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UNDERSTANDING YOUR RETIREMENT INCOME: A COMPLETE GUIDE TO THE IRS
WORKSHEET IN PUB 575

For millions of retirees, the transition from earning a paycheck to receiving pension and annuity
income brings a welcome sense of financial stability. However, it also introduces a new layer of tax
complexity. One of the most critical tools for navigating this terrain is the IRS Worksheet in Pub
575. Whether you receive a monthly pension from a former employer or have purchased an annuity
with after-tax dollars, this worksheet helps you determine how much of that income is taxable each
year. Understanding it is essential for avoiding costly mistakes and ensuring you keep more of your
hard-earned retirement money.
Many taxpayers mistakenly believe that if they receive a pension, the entire amount is taxed like
ordinary income. In reality,  a portion of  each payment may be a tax-free return of  your own
contributions (your investment in the contract). The key to unlocking those savings lies within IRS
Publication 575, titled Pension and Annuity Income, and specifically in the worksheets it contains.
In this comprehensive guide, we will walk you through everything you need to know about the Irs
Worksheet In Pub 575, including who should use it, how to fill it out correctly, and common pitfalls
to avoid.

What Is IRS Publication 575?
IRS Publication 575 is the official government document that explains the tax treatment of pension
and  annuity  income.  It  covers  distributions  from  qualified  retirement  plans  (such  as  401(k)s  and
traditional pensions) as well as nonqualified annuities. The publication provides detailed instructions
on how to report these amounts on your federal tax return, and it includes several worksheets
designed to simplify  the calculation of  taxable income.  The most  widely  used of  these is  the
Simplified Method Worksheet,  which  is  the  heart  of  the  Irs  Worksheet  In  Pub 575  for  most
retirees.
This worksheet is necessary because many taxpayers made contributions to their pension or annuity
plan with after-tax dollars (often referred to as “cost” or “investment in the contract”). The tax code
allows you to recover that cost tax-free over your expected lifetime, rather than all at once. Without
the worksheet, you would either pay tax on money you already paid tax on, or you might incorrectly
claim a deduction you are not entitled to. The Irs Worksheet In Pub 575 ensures that the tax-free
portion is spread evenly across your retirement years.

Who Needs to Use the IRS Worksheet in
Pub 575?
Not every retiree needs to use the worksheet. The rule of thumb is this: if you receive annuity
payments  from  a  qualified  retirement  plan  (like  a  traditional  pension  from  a  private  company,  a
federal or state pension, or a union plan), and you made after-tax contributions to that plan, you will
likely  need  the  Simplified  Method  Worksheet  from  Pub  575.  The  same  applies  if  you  receive
payments  from a  nonqualified  annuity  that  you  purchased  with  after-tax  money.  However,  if  your
employer paid the entire cost of your pension (i.e., you never made any after-tax contributions),
then 100% of your pension is taxable, and the worksheet is not needed.
Key situations where you must use the Irs Worksheet In Pub 575 include:

Receiving a monthly pension from a defined benefit plan where you previously made after-tax
contributions.
Taking periodic payments from a retirement annuity that you funded with after-tax dollars.
Inheriting an annuity from a spouse or former spouse and continuing to receive payments
under a survivor benefit option.
Receiving disability pension payments (if you have reached minimum retirement age).

If you receive a lump-sum distribution instead of periodic payments, different tax rules apply (often
using Form 4972), and the worksheet in Pub 575 is not used in that case.

Step-by-Step: Filling Out the Simplified
Method Worksheet
The Simplified Method Worksheet is the primary worksheet referenced by the Irs Worksheet In
Pub  575  keyword.  It  is  designed  to  compute  your  tax-free  amount  per  payment  using  a
straightforward formula based on your age at the start of annuity payments and the number of
expected payments. Here is how to navigate each line of the worksheet.

LINE 1: ENTER YOUR TOTAL COST

Your total cost (investment in the contract) is the sum of all after-tax contributions you made to the
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plan. This does not include pre-tax contributions (e.g., amounts deducted from your paycheck before
tax) or employer contributions. Your prior year’s tax returns or a summary statement from your plan
administrator should show this figure. If you are unsure, contact your pension provider or check Box
9b on Form 1099-R.

LINE 2: ENTER THE AMOUNT OF TAX-FREE RECOVERY YOU HAVE ALREADY CLAIMED

If you started receiving your pension in a prior year and used the Simplified Method before, you will
have already excluded a certain amount from tax.  This line prevents double-dipping. For first-year
filers, this line is usually zero, unless you received only part of a year’s payments in the previous tax
year.

LINE 3: SUBTRACT LINE 2 FROM LINE 1
This gives you your unrecovered cost – the amount of after-tax contributions that still remain to be
recovered in future payments.

LINE 4: ENTER YOUR AGE (OR COMBINED AGES) AT THE ANNUITY STARTING DATE

This is a critical factor. The worksheet uses your age (and if applicable, the age of your beneficiary)
to determine the number of expected monthly payments. The younger you are, the more payments
you are expected to receive, so the tax-free portion per payment is smaller. The older you are, the
fewer expected payments, so the tax-free portion per payment is larger.

