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UNITED STATES OF AMERICA 1-y{)( 

BEFORE THE fke 
FEDERAL ENERGY REGULATORY COMMISSION 

Texas Access Pipe6ne Project 
) 
) 
) 

Docket No. OR08-__ 

AFFIDAVIT OF PERRY F. SCHULDHAUS 
IN SUPPORT OF JOINT PETITION FOR DECLARATORY ORDER 

REGARDING TEXAS ACCESS PIPELINE PROJECf 

1. My name is Perry F. Schuldhaus. I am the Director, Market Development of 

Enbridge Pipelines Inc. My business address is 3000, 425 1st Street S. W., Calgary, Alberta. 

am personally familiar with the matters set forth in this affidavit. 

2. ( am providing this affidavit in support of the Joint Petition for Declaratory Order 

filed by Enbridge (U.S.) Inc. ("Enbridge") and ExxonMobii Pipeline Company ("ExxonMobil") 

(collectively, "Petitioners"), seeking Commission approval of the firm capacity to be offered by 

the Petitioners on their planned Texas Access Pipeline Project ("Texas Access Pipeline" or 

"Project"). 

3 . As Director of Market Development, I am responsible for the identification and 

development of projects to facilitate Enbridge's access to new markets for its liquids pipeline 

system. I also have responsibility for overseeing the acquisition of assets that support the growth 

strategies for the liquids pipelines business. As part of my responsibility, I oversee Enbridge's 

involvement in the Texas Access Pipeline. Prior to my current development role, I was 

responsible for the Acquisitions and Integration group within the liquids pipelines business. 

EXHIBIT 

I -----
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-
Prior to rejoining Enbridge in 2004, I provided independent consulting services to North 

American and international clients and prior to that I was with Canada's largest gas pipeline 

- company in various roles including executive-level responsibility for Business Development WId 

- Systems; Health, Safety and Environment; and Internal Audit. I have a Bachelor of Science 

Degree in Engineering from the University of Alberta and I completed the comprehensive 

-
Finance for Senior Executives program at the Harvard Business School. 

- 4. This affidavit has two parts. In the first part I explain that there is increasing 

production of crude oil from the Williston Basin in the United States and the oil sands in western 

-
Canada, and I explain the current market alternatives for that production. In the second, I discuss 

- the pipeline developed by Petitioners to provide service to the U.S. Gulf Coast market, and the 

-
-
• 

-
-
-

-

evolution of the technical and commercial terms governing the pipeline, including the need for 

firm capacity for committed shippers. 

I. THERE IS A MARKET FOR CANADIAN AND WILLISTON BASIN CRUDE 
OIL PRODUCTION ON THE U.S. GULF COAST 

5 . As numerous studies confirm. crude oil production from western Canada is 

increasing at a rapid rate. Production in 2006 was 2.3 million bpd and is expected to increase to 

5.2 million bpd by 2020. Canadian Association of Petroleum Producers, Crude Oil Forecast, 

Markets and Pipeline Expansion (June 20(7). This expansion is possible largely because of the 

ongoing investment of tens of billions of dollars in facilities to produce additional crude oil from 

the Alberta oil SWlds. Because of the large volumes involved, the traditional markets for 

Canadian crude in the upper Midwest and Rockies are becoming saturated, and the increased 

flows must find new markets further south. 

6. Crude oil production from the Williston Basin in eastern Montana and western 

North Dakota has also recently seen a significant increase. Production in Montana has risen 
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from approximately 40,000 bpd in 1999 to more than 99,000 bpd in 2006. Similarly, production 

in North Dakota has risen from less than 80,000 bpd in the mid-1990's to more than 125,000 bpd 

currently. That increase in production is expected to continue into the future, and will need 

access to new or expanded markets. 

