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Ems_ystpm fx Tax Prpparing Schedule M-3 ..

Example #1 — Tax Journal Entries to Complete Parts Il and Il

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

Grouping List Mame
M ame ID [Sch.M-3

Trial Balance - Basic 16| | e
Lead and Sub Lead 18| |
2007 C-Corp-ProSystemn f4 Tax 1 4 t Eename
Tax Basic =
/ ‘ LCreate Copy
Delete

Export
To select a standard T ax Grouping List, click on the
Impart buttan and navigate to the Tax folder. Impart

dallidy

Grouping List Options
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.. Preparing Schedule M-3

ProSystem 7x Tax

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.

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

¥? Journal Entry Detail

Trial Balance

Journal entry info

I Federal Taw Joumal Entries

j Type:

Account and description filters

JE #: nonz

Description:

# | Description

001 -2000010-001
001-2000010-002
001 -200001 0-003
001 -2000050-001
001-2000050-002
001-2000050-003
001-2000030-001
001 -2000050-002
001 -20000530-003
001-2100010-001
001-2100010-002
001-2100010-003

Fine e S aee

Caszh in bank

Cash in bank

Cash in Bank

Cazh in bank - Payrol
Cazh in bank - Payroll
Cazh in bank - Payroll
Petty cazh

Petty cazh

Petty cazh

Shart-term investments
Short-term investments
Shart-term investments

Scrap Income Book to Tax Difference

wi/P Reference: |8200.03

001-650001C -
KM107.10

Description
Jther incarme
Scrap Income Book to Tax ddj

10.000.00

000 T

0.00

10.000.00{HA

0.00]

0.00]

Add dccount

" Do nat include in roll fonward

(* Recuring journal entry

Toatal: |

Difference: |

[v Clear amounts

| 1=l Bemove JE Line | Save and Mew | Save and Close | Cancel ‘
" Rewversing journal entry

Help |

Journal Entry Detail

Select Recurring journal entry to save time next year.

e

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 Il

We will discuss the credit to account M107.10 in the section on Book-to-Tax Workpapers.
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ProSystem fx Tax

Prpparing Schedule M-3 ..

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

Trial Balance and Grouping List

Period and balance type

|HEH

ﬂ Current

Account and Dezscription Filters

| 2008 C-Corp-ProSystem fx Tax 1w | Options Federal Tax Balance

roups and Subgroups:

-3 10 Other income

Account | Drescription

£

SR 10.40 Scrap Income

L AIn

* £

Add Account

Ungrouped Accounts:0

J Advanced

El-E3 1001 Accrual to Cazh Adjustment
[# 001-8500050-001 |nterest income

[# 001-5500010-001 Scrap Income
E 001-6500010-002 Scrap Income
[ 001-5500010-003 Scrap Income
-3 10.50 Foreign Exchange Gain or Loss
B 001-6800050-003 Foreign exchange gain or b
(3 1001 Monbusiness % - Recapture 179
[ 10.02 Monbusiness % - Recapture 280F
[ 10.03 Ordinary income from passthiough entities - ov
(3 10.04 Farm income - overide
[ 12 Compensation of officers - overide

v Calculate Sum =$(215,875.00)

L

»
Ex=pand | Collapze ‘
Cloze | Help |

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).

Other Income

[Selec:t ] [ Import ][ Export ]

Description

ACCRUAL To CASH ADJU
SCRAF INCOME
FOREIGH EXCHANGE GAT

BIE 10f [ add ][ Delete |[ Insert |
Patron- M-3
age !/ Temporary|Permanent| Book {(See |Typs
Other *  |Total Amount Diff ** Diff ** Help) ** " Prior Year
Eo.o0a AC
315,875 —-10.000 o 325,874
—-12.500
N
o] 353.375[-10.000| o] 325.875 i

Income Deductions > Business > Other Income
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.. Preparing Schedule M-3 ProSystem 7x Tax

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 Il, 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 Il,
as does “Accrual to cash adjustment.”

Other incom ault)
SP Subpart F, QEF & similar inc incluzsions
GDh Grozz foreign digtributions prev taxed
RT Items relating to reportable tranzaction
AL ey A0l (0 35H AdfjUstment
HT Hedging tranzactions
MK M ark-to-market income [loss]
SL Sale versus lease
Sh Section 481[a) adjustments
1] Uneamed/defered revenus
LT Ing recognition fm long-term contracts
ol Orig issue disc/other imputed interest
FD Domestic partnership
FF Foreign partnership
FT Other passthrough entities
® Exclude
Form 1120-F only
DS Substitute dividend payments received
15 Substitute interest payments received
IE Other interest equivalents
FC Fee and commission income
D M ark-to-mark.et subject to sec. 475[d][3]
ME b ark-to-mark et subject to sec. 475(e]
MF b ark-to-mark et subject to sec. 475(f)
GT Gain [losz] from certain 928 tranzaction
G Interest from global securities dealing
DG Dividends from glabal securities dealing
GG Gainz [lozsez) from global securities
EC ECI from foreign banks not on U.S. books
- Cancel J Search Help _J

Other Income Code for M-3
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ProSystem fx Tax

Prpparing Schedule M-3 ..

