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Good afternoon. I’d like to thank the chamber for inviting me to speak here today, because as I’m sure most of you are aware, BP has undergone a number of significant changes in our Alaskan business over the past year, and we believe the North Slope is at a turning point in its evolution.

My agenda today is to briefly cover the history and outlook on the North Slope for BP and our industry, reflect on the challenge of creating a new future in the face of a seeming inexorable decline, and look at the global competitiveness of the North Slope.

Let me begin with the track record – always a good place to start.

From the mid-70s through the ‘80s, the North Slope enjoyed significant growth in production. But as Prudhoe Bay began to decline, squeezing more production and acceptable returns out of current and future developments became a greater challenge.

Today, we face the relentless pressure of declining production as existing fields are depleted and new finds become fewer, smaller and more costly to develop. The generally accepted view is that we’re more than halfway through the basin’s life, in terms of total production

This does not mean that we’re in a “harvest” mode, and I believe there are steps the industry and the government can take together to create a new future for Alaska in which the world-class oil and gas resources on the North Slope are positioned to attract the world-class investments they need.

Future exploration and development will add more reserves, and successes such as Phillips’ and Anadarko’s Alpine project will still occur. But for the most part, new finds and developments will be smaller, fewer and concentrated in and around existing fields.

Production will be increasingly dependent on better technology, improved recovery from mature fields and efficient development of remaining reserves such as viscous oil.

The challenge today looks very much different from a decade ago. Investment has shifted to infill drilling and mature field investments. About half of our development spend in Alaska in 2002 is associated with drilling.

Going forward, we must manage decline in the most economical way. That means that as base production declines, we need to keep unit production costs flat and leverage infrastructure and economies of scale. All of this, of course, is predicated on the North Slope being competitive in a global context.

BP’s North Slope resource base certainly serves to illustrate the nature of our future challenges.

We have a resource base of some 7 billion barrels of oil equivalent, including barrels that are beyond current technical and commercial limits. Just to put the North Slope into context, that is more than double our reserves in the deepwater Gulf of Mexico and nearly 5 times our reserves in Azerbaijan. So the North Slope remains immensely important to BP, and we expect to be doing business here for a very long time to come.

About a third of our known resources – more than 2 billion barrels – is already proven. But producing them requires significant ongoing investment together with operational and cost-management excellence.

The rest, which includes natural gas, isn’t commercially viable today, but we know, generally, what we need to do to access it: continuously lower our costs and come up with breakthrough technologies that will enhance reservoir productivity and recovery.

But these can only work if they take place in an environment of fiscal stability and global competitiveness.

The stability of the fiscal regime over the past decade has encouraged the industry to focus on the remaining potential of the North Slope, and it has led to the situation where, against all predictions, we have stabilized production and now look to sustain oil and gas production well into the 21st Century.

Stability cannot offset the eventual resumption of decline, but it has succeeded and can continue to succeed in extending the life of the entire province. The fiscal environment has a profound impact on the global competitiveness of North Slope investments. It can be an incentive to invest, particularly in mature fields. Or it can make investment uneconomic.

We are at a very important moment in the history of the North Slope as we enter our second quarter of a century of production. Our challenge is to create a future where decline is managed in such a way to ensure that every possible barrel is recovered, and that “reinvestment,” not “harvesting,” will be the enduring theme for the oil and gas industry on the North Slope.

The keys to this are technology, cost discipline and cost reductions, and finally, ensuring the right long-term fiscal regime to ensure that Alaska remains globally competitive so that the available investment capital flows to the North Slope and Alaskan workers and businesses, and not to other countries and provinces.

Do any of you know Tony Hayward, BP’s group treasurer? Then I’m going to assume that none of you heard his presentation on the future of the North Sea oil and gas industry to the International Association for Energy Economics conference in Aberdeen, Scotland, back in June.

That’s what you think.

Everything I’ve said so far was lifted from Tony’s talk in Aberdeen, almost verbatim.

I changed all of Tony’s references to the North Sea to the North Slope. I substituted Prudhoe Bay for the names of large North Sea fields like Magnus and Forties, I shortened it, and I tweaked some of the dates, volumes and other data to reflect North Slope specifics. Otherwise, same words.

Why? Not just because it was a lot easier to plagiarize Tony’s presentation than to prepare my own, but because I wanted to demonstrate the parallels between the realities facing Alaskans and the industry on the North Slope and those facing the companies and individuals that depend on oil and gas development in the North Sea … indeed, the realities facing anyone working in any mature, world-class oil and gas province.

