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

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 Il.

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 Il.

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 M ame

E xport
To zelect a standard Tax Grouping List, click on the
Import button and navigate to the T ax folder. Ioport

Name ID_|5chM-3
Trial Balance - Baszic & T w
| zad and Sub Lead 1. T t
2007 C-Corp-FroSystem fx Tax 1 3 m
Tax Basic - il

Grouping List Options
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.. Preparing Schedule M-3 ProSystem #x 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 |Z|[E|E

Trial Balance Joumal entry info

| j Tupe: IFederaI Tax Journal Entries LJ

Account and description filters i 2

| | Diescription: Scrap Income Book to Tax Difference
# | Dezcriphion ~
0071-2000010-007  Cagh in bank. /P Reference: |8200.03
001-2000010-002  Cash in bank. |
001-2000010-003  Cash in Bank — -
001-2000050-001 Cazh in bank - Papral H Diescription Credit -
001-20000580-002  Cash in bank - Payroll I Ry | Clther income 10,000.00° ooo T

0071 -2000050-003  Cash in bank - Payroll 10710 Scrap Income Book to Tax Adj | 0.00]  10,000.00 | HA8
001-2000090-001  Petty cash I | 0.00] 0.00] |
0071-2000090-002  Petty cash

0071-2000030-003  Petty cash

001-2100010-001  Shart-term investments
001-2100010-002  Short-term investmeants
0071-2100010-003  Short-term investments w

A S o nee

Add Account

7 ] Tatal: | |
" Do not include in roll fongard .
L. Difference: | |
f* Recuring journal entry
|7_ CI'?E” amaunts Bemave JE Line | Save andMew | Save and Close I Cancel I Help
(" Reversing journal ettry

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 Il.

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

.. Page | 2
O




O
PmSmem x Tax Prepaﬂng_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
|H3‘H ﬂ Current j
|EDDB C-Corp-PraSystern b Tasx 1 ﬂ Options
Account and Descrption Filkers roups and Subgroups:
El-£3 10 Other income P

E-239 10.01 Accrual to Cazh Adjustrment
[# 001-5500050-001
| come
[# 001-6500010-007 Scrap Income
B 001-6500010-002 Scrap Income
B4 0o1-6500010-003 Scrap Income
=3 10.50 Foreign Exchange Gain or Loss
B4 0o1-6800050-003 Fareigh exchange gain or
3 10.01 Monbusiness % - Fecapture 179
(3 10,02 Nonbusiness % - Fecapture 280F
(23 10.03 Ordinary income from passthrough entities - oy
[ 10,04 Farm income - overide

Account | Dezcriphion .
nterest inconme

13

23 12 Compenzation of officers - override w
< > i >
Add Account J Advanced Expand | Collapze |
Ungrouped Accounts: v Calculate Sum =$(315,875.00] Close | 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
[Zelect | [ Import ][ Export | BIE] 10f [ add ][ Detete ][ Insert |
Patron- -3
age !/ Temporary|Permanent| Book (See || Typ4
Description Other * | Total Amount Diff ** Dviff Help) ** " Prior Year
ACCRETAL ToO CASH ADJU E0.000 AC
SCRAP INCOME 315,875 10,000 0 325,879
FOREIGH EXCHANGE GAT —12.500
— O
| 0f 353,375 -10,000| o] 325.87% o

Income Deductions > Business > Other Income
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.. Preparing Schedule M-3 ProSystem #x 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.”

[ Cther Inc ¢
Other incam Al
SP Subpart F. QEF & similar inc inclusions
Go Gross foreign distributions prey taxed
RT Items relating to reportable transaction
AL ey ] b cah adiustment
HT Hedging transactions
bk M ark-to-market income [lozs]
SL Sale versus leaze
SA Section 481(a) adjustments
MR Uneamned/deferred revenue
LT Inc recognition fm long-term contracts
ol Orig issue disc/other imputed interest
FD Domestic parthership
FF Foreign partnership
FT Other pazsthrough entities
b Exclude
Form 1120-F anly
DS Substitute dividend papments received
15 Substitute interest payments received
IE Other interest equivalents
FC Fee and commizssion income
MD M ark-to-market subject ta sec. 475(d)(3)
ME M ark-to-market subject to sec. 475(e)
MF M ark-to-market subject to sec. 475[f
GT Gain [lozz] from certain 988 tranzaction
G Interest from global securities dealing
DG Dividends from global zecurities dealing
GG Gaing [lozzes] from global securities
EC ECI from foreign banks not on U5, books
- Cancel J Search Help J

Other Income Code for M-3
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Preparing Schedule M-3 | ..

