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Dear Mr. Porter: 

Heretofore and on October 25, 1973, we f i l e d , on behalf 
of Dan L. H a n n i f i n and Joe Don Cook, an A p p l i c a t i o n f o r an 
Order d i r e c t i n g the d i s t r i b u t i o n of proceeds w i t h h e l d by the 
Escrow O f f i c e r , American Bank of Carlsbad, Carlsbad, New Mexico, 
and f o r an Order r e l i e v i n g Operator, Michael P. Grace, I I , of 
operations of the Grace-Atlantic Well No. 1 i n the Sh of 
Section 24, Township 22 South, Range 26 East. This A p p l i c a t i o n 
supplemented an e a r l i e r A p p l i c a t i o n f i l e d on or about October 19, 
covering the same matters and an a d d i t i o n a l matter which was 
resolved a t the Commission hearing held on October 25 and 26. 

On behalf of our c l i e n t s , D. L. H a n n i f i n and Joe Don Cook, 
you are r e s p e c t f u l l y requested t o withdraw both of the a f o r e s a i d 
A p p l i c a t i o n s . You are advised t h a t a w r i t t e n agreement was 
entered i n t o between the Operator and D. L. H a n n i f i n and Joe 
Don Cook p r o v i d i n g f o r the disbursement of funds h e l d i n escrow 
by the American Bank o f Carlsbad. This agreement also provided 
f o r the payment by the escrow o f f i c e r of taxes due the State of 
New Mexico. The p a r t i e s also agreed t h a t the A p p l i c a t i o n above 
r e f e r r e d t o would be withdrawn upon request of the Operator, 
Michael P. Grace, I I . John P. Otto, as Attorney f o r Michael P. 
Grace, I I , has requested t h a t the A p p l i c a t i o n above described 
be withdrawn, and i t i s our purpose a t t h i s time t o request 
you t o withdraw s a i d A p p l i c a t i o n . 

R e s p e c t f u l l y submitted, 

George H. Hunker, J r . 
Attorneys f o r D. L. H a n n i f i n 
and Joe Don Cook 

GHH:dd 

cc: Messrs. D. L. H a n n i f i n 
and Joe Don Cook 

cc: Mr. John P. Otto 



BEFORE THE OIL CONSERVATION COMMKflGN--

OF THE STATE OF NEW MEXICO'/ ' 

IN THE MATTER OF THE °^ %'"J"Z 

APPLICATION OF DAN L. HANNIFIN 
AND JOE DON COOK: FOR AN ORDER 
DIRECTING DISTRIBUTION OF WITH
HELD PRODUCTION FUNDS; FOR AN . . . 
ORDER RELIEVING OPERATOR, MICHAEL No.' ' ' ' 
P. GRACE, I I , AND DESIGNATING 
APPLICANTS AS OPERATOR FOR THE 
GRACE-ATLANTIC WELL #1, UNIT J., 
SECTION 24, TOWNSHIP. 22 SOUTH, 
RANGE 26 EAST, SOUTH CARLSBAD, 
MORROW POOL, EDDY COUNTY, NEW 
MEXICO. 

COME NOW Dan L. H a n n i f i n and Joe Don Cook, and make a p p l i c a t i o n 

t o the O i l Conservation Commission o f the S t a t e o f New Mexico f o r 

the f o l l o w i n g r e l i e f : 

CAUSE I 

1. A p p l i c a n t s are the leasehold owners o f re c o r d o f an o i l 

and gas leasehold e s t a t e covering the SEh o f Section 24, Township 

22 South, Range 26 East, N.M.P.M., Eddy County, New Mexico. 

Pursuant t o Case Nos. R-4 819 and R-4836, heard before an examiner 

of the O i l Conservation Commission on September 27, 1972, Order 

No. R-4432, dated November 8, 1972, was issued which f o r c e pooled 

the Sh of Section 24, Township 22 South, Range 26 East, N.M.P.M., 

South Carlsbad, Morrow Gas Pool, Eddy County, New Mexico, which 

Order named Michael P. Grace, I I the Operator of s a i d U n i t , estab

l i s h e d a r i s k f a c t o r o f 25% t o be assessed against any non-consent

i n g working i n t e r e s t , and auth o r i z e d the d r i l l i n g o f a w e l l f o r 

the s u b j e c t u n i t t o be d r i l l e d a t a standard l o c a t i o n f o r the 

South Carlsbad, Morrow Gas Pool. 
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2. That the SEk of said Section i s subject t o a ro y a l t y 

payment of 18.75%, and that the working i n t e r e s t ownership of 

said SEh i s 81.25% and that the SW% of said Section i s subject 

to a ro y a l t y and overriding r o y a l t y payment of 25%, and the 

working i n t e r e s t ownership of said SW% of Section 24 i s 75%. 

3. That subsequent t o the issuance of Order No. R-4432, 

Applicant, D.L. Hannifin, e t ux, f i l e d w i t h the Commission a 

Statement of Non-Consent i n accordance w i t h the Order of the 

Commission. 

4. On January 28, 1973, the Operator caused to be commenced 

the d r i l l i n g of a w e l l designated as the Grace-Atlantic Well No. 1 

located 1,9.80 fee t from the South l i n e and 1,980 feet from the 

East l i n e of said Section, to a proposed depth of 12,100 fee t to 

t e s t the Morrow formation, w i t h the Sh of said Section 24 being 

dedicated to the w e l l , and w i t h said w e l l being completed as a 

producible gas w e l l on or about March 15, 1973. 