Part Il | Reconciliation of Net Income (Lozz) per Income Statement of Includible Corporations With
Taxabk Income per Return [sesinstuctions)
Income [Loss)lems (a) b) () (d)
[.ﬁ.ttach achedules for lines 1 thro ngh 8] Illu-:oll:-e |-I_.:;:I|£:|l 'Elm:olllnlj' P-rllncmlal:leut I||-:oT|Jr|-e |Lclv;';-l:|>e|

» fl'i:e;il.c0|uello::|i':«u: with differences wachsehd Lo L I 3 2 5 ' 8 ? 5 = _10 ' D D Cl - 3 15 . 8 ?5 -I
2 Tota income (loss)dems. Combine ines 1 through 25 AL AVHAlN., —129,883. -45408105 .
37 Total ewpensededudion items [frorm Part 11, line 3] 12083787, 20,000, 3,322,000, -8,840,797.
28 Otheritemns with no differences 63,345,4?9. 63,345,4?9.
293 Liced aromps, se insmucons A0 others, combine Bues 26thromh 28 5 ] 984 ] 467. =109 ] 888. 3 ] 244 ] goo. g ’ 056 ’ 579.

b PCinsurance subgroup recondliation tetals

¢ Lifeinsurance subgroop recond iationtokls
30 Reconciligiontotals. Combine ines 23 through 293¢ 5,934.45?. —109,883. 3,222,000. 9,096,5?9.

Mote_ line30, colurnn (3], must equal the amount on Part |, ined1,and columnn [d] rust equal Formm 1120, paged, fne 25,

JWE Schedule M-5 (Form 1120) 2005

Schedule M-3, Part I, Line 25

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

SCHEDULE M-3 OTHER INCOME (LOSS) ITEMS WITH DIFFERENCES STATEMENT 1
DESCRIPTION
INCOME INCOME
(LOSS) (LOSS)
PER INCOME TEMPORARY PERMANENT PER TAX
STATEMENT DIFFERENCE DIFFERENCE RETURMN
SCRAP INCOME R
— » 325,875. -10,000. 0. 315,875.
TOTAL TO M-3, PART II, LINE 25 325,875. -10,000. 0. 315,875.

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.




.. Preparing Schedule M-3 ProSystem f7x Tax

GIL Bridge and Dynalink - Options &

- Existing Returns |

r Import options f

M Irmport jdentification infarmation [narme, address, ete.]
M Import beginning balance sheet data

¥ Import beginning irventory data [COGS)

M Irmport beginning &84, 0448, LTI data [S Corporation)

P Irmport state and city baxes data [C Corporation, S Caorporation)

r Schedule -3 options [C Corporation, 5 Corparation, PartM
r Schedule M-3 import options | /
& Irmport Scheduls -3 boak amnuntsl

00 MOT import Schedule M-3 differences

r Schedule M-3 data removal options |

Chooze a method for removing existing M-3 amounts when the impart
o langer cantaing caresponding b-3 data for a tax line.
[ternporary difference, permanent difference, boaok)

) Bemove exigting M-3 values bazed on the M-3 import options zelected
® Remove existing M-3 values from all M-3 fields

MOTE: Ewsizting walues for tax lines that no lohger have balances in
the accounting system will hawve to be removed manually.

Ok J Cancel J Savegefaultj Help J

G/L Bridge and Dynalink Import Options
Book-to-Tax Workpapers — Suggested Best Practice

Enter the offset to an M-1 Tax Grouping.
e The offset entry keeps your Trial Balance Reports in balance
e Use the Tax Group as a TB Link for your clients Book-to-Tax Reconciliation

» workpaper(s)

.. Page | 6
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ProSystem fx Tax

Prpparing Schedule M-3 ..

Journal Entry Detail

Trial Balance
! ]

Account and dezcriphion filters

# | Description

001-6700075-003  Provision for state income tades
001-E700020-001  Provision for incame tases - defemed
001-E700020-002  Provigion bor income taxes - deferred
001-6700020-003  Provigion for income takes - defemed

|~

Journal entry info

Type: IFedelaI Tar Journal Entries j
JE #: oooz

Description: Scrap Income Book to Tax Difference

WP Reference:  |8200.03

# | Drescription

0071-650001 0-0C | Scrap Income
Scrap Income Boaok to Tas Adj

A05.M COGS Depr. Overide

k105.05 Penzion & Profit Sharing Book to T..
105,10 Salanies and Wages Book-Tax Adj..
M105.15 Deferred Compenzation Book-Tax ...
k10820 Interest Expenze Book-T ax hdiust./

Sicrap | T ax & =
Hedging Transaction Book-Tax Adji..

Add Account

" Do not include in rall forward

f» Recuring journal entry
v Clear amounts
™ Reversing journal entry

Toatal | |

Difference: | |

Bemove JE Line | Save and MNew | Save and Close | Cancel | Help

Journal Entry Detail

Trial Balance and Grouping List
i -]
|2EIEIE C-Corp-ProSpstem fx Tax 1 ﬂ Optiong

Account and Description Filkers

Period and balance twpe

| Current

[~
[~

| Federal Tax Balance

Groupz and Shbgroups:

[ M08 Depreciation - override

L

Account | D ezcription

[ M105E Contibutions in excess of limitations - overrids

£

25 M105E Meal: and entartainment adjustment - overrid
[ T4 . 720.85 Travel and Entertainment
E-£3 M107 |Income Recorded on Books HOT Included in

B3 MY07.01 Income on Books not on Tax Fetun
[#

107.05 LT Contract Book-T ax Adjustment

b4 0710 N ) Taw Adj
M107.15 Hedging Trangzaction Book-Tax Adji—
M107.82 Taw-Exempt Int Mon-Resident St