Schedule M-3, Part ll, Line 25

|M| Reconciliation of Net Income {Loss) per Income Staterment of ncludible Corporations With
Taxable Income per Return [zeeinstructions)
Income [ Logs)Hems (al ] (c) ()
['ﬁ'ttach Sd‘IBdLHB'S fDr |II'IB'S 1 thruugh 8] IIIII':OIiM'|_|_.\'.\':-'.-I||:II!'IIr 'If:lﬂ::ﬁlll.'ll:' Permanent |II':OTI‘|19'|§L\'.::-I".I:|:-H

» [I'j:e;il.tuluellnznim": withdiffeences Gachschy o oL I 3 2 5 ] 8 ? 5 = _10 ] D D D = 3 15 ] 8 ?5|-
26 Total income (loss] Bems. Combine ines i through2s | —45 478415, -149,888. 45408103
27 Totdl expensededudion items [from Part |11, ling 35] -120827597. 20,000. 3,222,000. -8,840,797 |
28 Otheritems with no differences ... ... 53,345,4?9. 63,345,4?9.
293 e arowps, ses insmuctions A0 ehers, combin ines 26thromh 28 5 ] 984 ] 467, -10% ] g88. 3 ] 444 ] aon. 8 ] 086 ] 579,

b PCinsurance subgroup reconciliaton totak .

¢ Lifeinsurance subgroup recond fation tokls .

30 Reconcilialion totals. Comtine Ines 25 through Z3¢ 5,984,487, -109,888. 3,322,000. 9,055,575,

Mote. Line 30, colurin fa], riust equal the armount on Part |, Ened1, and column [d] must egual Fom 1120, mged ine 55,

L Schedule W-3 (Form 11201 2008

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 DIFFERELNCE RETURN
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.
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GIL Bridge and Dynalink - Options ﬁ"

- E xisting Returns |

r Irnport options |

M Impart identification information [name, address, etc.)

M Import beginning balance sheet data

M Import beginning irventory data [COGS]

M Irmport beginning &84, 044, LTI data [S Corporation)

¥ Irnpart state and city baxes data [C Corporation, S Carporation]

r Schedule M-3 options [C Corporation, 5 Corporation, Parw
r Schedule M-3 impaort options | /
¥ Import Schedule t-3 book amuuntsl

D0 NOT impart Schedule M-3 differences

r Schedule -3 data removal options |

Choose a method for removing exizting -3 amountz when the impark
nio longer containg corespanding k-3 data far a tax line.
[terporary difference, permanent difference, book)

W Bemove existing M-3 valuesz bazed on the M-3 import options selected
™ Remove existing M-3 values from all M-3 fields

MOTE: Ewsizting walues for tax lines that no longer have balances in
the accaunting spsten will have to be removed mariually.

] J Cancel J SaveQefaultJ 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.

o 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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%> Journal Entry Detail

i~ Trial Balance 1 —Journal entry info

| Ii-i:&i-i j ‘ Type: IFedelaI Tax Journal Entries :_J

—docount and description filkers det I-DDDE

] | Diescription: Scrap Income Book to Tax Difference
# i Description i ~
001-6700015-003  Prowvigion for state income taxes WP Reference: IBEDD. 0z
001-6700020-001  Prowision for income taxes - deferred |
001-6700020-002  Provigion for income taxes - deferred — - -
001-6700020-003  Provizion for income taxes - deferred | 4 ! Description l Debit l Credit l M?J
A05.01 COGS Depr. Overide 007 -E500010-0C | Scrap Income a
M105.05 Pension & Profit Sharing Book to T... Scrap Income Book to Tax Ad 10,000.00 M2
110510 Salaries and "wages Book-Tax Adj...
M105.15 Deferred Compensation Book-Tas .
110520 Interest Expense Book-Tax Adjust...
11 Contract Book-T ax &djustment
107,10 Scrap Incom to Taxad] =
M107.15 Hedging Transaction Book-Tax Adj.. o
Add Account | Y
Toatal 10 000,00 10.000.00
¢~ Do not include in roll forward -oa I HLE "I'I'II St
N Difference: I |
(+ Recuming journal enty
]7_ Cln?ar amounts Bemaove JE Line | Save and New | Save and Close I Cancel | Help

" Rewersing journal entry

Journal Entry Detail

Account Groupings

— Trial Balance and Grouping List—————————————— i~ Period and balance twpe

!H&H _"J lEurrent _"j
iEEIEIE C-Corp-ProSystem fx Tax 1 :j DOptions ! lFederaI Tax Balance _;j

[~ Account and Description Filkers—————————————— Groups and Sphbgroups:

il I [ M08k Depreciation - overide -~
[ M1058E Contrbutions in excess of limitations - overrids
B3 M105E Meal: and entertainment adjustmant - averrid
[ T4 . 720.85 Travel and Entertainment
El-£3 M107|Income Fecorded on Books MOT Included in
Bl 3 M]07.01 Income on Books not on Tax Return
rfliM'l 07.05 LT Contract Book-T a@ Adjustrent
k10710 EQITE o Tax ad
107,15 Hedging Tranzachion Book-Tax &dy—
M107.82 Taw-Exempt [0t Mon-Rezident St