5. That on or about March 29, 1973, said w e l l was tested 

and found to have a calculated absolute open flow p o t e n t i a l of 

65,737 mcf per day from perforations i n the Morrow formation 

from 11,424 feet to 11,444 f e e t , and on or about A p r i l 16, 1973, 

Operator commenced the sale of gas from said w e l l to El Paso 

Natural Gas Company. 

6. On or about July 30, 1973, Applicants Dan L. Hannifin 

and Joe Don Cook made application to the Commission seeking a 

determination of the reasonable w e l l costs of the Grace-Atlantic 

Well, and a determination when Michael P. Grace, I I , had been 

f u l l y compensated f o r a l l reasonable w e l l costs and the 25% r i s k 

charges and the prorata share of reasonable w e l l costs a t t r i b u t a b l e 

to Applicants. 
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7. That by Order of the Commission dated September 28, 1973, 

(Order No. R-4422-A), i t was determined that Applicants' portion 

of the t o t a l w e l l costs, plus the 25% r i s k f a c t o r was paid out at 

7:00 A.M., June 26, 1973, and that monies held i n escrow by the 

American Bank of Carlsbad derived from the sale of gas from and 

a f t e r said date, were to be released to Applicants, subject to 

agreement i n w r i t i n g between Applicants and Michael P. Grace, I I , 

as to future arrangements, escrow, bonding or whatever would be 

sat i s f a c t o r y to the part i e s involved, covering the difference, i f 

any, between current sales price of gas from the w e l l and future 

sales p r i c e of gas. 

8. Applicants have, as directed by the Commission, made 

both w r i t t e n and o r a l requests of Michael P. Grace, I I , t o enter 

i n t o an agreement covering future gas sales from said w e l l ; 

however, Michael P. Grace, I I , has f a i l e d or refused to affirma

t i v e l y respond to said requests. 

9. That escrow funds i n the American Bank of Carlsbad to 

which Applicants are e n t i t l e d are inaccessable t o Applicants as 

a r e s u l t of the re f u s a l or f a i l u r e of Michael P. Grace, I I , t o 

enter i n t o an agreement w i t h Applicants as ordered by the 

Commission, and Applicants require and seek an appropriate Order 

from the Commission i n protection of t h e i r i n t e r e s t s , and f o r 

r e l i e f i n obtaining withheld funds. 

WHEREFORE, Applicants request t h a t the Commission issue an 

Order d i r e c t i n g immediate release of a l l funds due the Applicants 

from the sale of gas from said w e l l a f t e r 7:00 A.M., June 26, 1973, 

which may be held by the American Bank of Carlsbad, without re

quirement of any w r i t t e n agreement between Applicants and Michael 

P. Grace, I I . 
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CAUSE TI 

1. Applicants adopt and make a part of t h i s Cause, para

graphs 1 through 8 of Cause I hereinabove set f o r t h . 

2. That since being designated as Operator f o r the Grace-

A t l a n t i c No. 1 Well, Michael P. Grace, I I has: 

(a) From the date of i n i t i a l w e l l production, over

produced said w e l l approximately six (6) times i n excess of 

Commission f i x e d monthly allowables, subjecting said w e l l to 

possible shut-in by the Commission. 

(b) Failed, to the best of Applicants' knowledge, to 

pay o i l and gas severance taxes or permitted Applicants' funds 

with which to pay taxes due the State of New Mexico, as determined 

by the New Mexico O i l and Gas Accounting Commission, i n the sum 

of Twenty-Two Thousand, Eight Hundred F i f t y Dollars, Ten Cents 

($22,850.10) and other sums, unknown to Applicants. 

(c) Failed, t o the best of Applicants' knowledge, to 

pay c e r t a i n r o y a l t y monies due and owing to r o y a l t y owners under 

said Grace-Atlantic No. 1 Well, thus subjecting Applicants to 

p o t e n t i a l l i a b i l i t y t o the r o y a l t y owners under Applicants' lease 

and endangering the status of Applicants' lease w i t h t h e i r lease 

ro y a l t y owner. 

(d) Caused, on October 23, 1973, r o y a l t y owner Merland, 

Inc., under said w e l l , to f i l e a l i e n upon the production from 

said w e l l , i n accordance w i t h Section 61-10-1, et seq., N.M.S.A., 

1953 Comp., 1973 Supp., f o r f a i l u r e of Michael P. Grace, I I to 

pay royalty due Merland, Inc., f o r the period from A p r i l 6, 1973 

to June 26, 1973. 

(e) Failed to d i s t r i b u t e monies due to Applicants a f t e r 

payout of Operator's costs, plus non-consent costs, f o r d r i l l i n g 

and operating said w e l l . 
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(f) Caused the Applicants to be required to p e t i t i o n 

the Commission f o r assistance i n connection w i t h d i s t r i b u t i o n of 

monies due the Applicants from Operator a f t e r payout of said w e l l . 

(g) Failed or refused to enter i n t o an agreement with 

Applicants under Order of the Commission w i t h reference to future 

gas sales, thus preventing the d i s t r i b u t i o n of escrowed funds 

to which Applicants are e n t i t l e d . 

