DISCUSSION DRAFT


January 31, 2008
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Applicability of lease expenditures 
(a) For purposes of AS 43.55.160, a lease expenditure for a calendar year that is a cost of 

(1) exploring for, developing, or producing oil or gas deposits located within a lease or property is considered a lease expenditure applicable to oil or gas produced from that lease or property during that calendar year, irrespective of whether any oil or gas is actually produced from that lease or property during that calendar year; 

(2) exploring for oil or gas deposits located within land in the state other than a lease or property is considered a lease expenditure applicable to oil or gas produced from leases or properties during that calendar year in the area of the state explored, irrespective of whether any oil or gas is actually produced from leases or properties in that area during that calendar year; for purposes of this paragraph, an area of the state is either 

(A) land north of 68 degrees North latitude; 

(B) land outside the Cook Inlet sedimentary basin, not including any land north of 68 degrees North latitude; or 

(C)  the Cook Inlet sedimentary basin. 

(b) A producer's lease expenditure that is a cost of exploring for, developing, or producing oil or gas deposits located within a lease or property in the Cook Inlet sedimentary basin from which both oil and gas are produced by the producer during the calendar year that the lease expenditure is incurred, is allocated between the oil and gas proportionally to the respective amounts of oil and gas in BTU equivalent barrels produced by the producer from the lease or property during the calendar year and taxable under AS 43.55.011(e). A producer's lease expenditure that is a cost of exploring for oil or gas deposits located within land in the Cook Inlet sedimentary basin that is not a lease or property is allocated among leases or properties in the Cook Inlet sedimentary basin and between oil and gas produced from each of those leases or properties proportionally to the respective amounts, if any, of oil and gas in BTU equivalent barrels produced by the producer from those leases or properties during the calendar year the lease expenditure is incurred and taxable under AS 43.55.011(e).  A producer’s lease expenditure that is a cost of exploring for, developing, or producing oil or gas deposits located within a lease or property outside the Cook Inlet sedimentary basin from which both (1) gas subject to AS 43.55.011(o) and (2) oil or other gas are produced by the producer during the calendar year that the lease expenditure is incurred, is allocated between the former and latter categories proportionally to the respective amounts of gas and of oil or other gas in each category in BTU equivalent barrels produced by the producer from the lease or property during the calendar year and taxable under AS 43.55.011(e).

(c) The applicability of a lease expenditure with respect to a geographic location is determined by the location of the oil or gas deposit that is explored for, developed, or produced, and not by the location where the cost in question is incurred. 

Categories of lease expenditures  


Lease expenditures under AS 43.55.165 are classified as either exploration lease expenditures, development lease expenditures, or production operating lease expenditures.

Exploration lease expenditures  
 (a) Exploration lease expenditures are


(1)  the direct charges under 15 AAC 55.2XX (Direct Charges), unless excluded under AS 43.55.165(e), that are incurred for the purposes allowed under (b) of this section, in the case of an exploration or stratigraphic test well, or under (c) of this section, in the case of geological or geophysical exploration other than a stratigraphic test well; and


(2)  the overhead allowance provided under (e) of this section,

(b) Allowable direct charges for an exploration or stratigraphic test well are those costs incurred for 

(1) surveying and preparing the drill site; 

(2) constructing new ice or gravel roads, from the terminus of an existing ice or gravel road used in oil or gas operations to the drill site, and building and maintaining docks, helipads, or landing areas necessary to the drilling activity; costs for these activities are calculated as follows: 

(A) for a road, dock, helipad, or landing area, the cost is the actual cost incurred; 

(B) if the road, dock, helipad, or landing area is used for any activity other than the exploration activity for which the cost is claimed, the cost is allocated among the different activities based on the number of hours or days, miles, or other methodology approved by the department, as appropriate, that it is used for each activity, divided by the total number of hours or days, miles, or other appropriate methodology approved by the department, it is used for all activities; 

(3) in-state travel to and from the well-site, temporary living quarters and subsistence at or near the drill site for drilling crew and technical personnel directly engaged in onsite exploration activities; 

(4) use of a drilling rig, under the following categories; 