Account l Description

RMI107.01 Tax exempt interest - averride
[ M107.02 Gain [losz] on dizposition of assets - overnid

=3 M108 Deductions on thiz Feturn NOT Charged Agai
» /

EZ3 M108.01 Deduct in Retum not on Books .
< ¢ | 3
ol L i) B =
Add Account ’ Advanced I Expand J Collapze I

Ungrouped Accountz: 0 v Calculate Sum =$(10,000.00)

Cloze I Help

Account Groupings

Page | 7 ..
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ProSystem #x Tax

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

-~ i
E16 - ﬁr| =ROUND(TBLink("H&H","F TAX[8]","M107","18"."1"),0)
A B cC D E F G H al K L ]
1 H & H UC Manufacturing L T AT E
2 Book-to-Tax Reconciliation S 0 INE LD Sown
3 December 31, 2008 The Tatal shn_wn may vary frnm the linked value in the warkpaper as a res_ult of frazen
2 Engagement links or the inclusion of operators other than + and non-TE Link formulas.
5 WpP
5 Ref 2008 =ROUNDITELink["HEH" "FTA[9]" "M 107" 18,10
7
8 Book Income per Trial Balance Database %8200.03 5,984 467
19[] Schedule M Adi ) | TEB Mame | Accnunt/ Description | Balance Tupe | Amount |
11 Depreciation for books 5200.03 485,112
12 Depreciation & Amortization for tax (600,000)
13 Charitable Contributions 375.000
14 Meals and Entertainment (50%) 368.000
15 Federal Tax Provision
16 Income on Books not in Return %200.02
17 Expenses on Books not in Return %200.02
18
19 Total Adjustments
20
21 Taxable Income before Charitable
22 Contributions Adjustment 9.471.579
23
24 Charitable Contributions Allowable Deduction 375.000
25
26 Taxable Income § 9096579
27 Close: Help
28

Book-to-Tax Reconciliation Workpaper

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

Part Il | Reconciliation of Net Income (Losz) per Income Statement of heludible Corlporations With

Taxable Income per Return [secinstruciions)

Income [ Loss | ltems
[Attach schedules for lines 1 through17)

20 Mherinceme Qosshitans vith differenc es Gtachsch)

25 Total income (loss)Rems. Combing ines 1 through 25

27 Total expense/dedudion tems [from FPart 1, line 35]

& Otheritemns with no differences

293 Lised grows, se2 instuctions, A ohers, combing Eies 26 hrouh 23

b PCinsurance subgroup recondliation totaks

T f T I.iUII L1 5 1 1 R
30 Reconciliaion tokals. Comnbine ines 2% through 29¢

(a) L] (e} (d)
I oms Stat ment i renes Cimncs " et

__________________ 345,875, -10,000. 315,875
-452478215. -12% ,888. -45408103 |
-12082797. 20,000. 3,222,000.) -8,840,797
63,345,475, 63,345,475 ]
5,984,467, -10%,888. 35,2422,000.] 9,096,599,

........... N
5,984,467, -109,888.] 3,232,000. 9,096,579]

Mote. lines0, colurmn [a], must equal the amount on Partl, ine11, and column [d] must equal Fam 1120, page , ine 25,

i,

Schedude b-3 [Form 1120) N0

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

Preparing Schedule M-3 | ..

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

Account and description filkers

| |

i ] Description

001 -6500050-003
001-6600010-001
007 -5R0001 0-002
001-6600010-003
007 -5R00050-003
0071 -6600060-001
001-6700010-001
001-67000710-002
001-6700010-003
00 -&'7 0001 5-001
001-6700015-002
001-6700015-003

nnnnnnnnnnnnn

Interest income

Interest expense

|nterest expense

Interest expense

Foreign exchange gain or lozs
Penzion expenze

Provizion for Federal income tares
Provizion for Federal income tases
Provizion for Federal income tases
Provigion for state income takes
Provizion for state income taxes
Pravizion for state income taxes

)

Journal entry info

Type: IFederaI Tax Journal Entries l]
JE #: aoo
Description; Peszion and Profit Sharing Book to Tax
Difference
WP Reference:  |8200.03
Description | Debi Cedt [ M3 |
5.000.00 0.00 | M./ .

Add Account
" Do not include in roll foruf/

(* Recuring journal entry
[ Clzar amounts
" Reversing journal entry

Tatal:

Difference:

Bemove JE Line | Save andMew | Save and Cloze | Cancel I

I

|

Help

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 lll.

