Re:

STATE OF ALASKA
ALASKA OIL AND GAS CONSERVATION COMMISSION
333 West Seventh Avenue, Suite 100

Anchorage Alaska 99501
THE APPLICATION OF Marathon Oil )
Company for an order granting an exception ) Conservation Order No. 568
to the spacing requirements of 20 AAC )
25.055 (a)(2), allowing drilling, completion, ) Susan Dionne No. 5
testing and regular production of a gas well ) Delineation Gas Well

drilled within 1500 feet of a property line ) July 5, 2006

IT APPEARING THAT:

Marathon Oil Company ("MOC") by letter dated May 1, 2006 and received by the
Alaska Oil and Gas Conservation Commission ("Commission™) on May 2, 2006
requested an order granting an exception to the spacing requirements of 20 AAC
25.055 (a)(2) to allow drilling, completion, testing and regular production of the
Susan Dionne No. 5 (“SD No. 5”) gas delineation well within 1500 feet of a
property line.

The Commission published notice of opportunity for public hearing in the Alaska
Journal of Commerce on May 14, 2006 and the Peninsula Clarion on May 9, 2006
pursuant to 20 AAC 25.540.

In correspondence dated May 24, 2006 and received by the Commission on May
30, 2006 MOC provided the Commission with copies of the postal return receipts
from certified mail notification of owners, landowners and operators within 3000
feet of the portion of SD No. 5 that is anticipated to be productive.

No protests to the application or requests for hearing were received.

FINDINGS:

The SD No. 5 well is proposed as a deviated well with a surface location 1260
feet from the East Line and 149 feet from the South Line of Section 6 T1S,
R13W, Seward Meridian (S.M.) and a bottom hole location 3549 feet from the
East Line and 2513 feet from the North Line of Section 7, T1S, R13W, S.M.

The SD No. 5 well is designed to test a fault block that is structurally higher than
the known producing gas reservoirs within the Susan Dionne Participating Area
of the Ninilchik Unit.

The SD No. 5 well will target gas reservoirs in the Tyonek Formation.
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4.

The portion of this deviated well that is designed to encounter Tyonek Formation
gas reservoirs is projected to be exterior to and within 1500 feet of the southern
boundary of the Susan Dionne Participating Area of the Ninilchik Unit and State
of Alaska oil and gas lease ADL 359242.

State of Alaska oil and gas lease ADL 359242 is within the Ninilchik Unit.

The Tyonek Formation gas reservoirs the SD No. 5 well is designed to penetrate
are constrained by abundant well and seismic data and are anticipated to be
encountered at a distance greater than 3000 feet from the closest well producing
from an equivalent interval.

The SD No. 5 well will be the only producing well in Section 7, T1S, R13W,
S.M.

MOC sent notice of the application for exception to the well spacing requirements
of 20 AAC 25.055 for the SD No. 5 well to all owners, landowners and operators
within 3000 feet of the anticipated gas bearing section of the SD No. 5 well.

The Commission received no comments, objections or protests in response to the
public notice regarding the SD No. 5 well or to the notification sent by MOC to
all known owners, landowners and operators within 3,000 feet of the SD No. 5
well.

CONCLUSIONS:

1.

An exception to the well spacing requirements of 20 AAC 25.055 (a)(2) is
necessary to allow drilling, completion, and testing of gas in the SD No. 5 gas
delineation well in order to evaluate gas reservoirs in the Tyonek Formation
within the Ninilchik Unit.

The properties affected by this spacing exception are within the boundaries of the
Ninilchik Unit. The terms of the unit agreement and applicable statutes and
regulations provide a process by which MOC must request approval for the
expansion of the Participating Area and allocation of production prior to regular
production from the property.

Granting a spacing exception to allow drilling, completion, and testing of gas in
the SD No. 5 gas delineation well will not result in waste or jeopardize the
correlative rights of adjoining or nearby owners.
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NOW, THEREFORE, IT IS ORDERED:

MOC’s application for exception to the spacing requirements of 20 AAC 25.055(a)(2),
for the purpose of drilling, completion, and testing of gas in the SD No. 5 gas delineation
well is granted. Because the properties affected by this spacing exception are wholly
contained within the Ninilchik Unit, MOC may proceed with regular production as long
as they are in compliance with the terms of the unit agreement and applicable Alaska law
and regulations.

DONE at Anchorage, Alaska and dated July 5, 2006.

/s/
John K. Norman, Chairman
Alaska Oil and Gas Conservation Commission

/sl
Daniel T. Seamount, Jr., Commissioner
Alaska Oil and Gas Conservation Commission

/sl
Cathy P. Foerster, Commissioner
Alaska Oil and Gas Conservation Commission

AS 31.05.080 provides that within 20 days after receipt of written notice of the entry of an order, a person affected by it may file
with the Commission an application for rehearing. A request for rehearing must be received by 4:30 PM on the 23" day following
the date of the order, or next working day if a holiday or weekend, to be timely filed. The Commission shall grant or refuse the
application in whole or in part within 10 days. The Commission can refuse an application by not acting on it within the 10-day
period. An affected person has 30 days from the date the Commission refuses the application or mails (or otherwise distributes) an
order upon rehearing, both being the final order of the Commission, to appeal the decision to Superior Court. Where a request for
rehearing is denied by nonaction of the Commission, the 30-day period for appeal to Superior Court runs from the date on which
the request is deemed denied (i.e., 10" day after the application for rehearing was filed).
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