M107.01 Tax exempt interest - overide

[ M107.02 Gain [losz) on disposition of assets - overid
/ El-E3 M108.01 Deduct in Fetum not on Books
< |

=3 M108 Deductions on thiz Beturn NOT Charged Agai

Add Account

Ungrouped Accountz: 0

bt

» L 2
Adwvanced Expand | Collapze |
¥ Calculate Sum =$(10,000.00) Close | Help |

Account Groupings

Page | 7 ..
O



.. Preparing Schedule M-3 ProSystem #x Tax

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

-l
E16 - I | =ROUND(TBLink("H&H","FTAX[9]","M107","18","1"),0}

A B C D E F G H J K L M
1 H & H UC Manufacturing ¥ 1B Link Drill D
2 Book-to-Tax Reconciliation = DT mawn
3 December 31, 2008 The Total shown may vary from the linked value in the workpaper as a result of frozen
4 Engagement links or the incluzion of operatars ather than + and non-TB Link formulas
5 WP
5 Ref 2008 =ROUNDITBLink["H&H" "FTAx[9]","M107", 19", "1".0)
7
8 Book Income per Trial Balance Database 20003 5,984 467
190 Schodule M Adi ) | TB Mame | Account[ Description | Balance Type | Amaount |

4 -100.000.00

11 Depreciation for books 200,03 485,112 3 ]
12 Depreciation & Amortization for tax (600,000) HiH Hedaing Transact | FTAX
13 Charitable Contributions 375.000 Total:| [ [ _|_— -115,000.00]
14 Meals and Entertainment (50%) 368,000
15 Federal Tax Provision 2.554.000
16 Income on Books not in Return B200.02 I {115,000 _«'
17 Expenses on Books not in Return %5200.02 20,000
18
19 Total Adjustments 3487112
20
21 Taxable Income before Charitable
22 Contributions Adjustment 9.471.679
23
24 Charitable Contributions Allowable Deduction 375.000
25
26 Taxable Income § 9096579 ¥
27 Cloze Help
23

Book-to-Tax Reconciliation Workpaper

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

Schedule M-3, Part II, Line 30

Part Il | Reconciliation of Net Income (Lozz) per Income Statement of heludible Corporationz With
Taxahle Income per Return (secinstructions)
Income [ Loss] Hems (a) Ly} (c} (d}
[Attach s chedules for ines 1 through 171] pncome Loz sipet Emponty et Incame Lezeiper

25 Mherincome assfitams with differsic e atachs 345 r 875, -10 ] gog. 315 ' g§75.
26 Total income (loss) dems. Combine ines 1 thraugh %5 -45378215. -129,888. -45408103.
27 Tolal expensededudion items [from Fart 111, line 365] -12082797. 20,000. 3,222,000.] -8,840,797.
28 Otheritemns with no differences ..., 63,345,478, 63,345,479,
298 Wiced mrows, s insmuetions, A ethers, conbine fnss 26 hrowh 28 5 ] 984 ] 467. -109 ] 888. 3 ] 223 ] ooo. 9 ] 096 ] 579.

b PCinsurance subgroup recondliationtotak .

TR TSR TT HEETEEET T TR TEET A
0 Reconciliaion tobals. Combine ines 254 through 23 5.934.46?. —109,883. 3,222,000. 9,096,5?9.!

Mote_ line30, colurnn (3], rmust equal the armount on Part |, ine11, and colurnn [d] rust equal Fomn 1120, paged, fne 25,

kb Schedule M-3 (Form 1120] 2008




Ems_ystpm fx Tax Prpparing Schedule M-3 ..

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.

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

¥ Journal Entry Detail

Trial Balance Joumal entry info
I j Tupe: IFederaI Tax Journal Entries j
Account and description filkers dlE el
| | Description: Peszion and Profit Sharing Book to Tax
Difference
# | D esscription | ~
0071-6500050-003  |nterest inconme WP Reference:  |8200.03
001-BE00010-007  Interest expense
001 -BE00C0 0-002  Interest expense — - .
001-5600010-003 Interest expense | # [ Description | Debic | Credt | M3 ]
001-6E00050-003 Foreign exchange gain or loss ] F'enslon & Profit Sharing Book. 5,000.00 0.00|MAA
001-6600060-001  Pension expense I8 Pension sxpenze
001-E7000710-001  Provision for Federal income tases 0.0a 0.oa
001-E700010-002  Pravision for Federal income tares
001-E7000710-003  Provision for Federal income tases
001-E700015-007  Provision for state income takes
001-E700015-002  Provision for state income taxes
001-6700015-003  Provigion for state income taxes oS
Add Account
) i Total: [ |
¢ Do not include in roll fonward .
L Difference: | |
f* Recuring journal entry
'7. Cl'?a’ amounts Bemove JE Line | Save and Mew | Sawve and Close | Caricel | Help
i Reverzing journal entry

Journal Entry Detail

Select Recurring journal entry to save time next year.

—d

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 Ill.