7. The Gulf Coast of the United States has the nation's largest and most complex 

refinery market. There are 34 refineries in Texas and Louisiana alone, with a capacity to refine 

7.4 million bpd. A significant portion of those refineries already have the capability of 

processing heavy crude similar to that produced from the Canadian oil sands (e.g., heavy grades 

of crude from the Middle East, Mexico and Venezuela). The existing capacity to refine heavy 

crude is, in aggregate, approximately 2 million bpd. As was recently written in The Globe and 

Mail, "[TJhe refineries best suited to the oil sands' sticky crude are in Texas. The type of 

'heavy' and 'sour' oil that those refineries have long processed from Mexico and Venezuela is 

similar enough to Alberta's that refiners ean adjust without many technical challenges.'" 

8. A majority of the crude oil production in western Canada is exported to U.S. 

markets, principally in the Midwest. As shown on the pipeline map attached hereto as Exhibit 

PFS-I. the primary transportation route for Canadian crude into the U.S. is the Enbridge System, 

which extends from Edmonton, Alberta, through the U.S. upper Midwest to eastern Canada and 

upstate New York. The portion of the Enbridge System in Canada is owned and operated by 

Enhridge Pipelines Inc. The U.S. portion of the Enhridge System (commonly known as the 

Lakehead System) is owned by Enbridge Energy, Limited Partnership, which is an operating 

subsidiary of Enbridge Energy Partners, L.P. ("EEP"). The Lakehead System currently delivers 

I David Ebner & Barrie McKenna, The Kinder, Genller Energy Superpower, The Globe 
and Mail (Toronto), Jan. 28, 2008, at A8. A copy of the Globe and Mail article is attached as 
Exhibit PFS-2 hereto. 
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crude oil primarily to three U.S. destinations - Clearbrook, Minnesota (from which oil can move 

through the Minnesota Pipeline to MinneapoliS/SI. Paul area refineries), Chicago, Illinois (which 

is both a refining center and a connection point for other pipelines), and Michigan/Ohio markets. 

In addition, Enbridge Pipelines (North Dakota) LLC, another operating subsidiary of EEP, 

delivers Williston Basin crude oil to Clearbrook, where that production can either travel down 

the Minnesota Pipeline to MinneapoliS/SI. Paul or down the Lakehead mainline. 

9. Expansion projects currently underway on the Enbridge System will pennit 

deliveries through a new Line 61 from Superior, Wisconsin to Flanagan, Illinois (a point 

southwest of Chicago where Line 61 will intersect with the Spearhead Pipeline). Via Spearhead, 

oil from Line 61 will be able to move either to Cushing, Oklahoma (a major storage and trading 

hub for crude oil) or to Chicago. In addition, Enbridge is developing a project to build a new 

line from Flanagan to Patoka, Illinois known as the Southern Access Extension. Enhridge 

Energy Co .. InC'. and Enhridge Energy. Limited I' 'ship, Petition for Declaratory Order, Docket 

No. OR08·1·000 (tiled Oct. 18.2007). 

10. From Chicago. crude oil can currently access Patoka through the Mustang 

Pipeline, which is another joint venture of ExxonMobil and Enbridge. Other pipelines delivering 

crude oil into Patoka include Capline (which delivers crude oil from Louisiana) and the Woodpat 

Pipeline from Wood River, Illinois to Patoka, which connects to both the Express/Platte System 

and the Ozark System at Wood River. In addition, TransCanada and ConocoPhillips Company 

are presently pursuing a project to construct a 590,000 barrel-per-day ("bpd") pipeline from 

Hardisty, Alberta to Patoka known as TransCanada Keystone Pipeline, LLC. There are no 

refineries located at Patoka and therefore Patoka is and will likely remain a major intermediate 

·4· 
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destination point for Canadian and Williston Basin crude (as well as some Mid-Continent and 

Rocky Mountain production) seeking expanded U.S. markets. 

II. In April 2006, Mobil Pipe Line Company ("MPLCo") reversed the direction of 

flow of its 20-inch diameter pipeline so that the pipeline (known as "Pegasus") could deliver 

crude oil from Patoka to Beawnont, Texas. The Pegasus pipeline currently has a capacity of 

approximately 66,000 bpd. 

