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WORKSHEET: A
COMPLETE GUIDE

Tax  season  can  feel
o v e r w h e l m i n g ,
especially  when  you
receive forms showing
dividends  and  capital
g a i n s  f r o m  y o u r
investments .  One
critical  tool  that  helps
you  ca lcu la te  the
correct  tax  on  these

earnings  is  the  IRS
Qualified  Dividends
And  Capital  Gains
Worksheet .  Th i s
worksheet,  found  in
the  instructions  for
Form  1040  and  Form
1040-SR, is designed to
help  taxpayers  benefit
from lower tax rates on
qualified dividends and
long- term  capi ta l
gains.  Understanding
h o w  t o  u s e  t h i s
worksheet  correctly
can  potentially  save
you hundreds or  even
thousands of dollars. In
this  comprehensive
guide,  we  will  break
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down  everything  you
need  to  know  about
the  IRS  Qualified
Dividends  And  Capital
Gains Worksheet, from
who should use it to a
s t e p - b y - s t e p
walkthrough,  common
pitfalls,  and  how  it
interacts  with  other
p a r t s  o f  y o u r  t a x
return.

What Are
Qualified
Dividends
and
Capital
Gains?
Before  diving  into  the
worksheet  itself,  it  is
essential to understand
t h e  t w o  t y p e s  o f
income  it  addresses.

Qualified  dividends
are  dividends  from
domestic  corporations
and  certain  qualified
foreign  corporations
that  meet  specific
h o l d i n g  p e r i o d
requirements.  Unlike
ordinary  dividends,
which  are  taxed  at
your  regular  income
tax  rate,  qualified
dividends are taxed at
the  same  preferential
rates  that  apply  to
long- term  capi ta l
gains.
Capital  gains  are
profits from the sale of
investments  such  as
stocks,  bonds,  or  real
e s t a t e .  T h e y  a r e
classified  as  either
short-term  (held  for
one  year  or  less)  or
long-term  (held  for
more  than  one  year).
Short-term  capital
gains  are  taxed  as
ordinary income, while
long-term capital gains
enjoy  reduced  tax
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rates:  0%,  15%,  or
20%,  depending  on
your  taxable  income.
The  same rates  apply
to qualified dividends.
The  IRS  Qualified
Dividends  And  Capital
Gains Worksheet helps
you  figure  out  which
portion of your income
is  subject  to  these
lower rates and which
p a r t  i s  t a x e d  a t
ord inary  ra tes .  I t
ensures  that  you  do
n o t  o v e r p a y  b y
applying  the  correct
t a x  r a t e  t o  y o u r
investment income.

Who
Needs to
Use the
IRS

Qualified
Dividends
And
Capital
Gains
Workshee
t?
Not  everyone  who
receives  dividends  or
capital  gains needs to
c o m p l e t e  t h i s
worksheet.  The  IRS
provides  specific
g u i d e l i n e s .  Y o u
generally must use the
worksheet if:

You have net
capital gains
(long-term
capital gains in
excess of short-
term capital
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losses) or
qualified
dividends, and
These amounts
are not already
handled by a
special tax
computation
(such as the
Schedule D Tax
Worksheet or the
Qualified
Dividends and
Capital Gain Tax
Worksheet in
certain
situations).

In  practice,  if  you  file
Form  1040  and  have
qualified  dividends  or
long-term capital gains
listed  on  Schedule  D,
you may need to  use
t h e  w o r k s h e e t .
However,  if  your  only
capital  gains are from
c a p i t a l  g a i n
distributions  reported
directly on Form 1099-
DIV  and  you  have  no
o t h e r  c a p i t a l
transactions,  you  may

b e  a b l e  t o  u s e  a
simpler  method.  The
worksheet  i s  a l so
essential  when  your
taxable  income  falls
into  a  range  where
some  of  your  capital
gains  or  qualified
dividends are taxed at
0%, some at 15%, and
some at 20%.
Additionally,  if  you
have a net capital gain
and  you r  t axab le
i n c o m e  e x c e e d s
certain thresholds, you
may be subject to the
Net Investment Income
Tax (NIIT) of 3.8%. The
worksheet  does  not
directly  compute  the
NIIT,  but  the amounts
you  determine  can
affect that calculation.

