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PART 1

FINANCIAL INFORMATION



SOUTHWESTERN ENERGY COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

Operating Revenues:
Gas sales
Gas marketing
Oil sales
Gas transportation and other

Operating Costs and Expenses:
Gas purchases - utility
Gas purchases - marketing
Operating expenses
General and administrative expenses
Depreciation, depletion and amortization
Taxes, other than income taxes

Operating Income

Interest Expense:
Interest on long-term debt
Other interest charges
Interest capitalized

Other Income (Expense)

Income Before Income Taxes, Minority Interest
& Accounting Change
Minority Interest in Partnership

Income Before Income Taxes & Accounting Change
Provision for Income Taxes - Deferred

Income Before Accounting Change
Cumulative Effect of Adoption of Accounting Principle

Net Income

Basic Earnings Per Share:
Income Before Accounting Change
Cumulative Effect of Adoption of Accounting Principle
Net Income

Diluted Earnings Per Share:
Income Before Accounting Change
Cumulative Effect of Adoption of Accounting Principle
Net Income

Weighted Average Common Shares Outstanding:
Basic
Diluted

(Unaudited)
For the three months ended For the nine months ended
September 30, September 30,
2003 2002 2003 2002
(in thousands, except share/per share amounts)
$ 52,994 $ 35,656 $ 179,987 $ 140,248
10,113 10,018 34,386 31,948
3,582 3,728 10,862 11,327
4,379 1,689 10,975 5,230
71,068 51,091 236,210 188,753
3,496 3,198 32,743 31,770
9,025 9,287 31,433 29,414
9,949 9,698 28,243 28,292
7,937 5,527 23,483 17,351
14,896 13,323 40,965 41,061
3,058 2,064 9,016 7,132
48,361 43,097 165,883 155,020
22,707 7,994 70,327 33,733
4,324 5,510 13,326 16,209
350 287 1,072 945
(457) (364) (1,323) (1,015)
4,217 5,433 13,075 16,139
(476) (124) 883 (598)
18,014 2,437 58,135 16,996
(469) (366) (1,843) (1,128)
17,545 2,071 56,292 15,868
6,667 797 21,391 6,109
10,878 1,274 34,901 9,759
- - (855) -
$ 10,878 $ 1,274 $ 34,046 $ 9,759
$0.31 $0.05 $1.07 $0.39
- - (0.03) -
$0.31 $0.05 $1.04 $0.39
$0.30 $0.05 $1.04 $0.37
- - (0.03) -
$0.30 $0.05 $1.01 $0.37
35,090,330 25,306,920 32,786,030 25,195,812
36,028,157 26,096,616 33,582,506 26,029,923

The accompanying notes are an integral part of the financial statements
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SOUTHWESTERN ENERGY COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(Unaudited)
ASSETS
September 30, December 31,
2003 2002
(in thousands)
Current Assets
Cash $ 1,370 $ 1,690
Accounts receivable 39,939 42,115
Inventories, at average cost 29,807 24,735
Under-recovered purchased gas costs 2,076 -
Other 6,667 7,598
Total current assets 79,859 76,138
Investments 13,814 15,287
Property, Plant and Equipment, at cost
Gas and oil properties, using the full cost method 1,152,165 1,030,300
Gas distribution systems 202,685 197,473
Gas in underground storage 37,819 32,395
Other 29,132 31,391
1,421,801 1,291,559
Less: Accumulated depreciation, depletion
and amortization 691,921 659,398
729,880 632,161
Other Assets 14,899 16,576
Total Assets $ 838,452 $ 740,162

The accompanying notes are an integral part of the financial statements.
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SOUTHWESTERN ENERGY COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(Unaudited)

LIABILITIES AND SHAREHOLDERS' EQUITY

Current Liabilities
Short-term debt
Accounts payable
Taxes payable
Interest payable
Customer deposits
Hedging liability - SFAS No. 133
Regulatory liability - hedges
Over-recovered purchased gas costs
Other
Total current liabilities

Long-Term Debt

Other Liabilities
Deferred income taxes
Other

Commitments and Contingencies
Minority Interest in Partnership

Shareholders' Equity
Common stock, $.10 par value; authorized
75,000,000 shares, issued 37,225,584 shares
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income (loss)

Less: Common stock in treasury, at cost, 1,623,454 shares
at September 30, 2003 and 1,793,456 shares at
December 31, 2002
Unamortized cost of 495,416 restricted shares
at September 30, 2003 and 498,123 restricted
shares at December 31, 2002 issued under
stock incentive plans

Total Liabilities and Shareholders' Equity

September 30,

2003

December 31,

2002

(in thousands)

37,000
43,950
3,703
6,239
4,971
16,247

3,819

$

29,881
5,213
2,513
4,999

20,409
3,130
5,697
2,715

115,929

74,557

225,000

342,400

140,143
22,842

116,591
16,671

162,985

133,262

12,894

12,455

3,723
121,130
232,034
(13,222)

2,774
19,130

197,988

(17,358)

343,665

18,196

3,825

202,534

19,981

5,065

321,644

177,488

$

838,452

The accompanying notes are an integral part of the financial statements.
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SOUTHWESTERN ENERGY COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

For the nine months ended
September 30,

2003 2002
(in thousands)
Cash Flows From Operating Activities
Net income $ 34,046 $ 9,759
Adjustments to reconcile net income to
net cash provided by operating activities:

Depreciation, depletion and amortization 43,130 42,864
Deferred income taxes 21,391 6,109
Ineffectiveness of cash flow hedges (779) -
Gain on sale of property and equipment (2,991) -
Equity in (income) loss of NOARK partnership (1,026) 400
Minority interest in partnership 342 (183)
Cumulative effect of adoption of accounting principle 855 -
Change in assets and liabilities:
Accounts receivable 2,176 19,121
Inventories (5,072) (640)
Under/over-recovered purchased gas costs (7,773) (3,113)
Accounts payable 6,459 (9,604)
Interest payable 3,726 3,775
Taxes payable (1,510) (2,058)
Other operating assets and liabilities 1,877 1,975
Net cash provided by operating activities 94,851 68,405
Cash Flows From Investing Activities
Capital expenditures (121,723) (67,829)
Distribution from NOARK partnership 2,500 -
Proceeds from sale of property and equipment 3,649 -
Increase in gas stored underground (5,423) (1,072)
Other items 499 (291)
Net cash used in investing activities (120,498) (69,192)
Cash Flows From Financing Activities
Issuance of common stock 103,085 -
Payments on revolving long-term debt (229,700) (144,400)
Borrowings under revolving long-term debt 149,300 147,600
Change in bank drafts outstanding 1,056 (7,623)
Proceeds from exercise of common stock options 1,586 2,077
Net cash provided by (used in) financing activities 25,327 (2,346)
Increase (decrease) in cash (320) (3,133)
Cash at beginning of year 1,690 3,641
Cash at end of period $ 1,370 $ 508