Page | 9 ..
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.. Preparing Schedule M-3 ProSystem #x Tax

- Trial Balance and Grouping List————————— — Period and balance type
IH&H ;l Il:urrent _vJ
i2DDB C-Corp-ProSystem fx Tax 1 ;! Options I IFederaI Tax Balance _"]
/
[ Account and Description Filters——————————————— ﬁmupa and Subagraups: ,
| | (3 214 Depletion(Book Amt-Auta Adj) ~
— 21 22 Advertizing
iocount | Descrption B2 2201 Advettising, M-3 Detail
n; profit-zharing; etc. i
[ 001-6600060-001 Pension ERpENZE
21 24 Employes benefit programs
@ [C3 24.01 Other post-retirement benefits
/‘ [ 24.02 Employes Benefits, M-3 Detail
l E-E3 26 Other deductions
h E-3 26,20 Shipping Expenses
B 001-B200020-001 Shipping expenzes
[ o01-5200020-002 Shipping expenzes
[ oo1-s5200020-003 Shipping expenzes
E 4= 26.25 Insurance Expense o
< | e et _| 3
Add Account i '/ Advanced I Expand l Collapze I
\4
Ungrouped Accountz:0 v Calculate Sum =$147.000.00 Close l Help I

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 (11200 F ¢ PC /L) Onhy * Other Permanent Differences (1120-F Only)

Book
Temporary Permanent (See -3
Difference  Difference Help) Code
Amount = E - = Prior Year
Advertizing | | |

Emploves benefit programs

| |

Pension and profit =haring plans I 1-'17",EIEID| —E,EIEIEII DI 152.000 120.000.
| |
|

Other poat-retirement benefitz

Income Deductions > Business > Deductions

.. Page | 10
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Part lll | Reconciliation of Met Income (Losz) per Income Statement of heludible Corporations With Tanable
Income per Return - Bpense/Deduction temes

(a) ) (c) (d)
_ Expense per Temporary Permanent Deduction per
Expense /Deduction fems Income 5 ftem ent Difference Lifference Tax Feturn
16 Pensionand profitshafng 152,000. -5,000. 147,000.
17 _Other post-refirernent benefits

Schedule M-3, Part lll, 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 Il 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
=NLA 1120-RIC #FMNA 120-FSC/PC/L/POL/DISCIH @ MiA 1120-REM = Schedule M-3 (11207 F 4
T1120-C Onky * Other Permanent Differences (1120-F Onby)
Book
Temporary Permanent [See M-3
Difference  Difference Help) Code
Amount = = = E
1 Gross receipts or gross Eﬂl&a’#@l 75,095,558 | | 7rOoooooo0 b
Les= returne and allowances [BElEallE de for k-3

¥ @
Enies proh S Coeaie = # Other income [|CISS].Ih.3I'I'|S. D ?fault].
> : 5P Subpart F, QEF & zimilar inc incluzsions
Dividends - override GD Grosg foreign distibutions prev tased
Interest on U.5. obligations - RT Iterns relating to reportable transaction
override AC Accrual to cazh adjustment
— ; . HT Hedging tranzactions
ErIniSrest - pvernds bk tark-to-market income (loss)
Gross rents - override @ SL S ale versus lease
Gross rovalties - override S Section 451(a] adjustments
e ——— MR Llnealnedf".c!efened Tevenue
] ) LT Inc recognition friv lang-term contracts
Form 4757 gain (loss) - override u]l Orig izzue dizc/other imputed interest
Farm income - override FD Diomestic parthership
o . - - - FPF Foreign partnership
rdinary income from pazsthroug .
entities - override PT Other pazsthrough entities
ks 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 DIFFEREENCE DIFFEFEENCE RETUEN
INET RECEIPTS OR ;;;;;\\\\\\\‘
| 77.000,000. -1,904,442. 0. 75,095,558.

SCRAFP INCOME

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

TOTAL TO M-3, PART II, LINE 25 77,325,875. -1,914,6442. 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 ||

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 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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¥ Group and Subgroup Classifications

Groups Subgroups
Index Description Accllazs |RatioClasz M3 Opt 1 Index D ezcription AccClazz |tioQ. M3 OptflSend to Tax
01 Gross receipts or gross sales 014 055 S ales s
i 014.01 Gros cei z. M-3 Detail 014.70|LT Contract LT =
Less returns and allowances 014.15|Hedging Tranzaction HT 3

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 / \
[setect | [ import ][ Export | / (K][<] 4 of N_Add_.[ Delete || Insert |
M-3
Return] Other Temporary|Permanent| Book (See ||Type
Description Type Perm Diff *|  Amount Diff ** Diff ** Help} ** " Prior Year
SALES GRS 73,955,163
LT CONTRACT GRS 1.000,.000-100, 000 01,100, 004LT
HEDGING TRANSAQGRS 140,395 -5.000 O 145, 399HT
RETURNS & ATLOWRETH 3,955,163
| 079,050, 721105, 000| ojL. 245, 395 | i

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.

