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1 I. BACKGROUND AND EXPERIENCE 

2 

3 

4 

5 

6 Texas 75001. 

IQ. 

A. 

Please state your full name, position, and business address. 

My name is Neil K. Earnest. I am Vice President and Director at 

Muse, Stancil & Co. (Muse), assigned to the firm’s corporate 

headquarters located at 15455 Dallas Parkway, Suite 200, Addison, 

7 2Q. Can you briefly describe your educational and professional 

8 background? 

9 
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19 

A. Currently, I am a Vice President and Director of Muse. I also head 

Muse’s Merger & Acquisition practice area. The primary focus of 

my career has been assisting clients in the refining industry and 

other closely-related industries. As a consultant, I have worked on 

a broad range of refining assignments around the world. In recent 

years, I have directed a number of studies concerning the supply 

and demand for Western Canadian crude oils in the North 

American markets, as well as studies considering the supply and 

demand for refining products in North America. Prior to joining 

Muse in 1991, I was with Phillips Petroleum Co. for 11 years in a 

variety of refinery and headquarter positions. I hold a B.S. degree 
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in chemical engineering from Michigan State University and an 

M.B.A. degree from the University of Houston -Clear Lake. I am a 

registered Professional Engineer in Texas. My curriculum vitae is 

attached as Attachment A. 

3Q. What is Muse? 
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A. Muse is an international energy consulting firm with its 

headquarters in Dallas, Texas, and additional offices in Houston, 

London, and Singapore. The company was established in 1984 

and is employee-owned. Most of the firm's consultants are 

engineers with direct industry experience and wide-ranging 

consulting expertise. 

Muse professionals provide a wide variety of technical and 

economic services, often blending expertise in both areas, to assist 

clients in the evaluation of issues and opportunities in the energy 

sector. Such projects include, but are not limited to, market 

analyses, project development, project feasibility analyses, mergers 

and acquisition advisory, due diligence assessment, and dispute 

resolution services. The company is routinely retained to assist 

clients with interests in the downstream energy industry including 

crude oil and natural gas valuation and marketing, hydrocarbon 

transportation, crude oil refining, gas processing, refined products 

distribution and marketing, gas transmission and distribution, and 

electrical generation 
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Are you familiar with the Southern Access Expansion Program 

and its application before the Illinois Commerce Commission 

(“ICC”)? 

Yes. I have a copy of the Application for a Certificate in Good 

Standing to the ICC, dated June 28, 2006, and the First 

Amendment thereto 

4Q. 

A. 
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5Q. 

A. 

What is the purpose of your testimony? 

On behalf of Muse, I have been engaged by Enbridge to provide 

expert witness testimony addressing the need for the Southern 

Access Expansion Program. This testimony will address the 

following issues: 

Improved Security of Crude Oil Supply for Illinois Refineries 

Improved Refinery Cost Structure 

Increased Local Supply of Transportation Fuels 

Improved Competitive Position 

Job Creation 

Strengthened Market Position of Crude Transportation Hub 
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60 II. SECURITY OF SUPPLY 

61 

62 refineries? 

6Q. What is the current source of crude oil feedstock to Illinois 

63 

64 

A. Table 1 shown below provides a summary of the sources of crude 

oil supplied to Illinois refineries since 2000. Canadian crude has 

TABLE I i 

I Thousand Barrels per Day 
2Ooo zoo1 2002 2003 200.4 

Canada 355 340 35 1 399 442 405 
Middle East / N. Africa 104 117 94 86 84 65 
Other Imports 110 51 53 58 34 62 

Total lmmrta S69 509 498 543 560 532 
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~~~ __ 

historically comprised the bulk of the foreign-sourced crude oil 

supply, followed closely by crude supplied from the Middle 

EasUNorth Africa region. Domestic crude supplied to Illinois 

refineries is primarily sourced from West Texas, the coastal areas 

of Louisiana, and crude produced offshore in the waters of the Gulf 

of Mexico. Except for the Canadian crude, all foreign crude oil 

supplied must be unloaded from ocean-going tankers at a US. Gulf 

Coast port and then pumped north via pipeline to Illinois. 

