Tax Reconciliation Workpaper 

 
Reconcile your Book-to-Tax Reconciliation workpaper to Schedule M-3, Part II. 
 

 

 
Schedule M-3, Part II, Line 30 
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Pension and Profit-Sharing Journal Entry 

This example adjusts the book amount with a book-to-tax temporary difference for Pension and 
Profit-Sharing expense.  On the journal entry detail line, set the Schedule M-3 code value to "T" 
for "Temporary."  To have your Tax Trial Balance remain in balance make the offsetting entry to 
an account grouped to Schedule M-1.  As discussed previously, if you are required to file 
Schedule M-3, the program will not print Schedule M-1 unless you request to print regardless of 
applicability.  If you are not required to file Schedule M-3, the program will not use the entry in 
the Temporary column for the Other Income line. 
 

• Book Amount for Pension and Profit- Sharing is $152,000 
• Tax amount for Pension and Profit- Sharing is $147,000 
• The $5,000 difference is Temporary 
 

 
Journal Entry Detail 

 
Select Recurring journal entry to save time next year. 
 

The credit of $5,000 to the Pension Expense account reduces the imported amount to Tax and 
the “T” in the M-3 field results in a $5,000 Temporary difference reported on Schedule M-3 to 
report the correct Book amount in column A of Schedule M-3 Part III.  
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Account Groupings 

 
The book amount for Pension and Profit Sharing was $125,000 with a temporary difference of 
$5,000, and Tax Amount of $120,000.  The Dynalink process imports Pension and Profit Sharing 
to Income Deductions > Business > Deductions (Interview Form A-3, Boxes 171 through174).  
 

 

 
Income Deductions > Business > Deductions 
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Schedule M-3, Part III, Line 16 

 

Example #2 – Entering Book or Temporary/Permanent Amounts  

Enter Book or Temporary/Permanent amounts along with the related tax amounts to complete 
Parts II and III using the Income/Deductions > Business, Interest, Dividends, Gains and 
Losses, or Passthrough Items worksheets (Interview Form Series A, B, D, and O).  All entries in 
these data entry areas flow to Schedule M-3 automatically regardless if there is a book-to-tax 
difference. 
 
This Corporation has a book-to-tax difference on their Gross Receipts. 

• The book amount for Gross Receipts is $77,000,000 
• The tax amount for Gross Receipts is $75,095,558 

 
We suggest this data entry method as a best practice if you are not preparing journal entries 
through one of CCH’s trial balance programs. 
 

 
Income/Deductions > Business > Income 
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M-3 Code 
Leave the M-3 Code field blank if all of the Gross Receipts appear on Schedule M-3 Part II as 
Other income (loss) items.  If you need to split the amount into different lines on Schedule M-3, 
Part II, enter the multiple lines at Income/Deductions > Business > Income > Schedule M-3 
Detail (Interview Form A-1, Boxes 180 through187). 
 

 
Schedule M-3 Statement Detail 

 
The program automatically considers the difference between book and tax entries as a 
temporary or permanent difference, based on the income/deduction line. 
 

The entry above of $77,000,000 for Book, Gross Receipts calculates a temporary difference of 
$1,904,442 on Schedule M-3, Part II, line 25.  Be sure to review each Book amount entered.  If 
you disagree with the amount, force the book-to-tax difference as permanent or temporary.   
 
The program treats Book Interest Income different from Tax Interest Income as tax exempt.  
When entering a Tax amount that differs from the Book amount for Interest Income, the 
program takes the difference to the Schedule M-3 as a permanent difference. 
 
The program uses your entries in the Temporary/Permanent Difference fields to calculate the 
book amounts only if you do not enter amounts in the Book fields.  If you make entries in both 
the Book and Permanent/Temporary fields, the program always uses the Book amount on 
Schedule M-3, and then adjusts the Permanent or Temporary fields according to your other 
entries for that line. 
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Example #3 – Schedule M-3 Detail 

Income item to Multiple Schedule M-3 Lines 

When an Income item needs to be broken out into different lines on Schedule M-3; enter the 
detail entries for Income with the applicable Return Type and M-3 Code at Income/Deductions 
> Business > Income > Schedule M-3 Detail (Interview Form A-1, Boxes 180 through 187). 
 
Income Example: 

• Taxpayer has $75,095,558 gross receipts less $3,955,163 Returns and allowances but is 
required to report the amount of Long–Term Contracts and Hedging Transactions on 
their respective lines on Schedule M-3 

• Long-Term Contracts for tax equals $1,000,000 and $1,100,000 per Income Statement; 
reported on Line 21 of Schedule M-3, Part II 

• Hedging Transactions for tax equals $140,395 and $145,395; per Income Statement; 
reported on Line 15 of Schedule M-3, Part II 

Return Type 

The result is $73,955,163 (75,095,558 – 1,000,000 – 140,395) as Gross Receipts with a Return 
Type of “GRS,” as is the $1,000,000 of Long Term Contracts, and the $140,395 Hedging 
Transaction.  Returns & Allowances of $3,955,163 has a Return Type of “RTN.”   
 