(A) transportation and preparation costs of moving the drilling rig to the drill site, such that the receiving well is charged the costs of mobilization to the exploration well-site; in the case where an explorer contracts a rig from another explorer, then the cost of the rig shall be charged at the contract rate to the new exploration well, or all wells drilled over a 12 month period by that explorer;

(B) onsite costs for operating the drilling rig, including onsite coring and well logging; onsite drilling rig operating costs are calculated as follows: 

(i) if the drilling rig is under a third-party contract, the costs are calculated at the contractual operating rate; 

(ii) if the drilling rig is owned wholly or partly by an explorer, the costs are calculated on the basis of the net book value of the rig on the date it arrives on the drill site; if the drilling rig has been the subject of qualifying capital credits, and/or previously recognized as a lease expenditure, then the net book value of the drilling rig shall be zero for purposes of this section and AS 43.55.165; if the exploration well drilling activities are the first use of a drilling rig after it is transported into the state, the cost of transporting the drilling rig to the state, to the area-wide dock, rigging-up, rigging-down and demobilization are to be allocated to all wells drilled during the calendar year, from the date the first well is spud; 

(iii) drilling rig operating costs for onshore wells may be claimed from the date the rig is accepted on location and terminate on the later of the date the drilling and/or completion equipment used on the well is released.  Drilling rig operating costs for offshore and inland waters wells shall begin on the date the drilling or completion equipment arrives on location and terminate on the sooner of the date the drilling or completion equipment moves off location, or is released. If drilling and/or completion activities are suspended for any reason for 20 consecutive calendar days, drilling rig operating costs are not allowed under this subparagraph for those 20 days or for any subsequent day until drilling activities are resumed; and 

(C) drilling materials, supplies, maintenance, repairs, drilling crew labor, and drilling waste handling; 

(5) transportation equipment used for drilling crews; the cost of transportation equipment is calculated as follows: 

(A) if the equipment is under a third-party contract, the cost is calculated at the hourly or daily contract rate, as appropriate, multiplied by the number of hours or days the equipment is actually used for the exploration activity for which the cost is claimed, divided by the number of hours or days the equipment was available by contract for use in the exploration activity; 

(B) if the equipment is owned wholly or partly by an explorer, the cost is calculated on the basis of the net book value of the equipment multiplied by the number of days or hours, or other methodology approved by the department, as appropriate, the equipment is used in the exploration activity for which the cost is claimed, divided by the appropriate estimated remaining useful life of the equipment, or other appropriate methodology approved by the department; if the equipment has been the subject of qualifying capital credits, and/or previously recognized as a lease expenditure, then the net book value of that equipment shall be zero for purposes of this section and AS 43.55.165; 

(C) if the equipment is used for any activity other than the exploration activity for which the cost is claimed, the cost is allocated among the different activities based on the number of hours or days, or other methodology approved by the department, as appropriate, it is used for each activity, divided by the total number of hours or days, or other methodology approved by the department, it is used for all activities; and 

(6) communications expenses necessary to the exploration well from the base camp, and other locations within Alaska;.the cost of communications expense to locations outside of Alaska are covered by overhead;

(7) offsite direct technical labor and burden incurred by the explorer such as the drilling engineer, geologist analyzing core samples, drilling samples and logs from the well; these charges must be supported by approved time sheets and shall be exclusive of any office costs and administrative overhead;

(8)  plugging and abandoning the well under the following categories; setting plugs, pulling casing and removal of well cellar; capping the well; and abandoning the drill-site and ice-pad, excluding any restoration costs;

 (c) Allowable direct charges for geological and geophysical exploration are those incurred for 

(1) initial processing of data derived from seismic or other geophysical exploration activities, and down-hole geophysical surveys associated with well logging; 

(2) in-state travel, temporary living quarters and subsistence at or near the exploration site for the exploration crew and other technical personnel directly engaged in the exploration activities; 

(3) exploration crew costs, calculated as follows: 

(A) if the crew is provided under a third-party contract, at the rate provided in the contract; 

(B) if the crew is provided by an explorer, as actual payments to the crew for time expended on the exploration activity; 