Page | 9 ..
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.. Preparing Schedule M-3 ProSystem f7x Tax

7> Account Groupings

— Trial Balance and Grouping List — Period and balance type

IH&H LI ICurrent ;I
|2I:II:IE C-Corp-PraSystem fx Tax 1 ;I Options | IFederaI T ax Balance |
Il
/

—Account and Description Filters—————————————— ¢mups and Subgroups: ,
| | [ L3 214 Depletion(Book Amt-uta Adj) ~

[ 22 advertising
[ 2201 &dvertisin
: ; prof
[# 001-5800060-001 Pension EXpEnse
[Z 24 Emploves benefit programs
@ [Z 24.01 Other post-retirement benefits
/* [C3 24.02 Emplaves Benefitz, k-3 Detail
E-5 26 Other deductions
« E-3 26.20 Shipping Expenses
[ 001-5200020-001 Shipping expenzes
B oo1-sz00020-002 Shipping expenzes
B oo1-sz00020-003 Shipping expenzes
F-E3 26.25 Insurance Expense

Account | Dezcription

k-3 Dretail

W

< i | > < i | >
Add Account | / Advanced | Expand | Collapze |
|4
Ungrouped Accounts: 0 v Calculate Surm =3147.000.00 sz | Help |

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).

5 - Deductions

= Schedule M-3 (1120 / FJ/ PC /L) Onhy * Other Permanent Differences (1120-F Only)

Other post-retirement benefis

Book
Temporary Permanent [See M-3
Difference  Difference Help) Code
Amount = E - E Prior Year
Advertising | | | | |
Pension and proft haring plans I 14?,DDD| —E,DDDI DI 152,000 120, 000.
Employee benefit programs I I I I I

Income Deductions > Business > Deductions

.. Page | 10
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Ems_ystpm fx Tax Prpparing Schedule M-3 ..

Part lll | Reconciliation of Net Income (Lozz) per Income Statement of heludible Corporations With Taxable
Income per Return - Expens e/Deduction ltems

(a) b} (e} (d}
- Expenzeper Termpomry Fermanent Deduction per
Expense Deduction fems Income S atement Difference Oifference Tax Return
16 Pensionand profitshating 152,000, —5,000. 147,000.
17 Other post-refirement ben efits

Schedule M-3, Part lli, 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 Il and 1l 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.
e The book amount for Gross Receipts is $77,000,000
e 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.

1 -Income
= NiA 1120-RIC #MNA11Z20-FSC/PC/L/POL/DNSC/H @ NMA 1120-REM ** Schedule M-3 (1120 /F ¢
T1120-C Onhy * Other Permanent Differences (1120-F Onty)
Book
Temporary Permanent |See M-3
Difference  Difference Help) Code
Amount . - ™ a
1 Grussreceiptsurgrusssales*#@l 75,095 558 | | FrO00000 b
P En e Cther Inc Code for b-3
oF ] @_

Gross profit - override * # @ Other income [Ioss]_lhéms_ [Dn?fault]_

o ) SP Subpart F, QEF & similar inc incluzions
LIIETis-T0euis GD Gross foreigh distributions prev taxed
Interest on U.S. obligations - RT Itermns relating to repartable ransaction
override AL Accrual to cash adjustrment
e — ; . HT Hedging transactions

Erimierest - gverras 1 kark-to-market income [losz)
Gross rents - override @ 5L Sale versus leaze
Gross royalties - override S Section 481[a] adjuztrments
e MR Llnearned.-".c!eferred TevenLe
) ) LT Inc recagnition frn long-term contracts

Form £787 gain (loss} - override al Orig izsue dizc/other imputed interest
Farm income - override FD Domestic parthership
- ) . - N FF Foreign partnership

rdinary income from passthroug ..
entities - override PT Other pazsthrough entities

¥, Exclude

Income/Deductions > Business > Income

Page | 11 ..
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.. Preparing Schedule M-3 ProSystem #x Tax

M-3 Code

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

SCHEDULE M-3 OTHER. INCOME (LOSS) ITEMS WITH DIFFERENCES STATEMENT 1
DESCRIPTION
INCOME INCOME
(LOSS) (LOSS)

PER INCOME TEMPORARY PERMANENT PER TAX

STATEMENT DIFFERENCE DIFFERENCE RETURN
ITET RECEIPTS OR ;;;;;\\\\\\\‘
| 77,000,000. -1,904,442,. 0. 75,095,558,

SCRAP INCOME

325,875. -10,000. 0. 315,875.

TOTAL TO M-3, PART II, LINE 25 77,325,875. -1,914,442. 0. 75,411,433.

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 Il, 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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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:

e 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

e 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 Il

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

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

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

Groups Subgroups
Index Description Accllazs |RatioClasz |3 Opt Index Description AcclClazs |oCH{M3 Opt|Eend to Tax
ross sales 074,054 Sales &3
: 01410|LT Contract LT ez
415 Hedaing Transaction HT es

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.

Schedule M-3 Detail / \
[Select ] [ Import ][ Export ] / @ <+ of N_Add_[ Celete ][ Inzert ]

Return|| Other Temporary|Permanent| Book {See ﬁ
Description Type Perm Diff *|  Amount Dhiff ** Diff ** Help) ** " Prior Year
SALES GRS 73,955,163
| |LT conTRaCT GRS 1.000,000-100,000 01.100,00dLT
| |[rEDGING TRAWSAdGRS 140,395 -5 000 0 145, 395HT
| [RETURNS & ALLOWRTH 3,955,163
| 0fF9. 050, 721105, 000 OfL.245. 395 | 0