The accompanying notes are an integral part of the financial statements.
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SOUTHWESTERN ENERGY COMPANY AND SUBSIDIARIES
STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY AND COMPREHENSIVE INCOME (LOSS)

(Unaudited)
Unamortized  Accumulated
Additional Restricted Other
Common Stock Paid-In Retained Treasury Stock Comprehensive
Shares Amount Capital Earnings Stock Awards Income (Loss) Total
(in thousands)
Balance at December 31, 2002 27,738 $2774 $ 19130 $ 197988 $  (19981) $ (5065 $ (17358) $ 177488
Comprehensive income:
Net income - - - 34,046 - - - 34,046
Change in value of derivatives - - - - - - 4,136 4,136
Total comprehensive income - - - - - - - 38,182
Issuance of common stock 9,488 949 102,136 - - - - 103,085
Exercise of stock options - - (146) - 1,732 - - 1,586
Issuance of restricted stock - - 10 - 53 (63) - -
Amortization of restricted stock - - - - - 1,303 - 1,303
Balance at September 30, 2003 37,226 $ 3,723 $ 121,130 $ 232,034 $ (18,196) $ (3,825 $ (13,222) $ 321,644
RECONCILIATION OF ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)
For the three months ended For the nine months ended
September 30, September 30,
2003 2002 2003 2002
(in thousands) (in thousands)
Balance, beginning of period $ (26299) $ (6,354) $ (17,358) § 5,763
Current period reclassification to earnings 4,080 (439) 21,043 217
Current period change in derivative instruments 8,997 (3,001) (16,907) (15,774)
Balance, end of period $ (13,222) $ (9,794) $ (13,222) $ (9,794)

The accompanying notes are an integral part of the financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Southwestern Energy Company and Subsidiaries
September 30, 2003

1) BASIS OF PRESENTATION

The financial statements included herein are unaudited; however, such information reflects all
adjustments (consisting solely of normal recurring adjustments) which are, in the opinion of
management, necessary for a fair presentation of the results for the interim periods. The Company’s
significant accounting policies are summarized in Note 1 of the Notes to Consolidated Financial
Statements included in Item 8 of the Company’s Annual Report on Form 10-K for the year ended
December 31, 2002 (the “2002 Annual Report on Form 10-K”).

2) ISSUANCE OF COMMON STOCK

In the first quarter of 2003, the Company completed the sale of 9,487,500 shares of its common
stock under a registration statement filed with the Securities and Exchange Commission in
December 2002. Aggregate net proceeds from the equity offering of $103.1 million were used to pay
outstanding borrowings under the Company’s revolving credit facility. The Company is reborrowing
the repaid amounts under the credit facility as necessary to fund the acceleration of the development
of the Company’s Overton Field in East Texas and for general corporate purposes.

(3)  GAS AND OIL PROPERTIES

The Company follows the full cost method of accounting for the exploration, development, and
acquisition of gas and oil reserves. Under this method, all such costs (productive and nonproductive)
including salaries, benefits, and other internal costs directly attributable to these activities are
capitalized and amortized on an aggregate basis over the estimated lives of the properties using the
units-of-production method. The Company excludes all costs of unevaluated properties from
immediate amortization. The Company's unamortized costs of natural gas and oil properties are
limited to the sum of the future net revenues attributable to proved natural gas and oil reserves
discounted at 10 percent plus the lower of cost or market value of any unproved properties. If the
Company's unamortized costs in natural gas and oil properties exceed this ceiling amount, a
provision for additional depreciation, depletion and amortization is required. At September 30, 2003,
the Company's net book value of natural gas and oil properties did not exceed the ceiling amount.
Decreases in market prices from September 30, 2003 levels, as well as changes in production rates,
levels of reserves, and the evaluation of costs excluded from amortization, could result in future
ceiling test impairments.

Statement of Financial Accounting Standards No. 141, “Business Combinations” (FAS 141), and
Statement of Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets”
(FAS 142), were issued in June 2001 and became effective for the Company on July 1, 2001, and
January 1, 2002, respectively. The Company understands the majority of the oil and natural gas
industry did not change its accounting and disclosures for mineral interest use rights (leasehold
acquisition costs) upon the implementation of FAS 141 and 142. However, an interpretation of FAS



141 and 142 is being considered as to whether mineral interest use rights in gas and oil properties are
intangible assets. Under this interpretation mineral interest use rights for both undeveloped and
developed leaseholds would be classified as intangible assets, separate from gas and oil properties.
The classification as an intangible asset would not affect how these items are accounted for under
the full cost method of accounting with respect to the calculation of depreciation, depletion and
amortization or the calculation of the ceiling test of gas and oil properties. At September 30, 2003,
the Company had undeveloped leasehold of approximately $10.0 million that would be classified as
“intangible undeveloped leasehold” if this interpretation were applied. Southwestern also had
developed leasehold of approximately $8.1 million that would be classified as “intangible developed
leasehold” if it applied the interpretation currently being considered. The portion of developed
leasehold that would be reclassified represents the costs of developed leaseholds acquired or
transferred to the full cost pool subsequent to June 30, 2001, the effective date of FAS 141.
Additionally, FAS 142 requires that certain disclosures be made for all intangible assets. The
Company has not made the disclosures set forth under FAS 142 related to the use rights of mineral
interests.

Southwestern will continue to classify the use rights of mineral interests in gas and oil properties
until further guidance is provided.

“) EARNINGS PER SHARE

Basic earnings per common share is computed by dividing net income by the weighted average
number of common shares outstanding during each period. The diluted earnings per share
calculation adds to the weighted average number of common shares outstanding the incremental
shares that would have been outstanding assuming the exercise of dilutive stock options and the
vesting of unvested restricted shares of common stock. Options for 944,834 shares, with an average
exercise price of $13.67 per share at September 30, 2002, were not included in the calculation of
diluted shares because they would have had an antidilutive effect.

