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:1 :ch 10 , 1976 

, ,.,.:. us £ SPA11 
C,ta . o;a. 

The Hono ra b l e John L. P.sdcr , Ch .. i n an 
Cos Pipeline Impac t C•::>r:nit. cee 
Alask S t ate Capita 1 

State Cap itol Building 
Pouch V 
Juneau , Alask a 9?801 

Dear Senat or Rdder: 

1 kn o~ tha t you arc worklnJ h~rd for a gas p ip~ l in that would be bui l t 
fror.~ Prudhoe 83y .. outh tht oui~i, A luska , possib ly a l ong muc h o( the 
r i ght- of -way fo t thl? T r ans Alosk'l Pipe l ine now unde r cun"l t ruc tion . I 
nl so undernnnd your ho pe t h,H Sohio cou l rJ be b Le to s upport s uch a 
gas p i peline by co~ittint i t s Pntdho" Bay gn .. t o t h• propo~(! d p ipe line . 

On t'eh rua ry 19L h ln ou r rcs ~)OilSt' to qu s t ions you h d Mkcd on behn lf 
o f th G1:. Pfp lin ... !t"p.1ct Co. mtttcc uc ind tc.:ned t hot Sohi o had cntt':-c I 
ln l o n P r~ li rnin~ry Gas Ag rr~m~n wi th Co Lumb ia Ca G dntcd August 3 , 1971 
covering our Al askt\n ()•10 . Thic a t·rcmcnL is ntitl in effect .1 nd r cxprc t 
thlll i t will r cmt!I n fn 1.f \.'C t. It gtve!l Ccdumbi~ G<l S con tro l o f the 
ulumn t c dt., !h >'> itfon o ( t h(' ~ao . ~\l.bJ.J,C t t o npprop rl t e (~.:d<•ral and stat 
t esut n cl onc; nnJ 5uujl•c t t o Sohlo :md Co lumbin Gns rc:tc hing n finnl agree­
ment on t he pri ce o f th~ ga• 

Ou r or. n •cm nt wf 1 h Co h nnbiu C:-~t. is probnbl y not full y \lndcrstooll by m.my 
in Al oska ll lld IS•'\.IlH· rc , ,Jnd in fJc: t, i•J n liltl l• l>f t compli ca t d . 1t 
diu :;p r vc os an i mpnr tM t plrt of the c. tl y f i nnnci.ng of th • dcvdopr~enL 
o f Soh t o Prudhoe l l'al'ics. l th ink your commi ttee rni,;r r (lnd i t use ful Lu 
hJ V ~! tl oUtnm.:lry oi wh.\t 0111 tlf; I (.•Ptnl'll l wt th Cllhuul>ln G .l ~ is n i l nhou l nnd 
that ' the purro&c nf t hh lctlC·r . 

The Prc l iuli.IHltY Gll't i\ g ,· · t•mc n r COVPn~ o il of Sohio ' v Al tlnknn cn;J liC'Cp -thnt wh ich m.1}' be \IS(•d fot fl IJ purpo~>l!' . Thf' S Ut t!• of Al n!'lkJ ' S r oyn lty 
gJ!l from our· l t'"l'•t' t• \..li I I lh' i.nc l ul\•d un l c!lS t he S l ..ttc c.l~u. Lo take i s 
rQy:tl ty in kind . ln llddi t fe> n gn:. .u t lihutnhlC' le-i IH> ' :: ne t p roftu: roy.1 Jt y 
interest in our l l'll .t.!S wil l he inc l uded uni t'S!: HP t.>lcc t s t o t nkc its 
roy;~ lty in kind . Th l.! t\grN'lll(·nt furt her p tovl dc ~ that i th <•r Sohlo or 
Col ~tmb ia C:as 111,1y c unc th l· nth<'!' to ont r i n to nt: go t i t\ 1 i onfl l ooki ng t o\Hi t d 
t he s i nning (lf o tcgu l a 1· p,.1"1 pu rch sc nrHl s :tl N; cont t t'lct o( the typt' 
app(•llt.IC't..l LC till' Pn•limin.II Y Agn•Nni'nt (1 !, an exhibit. A r •gu l ar ne r •cnent 
has n ot been sf B~d 11 or h cl v<· t h • nr&t)t lu t tone o l O rl cd IH~cnu c th(l rc arc> ....__ - ·-
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s t lll t oo many u~knowns at t his t ime with res pect to t he gas . These 
include ho~ ~uch gas Sohio will have avai l able for sale , the rate the 
gas will be produced and when t he producti on ~ill start . 