12. To the extent pipeline access to the Gulf Coast can be improved, Gulf Coast 

refiners stand to reap significant benefits. First, diversification of supply is an important 

consideration for refiners. This is particularly the case for Gulf Coast refineries that are heavily 

dependent on supplies of offshore crude from areas such as Venezuela, Nigeria, the Middle East, 

and those with declining reserves such as Mexico and the North Sea. The availability of an 

alternative supply from a politically stable neighboring country that is a longtime U.S. ally 

(Canada), not to mention increased volumes of domestic production from the Williston Basin, is 

an attractive alternative to dependence on supply from decreasing offshore sources or from 

places of political unrest. 

13. In addition. many CrulfCoast refiners are already configured to process large 

volumes (collectively. up to 2 million bpd) of heavy crudes from Mexico and Venezuela that are 

similar to the heavy crudes produced in the oil sand regions of Alberta. Thus. Gulf Coast 

refineries require little, if any. new investment to handle increased supplies of Canadian heavy 

crude. 

14. Producers in western Canada and the Williston Basin also stand to benefit from 

increased access to Gulf Coast markets. As production increases, they will have access to 

markets that can absorb that growing supply. 

-5-
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- 15. In shon. ifpipeline access to the Gulf Coast is improved, producers in the 

Williston Basin and western Canada would benefit from having access to additional markets, and 

- Gulf Coast refiners would benefit from having additional sources of supply. Likewise, access to 

_ the Gulf Coast market will benefit the United States because it will reduce the pressure on 

Canadian production to seek alternative offshore markets. -
II. THE TEXAS ACCESS PIPELINE PROJECT 

- 16. In response to the market conditions described in Part I of this affidavit, 

Petitioners are working together to develop a pipeline to connect the existing crude oil hub at - Patoka with the Gulf Coast. Both Enbridge and ExxonMobil have extensive experience with 

- building and operating major erude oil pipeline systems. In addition, ExxonMobil has existing 

right-of-way and land use rights that can be utilized to expedite completion of the proposed -
-
-
-
-
-
-
-
-
-

Texas Access Pipeline project, which has an estimated capital cost of approximately $3 billion. 

17. Petitioners plan for the Texas Access Pipeline to consist of two primary segments. 

From Patoka to Nederland. Texas. Petitioners will construct approximately 768 miles of 30-inch 

diameter pipeline. with an initial planned monthly capacity of 445,000 bpd. From.Nedcrland to 

Houston. ther~ will be approximately 88 miles of 24-inch diameter pipeline. with an initial 

planned monthly capacity of 169,000 bpd. The origin point in Patoka will be at an existing 

MPLCo crude oil terminal near the junction of numerous incoming pipelines. Near Nederland 

and Houston, connections will be available to access the existing crude distribution system 

serving various Gulf Coast refining centers. An in-service date ofmid-2011 is planned. 

A. Open Season 

18. Petitioners have conducted a two-stage open season (which is currently ongoing) 

to gauge and respond to market interest in the Texas Access Pipeline and to define the scope of 

the project. Phase one consisted of an Expression of Interest ("EOI") process in which potential 

- 6-
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- shippers were asked to indicate (on a non-binding basis) whether they would be willing to 

commit volumes to the pipeline on a IS-year take-or-pay basis to support construction of the 

- Project. 

19. The EOI phase resulted in substantial indications of support for the Pipeline. 

However, it was clear from discussions with potential committed shippers that their support had 

two principal conditions: (I) they wanted assurance that their committed volumes would receive 

_ firm service (that is, that their committed volumes would not generally be prorated to 

-
-
-
-
-
-
-
... 

-
-
-
-

accommodate uncommitted volumes), and (2) they wanted to pay discounted rates relative to 

shippers that chose not to make a long-term commitment during the open season. 

