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Years ago, Governor Knowles said Alaska is open for business.  That was viewed as good news to all of us – producers and industry support companies alike.

Since then, both state and federal authorities have offered several lease sale programs.  These lease sales brought interest from new, large producers and several independents.

Companies such as Anadarko have stepped up Alaska participation and other operators are increasing exploration activities across the North Slope.  Phillips just announced an $807 MM budget for Alaska in 2002, which will include ongoing construction of Millennium Class tankers, development of Meltwater, Palm and West Sak fields and the Alpine expansion in the west and the Borealis field in the Greater Prudhoe Area.  Although this is a small reduction for the exploration budget and for the production budgets from 2001, Phillips is still moving forward.

In the Cook Inlet area, Unocal has gone from trying to sell their property twice in recent years to doubling their exploration activities for oil and gas and they are experiencing very good success.  Phillips is drilling around Anchor Point, Marathon recently brought Wolf Lake on line in the Kenai National Wildlife Refuge, Forest Oil is spending millions of dollars and has put the first new platform in Cook Inlet in over a decade, Agrium bought the chemical plant in Nikiski, and BP built a pilot GTL plant in Nikiski.  Unocal and Marathon announced the formation of the Kenai Kachemak Pipeline LLC along with Enstar and Homer Electric to provide natural gas services to the southern end of the Kenai Peninsula and new supplies for South-central Alaska.

While these are mostly positive signs the bottom line is our twin economic anchors in Alaska of oil and government appear unsustainable in the long-term.  And in the near-term, fallout from September 11th – and the national recession – has cast a cloud over our entire economy.

A recent Daily News headline put it succinctly – Forecast grim for Alaska economy.  

Oil prices are down – way down.  Our state budget is now over $900 MM in the red.  We are facing another budget short fall of almost a billion dollars – similar to where we were a couple of years ago before oil prices shot up and bailed us out again.  

This short fall means we will have to draw down our CBR to less than $2 billion by the end of the fiscal year and with a projected draw of $1.3 billion in 2003, Alaska will empty our budget reserve account in less than three years.  In other words Alaska will no longer have the bailout stash that has been used for years.

Yet some of our legislators still don’t get it.  They think new taxes on the oil industry will solve the problem.  Random acts of taxation can have a devastating impact.  Everyone in this room knows the health of the oil industry is precarious at best.  

The North Stars, Meltwaters, and Alpine fields have all been built with Alaska labor in Alaska because of a tax program that works as it was designed to work.  And that is ELF – the Economic Limit Factor designed to encourage marginal field development.  ELF must not be touched or tampered with.

What would new taxes such as a modified ELF program do to future development of fields such as Liberty, NPR-A, Meltwater, Palm, West Sak, Schrader Bluff, Borealis and others?  Probably cancel some and restrict the development of others.  A modification to ELF would devastate the Cook Inlet oil industry.

It is hard to say new taxes will stop all new activities but it is easy to assume all producers will re-evaluate their options if more taxes are imposed.  Even “open for business” has not made permitting and other legal tools inaccessible to the groups that oppose natural resource development.

BP has already taken steps to re-evaluate and look at all their assets while committing millions of dollars to maintain existing facilities and possibly increase production in Prudhoe Bay.  While plans are not complete, BP has indicated it will reduce its capital budget by about $100 MM due primarily to the completion of Northstar.

It appears that a moratorium on taxes is in order while the legislature focuses on the big picture and can decide on a clear path to a solid fiscal plan.  Mike O’Connor and I, and the other executives and managers at Peak want our legislators to be held accountable and we are committed to being heard in Juneau.

In addition to letters from industry supporters it is Peak’s intent to get 600 – 800 Alaskans to write and ask our legislature to figure it out.  We want them to come up with a responsible fiscal plan without indiscriminate taxes on our largest taxpayer – the oil industry.  The industry that already provides approximately 80% of Alaska’s unrestricted revenue.

We ask that you all join Peak and insist the legislature come up with a solution that grows – not shrinks – Alaska’s economy.