In order t o get this right t o negotiate for our gas, Columbia Gas was 
wi l ling t o pa y us 3n advance of $175 mi l li on as long a s ~e used the money 
t o develop ou r Prudhoe Bay leases . Sohio received the money in 1971, 
1974 , and 1975 and has us ed i t for t his pu rpos e . Columb ia Gas needed 
some assurance of getting its money back 1.1ithin a reasonab le number of 
yea rs . Since the timing of gas produc tion was so uncertain, Sohio agreed 
it would repay t he $17 5 million advance in Prudhoe Bay o i l after t he 
fi~ld starteJ produc ing . This advance and the repayment were provided 
f or in a docunent ca lled an Agreement jo r Sale and Purchase of Crude Oi l. 
In effect, Col un..b.i.LhL&S bought .J J2..Lm.ill.iJm. w.o..z.:th .Q.Lo_!: 1 _!or future 
dcl !.ve ry and pn tt!, f o r it in adv::1nce. When Co lumb ia s e lls the oil it 
gets from us and rece ives an amount equal to the advance plus i nte rest, 
the oil ag reement wi. tl be at an end . Columbl a htls appointed Sohio as 
its agent t o se ll thi s o il on its behalf. I n summary , Co1_umbi~ Cas has 
l oan ed Sohio $175 mill ion t o ge t the r ight t o n~got i atc for the purchase 
o( Sohio 1 s Prudhoe ay-gas . 

Both the Pre li minary Cas Agreemen t and the Agreement for Sale and Purchase 
of Crude Olt nrc lcnathy docum ents but if you ~an t cop i es , I wi ll be gl ad 
to send them t o you . 

Further bock!_p o11 nci on thccc agreements mi ght a l !'lo b helpful . Ou r 
f ag r~emen t with Co l umbia Cns wns the f i rs t t o be cnte r~d into wi.th res pec t 

l t o Prudhoe Bay gns ond many hnvu asked us why w d id th i~ a o early as 
1971. T think tl1 c step we t ook was u good o11 c: , pa rtl cul nrly in v lcw of 
the f ,!n.,ncing...E,!tili}ccns we had :tt the time . When Sohio .1cq\li.rcd it s o i. l 
and gan i nte rcA t s in Alask.l from lH' in 19 70, i t rccogn l t<!d t ha t the 
dev• l opmen cmH R of the fi e ld and t he c os t o f bui. ld i11 g on o i t pi pC'lin c> 
ac r oss the ~LOtC' of Al aska , t ogether wi t h l nnkers t o move thl.! oi.l t o the 
l ow ·r 1•8 s t nt cb , wou ld ben monumentnl ph ys ic<ll nn d Iin1n c i a l t ;~sk . Thi.s 
w.:~ s pa r tJ r ulndy t r u e hecnu ne Soh to was , und I s , rclnt:ively s m.1ll. wh en 
compared t o th t" s i t<' o f th is dcvl'h,pm•n t . Consequen t ly , .:~s soon ns the 
BP t rlln soc t i on li nd bN:n oc r red upon , we unde rtook t o n Ludy ~very pons ib I c 
~ou n;e of f unds thn t w<ts nv" il:lh l c t o Sohl o f or th is dcvc:d op!nPn t . I n 
ma l~ lng tlt Ps~o: sl uli.t•s , we I. •pt ln rni.nd our llC'Nl t'u pre- ,ervc ns muc h of 
our· norma l bor ro•Ji.n r. powe: r as we could f o r the l l'CIIIP.ndous c.1pl t a l rcqui r<' ­
m<:n t s o f t he o i l pi peline on ce thot proj ect <' Oil\lncnccd . 