(55 DEBT
Debt balances as of September 30, 2003 and December 31, 2002 consisted of the following:

September 30, December 31,
2003 2002

(in thousands)

Senior notes:

6.70% Series due 2005 § 125,000 § 125,000
7.625% Series due 2027, putable at the holders' option in 2009 60,000 60,000
7.21% Series due 2017 40,000 40,000
225,000 225,000
Other:
Variable rate (2.63% at September 30, 2003 and 2.89% at December
31, 2002) unsecured revolving credit arrangements 37,000 117,400
Total debt $ 262,000 $§ 342,400




At September 30, 2003, the Company's revolving credit facility had a balance of $37.0 million
and was classified as short-term debt in the Company's balance sheet. The Company’s revolving
credit facility has a capacity of $125 million and a three-year term that expires in July 2004. The
Company intends to renew or replace its revolving credit facility prior to the July 2004 expiration
date. The interest rate on the facility is 150 basis points over the current London Interbank Offered
Rate (LIBOR). The credit facility contains covenants which impose certain restrictions on the
Company. Under the credit agreement, the Company may not issue total debt in excess of 65% of its
total capital, must maintain a certain level of shareholders’ equity, and must maintain a ratio of
earnings before interest, taxes, depreciation and amortization (EBITDA) to interest expense of at
least 4.00 or higher through December 31, 2003. These covenants change over the term of the credit
facility and generally become more restrictive. Additionally, the Company is precluded from paying
dividends on its common stock under the revolving credit agreement. The Company has also entered
into interest rate swaps for calendar year 2003 that require the Company to pay a fixed interest rate
of 3.8% (based upon current rates under the revolving credit facility) on $40.0 million of its
outstanding revolving debt. As a result of the reduced level of borrowings under the revolving credit
facility during 2003, these interest rate swaps no longer qualify as cash flow hedges and therefore
$0.3 million has been expensed in the accompanying financial statements for the first nine months of
2003.

(6) DERIVATIVE AND HEDGING ACTIVITIES

Statement of Financial Accounting Standards No. 133, “Accounting for Derivative Instruments
and Hedging Activities” as amended by SFAS No. 137, SFAS No. 138 and SFAS No. 149, was
adopted by the Company on January 1, 2001. SFAS No. 133 requires that all derivatives be
recognized in the balance sheet as either an asset or liability measured at its fair value. Special
accounting for qualifying hedges allows a derivative’s gains and losses to offset related results on
the hedged item in the income statement.

At September 30, 2003, the Company’s net liability related to its cash flow hedges was $18.3
million. Additionally, at September 30, 2003, the Company had recorded a net of tax cumulative loss
to other comprehensive income (equity section of the balance sheet) of $9.9 million. The amount
recorded in other comprehensive income will be relieved over time and taken to the income
statement as the physical transactions being hedged occur. Additional volatility in earnings and other
comprehensive income may occur in the future as a result of the adoption of SFAS No. 133.

(7) SEGMENT INFORMATION

The Company applies SFAS No. 131, “Disclosures about Segments of an Enterprise and Related
Information.” The Company’s reportable business segments have been identified based on the
differences in products or services provided. Revenues for the exploration and production segment
are derived from the production and sale of natural gas and crude oil. Revenues for the gas
distribution segment arise from the transportation and sale of natural gas at retail. The marketing
segment generates revenue through the marketing of both Company and third-party produced gas
volumes.



Summarized financial information for the Company’s reportable segments is shown in the
following table. The “Other” column includes items not related to the Company’s reportable
segments including real estate, pipeline operations and corporate items.

Three months ended September 30, 2003:
Revenues from external customers

Intersegment revenues

Operating income (loss)

Depreciation, depletion and amortization expense
Interest expense @

Provision (benefit) for income taxes
Assets

Capital expenditures

()

Three months ended September 30, 2002:
Revenues from external customers

Intersegment revenues

Operating income (loss)

Depreciation, depletion and amortization expense
Interest expense *)

Provision (benefit) for income taxes
Assets

Capital expenditures

@

Nine months ended September 30, 2003:
Revenues from external customers

Intersegment revenues

Operating income

Depreciation, depletion and amortization expense
Interest expense ?)

Provision (benefit) for income taxes
Assets

Capital expenditures

@

Nine months ended September 30, 2002:
Revenues from external customers

Intersegment revenues

Operating income

Depreciation, depletion and amortization expense
Interest expense @

Provision (benefit) for income taxes
Assets

Capital expenditures

()

Exploration
And Gas
Production  Distribution = Marketing Other Total
(in thousands)

$ 41,913 $ 16,050 $ 10,114 $ 29917 $ 71,068
4,964 19 45,425 112 50,520
22,295 (3,420) 799 3,033 22,707
13,307 1,554 12 23 14,896
2,760 1,198 11 248 4,217
7,228 (1,760) 299 900 6,667
639,776 155,708 15472 27,496% 838,452
45,8989 1,731 1 180 47,8109
$ 28,024 $ 13,050 $ 10,017 $ - $ 51,091
2,301 13 23,619 112 26,045
9,705 (2,243) 458 74 7,994
11,851 1,431 17 24 13,323
4,354 847 - 232 5,433
1,902 (1,219) 184 (70) 797
552,098 147,954 11,309 26,449%  737.810%
25,559 1,450 1 45 27,055
$ 104,733 $ 94,099 $ 34387 $ 2991 $236,210
25,369 114 118,969 336 144,788
62,708 2,477 2,026 3,116 70,327
36,238 4,622 36 69 40,965
9,032 3,271 13 759 13,075
19,689 (351) 765 1,288 21,391
639,776 155,708 15,472 27,496% 838,452
121,130% 6,671 3 474 128,278W
$ 78,503 $ 78,302 $ 31,948 $ --  $188,753
11,658 101 66,324 336 78,419
27,098 4,702 1,742 191 33,733
36,379 4,560 51 71 41,061
12,887 2,582 - 670 16,139
5,032 729 678 (330) 6,109
552,098 147,954 11,309 26,4499 7378109
63,394 4,210 3 222 67,829

(1) Other revenues from external customers in 2003 resulted from the sale of real estate and certain fixed assets.

(2) Interest expense and the provision (benefit) for income taxes by segment are an allocation of corporate amounts as
debt and income tax expense (benefit) are incurred at the corporate level.

(3) Other assets include the Company’s equity investment in the operations of the NOARK Pipeline System, Limited
Partnership, corporate assets not allocated to segments, and assets for non-reportable segments.

(4) Exploration and Production capital expenditures for 2003 include $6.6 million of accrued, non-cash expenditures.
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Intersegment sales by the exploration and production segment and marketing segment to the gas
distribution segment are priced in accordance with terms of existing contracts and current market
conditions. Parent company assets include furniture and fixtures, prepaid debt costs and prepaid and
intangible pension related costs. Parent company general and administrative costs, depreciation
expense and taxes other than income are allocated to segments. All of the Company’s operations are
located within the United States.

3 INTEREST AND INCOME TAXES PAID

The following table provides interest and income taxes paid during each period presented.
Interest payments include amounts paid or received for the settlement of interest rate hedges.