20. Petitioners designed phase two of the open season (the binding phase) around the 

feedback received from potential shippers. In partiCUlar, the open season terms include a 

proposed Transportation Services Agreement (UTSA") under which the committed shippers 

would be bound to ship (or pay lor) a specified minimum monthly volume (chosen by them) over 

a IS-year term. Under the TSA. a defined volume of capacity on the pipeline (corresponding to 

the aggregate volume of commitments received) would be dedicated to finn service for 

committed shippers.2 

2 I . Under the current version of the TSA, the rates for service on the Texas Access 

Pipeline will be set on a tiered basis (similar to the structure used by a number of other similar 

oil pipeline projects). Uncommitted volumes (i.e .• shipments by parties that did not execute a 

TSA. as well as volumes shipped by a committed shipper in excess of its minimum committed 

2 If the commitments received in the open season exceed the designated level of 
committed volumes, the commitments would be prorated to fit the designated committed volume 
level. As discussed further below, the percentage of planned monthly capacity assigned to 
committed volume was originally set at 9S percent. but is now planned to be no more than 90 
percent. 

-7-
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volume) will pay a tariff rate set under a Commission-approved methodology for oil pipeline 

ratemaking. The most likely scenario is that the uncommitted rate will be set initially using the 

Commission's Opinion J 54-8 cost-of-service methodology (with the costs spread over the 

design capacity of the pipeline). with subsequent annual adjustments under the indexing 

methodology in 18 C.F.R. § 342.3. Committed rates would be set initially and adjusted armually 

under a formula agreed upon in the TSA. That formula is expected to yield a rate discolUlt for 

committed volumes. The formula is anticipated to produce gradually escalating committed rates 

that will general1y track the expected pattern of the index methodology.) 

22. The discolUlt is an appropriate incentive for committed shippers. First, it is an 

appropriate exchange for the commitment to ship every month. Shippers who have not made 

that commitment will pay what is expected to be a higher rate in order to have the freedom to use 

or not use the pipeline in any given month. Second. it is an appropriate exchange for the 

financial and accounting burdens shouldered by committed shippers. Shippers making a 

commitment typically must carry the full impact of their ship-or-pay obligations on their balance 

sheet. A discount is appropriate to give shippers the incentive to make long term commitments 

and bear those costs on their books. 

23. On December 19.2007. Petitioners announced the open season according to the 

terms that had been developed. Notice of the open season was made widely available via press 

release. an e-maiJ notice sent to 60 interested parties. and a dedicated website. Potential shippers 

were given electronic access to copies of the Project Summary and Additional Open Season 

3 Of course, Petitioners cannot guarantee that the negotiated rates for committed shippers 
would always be less than the uncommitted rates. The TSA obligates Petitioners not to institute 
a vollUllary change in rates that would cause the uncommitted rate to go below the committed 
rate, but does not seek to bind the Commission with respect to uncommitted rates. 

- 8 -
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Features and Terms, the TSA, a pro formo Rules and Regulations Tariff and 8 pro formo Local 

Proportional Tariff. 

24. Additionally, Petitioners view the detailed terms of the project and rate structure 

as competitively sensitive, due to the fact that several competitors are also pursuing crude oil 

pipeline projects to bring western Canadian and other inland crudes to the Gulf Coast. Several of 

those projects are still in the developmental stage and have not yet announced their \enns, or 

- have made the tenns subject to a confidentiality agreement signed by potential shippers. As a 

result, Petitioners determined that they would be at a significant competitive disadvantage if they -
did not protect the competitive sensitivity of the commercial terms from access by those 

- companies sponsoring competing pipelines. 

-
-
-
-
-
-
-
-
-
-

25. To address this problem, while ensuring that they would still have 8 completely 

transparent open season process for potential shippers, Petitioners have asked each interested 

shipper to sign a standard confidentiality agreement before gaining acccss to the TSA itself. To 

date, approximately 20 potential shippers have signed the confidentiality agreement and have 

been provided access to the full package of open season materials. 

B. 

26. 

Revised Open SClUon 

In the original open season, Petitioners proposed to build a 400.000 bpd pipel inc. 

of which 380.000 bpd (or 95 percent) would be dedicated to firm service for commined volumes. 

