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Direct Testimony Of Thad Shumway 1 
On Behalf Of 2 
Quicksilver Resources, Inc. and Terra Energy, LTD. 3 
 4 
Q. Please state your full name and business address. 5 

A. Thad Shumway, 13561 S.W. Bayshore Drive, Suite 2200, Traverse City, MI 6 

49684. 7 

Q. What is your title? 8 

A. My title is Director of Marketing for Quicksilver Resources, Inc. ("Quicksilver"), a 9 

Complainant in this proceeding.    10 

Q. Please state your background and business experience. 11 

A. Prior to my employment with Quicksilver, I was the President of Cinnabar Energy 12 

Services & Trading, LLC.  Prior to that, I was a Business Development Manager 13 

with Carthage Energy Services where my responsibilities included administering, 14 

buying and selling natural gas supplies in Northern Michigan.  From 1989 15 

through 1999 I was employed by CMS Energy Corporation in various positions 16 

relating to natural gas production, transportation and sales in Northern Michigan. 17 

Q. Have you previously testified before the Michigan Public Service Commission? 18 

A. Yes, my written testimony was included as part of the Complaint Case No. U- 19 

12342. 20 

Q. What is the purpose of your testimony in this proceeding? 21 

A. The purpose of my testimony is to provide information on the communications, 22 

contracts, and actions that transpired between Michigan Consolidated Gas 23 

Company and MichCon Gathering Company (collectively, "MichCon") and Terra 24 

Energy, Ltd. (“Terra”) and Quicksilver regarding MichCon’s attempts to 25 
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unilaterally and without MPSC approval impose a new carbon dioxide removal 1 

content gas standard on producers on the AEP. 2 

Q. What relationship does Terra have to Quicksilver? 3 

A. Terra is a wholly owned subsidiary of Quicksilver. 4 

Q. Are you sponsoring any exhibits? 5 

A. Yes, I am sponsoring the following: 6 

1. Antrim Gas Service Agreement dated September 12, 1994 between Terra 7 

Energy, LTD and Michigan Consolidated Gas Company (referred to herein 8 

as Exhibit TRS-1); 9 

2. Antrim Gas Transportation Agreement dated December 18, 1997 between 10 

Terra Energy, LTD and MichCon Gathering Company (referred to herein 11 

as Exhibit TRS-2); 12 

3. Antrim Gas Transportation Agreement dated January 1, 1998 between 13 

Mercury Exploration Company, Inc. and MichCon Gathering Company 14 

(referred to herein as Exhibit TRS-3); 15 

4. Antrim Gas Service Agreement dated April 1, 2000 between Quicksilver 16 

Resources, Inc. and Michigan Consolidated Gas Company (referred to 17 

herein as Exhibit TRS-4); 18 

5. First Amendment to Antrim Gas Transportation Agreement dated October 19 

26, 2005 between Quicksilver Resources, Inc. and Michigan Consolidated 20 

Gas Company (referred to herein as Exhibit TRS-5); and 21 

6. Antrim Gas Transportation Agreement dated March 1, 2006 between 22 

Quicksilver Resources, Inc. and Michigan Consolidated Gas Company 23 

(referred to herein as Exhibit TRS-6); 24 
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Q. Please provide background on the relationship of Quicksilver/Terra and MichCon 1 

as it pertains to this case. 2 

A.   Quicksilver and Terra are producers of natural gas in Michigan.  Quicksilver and 3 

Terra have Antrim Gas Transportation and Treating Service Agreements 4 

("ASATT") with MichCon.  (See Exhibits TRS 1-6.)  Pursuant to the ASATTs, 5 

Quicksilver and Terra transport their gas to receipt points.  From there, MichCon 6 

transports the gas to facilities located on the AEP which remove the CO2 from the 7 