Consequently, receipts of such non-Canadian, foreign-sourced 

crude oil are vulnerable to hurricane disruption. The production of 

domestically-sourced crude oil supplied from coastal Louisiana and 

offshore Gulf of Mexico is also subject to hurricane disruption 

during the storm season and potentially at other times of the year 



Enbridge Ex. 4 
Page 5 of 32 

depending on the degree of infrastructure damage attributable to 

such storms year to year. 
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7Q. Will the demand for crude oil in local refineries increase in the 

future? 

Yes, refinery capacity in Illinois is expected to increase in the future 

along with the growth in refined product demand. In addition, 

investments in Illinois refineries are being made specifically to 

increase heavy Canadian crude processing capabilities. 

A. 

On September 20, 2006, BP announced a $3-billion-dollar 

investment in Canadian heavy crude processing capabilities at the 

Whiting Refinery located in northwest Indiana. This refinery 

supplies refined products throughout northern Illinois as well as 

Indiana. The refinery will be reconfigured to process an additional 

260,000 barrels per day (b/d) of heavy Canadian crude oil 

feedstock. BP America Inc. Chairman and President, Bob Malone, 

commented about the Whiting project, "BP's investment increases 

the diversity and security of oil supplies that can be refined into 

gasoline, diesel and other petroleum products in demand by 

consumers in the Midwestern United States. .... After our 

investment, the refinery will have the potential to supply motor fuels 

to about 6 million automobiles." This investment is expected to 
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increase the motor fuels supply capacity of the Whiting facility by 

about 20 percent'. 
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ConocoPhillips has also announced a series of projects totaling 

$3.9 billion at the Wood River, Illinois, refinery that will increase 

crude processing capacity by approximately 95,000 b/d (from 

306,000 b/d), as well as increase the refinery's capability to process 

Canadian heavy sour crude.' Marathon has also indicated that it is 

engaged in a conceptual study of an expansion of its Robinson, 

Illinois, refinery. This expansion is intended to increase the 

refinery's ability to process Canadian heavy crude by 150,000 b/d.3 

8Q. Where will future crude oil supplies for the Illinois refineries 

originate? 

Illinois refineries will utilize crude oil supplied from both domestic 

and foreign sources in the future. Domestic crude supplies 

generally have been declining, with West Texas crude oil declining 

A. 

Press Release, "BP Plans $3 Billion Project to Refine More Canadian Heavy I 

Crude Oil in the US. Midwest, Release date September 20, 2006. 

Conference, September 7, 2006. 

* ConocoPhillips Investor Presentation, October 5, 2006. 
Marathon Investor Presentation to Lehman Brothers 2006 CEO Energy/Power 
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as shown in Figure 1 below, at a rate of about 3 percent per year.4 

The US.  Energy Information Administration (EIA) is projecting a 

continued decline in regional crude production with southwest 

crude production rates expected to continue to decline at the rate of 

0.6 percent per year.5 As such, the supply of domestically-sourced 

crude oil for Illinois refineries is not expected to substantially 
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increase in the future and, therefore, these refineries will continue 

to rely upon foreign sources of crude oil supply to a great extent. 

The current situation for Midwestern refiners is that they must 

import approximately 350,000 b/d of crude oil from politically- 

unstable areas of the world. There are no supply guarantees from 

these areas of the world. The Illinois refineries alone currently 

utilize approximately 60,000 b/d of crude oil supplied from Middle 

EasffNorthern Africa regions, as shown in Table 1 above. 

Railroad Commission of Texas. 
EIA, Annual Energy Outlook 2006 

4 
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Are future sources of waterborne foreign crude oil supplies for 

Illinois refineries secure? 

9Q. 128 

129 
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A. Figure 2 illustrates historical world oil import trends and highlights 

that an increasing proportion of global oil demand is satisfied by 
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crude oil transfers from producing countries to consuming 

countries. Increasingly, crude oil consuming nations face 

heightened levels of competition for crude oil supply, especially with 

the emergence of both China and India as very aggressive bidders 

for global crude oil reserves. 