(4) goods, services, and materials directly used in the exploration; costs for goods, services, and materials are calculated as follows: 

(A) if goods, services, and materials are provided under a third-party contract, the costs are calculated at the contract rate; 

(B) if goods, services, and materials are provided in whole or in part by an explorer, the costs are the actual costs incurred, net of any credits for materials and equipment not used on location; 

(C) if a good, service, or material is used for any activity other than the exploration activity for which the cost is claimed, the cost is allocated among the different activities based on the number of hours or days, or other methodology approved by the department, as appropriate, it is used for each activity, divided by the total number of hours or days, or other methodology approved by the department, it is used for all activities; and 

(5) geological and geophysical equipment, off-site computers, and other modeling equipment used in the initial seismic data processing; the cost of that equipment, including maintenance and repairs, is calculated as follows: 

(A) if the equipment is under a third-party contract, the cost is calculated at the hourly or daily contract rate multiplied by the number of hours or days, or other methodology approved by the department, as appropriate, that the equipment is actually used for the exploration activity for which the cost is claimed, divided by the number of hours or days, or other methodology approved by the department, the equipment was available by contract for use in the exploration activity; 

(B) if the equipment is owned wholly or partly by an explorer, the cost is calculated on the basis of the net book value of the equipment multiplied by the number of days or hours, or other methodology approved by the department, as appropriate, the equipment is used in the exploration activity for which the cost is claimed, divided by the number of days or hours, or other methodology approved by the department, of estimated remaining useful life of the equipment; if the equipment has been the subject of qualifying capital credits, and/or previously recognized as a lease expenditure, then the net book value of the equipment shall be zero for purposes of this section and AS 43.55.165; 

(C) if the equipment is used for any activity other than the exploration activity for which the cost is claimed, the cost is allocated among the different activities based on the number of hours or days, or other methodology approved by the department, as appropriate, it is used for each activity, divided by the total number of hours or days, or other methodology approved by the department, it is used for all activities. 

(d) In this section, “well logging” means the initial suite or group of tests conducted in connection with the determination of whether or not a discovery of hydrocarbons has occurred, but excludes testing that discovery for commerciality.

(e) Allowable overhead is one percent of the allowable direct charges under (b)(1), (b)(2), (b)(3), (b)(4), (b)(5), (b)(7), (b)(8), (c)(1), (c)(2), (c)(3), and (c)(4) of this section. 

Development lease expenditures 
(a)  Development lease expenditures are

(1)  direct charges under 15 AAC 55.2XX (Direct Charges), unless excluded under AS 43.55.165(e), that are incurred for the purposes allowed under (b) of this section and that are directly attributable to a lease or property in the state, and

(2)  the overhead allowance provided under (c) of this section.

(b)  Allowable direct charges for development lease expenditures are those incurred for

(1) geological, geophysical, geotechnical and geochemical examinations and other investigations on or adjacent to the lease or property relating to pre and post drilling operations on the lease or property, excluding geological or geophysical exploration whose costs are exploration lease expenditures under 15 AAC 55.2XX (Exploration lease expenditures);

(2)  design of construction projects for equipment and facilities placed into service on or in support of the lease or property that directly result in or are necessary for oil or gas production from the lease or property and in the case of a state oil and gas lease, if described in a "Plan of Development" approved by the Department of Natural Resources; 

 (3) rentals and payments for licenses or permits required for lease operations prior to the commencement of commercial production 

(4) drilling of wells bottomed on the lease or property, excluding exploration and stratigraphic test wells; 

(5)  acquisition, construction and installation of  facilities and equipment on or in support of the lease or property that directly result in or are necessary for continued oil or gas production from the lease or property; 

(6) before the commencement of commercial production, ad valorem tax paid to the state (net of all credits and refunds for municipal ad valorem taxes on the same property) for property used in the drilling described in (4) of this subsection or for property described in (5) of this subsection, that is installed or constructed before the commencement of commercial production and ad valorem and other taxes paid to one or more municipalities that were incurred directly as the result of, and in the course of, the drilling described in (4) of this subsection and/or the acquisition, installation or construction of property described in (5) of this subsection before the commencement of commercial production but excluding any windfall profits, franchise or income taxes. 