CE Hlo.d B48-01 22

2008

Famn 1 1 20 For calendar year 2008 or tax year

U.S. Corporation Income Tax Return /

Depamment afthe Treasure beginning Lending
Intemal Revenue Zervce /
A Checkif: \ Marne / B Empioyer identincaion nu mier
T H & H UC MANUFACTURING 74-4444444
Ahlt'l:lrgeglorryt'm"(?- e Momber, street, and room or suite no. 1fa P.0O. box, seeinstroci ons. / G patemcoponta
A 1234 H & H LANE
3 I;:':?"":‘:::;gce <O I:I ler urtown, state, and ZIP code / D Totalassets (e st ction s
R ANYWHERE A7 8710 $ 27,825,517,
E_Checkit (1) inifialretum @) | Frelreturn (33 ] Mame change ° (03[ ] pad [ge
3,955,163 [c bt | 1c 71,140, 395,

| 75 ' [TE) ' 558 -| by Les s returns and allowan ces
Form 1120 lines 1a, 1b, and 1c

1@aross receipts ar saks
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Taxahle Income per Return [sesinstructions)

Part Il | Reconciliation of Net Income (Lozz) per Income Statement of lheludible Corporationz With

13
14
15
16
17
18
19
20
2
b.rd

-

=

o

e
f

a
24

2
26
25
Fai

b

293 [ived arowps,

¢ Lifeinsurance subgroup recondfation tokls

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

Interestincome [attach Form 2916-4)
Totalacorual to cash adjustrent L.

Hedging trarsactiors T ...
Mark-to-market income [Ioss] s
Cost of goods sald [attach Form 891 E—.ﬁ.]

Sale wersus lease For selers anclor lessarsy

Section 431(a) ad ustments
Uneamed'deferred revenue

Income rec ogmibion Froom lon g
term conbracks | .

crignal 1ssue AiSESURE and
obher imputech mberast

23a Income staternent gajn.l’lnss an sale exchange

abandonrnent, worthlessness, or other disposition of
assets otherthaninventoryand pass-through entities
Gross capifl gains from Schedule O, excludng
amounts from pass-through entities ... ...
Gross capitl losses from S chedule D, exclud ng
amounts from pass-through entifies, abandonment
losses, and worthless stock losses

MNet gai nfloss reparted an Form 4797, I|ne1 ?
excluding arnounts frorn pass-through entities,
abandonrnent losses, and worthless stock losses
Sbandonment losses
Warthless stock losses [attach debiks)

Eher aam loss on dis) spos Ihon of asseks okher tan nv tlltol

capatal | mikaban ancd
carrgforvari used |

herincome osshitems with diffeences tachschy oL L
Total income [loss] dems. Combine ines 1 through 25
Total expensededudion items (from Part 11, line 35]
Otheritems wath no differences . 7. ... ...
sesinstucions A others, combine Enes 26 throwh 28
PCinsurance subgroup reconcliaiion totaks

Reconciliaion tokals. Combine ines 2% through 23c

(al L] (cl (d
Income Lo sy per Te mp o ry Perman ent Income Loss | per
Income Skake ment Coiffe ren ce CufFere nce Tax Fekurn
150,000. 150,000,
50,000. 50,000.
> 145, 385, =-5,000. 140,395,
(47,074,485 —14,888. (47,089,373
1,100,000. -100,000. 1,000,000.
25,000, -45,000.
45,000, 45,000.
345,875, -10,000. 315,875,
-45478415. -125 ,888. -45408105.
-14082787. 20,000, 35,242,000.] -8,840,797.
63,345,479, 63,345,479,
5,584,467, -10% ,888. 35,2242,000.] 9,096,579.
5,584,467, -10%9,888. 5,242,000.] 9,096,579,

Hote_ line30, column [a), must equal the armount on Part |, ine11, and colurnn [d)] rogst equal Forrn 1120, paged |, ine 23,

Jua,

Schedule M-3 [Form 1120] 2008

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

SCHEDULE M-3

OTHER INCOME (LOSS) ITEMS WITH MO DIFFERENCES

STATEMENT 2

INCOME INCOME
(LOSS) (LOSS)
PER INCOME PER TAX
DESCRIPTION STATEMENT RETURIT
FOREIGI EXCHANGE GAIIN 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 MO DIFFERENCES

OTHER INCOME (LOSS) AND EXPENSE / DEDUCTION

STATEMENT 3

PER INCOME PER TAX

DESCRIPTION STATEMENT RETURIT
OTHER INCOME (LOSS) 69987500. 69987500.
OTHER EXPENSE / DEDUCTION -6642021. -6642021.
TOTAL TO SCHEDULE M-3, PART II, LINE 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
* NJA 1120-RIC # Ni& 1120-FSC/PC/L/POL/DISCIH @ WA 1120-REM * Schedule M-3 {1120/ F/PC /L) Only
1120-C Onby * Other Permanent Differences (1120-F Only)
Book
Temporary Permanent [See M-3
Difference  Difference Help) Code
Amount = kN - ™

i

1 Gross receiptz or gross =ales * # @[=2 | | |

Lezs returns and allowances | | | |

3 (@

Prior Year

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 lll 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.