gas.  MichCon then delivers the gas back to Terra and Quicksilver at delivery 8 

points.  9 

Q. What is MichCon’s role in the Antrim Expansion Pipeline (“AEP”)? 10 

A. MichCon owns and operates the AEP, and it receives and transports Antrim gas 11 

to downstream Delivery Points designated by producers via the AEP.  MichCon 12 

is a common carrier and the AEP is a common carrier pipeline subject to the 13 

provisions of 1929 PA 9, as amended, MCL 483.101 et seq. 14 

Q. Are you familiar with the Michigan Public Service Commission’s Order allowing 15 

MichCon to construct and operate the AEP? 16 

A. Yes.  On March 29, 1995, the Commission issued its Opinion and Order in 17 

MPSC case number U-10547, in which it granted MichCon authority to construct 18 

and operate the AEP.  In its March 29, 1995 Opinion and Order, the Commission, 19 

among other things, authorized MichCon to construct and operate the AEP 20 

through a subsidiary entity.  MichCon did so, and the AEP was constructed and 21 

is operated by its subsidiary, MichCon Gathering.  The March 29, 1995 Opinion 22 

and Order established rates for transportation services on the AEP, but did not 23 

establish any rates for CO2 (“carbon dioxide”) treatment.  The March 29, 1995 24 



 

4 

Opinion and Order required that MichCon operate the AEP in a manner that 1 

maintained carbon dioxide content of gas delivered at downstream Delivery 2 

Points at or below 2.0%.  The March 29, 1995 Opinion and Order required that 3 

MichCon not discriminate as between producers for transportation on the AEP.  4 

The in-service date of the AEP was November 8, 1995. 5 

Q. Have Quicksilver and Terra entered into Antrim Gas and Treating Agreements 6 

with MichCon? 7 

A. Yes.  MichCon entered into a number of Antrim Gas Treating and Transportation 8 

Agreements (“ASATTS”) with producers, including Quicksilver, Mercury 9 

Exploration Company, Inc. (since purchased by Quicksilver) and Terra.  The 10 

practice of pipeline operators has been to file with the Commission copies of 11 

Transportation Agreements and Transportation and Treating Agreements in 12 

compliance with MCLA 483.110 (Section 10 of Act 9 of 1929).   13 

Q. What is the difference between an ASAT and an ASATT? 14 

A. An ASAT is a transportation only agreement.  An ASATT is a treating and 15 

transportation agreement. 16 

Q. Has MichCon filed tariffs with the Commission for the AEP? 17 

A. It is my understanding that MichCon has not filed tariffs with the Commission 18 

governing transportation and/or treating services for the AEP.   19 

Q. Are you familiar with the terms of the ASATTs? 20 

A. Yes.  Each of the ASATTs required, as a condition of firm transportation service, 21 

that the producer execute a dedication of reserves, committing those reserves to 22 

the pipeline for the term of the contract.  Each of the ASATTs provided for both 23 

transportation services and for carbon dioxide removal services.  The carbon 24 
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dioxide removal services contemplated that MichCon would assure that the 1 

carbon dioxide content of the Antrim gas would be 2.0% or less at all 2 

downstream Delivery Points on the AEP. 3 

Q.  Do the ASATTs limit the CO2 content of the gas that can be delivered to the 4 

AEP? 5 

A.  Yes, the quality provision of the ASATT agreements says “at any Receipt Point 6 

the carbon dioxide content of the Gas shall not exceed 25 mole percent, 7 

provided, however, that Shipper’s aggregate Receipt Point gas hereunder shall 8 

not exceed 14 mole percent…” 9 

Q. Where those quality provisions ever amended? 10 

A. Yes, there were amendments made to some ASATT agreements whereby the 11 

Quality Provisions were changed from 25 mole percent to 35 mole percent for the 12 

carbon dioxide content of shipper’s gas at recent points.  Also, revisions were 13 