LINE 5: FIND THE NUMBER OF EXPECTED PAYMENTS FROM THE TABLE

The worksheet includes a table (Table 1 for single life annuities, Table 2 for joint and survivor
annuities). For example, if you are age 70 at the start of payments under a single life annuity, the
table gives you 240 expected monthly payments. For a joint and survivor annuity where both you
and your beneficiary are age 70, the expected number is 300 payments.

LINE 6: DIVIDE LINE 3 BY LINE 5
This is the tax-free amount per payment. For instance, if your unrecovered cost is $60,000 and your
expected payments are 240, you can exclude $250 from each monthly payment.

LINE 7: MULTIPLY BY THE NUMBER OF PAYMENTS RECEIVED THIS YEAR

If you received 12 monthly payments, the total exclusion for the year would be $3,000. This amount
goes on the appropriate line of your 1040 form (line 5b of Schedule 1 for most people, but check Pub
575 for the exact placement).
The remaining portion of each payment is taxable as ordinary income. That taxable amount is
reported on Form 1099-R and then transferred to your return. The Irs Worksheet In Pub 575
ensures you do not overpay taxes on income that includes a return of your own capital.

Understanding the General Rule (Less
Common, More Complex)
While  the  Simplified  Method  is  used  by  the  vast  majority  of  retirees,  some  annuities  require  a
different calculation known as the General Rule. This rule involves an actuarial computation of the
expected return based on life expectancy tables. The Irs Worksheet In Pub 575 does not include
the General Rule worksheet – instead, you would use IRS Publication 939 (General Rule for Pensions
and Annuities). However, Pub 575 explains when the General Rule applies: typically for nonqualified
annuities or when the Simplified Method cannot be used due to variable payments or certain types
of contracts. The General Rule is more complicated and often requires actuarial assistance. For most
private-sector qualified plan pensions, the Simplified Method is mandatory; you cannot elect to use
the General Rule.

How to Access the IRS Worksheet in Pub
575
The Irs Worksheet In Pub 575 is available completely free from the IRS website. Simply search
“Publication 575” on IRS.gov, and the PDF includes the worksheet and its instructions. You can also
request a paper copy by calling the IRS. Many tax preparation software programs (like TurboTax,
H&R  Block,  and  TaxAct)  integrate  the  Simplified  Method  Worksheet  directly  into  their  interview
process, so you may not see the paper form. However, even if you use software, it is helpful to
understand the underlying calculations, especially if you need to correct errors or if your pension
income changes mid-year.
Another important point: the worksheet is for calculating the exclusion amount. You do not attach
the worksheet to your tax return – you simply use it to determine the numbers you enter on Form
1040. Keep the worksheet with your records in case of an audit.

Common Errors and How to Avoid Them
Because the Irs Worksheet In Pub 575 involves several sequential steps, mistakes are easy to
make. Here are the most frequent errors:

Using the wrong age or table. Your age at the annuity starting date (not your current age)
determines the number of expected payments. If you start benefits at age 65, you always use
age 65 in the worksheet, even decades later.
Including pre-tax contributions in cost. Only after-tax dollars count as your investment in
the contract. If your employer contributed pre-tax money or you used a 401(k) that was pre-
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tax, those amounts are not part of your cost.
Not updating the worksheet after a beneficiary change. If your spouse, who was your
beneficiary, predeceases you, your expected number of payments may change. You must
recalculate using the worksheet for your remaining life (single life table).
Forgetting that the exclusion stops once your cost is fully recovered. When your
cumulative exclusions equal your total cost, no further tax-free amounts are allowed. From
that point on, 100% of each payment is taxable. The worksheet on line 2 helps track
unrecovered cost.
Using the worksheet for a Roth IRA. This worksheet does not apply to Roth retirement
accounts, because Roth contributions are already after-tax, and qualified distributions are
completely tax-free. The worksheet is for traditional pension and annuity plans.

Special Situations: Survivors and Disability
Pensions

The  Irs  Worksheet  In  Pub  575  also  applies  to  you  if  you  are  the  surviving  beneficiary  of  a
deceased retiree who was receiving a pension. In that case, you use the survivor’s age at the date
payments begin (if you are the survivor) and the joint-and-survivor table may still apply, depending
on  the  circumstances.  For  disability  pensions  received  before  you  reach  the  plan’s  minimum
retirement age, different rules may classify payments as sick pay or disability pay – these are often
not reported on Form 1099-R and may require use of Form 1040 instructions rather than Pub 575.
Always read the relevant portions carefully.

Why the Worksheet Matters for Your Tax
Return
Understanding the Irs Worksheet In Pub 575 is not just about getting the right number – it can
save  you  significant  tax  money.  If  you  have  a  large  after-tax  cost,  the  exclusion  might  be
substantial.  For  example