Declining production. Relentless pressure on unit costs. Huge remaining resources requiring huge investments in a rapidly changing climate of fierce global competition for investment capital.

None is unique to Alaska’s North Slope. Nor is the pressure they place on us to constantly streamline and improve our systems in order to attract investments that are the lifeblood of our future.

Eight years ago this summer, one of my predecessors as president of BP in Alaska, John Morgan, first addressed Alaskans on the growing challenge of global competition for investment capital at this very forum.

Since then, Alaskans have heard variations on that message from a number of BP executives, and now you’re hearing it from me.

We’ve talked about costs and reinvestment. About taxes and fiscal stability. About regulations and relationships. And about why we believe they matter to us and to Alaskans.

I’m certain you will hear the same themes from my successor. And from his … or perhaps hers. And from anyone who holds this position for BP in Alaska for the next 20, 30, 50 years. Because the imperative to compete for investment capital won’t go away, it will only become more intense.

The past year has been a period of significant change for BP with our Alaskan business. Some of the changes have been painful; many have been misunderstood.

I believe there have been misunderstandings about BP’s exploration activities.

Discontinuing our frontier exploration program on the North Slope does not mean we’ve given up on building a strong and sustainable future on the North Slope. It does mean we’re going to build a future on our strengths and successes, not our weaknesses and failures.

Others have succeeded at frontier exploration on the North Slope. We have not. In the past 10 years, we’ve found and commercialized just 160 million barrels … and even that limited exploration success has been from drilling in and around Prudhoe, Milne Point and Kuparuk.

During the same period, we’ve added 900 million barrels to reserves in our existing fields – 5 times as much. That’s where we’ve been successful, and that’s where we’re going to focus our effort and spend.

Discontinuing frontier exploration also does not mean we’re sitting on our acreage and blocking anyone else from tapping its potential. On the contrary, we are engaged in discussions with other companies that are interested in exploring it. Exploration success on the North Slope by other companies is good for Alaska and for BP.

I believe there have been misunderstandings about our investments in Alaska.

Refocusing our capital spend on the North Slope does not mean we’ve quit investing in Alaska, or that we’re in a “harvest” mode. It does mean we cannot afford to chase new barrels regardless of cost, and we will only choose projects that will continue to improve our financial performance.

This year our capital budget for Alaska is about $700 million, with more than half a billion dollars going into sustaining production on the North Slope and the rest into building new double-hull tankers for our Alaska trade. That’s about 20% higher than our average annual capital spend in Alaska in the ‘90s, and we plan to sustain it at that level for at least the next several years.

I believe there have been misunderstandings about our relationships with contractors and suppliers.

Our focus on competitiveness does not mean we’ve given up on our commitment to buy goods and services from companies in Alaska. It does mean our purchasing decisions will be based on business and health, safety and environmental performance, not on politics, and it means we will continue to do business with Alaskan firms that can offer world-class performance on price, quality and service.

We spend $1 billion a year net with third parties for goods and services – more than $2 billion on behalf of partners. And more than 80 cents out of every dollar gets spent in Alaska. Just as our business is important to our contractors and suppliers, it’s vital to our future that this money is spent as efficiently as possible.

We need contractors and suppliers who will thrive on the challenges of North Slope maturity … ones that can adapt and innovate. I’m confident that many of them are up to the challenge.

I believe there have been misunderstandings about BP’s role in the community.

Our internal focus and relative lack of visibility of our senior managers in the community this year do not mean that we no longer want to play an active and positive role in Alaska’s communities. They do mean that we’ve been concentrating on getting our business right in order to position ourselves for the next 30, 40, 50 years in Alaska.

This year our corporate contributions budget of more than $5 million, based on our charter agreement with the state, is the 2nd-highest ever.

We’re sharpening our contributions focus on organizations and programs promoting health, safety, environmental quality and education.

We’re committed to making the new BP Energy Center, which opened this past week, a centerpiece for innovative learning about energy and for non-profit excellence in Alaska.

And now that we’ve begun to steer the business toward a sustainable future in Alaska, our senior managers, starting with myself, will play a more active role in the community.

I believe there have been misunderstandings about our commitment to safety and protecting the environment.