i

M-3 Type

Leave the M-3 Type “blank” for Salaries and Wages reported on Schedule M-3, Part Il, Line 28 if
there are no differences, or on Schedule M-3, Part lll, 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 lll, 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 Description SecClas:|M3 Opt| Send to Tax Index Description AccClasga M3 Opt Send ta Tax
13 Salariez and wages Tes - 1305 | Salares andwages Tes
1301 i i Yes LY | [1310 | Defered Compensat DL |[es

fd 1302 - ‘a5 ED G ez

Engagement > Account Groupings > Advanced

Page | 17 ..
=
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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.

5

chedule M-3 Detail

[

BE)

Select ] [ Imppart ][ Expott ]

S

[ 2dd |[Deete || Inzert |

M- "
er Inter
Returngferm Diff Temporary|Permanent| Book {Se est
Description Type & Amount Diff ** Diff ** Help} **  [Typel|Code| Prior Year
SALARIES AND |SAL 6,.092,759-100, 000 06,192, 75
_DEFERRED COMRSAL 00,000 -5,000 0 505, 0004DC
IHNTEEEST — LEIHT 11,346 FUR
INTEEEST — OTIHT 146,691 —10,000 0 156,691
| O, 750, 796115, 000 Ofs. 854, 450 0

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 DUE N 18450123
Form 1 120 For calendar year 2008 or tax year
Department afthe Treasury thﬂﬂ-“g N ending 2008
Intemal Revenue SErve e
& Checkif: Use Marne B Empioyer ientiicabion nu mbe
T e || IRS H & H UC MANUFACTURING J4-4444444
nh ke TEUT e I:l '[?ﬁ':','_ Number, street, and room or suite no. fa P.0O. box, seeinstruci ons. G oate mcomanted
T OREERAMIRID. ]| wise, 1234 H & H LANE
v I ﬂ:'{,‘,,,e_ City or toven, state, and ZIP code D rotalassets is e mstruchions)
L 2 ANYWHERE AZ 87010 $ 27,825 517,
E Checkit (1) initalretum 23 | Fralreturn (33 |Wame change (43 |addrees change
1@Gross receips or saks | ?5 . D95 . 558 -| b Les s returns and allowances | 3 . 955 . 163 « | Bal h’ 1c ?l . 140 . 395 .
2 Costofgoodssold (Sehedule S NE Bl L e e e e 47,089, 3%3,
3 Gross profit Subtract ine 2 Irom Ene TG 24 ' 081 f N2d.
4 Dividends [Schedule G, inel13)
o F oImterst 150,000.
E B GIOSSTEIME e
S [ 7 BrossTmyallies | e e e
§ Capital gain netincome fattach Schedule D (Form11200) ... ....... 45,000.
9 Metgain or (less) from Fomn 4797, Fart 11, ine 17 [attach Fomn 4757)
10 Otherincame [attachschedule) 353 » 375 .
11 Totalincome. Add iines 3 through10 24 579,397,
E 12 Compersation of officers (Schedule B ne 41
| 2 [ 13 Salaries and wages [less employment cred ts] 13 5,592,789,

Form 1120, line 13
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Part lll | Reconciliation of Net Income (Losz) per Income Statement of heludible Corporations With Taxahble
Inceme per Return - ExpenzefDeduction ltems

Expense Deduction Hems

(a) b}
Expenze per Temporry
Income Satement Difference

(c) (d)
Perrmanent Deduction per
Oifference Tax Return

18 Deferred compersation

20 chantable conmbution of Intangible property

Chankalle <on um-lmou
ImikkIcn Carrykor:

[
-

23 Current year acquisiion or reorganizati on
investment anking fees

accounting fees

reargamzabion okher costs

of CEher a merhzation or
rmpairmen b ke - offs

Sechaon 198 &
2 remechabon co

30 Depleion |

32 Bad debt experse

33 Corporate cwned IR msuranc & premoms

lessees)

19 Chartable cortrib ot on of-:ashandtangmle
PRORETEY

22 Domestic pruducinn act\ntes deduei an

24 Curmrent year acquisiton or reorganzai: an Iegal and

CUrrent e ar aceuisibon

26 .ﬂ.murhzahunﬁmparmentofguodwll
27 Arnortization of acquisit on, reargarization, and
stat-upecosts L

1 Depreciafion

3 Purchase wemsus lms e [for purchasers andfor

& Other expense’deduehnn |terrs wth d|fference=;

505,000,

—-5,000.

500,000,

475,000,

3%5,000.

100,000,

100,000,

400,000,

100,000,

500,000.

