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Frequently Asked Questions 
HB 115 – Education Funding Act (state income tax) 

Updated: May 2, 2017 

 
This is a growing document. Whenever we receive questions regarding the 
Education Funding Act, we will add those questions to this document. We will 
update the date of this document (above) whenever a change is made.  

 
 

Q1. How many states have an income tax? 
Currently, 43 states have an income tax. Every state except Alaska has either an 
income tax, a sales tax, or both. [New Hampshire and Tennessee only tax interest 
and dividends, so sometimes the number of states with an income tax is 
represented as 41] 
 
Q2. When will the state income tax start? When will I need to start filing? 
The income tax, commonly referred to as the school tax, is scheduled to become 
effective January 1, 2019. So withholding will begin that date, but Alaskans will 
not be required to report state income tax until the end of calendar year 2019.  
 
Q3: Will my dividend still be taxed? 
No, according to the latest version of the bill, the Alaska Permanent Fund 
distribution will not be taxed at the state level, but it will continue to be taxed at 
the federal level.   
 
Q4: Will the Alaska school tax include a personal exemption? 
Yes, it includes an exemption of $4,000 per person. So a couple with two children 
completing a single return will have an exemption of $16,000, along with the 
exemption of their PFDs. 
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Q5: Will I still need to complete IRS Form 1099 MISC for my dividend? 
You will need to complete this form for your federal tax return. The Alaska school 
tax will not change any of the requirements that are associated with filing the 
federal income tax when declaring your PFD distribution. 
 
Q6. Can I deduct my State of Alaska school tax from my federal income tax? 
Yes, an individual will be able to deduct their state school tax from their federal 
income tax if they itemize deductions. The other option is to not itemize and take 
the standard deduction of $4,000.  
 
Q7. What’s the point of having an income tax at the same time I am receiving 
a PFD? If I owe $1,000 in state school tax, that’s the same amount as my PFD. 
So why not just end the PFD program? 
The school tax is progressive, meaning the higher a person’s income, the more tax 
they will pay. So the school tax will have a greater impact for those in the higher 
income brackets. Lowering the PFD is considered regressive. So removing the 
PFD will have the greatest impact on those that have the least income. This is why 
limiting the PFD in combination with a state school tax makes the most sense and 
is the most fair across the income spectrum. 
 
Q8: Why should I care that a low income Alaskan loses a higher percent of 
their income than someone with more income? 
Alaskans with low income spend a higher percentage of their disposable income on 
purchases, instead of saving or investing it. Therefore, any reduction of disposable 
income for low income families will directly impact the amount they have 
available to spend, which is a greater hit to our local and state economies. 
 
Q9: Is mortgage interest deductible?   
No, mortgage interest is not deductible. Mortgage interest is part of the itemized 
deductions that occur after adjusted gross income on the federal form.   
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Q10: Will I have to pay capital gains tax on the sale of my home? 
Only if your gain is above the amount exempted at the federal level. Capital gains 
on the sale of a home is reported on schedule 1040 D, which is then reported on 
line 13 of IRS form 1040 and is included in adjusted gross income.  An individual 
can currently exclude up to $250,000 of the gain if the home is your primary 
residence, which means you do not need to report that amount of the gain at all.  So 
this exemption is also excluded from the Alaska taxable income, which is based on 
federal adjusted gross income. 

 
Q11: How does the school tax treat capital gains? 
Capital gains will be treated and taxed as regular income at the same tax rate. The 
federal government currently taxes long term capital gains about 10% less than 
earned income, but by using AGI we are not adopting preferential treatment. 
 
Q12:  Will the school tax structure also tax retirement income from former 
Alaskan employees who are no longer living in Alaska, yet continue to collect 
retirement from Alaska? 
In most cases no.  Congress passed Public Law 104-95 which prohibits a state from 
taxing retirement income paid to nonresidents, even if the income was originally 
earned in the state. 
 
Q13: Will my state taxes be automatically taken out of my dividend, or will I 
have a choice? 
The option to pay your state taxes using your permanent fund dividend is entirely 
voluntary. 
 
Q14: Don’t Alaskans currently pay taxes to the state? 
No, Alaska is the only state that has no state income tax, no state sales tax, and no 
state property tax.  The majority of taxes paid by Alaskans go to local governments 
and not to the state. Alaskans pay some small state taxes - such as the motor fuels 
tax, alcohol tax and cigarette tax.  The tax burden in Alaska averages $350 per 
person.  By comparison, the national average tax burden is $2000 per person.  If 
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we consider the dividend, which every Alaskan receives from the state, Alaskans 
actually have a negative state tax burden. 
Alaskan corporations pay a state tax, but that is a much smaller pool than Alaskan 
residents as a whole. 
 
Q15: How much will it cost to implement the Alaska school tax? 
Department of Revenue estimated in 2015 that it would cost approximately $7 – $8 
million annually to implement a school tax.  This is 1%-1.5% of the revenues the 
tax will generate.  The tax rate has little to no impact on the cost of implementing a 
tax, so it would cost about this much whether tax rate was set to raise $100 million 
or $1 billion. 
 