China has been especially aggressive in securing large, upstream 

assets and has frequently successfully outbid India in competition 

for such acquisitions. In 2004, China secured Royal Dutch Shell’s 

50 percent stake in Block 18 offshore Angola by outbidding its 

Indian rival ONGC. During the past 5 years, the Chinese have 

been very active in Africa, acquiring upstream assets in Chad, 
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Niger, Mali, Nigeria, the Ivory Coast, Mauritania, Morocco, and 

Algeria. China's most recent acquisition in Africa is a $2.27 billion 

purchase of a 45 percent interest in a deepwater block offshore 

Nigeria.' Much of Nigeria's oil production has historically been 

exported to the United States. The Chinese have also become 

increasingly interested in acquiring assets in the western 

hemisphere, attempting to acquire Unocal in the United States, 

acquiring crude oil reserves in Ecuador, and increasing ties to 

Venezuela. In 2005, the Chinese oil company CNOOC Ltd. 

acquired a 16.7 percent stake in MEG Energy Corporation of 

Canada and the Chinese Sinopec Group acquired a 40 percent 

interest in the Northern Lights Canadian oil sands project. 
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In addition to a heightened degree of global competition for oil 

reserves, the political stability of any specific country that is a 

significant supplier of oil to the US.  has significant energy security 

implications for the United States. With respect to the Illinois 

refineries, the foremost concern is the risk for major supply 

disruptions due to political instability in the Middle East. The impact 

of such supply disruptions will be accentuated by the increasing 

market share of Middle East and, perhaps to a lesser extent, 

African production as a percent of total global oil production. Since 

the 1970s, there have been 17 major world oil supply disruptions 

Plafts Oilgram News, January 10, 2006. 
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and all but five of these occurred in the Middle East. Nine such 

disruptions have occurred since 1990 with all but two of these 

attributable to unrest in the Middle East. 

165 

166 
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In contrast, Canada has provided a reliable source of imported 

crude to the U.S. for over half a century. Figure 3 provides the 

Canadian Crude Exports to U.S. Figure 3 
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173 was supplied from Canada's Western Provinces. In 2005, Canada 

174 

175 

176 years. 

historical Canadian crude oil imports to the US.  since 1980. Until 

recently, with the development of several offshore fields in the 

Canadian Atlantic Provinces, all of crude oil exported to the US. 

was the largest supplier of imported crude into the U.S. and has 

consistently been among the top three suppliers for the last several 

177 

178 

179 

The majority of Canada's crude exports will continue to flow to the 

United States for the foreseeable future, assuming that adequate 

crude oil pipeline infrastructure is added in both Canada and the 
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United States. Even with the addition of new proposed export 

pipeline capacity to the coast of British Columbia,' the expected 

volume of crude production from Western Canada will dwarf any 

conceivable volume of crude flowing to British Columbia and, 

therefore, Canada is expected to remain one of the largest and 

most reliable crude suppliers to the United States well into the 

future. 

180 
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The Southern Access Expansion Program will provide additional 

capacity to connect available supplies of crude oil produced in 

Western Canadian with the refineries located in the Midwest, and in 

Illinois in particular. Such reliable pipeline access will greatly 

reduce the reliance of Illinois' refiners upon waterborne crude oil 

sourced from historically unstable regions of the world and will, 

thus, result in improved security of crude oil supply for local 

refiners. 

' Small volumes of Canadian crude are occasionally exported from Burnaby 
(near Vancouver, British Columbia), but pipeline, dock, and terminal constraints preclude sizable 
waterborne exports from the existing facilities. 
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111. REFINERY COST STRUCTURE 

10Q. Will the Southern Access Expansion Program provide a cost 

advantage to Illinois refiners? 

The heavier grades of Canadian-supplied crude oils generally 

represent economically-attractive feedstocks for Midwestern 

refiners. The increasing supply of heavy Canadian crude oil and, to 

a lesser extent, Canadian synthetic crude oils has applied 

downward pressure in recent years on the pricing of Canadian 

crude grades as compared to similar crude grades supplied from 

other regions. 

A. 

