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State and Local Tax Refund Worksheet: A Complete Guide to Maximizing 
Your Refund

Every tax season, millions of taxpayers grapple with the complex world of state and local taxes. While the federal 

tax return is often the headline, state and local tax refunds can represent a significant portion of a taxpayer’s total 

return. The state and local tax refund worksheetis the key tool that helps you calculate how much you actually

owe—or how much you’ll receive back—after accounting for state and local tax deductions and credits.

In this article, we’ll walk you through everything you need to know about the worksheet: what it is, why it matters,

how to fill it out accurately, and how to avoid common mistakes that can cost you time and money. Whether you’re a

first �time filer or a seasoned pro, understanding the worksheet will help you get the most out of your tax return.

What Is a State and Local Tax Refund Worksheet?

The state and local tax refund worksheetis a supplemental form used by taxpayers to reconcile the amount of

state and local taxes paid with the amount that can be deducted or refunded on their federal return. It is typically

found in the instructions for Form 1040 or as a separate worksheet in the tax software.

In simple terms, the worksheet determines:

•  How much of your state and local taxes you can deduct from your federal taxable income.

•  Whether you qualify for a refund of overpaid state or local taxes.

•  Any limitations or phase �outs based on your adjusted gross income (AGI).

Because state and local taxes can be significant—especially in high �tax states—the worksheet plays a pivotal role

in shaping your overall tax liability.

Why Is the Worksheet Important?

1. Tax Savings– Properly applying the worksheet can reduce your federal taxable income, potentially lowering

your tax bracket.

2. Refund Accuracy– It ensures you receive any overpayment refunds from state or local governments,

preventing lost money.

3. Compliance– Accurate use of the worksheet helps you stay compliant with IRS rules and avoid penalties for

misreporting.

4. Financial Planning– Understanding how state and local taxes affect your federal return can guide decisions

such as where to live or how to structure your investments.

Key Terms You Should Know

•  State Tax – Income tax collected by a state government.

•  Local Tax – Taxes imposed by cities, counties, or other local jurisdictions.

•  Deduction – An amount that reduces your taxable income.



•  Refund – The amount of money you receive back when you overpay your taxes.

•  Phase �out – A reduction in the deduction or credit as income rises.

•  Adjusted Gross Income (AGI) – Your gross income adjusted for specific deductions.

Step �by �Step Guide to Filling Out the Worksheet

Step 1: Gather Your Documentation

1.  State Income Tax Return (Form 1040 �S) – Includes the amount of state taxes paid.

2.  Local Tax Receipts – Property tax statements, local sales tax receipts, or city income tax statements.

3.  Form 1040 Instructions – Contains the worksheet and guidance.

4.  Previous Year’s Tax Return – For reference and comparison.

Step 2: Determine Your Total State and Local Taxes Paid

Add up all state income taxes and local taxes (property, sales, or city income taxes). Note that some local taxes

may be exempt from federal deduction if they are not related to income (e.g., sales tax paid on purchases).

Step 3: Check for Limitations

The IRS imposes a limit on the total amount of state and local taxes that can be deducted, known as the State and 

Local Tax (SALT) deduction cap . For tax years 2018–2025, the cap is $10,000 ($5,000 if married filing

separately). If your total taxes exceed this limit, the worksheet helps you calculate the deductible portion.

Step 4: Apply the Phase �out Rules

For high �income taxpayers, the SALT deduction phases out starting at a certain AGI threshold. The worksheet will

guide you through the calculation:

•  Determine your AGI.

•  Subtract the threshold amount.

•  Apply the phase �out percentage to reduce your deduction.

Step 5: Enter the Final Deduction on Form 1040

After completing the worksheet, transfer the calculated amount to Line 12(or the equivalent line) of Form 1040.

This reduces your taxable income and, consequently, your federal tax liability.

Step 6: Verify Refund Eligibility

If you overpaid state or local taxes, the worksheet will help you calculate the refund. Typically, you’ll file a separate

refund claim with the state or local tax authority. The worksheet ensures you don’t miss out on any overpayment.

Common Mistakes to Avoid

•  Ignoring the SALT Cap – Overestimating deductions can trigger an audit.

•  Misclassifying Local Taxes – Some local taxes are not deductible; double �check the IRS definition.

•  Using Out �of �Date Forms – Tax laws change annually; always use the current year’s worksheet.

•  Failing to Reconcile AGI – Inaccurate AGI figures lead to incorrect deductions.

•  Overlooking State Refunds – Not claiming overpaid state taxes can cost you money.

How Tax Software Simplifies the Worksheet

Modern tax software often automates the entire worksheet process. The software will:

•  Prompt you for state and local tax amounts.



•  Automatically apply the SALT cap and phase �out rules.

•  Show the impact on your federal taxable income.

•  Generate the appropriate state refund claim forms.

Using software can reduce errors and save you hours of manual calculation.

Special Considerations for Certain Taxpayers

Homeowners and Property Taxes

Property taxes paid on your primary residence are often deductible. Ensure you have the property tax bill and

confirm that the tax is assessed on income or property value, not on sales.

Renters and Sales Tax

Renters typically cannot claim property taxes, but they may be able to deduct sales taxes paid on large purchases

if they are higher than state income taxes. The worksheet helps determine if this deduction is applicable.

Business Owners

Business owners must account for state and local taxes related to business income. These are reported on

Schedule C or other business schedules and then carried to the main worksheet.

What Happens After You Submit the Worksheet?

Once you file your federal return with the worksheet completed, the IRS will process your deduction and apply it to

your taxable income. If you overpaid state or local taxes, you’ll receive a separate refund from the respective tax

authority. It’s essential to keep all receipts and documentation for at least three years in case of an audit.

Frequently Asked Questions (FAQ)

1.  Can I claim both state and local taxes on my federal return? Yes, as long as you’re within the SALT cap and 

meet the IRS definitions.

2.  What if my state tax is higher than the $10,000 cap? Only the portion up to $10,000 is deductible; the 

worksheet will calculate the remaining amount.

3.  Do I need to file a separate state refund claim? Most states require a separate refund form if you overpaid.

4.  Will the worksheet affect my state tax return? No, the worksheet is used solely for federal reporting.

5.  Can I claim a deduction if I paid taxes through payroll withholding? Yes, payroll withholding is included in 

your total state and local tax paid.

Conclusion

The state and local tax refund worksheetis more than a bureaucratic hurdle; it’s a powerful tool that can unlock

substantial savings and ensure you receive every dollar you’re entitled to. By gathering the right documentation,

applying the SALT cap and phase �out rules accurately, and avoiding common pitfalls, you can confidently navigate

the complexities of state and local taxes.

Remember, the worksheet’s purpose is to reconcile the taxes you’ve paid with the deductions you’re allowed.

Whether you use tax software or complete the forms manually, a meticulous approach will pay dividends in the

form of a larger refund and a lower federal tax bill.

Take the time today to review your state and local tax payments, fill out the worksheet with precision, and reap the

benefits of a well �optimized tax return. Happy filing!
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