For the nine months ended
September 30,
2003 2002

(in thousands)

Interest payments $9,292 $12,243
Income tax payments $ -- $ --

&) MINORITY INTEREST IN PARTNERSHIP

In 2001, the Company’s subsidiary, Southwestern Energy Production Company (SEPCO)
formed a limited partnership, Overton Partners, L.P., with an investor to drill and complete 14
development wells in SEPCO’s Overton Field located in Smith County, Texas. Because SEPCO is
the sole general partner and owns a majority interest in the partnership, the operating and financial
results are consolidated with the Company’s exploration and production results and the investor’s
share of the partnership activity is reported as a minority interest item in the financial statements.

(10) CONTINGENCIES AND COMMITMENTS

The Company and the other general partner of NOARK have severally guaranteed the principal
and interest payments on NOARK’s 7.15% Notes due 2018. At September 30, 2003 and December
31,2002, the principal outstanding for these notes was $70.0 million and $71.0 million, respectively.
The Company’s share of the several guarantee is 60%. The notes were issued in June 1998 and
require semi-annual principal payments of $1.0 million. Under the several guarantee, the Company
is required to fund its share of NOARK’s debt service which is not funded by operations of the
pipeline. As a result of the integration of NOARK Pipeline with the Ozark Gas Transmission
System, management of the Company believes that it will realize its investment in NOARK over the
life of the system. Therefore, no provision for any loss has been made in the accompanying financial
statements. Additionally, the Company’s gas distribution subsidiary has transportation contracts for
firm capacity of 66.9 MMctd on NOARK s integrated pipeline system. These contracts have expired
and are on renewable year-to-year terms until terminated by 180 days’ notice.
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The Company is subject to laws and regulations relating to the protection of the environment.
The Company’s policy is to accrue environmental and cleanup related costs of a non-capital nature
when it is both probable that a liability has been incurred and when the amount can be reasonably
estimated. Management believes any future remediation or other compliance related costs will not
have a material effect on the financial position or reported results of operations of the Company.

The Company is subject to litigation and claims that have arisen in the ordinary course of
business. The Company accrues for such items when a liability is both probable and the amount can
be reasonably estimated. In the opinion of management, the results of such litigation and claims will
not have a material effect on the results of operations or the financial position of the Company.

(11) ASSET RETIREMENT OBLIGATIONS

Statement of Financial Accounting Standards No. 143, "Accounting for Asset Retirement
Obligations" (SFAS No. 143) was adopted by the Company on January 1, 2003. SFAS No. 143
addresses financial accounting and reporting for obligations associated with the retirement of
tangible long-lived assets and the associated asset retirement costs and amends FASB Statement No.
19, "Financial Accounting and Reporting by Oil and Gas Producing Companies." SFAS No. 143
requires that the fair value of a liability for an asset retirement obligation be recognized in the period
in which it is incurred if a reasonable estimate of fair value can be made, and that the associated
asset retirement costs be capitalized as part of the carrying amount of the long-lived asset.
Associated with the adoption of the standard, the Company increased current and long-term
liabilities by $1.2 million and $5.5 million, respectively, net property and equipment by $5.3 million,
net deferred tax assets by $0.5 million, and recorded an expense of $0.9 million constituting the
cumulative effect of adoption. As of September 30, 2003, the Company had $0.8 million of current
liabilities and $6.4 million of long-term liabilities associated with its asset retirement obligations.
The new standard had no material impact on income before the cumulative effect of adoption in the
three- and nine-month periods ended September 30, 2003, nor would it have had a material impact,
on a pro forma basis, in the corresponding periods of 2002 assuming that this accounting standard
had been adopted at such time.

(12) ACCOUNTING FOR STOCK-BASED COMPENSATION

The Company’s stock-based employee compensation plan is accounted for under the recognition
and measurement principles of APB Opinion No. 25, "Accounting for Stock Issued to Employees,"
and related Interpretations. No stock-based employee compensation cost related to stock options is
reflected in net income, as all options granted under the plan had an exercise price equal to the
market value of the underlying common stock on the date of grant. The Company does record
compensation cost for the amortization of restricted stock shares issued to employees. The following
table illustrates the effect on net income and earnings per share if the Company had applied the fair
value recognition provisions of FASB Statement No. 123, "Accounting for Stock-Based
Compensation," to stock-based employee compensation.
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Net income, as reported

Add back: Amortization of restricted stock

Deduct: Total stock-based employee
compensation expense determined
under fair value based method for all
awards, net of related tax effects

Pro forma net income

Earnings per share:
Basic-as reported
Basic-pro forma
Diluted-as reported
Diluted-pro forma

For the three months For the nine months

ended September 30, ended September 30,

2003 2002 2003 2002

(in thousands, except per share)

$10,878 $1,274 $34,046 $9,759
436 314 1,303 939
(718) (569) (2,149)  (1,702)
$10,596 $1,019 $33,200 $8,996
$0.31 $0.05 $1.04 $0.39
0.30 0.04 1.01 0.36
0.30 0.05 1.01 0.37
0.29 0.04 0.99 0.35

The fair value of each option grant is estimated on the date of grant using the Black-Scholes
option pricing model with the following weighted-average assumptions for all periods presented: no
dividend yield; expected volatility of 45.6%; risk-free interest rate of 3.4%; and expected lives of 6
years for all option grants. There were no options granted in the first nine months of 2003. The fair
value of the options granted in the first nine months of 2002 was $0.2 million.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

The following updates information as to the Company’s financial condition provided in our 2002
Annual Report on Form 10-K, and analyzes the changes in the results of operations between the
three- and nine-month periods ended September 30, 2003, and the comparable periods of 2002. For
definitions of commonly used gas and oil terms as used in this Form 10-Q, please refer to the
“Glossary of Certain Industry Terms” provided in our 2002 Annual Report on Form 10-K.

OVERVIEW

We operate in three segments: Exploration and Production, Natural Gas Distribution and
Marketing, Transportation and Other. Our financial results depend on a number of factors, in
particular natural gas and oil prices, the seasonality of our customers' need for natural gas and our
ability to market natural gas and oil on economically attractive terms to our customers. There has
been significant price volatility in the natural gas and crude oil market in recent years. The volatility
was attributable to a variety of factors impacting supply and demand, including weather conditions,
political events and economic events, that we cannot control or predict.

We reported net income of $10.9 million, or $.30 per share on a fully diluted basis, on revenues
of $71.1 million for the three months ended September 30, 2003, compared to net income of $1.3
million, or $0.05 per share, on revenues of $51.1 million for the same period in 2002. Included in
our 2003 third quarter results were pre-tax gains of $3.0 million, or $.05 of diluted earnings per
share, from the sale of real estate and certain fixed assets. Net income for the nine months ended
September 30, 2003 was $34.0 million, or $1.01 per share on a diluted basis, on revenues of $236.2
million, compared to net income of $9.8 million, or $0.37 per share, on revenues of $188.8 million
for the same period in 2002. The increase in revenues and earnings primarily resulted from higher
natural gas prices experienced by our exploration and production segment.

