STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:

CASE NO. 10506
ORDER NO. R-9766

APPLICATION OF AMERICAN HUNTER EXPLORATION, LTD. FOR AN
EXCEPTION TO NO-FLARE RULE 306; CANCELLATION OF OVERPRODUCTION
OR, IN THE ALTERNATIVE, SPECIAL PROVISIONS GOVERNING
OVERPRODUCTION; AND THE ADOPTION OF SPECIAL OPERATING
PROCEDURES, RIO ARRIBA COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on July 9, 1992, at Santa Fe, New
Mexico, before Examiner Michael E. Stogner.

Now, on this 12th day of November, 1992, the Division Director, having
considered the testimony, the record and the recommendation of the Examiner, and
being fully advised in the premises,

FINDS THAT:

(1)  Due public notice having been given as required by law, the Division has
jurisdiction of this cause and the subject matter thereof.

(2)  American Hunter Exploration, Ltd. ("American Hunter") seeks an
exception to the No-Flare Provisions of Division General Rule 306 for its Jicarilla "3F"
Well No. 1 ("the Jicarilla 3F Well") located 1845 feet from the North line and 1900 feet
from the West line (Unit F) of Section 3, Township 27 North, Range 1 West, NMPM,
Rio Arriba County, New Mexico to permit this well to continue to produce at a rate no
higher than authorized by the pool rules applicable thereto. American Hunter also seeks
cancellation of the current overproduction assigned to this well or, in the alternative,
adoption of special procedures governing the make up of this overproduction and the
adoption of special operating procedures for this well.
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(3)  The Jicarilla 3F Well was drilled in late 1991 as a horizontal well in the
West Puerto Chiquito-Mancos Oil Pool pursuant to the provisions of Division Order R-
9606 and completed in early 1992 in the Mancos Formation.

(4)  The West Puerto Chiquito-Mancos Oil Pool is governed by Special Pool
Rules which establish an allowed producing rate of 800 barrels of oil per day and an
associated GOR of 2,000 to 1.

(5)  Although the Jicarilla 3F Well initially did not produce, American Hunter
has worked on the well and its ability to produce has dramatically improved, and at the
time of the hearing the well was capable of producing in excess of 600 barrels of oil per
day with a gas-oil ratio between 600 and 900 to 1.

(6) The 60-day testing exception to the No-Flare Provisions of Division
General Rule 306 for the Jicarilla 3F Well ended on April 24, 1992.

(7)  The only options available to American Hunter for handling the gas from
the Jicarilla 3F Well other than seeking authority to flare the gas from appropriate
governmental authorities are:

(a)  shut in the well,
(b)  extend a gas pipeline to the well, or
(c)  re-inject produced gas.

(8)  Shutting in the well will prevent the acquisition of data necessary to
efficiently develop the reservoir in the future, will impair the ability of the well to
continue to clean up and is unnecessary because continued flaring of gas from this well
during a temporary production period will not harm the reservoir.

(9) At this time, there are no gas pipelines within seven miles of the Jicarilla
3F Well into which American Hunter can deliver the gas produced from the well. The
applicant testified that an extension of a pipeline to this well is not feasible at the time
of this hearing for there may not be available sufficient volumes of gas to pay the costs
of a pipeline, and it would be imprudent to commit large volumes of gas to a pipeline
at this time since efficient development of this reservoir may require re-injection of this
gas.
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(10) American Hunter committed to a plan to inject the gas produced by the
3F well into the Jicarilla 2A Well No. 1 which is a marginal well located up structure
from the Jicarilla 3F Well in the NE/4 NE/4 of Section 2, Township 27 North, Range
1 West, NMPM, Rio Arriba County, New Mexico. Both the Jicarilla 3F and 2A Wells
are located on adjacent tracts of lands within the Jicarilla Apache Reservation.

(11)  American Hunter should re-inject the gas produced from the Jicarilla 3F
Well at the earliest practicable time and upon obtaining the proper permits and
authority.

(12) On May 1, 1992, American Hunter sought the approval of the U.S. Bureau
of Land Management and the Oil Conservation Division to continue to flare gas
produced from this well. The Division accepted American Hunter’s letter as an
application for exception to General Rule 306 on May 1, 1992,

(13)  On June 3, 1992, as confirmed by letter dated June 11, 1992, the BLM
granted American Hunter a six-month testing period beginning April, 1992 and ending
September, 1992 during which the gas from the Jicarilla 3F Well may be vented or
flared.

(14) On June 4, 1992, the Division’s Aztec District Office directed American
Hunter to curtail production from the Jicarilla 3F Well to approximately 30 MCF per
day until alternative arrangements are made for use of the gas produced from the well,
thereby effectively shutting it in.