After the original open season tenns had been developed. the Commission released its decision 

in ('CPS Transportation, LLC, 121 FERC ~ 61.253 (2007) ("Spearheac!'). In that decision, the 

Commission indicated that it had not previously approved common carrier oil pipelines offering 

service to uncommitted shippers on less than 10 percent of their capacity. Id. at P 17 & n.33. 

27. In light of the Spearhead decision, the Petitioners have reconsidered the 

commercial and technical tenns of the project and determined that providing 90 percent lirm 

-9-
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-
- capacity (rather than 95 percent) would be appropriate and would expedite Commission review. 

Petitioners are in the process of amending the terms of the open season documents to reflect this 

- change, as well as other revisions to the proposed commercial terms. A public notice of the 

revised open season, including an extension of the current February 29, 2008 deadline for 

responses, will be issued shortly. - 28. Under the revised terms, the planned monthly capacity of the mainline from 

_ Patoka to Nederland will be expanded to 445,000 bpd. Petitioners will offer firm service for 

committed volumes on up to 400,000 bpd of that capacity, leaving just over 10 percent of the -
capacity reserved for other movements. Initially. Petitioners considered maintaining the original 

- planned capacity of 400,000 bpd and reducing the committed capacity to 360,000 bpd to create a 

-
-
-
-
-
-
-
-
-
-
-

10 percent set-aside for uncommitted volumes. That approach, however. would have 

significantly increased the committed rates, since the assured revenue stream needed to support 

the Project would have been spread over fewer committed barrels. By adding pump stations. at a 

capital cost of approximately $70 million. Petitioners will be able to provide more committed 

capacity (400.000 bpd vs. the original 380.000 bpd). while preserving at least 10 percent of the 

total capacity for uncommitted shippers. Even with the increased costs, the additional volume 

means that the committed rates will be largely unatlected! 

29. In the revised open season documents. shippers will be afforded a right of 

termination if the Commission does not approve the firm service proposal set forth in the Joint 

Petition. Potential shippers insisted on this provision because they are unwilling to take the risk 

of committing volumes on a long-term basis and not having an assurance that equivalent pipeline 

4 Similarly. the planned monthly capacity ofthe Nederland-to-Houston segment has been 
increased to 169.000 bpd, with 152.000 bpd set aside for firm service for committed volumes. 
That leaves 17,000 bpd for other movements. 

- 10-
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capacity would be available to them for the term of the TSA. Thus, Petitioners' ability to offer 

firm service on 90 percent of the Pipeline's planned monthly capacity is critical to the viability of 

this project 

30. The benefits of priority service for committed shippers are substantial. The 

paramOWlt concern of the shippers is that they would like to structure long-term crude supply 

arrangements in reliance on the newly constructed pipeline capacity they are supporting. For 

- example, a producer and a refiner may enter into a long-term commercial arrangement to supply 

-
-

-
-
-
• 

• 

• 

-
-
-
-

crude oil to the refUlCry. In reliance on that contract, the producer may expend substantial capital 

to permit it to extract the necessary volumes from the oil sands in Alberta (or from new wells in 

the Williston Basin). The refiner, in tum, may invest in refinery upgrades or other measures to 

optimize its ability to FWI the specific crude for which it contracted. At a minimum, the refiner 

may act in reliance on the supply contract by forgoing the opportunity to seek other alternative 

supply arrangements. These economically beneficial long-term contractual arrangements would' 

be complicated if the pipeline cannot assure that capacity is reliably available to permit the 

producer and the refiner to ship the agreed-upon volumes on a ratable basis (i.e., with a 

predictable day-to-day flow). 

