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The fall in oil prices has led to growing concern
among Alaskans about the state’s fiscal situation.

This presentation summarizes some of the most
important things to understand about our fiscal situation.  

This is a short introduction to a complicated topic.
I’ve focused on the “big picture.”
I’ve used some simplified terms,

and I’ve left out many important details.

At the end of the presentation I’ve listed
the sources for the data shown in the presentation.
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1. Alaska is extremely dependent on
oil revenues to fund state government.
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From 2005 to 2014, oil revenues averaged 90% of
Alaska’s unrestricted general fund revenues



2.  After rising dramatically for many years, 
over the past three years oil prices and

oil revenues have fallen drastically.
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Average 
annual prices 
since 2005. . .
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ProjectedHistorical

Daily prices 
since 2011. . .

FY15

?



As oil prices have fallen, oil revenues have fallen drastically.

ProjectedHistorical

$6.8 billion 
drop in oil 
revenues 
from 2012 

to 2015
(77% drop)



3. Spending has also fallen since 2013
—but not as fast as revenues.

We have gone from
large surpluses to large deficits.
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We ran big surpluses from 2005 to 2012.
Since 2013 we have been running big deficits.

ProjectedHistorical



This year’s projected deficit is huge.

FY15 unrestricted 
general fund spending

$5.9 billion

$3.4 billion
(57% of 

spending)

$2.6 billion

Projected 
deficit

Projected 
revenues

$8,000
per Alaskan

$4,500
per Alaskan

$3,500
per Alaskan



4.  At current spending and projected revenues,
we would continue to run large deficits.
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Even though revenues are projected to rise beginning in 2017, at 
current spending deficits would remain very large.

ProjectedHistorical



5. When we were running surpluses we built up big 
savings which are now paying for deficits. 

At current spending and projected revenues,
projected deficits would drain our savings

in about seven years.
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We used the surpluses between 2005 and 2012 to build up
our savings in two reserve funds.

FY15
$3 billion 
special 

contribution 
towards 

retirement 
obligations

Available 
to pay for 
deficits



At the start of FY15, we had $12.2 billion in savings
available to pay for deficits.

Available savings of $12.2 billion

Deficit of $3.4 billion



At this year’s spending level and projected future revenues,
we would drain our savings in 7 years

Projected available savings

Projected deficits

My estimates. . .



End-of-year 
savings

Projections if 
we continue 
spending at 

current levels

Deficits

Legislative Finance Division 
estimates, January 19, 2015

Budget,
revenues
& deficits



6. Future oil prices are highly uncertain.  

They might be significantly lower than the
Department of Revenue assumed

for their revenue projections.
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The revenue projections assume oil prices will rebound after 2016



Most “experts” think:

• Prices fell because world oil production exceeded demand
• Falling prices will reduce production
• When production equals demand prices will stop falling
• Prices will rise again as demand grows

BUT

• So far production hasn’t fallen much
• Slowing economic growth is reducing demand
• Future price growth may be limited by rebounding production
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What will actually happen to oil prices is highly uncertain.
We can’t assume that the Department of Revenue projections will be correct.



7. How long our savings might last
depends critically on oil prices.

If oil prices are lower than projected,
we could drain our savings much sooner.
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Legislative Finance Division 
estimates, January 19, 2015

Deficits

End-of-year 
savings

Projections if 
oil prices 
average 

$60/barrel

Budget,
revenues
& deficits



24Source:  Department of Revenue Fall Revenue Sources Book, page 61

Department of Revenue estimates, 
Fall 2014 Revenue Sources Book

Projected month in which savings would run out
under different constant oil price assumptions



8. We can’t run deficits without savings to pay for them.

Unless oil prices rise dramatically
within a few years we will have to make

big changes to our spending or revenues.
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9.  Unless oil prices rise dramatically,
we face two big choices:

How to adjust?

- Spend less?
- Find new revenues?

- Both?

When to adjust?

- Now?
- Gradually?

- When our savings run out?
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10. It is not obvious how to cut spending
enough to make up for the deficits we face.
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Most of the state budget is in agency operations.
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Capital budget
$0.6 billion

Agency operations
$4.5 billion

Debt service, retirement 
fund payments, etc.

State
government 
departments

Operating 
budget

($5.2 billion)

Statewide operations
$0.7 billion

Capital 
budget

Roads, buildings, etc.