(h) Caused the Applicants to again, i n t h i s proceeding, 

seek Commission assistance i n connection w i t h the d i s t r i b u t i o n of 

monies due the Applicants, the State and r o y a l t y owners from 

escrow funds held by the American Bank of Carlsbad, and f o r addi

t i o n a l p r o tection of the Applicants' r i g h t s . 

( i ) Caused possible loss of gas pressures under said 

w e l l , as a r e s u l t of continous open flow overproduction of said 

w e l l . 

( j ) From overproducing said w e l l , have subjected the 

Applicants to p o t e n t i a l claims of l i a b i l i t y f o r c o r r e l a t i v e r i g h t s 

i n j u r y to owners of leases adjoining the Grace-Atlantic No. 1 Well. 

2. That the negligence, malfeasance, i n t e n t i o n a l acts, 

omissions and/or imprudent and improper acts of Operator, 

Michael P. Grace, I I r e f l e c t a complete and u t t e r disregard by 

Michael P. Grace, I I f o r the r i g h t s of Applicants, f o r the i n 

t e r e s t of the State of New Mexico, f o r the r i g h t s of r o y a l t y 

owners under said w e l l , and f o r the r i g h t s of adjoining lease 

owners. 

3. That Applicants are q u a l i f i e d to act as Operator of said 

w e l l , or w i l l cause said w e l l to be prudently operated with pro

duction i n accordance w i t h Commission authorized allowables, f o r 

the benefit and protection of a l l interested p a r t i e s . 

.4. That Michael P. Grace, I I should be relieved as Operator 

of said w e l l and Applicants should be designated as Operator f o r 
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the same. 

WHEREFORE, App l i c a n t s request t h a t the Commission enter an 

Order r e l i e v i n g Michael P. Grace, I I as Operator of s a i d Grace-

A t l a n t i c No. 1 We l l , w i t h concurrent appointment by the Commission 

of A p p l i c a n t s as Operator t h e r e o f . 

I hereby c e r t i f y t h a t I have 
mailed or p e r s o n a l l y d e l i v e r e d 
a copy of the foregoing pleading 
t h i s 25th day of October", 1973, 
t o Michael P. Grace, I I , P. 0. 
Box 1418, Carlsbad, New Mexico, 
88220, and t o h i s A t t o r n e y s , 
F.B. Howden, Samuel A. Francis 
and F a r r e l l L. Lines, 400 7 t h 
S t r e e t , N.W., Albuquerque, New 
Mexico, 87101. 

R e s p e c t f u l l y submitted, 

HUNKER, FEDRIC & HIGGINBOTHAM, P.A. 

Attorrie^Js f o r Applicants' 
P. 0. Box 1837 
Roswell, New Mexico 88201 
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EEFORE THE OIL CONSERVATION COM 

OF THE STATE OF NEW 

IN THE MATTER OF THE 
APPLICATION OF DAN L. HANNIFIN 
AMD JOE DON COOK: FOR AN ORDER 
DIRECTING DISTRIBUTION OF WITH
HELD PRODUCTION FUNDS; FOR AN 
ORDER RELIEVING OPERATOR, MICHAEL No. 
P. GRACE, I I , AND DESIGNATING 
APPLICANTS AS OPERATOR FOR THE 
GRACE-ATLANTIC WSLL #1, UNIT J., 
SECTION 24, TOWNSHIP 22 SOUTH, 
RANGE 26 EAST, SOUTH CARLSBAD, 
MORROW POOL, EDDY COUNTY, NEW 
MEXICO. 

COME NOW Dan L. H a n n i f i n and Joe Don Cook, and make a p p l i c a t i o n 

t o t h e O i l Conservation Commission o f the St a t e o f New Mexico f o r 

the f o l l o w i n g r e l i e f : 

1. A p p l i c a n t s are the leasehold owners o f re c o r d o f an o i l 

and gas leasehold e s t a t e covering the SEh o f Section 24, Township 

22 South, Range 26 East, N.M.P.M., Eddy County, New Mexico. 

Pursuant t o Case Nos. R-4819 and R-4836, heard before an examiner 

of the O i l Conservation Commission on September 27, 1972, Order 

No. R-4432, dated November 8, 1972, was issued which f o r c e pooled 

the Sh of Section 24, Township 22 South, Range 26 East, N.M.P.M., 

South Carlsbad, Morrow Gas Pool, Eddy County, New Mexico, which 

Order named Michael P. Grace, I I the Operator of sa i d U n i t , estab

l i s h e d a r i s k f a c t o r of 25% t o be assessed against any non-consent

i n g working i n t e r e s t , and aut h o r i z e d the d r i l l i n g o f a w e l l f o r 

the s u b j e c t u n i t t o be d r i l l e d a t a standard l o c a t i o n f o r the 

South Carlsbad, Morrow Gas Pool. 

CAUSE I 
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2. That the SE\j of said Section i s subject to a royalty-

payment of 18.75%, and that the working i n t e r e s t ownership of 

said SEh i s 81.25% and that the SW% of said Section i s subject 

to a ro y a l t y and overriding r o y a l t y payment of 25%, and the 

working i n t e r e s t ownership of said SW% of Section 24 i s 75%. 

3. That subsequent to the issuance of Order No. R-4432, 

Applicant, D.L. Hannifin, e t ux, f i l e d w i t h the Commission a 

Statement of Non-Consent i n accordance w i t h the Order of the 

Commission. 