(b) Costs that are "directly attributable" within the meaning of this section are only those direct charges incurred for activities occurring on or in support of the lease or property premises which are necessary for oil or gas production or support of oil or gas production from the lease or property.  Any costs constituting exploration costs under 15 AAC 55.2XX (Exploration lease expenditures), or direct production operating costs under 15 AAC 55.2XX (Production operating expenditures) are excluded from "development costs".  

 (c)  Allowable overhead is three percent of the allowable direct charges undder (b)(1), (b)(2), (b)(4), and (b)(5) of this section. 

Production operating lease expenditures 

Production operating lease expenditures are

(1)  the direct charges under 15 AAC 55.2XX (Direct Charges) unless excluded under AS 43.55.165(e) that do not constitute development lease expenditures under 15 AAC 55.2XX (Development lease expenditures), and are incurred after the commencement of commercial production of oil or gas from the lease or property for ongoing operation and maintenance of wells and equipment on or in support of the lease or property that directly result in or are necessary for continued production of oil or gas from the lease or property;

(2) After commencement of commercial production of oil or gas from the lease or property, the amount of tax paid to the state (net of credits or refunds made for municipal ad valorem taxes on the same properties) and the total amount paid for municipal ad valorem taxes which are based on the value of a producer’s properties used directly in the production, gathering, treatment, or preparation for transportation of oil and gas from the lease or property;

(3)  the producer’s share of net profit paid to the state under a state lease or property issued under AS 38.05.180(f)(3)(B), (D), or (E); and

 (4)  an overhead allowance of nine percent of the allowable direct charges under (1) of this section.

Lease expenditures under operating agreements
(a) In approving or requiring use of an operating agreement under AS 43.55.165 (c) or (d) for oil and gas produced before July 1, 2007, the department will impose conditions or requirements it considers necessary to ensure that the purposes of AS 43.55.160 - 43.55.170 are met. Those conditions or requirements may include 

(1) exclusion of particular billable or billed items from lease expenditures in addition to items excluded under AS 43.55.165 (e); 

(2) remedies for inadequate review or auditing of operator bills by a producer and for other noncompliance; 

(3) an expiration date for the department's approval; 

(4) requirements for reporting by operators or producers; those requirements may include submission to the department of audit work papers and other documents relating to audits of operator bills by a producer; 

(5) requirements for auditing by producers, those requirements may include submission of an audit plan to the department for approval; this paragraph applies only to the department's approving use of an operating agreement and not to the department's requiring use of an operating agreement; and 

(6) a prohibition against agreements or transactions under which, in exchange for other consideration, a producer agrees to an amount billed by the operator or a billing practice by the operator, or agrees not to challenge that amount or practice. 

(b) If the department has approved or required use of an operating agreement under AS 43.55.165 (c) or (d), the operator shall notify the department in writing within 30 days after any change in the 

(1) operating agreement; 

(2) identity of the operator or any of the parties to the operating agreement; or 

(3) ownership of the working interests in the lease or property to which the operating agreement applies. 

(c) For lease expenditures for calendar year 2006 or 2007, and before July 1, 2007

(1) the department may retroactively approve or require use of an operating agreement under AS 43.55.165(c) or (d); 

(2) a producer may request the department to approve use of an operating agreement under AS 43.55.165(c) or (d) by filing the request in or with the statement described in AS 43.55.030(a) for the calendar year in question. 

Direct charges 
For the purposes of 15 AAC 55.2XX (Exploration lease expenditures), 15 AAC 55.2XX (Development lease expenditures) and 15 AAC 55.2XX (Production operations lease expenditures)

direct charges are 

(1) minimum lease rentals and net profit shares paid to the state for oil and gas produced from leases issued under AS 38.05.180(f)(3)(B), (D), or (E) for the operation of the lease or property or for the use of other land in the case of exploration on land in which the explorer does not own a working interest, but excluding oil or gas royalty payments, production payments, bonus bids, farmout payments, over-riding royalty share, and lease profit shares paid to parties other than the state; 