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.
U_S. Corporation Income Tax Return DUE N, 15450123
Form 1 1 20 For calendar year 2008 or tax year /
D-r|::.|rtmﬂ|t oFthe Treazu y b i i Fl di o 2008
Intemal Rewenue Servee /
A Checl{lf \ Name / B En1|:|o:-'er iclentiRcabon nu mke
13 Egnaphgaed iz 1 H & H UC MANUFACTURING 74-4444444
nbl‘_'l“’:‘?'O’T‘I:':"cT--: |:| MNuarnber, street, and room or suite no. [fa P.O. box, seeinstruch ons. € oate ncoponted
R R [ 1234 H & H LANE
: .;eef?n":é.f:;g;; ] City or town, state, and ZIF code IV Tokal assets (s ee mstmctions)
ML T ANYWHERE A7 8700110 $ 27,835,817,
E Checki™ (1) linitairetum )] | Frelreturn (330 |Mame change ” (4] |add nge
Tacoss e orsaks | 45,095, 55 8 o] bressretunz and aowances | 3,855,163 . c pal | 1c 91,140,395,

Form 1120 lines 1a, 1b, and 1c

.. Page | 14
O
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Part Il | Reconciliation of Met Income (Losz) per Income Statement of heoludible Corporations With
Taxahlke Income per Return [seeinstructiions]

Income [Loss) Hems
[Attach schedules for lines 1 through 3]

13 Interestincorne [attach Form 8316-4.)
14 Totalacerual to cashadjustment o L.

15 Hedgng trareactors T ...,
16 Mark-to-market income [Ioss]

17 Costofgoods sold [attach Form 891 E—.ﬁ.]
B saie versus ease For serer andior leszans) R
1 Sectond81(a)ad wstments

2 Uneamedideferred revenue
Inc ome o ogmbion Froom lon g

21 temconwacs T
zp I rcaE

23a Incorme staternent gam.flnss an sale exchange
abandonment, worthlessness, or other disposiion of
assds other thanimeentory and pass-through enfities
Gross capifal gains from Schedule D, excludng

amounts from pass-through enfities

o

Gross capital lesses from S chedule D) excluding
arnounts from pass-through enfities, abandonment
losses, and worthless stock losses
d Met gai nfloss reported on Form 4737, line1 T-'
excluding amounts from pass-through entifies,
abandonment losses, and worthless stock losses
e Sbandonmentlosses
F Worthless stodk losses [attach dekils)
[ Other gandoss on chspos bon of assets ckher han nventory
24 SRR e
25 iherincome loss)items vith diffrences tachsch) oL
M Total income loss)#ems. Combine ines 1 through 25
27 Tota ewpenseidedudion items [from Part 11, line 36)
2% Ctheriterns with no differences ="
298 iced arows , see instmuctions, Al athers, combine ines 26throwh 28
b PCinsurance subgroup reconciliaiion totak
¢ Lifeinsurance subgroup recond faiion tokls
30 Reconciliaion betals. Comnbine ines 233 through 23c

Jiva,

fa) o) ©) ]
peome Lsipe Smpory et inca e Loze b
150,000. 150, 000.
50,000. 50,000.
> 145,395. ~5,000. 140, 395.
(47,074,485, —14,688. (47,089,373,
1,100,000.] -100,000. 1,000,000.
25,000. -25,000.
25,000. 25,000.
325,875. —10,000. 315, 875.
—452378215. -129,688. —45408103.
—12082797. 20,000. 3,222,000.] -8,840,797.
53,345,474. 3,345,479,
5,984,467. -100,888. 3,222,000.] 9,096,579.
5.G84,467. -100,888. 3,224,000. 9,006,579.

Mote. Line 30, column fa), must equal the amount on Part |, ine11,and colurnn [d] must equal Form 1120, paged, ine 25.

Schedule M-3 [Form 1120) 2005

Schedule M-3, Part ll, lines 15, 21 and 28
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Click the View Statements 3 button on the toolbar to reconcile Schedule M-3, Part Il, line 28.

SCHEDULE M-3

OTHER INCOME (LOSS) ITEMS WITH NO DIFFERENCES

STATEMENT 2

INCOME INCOME
(LOSS) (LOSS)
PER INCOME PER TAX
DESCRIPTION STATEMENT RETURIT
FOREIGHN EXCHANGE GAIN OR LOSS -12,500. -12,500.
RETURNS & ALLOWANCES, M-3 DETAIL -3955163. -3955163.
SALES 73955163. 73955163.
TOTAL TO SCHEDULE M-3, PART II, LINE 28 69987500. 69987500.

SCHEDULE M-3
ITEMS WITH IMNO DIFFERENCES

OTHER INCOME (LOSS) AND EXPENSE / DEDUCTION

STATEMENT 3

PER INCOME PER TAX

DESCRIPTION STATEMENT RETURI
OTHER INCOME (LOSS) 69987500. 69987500.
OTHER EXPEMSE / DEDUCTION -6642021. -6642021.
TOTAL TO SCHEDULE M-3, PART II, LIMNE 28 63345479. 63345479.

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.

1 -Income

*NA T120-RIC #NA Z0-FSC/PC/L/POL/DISC/H @ NIA 1120-REM * Schedule M-3 {1120/ F/PC /L) Only

1120-C Only * Other Permanent Differences (1120-F Only)

Book
Temporary Permanent (See -3
Difference  Difference Help) Code
Amount xx = = 2 Prior Year

1 Grozs=s receiptz or gross zales * # @52 | | | |

Less returns and allowances | | | | |

3 (@

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

e 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 IlI

e 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 Il

e Theresultis $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 Ill 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 I, Line 28 if
there are no differences, or on Schedule M-3, Part Ill, 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 Ill, 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.