31. Historically, oil pipelines have tended to have excess capacity, which has made 

the issue of firm service for oil pipelines of relatively little consequence to shippers 

contemplating long-term commitments. However, as the volume of crude oil from expanding 

production in certain regions has surged, the experience of shippers with the adverse 

consequences of pro rationing has increased dramatically. Shippers who have made long-term 

volume commitments and then been unable to access pipeline capacity due to prorationing 

(typically to benefit short-term shippers that made no commitments) are understandably reluctant 

- II -
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to commit again on the same basis. Inability to offer priority service is thus a strong impediment 

to successful completion of new infrastructure projects (as well as frustrating the desire of 

producers and refiners to reach long-term supply deals of their own). It is a particular 

impediment where pipeline deliveries compete with waterborne deliveries, as here. Waterborne 

imports are not subject to prorationing, and refiners receiving supply from waterborne imports 

may require the assurance of dependable delivery before substituting a pipeline delivery for a 

- waterborne delivery. 

32. Constrained capacity is a particular concern for new greenfield projects such as -
the Texas Access Pipeline. Such projects face very tight economics and compete for capital 

- funding with other world-wide projects. If a substantial percentage of the capacity is left open 

for uncommitted volumes, the committed rates necessarily would have to be higher to keep the -
-
-
-
-
-
-
-
-
-
-

pipeline carrier whole for its capital investment in case those uncommitted volumes never appear 

(or are too insignificant to generate a reliable revenue stream). To keep the tariff rate to a 

manageable level. as much as possible oflhe pipeline capacity must be devoted to committed 

volumes. And, because of the high level of volume commitments. the concern about 

prorationing is heightened. heclluse even a relatively small addition of uncommitted volumes can 

lead to prorationing and loss of space by committed shippers. 

33. Therefore. Petitioners are seeking the following ruling from the Commission: that 

the Texas Access Pipeline eM provide up to 90 percent oflhe pipeline's plWlOed monthly 

capacity to committed shippers for firm service at a negotiated discount rate, with the remaining 

10 percent available for uncommitted volumes al a rate based on an accepled Commission rate 

methodology, such as Opinion 154-B (with indexing). 

- 12 -
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34. Petitioners will need to have such an order from the Commission in order to 

proceed with the project, particularly given the shippers' right to terminate their TSAs if this 

proposal is not approved. In order to meet the mid-20I 1 planned in-service date, Petitioners 

would like to have the resolution as soon as reasonably possible, ideally within 60-90 days. 

- 13-
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I declare under penalty of pctjury under the laws of the United States of America that the 
foregoing is true and corn:ct. 

Executed on February ~. 2008. 

PetTy F. Schuldhaus 
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Shifting Swuts, Part II: The Texas Connection 
IEXHIBIT PFS·2 J 

- The kinder, gentler energy superpower 
_ Canada Is tbe kind or oil supplier tbe U.S. can rely on, and no one knows it better than tbe Texans 

-
-
-
-

DAVID EBNER AND BARRIE MCKENNA 
FROM MONDAY'S GLOBE AND MAtL 
JANUARY 28. 2008 AT 12:00 AM EST 

In Texas City, a small port town south of Houston near the GulfofMexico, a hub of refineries rises through the 
misty January air, billowing steam from scrubber towers. 

These refineries make up part of a sprawling industrial cluster in the Gulf Coast region that is better equipped than 
anywhere on earth to handle the gooey crude coming out of Alberta's oil sands. 

In a twisting turn of geography, geology and history, Texans are hungry for Alberta oil. 

As the U.S. seeks to decrease its dependence on crude from unstable regions and OPEC countries. and with the oil 
sands booming, Canada has supplanted Saudi Arabia as the leading supplier of crude to the U.S., claiming the No. 

_ I spot in 2004. 

-
-
-
-
.. 
.. 