350,000,

350,000,

[attach s chedule)

reporting positive arounts as negative and
refafive arnournts as pesifive

36 Total eaq:erse.l’dedueiunlterrs Cumblnelnes' 1
through 35, Enter here and on Partll, ine 27,

» 5,152,759,

-100,000.

6,082,758,

12,082,797,

-20,000.

-3,424,000. 8,840,787,

T,

Schedule -3 (Form 1120 2008

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

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

SCHEDULE M-3

OTHER EXPENSE/DEDUCTION ITEMS WITH DIFFERENCES

STATEMENT 1

SALARIES AND WAGES

TOTAL TO M-3,

PART III,

DESCRIPTION
EXPENSE/ EXPENSE/
DEDUCTION DEDUCTION
PER INCOME TEMPORARY PERMANENT PER TAX
STATEMENT DIFFERENCE DIFFERENCE RETURI

6,192,759.

-100,000. 0.

6,092,759.

LINE 35 6,192,759.

Schedule M-3 Statement Detail

-100,000. 0.

6,092,759.
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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 1120S).

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)

State taxes

City / local taxes

Amount
Gain (loss) on dizposition of assets | 25,000
Amortization | 100, 000
3 Depreciation i > 485,112
Depletion (M4 1120-RIC / RET) |
Bad debt expenze | 350,000
|
|

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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3 - Cost of Goods Sold

Mig, 1120-RICYRET FPC AL APOLSH * Cweertides Form 8316-4 Detail (See Help) # Schedule b
14120-C Only
Book
Temporary Permanent {See
Difference Difference Help)
Amount " " ,e

Additional Section 2634 costs
depreciation | | | |

I [ [ [ 1~

Depreciation - override | I I > 85.11z2
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).

. 391 B_A Supplemental Attachment to Schedule M-3 o e
arm

2008
P - fitiach to S chedule I3 for Form 1068, 1120,11 20-L, 1120-PG, 0r 11208,

Marne of cornmon parent Emploves identification mimber
H & H UC MANUFACTURING 744444444
Mame of subsidany Emploves identification mimber

[Part | | Cost of Goods Sokd
G st of Goods Sold Hems Ewe!‘:le pEr Ten%ngrar_\.r Perrﬁiln ent Dedugijlgn per
Income Staternent [ fference Lifference Taw Beturn
1 Arnounts attibutableto cost flow assumptions
2 Amournts attributableto:
a Stock opionexpense L
b Other equity ased compensation .
¢ Meaks and entertainment oL
d Parachute payments
e Compereationwith secion 162[m] Emitation
f Pensionand profitshaing . . .
g Other post-refirement benefits
h Deferred compersation ... ...
i Section 193 emd ranmental remedati on costs
JoAmortizaton
k Depletion ..
| Depreciafion . .. . > 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; ($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).

Part lll | Reconciliation of Net Income (Lozz) per Income Statement of ineludible Corporationz With Taxahble
Income per Return - Expenz e/Deduction tems (se instrucions)
E o T o P o t Ddg]!]
KPense per eMmpoR ermanen eduction per
Expense Deduction ftems In cnnfe Statgment Dif‘feli'enc:r;r Lifference TaxR e’[urﬁl'n
1 Depredation —m > 400,000, 100,000. 500,000.
82 Baddebteqerse ... 350,000. 350,000.
B corporate cwned ik msurance premams L
H Purchase versus lease [for purchasers andfor
lessees)
35 Other expens gfdeduction iterrs with differences
fattachschedule] 5,192,759, -100,000. 6,092,759,
36 Total expersefdeduci oniterrs. Combine Fnes 1
through 35, Enter hereand on Partll, ine 27,
reporting positive amounts as negative and
negative amounts as positive 12,082,787, —A0,000. -3,2242,000. 8,840,797,
Lt Schedule -2 {Form 1120} 2008

Schedule M-3 Part lll; 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.

ctions | Tases | Payments/Penalties | Credits | Sch L/ | Consolidated | Otkher Retumns | Foreign | Caon
Balance Sheet

Book Amountz [Sch. -1./0-3)
'| 1-General and Net Income  =chedule M1
I Schedule -2
| 2-Income (Loss) Items | Schedule M-3
| 3 - Expense / Deduction Items
| 4 - Other Information
b| 5 -Form 8916-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 The resultis 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 ll, 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
* Orverrides all columns @ Crverrides per tax return column

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

Income {Loss) per ;;2:2::3 Permanent Income (Loss) per
Income Statement . Difference Tax Return
Override