¥ Group and Subgroup Classifications

Groups Subgroups

Index Crescription SecClaz|t3 Opt| Send to Tax Iridex Diescription AccClazg| b3 Opt Sendto Tax
Salariez and wages Tes - 1305 |Salaries and Wages es
1 Yes /v 1310 |Deferred Compenzati DC Yes
es B fu 52wl o] o)) Yes

Page | 17 ..
B

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.

Schedule M-3 Detail

[Setect | [ import || Export | / BIE; 10f 8 [ 2dd | Delete || nsert |
-3 **
Inter
Temporary|Permanent| Book {See! est
Description Amount Daff ** Daff Help) ** Type |Code| Prior Year
SALARIES AND |SAL 6,092, 753-100,000 0&,192.75
DEFERRED COMHSAL Loo, 000 -=5.000 0  505.000DC
INTEREST — LEINT 11,346 FUR
INTEREST — OQTINT 146,691 —10.000 0 15%6.691
| ojs. 750, 796115 . 00| Ofs, B854, 450 o

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.

U._S. Corporation Income Tax Return SME N 1845012
Fam 1 1 20 For calendar year 2008 or tax year
Depakment cFthe Treasury beginning - ending 2008
Inkemal Revenue Serve e
& Checkif: Dse Mame B Employer ilentifcaon nu mksr
T R C_ljms H & H UC MANUFACTURTING 74-4444444
nh R, |:| m‘,ﬁ Mumber, street, and room or suite no. Ifa P.0. box, seeinstruci ons. G oatemcopontea
e e TR wise, 1234 H & H LANE
St ] E:Itr}‘,pe_ City or town, state, and ZIP code D rotalassets isee mstuchions)
WA ANYWHERE A7 87010 $ 27,825,517,
E Checkif: (1) |initiairstum @) | Fralreturn (33 | Mamechange (4] | Addess change
1aaross receipts o saks | ?5 . 095 . 558 u| bBLess returns and allowan ces | 3 . 955 . 163 = | Bal b‘ 1c ?1 . 140 . 395 .
2 Costofgoodssold (Schedule &, ine ) ... |2] 47,089,63Y3,
8 Gross profit. Subtractline 21r0m Kne & | |8 44,051,022,
4 Dinidends [Schedule C Enel9] 4
o | B Interst 5 150,000.
E § Gross rents e e e e |8
E |7 BRss oAl es e LT
8 Capital gain netincome fattach Schedule D (Fomn 112001 ] A5 ,000.
9 Metgain or (loss) from Fomn 4797, Part 1, Ene 17 (attach Fom 797 ) 9
10 Otherineame e SenedU ) 10 353,375,
11 Tobalimcome. Add ines Strough 10 oo | 11 24,578,397,
E 12 Compersation of officers (Schedule B e 4] e e - 12
2 [ 13 Salaries and wages [less employment credts) W 6,593 789,

Form 1120, line 13
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Part lll | Reconciliation of Net Income (Loss) per Income Statement of heoludible Corporations With Taxahle
Income per Beturn - Expensef/Deduction Itens

(a) ] (e] (d]
- Expenseper Tempomry Permanent Deduction per
Expense /Deduction fems Incormn e S &ternent Difference Oifference Tax Return
18 Deferred compersation »  505,000. -5,000. 500,000.

19 Chartable cortributi on of cash and tangible
BEOBEEEY oo e e 3%5,000. 375,000.

20 chantable ¢ onmibubion o inkangible property

Shantakle © onibukion
21 it warrgRaraand

22 Domestic producionactvities deducion . .
23 Cumrent wear acquisition or reorganizat on
inwestment bankngfees oL
24 Cumrent year acquisition or rearganizati on legal and
accountng fees

SUrTENE e ar 3CqUIsNGN
2 recrcpmzabion other costs |

26 Amoriizationimpd ment of goodwdll
27 Amortization of acquisition, eorganization, and
stat-upcosts
Sther a merazation of 100 OOD 1C|C| OOO
.. [} = ¥ »

m ||l||?.'||||f|?||t
Sechon 198 e
2 remediation co

O Depletion

-

H1 Deprecati on 400,000. 100,000. 500,000.
32 Bad debt experse 350,000, 350,000.
33 corporate owned bR msurance premums
# Purchase versus lease [for purchasers andfor
95 Other expensefdeduction iterrs with differences

EHachschedule) = = ——————— £ ,7193,759, -100,000. 6,092,759,
36 Total expersefdeduct oniterns. Combine | nes 1

through 35. Enter here and on Part I, Ene 27,

reporting positive amounts as negative and

negativeamourts as positive 12,082,797, —20,000. =-3,222,000. 8,840,797,
Iy, Schedule M-3 [Form 1120) 2005

Schedule M-3, Part lll, lines 18 and 35

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

SCHEDULE M-3 OTHER EXPENSE/DEDUCTION ITEMS WITH DIFFERENCES STATEMENT 1
DESCRIPTION
EXPENSE/ EXPENSE/
DEDUCTION DEDUCTION
PER INCOME TEMPORARY PERMANENT PER TAX
STATEMENT DIFFERENCE DIFFERENCE RETURN
SALARIES AND WAGES
6,192,759. -100,000. 0. 6,092,759.

