State Income Tax Refunds
Line 10 of Form 1040

When are they taxable?
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When are they taxable?
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.Generally, they are not taxable

Did you itemize deductions last year and receive state or local tax refunds,

credits, or offsets? Answer “No” if you deducted state sales tax instead
Of STALE INCOME TAX « v« c v v nsevmenmmenmsnnnennsnn- . Yes . iy

Usually, you'll mark “NO” and be done with Line 10.



When are they taxable?

However,

o If an amount was deducted In earlier
years (thereby reducing the taxable

Income)
« And then some or all of that amount was
later recovered
Then the recovered amount needs to be
added back as income.



How much Is taxable?

But...only to the extent of prior tax benefit.

Pub. 17, Page 87 (2010 version)
clarifies the rule of tax benefit.
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Tax Benefit Rule

You must include a recovery In
your income In the year you
receive it up to the amount by
which the deduction or credit
you took for the recovered
amount reduced your tax In
the earlier year.



Example A

John and Jane Doe filed their 2009 federal tax
return iIn March of 2010.

They used Schedule A and deducted $1,800 in
State income tax withholding.

They then recelved a State income tax refund.

In January of 2011, they received a 1099-G that
showed the refund.



VOID CORRECTED OMB NO. 1575-0120
COMBINED TAX STATEMENT FOE YEAR 2010 Certain
This 15 important tax nformation and 15 being furnished to the Internal 20 l 0 Government
Fevenue Service. If vou are required to file a return, a negligence penalty Payments
or other sanction mavy be impesed on you 1f this income 13 taxable and the
IES determines that it has not been reported. Form 1099-G Copy B
RECIPIENT'S Identification Number 111111120 PAYER'S Federal Identification Number
82-0418478

BECIBIENT 'S Name, Strest Address (nchuding apartment oumber), City, State and Zip coda

JOHN DOE

JANE DOE
123 MAIN 5T

COEUR DALENE ID 83815

PAYER 'S Wame, Address apd Phone Momiber

IDAHO STATE TAX COMMISSION
POBOX 36
BOISE ID 837220410
(208) 334-T660
Toll Free: 1-800-972-T660

2 State Refunds 1 Amount in box 2 is for fax year
51.794.00 2009

4 Faderal Income Tax Withheld

$ 0.00

e e ——

Later, we’ll talk about why this number is different
from the refund that shows on the tax return.



Example A

If we open the original 2009 tax
return and reduce the State
Income tax amount by the
amount of the refund, we should
be able to determine the tax
benefit of the extra deduction.



Example A

You have a copy of the Does' 2009 return
and their 2010 1099-G.

I'll open their 2009 return and see how much they
benefited from the State income tax deduction.
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Example A

Let's use the worksheet
for Line 10 In
2010 Taxwise

to calculate the $350.
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6 2009 itemized deductions. . ..o vt w0 !
7 Filing status for 2009, Enter 1, 2, 3, 4, or 5. We ” talk abOUt hOW
1= Single 4 = Head of household to do that later.
2 = Married filing jointhy 5 = Qualifying widow]er) |
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lUse the spouse column if this is a marned joint return for Joint or |
this year and the spouse filed separately last year. Taxpayer Spouse Nouce th at the
1 [l 2009 state / local incometaxrefund ... ... ... ... 0] d |ffe rence

B 2009 state /local incometaxrefund ... oo
Total state flocal income tax refund for 2002

0]
s Detween the
2 Enter amounts from the 2009 tax return .
If the itemized deductions were reduced due to the INncCome and
AGI limitation, be sure to enter the reduced amounts.
m— S21€S aX

Schedule A, line 5a, income taxes

Schedule A, line b, generalsalestax . .. ... ........ N i i
Difference - the state tax refund is only taxable to the dedUCt|OnS IS
only $1,012. So,

extent the state tax deduction exceeds the sales tax
C deduction . . . .. .. )
3 Metstate flocal incometaxrefund ... ... LTS LA . the maximum
4 Enter the total of all other Schedule A refunds or .
reimbursemeants . taX beneﬁt
5 Addlines 3 and4 .
On the 2009 tax return, th ey gOt from
deducting
Income tax

If itemized deductions are reduced due to incame
limitations, AMT is included, orthere are unused
credits, see Publication 525. Some or all of the state
tax refund may be tax-free. Checlk here if the ENTIRE

state tax refund is nontaxable. Stophere . ... .. ... ... instead of sales
6 2009 temizeddeductions. ...... ... i e, 0. .
7 Filing status for 2009. Enter 1, 2, 3, 4, or 5. tax is $1,012.