Figure 4 below illustrates the pricing relationships for Lloydminster 

Blend, a heavy Canadian crude oil, versus Maya, which is a 

Figure 4 
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Mexican heavy crude oil. The prices of both crude grades shown in 

Figure 4 are expressed as the price differential of each to West 

Texas Intermediate (WTI), which is the North American marker 

crude grade. WTI is a widely-traded, light sweet crude oil. The use 

of price differentials, rather than absolute prices, for the heavy 

crude grades simply provides better visibility of the underlying 

pricing relationships between the heavy crude grades. Since about 

2001, Lloydminster Blend has frequently traded at a greater 

differential to WTl than has Maya, whereas prior to 2001 the two 

grades traded at a similar differential to WTI. The widening 

Lloydminster Blend price differential is a reflection of the impact that 

the increased supply of Canadian heavy crude oil has had on 

Canadian heavy crude prices, relative to similar heavy crude oils 

available in the world market. As a result, refineries that have both 
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access to Canadian heavy crude oils and the technical capability to 

process such crude oils have found in the last several years that 

processing Canadian heavy grades has been economically 

attractive relative to processing alternative heavy crude grades 

available from the U.S. Gulf Coast. 

As has been the case for Canadian heavy crude oils over the last 

few years, a somewhat similar pricing dynamic can be expected to 

affect the Canadian synthetic crude oils in the next five years. 

Canadian production of synthetic crude oil is growing rapidly, and 
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239 

240 

the increased supply can be expected to weaken the pricing of 

synthetic crude oil relative to the alternative crude grades with 

which they compete. 

Consequently, the Southern Access Expansion Program will enable 

Illinois refineries to receive greater supplies of attractively-priced 

crude oils and, therefore, result in a lower overall operating cost 

structure for Illinois refineries. A lower cost structure for Illinois 

refineries will likely translate into lower prices for Illinois consumers 

as well. The refining industry is very competitive and via 

competitive market dynamics, lower costs tend to be passed along 

to consumers. 
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241 IV. INCREASED LOCAL SUPPLY OF TRANSPORTATION FUELS 

242 

243 

244 

245 

246 

247 

248 

249 

250 

25 1 

252 expand processing capacity. 

11Q. How will refiners take advantage of the new supplies of crude 

oil available via the Southern Access Expansion Program? 

As a result of the increasing availability of Canadian crude oil and 

the favorable crude oil prices associated with many grades of 

Canadian crude oils, a number of U.S. refiners have announced 

plans to make sizable investments in refinery upgrading projects. 

Such projects are typically designed not only to make the 

technological changes that enable refinery equipment to process 

the desired Canadian crude oil, but also routinely incorporate 

modifications that enhance overall refinery product yield and 

A. 

253 12Q. Will operation of the Southern Access Expansion Program 

254 

255 fuels? 

result in an increase in the local supply of transportation 

256 

257 

258 

259 

260 

261 

262 

A. Major refinery upgrading projects tend to increase the production of 

transportation fuels due to higher refinery crude processing 

capacity, an enhanced capability to produce transportation fuels 

from a given barrel of crude oil, or some combination of both 

approaches. Two such projects that I have already discussed in 

my testimony will directly impact the Illinois market: the 

ConocoPhillips project at Wood River and the BP project at 
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Whiting. The Wood River refinery upgrading project is projected to 

increase transportation fuel production at the facility by over 25 

percent while BP is expected to increase gasoline production by as 

much as 20 percent at its Whiting refinery. 
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Such increases in local refining capacity should also enhance the 

industry's capabilities to respond to short-term market disruptions 

In a report summarizing the investigation of a Midwestern price 

spike that occurred in the summer of 2000, the Federal Trade 

Commission commented that I'. . ..relatively small short-term supply 

reductions (or demand increases) can franslafe into large price 

increases." Consequently, higher local refined product production 

rates are desirable from the perspective of the Illinois consumer 

and for the consumers in neighboring states. All else being equal, 

a greater supply of locally-produced refined product tends to apply 

downward pressure on local product pricing. This occurs because 

local refineries can be much more responsive to short-term demand 

spikes for various types of refined products in Illinois and 

neighboring states than can refineries located on the U.S. Gulf 

Coast. 

Federal Trade Commission, Midwest Gasoline Price Investigation, March 29, 8 

2001. 
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282 IV. IMPROVED COMPETITIVE POSITION 

283 

284 
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13Q. How competitive are the Illinois refineries relative to the rest of 

the U.S. refining industry? 

