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Income/Franchise:
Tennessee DOR Says No Franchise Tax Addback Required for Short-Term
Intercompany Trade Payables

Letter Ruling No. 22-03, Tenn. Dept. of Rev. (5/4/22). The Tennessee Department of Revenue (Department)
issued a letter ruling on application of the Tennessee franchise tax “addback” requirement for certain
intercompany debt, holding that the foreign corporation in this case is not required to add back the short-term
intercompany trade payable owed by its US branch to an affiliate in arriving at its net worth calculation. Under
the facts, the taxpayer is a foreign corporation that conducts its US operations through a US branch, which to
serve its customers, purchases inventory from the taxpayer’s affiliate at an arm’s length price pursuant to an
executed Advance Pricing Agreement (APA) with the Internal Revenue Service that results in the creation of
the short-term intercompany trade payable. This trade payable is settled on a monthly basis, reported as a
short-term or current liability on the taxpayer’s balance sheet, and reflected likewise on Schedule L of the
federal Form 1120-F. The taxpayer files its Tennessee franchise and excise tax return on a separate entity basis
and reports the activity of the US branch. Under the provided facts, the Department reasoned that the
intercompany trade payables in question were correctly classified as current liabilities for financial reporting
purposes that should not be treated as affiliated debt, and thus the addback provision under Tenn. Code Ann.
section 67-4-2107(b)(1) does not apply. Please contact us with any questions.

URL: https://www.tn.gov/content/dam/tn/revenue/documents/rulings/fae/22-03fe.pdf

— Joe Garrett (Birmingham) Amber Rutherford (Nashville)
Managing Director Senior Manager
Deloitte Tax LLP Deloitte Tax LLP
jogarrett@deloitte.com amberrutherford@deloitte.com

This document contains general information only and Deloitte is not, by means of this
document, rendering accounting, business, financial, investment, legal, tax, or other
professional advice or services. This document is not a substitute for such professional
advice or services, nor should it be used as a basis for any decision or action that may
affect your business. Before making any decision or taking any action that may affect
your business, you should consult a qualified professional advisor. Deloitte shall not be
responsible for any loss sustained by any person who relies on this document.

About Deloitte

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL”), its global
network of member firms, and their related entities (collectively, the “Deloitte
organization”). DTTL (also referred to as “Deloitte Global”) and each of its member firms
and related entities are legally separate and independent entities, which cannot obligate
or bind each other in respect of third parties. DTTL and each DTTL member firm and
related entity is liable only for its own acts and omissions, and not those of each other.
DTTL does not provide services to clients. Please see www.deloitte.com/about to learn
more.

State Tax Matters Page 1 of 1 Copyright © 2022 Deloitte Development LLC
June 10, 2022 All rights reserved.


https://www.tn.gov/content/dam/tn/revenue/documents/rulings/fae/22-03fe.pdf