WP knew Sol\ lo nnw hud l nrne oil nod gas rcsc rv~s ln Al oukn and thnt such 
r ese rves wo~o~ l d hav• .1 sb.thl c l oan vnh~> <Hi n sou rc• of dcvt! l opmc.:nt mont' y , 
if th ·y we r e l ocate d ln t he l 01• •r ''8 s t Al l.'fl ncnr tr.1n s po rt::~tlon Ct~c ililic ::> . 
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r· We talked t o banks about loans which would , in effect , be secured by a 
~ pledge of fu t ure product i on from t hese r esclrves . We ~at with n~ success . 

The oi l p ipel ine proj ect had been stopped by t he cou rts , and the banks 
t o ld us , in effec t, t hat t hey would not loan money on a non- recourse 
basis aga inst these r ese rves . The banks said that unti l the pipe 
st a r t ed t o go into the ground , non-recourse l oans supported sol ely by 
t hese reserves wou ld not be made . Additional credit would have t o be 
pledged . They could not take the risk of l oaning money solely aga inst 
t he rese rves and t hen find that the pipeline wou ld never be built. 
Unfortunate l y , at l during this t ime inflation and environmen ta l con ­
straints we re inc reasing t he deve lopment cos t s by leaps and bounds . 

(

Faced wi t h t his situa tion, Sohio conceived and e. n t ered i n to the agree­
ments wi t h Co lumbia Gas. In r eturn for agreeing to negotiate wi th 
Columbia for our gas, we were ~ble in effect t o us e part of Columbia ' s 

l
borrowing powe r t o supplement our own . By getting the money from 
Columbia we were able t o car ry on a con t inuous drilling prog ram at 
Prudhoe during ye~rs when some owne rs sLopped drilling completely • 

. 

[

With this pe rspective and the fact that Columbia Gas wi ll probably be 
t he company det ermining and a rranging fo. r the t ransportat!.on of this 
gas , l don't think Sohio shou ld make any statements that could be 
interpreted as a commitment to any particular g~s pip~line project . 

r Thi s woul d be contrary to the spirit of ou r agreements with Columbia 
Gas . This is also consisten t with the Statement of Posi tion we f i led 
with the Federa l Power Commi~sion in April, 1975 . 

The State of Al aska and Sohio do have a mutual in tcrc~t in oucing a 
pipe l i ne to t ransport Prudhoe Uay gas . We hop~ that the cu r rent process 
involving all the in t cr esterl part ies and cva lun Li ng the al te rnative pro­
po sals wil l res1tlt in the se l cctlon of the proj ec t that is bes t f or 
everyone . Your cotr.mittec ' s proceedings will acid to this record . Wh <!the t· 
or not tho mat te r is finnlly rrsol ved in the Ccm~rc::; s remain~ t o be seen, 
but we a ll hope for an enrl y dctt>rminatiou . 

One ot her matte r ought to bL· mentioned he r e . Th ough T am not thnroughly 
familiar wJ th 1 he Arro11gcments other compnnien hnvc made wlth rei:Jpect to 

,. / their rruclhoe gns , 1 hcl il'vc th=tt some mnclC' agrcc:mC'nts which Erovidc.sJ 
fo r advances t o bC' mJdc hy thf' gn comp.mies with tl tc provis ion lhaL lf 
such_9dvnn~ dId not _2.ccom • p:.n-Lof ili!.LIALC lul..s..e_o.f t.hc ~ £Qf!l!ll1!!1 , 
t he agreement would nQLQe e ffec t ive. Our agreement with Columbi A Gan 
hasno sucliP'rovis i on . 

CES:c l 