Relattd Artleles 

Recent 

• Live. 'oday: How the Alberta oil sands have changed Canada 
• Web-exdusive: Beijing wary of investing in oil sands 
• Shifting Sands. Part I: An empire from a tub of goo 
• East vs. West: Resentment of things past 
• Glohe poll: Albertans love the oil sands and the paydirt 

Internet Links 

• Globe poll: How Albertans vicw the oil sands . 
• Shifting Sands: Globe stories. photos. discussions and interactivcs from our eight-day series on the Alberla 

oil sands 

.. Now, three major pipelines that would move Alberta oil all the way to Texas are under consideration, with a final 
decision on at least one likely within two months. A fourth pipeline is nearly approved to send almost half a 
million barrels a day to Illinois, Oklahoma and northern Texas - the first major extension of Canadian oil beyond 
the Chicago region. -

-
-
-

The push to develop major oil pipelines over thousands ofkilometres from Alberta to Texas represents a major 
shift in the movement of Canadian oil. Growing shipments of Alberta crude to the U.S. for refining are deepening 
the two countries' mutual dependence. The U.S. now buys almost 100 per cent of our oil exports. and Canadian 
exports to the U.S. could increase to 3 million barrels a day by 2015, from roughly 2 million barrels a day 
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- For the Americans, it can hardly flow fast enough. "The world's a more dangerous place these days; having our 
friend to the north getting us some crude is good," said Lane Riggs, a vice-president at Valero Energy Corp., an 

_ independent company that refines upwards of 30,000 barrels of Alberta crude a day and is hungry for more. 

"We're very eager to support at least one of the pipelines," Mr. Riggs said. 

- American thirst for Canadian oil is fuelled in part by Canada's lack of geopolitical ambition. Despite its growing 
importance as a supplier to the world's biggest oil consumer, Canada is the anti-superpower: a gentle giant that 

_ doesn't wield its oil clout as a geopolitical club (think Russia or Venezuela), or set a benchmark for world prices 
(like Saudi Arabia). It isn't lawless or war-ravaged (Nigeria or Iraq). 

_ On the Texas Gulf Coast, refiners look north and see "friendly Canadians with oodles of barrels," said Real 
Cusson, a senior executive at leading oil producer Canadian Natural Resources Ltd. 

_ Most of the oil from Alberta flows to the U.S. through a network of pipelines that snake through Saskatchewan 
and Manitoba before turning south to refineries in Minneapolis and the Chicago region. 

_ But the refineries best suited to the oil sands' sticky crude are in Texas. The type of "heavy" and "sour" oil that 
those refineries have long processed from Mexico and Venezuela is similar enough to Alberta's that refiners can 
adjust without many technical challenges. 

- The flow from Mexico and Venezuela that used to meet Gulf Coast demand and keep refineries busy is now 
dwindling. Political mismanagement in Venezuela has dampened output and in Mexico production has been 

_ hampered by aging oil fields and not enough investment. 

A small river of Canadian oil - roughly 65,000 barrels a day - already moves to the massive hub of refineries 
_ around Houston through an Exxon Mobil Corp. pipeline that connects with existing infrastructure in southern 

Illinois. 

_ Valero Energy, the largest oil-refining company in North America, is among those looking to boost its north-south 
infrastructure. At company head office in San Antonio, market analysIS are assessing long-term supply and pricing 
of Canadian oil and drawing up plans so its refineries will be able to handle the oil sands crude. Executives at the 

_ company. which has 16 refineries and almost 6.000 gas stations, are now deciding which pipeline project to 
support. 

.. The oil sands are good tit for the company. said Fred Newhouse. a Valero public affairs director, at Gus's, a 
ramshackle restaurant that is Texas City's hot lunch spot for everyone from managers to workers from the refinery 
grounds . .. 
"Our niche is to turn the nastiest stuff into the best gasoline." Mr. Newhouse said over a steak sandwich. 

_ Valero's Texas City refinery was started as a co-op a century ago by Virginia farmers who wanted a direct source 
of kerosene and diesel. The refinery began operating a few years after one of the world's first oil gushers was 
uncorked near a town called Beaumont. An 18-metre engraved granite obelisk marks the spot where, in 190 I in a 

.. grassy field beside a highway. "a new era in civilization began." 

That gusher at Spindletop sparked Texas's oil-soaked modern history and helped fuel America's rise to global -
-
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economic superpower as the world's No, I crude producer. 