RESULTS OF OPERATIONS

Exploration and Production

Our exploration and production segment’s revenue, profitability and future rate of growth are
substantially dependent upon prevailing prices for natural gas and oil, which are dependent upon
numerous factors beyond our control, such as economic, political and regulatory developments and
competition from other sources of energy. The energy markets have historically been very volatile,
and there can be no assurance that gas and oil prices will not be subject to wide fluctuations in the
future. Gas and oil prices affect the amount of cash flow available for capital expenditures, our
ability to borrow and raise additional capital and the amount of gas and oil we can economically
produce. We use hedging transactions with respect to a portion of our gas and oil production to
achieve more predictable cash flows and to reduce our exposure to price fluctuations. Our future
success depends on our ability to find, develop and acquire gas and oil reserves that are
economically recoverable.
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For the three months For the nine months

ended September 30, ended September 30,
2003 2002 2003 2002

Revenues (in thousands) $46,877 $30,325 $130,102 $90,161
Operating income (in thousands) $22,295 $9,705 $62,708 $27,098
Gas production (MMcf) 10,241 8,971 27,601 27,330
Oil production (MBbDls) 136 165 400 543

Total production (MMcfe) 11,053 9,961 29,999 30,588
Average gas price per Mcf $4.23 $2.96 $4.22 $2.89
Average oil price per Bbl $26.46 $22.65 $27.17 $20.87
Average unit costs per Mcfe

Lease operating expenses $0.43 $0.48 $0.40 $0.43

General & administrative $0.37 $0.25 $0.40 $0.27

expenses
Taxes, other than income taxes $0.22 $0.15 $0.24 $0.17
Full cost pool amortization $1.17 $1.16 $1.17 $1.16

Revenues, Operating Income and Production

Revenues. Revenues for our exploration and production segment were up 55% and 44% for the
three- and nine-month periods ended September 30, 2003, respectively, both as compared to the
same periods in 2002. The increases were primarily due to higher gas and oil prices received for our
production.

Operating Income. Operating income for the exploration and production segment was up 130%
for the three months ended September 30, 2003, and up 131% for the first nine months of 2003, both
as compared to the same periods in 2002. The increases in operating income resulted from the
increases in revenues, partially offset by increased general and administrative expenses and
increased taxes other than income taxes.

Production. Gas and oil production during the third quarter of 2003 was 11.1 billion cubic feet
(Bcf) equivalent, up from 10.1 Bef equivalent in the second quarter of 2003 and 10.0 Bef equivalent
in the third quarter of 2002. The comparative increase in third quarter production resulted from an
increase in production from the Overton Field in East Texas due to the accelerated development of
the field, partially offset by declines experienced in our South Louisiana properties that began in the
last half of 2002, combined with the loss of production resulting from the November 2002 sale of
our Mid-Continent properties. Gas and oil production was 30.0 Bcf equivalent for the first nine
months 0f 2003, compared to 30.6 Bcf equivalent for the first nine months of 2002. Gas production
was 10.2 Bef for the third quarter of 2003 compared to 9.0 Bef for the third quarter of 2002. Gas
production was 27.6 Bcf for the first nine months of 2003 compared to 27.3 Bcf for the same period
0f 2002. We sold 4.4 Bef to our gas distribution systems during the nine months ended September
30, 2003, compared to 3.9 Bcf for the same period in 2002. Our oil production was 136 thousand
barrels (MBbls) during the third quarter of 2003 and 400 MBbls for the first nine months of 2003,
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down from 165 MBbls and 543 MBbls for the same periods of 2002, respectively, due primarily to
the loss of production from the Mid-Continent properties sold in 2002.

Commodity Prices

We received an average price of $4.23 per thousand cubic feet (Mcf) for our gas production for
the three months ended September 30, 2003, up from $2.96 per Mcf for the same period of 2002. For
the first nine months of 2003, we received an average gas price of $4.22 compared to $2.89 for the
same period of 2002. We hedged 22.9 Bcf of gas production in the first nine months of 2003
through fixed-price swaps and zero-cost collars which had the effect of decreasing our average gas
price realized during the period by $1.18 per Mcf. On a comparative basis, the average price realized
during the first nine months 0f 2002 included the effect of hedges that increased our average price by
$0.02 per Mcf.

For the remainder of 2003, we have 4.5 Bcf of gas production hedged with collars having an
average NYMEX floor price of $3.30 per Mcf and an average NYMEX ceiling price of $5.07 per
Mcf. We also have 3.0 Bcef of gas production for the remainder of 2003 hedged with fixed-price
swaps at an average NYMEX price of $3.44 per Mcf. For 2004 and 2005, we have 29.2 Befand 3.0
Bcf, respectively, hedged under zero-cost collars and fixed-price swaps. See Part I, Item 3 of this
Form 10-Q for additional information regarding the Company’s commodity price risk hedging
activities.

We received an average price of $27.17 per barrel for our oil production during the nine months
ended September 30, 2003, up from $20.87 per barrel for the same period of 2002. The average price
we received for our oil production in the first nine months of 2003 and 2002 was reduced by $2.64
per barrel and $2.43 per barrel, respectively, due to the effects of fixed-price swaps. For the
remainder of 2003, we have a hedge on 90,000 barrels at an average NYMEX price of $26.73 per
barrel. For 2004, we have 120,000 barrels hedged at an average price of $27.24 per barrel.

Operating Costs and Expenses

Lease operating expenses per Mcfe for this business segment were $0.43 for the third quarter of
2003, compared to $0.48 for the same period in 2002. Lease operating expenses per unit have
decreased in 2003 as a larger portion of our production is being provided from the Overton Field
which has lower operating costs. Taxes other than income taxes per Mcfe were $0.22 for the third
quarter of 2003, compared to $0.15 for the same period in 2002. Severance taxes per Mcfe increased
during the quarter due to higher average prices received for our production. General and
administrative expenses per Mcfe were $0.37 and $0.40 for the third quarter and first nine months of
2003, respectively, compared to $0.25 and $0.27 for the same two comparable periods of 2002,
respectively. The increase in general and administrative expenses in 2003 was due primarily to
increased pension and insurance costs and the quarterly accrual of annual incentive compensation
costs.