You can link the Schedule M-3 Detail input through grouping your client’s accounts to 
Tax Groupings in CorpSystem Workpaper Manager, ProSystem fx Engagement, 
ProSystem fx Trial Balance, ProSystem fx Write-Up, and G/L Direct.   

M-3 Type 

Leave the M-3 Type “blank” for Gross Receipts and Returns and Allowances to appear on 
Schedule M-3, Part II, line 28 if there are no differences or on Schedule M-3, Part II, line 25 if 
there are book-to-tax differences.  For Long Term Contracts to appear on Schedule M-3, Part II, 
line 21; enter code “LT” for the M-3 Type.  For Hedging Transactions to appear on Schedule M-3, 
Part II, line 15, enter code “HT” for the M-3 Type. 

 
You can designate the M-3 Type for applicable Tax Groupings in CorpSystem 
Workpaper Manager, ProSystem fx Engagement (Version 5.0 or higher), ProSystem fx 
Write-Up, and G/L Direct. 
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Engagement > Account Groupings > Advanced 

The tax grouping 01A.01 Gross Receipts/Sales M-3 Detail, and the related Subgroups with the 
M-3 Option will import the detail at Income/Deductions > Business > Income > Schedule 
M-3 Detail. 
 

  
Income/Deductions > Business > Income > Schedule M-3 Detail 

 
The Return Type will complete Forms 1120, 1120S and 1065, and the data will pro forma to the 
next year. 
 

 
Form 1120 lines 1a, 1b, and 1c 
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Schedule M-3, Part II, lines 15, 21 and 28 
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Click the View Statements  button on the toolbar to reconcile Schedule M-3, Part II, line 28. 
 

 
Schedule M-3 Statement Detail 

 
Your entries on the preprinted lines for Gross Receipts and Returns and Allowances 
override the entries in the Schedule M-3 Detail for lines 1a and 1b of Forms 1120, 
1120S and 1065. 

 

 
Income/Deductions > Business > Income 
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Deduction to Multiple Schedule M-3 Lines 

When you need to split a Deduction into different lines on Schedule M-3; enter the detail 
entries with the applicable Return Type and M-3 Code at Income/Deductions > Business > 
Deductions > Schedule M-3 Detail (Interview Form A-4, Boxes 139 through 146).  For 
example: 
 
Deduction Example 

• Taxpayer has $6,592,759 of salaries and wages to report on line 13, page 1 of Form 
1120,  but is required to report it on multiple lines of Schedule M-3, Part III 

• In this case $500,000 is from Deferred Compensation for Tax and $550,000 per Income 
Statement; to be reported on Line 18 of Schedule M-3, Part III 

• The result is $6,092,759 (6,592,759 – 500,000) for tax and the amount per Income 
Statement for Salaries and Wages is $6,192,759; reported on Line 35 of Schedule M-3 
Part III as Other expense/deduction items with differences 

 
Enter the detailed deduction items at Income/Deductions > Business > Deductions > 
Schedule M-3 Detail (Interview Form A-4, Boxes 139 through 146). 

Return Type 

Enter the Return Type of “SAL” for both Salaries and Deferred Compensation.   
 

You can link the Schedule M-3 Detail input through grouping your client’s accounts to 
Tax Groupings in CorpSystem Workpaper Manager, ProSystem fx Engagement, 
ProSystem fx Trial Balance, ProSystem fx Write-Up, and G/L Direct. 

M-3 Type 

Leave the M-3 Type “blank” for Salaries and Wages reported on Schedule M-3, Part II, Line 28 if 
there are no differences, or on Schedule M-3, Part III, line 35 if there are book-to-tax 
differences.  Enter code “DC” for the M-3 Type for Deferred Compensation to appear on 
Schedule M-3, Part III, line 18. 

 
You can designate the M-3 Type for applicable Tax Groupings in CorpSystem 
Workpaper Manager, ProSystem fx Engagement (Version 5.0 or higher), ProSystem fx 
Write-Up, and G/L Direct. 

 

 
Engagement > Account Groupings > Advanced 
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The tax grouping 13.02 Salaries & Wages, M-3 Detail, and the related Subgroups with the M-3 
Option will import the detail at Income/Deductions > Business > Deductions > Schedule M-
3 Detail. 
 

 
Income/Deductions > Business > Deductions > Schedule M-3 Detail 

 
The Return Type of SAL will complete Forms 1120, 1120S and 1065, for Salaries and wages and 
the data will pro forma to the next year. 
 