(2) labor, in the form of (A) salaries and wages of producer’s employees at or below first level supervisors and technical employees such as geologists, geophysicists, engineers, and drilling and first level construction supervisors directly employed on, or in transit to or from, the site of the exploration, development or production operations, including earned or compensatory time off; and (B) salaries and wages of technical employees having special and specific engineering, geological or other professional skills, such as engineers, geologists, geophysicists, environmentalists and other personnel performing technical services within the technical organizations who are either temporarily or permanently assigned to, and directly employed in those operations; charges for these technical personnel must be limited to that portion of the salaries and wages attributable to the time actually devoted to the lease or property operations; charges for these technical employees shall be supported by an approved time sheet; 

(3) cost of holiday, vacation, sickness, and disability benefits and other customary allowances paid to the employees whose salaries and wages are chargeable to the appropriate operations under (2) of this section 

(4) expenditures or contributions made under assessments imposed by governmental authority that are applicable to the producer’s labor cost of salaries and wages chargeable to the appropriate operations account under (2) and (3) of this section, net of all reimbursements and credits; costs of self-insurance programs are allowed at manual rates, however, the costs of claims for self-insured employers are not deductible as direct costs; 

(5) reasonable and actual personal expenses of those employees whose salaries and wages are chargeable to the appropriate operations under (2) and (3) of this section including in-state travel to and  from the operations site, temporary living quarters and subsistence for activities on the site; the costs of professional memberships, dues, periodicals, recruiting expenses, are not allowable direct charges; 

(6) the producer’s current costs for established plans for employee group life insurance, hospitalization, pension, retirement, stock purchase, thrift, bonus, and other similar benefit plans, applicable to the producer’s labor costs chargeable to the operations under (2) and (3) of this section, provided that (A) the costs of the programs charged are available to all employees within the company, (2B) these costs do not exceed the percent most recently recommended by the Council of Petroleum Accountants Societies of North America, and (B) severance payments, separation costs, and other termination allowances are not includable as direct costs; 

(7) material purchased by a producer or explorer for use on the lease or property as provided under 15 AAC 55.2XX (Development lease expenditures and Production operations lease expenditures), so far as it is reasonably practical and consistent with efficient and economical operation, net of all credits and reimbursements; however, only such material as may be required for immediate use may be purchased for or transferred to the lease or property, and the accumulation of surplus stocks must be avoided; 

(8) transportation of employees and material necessary for operations on the lease or property;

(9) the producer’s cost of contract services, equipment and utilities provided by outside sources, except the cost and expense of services provided by outside sources in connection with matters of taxation, legal, traffic, accounting, or matters before or involving governmental agencies; the cost of professional consultant services or contract services of technical personnel not directly engaged on the lease or property must be limited to that portion of the cost attributable to the time actually devoted to the lease or property; 

(10) the  cost of using producer’s equipment and facilities, including remote shore base and remote offshore facilities, based on rates commensurate with costs of ownership and operation; those rates may include labor, maintenance, repairs, other operating expenses, insurance, taxes, excluding interest on depreciated investment and excluding the estimated cost of abandonment, reclamation, and restoration.  Remote, as used in this section, means away from population centers in the state.  These rates may not exceed average commercial rates currently prevailing in the immediate area of the lease or property; in place of charges in this paragraph, the producer may elect to use average commercial rates prevailing in the immediate area of the lease or property less 20 percent; 

(11) costs or expenses necessary to repair or replace property due to damage or loss caused by fire, flood, storm, theft, accident, or other causes, less reimbursements, except (1)  that repair and replacement costs of a self-insurer are not allowed, and (2) those costs resulting from the producer’s gross negligence or willful misconduct and except as provided in AS 43.55.165(e); however, the producer shall furnish the department written notice of damage or loss as soon as practicable after the producer receives a report of them; 

 (12) net premiums paid for insurance required to be carried for the operations for the protection of the parties; if operations are conducted at offshore locations in which the producer may act as self-insurer for workmen's compensation and employers' liability, the producer may include the risk under its self-insurance program in providing coverage under state and federal laws and charge the appropriate lease or property account at the producer’s cost not to exceed manual rates, however, the costs of claims of self-insurers are not allowed; 