Hedging transactions * | 145,395 | | | 140, 395

Wark-te-market income (loss) * | | | |

Cozt of goodz =o0ld * & | | | |

Sale versus leasze * | | | |

Section 481(a) adjustments * | | |

Unearned / deferred revenue * & | | | |

Income recognition from long-term | 1 100000 | | | 1 000,000

contracts * - NJA 1120-F /L

0ID and other imputed interest * |

Gain ! less on dizposition of assets # |

| |
| |

Gross capital gaing from Schedule D @ | | |
| |

Gross capital loszes from Schedule D @

Net gain / loss reported on Form 4757, line
17 @

Abandonment losses *

| | |
| | |
Worthless stock losses * | | |
| | |

Other gain / lo= on dizposition of azzsets @

Capital loes limitation / carryforward used | | |

@

Other items with differences * | | | |

Other items with no differences ! 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 #MNAA120-FSC/PC/LIPOL/DISC/H @ NiA 11 20-RET chedule M-2 (1120/F
T1120-C Onhy " Other Permanent Differences (1120-F Only)

Temporary Permanent

Difference  Difference Help)
Amount == = .

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

Le== returnz and allowances |

e 4,900,000 | | | |

Income/Deductions >Business > Income

Override Example — Expense

Using the same scenario as in the Expense Reclassify example earlier:

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

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 llI
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 Il as Other expense/deduction items with differences
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.. Preparing Schedule M-3

ProSystem #x Tax

3 - Expense / Deduction Items
* Owerrides all columns

# Owerrides per income statement column

Deferred compen=ation *
Charitable contribution:
Caszh / tangible property *
Intangible property *
Limitation / carryforward @

Domeztic production activities deduction *

Current year acquizition er reerganization
fees:

Inwe=tment banking *
Legal and accounting ®
Other costs *

Armortization / impairment of goodwil *

Armortization of acquisition, recrganization
and start-up costs *

Other amort. or impairment write-offs *

Section 198 environmental remediation
costs * & ~

Page 1 depletion ! &

Depreciation *

Bad debt expense *

Corporate owned life insurance premiums®~
Purchase versus lease *

Other items with differences *

Other items with ne differences !

@ Owerrides per tax return column
I Cwverrides per income statement and tax return columns
Income (Loss) per I':I"::Tmporary Permanent Income (Loss) per
Income Statement 0::::;::: ) Difference Tax Return
| 505,000 | | | E00. 000
| | | |
| | | |
| | |
| | |
| | | |
| | | |
| | | |
| | | |
| | | |
| | | |
| | | |
| | | |
| | | |
| | | |
| | | |
| | | |
| 6.192.759 | | | 6.092.759
[ [

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/PCJL) Onby

* Other Permanent Differences (1120-F Onhy)

Compenzation of officers - override |

Salariez and wages |

Book
Temporary Permanent (See M-3
Difference  Difference Help) Code
Amount = - =
6,592,759 | | | X

Income/Deductions >Business > Deductions

.. Page | 26
]



PmSmem x Tax Pre,paﬂng_Schedule_M=3_..

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
) includes adding or removing new Business Entities, Rental Properties and Farm
4 Properties. Click on the correct worksheet at the bottom of the spreadsheet to add or
remove each item.

E13 - ﬁ:‘ Select Grouping List
A B c D E G H J 0 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 fx 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 fx 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
B time_ After the trial balance is open, select the Retrieve Trial Balance Data button.
7
3 Retrieve 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 1~
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). MNon-
Currant Aceats (MAYV Cuorrent Lishilities (C1Y Man-Corrent Lishilities (MY Faoite (FOY Rewvennes (RFWVY Nast of Sales (COSY -4
H 4 » M| Process Rental Properties Farm Properties Business Entities Tax Grouping List ] 0| il | 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

- 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 ..



.. Preparing Schedule M-3 ProSystem #x Tax

Account Groupings

Trial Balahce and Grouping List Period and balance type
|H&H j |Eurrent j

| 2007 C-Corp-Progystem fx Tax 1w | Dptions | Federal T ax Balance

Account and Description Filters Groups and Subgroups:
| | [ M3AIMA Inclloss) equity fron corps-Blook

|

— [ M3IDME Incfloss) equity frgn corps-Temp
Account | D escription

23 M3IMC Inclloss) equity frgn corps-Pem

. frgn div not prey
221 M3I02B Gross fran div not prey tax-Temp
[ M3I02C Gross frgn div not prev tax-Perm
[ M3I020 Gross frgn div not prew taw-T ax(0vid)

* [C3 M3I03E Subpart FOEF.inc. incl.-Temp(Owvrd)

[ M3I03AC Subpart F,OEF.inc. incl.-Perm{0yvrd)

(L3 M3I030 Subpart FOEF.inc. incl-Tax0vrd)

[ M3ID4E Section 78 gross up-Temp

[Z7] M3ID4C Section 78 gross up-Perm

[0 M3I04D Section 78 gross up-T a=(0wvrd)

[ M3I054 Gross frgn distr pres taxed-Book[Ovwrd) w

< | -

Add Account Advanced Expand ‘ Collapze |
Cloze Help
N,

<

|
|

Ungrouped Accounts:0

Account Groupings
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