4. On January 28, 1973, the Operator caused to be commenced 

the d r i l l i n g of a w e l l designated as the Grace-Atlantic Well No. 1 

located 1,980 feet from the South l i n e and 1,980 fee t from the 

East l i n e of said Section, to a proposed depth of 12,100 f e e t t o 

t e s t the Morrow formation, with the Sh of said Section 24 being 

dedicated to the w e l l , and w i t h said w e l l being completed as a 

producible gas w e l l on or about March 15, 1973. 

5. That on or about March 29, 1973, said w e l l was tested 

and found to have a calculated absolute open flow p o t e n t i a l of 

65,737 mcf per day from perforations i n the Morrow formation 

from 11,424 feet to 11,444 f e e t , and on or about A p r i l 16, 1973, 

Operator commenced the sale of gas from said w e l l to El Paso 

Natural Gas Company. 

6. On or about July 30, 1973, Applicants Dan L. Hannifin 

and Joe Don Cook made application to the Commission seeking a 

determination of the reasonable w e l l costs of the Grace-Atlantic 

Well, and a determination when Michael P. Grace, I I , had been 

f u l l y compensated f o r a l l reasonable w e l l costs and the 25% r i s k 

charges and the prorata share of reasonable w e l l costs a t t r i b u t a b l e 

to Applicants. 
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7. That by Order of the Commission dated September 28, 1973, 

(Order No. R-4422-A), i t was determined that Applicants' portion 

of the t o t a l w e l l costs, plus the 25% r i s k factor was paid out at 

7:00 A.M., June 26, 1973, and that monies held i n escrow by the 

American Bank of Carlsbad derived from the sale of gas from and 

a f t e r said date, were to be released to Applicants, subject to 

agreement i n w r i t i n g between Applicants and Michael P. Grace, I I , 

as t o future arrangements, escrow, bonding or whatever would be 

sa t i s f a c t o r y to the parties involved, covering the difference, i f 

any, between current sales p r i c e of gas from the w e l l and future 

sales price of gas. 

8. Applicants have, as directed by the Commission, made 

both w r i t t e n and o r a l requests of Michael P. Grace, I I , t o enter 

i n t o an agreement covering future gas sales from said w e l l ; 

however, Michael P. Grace, I I , has f a i l e d or refused to affirma

t i v e l y respond to said requests. 

9. That escrow funds i n the American Bank of Carlsbad to 

which Applicants are e n t i t l e d are inaccessable to Applicants as 

a r e s u l t of the refu s a l or f a i l u r e of Michael P. Grace, I I , t o 

enter i n t o an agreement w i t h Applicants as ordered by the 

Commission, and Applicants require and seek an appropriate Order 

from the Commission i n protection of t h e i r i n t e r e s t s , and f o r 

r e l i e f i n obtaining withheld funds. 

WHEREFORE, Applicants request t h a t the Commission issue an 

Order d i r e c t i n g immediate release of a l l funds due the Applicants 

from the sale of gas from said w e l l a f t e r 7:00 A.M., June 26, 1973, 

which may be held by the American Bank of Carlsbad, without re

quirement of any w r i t t e n agreement between Applicants and Michael 

P. Grace, I I . 
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CAUSE I I 

1. Applicants adopt and make a part of t h i s Cause, para

graphs 1 through 8 of Cause I hereinabove set f o r t h . 

2. That since being designated as Operator f o r the Grace-

A t l a n t i c No. 1 Well, Michael P. Grace, I I has: 

(a) From the date of i n i t i a l w e l l production, over

produced said w e l l approximately six (6) times i n excess of 

Commission f i x e d monthly allowables, subjecting said w e l l to 

possible shut-in by the Commission. 

(b) Failed, to the best of Applicants' knowledge, to 

pay o i l and gas severance taxes or permitted Applicants' funds 

wi t h which to pay taxes due the State of New Mexico, as determined 

by the New Mexico O i l and Gas Accounting Commission, i n the sum 

of Twenty-Two Thousand, Eight Hundred F i f t y Dollars, Ten Cents 

($22,850.10) and other sums, unknown to Applicants. 

(c) Failed, t o the best of Applicants' knowledge, to 

pay c e r t a i n r o y a l t y monies due and owing to r o y a l t y owners under 

said Grace-Atlantic No. 1 Well, thus subjecting Applicants to 

p o t e n t i a l l i a b i l i t y to the r o y a l t y owners under Applicants' lease 

and endangering the status of Applicants' lease w i t h t h e i r lease 

r o y a l t y owner. 

.(d) Caused, on October 23, 1973, r o y a l t y owner Merland, 

Inc., under said w e l l , to f i l e a l i e n upon the production from 

said w e l l , i n accordance w i t h Section 61-10-1, et seq., N.M.S.A., 

1953 Comp., 1973 Supp., f o r f a i l u r e of Michael P. Grace, I I to 

pay royalty due Merland, Inc., f o r the period from A p r i l 6, 1973 

to June 26, 1973. 

(e) Failed to d i s t r i b u t e monies due to Applicants a f t e r 

payout of Operator's costs, plus non-consent costs, f o r d r i l l i n g 

and operating said w e l l . 
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( f ) Caused the Applicants to be required to p e t i t i o n 

the Commission f o r assistance i n connection w i t h d i s t r i b u t i o n of 

monies due the Applicants from Operator a f t e r payout of said w e l l . 

(g) Failed or refused to enter i n t o an agreement with 

Applicants under Order of the Commission w i t h reference to future 

gas sales, thus preventing the d i s t r i b u t i o n of escrowed funds 

to which Applicants are e n t i t l e d . 

