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Comparing the Deduction for State Income Tax vs. State 
Sales Tax for Taxpayers Who Itemize 
If the taxpayer is itemizing deductions on Schedule A, He/she/they can deduct 
the greater of State Income Taxes paid (Line 5a) or State Sales Tax actually paid 
(Line 5b), whichever is greater. In general, the State Income Taxes, Schedule A, 
Line 5a will be best.  However there are situations where the taxpayer itemizes 
deductions on Schedule A, but pays very little in the way of NC State Income 
Taxes, such as a taxpayer whose retirement income is subject to Bailey, or who 
has a substantial amount of income from Treasury notes or bonds, or one who 
pays substantial sales tax on the purchase of a vehicle, aircraft, etc., or who has 
significantly remodeled a home and paid sales tax on the building materials.  In 
these situations, the Sales Tax deduction, Line 5b of Schedule A may be to their 
advantage. To determine the higher deduction – income tax paid or sales tax 
paid – use the Sales Tax Worksheet in TaxWise 
  
In order to open the Sales Tax Worksheet, open Schedule A, then click on the 
Line 5b (RED) box of Schedule A, then press F9 and choose “NEW Sales Tax 
Worksheet”. (TaxWise will have already filled in the Line 5a Income Tax paid.) 

 

Lines 1 through 4 on part 1 of the Sales Tax Worksheet will have been filled in by 
TaxWise from the information on the taxpayer’s Form 1040. For TY 2009, much 
of the heavy lifting is done by TaxWise. To complete the worksheet, follow these 
steps: 

1. Enter the taxpayer’s state of residency (NC) on Line 1. 
2. Also in the Line 1 area, fill in the dates of residency (if other than full-year). 
3. On Line 2, click the Yes box and fill in the letter A (not C!) for the tax table 

to use. 
4. On Line 3, click the Yes box and fill in the number 2.375, the pro-rated 

local tax rate (9 months@2.5%, 3 months@2.0%) for NC. 
5. If the taxpayer bought a NEW vehicle after 2/16/2009: 

a. On Line 8a, enter the total sales tax on any vehicle purchased after 
2/16/2009. 

b. On Line 8b, enter the total cost of the vehicle. 
c. On Line 8c, enter the amount of the sales tax attributable to the first 

$49,500 of the purchase price 
6. On line 8D, enter the sales tax paid on other major items including 

vehicles bought before 2/17/2009 (see worksheet and instructions for 
allowable sales tax). 

And you are done. 
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TaxWise will have completed the remaining lines on the worksheet using 
appropriate tables. A completed worksheet is shown below. You can now close 
the worksheet.  
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TaxWise will compare the “bottom line” of the Sales Tax Worksheet with the 
State Income Tax paid, and will choose the greater amount to be deducted on 
Schedule A, Line 5b. 
 

 