TOTAL TO M-3, PART III, LINME 35 6,192,759. -100,000. 0. 6,092,759.

Schedule M-3 Statement Detail
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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 Book Amount
Tax Amount Output Book Amount Output
Schedule M-3, Schedule M-3,
Other Part lll, Line 31 Part lll, Line 31,
Depreciation $500,000 Column (d) $400,000 Column (a)
Form 8916-A, Form 8916-A,
COGS Line 6, Column Line 6, Column
Depreciation 100,000 (d) 85,112 (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 11208S).

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

1 - Book Amounts for Automatic Adjustments (Schedule M-1/M-3)

Amount
Gain (loz=) on dizposition of agsets 25.000
Amortization 100,000

3 Depreciation > 485,112

Depletion (MAA 1120-RIC / REM)

Bad debt expenze 350,000

State taxes

City / local taxes

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 11208, Interview Form A-2, Box 101 for Form
1065).
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3 - Cost of Goods Sold

P& 11 20-RIC FREIT SPCLIPOL S H * Overrides Form 8916-4 Detail (See Help) ** Schedule W
11120-C Cnly
Book
Temporary Permanent {See
Difference Difference Help)
Amount " " n

Additional Section 2534 costs
depreciation | | | |

Depreciation - override i i i i » oo, 11z

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 |, column (b) (Interview Forms DP-1, DP-5, or A-2, as an
override).

o 891 B_A Supplemental Attachment to Schedule M-3 Sl e
2008
peparent oFthe Tieasuy e Aittach to § chiedule MG for Form 1065, 1120,1120-L, 1120-PC, or 11205
Mame of common parent Employes identificalion mimber
H & H UC MANUFACTURING 744444444
Name of subsidany Emploves identificaion mimber
[Part | | Cost of Goods Sokd
C ost of Goods Sold Hems Expe!‘g?e per Ten%grary Pa'r%]nem Dedug‘gu]n per
Income Statement Lifference Lifferance Tax Betirn
1 Amounts atibutableto st flos assumplions
2 Amourts attributableto:
a Stock opfion ewpense ...
b Other equity based compensation ...
¢ Meak and entertainment .
d Parachute myments L
e Compersationwith section 162[m) imitation
f Pendonand profitshaing .. ... .. ...
g Other pest-retirement benefitse
h Deferred compersation ... . ..
i Section 195 emd ronmental rernedati on costs
§oAmortization L
k Depletion .
| Deprediafion T oo > 85,112. 14,888. 100,000.

Form 8916-A, line 2|
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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; (5485,112 — 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).

Part lll | Reconciliation of Net Income (Lozs) per Income Statement of heludible Corporations With Taxable
Income per Return - Expens e/Deduction Kems (sesinstruci ons)

m o ot ake owned IR Insuranc & [Premms
M Purchase wersus lease [for purchases andfor
lesss e |

[attachschedule) | .. ...
through 35, Enter here and an Part 11, Fne 27,

reporting positive amounts as negative and
neativean ourts as positive

31 Depreciafion — oo

32 Bad debt esperese

3 Other expensefdeduction iters with differences

36 Total expersefdeducd oniters. Combine i nes 1

LLyu

Schedule M-3 Part ll; line 31

E ) T o P o t Ded E:gl
. HPENE & per BN PRy ST v eduction per
Expense,Deduction ttems Income S atement Difference Oifference Tax Return
» 400,000, 100,000. 500,000.
350,000. 350,000.
6,192,759, -100,000. 6,092,759,
14,082,797, —-20,000. -3,222,000. 8,840,797,
Schedule b5 [ Fom 1190 ) 20 |
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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.

chions | Taxes | Payments/Penalties | Credits | Sch LA | Consolidated | Other Fetums | Forsign | Con
Balance Sheet ﬁ

Book Amounts [Sch, b-1/M-3)

’| 1-General and Net Income ~ ~chedule k-1
K Schedule -2
| 2 - Income (Loss) ltems v|scheduls -3

| 3 - EXpense / Deduction Items

| 4 - Other Information

"]

m

-Form 8316-A - COGS / Int Inc / Exp Items Overrides (N/A 1120-F)

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 Il or Ill 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:

e 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

e 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 Il

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

e Theresult 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 I
Page | 23 =.
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Typically, other amounts flow to Schedule M-3 Part Il, line 28, Other items without
l 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.

e 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).

2 -Income (Loss) Items
* Overrides all columns

¥ Cwerrides per income statement column

Hedging transactions *
Mark-to-market income (los=) *
Coz=t of goods =old * &

Sale versus lease *

Section 481(a) adjustments *

Unearned / deferred revenue * &

Income recoegnition frem long-term
contracts * - NiA 1120-FJ L

0D and other imputed interest =
Gain / los2 on dizposition of azsetz #
Gro=ss capital gaing from Schedule D @

Gross capital loeses from Schedule D @

Net gain / los= reported on Form 4797, line
17 @

Abandenment losses *
Worthless stock losses *

Other gain / log= on dizposition of az=setz @

Capital log= limitation / carryforward uzed

@

Other tem= with differences *

Other temz with no differences !