(h) Caused the Applicants to again, i n t h i s proceeding, 

seek Commission assistance i n connection w i t h the d i s t r i b u t i o n of 

monies due the Applicants, the State and r o y a l t y owners from 

escrow funds held by the American Bank of Carlsbad, and f o r addi

t i o n a l p r o tection of the Applicants' r i g h t s . 

( i ) Caused possible loss of gas pressures under said 

w e l l , as a r e s u l t of continous open flow overproduction of said 

w e l l . 

( j ) From overproducing said w e l l , have subjected the 

Applicants to p o t e n t i a l claims of l i a b i l i t y f o r c o r r e l a t i v e r i g h t s 

i n j u r y to owners of leases adjoining the Grace-Atlantic No. 1 Well. 

2. That the negligence, malfeasance, i n t e n t i o n a l acts, 

omissions and/or imprudent and improper acts of Operator, 

Michael P. Grace, I I r e f l e c t a complete and u t t e r disregard by 

Michael P. Grace, I I f o r the r i g h t s of Applicants, f o r the i n 

t e r e s t of the State of New Mexico, fo r the r i g h t s of r o y a l t y 

owners under said w e l l , and f o r the r i g h t s of adjoining lease 

owners. 

3. That Applicants are q u a l i f i e d t o act as Operator of said 

w e l l , or w i l l cause said w e l l to be prudently operated with pro

duction i n accordance w i t h Commission authorized allowables, f o r 

the benefit and protection of a l l interested p a r t i e s . 

4. That Michael P. Grace, I I should be relieved as Operator 

of said w e l l and Applicants should be designated as Operator f o r 
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the same. 

WHEREFORE, Applicants request that the Commission enter an 

Order relieving Michael P. Grace, I I as Operator of said Grace-

Atlantic No. 1 Well, with concurrent appointment by the Commission 

of Applicants as Operator thereof. 

I hereby certify that I have 
mailed or personally delivered 
a copy of the foregoing pleading 
this 25th day of October, 1973, 
to Michael P. Grace, I I , P. 0. 
Box 1413, Carlsbad, New Mexico, 
88220, and to his Attorneys, 
F.B. Howden, Samuel A. Francis 
and F a r r e l l L. Lines, 400 .7th 
Street, N.W., Albuquerque, New 
Mexico, 87101. 

Respectfully submitted, 

HUNKER, FEDRIC & HIGGINBOTHAM, P.A. 

Attorn&^s for 'Applicants 
P. 0. Box 1837 
Roswell, New Mexico 88201 
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OIL CONSERVATION COMMISSION 
P. O. BOX 2 0 8 8 

SANTA F E , NEW MEXICO 87S01 

October 19, 1973 

F. B. Howden, Samuel A. Francis, 
and F a r r e l l L. Lines 

Attorneys at Law 
400 Seventh Street, N.W. 
Albuquerque, New Mexico 87101 

Re: Michael P. Grace, Grace-Atlantic 
Well No. 1, Unit J , Section 24, 
Township 22 South, Range 26 East, 
NMPM, Eddy County, New Mexico 

Gentlemen: 

The New Mexico o i l Conservation Commission has received 
an application from D. L. Hannifin and Joe Don Cook through 
their attorney, George H. Hunker, Esq. for a hearing before 
the f u l l Commission concerning the above-captioned well. A 
copy of this application i s attached. 

As you w i l l note this application l i s t s a number of 
grievances against the present operator and requests (inter 
alia) that: 

"...the Commission enter an Order relieving Michael P. 
Grace, I I , as Operator of said Grace-Atlantic No. 1 Well, 
with concurrent appointment by the Commission of Applicants 
as Operator thereof." 

Mr. Hunker has requested that the Commission contact you as 
attorneys for Mr. Grace in the hearing before the Commission for 
declaration of a moratorium on shutting in said well (Case 5085) 
set for hearing, Thursday, October 25, 1973, and request that 
you agree in writing to hearing the matters raised in this 
attached application on that date. 

Should you not agree, this matter w i l l be set for hearing 
by the Commission at a later date. 

Sincerely, 

WFC/dr 
enclosure 

WILLIAM F. CARR 
Special Assistant Attorney General 



OIL CONSERVATION COMMISSION 
P. O. BOX 2 0 8 8 

SANTA F E , NEW MEXICO 87501 

October 19, 1973 

F. B. Howden, Samuel A. Francis, 
and Farrell L. Lines 

Attorneys at Law 
400 Seventh Street, N.W. 
Albuquerque, New Mexico 87101 

Re: Michael P. Grace, Grace-Atlantic 
Well No. 1, Unit J, Section 24, 
Township 22 South, Range 26 East, 
NMPM, Eddy County, New Mexico 

Gentlemen. 

The New Mexico Oil Conservation Commission has received 
an application from D. L. Hannifin and Joe Don Cook through 
their attorney, George H. Hunker, Esq. for a hearing before 
the full Commission concerning the above-captioned well. A 
copy of this application i s attached. 

As you will note this application l i s t s a number of 
grievances against the present operator and requests (inter 
alia) that: 

"...the Commission enter an Order relieving Michael P. 
Grace, I I , as Operator of said Grace-Atlantic No. 1 Well, 
with concurrent appointment by the Commission of Applicants 
as Operator thereof." 