But the last boom went bust in the 19808, and the Texas oil patch now produces fewer barrels of oil each day than 
the Alberta oil sands. Towns like Beaumont have suffered through double-digit unemployment for almost two 

_ decades. Now the region is booming again, in part because companies are building the infrastructure to take on 
more Canadian oi!. 

_ As many as 400,000 barrels a day could soon flow from the oil sands to Texas. Enbridge Inc., Canada's main oil 
pipeline company, in partnership with Exxon, the world's biggest publicly traded oil company, is seeking shipping 
commitments from companies like Valero by Feb. 29 on a $3-billion pipeline. Several other companies have 

_ similar plans, including Kinder Morgan, the Houston-based pipeline giant. 

In anticipation of the flow of crude from the north, oil companies have launched a multibillion-dollar investment 
boom. Several major refineries are adding facilities to handle oil sands production and constructing pipelines 
further south so they can supply Texan refineries on the Gulf Coast. 

_ South of Beaumont, at the refine!)' of oil sands producer Royal Dutch Shell, construction cranes tower and lines of 
trucks trundle in and out of the site. Co-owned with Saudi Ararnco, the Saudi state oil company, the refinery's 
capacity will double by 20 I 0 to handle more oil sands flow along with new production from Saudi Arabia. 

-
-

"You don't get too much 'not in my backyard' round here," said Jim Rich, president of the Greater Beaumont 
Chamber of Commerce. "We embrace the energy economy here." 

The growing north-south tilt of North America's oil infrastructure puts a bigger onus on Canadian policymakers to 
make their voices heard in the U.S. The oil sands' growth could be threatened if the U.S. adopts policies aimed at 
curbing emissions during production. since oil sands production is higher in emissions. 

Some members of Congress want to replicate California's plan to impose low-carbon fuel standards that target not 
_ just tailpipe emissions but also those that occur during production. That could put a surcharge on oil sands crude 

- unless producers can figure out a way to curb their emissions. 

.. To protect and foster the U.S. market. Canada will have to make sure more Americans know where their oil comes 
from. Canadian officials say. On a 2006 visit to New York. Canadian Prime Minister Stephen Harper promoted 
Canada as an "emerging energy superpower" - the only "stable and growing producer of this scarce commodity 

• in an unstable world." 

The emissions question also worries refiners. "That could present a signilicant challenge. depending on how 
.. legislation is enacted," said James Gallogly. executive vice-president of refineries and pipelines at ConocoPhillips 

Co. His company has an $1 I-billion partnership with EnCana Corp. to produce and refine oil sands crude, and a 
$S-billion partnership with TransCanada Corp. for an almost-approved pipeline from Alberta to Illinois and 

.. Oklahoma, with a separate connection to Texas. 

-
-
-
-

"lfwe can have a very close source from our neighbours to the north. then that's an ideal situation," Mr. Gallogly 
said. "But we do have to recognize that it's energy-intensive oi!." 

Recognition of any kind is slow in coming. 

When the pipeline that runs through Clearbrook. Minn. - part of Enbridge Energy's Lakehead system and a vital 
artery that delivers nearly a fifth ofV.S. oil imports and 10 per cent of its supply - exploded in late November. 
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two welders who had been trying to fix a pinhole leak were killed and the flow of oil was interrupted. 

Oil trading rooms from Houston to London were rattled, causing the price of crude to spike as much as $4 (U.S.) a 
barrel in the fretful hours that followed. Experts worried George W. Bush might have to tap into the U.S. 
government's emergency oil stocks in the Gulf of Mexico. 

But what became a big part of the story for the reporters who flocked to Clearbrook was the surprising fact that 
_ Canada had become the leading foreign supplier of oil to the United States. 

-

-

-
-
-
-
-
-
-
-
-

"They were shocked to find out how much of our oil comes from Canada," said Mike Gibeau, the mayor of 
Clearbrook. 

"They know now .• 

David Ebner works in The Globe's Alberta bureau and reported this story from Texas City. Tex. Barrie McKenna 
is a Globe correspondent in WashinglCJn. D. C. 
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