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In brief 
The Indiana Department of Revenue changed a taxpayer's method of calculating its 

consolidated income from the standard pre-apportionment method to the post-

apportionment, or "stacked," method to more fairly reflect the taxpayer's Indiana 

source income. [Indiana Letter of Findings, 02-20120134 (8/29/12)] 

In detail 
Taxpayer filed consolidated Indiana income tax returns using the standard method of 

apportionment, which apportions the group's Indiana income by reference to and 

calculation of the group's property, payroll, and sales factors. The tax due is 

determined by multiplying that income by the tax rate. An audit of Taxpayer's 

corporate income tax returns concluded that Taxpayer's method of apportionment 

did not fairly represent its Indiana source income. The Department determined that 

Taxpayer should use a "stacked" method, which resulted in additional income tax. In 

general, the "stacked" method requires each consolidated return group member to 

separately determine its Indiana adjusted gross income as if separate returns were 

filed for each member. These separate amounts are then added together into one 

amount of Indiana adjusted gross income for the consolidated group.  

For the three years at issue, Taxpayer's standard method of apportionment yielded 

zero Indiana income tax liability due primarily to one member's significant loss. 
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Using the Department's "stacked" method over the same years, Taxpayer had a tax 

liability of slightly more than $89,000.  

Standard method of apportionment "does not fairly represent" consolidated group's 
Indiana adjusted gross income 

Taxpayer's consolidated group consisted of five entities, including three entities 

whose Indiana apportionment percentages were 89%, 70% and 39% in 2009, and 

two entities with Indiana apportionment percentages of 0.53% and 0.34% in 2009. 

The audit determined that computation of Indiana adjusted gross income using the 

standard method of apportionment was distorted due to the inclusion of companies 

with significant federal taxable income or loss yet very little activity in Indiana.  

Indiana allows the Department to require the use of separate accounting if the 

standard method of apportionment does not fairly represent the taxpayer's income 

derived from sources within the state of Indiana. Instead of eliminating the two 

entities with de minimis Indiana contacts, the Department employed the separate 

accounting method on these entities to "accomplish what it determined more closely 

reflected their Indiana source income."   

Assessments presumed valid 

Indiana law gives deference to the standard method of apportionment and deviation 

from this standard must be justified. At the same time, a "notice of proposed 

assessment is prima facie evidence that the [D]epartment's claim for the unpaid tax is 

valid. The burden of proving that the proposed assessment is wrong rests with the 

person against whom the proposed assessment is made."  In this case, the standard 

method of apportionment would place the entire consolidated group in a "loss" 

position, even where three of the separate entities had substantial Indiana source 

income. 

The Department found that "[T]he net effect of Taxpayer's approach would have been 

to 'import' substantial losses generated outside Indiana into Indiana." Further, the 

Department was unable to agree that these results would "fairly represent the 

taxpayer's income derived from sources with the state of Indiana."  The Department 

held that "the audit chose an alternative method of apportioning Taxpayer's income 

specifically permitted under statute, and the decision to do so was entirely 

reasonable." 

Actions to think about 
The Letter of Findings states that the Department required Taxpayer to use "separate 

accounting" and the Letter appears to use this term interchangeably with a "stacked" 

consolidated filing.  Indiana taxpayers should be aware that a "stacked return" is a 

different concept from "separate accounting." 
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Let's talk  
If you have questions about this letter of findings, please contact one of the following 

PwC professionals: 

Mike Ralston   

Director 

(317) 294-0687 

michael.ralston@us.pwc.com 

 

Richard Boer 

Director  

(317) 940-7302 

richard.e.boer@us.pwc.com 

 

 

For more information on PricewaterhouseCoopers' state legislative tracking 

service, click here. 
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