Mr. Hunker has requested that the Commission contact you as 
attorneys for Mr. Grace in the hearing before the Commission for 
declaration of a moratorium on shutting in said well (Case 5085) 
set for hearing, Thursday, October 25, 1973, and request that 
you agree in writing to hearing the matters raised in this 
attached application on that date. 

Should you not agree, this matter will be set for hearing 
by the Commission at a later date. 

Sincerely, 

WFC/dr 
enclosure 

WILLIAM F. CARR 
Special Assistant Attorney General 



IAPPLICATION OF DAN L. IBANNIFIN 
AND JOE DON COOK FOR INTERVENTION 
IN THE REFERENCED MATTER; FOR AN 
ORDER DIRECTING DISTRIBUTION OF 
WITHHELD PRODUCTION FUNDS; FOR No. 5085 
AN ORDER RELIEVING OPERATOR, 
MICHAEL P. GRACE, I I , AND 
DESIGNATING APPLICANTS AS OPERATOR; 
AND FOR AN ORDER FOR RELIEF UNDER 
COMMISSION RULES 15(d) and 15(e). 

COME NOW Dan L. H a n n i f i n and Joe Don Cook, A p p l i c a n t s f o r 

I n t e r v e n t i o n ) h e r e i n , under Motion f i l e d , and make a p p l i c a t i o n t o 

the O i l Conservation Commission of the State of New Mexico f o r 

the f o l l o w i n g r e l i e f . 

1. A p p l i c a n t s are the leasehold owners of record o f an o i l 

and gas leasehold e s t a t e covering the SE% of Section 24, 

Township 22 South, Range 26 East, N.M.P.M., Eddy County, New 

Mexico. Pursuant t o Case Nos. R-4819 and R-4836, heard before 

an examiner of the O i l Conservation Commission on September 27, 

1972, Order No. R-4432, dated November 8, 1972, was issued which 

f o r c e pooled the S% of Section 24, Township 22 South, Range 26 

East, N.M.P.M., South Carlsbad, Morrow Gas Pool, Eddy County, 

New Mexico, which Order named Michael P. Grace, I I , the Operator 

of s a i d u n i t , e s t a b l i s h e d a r i s k f a c t o r of 25% t o be assessed 

aga i n s t any non-consenting working i n t e r e s t , and au t h o r i z e d the 

d r i l l i n g o f a w e l l f o r the s u b j e c t u n i t t o be d r i l l e d a t a 

standard l o c a t i o n f o r the South Carlsbad-Morrow Gas Pool. 

Re: I n The Matter o f The A p p l i c a t i o n 
of Michael P. Grace, I I , under 
Rules 1 5 ( d ) , 1 5 ( e ) , and 15(g) 
f o r a Moratorium on the S h u t t i n g -
I n o f Well No. 1, U n i t J , Section 
24, Township 22 South, Range 26 
East, South Carlsbad, Morrow 
Pool, Eddy County, New Mexico. 

CAUSE I 
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2. That the SEh o f s a i d s e c t i o n i s s u b j e c t t o a r o y a l t y 

payment o f 18.75%, and the working i n t e r e s t ownership of s a i d 

SEh i s 81.25% and t h a t the SW% of s a i d s e c t i o n i s s u b j e c t t o 

a r o y a l t y and o v e r r i d i n g r o y a l t y payment o f 25%, and the working 

i n t e r e s t ownership of s a i d SW% o f Section 24 i s 75%. 

3. That subsequent t o the issuance o f Order No. R-44 32, 

A p p l i c a n t , D. L. H a n n i f i n , e t ux, f i l e d w i t h the Commission a 

Statement of Non-Consent i n accordance w i t h the Order o f the 

Commission. 

4. On January 28, 1973, the Operator caused t o be commenced 

the d r i l l i n g of a w e l l designated as the Gr a c e - A t l a n t i c Well No. 1 

lo c a t e d 1,9 80 f e e t from the South l i n e and 1,9 80 f e e t from the 

East l i n e of s a i d s e c t i o n , t o a proposed depth o f 12,100 f e e t t o 

t e s t the Morrow f o r m a t i o n , w i t h the Sh of s a i d Section 24 being 

dedicated t o the w e l l , and w i t h s a i d w e l l being completed as a 

pr o d u c i b l e gas w e l l on or about March 15, 1973. 

5. That on or about March 29, 1973, s a i d w e l l was t e s t e d 

and found t o have a c a l c u l a t e d absolute open f l o w p o t e n t i a l of 

65,7 37 mcf per day from p e r f o r a t i o n s i n the Morrow f o r m a t i o n 

from 11,424 f e e t t o 11,444 f e e t , and on or about A p r i l 16, 1973, 

Operator commenced the sale o f gas from s a i d w e l l t o E l Paso 

N a t u r a l Gas Company. 

6. On or about J u l y 30, 1973, A p p l i c a n t s Dan L. H a n n i f i n 

and Joe Don Cook made a p p l i c a t i o n t o the Commission seeking a 

d e t e r m i n a t i o n of the reasonable w e l l costs of the G r a c e - A t l a n t i c 

W e l l , and a d e t e r m i n a t i o n when Michael P. Grace, I I , had been 

f u l l y compensated f o r a l l reasonable w e l l costs and the 25% r i s k 

charges and the p r o r a t a share o f reasonable w e l l costs a t t r i b u t a b l 

t o A p p l i c a n t s . 