(15) Following meetings between Division Staff and American Hunter, the
Division:

(a) approved the testing program for Jicarilla 3F Well thereby
permitting it to produce certain specified volumes during a specific
test period,

(b) advised American Hunter that the well would continue to
accumulate overproduction during this test period, and

(c) advised American Hunter that any additional production
authorization or allowable relief would require a hearing before the
Division.
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(16) At the hearing in this matter, Benson-Montin-Greer Drilling Corporation,
another operator in the West Puerto Chiquito-Mancos Oil Pool, appeared and

recommended certain changes to the Commission-approved testing program
for the Jicarilla 3F Well.

FINDING: Changes in the approved testing procedures for this well should be made
only by the District Office of the Division and after consultation with and concurrence
in the proposed changes by the operator of the wells involved. If any amendment to the
Division-approved testing program for the Jicarilla 3F Well is made by the District
Office at the request of another operator in the pool, the costs associated with such
amendment should be borne by the operator requesting the change in testing procedures.

(17) The application of American Hunter for an exception to the No-Flare
Provisions of Division General Rule 306 for the Jicarilla 3F Well No. 1 should be
granted.

(18) This exception should be effective for 120 days from July 9, 1992 during
which time American Hunter should test its Jicarilla 3F Well and convert its Jicarilla 2A
Well No. 1 to injection.

(19) During the period of this exception to the provisions of Division General
Rule 306, no more than 600 Mcf of gas per day should be flared from the Jicarilla 3F
Well unless authorized by a Division approved well test.

(20) The Jicarilla 3F Well should not be subject to shut in during the 120 day
exception to Division General Rule 306 and should not be shut in after this exception
period as long as the well’s overproduction is retired at a rate of at least 200 barrels per
day and the produced gas is being re-injected into the reservoir.

(21) If an operator accrues additional overproduction during a Commission-
approved testing period for a well, there is less incentive for operators to proceed with
Division-approved testing programs.

(22) American Hunter’s Jicarilla 3F Well should not accrue additional
overproduction during the period of time covered by this exception to Division General
Rule 306 and any underproduction accrued during this time should be credited against
the well’s overproduced status.
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(23) Nothing in this order shall prevent American Hunter from seeking
cancellation of overproduction or other relief at the conclusion of the period covered by
the exemption to Division General Rule 306 authorized by this Order.

IT 1S THEREFORE ORDERED THAT:

(1)  The application of American Hunter Exploration, Ltd. for an exception to
Division General Rule 306 which prohibits the flaring of natural gas is granted for 120
days commencing on July 9, 1992 for its Jicarilla 3F Well No. 1 located 1845 feet from
the North line and 1900 feet from the West line of Section 3, Township 27 North, Range
1 West, NMPM, Rio Arriba County, New Mexico.

PROVIDED, this exception shall be limited to 600 Mcf of gas per day unless
otherwise authorized by a Division approved well test.

PROVIDED FURTHER, that during the time of this exception, American
Hunter shall conduct the tests on this well which were approved by the Division on June
28, 1992, and such modifications or additions to this test or other data-gathering
procedures which are agreed to by American Hunter and approved by the Division. No
amendment to the Division-approved testing procedure made at the request of another
operator in the West Puerto-Chiquito-Mancos Oil Pool shall be required unless such
operator agrees to bear the costs of such tests.

PROVIDED FURTHER, the Jicarilla 3F Well will not be subject to shut in
during the 120 day exception to Division General Rule 306 and this well should not be
shut in to make up overproduction after this exception period as long as its production
is low enough to retire the well’s overproduction at a rate of at least 200 barrels per day
and the produced gas is re-injected into the reservoir.

PROVIDED FURTHER, at the conclusion of any testing or other data-gathering
procedure conducted on the Jicarilla 3F Well, the Division may in its sole discretion re-
open this case and require American Hunter to review the results of these tests and
procedures.

(2)  The Jicarilla 3F Well No. 1 shall not accrue additional overproduction
during the period of time covered by this exception to Division General Rule 306 for
volumes of gas produced and vented in accordance with this order and any production
under the limits set by this order shall be credited against the well’s overproduced status.
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(3)  Nothing in this Order shall prevent American Hunter from seeking
cancellation of overproduction or other relief at the conclusion of the period covered by
the exemption to Division General Rule 306 authorized by this Order.

(4)  Jurisdiction of this cause is retained for the entry of such further Orders
as the Division may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

WILLIAM J. LE
Director

SEAL




