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EXHIBIT 2
Effect of SFAS 143 Adoption

Asset Retirement Obligation Previously Capitalized at Full Estimated Cost

A s s u m p t i o n s

1. Purchased asset, with a cost of $500,000, an estimated useful life of 25 years,

and a $175,000 retirement obligation, on January 1, 1985, when the company’s

credit-adjusted discount rate was 13%.

2. ARO accounting treatment prior to SFAS 143 adoption: capitalized $175,000 of

A R O .

Superseded Method

A s s e t A c c u m u l a t e d C a r r y i n g D e p r e c i a t i o n

C o s t D e p r e c i a t i o n V a l u e L i a b i l i t y E x p e n s e

1 2 / 3 1 / 8 5 $ 6 7 5 , 0 0 0 $ 2 7 , 0 0 0 $ 6 4 8 , 0 0 0 $ 1 7 5 , 0 0 0 $ 2 7 , 0 0 0

1 2 / 3 1 / 8 6 6 7 5 , 0 0 0 5 4 , 0 0 0 6 2 1 , 0 0 0 1 7 5 , 0 0 0 2 7 , 0 0 0

…

1 2 / 3 1 / 0 1 6 7 5 , 0 0 0 4 5 9 , 0 0 0 2 1 6 , 0 0 0 1 7 5 , 0 0 0 2 7 , 0 0 0

1 2 / 3 1 / 0 2 6 7 5 , 0 0 0 4 8 6 , 0 0 0 1 8 9 , 0 0 0 1 7 5 , 0 0 0    27,000

Total (25-year life) $ 6 7 5 , 0 0 0

Annual Accounting Under SFAS 143 (See Exhibit 1)

Journal Entry Needed at SFAS 143 Adoption (January 1, 2003)

Accumulated Depreciation $ 1 2 0 , 0 6 01

L i a b i l i t y 1 0 0 , 6 1 42

A s s e t 1 6 6 , 7 5 73

Cumulative Effect of CAP 5 3 , 9 1 7 4

1. $486,000 – $365,940

2. $175,000 – $74,386

3. $675,000 – $508,243

4. Expenses prior to Jan. 1, 2003 (existing accounting):

Depreciation Expense: $27,000 x 18 years $ 4 8 6 , 0 0 0

Expenses prior to Jan. 1, 2003 (SFAS 143):

Depreciation Expense: $20,330 x 18 years $ 3 6 5 , 9 4 0

Accretion Expense: ($74,386 – $8,243)    66,143 4 3 2 , 0 8 3

Gain from Cumulative Effect $ 5 3 , 9 1 7