1 =3Single 4 = Head of household ‘ |
2 = Married filing jointhy 5 = Qualifying widowler)
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WHemnve Form [Shift+F 3] WUDSE Thiz Form [F10] W

)

MHext Form

AGl Imitation, be sure to enter the reduced amounts.
Schedule A, line Sa, income taxes
Schedule A, line 5b, general sales tax
Difference - the state tax refund is only taxable to the
extent the state tax deduction exceeds the sales tax
deduction
Met state f local income tax refund
Enter the total of all other Schedule A refunds or
reimbursements
Add lines 3 and 4
On the 2009 tax return,

If itemized deductions are reduced due to income
limitations, AMT is included, orthere are unused
credits, see Publication 525, Some or all of the state
tax refund may be tax-free. Check here if the ENTIRE
state tax refund is nontaxable . Stop here

1, 800.

[l

s ENtET the amount for
B ines 6, 7 and 8 from
last year's return.

~

=2}

2009 itemized deductions

[12500. |

44

P —

Filing status for 2009, Enter 1, 2, 3, 4, or 45
1 =5Single 4 = Head of household
2 = Married filing jointhy 5 = Qualifying widowier)
2 = Married filing separately
If the: 2004 filing status was married filing separately,
and itemized deductions were required to be used
because the spouse itemized, check here
Age 65 or blind, enter amount from the 2009
Form 1040, page 2, line 39a
Standard deduction
State or local real estate taxes shown onyour 2009
Schedule A, line & (limited to $500, $1,000if married
joint)
Mat Adicactar oo froam venr 2NN0 Earm ARSA
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ITTPILAL TS AT T Tz TERC TR, U LT AN LT = 2L
credits, see Publication 52%. Some or all of the state
tax refund may be tax-free. Checlk here if the ENTIRE
state tax refund is nontaxable. Stophere oo, O ]
6 2009 itemized deductions. . oo vt i e e 1z, 9000 0.
7 Filing status for 2009, Enter 1, 2, 3, 4, or 5.
1= Single 4 = Head of household
2 = Married filing jointhy 5 = Qualifying widowier)
3 = Married filing separately 2 I
If the 20049 filing status was married filing separately, For 20 10, enter
and itemized deductions were required to be used i
because the spouse itemized, checkhere ... ... .. .. | [the addItIOI’IS tO
8 Ageb%orblind, enter amount from the 2009
Form 1040, page 2, line39a ... .. oot 0 Ethe Sta‘.ndard
9 Standard deduction . ... .. ] deduc’uon that
10 State or local real estate taxes shown on your 20049
Schedule A, line 6 (limited to $500, $1,000 if married were allowed in
C a1 |

N
-
-
©
O
=

<

11 Net disaster loss from your 2009 Form 4684, line 18 . ...
12 Mew motor vehicle taxes from your 2009 Schedule A,

1=
13 Totalstandard deduction ... ... oo oo i
14 Subtractline 13 fromlinet ... .. .. o oo oo e
15 Smallerofline&orline 14, .. oo oo e
16 Enter the taxable income for 2009, adjusted for any

MNOL carnyowver. If less than -0-, show the amount as

Aanegative NUMDEr . . e e s s s e e e
17 Amountto include inincome for 2010 . ... 000 o oo o h
18 Taxable state / local income tax refund
19 Taxable amount of otherincome . . .. ..............

Form 185 Batch 49 Seq # 0 Dollars 111-11-1120 |9/4/2011 1:23PM InReturn: 147 minukes and 20 seconds
—

';' start | s E rgﬂ Skate Tax Refund,od... rli CpenOffice.arg Help ... W se 2009 @ 1040,,, T Ta SO10 : 1040,



W TaxWise 2010 : 1040 Individual : Guest : 111-11-1120

File Edit Form Wi

& | @

Fres. Form | Mest Form

Feports  Communications  Tools  Help

O] 1

Cloze Return | Forms Tree

<&

Frint Beturn

S

Fririt Farm

4 @
@ @ it
Returm Stage | Interview | Diagnostics | IRS Pub 17

r/.-i'-.dd Form/Dizplay Form Lizt [(Ctrl+F1 III]-\1

jHemwe Formn [Shift+F3] WUDSE Thig Form [F10] w

) LT | ) R e e L = L | e | B ) ) el B B L) S ) | LT R 6 L) R | By

tax refund may be tax-free. Checlk here if the ENTIRE
state tax refund is nontaxable. Stophere .o oL L. O
12, 900.