The Company utilizes the full cost method of accounting for costs related to its natural gas and

oil properties. Under this method, all such costs (productive and nonproductive) are capitalized and
amortized on an aggregate basis over the estimated lives of the properties using the units-of-
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production method. These capitalized costs are subject to a ceiling test, however, which limits such
pooled costs to the aggregate of the present value of future net revenues attributable to proved gas
and oil reserves discounted at 10 percent plus the lower of cost or market value of unproved
properties. Any costs in excess of this ceiling are written off as a non-cash expense. The expense
may not be reversed in future periods, even though higher gas and oil prices may subsequently
increase the ceiling. Our full cost ceiling is evaluated at the end of each quarter. At September 30,
2003, our unamortized costs of gas and oil properties did not exceed this ceiling amount. Natural gas
and crude oil pricing has historically been unpredictable and any significant decline in gas and oil
prices from current levels, or other factors, without other mitigating circumstances, could cause a
future write-down of capitalized costs and a non-cash charge against future earnings.

Natural Gas Distribution

The operating results of our gas distribution segment are highly seasonal. This segment typically
realizes operating income during the winter heating season in the first and fourth quarters and
operating losses in the second and third quarters of the year. The extent and duration of heating
weather also impacts the profitability of this segment, although there is a weather normalization
clause in our rates intended to lessen the impact of revenue increases and decreases which might
result from weather variations during the winter heating season. The gas distribution segment’s
profitability is also dependent upon the timing and amount of regulatory rate increases that are filed
with and approved by the Arkansas Public Service Commission (APSC). For periods subsequent to
allowed rate increases, our profitability is impacted by our ability to manage and control this
segment’s operating costs and expenses.

For the three months For the nine months
ended September 30, ended September 30,
2003 2002 2003 2002
Revenues (in thousands) $16,069 $13,063 $94,213 $78.403
Gas purchases (in thousands) $8,448 $5,490 $58,082 $43.408
Operating costs and expenses (in $11,041 $9.816 $33,654 $30,293
thousands)
Operating income (loss) (in thousands) $(3,420) $(2,243) $2,477 $4,702
Deliveries (Bcf)
Sales and end-use transportation 3.1 3.2 17.6 17.2
Off-system transportation -- 1.3 0.1 2.0
Average number of customers 137,123 134,807 138,782 136,456
Average sales rate per Mcf $11.00 $8.39 $7.77 $6.57
Heating weather - degree days 43 14 2,597 2,291
- percent of normal 102% -- 104% 91%
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Revenues and Operating Income

Revenues. Gas distribution revenues fluctuate due to the pass-through of gas supply cost
changes and the effects of weather. Because of the corresponding changes in purchased gas costs,
the revenue effect of the pass-through of gas cost changes has not materially affected net income.
Revenues for the three- and nine-month periods ended September 30, 2003 increased 23% and 20%,
respectively, from the comparable periods of 2002 due primarily to increases in the cost of gas
supplies that resulted from higher gas prices.

Operating Income. Operating income of our gas distribution segment decreased $1.2 million in
the third quarter of 2003 and decreased $2.2 million in the first nine months of 2003, as compared to
the same periods of 2002. The decreases were primarily due to increased operating costs and
expenses. Weather during the first nine months of 2003 was 4% colder than normal and 13% colder
than the same period of 2002. The weather normalization clause in the utility’s rates is intended to
lessen the impacts of revenue increases and decreases that might result from weather variations
during the winter heating season.

Our gas distribution subsidiary, Arkansas Western Gas Company (AWGQ), filed an application
with the APSC on November 8, 2002, for a rate increase of $11.0 million annually. In the third
quarter of 2003 we received regulatory approval from the APSC of a rate increase totaling $4.1
million annually, exclusive of costs to be recovered through AWG’s purchase gas adjustment clause.
The order also entitled AWG to recover certain additional costs totaling $2.3 million through its
purchase gas adjustment clause over a two-year period. In its order, the Commission approved the
general terms of a Joint Stipulation and Settlement Agreement between AWG, the Staff of the APSC
and various other consumer groups that was filed on July 17, 2003, but made certain modifications
which included reducing the recovery of certain additional costs from $2.9 million to $2.3 million.
The rate increase is effective for all customer bills rendered on or after October 1, 2003. AWG’s last
rate increase was approved in December 1996 for its Northwest region and in December 1997 for its
Northeast region. The Attorney General for the State of Arkansas has filed a request for a rehearing
with the APSC on certain issues that could impact the collection of the $2.3 million of additional
costs to be collected through AWG’s purchased gas adjustment clause. We have also filed a request
for a rehearing on certain issues that could impact the rate increase and the timing of the
implementation of the increased rates. The APSC has not yet ruled on the requests for a rehearing.

The difference between the $11.0 million rate adjustment requested by AWG and the rate
adjustment contained in the approved order primarily results from a reduction in AWG’s requested
return on equity and a change in AWG’s assumed capital structure. In the rate increase request that
was filed with the APSC, we assumed an allowed return on equity of 12.9% and a capital structure
of 48% debt and 52% equity. The final order provides for an allowed return on equity of 9.9% and
an assumed capital structure of 52% debt and 48% equity. The 9.9% equity return is in line with the
equity return approved in recent settlements that have been approved for the other two Arkansas
local gas distribution companies.
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Deliveries and Rates

The utility systems delivered 3.1 Bcfand 17.6 Bcefto sales and end-use transportation customers
during the three- and nine-month periods ended September 30, 2003, compared to 3.2 Bcfand 17.2
Becf for the same periods in 2002. The increase in deliveries during the first nine months of 2003 was
primarily due to the effects of colder weather. The increase in gas costs in the first nine months of
2003 was reflected in the utility segment’s average rate for its sales which increased to $7.77 per
Mcf, up from $6.57 per Mcf for the same period in 2002. Costs paid for purchases of natural gas are
passed through to customers under automatic adjustment clauses. Our utility segment hedged 2.7 Bef
of gas purchases in the first nine months of 2003 decreasing its total gas supply cost by $7.5 million.
In the first nine months of 2002, 3.3 Bcef of gas purchase hedges increased the total gas supply cost
by $6.4 million. As of September 30, 2003, we have hedges in place on 5.1 Bcf of future gas supply
purchases for the months of November 2003 through March 2004 at an average fixed cost of $5.38
per Mcf.

Operating Costs and Expenses

The changes in purchased gas costs for our gas distribution segment reflect volumes purchased,
prices paid for supplies and the mix of purchases from intercompany versus third-party sources.
Other operating costs and expenses for this segment during the third quarter and nine months ended
September 30, 2003 were higher than the comparable periods of the prior year due primarily to
increased general and administrative expenses and increased transmission costs. The increase in
general and administrative expense primarily resulted from increased pension and insurance costs
and the quarterly accrual of annual incentive compensation costs. Increased transmission costs
resulted from higher fuel costs.