FY15 budget = $5.8 billion



We have reduced the capital and agency operations budgets
—but the agency operations budget has kept growing.

Source:  Legislative Finance Division



Source:  Legislative Finance Division

Education and Early Development & Health and Social Services
account for 59% of the FY15 agency operations budget

Growth has 
occurred in all 

agencies’ budgets.

31%

28%

41%



K-12 and Medicaid Programs account for 45%
of the FY15 Agency Operations budget

55%

30%

15%

Source:  Legislative Finance Division

26% of total growth

31% of total growth

43% of total growth

Grew by 149%

Grew by 57%

Grew by 72%



Debt service obligations can’t be cut.

Source:  Legislative Finance Division



State assistance to retirement would be difficult to cut.

Source:  Legislative Finance Division

In FY15 we are making a special 
contribution of $3 billion from our 
savings, but payments will resume 
at about $260 million in FY16.



From a long-term perspective, the growth in spending
since 2005 looks dramatic, expressed in total dollars.

Source:  Legislative Finance Division



Adjusted for inflation, the growth in spending per Alaskan since 2005 
seems less dramatic, particularly for agency operations.

Source:  Legislative Finance Division



11.  Many Alaskans think the Permanent Fund
should be “off the table” in how we

respond to our fiscal situation.

But:

The Permanent Fund accounts for
a growing share of state savings and revenues.

Permanent Fund dividends account for
a growing share of state spending.
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This Permanent Fund is worth more than $50 billion.
We can only spend the “realized earnings” in the “earnings reserve.”



Each year the statutory net income of the Permanent Fund
gets added to the earnings reserve.



Each year we draw from the earnings reserve to pay for dividends and inflation proofing.



Permanent Fund statutory net income is highly variable but it has been growing as the 
Fund grows.  This year it is more than our oil revenues.

ProjectedHistorical



Dividends are significant compared with other state spending.



Overview of Data Sources
for this Presentation

42



Data for historical and projected state revenues in this presentation are from 
Fall Revenue Sources Books prepared by the Alaska Department of Revenue’s 
Tax Division.  These clearly-written reports provide detailed information about 

the many different sources of state revenue.  They are available at:

http://www.tax.alaska.gov/programs/sourcebook/index.aspx

Most of the revenue data are from the Fall 2014 Revenue Sources Book.  
Some data are from earlier revenue sources books. 



Most of the state spending data in this presentation were provided by
the Legislative Finance Division.  Very detailed information about state 

budgets is provided on the Division’s website:

http://www.legfin.state.ak.us/

The Division regularly prepares two-page fiscal summarizes of major 
budget categories by fund type.  These are very useful as a summary 

of budgets by major fund type.  They are posted at.

http://www.legfin.state.ak.us/FisSum/DisplayReports.php

Most of the spending data in this presentation are for fiscal year final 
budgets.  Data for the FY14 and FY15 budgets are from the state of 

Alaska fiscal summary published August 29, 2014, which is shown on 
the next two slides.

Much more detailed budget information is provided in the annual 
Summary of Appropriations documents, which are posted at:

http://www.legfin.state.ak.us/Summary/DisplayReports.php



The Legislative Finance Division puts out two-page Fiscal Summaries which 
summarize major items in the state’s budget and how they are funded.

Source:  http://www.legfin.akleg.gov/FisSum/DisplayReports.php



Legislative Finance Division Fiscal Summary (page 2)



Approximate start-of-year and end-of-year balances of reserves in state 
funds can be found near the front of the Summary of Appropriations 

documents in part 2 of the Fiscal Summary.

Most of the historical budget data in the presentation for years prior to 
FY14 was provided to me by the Legislative Finance Division as Excel 

spreadsheets by special request.
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In mid-January 2015, the Legislative Finance 
Division prepared a report entitled The Fiscal 
Year 2016 Budget:  Legislative Fiscal 
Analyst’s Overview of the Governor’s 
Request.  The 8-page introduction to this 
report provides a very useful summary of the 
state’s budget situation as of January 2015.

http://www.legfin.state.ak.us/Overview/Overview2016.pdf



Detailed current and historical data about the Permanent Fund can be 
found in the monthly and annual reports posted on the Alaska 

Permanent Fund Corporation website at:

http://www.apfc.org/home/Content/publications/reportArchive.cfm

48