The U.S. Gulf Coast is home to the lowest cost refining region in 

the United States. Relative to the Midwest, the US.  Gulf Coast 

benefits from ready access to waterborne imports of crude and 

other refinery feedstocks, the ability to transfer blendstocks and 

feedstocks between refineries via low-cost barges and pipelines, 

lower wage rates, an extensive infrastructure of support services, 

and extremely large refineries that capture the benefits of economy 

of scale. For a variety of reasons, not the least of which is the 

competitive pressure from the US.  Gulf Coast refineries, 14 

refineries in the Midwest have shut down since 1990, resulting in a 

35 percent reduction in the total number of operating refineries in 

the region. In fact, the two most recent Midwestern refinery 

closures were in Illinois itself. 

A. 

298 

299 

300 

301 

302 

303 

Frequently, a refinery enjoys a competitive advantage when located 

close to consumers, thus minimizing refined product transportation 

costs. The proximity of the Illinois refineries to local customers is 

certainly an advantage relative to competing supplies sourced from 

the U.S. Gulf Coast, since product produced on the US. Gulf Coast 

must be transported a significant distance in order to reach the 
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Midwestern consumer. However, if the Illinois refineries process 

crude that is sourced from the US. Gulf Coast, whether that crude 

is supplied from foreign or domestic sources, the location 

advantage of the Midwestern refineries is largely negated. This is 

because the Illinois refiners incur the crude transportation cost from 

the U.S. Gulf Coast, whereas the U.S. Gulf Coast refineries do not. 

The transportation cost between the U.S. Gulf Coast and the 

Midwest for refined product and crude is similar. 
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14Q. How is the competitive position of the Illinois refineries 

expected to change in the future? 

The marketplace for Canadian crude has grown extensively in the 

last several years and continues to expand today. Canadian crude 

has even become a feedstock alternative for refineries located on 

the U S .  Gulf Coast. Since refiners can always purchase foreign 

imports or domestic production, the Canadian crude producer must 

match the prevailing delivered crude price in the local area in order 

to consummate sales. As Canadian producers transport crude 

further south in order to clear the market of total Canadian 

production, the delivered crude price decreases, as the cost of the 

refiner's alternative is also dropping because crude transportation 

costs decrease, for the refiner, as the Gulf Coast is approached. 

A. 
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Unfortunately for the Canadian crude producers, not only is their 

delivered crude price dropping as they move farther south, but their 

crude transportation costs are simultaneously climbing as the 

distance from Canada increases. Consequently, the value (or 

market price) of a barrel of crude at its point of origin in Canada 

falls from both effects as the point of sale moves south. As a 

practical matter, Canadian crude producers cannot sell the same 

crude grade to different refiners at different prices. Refiners are 

sophisticated buyers and are well aware of the Canadian crude 

pricing dynamics, and will always seek to pay no more than the 

crude value that results from the Canadians' most distant sale. 

Moreover, refiners are entirely comfortable with purchasing crude in 

Canada and making their own transportation arrangements if 

necessary. 
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Consequently, as the Canadian crude producers have pushed 

deliveries further south, the Canadian crude cost for Illinois 

refineries has dropped. However, relative to refineries on the US.  

Gulf Coast and elsewhere in the world, Illinois refineries have a 

cost advantage only for Canadian crude. The Illinois refineries' 

cost advantage translates directly into an improved competitive 

position. Therefore, the Illinois refineries can improve their 

competitive advantage by maximizing the volume of Canadian 

crude processed. At least in the short-term, greater volumes of 
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Canadian crude can be delivered into Illinois only by the Southern 

Access Expansion Program. Consequently, the Southern Access 

Expansion Program will improve the competitive position of Illinois 

and other Midwestern refineries, therefore helping to insure that 

Midwestern refineries remain in operation for the long-term. 
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353 V. JOB CREATION 

354 

355 the Midwest? 

356 A. The Southern Access Expansion Program provides Midwestern, 

357 

358 

359 

360 

15Q. Will the Southern Access Expansion Program create jobs in 

and especially Illinois, refiners with direct access to crude supplies 

from Western Canada. The increased availability of such Canadian 

crude will enable refiners to commit to numerous refinery upgrading 

projects in the near- to medium-term. 