(13) costs of acquiring, leasing, installing, operating, repairing, and maintaining communication systems including radio and microwave facilities between the operations site and the producer’s nearest base or other in-state facility; if communication facilities/systems serving the lease or property are producer-owned, charges to the appropriate operations must be made as provided in (10) of this section; 

(14) costs incurred on the operations site for archaeological and geophysical surveys relative to identification and protection of cultural resources or other environmental or ecological surveys as may be required by applicable laws and regulations plus costs to provide or have available pollution containment and removal equipment as required by applicable laws and regulations, but excluding any civil and criminal penalties and civil punitive damages which may be assessed as a result of this loss or damage and excluding any incurred as a result of a court order; 

 (15) costs of environmental impact statements and cleanup contingency plans; 

(16) costs of preliminary platforms, feasibility, and design studies, or similar marine projects, incurred in compliance with applicable laws and regulations; 

 (17) standby costs incurred while working-interest operations are deferred, suspended or curtailed by reason of force majeure; 

 (18) costs of permits and licenses for the operation of the area; 

 (19) costs of purchased substances, less cost recoveries, used as injection for repressuring, pressure maintenance, cycling or other secondary or tertiary recovery purposes; 

 (20) charges for cleaning, dehydration, desulphurization, etc., for making the production of the royalty, overriding royalty and other non-operating interest share of production marketable, offset by reimbursements (if any) from the royalty owner; 

(21) charges for losses for lease fuel, vapor losses, drilling, etc., which are borne by working-interest participation according to applicable laws and regulations. 

(b)  "net book value" means, under generally accepted accounting principles, the dollar amount the owner of an asset records in its financial statement as the historical cost of the asset, excluding capitalized interest and net of accumulated depreciation or amortization; if the equipment has been the subject of qualifying capital credits, and/or previously recognized as a lease expenditure, then the net book value of that equipment shall be zero for purposes of this section and AS 43.55.165.

Overhead 
(a) This subsection applies only to determining allowable overhead expenses under AS 43.55.165 (a) and (b) for oil and gas produced before July 1, 2007. For purposes of AS 43.55.165 (b)(1)(C), a reasonable allowance for a producer's or explorer's overhead expenses directly related to exploring for, developing, and producing oil or gas deposits located within a lease or property or other land in the state is the sum of 

(1) three percent of the producer's or explorer's non-overhead lease expenditures that are qualified capital expenditures; and 

(2) nine percent of the producer's or explorer's non-overhead lease expenditures that are not 

(A) qualified capital expenditures; 

(B) payments of or in lieu of taxes. 

(C)  the cost of purchased substances used for EOR

(D)  payments of net profit shares

 (b) This subsection applies only to determining the allowance for overhead expenses under AS 43.55.165 (c)(2) and (d)(2). For a producer that is not an operator of the lease or property subject to an operating agreement, this allowance is in addition to allowable overhead expenses included in the costs that are billable or billed, as applicable, under an operating agreement subject to AS 43.55.165 (c)(1) or (d)(1). For purposes of AS 43.55.165 (c)(2) and (d)(2), the reasonable percentage allowed is 0.4 percent for a producer that is not the operator of the lease or property. The percentage may not be applied to items that are excluded under AS 43.55.165 (e) or to payments of or in lieu of taxes. An overhead allowance under AS 43.55.165 (c)(2) or (d)(2) is not allowed for the operator of the lease or property. 

(c) The provisions of (a) and (b) of this section do not apply to determining allowable overhead expenses included in the costs that are billable or billed, as applicable, under an operating agreement subject to AS 43.55.165 (c)(1) or (d)(1) for oil and gas produced before July 1, 2007. 

(d) An allowance for overhead expenses is not a qualified capital expenditure. 