made so that the 14 mole percent was “as determined through the use of 14 

MichCon Gathering’s TIPS (The Intelligent Pipeline System) allocation program 15 

at the Receipt Points and/or at the outlet of the pre-treatment facilities.” 16 

Q. Were these amendments done without the consent of the Shippers? 17 

A. No, the Shippers were involved with the changes and requirements to either 18 

amend the ASAT, ASATT or provide additional means to treat the shipper’s 19 

aggregate Receipt Point Gas.  Also the MPSC Gas Division had oversight and 20 

involvement during the process to acquire additional treating facilities necessary 21 

to meet the Quality specifications in the ASATT and ASAT agreements. 22 

Q. At any time during the period when additional CO2 removal treating facilities were 23 

necessary to treat Receipt Point Gas in excess of 14% did MichCon claim it had 24 
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the unilateral right to amend the Quality specifications of the ASATT and ASAT 1 

agreements? 2 

A. No.  MichCon did claim it could require additional treating at the expense of 3 

Producers because the Producers were not within the Quality specifications of 4 

the ASATT and ASAT agreements.  But MichCon did not take the position that it 5 

had the right to unilaterally alter such quality provisions.  6 

Q. Are you familiar with the testimony of Mr. Todd F. Persells and Mr. Arthur 7 

Raymond Lyle II for MPSC case U-14754? 8 

A. Yes, both Mr. Persells and Mr. Lyle provided testimony about the complicated 9 

and delicate nature of balancing the blending of unprocessed antrim gas with that 10 

of antrim gas after the removal of CO2 and managing the CO2 levels to be at 2% 11 

or less at the Delivery Points on the AEP. I believe that characterization has been 12 

greatly exaggerated and MichCon has failed to disclose the actions it has 13 

employed over the past 6 years that have caused MichCon to be in a situation 14 

whereby it must now try to restrict the producers receipt point gas qualities. 15 

Q. Can you explain that belief further? 16 

A. Yes, MichCon, or its affiliates, own the Vienna Treating facility which removes 17 

CO2 from Antrim gas and then directs that “clean” pipeline quality gas back into 18 

an unprocessed high CO2 commingled gas stream to blend the high CO2 gas 19 

down to a level sufficient to avoid an “Out-of-Spec” service fee pursuant to a 20 

treating agreement between Michigan Consolidated Gas Company and CMS 21 

Antrim Gas (“CMS”). This is similar in nature to fees paid by Quicksilver and 22 

Terra to Wilderness Chester for gas with an aggregate CO2 content in excess of 23 

14%.  MichCon, or its affiliates, employ the same practice from the outlet of its 24 
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Turtle Creek Plant site which also treats Antrim Gas down to pipeline Quality, yet 1 

the gas is delivered back into an unprocessed high CO2 commingled gas stream 2 

as a means to avoid the same “Out-of-Spec” service fee. If MichCon used these 3 

“clean gas streams” as a means to blend gas at the Delivery Points it might not 4 

be such a challenge to manage the Delivery Point CO2 content levels on the 5 

AEP. 6 

Q. But wouldn’t MichCon have to pay a charge to CMS? 7 

A. That may be true, but since 1999, MichCon has been collecting an “Out-of-Spec” 8 

fee from shippers (dedicated to MichCon for Out-of Spec service) that have 9 

delivered their gas to the AEP, and such fees were intended to offset the 10 

amendment to the Quality provisions of the ASATT agreements. If the charges of 11 

CMS exceed those charged and collected by MichCon, that is a result of 12 

Michcon’s actions, not the Shippers on the AEP. It is not appropriate, however, 13 

for MichCon to require Producers not affected by the contractual relationship of 14 