Step-by-
Step
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Guide to
Completi
ng the
Workshee

t
Let’s walk through the
key  lines  of  the  IRS
Qualified  Dividends
And  Capi ta l  Gains
Worksheet,  which  is
typically  found  in  the
F o r m  1 0 4 0
instructions. The exact
line  references  may
vary from year to year,
but  the  logic  remains
consistent.  Always
refer  to  the  current
year’s  instructions  for
precise line numbers.

STEP 1: GATHER
YOUR INFORMATION

Before  starting,  you

need  your  completed
Form 1040 up  to  line
15  (taxable  income).
You  will  also  need:

Your total
qualified
dividends (from
Form 1099-DIV,
Box 1b)
Your net long-
term capital
gains (from
Schedule D, line
15)
Any capital loss
carryovers or
adjustments

STEP 2: ENTER
YOUR TAXABLE
INCOME

The worksheet  usually
begins  by  asking  for
your  taxable  income
from Form 1040 (after
d e d u c t i o n s  a n d
exemptions).  This  is
the  income  on  which
your tax is based.
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STEP 3: ADD BACK
QUALIFIED
DIVIDENDS AND NET

CAPITAL GAINS

Next, you will add your
qualified dividends and
net  long-term  capital
gains  back  to  your
taxable  income.  This
s t e p  e s s e n t i a l l y
removes  these  items
from  the  ord inary
income  pool  so  that
they  can  be  taxed  at
the  preferential  rates.
The  resu l t  i s  your
“income subject to the
higher  tax  rates,”
which is  then used to
calculate  tax  on  the
n o n - p r e f e r e n t i a l
portion of your income.

STEP 4: CALCULATE
THE TAX ON
ORDINARY INCOME

Using  the  separate
amount  from  Step  3,
you  compute  the  tax
as if your only income

were  that  ordinary
income  amount.  You
use  the  Tax  Table  or
Tax  Computa t i on
Worksheet,  applying
t h e  s t a n d a r d
p r o g r e s s i v e  t a x
brackets  (10%,  12%,
22%,  etc.).  This  gives
you the tax that would
be due if  you had no
c a p i t a l  g a i n s  o r
qualified dividends.

STEP 5: DETERMINE
THE AMOUNT OF
GAINS TAXED AT
0%, 15%, AND
20%
T h i s  i s  t h e  m o s t
nuanced  part .  The
worksheet  guides  you
t o  c o m p a r e  y o u r
taxable income to the
thresholds  for  the  0%
and 15% capital gains
tax  b rackets .  Fo r
example,  in  2024,  a
single filer with taxable
income up to $47,025
pays 0% on long-term
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cap i ta l  ga ins  and
qualified  dividends;
i n c o m e  b e t w e e n
$47,026 and $518,900
is  taxed  at  15%;  and
amounts above that at
20%.  The  worksheet
helps you allocate your
qualified dividends and
net  capital  gains  into
these tiers, considering
that they sit on top of
your ordinary income.
I n  p r a c t i c e ,  t h e
worksheet  instructs
you  to:

Determine the1.
amount of your
capital gains and
qualified
dividends that fit
in the 0%
bracket by
comparing your
taxable income
to the threshold.
Then, determine2.
how much falls
into the 15%
bracket.
Any remainder is3.

taxed at 20%.

STEP 6: COMPUTE
THE TAX ON THE
PREFERENTIAL
AMOUNTS

Once  you  have  the
amounts  fo r  each
bracket,  you  multiply
t h e m  b y  t h e i r
respective  rates:  0%,
15%,  or  20%.  Sum
these  products  to  get
t h e  t a x  o n  y o u r
qualified dividends and
capital gains.

STEP 7: ADD THE
TWO TAX
COMPONENTS
TOGETHER

Finally, you add the tax
on  ordinary  income
(from Step 4) to the tax
on  the  preferential
income (from Step 6).
T h e  t o t a l  i s  y o u r
tentative  tax.  This
amount is then entered
on Form 1040, line 16
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(Tax).