361 
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Midwestern refiners are interested in upgrading facilities to process 

more Canadian crude for the reasons that follow: 

recognition that the supply of Western Canadian crude is 

increasing significantly and, therefore, will be available for 

the longer term; 

attractive prices for many types of Canadian crude, 

particularly the heavier grades; 

improved security of supply and shorter delivery times; 

and, for some companies, a desire to integrate company- 

owned Canadian upstream crude production assets with the 

related U.S. downstream refining business. 

0 

* 

The relative importance of these reasons varies among individual 

refiners; however, these driving forces are prompting refiners to 
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propose an unprecedented number of upgrading projects for 

Midwestern refineries. 

The proposed refinery upgrading projects will increase employment 

in the region as have similar projects in the past. Several refinery 

projects in the Midwest have already resulted in or are expected to 

facilitate the creation of jobs. For instance, in February 2004, Flint 

Hills announced a $325- to $400-million clean fuels project at the 

company’s Pine Bend refinery in Minnesota. The installation of a 

new hydrocracker and hydrogen plant was expected to create 500 

construction jobsg Near the end of 2005, Marathon completed a 

major capacity expansion of its Detroit refinery, which is also 

served by the Enbridge pipeline system, in conjunction with 

modifications required to meet new clean fuels specifications. This 

$300-million project necessitated the utilization of approximately 

1,400 tradesmen during the peak construction period.” 

There are other refinery expansion projects that will take advantage 

of crude supplied by the Southern Access Expansion Program that 

will increase employment in Illinois and its neighboring states. One 

such project is the $bbillion upgrade of the BP Whiting refinery. 

This project is expected to create approximately 2,500 jobs at the 

peak of the 3-year construction phase, and 60 to 80 permanent full- 

Flint Hills Resources Press Release, February 16, 2004 
Marathon Press Release, January 27, 2004. 

9 

10 
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time jobs at the refinery itself once the new units are 

commissioned.” 

The upgrading projects, and the creation of the associated jobs, are 

predicated upon the receipt of Canadian crude oil. Only Canada 

offers the combination of supply availability and security, delivery 

time, crude cost, and upstream-downstream integration possibilities 

that makes these upgrading projects economically attractive. 

Absent access to crude from Western Canada, sizable upgrading 

projects in the Midwest are unlikely to proceed. The Southern 

Access Expansion Program provides Midwestern refineries with 

just such access. 

Press Release, “BP Plans $3 Billion Project to Refine More Canadian Heavy 11 

Crude Oil in the U S .  Midwest‘, Release date September 20,2006. 
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406 VI. STRENGTHENED MARKET POSITION OF CRUDE 

407 TRANSPORTATION HUB 
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16Q. Are you familiar with the crude oil and refined product 

infrastructure that supplies the petroleum needs of consumers 

in Illinois and the surrounding areas? 

I am. Muse undertook an extensive study for Enbridge in 

connection with the Southern Access Expansion Program. I 

directed that study and prepared a report that discussed oil supply 

and demand and the means of meeting demand in Illinois and other 

areas for refined petroleum products. We examined refineries, 

crude oil supply sources, refined product demand trends, and the 

relevant pipeline systems transporting crude petroleum and refined 

products. I have summarized much of the study results in the 

foregoing parts of my testimony. 

A. 
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17Q. What does your study demonstrate regarding the need for the 

pipeline facilities proposed as part of Enbridge's Southern 

Access Expansion Project? 

Enbridge's project is needed in order to ensure that Illinois and 

other Midwestern states can obtain adequate, dependable, and 

economic supplies of crude oil for processing to meet the public 

demand for refined petroleum products. There is not now sufficient 

pipeline capacity available to transport the increasing volumes of 

A. 
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Canadian crude that are being demanded: without such capacity, 

Midwestern refiners must use other, more expensive, less 

dependable, and less secure supply sources. Moreover, it is much 

more preferable for Midwestern consumers to obtain their refined 

products from local refiners, rather than rely upon distant sources 

that must use long-distance product pipelines that have operated at 

capacity at various points in the past. My report, a copy of which is 

appended as Attachment B to this testimony, discusses these 

matters in detail. As well, I would note that the addition of the 

Southern Access Expansion Program facilities to the network will 

enhance the importance of Illinois in the crude oil transportation 

system. 
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18Q. Is Illinois considered a crude oil transportation hub? 