@ Crverrides per tax return column

I Cvverrides per income statement and tax return columns

Income {Loss) per ;;;nporary Permanent Income (Loss) per
Income Statement O:;frl;ﬁz ) Difference Tax Return
| 145,395 | | | 140, 395
| | | |
| | | |
| | | |
| | |
| | | |
| 1.100.000 | | | 1.000.000
| | | |
| | |
| | |
| | |
| | |
| | |
| | |
| | |
| | |
| | | |
69,987,500 69,987 500

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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1-Income
=N 1120-RIC #FMAAZ0-FSC/PC/L/POL/DISC/H @ N/A 1120-REM NGchedule M-2 (11200 F
P1120-C Only * Other Permanent Differences (1120-F Only)

Temporary Permanent

Difference  Difference
Amount = =

Gross receipts or gross sales"#@l 65,725,000 | | | |

Less returns and allowances |

*#@

4,900,000 | | | |

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 IlI

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 Il

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 Ill 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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3 - Expense / Deduction ltems
* Cwverrides all columns @ Overrides per ta return column

# Owerrides per income statement column 1 Overrides per income statement and tax return columns

Tempora

Income (Loss) per . 1 1y Permanent Income (Loss) per
Difference -

Income Statement - Difference Tax Return
Override

Deferred compensation * | 505,000 | | | 500,000
Charitable contribution:

Cash ! tangible property * |
Intangible property * |

Limitation / carryforward @

Domestic production activities deduction *

Current year acquizition or reerganization
fees:

Investment banking *

Legal and accounting *

Other costs =

Armortization / impairment of goodwil *

Armortization of acquisition, reorganization | | | |
and start-up costz *

Qther ameort. or impairment write-offz * | | | |

Section 198 environmental remediation | | | |
costs * & ~

Page 1 depletion ! &

Depreciation ®

Bad debt expenze *

Purchase versus lease *

Corporate owned life inzurance premiums*=|

Qther tems with differences * 6,192,759 6,092,759

Other tems with no differences !

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
l 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.

5 - Deductions
= Schedule M-3 (11207 F/PC /L)y Only * Other Permanent Differences (1120-F Only)

Book
Temporary Permanent (See -3
Difference  Difference Help) Code
Amount an - = =
Compenzation of officers - override | | | | ¥
Salaries and wages | 6,592,759 | | | |K

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

3 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

h . . . . ey .
) includes adding or removing new Business Entities, Rental Properties and Farm
b Properties. Click on the correct worksheet at the bottom of the spreadsheet to add or
remove each item.
E13 v i f:'r| Select Grouping List
A B [ D E G H J Q P Q [
1 E
2 Add or Remove Tax Group Utility
3 INSTRUCTIONS:
IMPORTANT: This utility provides the ability for you to add or remove groups from a selected 2005 or later ProSystem fix Tax
grouping list. You may want to remove groups that do not have a balance to transfer to the tax return. Or. you may want to add
back groups that were previously removed. You may also want to increase the number of property groups to be able to transfer all
property balances to the tax return.
NOTE: If you select to remove a group. the associated subgroups will also be removed. Any detail accounts assigned to the
4 removed group / subgroup will be unassigned.
5
1. Retrieve trial balance data
The utility must be launched within the same instance of Excel as the open trial balance. Therefore, if you are using dual
monitors, uncheck the "Launch separate instances of Excel {Dual monitors)” option in the ProSystem fix Engagement Options
dialog. Open the current editor copy of the trial balance in Prosystem fx Engagement. Only one trial balance can be open at a
6 time. After the trial balance is open, select the Retrieve Trial Balance Data button.
7
3 Fetrieve Trial Balance Data
9
10 2. Select tax grouping list
11 Select the tax grouping list to be modified. Click "Select Grouping List" to view the grouping list available for update.
12
13 Grouping List-  [[Select Grouping List |~
14
3. Select account classification assignment option
Groups that are added to the selected tax grouping list can be assigned a system-defined account classification (See Account
Classification column of Tax Grouping List worksheet). The system-defined account classifications are Current Assets (CA), Non-
Current Acaste (NAY Corrent |ishilitiss (G111 Man-Current |ishilitiss (M) Favite (FOY Revsnuss (REVY Cnet of Salas (COS) E
M 4 » M| Process .~ Rental Properties Farm Properties Business Entities Tax Grouping List .~ #J [ I 0

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

3 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.

Appendix - Engagement Add or Remove Tax Group Utility ..
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Account Groupings

Trial Balance and Grouping List Period and balance type

|H&H j |Cunent j

|2DD? C-Corp-ProSystem fx Tax 1 j DOptionz |Federa| Tax Balance j
Account and Description Filters Groups and Subgroups:

| [ MAMA Inclloss) equity fron corps-Book
[ MADE Inclloss) equity fran corps-Temp
23 MAMNC Inc(loss) equity frgn corps-Perm

|

Acoount | Description

[ MA0ZE Gross frgn div not prev tas-Temp

[ MA02C Gross frgn div nat prev taw-Perm

270 M302D Gross frgn div mot prey tas-Tax(0vrd)

L3 M3I03B Subpart FOEF ine. incl.-Temp[0vid)

[Z3 M3I03C Subpart FOEF ine. incl-Pemrml0vid)

[ M3I030 Subpart FLOEF inc. inel-Tax{0wrd)

[ M3I04E Section 78 gross up-Temp

[ MAD4C Section 78 gross up-Perm

[ MAD4D Section 78 gross up-Tax(Owvrd]

270 M3I05 Gross frgn distr prev tased-Book(Ovid) v

3 | 3

<
Add Account Advanced Expand ‘ Collapse ‘

Ungrouped Accounts:0

8w

|

Cloze ‘ Help |

Account Groupings
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