7. That by Order of the Commission dated September 28, 1973 

(Order No. R-4432-A), i t was determined t h a t A p p l i c a n t s ' p o r t i o n 

of the t o t a l w e l l c o s t s , plus the 25% r i s k f a c t o r was pa i d out a t 
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7:00 A.M., June 26, 1973, and t h a t monies h e l d i n escrow by the 

American Bank of Carlsbad d e r i v e d from the sale of gas from and 

a f t e r s a i d date, were t o be released t o A p p l i c a n t s , s u b j e c t t o 

agreement i n w r i t i n g between A p p l i c a n t s and Michael P. Grace, I I , 

as t o f u t u r e arrangements, escrow, bonding or whatever would be 

s a t i s f a c t o r y t o the p a r t i e s i n v o l v e d , covering the d i f f e r e n c e , i f 

any, between c u r r e n t sales p r i c e of gas from the w e l l and f u t u r e 

sales p r i c e o f gas. 

8. A p p l i c a n t s have, as d i r e c t e d by the Commission, made 

both w r i t t e n and o r a l requests of Michael P. Grace, I I , t o en t e r 

i n t o an agreement covering f u t u r e gas sales from s a i d w e l l ; 

however, Michael P. Grace, I I , has f a i l e d or refused t o 

a f f i r m a t i v e l y respond t o s a i d requests. 

9. That escrow funds i n the American Bank o f Carlsbad t o 

which A p p l i c a n t s are e n t i t l e d are i n a c c e s s i b l e t o A p p l i c a n t s as 

a r e s u l t o f the r e f u s a l or f a i l u r e of Michael P. Grace, I I , t o 

enter i n t o an agreement w i t h A p p l i c a n t s as ordered by the 

Commission, and Ap p l i c a n t s r e q u i r e and seek an a p p r o p r i a t e Order 

from the Commission i n p r o t e c t i o n o f t h e i r i n t e r e s t s , and f o r 

r e l i e f i n o b t a i n i n g w i t h h e l d funds. 

WHEREFORE, Ap p l i c a n t s request t h a t the Commission issue an 

Order d i r e c t i n g immediate release of a l l funds due the A p p l i c a n t s 

from the sale o f gas from s a i d w e l l a f t e r 7:00 A.M., June 26, 1973, 

which may be he l d by the American Bank o f Carlsbad, w i t h o u t 

requirement of any w r i t t e n agreement betv/een A p p l i c a n t s and 

Michael P. Grace, I I . 
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CAUSE I I 

1. A p p l i c a n t s adopt and make a p a r t of t h i s Cause, 

paragraphs 1 through 8 of Cause I hereinabove set f o r t h . 

2. That since being designated as Operator f o r the Grace-

A t l a n t i c No. 1 W e l l , Michael P. Grace, I I , has: 

(a) From the date of i n i t i a l w e l l p r o d u c t i o n , over

produced s a i d w e l l s i x (6) times i n excess of Commission f i x e d 

monthly al l o w a b l e s . 

(b) F a i l e d , t o the best o f A p p l i c a n t s ' knowledge, t o 

pay o i l and gas severance taxes or p e r m i t t e d A p p l i c a n t s ' funds 

w i t h which t o pay taxes due the State o f New Mexico, as determined 

by the New Mexico O i l and Gas Accounting Commission, i n the sum 

of Twenty-Two Thousand, E i g h t Hundred F i f t y D o l l a r s , Ten Cents 

($22,850.10) and o t h e r sums, unknown t o A p p l i c a n t s . 

(c) F a i l e d , t o the best of A p p l i c a n t s ' knowledge, t o 

pay r o y a l t y monies due and owing t o r o y a l t y owners under sai d 

G r a c e - A t l a n t i c No. 1 W e l l , from the date of f i r s t p r o d u c t i o n t o 

the present date, thus s u b j e c t i n g A p p l i c a n t s . t o p o t e n t i a l 

l i a b i l i t y t o the r o y a l t y owners under A p p l i c a n t s ' lease, and 

endangering the s t a t u s o f A p p l i c a n t s ' lease w i t h t h i s lease 

r o y a l t y owner. 

(d) F a i l e d t o d i s t r i b u t e monies due t o A p p l i c a n t s a f t e r 

payout of Operator's costs, plus non-consent c o s t s , f o r d r i l l i n g 

and o p e r a t i n g s a i d w e l l . 

(e) Caused the A p p l i c a n t s t o be r e q u i r e d t o p e t i t i o n 

the Commission f o r assistance i n connection w i t h d i s t r i b u t i o n o f 

monies due the A p p l i c a n t s from Operator a f t e r payout of s a i d w e l l . 

( f ) F a i l e d or refused t o enter i n t o an agreement w i t h 

A p p l i c a n t s under Order o f the Commission w i t h reference t o 

f u t u r e gas s a l e s , thus p r e v e n t i n g the d i s t r i b u t i o n o f escrowed 

funds t o which A p p l i c a n t s are e n t i t l e d . 
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(g) Caused the A p p l i c a n t s t o again, i n t h i s proceeding, 

seek Commission assistance i n connection w i t h the d i s t r i b u t i o n of 

monies due the A p p l i c a n t s from escrow funds h e l d by the American 

Bank of Carlsbad, and f o r a d d i t i o n a l p r o t e c t i o n o f the A p p l i c a n t s ' 

r i g h t s . 