Adjustments to lease expenditures

(a)  In adjusting a producer's or explorer's lease expenditures for the receipt of a payment or credit for the sale or other transfer of an asset under AS 43.55.170(a)(3)(A), if the acquisition cost of the asset was incurred during a calendar year for which a portion of the producer's or explorer's expenditures was excluded under AS 43.55.165(e)(18) and 15 AAC 55.275, the amount required to be subtracted from the producer's or explorer's lease expenditures under AS 43.55.170(a) is reduced by a fraction of the payment or credit received for the sale or transfer of the asset as provided in this section. That fraction is equal to the quotient of (1) the total of the excluded portions of the producer's or explorer's expenditures described in this section for all segments in the state under 15 AAC 55.205, divided by (2) the sum of the (A) producer's or explorer's qualified capital expenditures incurred with respect to all segments in the state during the calendar year or portion of the calendar year for which that excluded portion was excluded, plus (B) the amount described in (1) of this section.   

(b)  If a producer has deducted or will deduct as a lease expenditure the acquisition cost of a facility or equipment in calculating a production tax value under AS 43.55.160(a)(1), or if the producer has taken or will take a tax credit for the acquisition cost of a facility or equipment, the producer’s adjustments under AS 43.55.170 include 



(1)  any charge paid to or for the benefit of the producer from another producer for use of the facility or equipment that represents recovery of, or return or interest on, any portion of the acquisition cost;



(2)  any charge imputed to the producer and treated as the producer’s lease expenditure for use of the facility or equipment that represents recovery of, or return or interest on, any portion of the acquisition cost.  

When cost is incurred 
(a) Unless otherwise provided under (c) of this section, for purposes of AS 43.55.165 and this chapter, a cost incurred by a producer or explorer is incurred during the calendar year 

(1) for which the operator of a lease or property bills the producer for the cost, if 

(A) the cost is a cost of exploring for, developing, or producing oil or gas deposits located within the lease or property; 

(B) the operator operates the lease or property on behalf of the producer; and 

(C) at least one producer, other than the operator, on behalf of which the operator operates the lease or property has a material interest in the lease or property; 

(2) in which the cost is recorded on the producer's or explorer's financial accounting books or federal income tax books as incurred or, in the case of a cost that is treated as a capitalized expenditure under 26 U.S.C. (Internal Revenue Code), as amended, regardless of elections made under 26 U.S.C. 263(c) (Internal Revenue Code), as amended, as placed in the producer's or explorer's work-in-process, construction-in-process, or similar account, if 

(A) a material portion of the cost is not billed to at least one non-operator producer by the operator of a lease or property with respect to whose oil or gas exploration, development, or production the cost is incurred; and 

(B) the producer's or explorer's fiscal year for financial accounting purposes or federal income tax purposes, as applicable, is the calendar year; 

(3) in which the cost is recorded on the producer's or explorer's financial accounting books as incurred after those books have been restated on a calendar year basis using a method approved or prescribed by the department, if the circumstances are other than those described in (1) or (2) of this subsection. 

(b) If a cost is subject to (a)(2) of this section, the producer or explorer may elect to rely on either its financial accounting books or its federal income tax books, but that election once made may not be changed without the department's approval. An election under this subsection 

(1) is solely for the purpose of determining during which calendar year a cost is incurred; and 

(2) does not affect the categorization of a lease expenditure as a qualified capital expenditure or as not a qualified capital expenditure under AS 43.55.023 (k). 

(c) For purposes of AS 43.55.023(i), AS 43.55.165, and this chapter, whether a cost incurred by a producer or explorer was incurred before April 1, 2001, or after March 31, 2001, and before April 1, 2006, or after March 31, 2006, is determined by the month 

(1) for which the operator of a lease or property contemporaneously billed the producer for the cost, if 

(A) the cost is a cost of exploring for, developing, or producing oil or gas deposits located within the lease or property; 

(B) the operator operated the lease or property on behalf of the producer; and 

(C) at least one producer, other than the operator, on behalf of which the operator operated the lease or property had a material interest in the lease or property; 

(2) in which the cost was contemporaneously recorded on the producer's or explorer's financial accounting books as incurred or, in the case of a cost that is treated as a capitalized expenditure under 26 U.S.C. (Internal Revenue Code), as amended, regardless of elections made under 26 U.S.C. 263(c) (Internal Revenue Code), as amended, as placed in the producer's or explorer's work-in-process, construction-in-process, or similar account, if the circumstances were other than those described in (1) of this subsection. 
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