Marketing, Transportation and Other

Operating income from the marketing, transportation and other segment, which includes income
from real property held by our subsidiary, A.W. Realty Company, was $3.8 million for the third
quarter of 2003 and $5.1 million for the first nine months of 2003, up from $0.5 million and $1.9
million, respectively, for the same periods of 2002. The results for 2003 include a gain of $3.0
million recorded in other operating revenues that was recognized from the sale of real estate and
certain fixed assets.

Marketing
For the three months For the nine months
ended September 30, ended September 30,
2003 2002 2003 2002
Marketing revenues (in thousands) $55,539 $33,636 $153,356 $98,272
Marketing operating income (in thousands) $799 $458 $2,026 $1,742
Gas volumes marketed (Bcf) 12.2 11.6 30.9 36.2
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The increase in our gas marketing revenues for the three- and nine-month periods ended
September 30, 2003 relates to a significant increase in natural gas commodity prices from the prior
year and was offset by a comparable increase in purchased gas costs. Operating income for this
segment was $0.8 million and $2.0 million for the three- and nine-month periods ended September
30,2003, compared to $0.5 million and $1.7 million, respectively, for the same periods in 2002. We
marketed 12.2 Bef of gas in the third quarter and 30.9 Bcf'in the first nine months of 2003, compared
to 11.6 Bef and 36.2 Bcf, respectively, for the same periods in 2002. The decrease in volumes
marketed year-to-date, as compared to the same period in 2002, primarily resulted from lower
volumes marketed for third parties due to our continuing effort to reduce credit risk.

Transportation

Our share of the NOARK Pipeline System Limited Partnership (NOARK) pretax results of
operations included in other income was a gain of $1.0 million for the first nine months of 2003,
compared to a loss of $0.4 million for the same period in 2002. The gain in the first nine months of
2003 resulted primarily from a gain of $1.3 million recognized by the Company on the sale of a 28-
mile portion of NOARK’s pipeline located in Oklahoma that had limited strategic value to the
overall system. Sales proceeds to NOARK were $10.0 million and our share of the proceeds was
$2.5 million.

Interest Expense

Interest expense decreased 22% for the third quarter of 2003 and 19% for the first nine months of
2003, both as compared to the same periods in 2002, due to lower average borrowings, a lower
average interest rate, and increased capitalized interest. Our average borrowings decreased as net
proceeds of $103.1 million from the Company’s equity offering in the first quarter of 2003 were
initially used to pay down the Company’s revolving credit facility. The Company is reborrowing the
repaid amounts under the credit facility as necessary to fund the acceleration of the development of
the Company’s Overton Field in East Texas and for general corporate purposes. Interest is
capitalized in the exploration and production segment on costs that are unevaluated and excluded
from amortization.

Income Taxes

The effective tax rate for the nine months ended September 30, 2003 was 38.0% compared to
38.5% for the same period in 2002. The changes in the provision for deferred income taxes recorded
in the nine months ended September 30, 2003, as compared to the same period in 2002, resulted
primarily from the increase in the level of pre-tax income in 2003. Also impacting deferred taxes is
the deduction of intangible drilling costs in the year incurred for tax purposes, netted against the
turnaround of intangible drilling costs deducted for tax purposes in prior years. Intangible drilling
costs are capitalized and amortized over future years for financial reporting purposes under the full
cost method of accounting.
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Adoption of Accounting Principle

Statement of Financial Accounting Standards No. 143, "Accounting for Asset Retirement
Obligations" (SFAS No. 143) was adopted by the Company on January 1, 2003. SFAS No. 143
addresses financial accounting and reporting for obligations associated with the retirement of
tangible long-lived assets and the associated asset retirement costs and amends FASB Statement No.
19, "Financial Accounting and Reporting by Oil and Gas Producing Companies." SFAS No. 143
requires that the fair value of a liability for an asset retirement obligation be recognized in the period
in which it is incurred if a reasonable estimate of fair value can be made, and that the associated
asset retirement costs be capitalized as part of the carrying amount of the long-lived asset. The effect
of this standard on the Company's results of operations and financial condition at adoption was an
increase in current and long-term liabilities of $1.2 million and $5.5 million, respectively; a net
increase in property, plant and equipment of $5.3 million; a cumulative effect of adoption expense of
$0.9 million and a deferred tax asset of $0.5 million. As of September 30, 2003, the Company had
$0.8 million of current liabilities and $6.4 million of long-term liabilities associated with its asset
retirement obligations. Subsequent to adoption, the Company does not expect this standard to have a
material impact on the Company's financial position or its results of operations.

LIQUIDITY AND CAPITAL RESOURCES

We depend on internally-generated funds and our revolving line of credit (discussed below under
"Financing Requirements") as our primary sources of liquidity. We may borrow up to $125.0 million
under our revolving credit facility from time to time. During the first quarter of 2003, we completed
the sale of 9,487,500 shares of our common stock under a registration statement filed with the
Securities and Exchange Commission in December 2002. Aggregate net proceeds from the equity
offering of $103.1 million were used to repay borrowings under our credit facility. We are
reborrowing the repaid amounts as necessary to fund the acceleration of the development of our
Overton Field in East Texas and for general corporate purposes. As of September 30, 2003, the
Company's revolving credit facility had a balance of $37.0 million and was classified as short-term
debt in the Company's balance sheet. We expect our capital expenditures (discussed below under
"Capital Expenditures") for 2003 to be funded by the cash flow generated by our operations and the
funds that may be available under our credit facility.

Net cash provided by operating activities was $94.9 million in the first nine months of 2003,
compared to $68.4 million for the same period of 2002. The primary components of cash generated
from operations are net income, depreciation, depletion and amortization, the provision for deferred
income taxes and changes in operating assets and liabilities. Historically, our capital expenditures
have predominantly been funded through cash provided by operations. For the first nine months of
2003, cash provided by operating activities provided 78% of these requirements. For the same period
of 2002, cash provided by operating activities exceeded these requirements.

Our cash flow from operating activities is highly dependent upon market prices that we receive
for our gas and oil production. The price received for our production is also influenced by our
commodity hedging activities, as more fully discussed in "Quantitative and Qualitative Disclosures
About Market Risks" and Note 6 to the financial statements. Natural gas and oil prices are subject to
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wide fluctuations. As a result, we are unable to forecast with certainty our future level of cash flow
from operations. We adjust our discretionary uses of cash dependent upon cash flow available.

Capital Expenditures

Our capital expenditures for the first nine months of 2003 were $128.3 million, including $6.6
million of accrued, non-cash expenditures, compared to $67.8 million for the same period in 2002.
Capital investments during calendar year 2003 are currently expected to be approximately $173.6
million compared to $92.1 million in 2002. Our 2003 capital investment program is expected to be
funded through cash flow from operations and borrowings under our revolving credit facility. We
may adjust our level of future capital investments dependent upon the level of cash flow generated
from operations.