 
Form 1120, line 13 
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Schedule M-3, Part III, lines 18 and 35 

 

Click the View Statement  button on the toolbar to reconcile Schedule M-3, Part III, line 35. 
 

 
Schedule M-3 Statement Detail 
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Example #4 – Depreciation (Automatic Book-to-Tax Difference) 

For Depreciation, Amortization, Depletion, Bad Debt expense, and State/City Taxes enter the 
Book amounts at Sch L/M > Book Amounts (Sch. M-1/M-3) (Interview Form L-3 for 1120 and 
1120S;and Interview Form A-1 for 1065).  Enter or import the Tax amounts and the program 
calculates the book-to-tax difference automatically on Schedule M-3. 
 
  

Tax Amount 
Tax Amount 

Output 
 

Book Amount 
Book Amount 

Output 
 
Other 
Depreciation 

 
 

$500,000 

Schedule M-3, 
Part III, Line 31 
Column (d) 

 
 

$400,000 

Schedule M-3, 
Part III, Line 31, 
Column (a)  

 
COGS 
Depreciation 

 
 

100,000 

Form 8916-A, 
Line 6, Column 
(d) 

 
 

85,112 

Form 8916-A, 
Line 6, Column 
(a) 

Total 
Depreciation 

 
$600,000 

  
$485,112 

 
 

 
In the example above, total tax depreciation equals $600,000, and total book depreciation 
equals $485,112.  Enter $485,112 at Sch L/M > Book Amounts (Sch. M-1/M-3) > 
Depreciation (Interview Form L-3, Box 92 for Form 1120, and Form 1120S). 

 
For Partnerships, enter the total Book Depreciation at Income/Deductions > Trade 
or Business > Book Amounts (Interview Form A-1, Box 182). 
 

 
Sch L/M > Book Amounts (Sch. M-1/M-3) 

 
The tax depreciation for COGS equals $100,000 and the book COGS depreciation equals 
$85,112.  You must enter the book depreciation of $85,112 for COGS in the Book Column at 
Income/Deductions > Business > Cost of Goods Sold > Depreciation – override 
(Interview Form A-2, Box 113 for Forms 1120 and 1120S, Interview Form A-2, Box 101 for Form 
1065). 
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Sch L/M > Book Amounts (Sch. M-1/M-3) 

 
Enter or import the tax depreciation for this client of $100,000 in the Depreciation section of 
COGS, (Detail or Totals); or as an override these entries result in a Temporary Difference of 
$14,888 on Form 8916-A, Line 2 l, column (b) (Interview Forms DP-1, DP-5, or A-2, as an 
override).  
 

 
Form 8916-A, line 2 l 
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For Other Tax Depreciation enter the tax depreciation at Income/Deductions >.Business > 
Other Depreciation and Amortization (Detail or Totals) or as an override at 
Income/Deductions > Business > Deductions > Depreciation override (Interview Form DP-
1, DP-5, or A-3, override).  In this example, enter Tax Depreciation as $500,000. 
 
The total Book Depreciation was $485,112.  Entering the Book Depreciation for COGS as 
$85,112 the program subtracts that from the total Book Depreciation used for automatic 
adjustments; ($485,112 – 85,112 = $400,000) to arrive at the Book depreciation for Schedule M-
3, Line 31, column (a).  These entries results in a Temporary Difference of $50,000 on Schedule 
M-3, line 31, column (b).  
 

 

 
Schedule M-3 Part III; line 31 
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Example #5 - Schedule M-3 Input “Override” Income and Deduction 

Enter overrides only for unique situations that are not available in the Business, Interest, 
Dividends, Gains and Losses and Passthrough Items worksheets at Sch L/M > Schedule M-3 > 
Income (Loss) Items and Expense/Deduction Items  (Interview Form Series A, B, D, and O, 
and for overrides, Interview Forms L-6 and L-7). 

 
Each worksheet contains only those fields that apply to the specific return’s Form M-3 
requirement. 
 

  
Sch L/M > Schedule M-3  

 
Each line in the Sch L/M-1/M-2 > Schedule M-3 > Income (Loss) Items and 
Expense / Deduction Items sections correspond to a detail line in Part II or III of 
Schedule M-3, and overrides the automatic calculations of the program.  When 
entering an override, you must know the total amount for the specific line and enter 

the amount. 

Override Example – Income 

As a best practice, we suggest you do not use overrides.  When you use overrides, the program 
does not produce detailed supporting statements.   
 