MichCon and CMS to submit gas of lower CO2 treatment levels just to offset 15 

Michcon’s failure to have the capacity to blend gas streams at the Delivery 16 

Point(s). 17 

Q. Is there anything else that MichCon has done that has put the Quality 18 

specifications of the gas at risk at the Delivery Points? 19 

A. Yes, MichCon has allowed Antrim Gas (containing a CO2 content greater than 20 

2%) west of Kalkaska into the Wet Header pipeline system with the intent of 21 

blending this high CO2 gas with lower CO2 content gas from either the AEP or 22 

other pipeline systems. MichCon collected a treating fee from the producers for 23 

the waiver of the CO2 content yet never arranged for any means to treat or blend 24 
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the gas to meet downstream pipeline quality specifications. MichCon did the 1 

same with Antrim gas on the Lovells lateral pipeline by directing that untreated 2 

gas to the Saginaw Bay Pipeline for blending at Kalkaska. All of these blending 3 

arrangements have diminished Michcon’s blending capacity on the AEP and they 4 

have all been done at the sole direction of MichCon. The shippers on the AEP 5 

have no control over the physical flow or delivery of gas and now that MichCon 6 

has “changed its policy” and is requiring a lower CO2 content standard at the 7 

outlet of the treating plants the AEP Shippers are penalized for Michcon’s lack of 8 

blending capacity.  9 

Q. What is the relationship of MichCon to CMS Antrim Gas, LLC (“CMS”) on the 10 

AEP?   11 

A. MichCon has entered into a treating agreement with CMS for carbon dioxide 12 

removal on the AEP.  CMS owns and operates carbon dioxide removal plants 13 

that are interconnected with the AEP and other pipelines.  Quicksilver and Terra 14 

have entered into ASATTs with MichCon under which MichCon treats gas for 15 

CO2 removal on the AEP under the treating agreement between MichCon and 16 

CMS and Quicksilver and Terra have entered into treating agreements directly 17 

with CMS under which CMS treats gas for CO2 removal on the AEP. 18 

Q. Is that the only way gas is treated for CO2 Removal on the AEP? 19 

A. No, MichCon owns and operates a CO2 Removal facility in the general area of 20 

the CMS plant sites, which is known as the Turtle Lake facility, and the 21 

Wilderness-Chester Limited Partnership also owns and operates a CO2 removal 22 

facility in the general area of the CMS Plant site, which is known as the 23 
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Wilderness-Chester plant. These plants also remove Co2 from the commingled 1 

gas stream on the AEP. 2 

Q. Has MichCon entered into ASATTs with other producers? 3 

A. Yes.  MichCon has entered into a number of other ASATT agreements with 4 

Antrim producers other than Quicksilver and Terra, including Wolverine Gas and 5 

Oil Company (now Dominion Midwest Energy) and Dominion Reserves, Inc., all 6 

with substantially similar terms.   7 

Q. Has Quicksilver or Terra entered into any Antrim Gas Transportation Agreements 8 

with MichCon? 9 

A. Yes.  On January 1, 1998, Mercury Exploration Company, Inc. (predecessor to 10 

Quicksilver) entered into a contract (entitled Antrim Gas Transportation 11 

Agreement) with MichCon for transportation services on the AEP (“January 1, 12 

1998 ASAT”).  The January 1, 1998 ASAT provides in Section VI (e) that at “any 13 

Receipt Point, the carbon dioxide content of Gas may not exceed two mole 14 

percent (2%) unless Shipper can demonstrate that it has downstream processing 15 

satisfactory to MichCon Gathering which provide that the carbon dioxide content 16 

of the gas will not exceed two mole percent (2%) at the outlet of the processing 17 

plant.” 18 

Q. Has MichCon entered into similar contracts with other Producers? 19 

A.  Yes.  I believe that MichCon has entered into the same type contracts with DTE 20 

Gas & Oil Co., HRF Exploration and Production, J-5 Inc., Jordan Development 21 

Co., Merit Energy Co., NuEnergy Operating Co., Paxton Resources, Inc. and 22 

Ward Lake Energy. 23 

Q.  Why is it significant that MichCon has ASAT contracts with other Producers? 24 
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A.  Because MichCon allows these other Producers to deliver gas to the AEP with a 1 

requirement that the CO2 will not exceed two mole percent (2%) at the outlet of 2 

