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 Why a sustainable budget  
 What is the response:  A new budget model for Alaska 
 Isn’t oil tax reform enough 
 What does it take to achieve a sustainable budget 
 Where are we at this point in the current legislature 
 How do we implement 
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WHY A SUSTAINABLE BUDGET 

“In i ts 10-year f iscal  plan, the state Of f ice of Management and Budget 

(OMB) projects that spending the cash reserves might f i l l  this gap unti l  

2023 …. But what happens af ter  2023?” 

“Reasonable assumptions about potential  new revenue sources suggest we 

do not have enough cash in reserves to avoid a severe f iscal  c runch soon 

af ter  2023, and with that f iscal  c r is is  wi l l  come an economic crash .  “  
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UAA ISER, Maximum Sustainable 
Yield:  FY 2014 Update (Jan. 

2013) 



Current path 
undermines oil reform 
 Changing the oil tax 

without addressing long-
term fiscal policy is like 
rearranging the deck 
chairs on the Titanic 

As important, unfair 
to future generations 
 Undermines the 

economic stability of 
future generations 
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WHY A SUSTAINABLE BUDGET 



ISER … 

“What can the state do to 
avoid a major fiscal and 
economic crisis? The 
answer is to save more and 
restrict the rate of 
spending growth.” 
“All revenues above the 
sustainable spending level 
of $5.5 billion—including 
Permanent Fund income, 
except the share that funds 
the dividend—would be 
channeled into savings .” 
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WHAT IS THE RESPONSE 
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WHAT IS A SUSTAINABLE MODEL 

 Convert ing Alaska’s budget from 

a resource base to a financial  

base by l imit ing current spending 

to a sustainable level ,  moving the 

remainder (along with the PF, 

CBR and SBR) into an endowment 

  … then, as oi l  revenues decl ine,  

taking earnings from the 

endowment as revenue at a rate 

suf ficient to maintain spending 

at the sustainable level .  

 … essentially, a retirement account 



 Likely response to 
oil tax reform is a 
softening in the 
decline curve, not 
an increase in 
absolute 
production  

 Continuation of 
current (or even 
reduced) spending 
levels leaves 
Alaska dependent 
on highly unlikely 
oil price bailouts. 
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ISN’T OIL TAX REFORM ENOUGH 

“BP Presentation on Proposed PPT, Alaska State Legislature, House & 
Senate Resources Committees, 28th February 2006.” (publicly available at 
http://www.akrepublicans.org/houres/24/pdfs/houres_hb488_12.pdf) 

http://www.akrepublicans.org/houres/24/pdfs/houres_hb488_12.pdf


 Identifying the sustainable 
spending level on an annual 
basis 

 In surplus years, putting 
any surplus annual revenue 
above the sustainable 
spending level in the 
endowment 

 In deficit years, limiting 
draws from the endowment 
to the levels necessary to 
meet the sustainable 
spending level 

Legislation 
 Initial step:  annually as part 

of the 10-year plan require 
OMB to calculate and provide 
the long-term sustainable 
level 

 The Governor and Legislature 
agree to work within that level 

 If  that doesn’t work:  pursue a 
Constitutional amendment to 
l imit spending (except in 
emergencies) to the 
sustainable spending level 
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WHAT DOES IT TAKE TO ACHIEVE 



 Governor’s proposed budget: 
$5.7 billion operating budget 
$  .8 billion capital budget 
$6.5 billion overall budget 

 House version of the 
operating budget: $5.6 billion 

 HFIN Co-Chair Austerman:   
“… the question is how far can you 
stretch your savings out to buffer that 
7-10 year period.” 

 SFIN Co-Chair Pete Kelly:  
“ … the budget problem arises 
because the state spends too 
much. ‘... we are worried we 
won't have enough to spend on 
government ... [b]ut the fact is 
we've spent too much."  
… a proposed operating budget 
this year of $5.6 billion or more 
‘is a ridiculous amount of 
spending.’" 
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WHERE ARE WE CURRENTLY 

“In fiscal year 2014, Alaska’s state government can afford to spend 
about $5.5 billion. That’s an estimate of the level of Unrestricted General 
Fund spending the state can sustain over the long run ....” 



 Hold hearings on a 
sustainable budget model 
 Inform 
 Demonstrate consensus  

 FY 2014 
 Implement and justify FY 

2014 savings as moving 
toward a sustainable model 
 Enact legislation requiring 

OMB to provide sustainable 
spending level annually 

 FY 2015 - forward 
 Institutionalize: build 

budgets based on 
sustainable levels 

 

March 15, 2013 10 

HOW DO WE IMPLEMENT 



 
“Thoughts on  

Alaska Oil & Gas” 
 

http://bgkeithley.com 
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FOLLOWING ALONG … 

http://bgkeithley.com/
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