Using the same scenario as in the Income Reclassify example earlier: 
 

• Taxpayer has $75,095,558 gross receipts less $3,955,163  Returns and allowances 
(75,095,558 – 3,955,163 = 71,140,395) but is required to report the amount of Long–
Term Contracts and Hedging Transactions on their respective lines on Schedule M-3 

• Long-Term Contracts for tax equals $1,000,000 and $1,100,000 per Income Statement; 
reported on Line 21 of Schedule M-3, Part II 

• Hedging Transactions for tax equals $140,395 and $145,395; per Income Statement; 
reported on Line 15 of Schedule M-3, Part II 

• The result is a net result of $70,000,000 (71,140,395 – 1,000,000 – 140,395) reported as 
Other Income for both book and tax; reported on Line 28 Other items with no 
differences; Schedule M-3, Part II 
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Typically, other amounts flow to Schedule M-3 Part II, line 28, Other items without 
differences.  Entering $63,900,000 for book and tax can leave the return in error.  
When entering an override, you must know the total amount for the specific line and 
enter the amount. 

 
• In this tax return, there was a Foreign Exchange Loss of $12,500.  The $70,000,000 – 

12,500 = $69,987,500 is an override entered at: Other items with no differences. 
 
Enter the income overrides at Sch L/M > Schedule M-3 > Income (Loss) Items (Interview 
Form L-6). 
 

 

 
Sch L/M > Schedule M-3 > Income (Loss) Items 

 
You do not need to mark the Gross Receipts and Returns and Allowances M-3 Code with an “X” 
at Income/Deductions >Business > Income because you did not enter the Gross Receipts 
with a book-to-tax difference, and the override of $69,987,500 for Other items without 
differences overrides the Gross Receipts less Returns and Allowances. 
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Income/Deductions >Business > Income 

Override Example – Expense 

Using the same scenario as in the Expense Reclassify example earlier: 
• Taxpayer has $6,592,759 of salaries and wages to report on line 13, page 1 of Form 

1120,  but is required to report it on multiple lines of Schedule M-3, Part III 
• In this case $500,000 is from Deferred Compensation for Tax and $550,000 per Income 

Statement; to be reported on Line 18 of Schedule M-3, Part III 
• The result is $6,092,759 (6,592,759 – 500,000) for tax and the amount per Income 

Statement for Salaries and Wages is $6,192,759; reported on Line 35 of Schedule M-3 
Part III as Other expense/deduction items with differences 

 
Enter the expense overrides at Sch L/M > Schedule M-3 > Expense/Deduction Items 
(Interview Form L-7). 
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Sch L/M > Schedule M-3 > Expense/Deduction Items 

 
If entering deductible Salaries and Wages without a book-to-tax difference at 
Income/Deductions >Business > Deductions you will either need to override Other 
items with no differences with the correct total amount for the return or enter the “X” 
to exclude Salaries and Wages at Income/Deductions >Business > Deductions as 

the program takes all amounts to the Schedule M-3 automatically. 
 

  
Income/Deductions >Business > Deductions 
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Appendix - Engagement Add or Remove Tax Group Utility 

The Add or Remove Tax Group Utility can be found by clicking on the Start button on your 
Windows Task bar and selecting CorpSystem Workpaper Manager / Utilities / CorpSystem 
Workpaper Manager Add or Remove Tax Group Utility.  This utility includes the ProSystem fx Tax 
codes to increase or decrease the number of business entities or rental and farm property 
groups that transfer balances to C-Corporation, S Corporation, Partnership, and Individual 
returns. 

 
Consider using this utility to remove tax groupings not used by a client.  For example if 
you are using the M-3 Detail or 8916A groupings consider removing the corresponding 
grouping(s) to alleviate the chance of new accounts in the future being grouped to the 
incorrect tax group. 

 
The instructions are on the Add or Remove Tax Group Utility spreadsheet.  Step 4 
includes adding or removing new Business Entities, Rental Properties and Farm 
Properties.  Click on the correct worksheet at the bottom of the spreadsheet to add or 
remove each item.  

 

 

Schedule M-3 Tax Groupings  

Many of the Schedule M-3 Tax Groupings go to override fields in the tax program, 
and the number one Best Practice with Schedule M-3 is not to use overrides!  The 
Schedule M-3 Tax Groupings that have (Ovrd) import to override fields in the tax 
program.  To add the M-3 Tax Groupings that are not overrides use the Add or 
Remove Tax Group Utility. 
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	Example #1 – Tax Journal Entries to Complete Parts II and III
	Other Income Journal Entry
	Book-to-Tax Workpapers – Suggested Best Practice
	Pension and Profit-Sharing Journal Entry

	Example #2 – Entering Book or Temporary/Permanent Amounts
	Example #3 – Schedule M-3 Detail
	Income item to Multiple Schedule M-3 Lines
	Return Type
	M-3 Type

	Deduction to Multiple Schedule M-3 Lines
	Return Type
	M-3 Type


	Example #4 – Depreciation (Automatic Book-to-Tax Difference)
	Example #5 - Schedule M-3 Input “Override” Income and Deduction
	Override Example – Income
	Override Example – Expense

	Appendix - Engagement Add or Remove Tax Group Utility
	Schedule M-3 Tax Groupings


