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Abstract : Once crude oil is extracted from the ground, it must be 

transported and refined into petroleum products that have any value. 

Those products must then be transported to end-use consumers or 

retailers (like gasoline stations or the company that delivers heating 

oil to your house, if you have an oil furnace). The overall well-to-

consumer supply chain for petroleum products is often described as 

being segmented into three components . 

Upstream activities involve exploring for crude oil deposits and the production of crude oil. 

Examples of firms that would belong in the upstream segment of the industry include companies 

that own rights to drill for oil (e.g., ExxonMobil) and companies that provide support services to 

the drilling segment of the industry (e.g. Halliburton). 

Midstream activities involve the distribution of crude oil to refiners; the refining of crude oil into 

saleable products; and the distribution of products to wholesalers and retailers. Examples of 

firms that would belong in the midstream segment of the industry include companies that 

transport oil by pipeline, truck or barge (e.g., Magellan Pipeline); and companies that refine 

crude oil (e.g., Tesoro). 

Downstream activities involve the retail sale of petroleum products. Gasoline stations are 

perhaps the most visible downstream companies, but companies that deliver heating oil or 

propane would also fall into this category. 

 

Distillation 

We will start with the first step in all refineries: distillation. Essentially, distillation is a process 

that heats the crude oil and separates it into fractions. It is the most important process of a 

refinery. Crude oil is heated, vaporized, fed into a column that has plates in it, and the materials 

are separated based on boiling point. Figure 2.2 shows the first stage of the refinery. It indicates 

that as the liquids are separated, the top end materials are gases and lighter liquids, but as you go 