the processing plant, yet it does not allow Quicksilver/Terra the same opportunity 3 

for its gas from three properties also on the AEP.  As mentioned later in this 4 

testimony, Quicksilver sought to add the Bagley East, Bagley Livingston and 5 

Bagley 15 NW to its ASAT Agreement.  These properties, which have been 6 

producing for years were being transported and treated by a different pipeline 7 

and CO2 treating facility that was shut-down.  MichCon would not allow for the 8 

properties to be added to our existing ASAT Agreement.  This amounts to 9 

discrimination, preference and economic harm to Quicksilver/Terra. 10 

Q. Has the ASAT between MichCon and Quicksilver been amended? 11 

A. Yes, it has been amended a few times either to add Receipt Points or for an 12 

Oxygen Quality provision amendment. Most recently on October 26, 2005 New 13 

Receipt Points were added to the Agreement.  (See Exhibit TRS-5). 14 

Q. What has happened recently between MichCon and Terra and Quicksilver 15 

relative to the ASAT? 16 

A. On or about February 14, 2006, Quicksilver requested to add certain Receipt 17 

Points (the before mentioned Bagley East, Bagley Livingston, and Bagley 15 18 

NW) to its January 1, 1998 ASAT agreement with MichCon.  MichCon would not 19 

authorize such additions unless Quicksilver provided evidence of a treating 20 

agreement sufficient to treat the CO2 content of the subject properties down to 21 

.75%.  MichCon stated that the reason for the requirement was a “new policy” 22 

and it had the legal right to impose such a requirement.  As an alternative to 23 

Quicksilver, however, MichCon indicated that Quicksilver could enter into an 24 
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ASATT (Treating and Transportation Agreement) with MichCon, which would not 1 

contain such a requirement. 2 

Q. Was this described by MichCon as a “New Policy”? 3 

A. Yes, Mr. Todd Persells said it was in fact a new policy and when questioned as 4 

to it being discriminatory he said that Michcon’s legal council had determined that 5 

they had the legal right to impose such a requirement. 6 

Q. Do you have an opinion on whether or not MichCon violated Act 9? 7 

A. Yes, MichCon has violated MCLA 483.110 (Section 10 of Public Act 9 of 1929) 8 

by altering the terms and conditions of service for transportation services on the 9 

AEP (MPSC U-10547) without Commission approval.  The demand for a lower 10 

carbon dioxide content standard is contrary to the provisions of the Commission’s 11 

March 29, 1995 Opinion and Order, and constitutes illegal preference, in violation 12 

of MCLA 483.106 (Section 6 of Public Act of 1929), by imposing terms different 13 

and more onerous on Quicksilver than are imposed on other producers. MichCon 14 

has violated MCLA 483.104 (Section 4 of Public Act 9 of 1929) by discriminating 15 

against Quicksilver and Terra by transporting gas of certain producers with a 16 

requirement that CO2 be treated down to a 2% CO2 level, while at the same time 17 

prohibiting Quicksilver and Terra from transporting their additional gas on the 18 

same terms due to a purported “new policy” whereby gas must be treated down 19 

to a level of .75%. 20 

Q. What about MichCon’s offer to transport and treat the gas under the terms of an 21 

ASATT agreement? 22 

A. I believe MichCon has also violated MCLA 483.104 and MCLA 483.106 (Sections 23 

4 and 6 of Public Act 9 of 1929) by providing a  direct preference to the gas that 24 
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MichCon transports and treats under the ASATTs as opposed to other CO2 1 

treating providers providing the treating services and utilizing an ASAT for 2 

transportation services just like other Producers are allowed on the AEP.   3 

Q. Do you have an opinion as to whether Michcon’s actions violate the ASATs? 4 

A. Yes, MichCon’s actions violate the past practice and standards of the AEP 5 

pipeline system that have been in effect since the certification of the AEP in Case 6 

