
State Income Tax Refunds 
Line 10 of Form 1040 

 

When are they taxable? 
 

How much is taxable? 



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



Answer “No” if you deducted state sales tax instead 

of state income tax 

Generally, they are not taxable  

Did you itemize deductions last year 

credits, or offsets?   

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

and receive state or local tax refunds,  



When are they taxable? 

However, 

 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.  



2010 Pub 17 
Page 87 



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 in March of 2010. 
 
They used Schedule A and deducted $1,800 in 
State income tax withholding.   
 
They then received a State income tax refund. 
 
In January of 2011, they received a 1099-G that 
showed the refund. 



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. 



Itemized 
deduction 
amount 

With the deduction, 
their taxable income 
was zero. 



Schedule A shows    
the original deduction   
of $1,800 



Subtracting the refund from 
the original deduction 



...leaves $6 



The change in the Does' 
taxable income was the 
difference between zero 
and $350.  According to 
the tax benefit rule, that 
is the amount they 
should include in next 
year's tax return. 



Example A 

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

to calculate the $350. 



Enter the amount 
from the 1099-G 
in line 1.   

The second line 
would be used if 
there was an 
additional refund 
from a second 
state. 



If you use data carry-
forward, Line 2 is 
already filled in for 
you. 
 
If not, enter in Line 2 
both the income tax 
and sales tax from 
last year's return.  
You’ll have to 
calculate what the 
sales tax deduction 
COULD have been.   
 
We’ll talk about how 
to do that later. 



Notice that the 
difference 
between the 
income and 
sales tax 
deductions is 
only $1,012. So, 
the maximum 
tax benefit 
they got from 
deducting 
income tax 
instead of sales 
tax is $1,012. 



Enter the amount for 
lines 6, 7 and 8 from 
last year's return. 



For 2010, enter 
the additions to 
the standard 
deduction that 
were allowed in 
2009 only.  



Taxwise calculates 
the difference 
between their 
itemized  
deduction and  
the standard  
deduction they 
COULD have 
taken. In this case, 
the difference was 
only $500, so that 
is now the  
maximum tax  
benefit. 



Next, we need 
the taxable 
income. 

That’s usually 
line 43 from the 
1040. 

But, if line 43 is 
zero, we need to 
use line 41 minus 
line 42 and enter 
the answer as a 
negative number. 



Taxable 
income was 
$18,100  
minus 
exemptions of 
18,250, 
which is 
-$150. 
 



Enter -150 
on Line 16. 



If we complete the 
worksheet correctly, 
it will calculate the 
tax benefit that 
needs to be added 
to 2010 income. 



Before you leave the prior year 
return: 

•Check carefully for unused credits. 

• If 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. 

 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. 

 