Q16: Is my child’s dividend exempt from the state school tax? 
Yes.  If a parent is including the child’s dividend in their federal Adjusted Gross 
Income, they get to deduct that dividend and their own dividend before calculating 
their state school tax. If a child is filing their own federal taxes, then the child 
would deduct their dividend from their income (along with the $4,000 personal 
exemption) to determine if they owe any state school tax. 

 

Q17: Why is the tax now based on the Adjusted Gross Income (AGI) versus 
basing it on an individual’s federal tax liability as was originally proposed? 

Using federal tax liability does provide the simplicity of having an easy starting 
place in the sense that we can just adopt all of the federal deductions and 
exemptions and don’t need to make separate decisions on each exemption.  

However, that also means that we are adopting all of the exemptions and tax breaks 
provided in the federal tax code. We are also at risk of any federal changes. Below 
are several additional reasons why this change was made. 

• Volatility of federal tax liability – If federal tax rates change, this 
automatically impacts state revenue levels, with no state input. This could 
lead to severe, unplanned drops in revenue. This issue is addressed by using 
Adjusted Gross Income (AGI) instead of federal tax liability. 
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• Exemptions & credits – Using AGI gives a clean slate instead of 
automatically adopting federal credits and deductions 

 
• Equity between capital gains & other income types – All income is taxed at 

the same rate under adjusted gross income, avoiding the federal tax 
reduction (approximately 10% lower than other income) for capital gains. 

 
• Administrative ease – Calculating what non-resident income is taxable is 

simpler under adjusted gross income, and would have been very complex 
under federal tax liability. 

 
• Alaska Specific –Adjusted gross income now includes a deduction for the 

permanent fund dividend, which is not exempt on federal taxes  

 

Q18: Can I apply my annual PFD to my state school tax liability? 

Yes. You may elect to have your PFD applied to your state school tax liability. It 
will work similar to withholding or quarterly tax payments, which the Department 
of Revenue already does.  Alaskans will be able to check a box on their PFD 
application. When the dividend is processed, it will be sent to the Department of 
Revenue as a prepayment.  The Department of Revenue will then apply your PFD 
to your tax liability in April of the following year. As an example, you apply for 
your PFD in 2019.  The PFD will be issued in October and sent to the Department 
of Revenue. When you file your 2019 state income tax (in April of 2020), your 
2019 PFD will be applied against it. If there is a refund, it will be returned to you. 

 
Q19: How much would I pay? 
That depends on your filing status and your income level. A couple with no 
children and combined income of $70,000 would pay $984. The same couple with 
two kids would pay $733. A single person with two kids making $70,000 a year 
would pay $1,190. The tax brackets are below and the income tax calculator can be 
found here. 
 

 

 

http://akhouse.org/
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Individual / Nonresident: 

Less than $10,300  $0 

$10,300-$50,000  2.5% of amount over $10,300 

$50,000-$100,000  $992.50 + 4% of amount over $50,000 

$100,000-$200,000 $2,992.50 + 5% of amount over $100,000 

$200,000-$250,000 $7,992.50 + 6% of amount over $200,000 

>$250,000   $10,992.50 + 7% of amount over $250,000 

 

Married / Joint:  

Less than $20,600  $0 

$20,600-$100,000  2.5% of amount over $20,600 

$100,000-$200,000 $1,935 + 4% of amount over $100,000 

$200,000-$400,000 $5,935 + 5% of amount over $200,000 

$400,000-$500,000 $15,935 + 6% of amount over $400,000 

>$500,000   $21,935 + 7% of amount over $500,000 

 

Q20: How will the school tax be used? 
The revenue generated will be used to fund education by designating the revenues 
to the Public Education Fund. This fund is used to support K-12 education and is 
allocated to school districts and Rural Education Attendance Areas (REAA) 
through the Base Student Allocation (BSA). 
 
Note: That while under the constitution we cannot dedicate this money to 
education, we can direct the money to be used for education, and the legislature 
historically has followed those directions 
 

Q21: How much revenue is the school tax expected to raise? 
We expect the school tax, once fully implemented, will generate about $680 
million a year.  
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Q22: How much will it cost to administer a state income tax program? 
The cost for administering the program will be about 1 to 1.5% of the revenue, or 
about $7.7 million. 
 

Q23: Will out of state workers need to pay the income tax in Alaska? 
Yes. About 20% of Alaska’s workforce is from out of state and make up about 
16% of the income. We estimate that of the revenue collected, about $80 million 
will come from out of state workers.  

 
Q24: Where can I find more information on the Alaska school tax and the tax 
calculator? 
On our website at: www.akhouse.org/ 
Our income tax calculator is also located here and we encourage everyone to try it 
out.  

http://www.akhouse.org/