A. Yes, Illinois has a vital role in the transportation of crude oil. In 

2004, approximately 985,000 b/d of crude oil transited Illinois to 

other Midwestern states and to the Canadian province of Ontario. 

These shipments are extremely important to the refineries that rely 

upon such deliveries to maintain stable and efficient plant 

operations and for some refineries such deliveries could not be 

replaced via other pipelines if the crude were no longer able to 

transit Illinois. 
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19Q. How could the role of the Illinois crude transportation hub in 

the market be strengthened in the future? 

Recent pipeline projects designed to facilitate the movement of 

Canadian crude farther south will reduce the United States' need 

A. 
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for waterborne foreign shipments and an increase in the volumes of 

crude being transported south suggest that Illinois will develop into 

an even more important crude transportation hub. For instance, 

Enbridge recently completed the reversal of the Spearhead pipeline 

that enables the shipment of crude from the Chicago area to the 

major crude transportation hub located in Cushing, Oklahoma. 

From Cushing, a number of Mid-Continent refineries can receive 

crude supplies through Enbridge andlor other interconnecting 

pipeline systems. The completion of the Southern Access 

Expansion Program will provide additional crude to more effectively 

utilize Spearhead, and thus enhance deliveries of Canadian crude 

to regions outside of the traditional Canadian crude market area. In 

addition, the Southern Access Expansion Program will facilitate 

crude deliveries into the Patoka, Illinois, crude transportation hub. 

From Patoka, a number of Midwestern refineries can be accessed 

as well as refineries on the US.  Gulf Coast via the Pegasus 

pipeline. 

These projects represent the first stage of infrastructure 

adaptations that are necessary to enable US.  refineries to access 
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the growing supply of Canadian crude oil. Other pipeline projects 

will likely follow as Canadian supply volumes grow and some of 

these projects will transport additional Canadian crude through 

Illinois. Consequently, the Southern Access Expansion Program 

will serve to further integrate and strengthen Illinois’ position as the 

vital crude transportation hub for the Midwest. 

20Q. Does this conclude your testimony? 

A. Yes, subject to any request by Enbridge to submit reply or rebuttal 

testimony. 
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ATTACHMENT A 

RESUME 
NEIL K. EARNEST 

Education: B.S. Chemical Engineering - 1981 
Michigan State University 

University of Houston - Clear Lake 
M.B.A. - 1986 

Experience: 

Muse, Stancil & Co. 
Position: 

Vice President 

Phillips Petroleum Company 
Positions: 

Process Senior Engineer 
Economics Engineer 
Staff Process Engineer 

Present 

1981-1 991 

Professional Registration: Texas#75398 

Summary of Experience: 

Neil's career has focused on the downstream sector of the energy 
business, which includes petroleum refining, crude and product logistics, 
petrochemical manufacturing, and petroleum product marketing. He has 
extensive experience in refinery operations analysis, asset valuation in support of 
acquisition and merger activities, marketing studies, and project development. 
He has consulted for operating companies, government agencies, financial 
institutions, and law firms. 

Neil began his career at Phillips Petroleum Company, where he 
spent eight years in a variety of roles at Phillips' largest refinery and 
petrochemical plant plus several years in corporate planning. As a consultant, he 
has worked on a broad range of assignments in the downstream sector around 
the world. 
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Representative Consulting Experience: 

Asset Valuation: 

As director for the M&A practice area, has over the five years generally 
headed the Muse teams that have assisted clients contemplating 
downstream acquisitions or divestitures. Several representative 
assignments follow: 

1. Provided detailed valuations of a number of North American refineries 
for a variety of clients. 

2. Prepared a detailed valuation of the refining and marketing assets of a 
Western Europe fuels refinery. Included projecting refinery cash flow 
considering the evolving environmental, product demand, and product 
specification issues regarding Europe. 