6 2009 itemizeddeductions. . ... ... . i ...
7 Filing status for 2009, Enter 1, 2, 3, 4, or 5.

1= Single 4 = Head of household

2 = Married filing jointhy 5 = Qualifying widowier)

If the 20049 filing status was married filing separately,
and itemized deductions were required to be used

10 State or local real estate taxes shown on your 2009
Schedule A, line & {limited to $500, $1,000if married

11 Net disaster loss from your 2009 Form 4684, line 18 . ...
12 Mew motor vehicle taxes from your 2008 Schedule A,

1=
13 Totalstandard deduction .. ... ... . i i i
= 14 Subtractline 13fromlined . ... ... ... . . ........ )
15 SmalleroflineSorline 14, .. oo oo oo oL
16 Enter the taxable income for 2009, adjusted for any

MNOL carnyowver. If less than -0-, show the amount as

anegative NUMbEr . . . . .. e e
17 Amountto include inincome for 2010 . ... oo oo o h
18 Taxable state [ local incometaxrefund .............
19 Taxable amount of otherincome . . ... .............

3 = Married filing separately 2

Taxwise calculates
-the difference
between their
itemized
deduction and

the standard

because the spouse itemized, checkhere ... ... .. .. |
8 Age b%orblind, enter amount from the 2009 1

Form 1040, page 2, lined%a .. ... oo e et 0 dedUCtlon they
9 Standard deduction . ... ... ... B COU LD have

taken. In this case,
mthe difference was

JOIMED + e e e e e e e e e e e e H

2= 0NNy $500, so that

IS now the
maximum tax
-beneflt.

—
IR | B
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tax refund may be tax-free. Checlhere if the ENTIRE
state tax refund is nontaxable. Stophere oL O ]
6 2009 itemized deductions. . ... ...t 1z, 9000 0.
7 Filing status for 2009, Enter 1, 2, 3, 4, or 5.
1=235ingle 4 = Head of household Next we need
2 = Married filing jointhy 5 = Qualifying widowier) !
3 = Married filing separately B B the taxable
If the 20049 filing status was married filing separately, .
and itemized deductions were required to be used INncome.
because the spouse itemized, checkhere ... ... ... .. O
8 Ageb%orblind, enter amount from the 2009 ’
Form 1040, page 2, ine 398 . ..o e e e E 0 That S Usua”y
9 Standard deduction .. .... ... 0. :
10 State or local real estate taxes shown on your 20049 Ilne 43 from the
Schedule A, line & (limited to $500, $1.,000 if married 1040
oI 0] )
11 Net disaster loss from your 2009 Form 4684, line 18 0] o ]
12 Mew motor vehicle taxes from your 2009 Schedule BUt, |f I|ne 43 IS
ine 7 .. . . . 0]
13 Total standard deduction . ... .. . Zero, we need to
= 14 Subtractline 13 fromline6 . ... ... VAT | use line 41 minus
15 i ' — . . .
Enter the taxable income for 2009, sted for any :
MU carmyorer—ttesstrar-uc, snow the amount as Ilne 42 and enter
Anegative NUMDEr . . . . . e e e e e 0]
17 Amountto includeinincomefor 2010 ..o et L. 0. the answer as a
18 Taxable state / local income tax refund 0. nega‘“ve num ber
19 Taxable amount of otherincome . . . ... ............ 0. s
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US 1040 (2009) Page 2
NElEa CHN & JANE DORE et 11 1-11-1120
Taxable Income and Tax Ta)(able
38  Amount from line 37 {adjusted gross incon INComMe was 31,000.

39a

40a

41
42

Taxpayer . .. 65 or oider [ Bling: $18 10 U

Total boxes checked .. . oo o o oo, ]

If vou are married filing separately and vo. MINUS
wol are a dual-status alien, check here o .
ltemized deductions or standard deduci exemptl()ns
deductions even though the standard dedw

If you wiere or are a resident of Puerto Ric 18’250’
income, or you are excluding income on F Wthh IS
If wou are increasing your standard deduc

new motor vehicle taxes, or a net disaster '$150
checkhere ... ... . oo Neeaan-
SUbtract line 40a from ine 38 .. o e e e i e e e e e el
If line 38 is over $125,100, married filing separately; $166 800, single; §
head of household; $250,200, married filing jointly or gualifying widow(er), th
exemption amount is reduced. If housing to Midwestern displaced individual was
provided, see instructions. Otherwise, multiply $3 650 by the total number of

12,900

18, 100.