No. U-10547.  Michcon’s actions directly contradict the January 1, 1998 ASAT 7 

which requires that at “any Receipt Point, the carbon dioxide content of Gas may 8 

not exceed two mole percent (2%) unless Shipper can demonstrate that it has 9 

downstream processing satisfactory to MichCon Gathering which provide that the 10 

carbon dioxide content of the gas will not exceed two mole percent (2%) at the 11 

outlet of the processing plant.” 12 

Q. What, if any damages, will Quicksilver and Terra suffer as a result of Michcon’s 13 

actions? 14 

A. Quicksilver and Terra will suffer from higher costs to meet the treating 15 

requirements to transport gas on the AEP pipeline system if MichCon is able to 16 

unilaterally alter the terms and conditions of the service of the AEP without 17 

Commission approval.  Quicksilver and Terra will not be able to predict or plan 18 

for future requirements or restrictions if MichCon can unilaterally dictate “policy 19 

changes” to the terms and conditions of service on the AEP without first obtaining 20 

Commission approval. The AEP is a monopoly system, regulated by the MPSC, 21 

built for the purpose of transporting gas of certain quality restrictions to Delivery 22 

Points where it can be sold or transported to other pipelines or markets. If 23 

MichCon can act in a unilateral fashion to amend, alter or adjust the terms of 24 
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service in a fashion that directly affects Quicksilver and Terra’s operations, either 1 

in the present situation or future events, Quicksilver’s investments are subject to 2 

the potential of unfair business practices. Section 10 of Public Act 9 of 1929 says 3 

that a common carrier may alter or amend its condition service by application to 4 

and approval by the commission. MichCon has acted in a manner that 5 

circumvents such process by claiming a unilateral right to alter the quality 6 

provisions of the ASAT agreements.  Quicksilver and Terra are damaged by the 7 

preference given to MichCon transportation and treating services which limits the 8 

access Quicksilver and Terra have to more reliable service from other CO2 9 

treaters on the AEP system.  There have been several occasions when MichCon 10 

has curtailed CO2 treating capacity and other CO2 treater(s) on the AEP system 11 

have not curtailed treating capacity.  Michcon’s “new policy” restricts access to 12 

the more reliable CO2 treating service.  Quicksilver and Terra have incurred, and 13 

will continue to incur, additional expenses to transport gas on the AEP as a result 14 

of Michcon’s “new policy”.  Quicksilver and Terra are and will continue to suffer 15 

damages as a result of Michcon’s unlawful actions.  Michcon’s unilateral actions 16 

in attempting to impose a 0.75% carbon dioxide removal standard on Quicksilver 17 

and Terra has caused Quicksilver and Terra to incur additional and higher 18 

charges for treatment than Quicksilver and Terra would incur under the 19 

conditions of service established for the AEP under Case No. U-10547.   20 

Q. What are you asking the Michigan Public Service Commission to do? 21 

A. Determine that MichCon may not condition future transportation services on the 22 

AEP to require that Quicksilver and Terra either sign a treating agreement with 23 

MichCon, or reduce the carbon dioxide content of Quicksilver’s and Terra’s gas 24 
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from 2.0% to 0.75% and determine that MichCon does not have the unilateral 1 

authority to impose carbon dioxide content standards lower than 2.0% as a 2 

condition of transportation services on the AEP. MichCon should be required to 3 

refund any administrative charges for additional contracts required by Quicksilver 4 

and Terra to transport and treat gas from those properties denied access to 5 

Quicksilver’s existing ASAT agreement. MichCon should be required to re-6 

imburse Quicksilver for all legal expenses and costs incurred by Quicksilver in 7 

connection with this complaint. MichCon should be required to file a tariff with the 8 

conditions of service for the AEP and such tariff should not be allowed to be 9 

amended without the consent of the Commission.  10 

Q. Does this conclude your direct testimony? 11 

A. Yes. 12 
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EXHIBIT TRS-2 





































































































EXHIBIT TRS-3 




























































