3. Participated as a key member of a team considering the combined 
sale value of the European downstream assets of a major oil 
company. Primary responsibilities included developing the valuation 
of a large fuels and lube refinery, and overseeing the valuation of a 
second refinery. 

4. Provided economic, technical, and LP modeling assistance to a 
corporate team considering entry into the Asian Pacific refining 
industry. 

5. Conducted due diligence of, and assessed the potential for investment 
in four state-owned African refineries. 

6. Assisted a U.S. client considering the merger of their refining assets 
with another refiner. The assistance included an assessment of the 
competitive position of the potential merger partner. 

7. Performed a physical inspection and assessed the merits of a large- 
scale investment in a large cracking refinery in the Former Soviet 
Union. 

Market and Competitive Analysis: 

Has provided a broad range of market studies and competitive analysis. 
Clients include pipeline companies, refiners, and crude producers. 
Several representative examples follow: 

1. Managed a major study on behalf of the Canadian Association of 
Petroleum Producers that provided an economic and business 
assessment of the merits of a new multi-billion dollar export crude 
pipeline. 
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2 .  Headed the Muse team that provided the market analysis that 
supported Syncrude Canada's $5.5 billion expansion program. 

3. Have assisted several Canadian E&P companies with the 
development of a strategy to advance their synthetic and heavy sour 
crude programs. 

4. Assisted a client with the development of a marketing program for a 
new, high acid, North Sea crude. 

5. Provided the market analysis in support of a new proposed product 
pipeline in the Rockies. 

6. Assisted several clients with quantifying the value of their equity crude 
to specific purchasers. The purchasers were either being considered 
for term contracts or were large volume buyers. 

7. For a refiner considering a major upgrade, performed an assessment 
of their medium- and long-term competitive position in their region. 

Project Analysis: 

1. Performed an in-depth evaluation of resid upgrading options for a 
large Middle East refinery. 

2. Developed the configuration, yields, and operating costs for a 
proposed Middle East refinery. 

3. Assisted a US.  client considering the economic merit of a proposed 
joint venture involving the installation of process units from a 
shutdown facility in the client's refinery. 

4. Performed a detailed study for a U S .  client considering various resid 
upgrading options. 

5. Provided the yield consultant report required by the US.  Export-Import 
Bank for a proposed refining project in Russia. 

6. Assisted a South American client with process optimization in 
connection with a major upgrade of their lube manufacturing facilities. 

7. Performed a technical and economic analysis for a South American 
client considering the construction of a resid FCC unit. 

Litigation Support: 

1. Assisted legal counsel in cases concerning damages for such matters 
as breach of contract and crude contamination. 

2. Provided expert assistance to a client contesting EPA enforcement 
actions. 
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3. Provided economic and technical assistance to clients concerning the 
fair market value of refining assets for property tax purposes. 

Expert Witness Cases: 

1. Chevron v. El Paso Tax Appraisal District 

2. Private Arbitration: Koch Shipping Inc., Koch Supply &Trading 
Company, and Koch Refining Company, L.P. v. Mobil Shipping and 
Transportation Company 

Publications 

“Refinerv- Profitabilitv Statistics Beain“ 
Oil & Gas Journal 
January 15,2001 

“Canadian Crude Market Outlook 
Alberta Department of Energy Workshop #2 
March 2002 

“View from the Market: The Refiner‘s Perspective” 
CERl2003 World Oil Conference 
January 2003 

“Traditional Markets and New Oppottunities” 
CERl 2004 World Oil Conference 
March 2004 

“Independent Views on Markets for Oil Sands and Pipeline Capacitv” 
TD Newcrest Oil Sands Forum 2004 
Julv 2004 

“Independent Views of Markets for Oil Sands and Pipeline Capacitv” 
2004 NPRA 
July 7, 2004 

“The Canadian Crude Market“ 
2005 Canadian Crude Oil Conference 
September 7 - 9, 2005 

“The Canadian Crude Market 
3rd Annual Canadian Oil Sands Summit 
January 17, 2006 
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“Bisser is BetteJ‘ 
4th Annual Oil Sands Forum - Oil Sands Market Overview 
July 6, 2006 

“U.S. Market for Canadian Crude - Oil Sands Market Overview 
Crude Oil Quality Group General Meeting 
November 9. 2006 