Common
Mistakes
and
Important
Tips
Even  exper ienced
taxpayers can stumble
on the worksheet. Here
are  common  pitfalls
a n d  h o w  t o  a v o i d
them:

Omitting
capital loss
carryovers: If
you have unused
capital losses
from prior years,
they reduce your
net capital gains.
Ensure you
report them on
Schedule D
before using the

worksheet.
Mixing short-
term and long-
term gains: The
worksheet only
applies to long-
term capital
gains and
qualified
dividends. Short-
term gains are
taxed as ordinary
income and
should not be
included in the
preferential
computation.
Forgetting the
Net Investment
Income Tax: If
your modified
adjusted gross
income exceeds
$200,000 (single)
or $250,000
(married filing
jointly), you may
owe an
additional 3.8%
tax on the lesser
of your net
investment
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income or the
excess over the
threshold. The
worksheet does
not compute
NIIT; you must
use Form 8960.
Using the
wrong year’s
thresholds: The
0%, 15%, and
20% brackets are
adjusted
annually for
inflation. Always
use the current
year’s IRS
instructions.
Not
considering the
impact of state
taxes: Most
states do not
offer the same
preferential
treatment for
capital gains and
qualified
dividends. Your
state tax return
may require a
separate

adjustment.

Pro Tip: Tax software
typically  handles  the
w o r k s h e e t
automatically.  If  you
are preparing your own
r e t u r n  o n  p a p e r ,
double-check  your
math. A small error in
addi t ion  can  sh i f t
income into the wrong
bracket  and  cause  an
i n c o r r e c t  t a x
calculation.

How the
Workshee
t Affects
Your
Overall
Tax
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Liability
Using the IRS Qualified
Dividends  And  Capital
Gains  Worksheet  can
significantly lower your
tax  bill  compared  to
taxing  all  income  at
ordinary  rates.  For
example,  a  married
couple  filing  jointly
w i t h  $ 1 0 0 , 0 0 0  i n
ordinary  income  and
$50,000  in  qualified
dividends would see a
large  portion  of  those
dividends taxed at 15%
rather  than  22%  or
h igher .  S imi lar ly ,
retirees  living  off
investment  income
may  find  that  a
substantial part of their
gains fits within the 0%
bracket, meaning they
owe  nothing  on  that
income.
H o w e v e r ,  t h e
worksheet  does  not
e l i m i n a t e  t h e
alternative  minimum

tax  (AMT)  or  other
surtaxes.  High-income
earners  should  also
c o n s i d e r  t h e
interaction  with  the
A M T ,  w h i c h  m a y
disallow  some  of  the
preferential  rates.
Additionally,  if  you
have  both  long-term
cap i ta l  ga ins  and
qualified dividends, the
worksheet treats them
identically  for  rate
purposes, but you must
keep accurate  records
o f  the  source  and
holding  periods.
Another  st rategic
insight: if you are close
to a bracket threshold,
you  might  consider
tax-loss  harvesting  to
reduce your net capital
gains, thereby keeping
more of your income in
t h e  0 %  o r  1 5 %
brackets.  Similarly,
t iming  the  sa le  o f
assets to manage your
taxable  income  from
y e a r  t o  y e a r  c a n
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optimize the use of the
lower rates.

Conclusio
n
The  IRS  Qualified
Dividends  And  Capital
Gains Worksheet is an
indispensable  tool  for
anyone  who  receives
investment  income.  It
ensures  that  you  pay
n o  m o r e  t a x  t h a n
necessary  by applying
the correct preferential
rates  to  your  qualified
dividends  and  long-
term  capital  gains.
While  the  worksheet
can appear complex at

first,  understanding  its
purpose,  following  the
steps  methodically,
and  being  aware  of
common mistakes  will
help  you  complete  it
accurately.  Always
refer  to  the  official  IRS
instructions  for  the
current  tax  year,  and
consider  consulting  a
tax professional if your
situation involves large
g a i n s ,  m u l t i p l e
transactions,  or  high-
income thresholds.  By
m a s t e r i n g  t h i s
worksheet,  you  can
take full  advantage of
the  tax  benefits
designed to encourage
long-term investing.