= =T oo = T o T =

43
44

14 Start

Taxable INCOME . . . e e e e e e e e e e e e e e e e e a e
Tax. From.. the tax table or schedule |:| Form 8615

|:| Schedule D Tax Worksheet |:| sSchedule J
i I SIS s e e ok [
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tax refund may be tax-free. Check here if the EMNTIRE
state tax refund is nontaxable. Stophere oo L. L. O m

2009 itemized deductions
Filing status for 2009, Enter 1, 2, 3, 4, or 5.

1 =Single 4 = Head of household
2 = Married filing jointhy 5 = Qualifying widowier)
3 = Married filing separately

If the 200% filing status was married filing separately,
and itemized deductions were reguired to be used
because the spouse itemized, check here
Age 65 or blind, enter amount from the 2009
Form 1040, page 2, line 39a
Standard deduction
State or local real estate taxes shown on your 20049
Schedule A, line & (limited to $500, $1,000 if married

12, 900.

O

g

O

_mEnter -150
on Line 16.

0] L 0. /
11 Met disaster loss from your 2009 Form 4684, line 18 . . . . | KIKGKTKcNGEH TEE
12 Mew motor vehicle taxes from your 2009 Schedule A,
15 T= 0.
13 Total standard deduction ... ... . oo oL, 12, 400.
14 Subtractline 13 fromline 6 . ..ot oo e n
15 Smallerofline5orline 14, ...t n
16 Enterthe taxable income for 2009, adjusted for any
MNOL carryover. If less than -0-, show the amount a5 )
ad ANCOAIVE NMUMDEr .+ v v v e e e e a e enseaeeennn.. b0
17 Amountto include inincome for 2010 .. ..o oL L
18 Taxable state | local income taxrefund ............. o.f = 350,
19 Taxable amount of otherincome . . ... ............. - o.f 0.

e —
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1 ="=Ingle A = Head of household
2 = Married filing jointhy 5 = Qualifying widowler)
3 = Married filing separately B 0

If the: 2004 filing status was married filing separately,
and itemized deductions were required to be used
because the spouse itemized, checlkhere ... ... ...
8 Age B9 orblind, enter amount from the 2009
Form 1040, page 2, line 393
9 Standarddeduction ... ... o e e
10 State or local real estate taxes shown on your 2009
Schedule A, line 6 {limited to $500, $1,000 if married
JOIE) e e e e e e
11 Met disaster loss from your 2009 Form 4684, line 18 .. ..
12 MNew motor vehicle taxes from your 2009 Schedule A,
=
13 Total standard deduction ... ... .. o o ...
14 Subtractline 13fromline 6 .. ... o o o oo L.
15 SmalleroflineSorline 14, ... o o o oo L
16 Enter the taxable income for 2009, adjusted for any
MOL carnyower. If less than -0-, show the amount as
anegative NUMBbEr . . ... . e
17 Amountto include inincomefor 2010 ... ... ... ...

0 [If we complete the

- -|worksheet correctly,
WRERILIIR ¢ will calculate the
mm taX benefit that

Bl \ceds to be added
=to 2010 income.

Taxable state / local income tax refund

19 Taxable amount of other income
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Before you leave the prior year
return:

* Check carefully for unused credits.

o |f there were unused credits that
would off-set the additional tax on the
recovery, there Is no taxable
recovery.



To Calculate Last Year's Sales Tax

1. Add up ALL income (taxable and non-taxable)

2. Determine number of persons covered by
return

3. Look up sales tax amount in table in Appendix
A of the 1040 Instructions.

4. Add sales tax on special items (motor
vehicles, home bldg mat'ls etc.)



Refunds for More than One Year

« Complete the Line 10 Worksheet for last year
and print It.

o Use the extra columns to calculate the taxable
refund for prior years.

« Include taxable refunds for the years before last
year on Line 21.



A side note:

« The Idaho tax refund often includes
amounts that are technically not income tax:

« Permanent building fund
« Grocery tax credits
« Sales tax on out-of-State purchases

« These amounts are not included on the
1099-G, nor should they be included in Line
10 calculations.
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