Our emphasis on costs does not mean we will compromise safety or the environment in anything we do. It does mean we will actively engage the state to revise costly and burdensome regulations and regulatory procedures that discourage investment with dubious benefit to safety or the environment.

I believe there have been misunderstandings about our efforts to commercialize North Slope gas.

Steps we’re taking to get our oil business right do not mean we’ve given up on gas. They do mean that before we can move forward with a multibillion-dollar gas project, we must have confidence in a strong and sustainable oil business throughout the life of the project. The two are inseparable.

And they mean there’s still work to be done on both. That’s why, in tandem with our efforts to build a sustainable oil business, we’re also actively involved in promoting federal enabling legislation for a gas project.

And why we’ve submitted a proposal to the state for a stable and predictable fiscal system for gas.

And why our Canadian affiliate is working with the Canadian federal government and First Nations to gain a reasonable regulatory climate in Canada.

And why we’re studying high-strength steel and new techniques in pipeline trenching in order to overcome the formidable cost challenge facing a gas project. These and other advances have the potential to reduce project costs by hundreds of millions of dollars, bringing us a giant step closer to achieving our goal of realizing $2 billion in savings. 

I believe there have been misunderstandings our perceptions of Alaska’s long-term potential.

Our emphasis on “maturity” and “decline” with regard to our North Slope operations does not mean the end is in sight for us in Alaska, or that our brightest days are behind us. It does mean we face a constant and ever-growing cost and technology challenge in order to capture the extraordinary potential we see ahead.

The 7 billion barrels of oil and gas resources in BP’s Alaskan portfolio – about a third of it proven and the rest of it still uncommercial – are the largest single source of already-discovered oil and gas in our entire global portfolio.

We have high hopes for future satellite and viscous oil development on the North Slope. We’re investing hundreds of millions of dollars annually to transform that belief into new barrels, and with a stable tax climate, we’ll continue to invest aggressively in it.

In order to do that, I’m asking for your help. You are the leaders of this community … of this state. You know that the threat posed by Alaska’s precarious fiscal situation is an impediment to long-term investment. You know that higher taxes inevitably translate into lower investment.

Please make sure that Alaska’s policy makers know it, too. And to make sure they won’t seek short-term revenue solutions that fundamentally undermine Alaska’s long-term competitiveness for investments.

Our commitment to do everything we can to make our Alaskan business successful, without jeopardizing safety or the environment, does not mean we are guaranteed success. It does mean we must continuously strive for new technologies and innovative commercial solutions. For relentless cost discipline. For fiscal and regulatory systems that encourage investment.

It means we cannot become complacent, and we can’t be satisfied with the solutions that have brought us success in the past.

Some of the decisions we’re making in order to build a sustainable business here haven’t been easy. Some haven’t been popular. Nor will some we face in the future.

I think the next 18 months will be critical as we work to re-engineer our business in Alaska to reflect the realities of mature reservoirs. And the 18 months after that. And the 18 years after that.

The challenges we face are relentless, and they’re here to stay. But they aren’t unique to Alaska, and they aren’t insurmountable. Our company, our industry have faced them before in other mature oil and gas regions. And we’ve prevailed. Alaskans have overcome enormous challenges, too. I’m convinced that working together, we’ll do it again.

I’ve heard some people say that BP looks like we’re giving up on Alaska. That our commitment is waning. That we’re pessimistic about Alaska’s prospects. But as John Browne said in his recent speech in Anchorage, we’re neither optimistic nor pessimistic … we’re determined.

Determined to build a long-term future based on pragmatism and proven strengths. Determined to build a long-term future on Alaska’s world-class resources, world-class infrastructure and world-class people.

And we’re excited about the extraordinary potential of billions of barrels of known oil and gas resources yet to be converted into production.

At current rates, our proven reserves on the North Slope represent 20 years of production … 20 more years of production virtually in the bank … as long as we can make North Slope projects globally competitive for investments. And we can extend it way beyond that with the unproven reserves we already know we have.

You have my personal pledge that BP will do everything in our power in Alaska to bring the technologies, the cost discipline and the cost reductions that will be necessary to capture the prize. We will continue to make the tough business decisions to position ourselves for a long-term future on the North Slope.

With your support to create the right fiscal and regulatory environment for investments – one where taxes are fair, stable and predictable for oil and gas development … one where regulations recognize economic reality while protecting safety and the environment – I’m confident we will succeed.
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