(h) Caused p o s s i b l e loss of gas pressures under s a i d 

w e l l , as a r e s u l t of continuous open flo w o v erproduction o f s a i d 

w e l l . 

( i ) From overproducing said w e l l , have subjected the 

A p p l i c a n t s t o p o t e n t i a l claims of l i a b i l i t y f o r c o r r e l a t i v e r i g h t s 

i n j u r y t o owners of leases a d j o i n i n g the G r a c e - A t l a n t i c No. 1 Well. 

2. That the negligence, malfeasance, i n t e n t i o n a l a c t s , 

omissions and/or imprudent and improper acts of Operator, 

Michael P. Grace, I I , r e f l e c t a complete and u t t e r d i s r e g a r d by 

Michael P. Grace, I I , f o r the r i g h t s of A p p l i c a n t s , f o r the 

i n t e r e s t of the State of New Mexico, f o r the r i g h t s o f r o y a l t y 

owners under s a i d w e l l , and f o r the r i g h t s of a d j o i n i n g lease 

owners. 

3. That A p p l i c a n t s are q u a l i f i e d t o a c t as Operator of s a i d 

w e l l , or w i l l cause s a i d w e l l t o be p r u d e n t l y operated f o r the 

b e n e f i t and p r o t e c t i o n of a l l i n t e r e s t e d p a r t i e s . 

4. That Michael P. Grace, I I , should be r e l i e v e d as Operator 

o f s a i d w e l l and A p p l i c a n t s should be designated as Operator f o r 

the same. 

WHEREFORE, A p p l i c a n t s request t h a t the Commission enter an 

Order r e l i e v i n g Michael P. Grace, I I , as Operator o f s a i d 

G r a c e - A t l a n t i c No. 1 W e l l , w i t h concurrent appointment by the 

Commission o f A p p l i c a n t s as Operator t h e r e o f . 
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CAUSE I I I 

1. That although Operator, Michael P. Grace, I I , has 

overproduced s a i d G r a c e - A t l a n t i c No. 1 Well i n excess of 

a l l o w a b l e , A p p l i c a n t s b e l i e v e t h a t the complete s h u t - i n of s a i d 

w e l l may p o s s i b l y r e s u l t i n damage t o the p r o d u c t i v e f o r m a t i o n 

f o r s a i d w e l l . 

2. That the Commission i s empowered under Rule 1 5 ( e ) , as 

amended, t o a l l o w overproduction t o be made up a t a l e s s e r r a t e , 

upon a showing a t p u b l i c h e a r i n g , t h a t the same i s necessary t o 

avoid m a t e r i a l damage t o a w e l l . 

3. That the S e c r e t a r y - D i r e c t o r o f the Commission i s 

au t h o r i z e d under Rule 15(d) of the O i l Conservation Commission 

Rules t o permit a w e l l s u b j e c t t o s h u t - i n t o m a i n t a i n l i m i t e d 

p r o d u c t i o n upon proper showing t h a t the same would cause undue 

hardship. 

4. That the A p p l i c a n t s , the r o y a l t y owners under s a i d w e l l , 

and the State of New Mexico, who have s u f f e r e d as a r e s u l t o f 

the imprudent o p e r a t i o n of s a i d w e l l by Operator, Michael P. 

Grace, I I , should not be penalized and caused f u r t h e r i n j u r y by 

the t o t a l s h u t - i n o f s a i d w e l l , r e s u l t i n g i n undue hardship t o 

the A p p l i c a n t s and other non-responsible p a r t i e s , and p o s s i b l e 

economic waste through damage t o s a i d w e l l . 

5. That under proper o p e r a t i o n , s a i d w e l l can be produced 

a t a l e s s e r r a t e t o compensate f o r overproduction and avoid 

m a t e r i a l damage t o s a i d w e l l . 

6. That s a i d w e l l can be p r o p e r l y and p r u d e n t l y operated 

by A p p l i c a n t s a t a l e s s e r p r o d u c t i v e r a t e t o compensate f o r 

overproduction and t o p r o p e r l y p r o t e c t the r i g h t s of a l l p a r t i e s 

i n t e r e s t e d t h e r e i n . 
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WHEREFORE, Ap p l i c a n t s request an Order from the Commission 

under Rule 15(d) and/or 15(e) a l l o w i n g overproduction t o be 

made up a t a l e s s e r r a t e , t o avoid m a t e r i a l damage t o sa i d w e l l 

and t o avoid undue hardship t o the p a r t i e s i n t e r e s t e d t h e r e i n , 

b u t w i t h s a i d w e l l t o be operated i n a proper f a s h i o n , by 

de s i g n a t i o n of A p p l i c a n t s as the Operator f o r s a i d w e l l . 

I hereby c e r t i f y t h a t I have 
mailed postage prepaid a 
copy of the for e g o i n g pleading 
t h i s 17th day of October, 1973, 
to Michael P. Grace, I I , 
P. 0. Box 1418, Carlsbad, 
New Mexico 88220, and t o 
h i s A t t o r n e y s , F. B. Howden, 
Samuel A. Francis and 
F a r r e l l L. Lines, 
400 - 7th St., N.W., 
"AyLbuquerque, New ̂ Mexico \ 87101. 

R e s p e c t f u l l y submitted, 

HUNKER, FEDRIC & HIGGINBOTHAM, P.A. 

P. O. Box 1837 
Roswell, New Mexico 88201 