Off-Balance Sheet Arrangements

We hold a 25% general partnership interest in NOARK and account for our investment under the
equity method of accounting. We and the other general partner of NOARK have severally
guaranteed the principal and interest payments on NOARK's 7.15% Notes due 2018. This debt
financed a portion of the original cost to construct the NOARK Pipeline. Our share of the guarantee
is 60%. At September 30, 2003, the outstanding principal amount of these notes was $70.0 million
and our share of the guarantee was $42.0 million. The notes were issued in June 1998 and require
semi-annual principal payments of $1.0 million. Under the several guarantee, we are required to
fund our share of NOARK's debt service which is not funded by operations of the pipeline. We were
not required to advance any funds to NOARK in the first nine months of 2003 and do not expect to
advance any funds during the remainder of 2003.

Our share of the results of operations included in other income related to our NOARK
investment was a gain of $1.0 million for the first nine months of 2003, compared to a loss of $0.4
million for the same period in 2002. The gain in the first nine months of 2003 resulted primarily
from NOARK’s sale of a 28-mile portion of its pipeline located in Oklahoma that had limited
strategic value to the overall system. Sales proceeds to NOARK were $10.0 million and our share of
the proceeds was $2.5 million. We believe that we will be able to continue to reduce the losses we
have experienced on the NOARK project and expect our investment in NOARK to be realized over
the life of the system.
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Contractual Obligations and Contingent Liabilities and Commitments

We have various contractual obligations in the normal course of our operations and financing
activities. Significant contractual obligations at September 30, 2003 are as follows:

Contractual Obligations

Payments Due by Period

Less than More than

Total 1 Year 1to 3 Years 3to5 Years 5 Years

(in thousands)

Debt $262,000 $ 37,000 $ 125,000 $ - $100,000
Operating leases'” 6,075 1,158 2,196 899 1,822
Unconditional purchase obligations® - - - - -
Demand charges™ 25726 11,261 7,029 3,060 4,376

Other obligations'” 2,575 2,475 50 50

$296,376  $51,894 $134,275 § 4,009 $106,198

(1) We lease certain office space and equipment under operating leases expiring through 2013.

(2) Our utility segment has volumetric commitments for the purchase of gas under competitive bid packages and
wellhead contracts. Volumetric purchase commitments at September 30, 2003 totaled 2.8 Bef, comprised of 1.3
Bcef in less than one year, 1.0 Bef in one to three years, 0.3 Bef in three to five years and 0.2 Bef in more than
five years. Our volumetric purchase commitments are priced at regional gas indices set at the first of each future
month. These costs are recoverable from the utility's end-use customers.

(3) Our utility segment has commitments for $18.8 million of demand charges on firm gas purchase and firm
transportation agreements. These costs are recoverable from the utility's end-use customers. Our E&P segment
has a commitment for $6.9 million of demand transportation charges.

(4) Our significant other obligations include approximately $0.4 million of land leases, approximately $0.8 million
for drilling rig commitments and approximately $1.3 million of various information technology support and data
subscription agreements.

We refer you to "Financing Requirements" below for a discussion of the terms of our long-
term debt.

Contingent Liabilities or Commitments

We have the following commitments and contingencies that could create, increase or accelerate
our liabilities. Substantially all of our employees are covered by defined benefit and postretirement
benefit plans. Our return on the assets of these plans in 2002 was negative which, combined with
other factors, has resulted in an increase in pension expense and our required funding of the plans for
2003. As a result of actuarial data, we expect to record pension expense of approximately $3.4
million in 2003, of which $2.5 million has been recorded in the first nine months of 2003.

As discussed above in "Off-Balance Sheet Arrangements," we have guaranteed 60% of the
principal and interest payments on NOARK's 7.15% Notes due 2018. At September 30, 2003 the
principal outstanding for these notes was $70.0 million and our share of the guarantee was $42.0
million. The notes require semi-annual principal payments of $1.0 million.
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Financing Requirements

Our total debt outstanding was $262.0 million at September 30, 2003 and $342.4 million at
December 31, 2002. Of the total outstanding at September 30, 2003, $37.0 million was outstanding
under our revolving credit facility and was classified as short-term in our balance sheet. The
revolving credit facility has a current capacity of $125.0 million and expires in July 2004. We intend
to renew or replace our revolving credit facility prior to the July 2004 expiration date.

The interest rate on the current facility is 150 basis points over the current LIBOR. The credit
facility contains covenants which impose certain restrictions on us. Under the credit agreement, we
may not issue total debt in excess of 65% of our total capital, we must maintain a certain level of
shareholders’ equity, and we must maintain a ratio of earnings before interest, taxes, depreciation
and amortization (EBITDA) to interest expense of at least 4.00 or higher through December 31,
2003. These covenants change over the term of the credit facility and generally become more
restrictive. Additionally, we are precluded from paying dividends on our common stock under the
revolving credit agreement. We have also entered into interest rate swaps for calendar year 2003 that
require us to pay a fixed interest rate of 3.8% (based upon current rates under the revolving credit
facility) on $40.0 million of our outstanding revolving debt. As a result of the reduced level of
borrowings under the revolving credit facility during 2003, these interest rate swaps no longer
qualify as cash flow hedges and therefore $0.3 million has been expensed in the accompanying
financial statements.

During the first nine months of 2003, our total debt decreased by $80.4 million primarily due to
the initial use of the net proceeds from the issuance of common stock to pay off the balance of our
revolving debt. We are reborrowing the repaid amounts as necessary to fund the acceleration of the
development drilling of our Overton Field properties in East Texas and for general corporate
purposes as these costs are incurred. Total debt at September 30, 2003, accounted for 45% of our
total capitalization.

At September 30, 2003, the NOARK partnership had outstanding debt totaling $70.0 million. We
and the other general partner of NOARK have severally guaranteed the principal and interest
payments on the NOARK debt. Our share of the several guarantee is 60%.

Working Capital

We maintain access to funds that may be needed to meet seasonal requirements through our
revolving credit facility described above. We had negative working capital of $36.1 million at
September 30, 2003, compared to positive working capital of $1.6 million at December 31, 2002.
The negative working capital at September 30, 2003 is due to our revolving debt balance of $37.0
million which is currently classified as short-term. The balance outstanding under our revolving
credit facility will remain as a current liability until the current revolving credit facility is replaced
with a new long-term facility. We intend to renew or replace our revolving credit facility prior to its
July 2004 expiration date. Current assets increased by 5% in the first nine months of 2003 while
current liabilities increased 55%. Current liabilities would have increased 6% without consideration
of the current classification of revolving debt. The increase in current assets during the first nine
months of 2003 was due primarily to a $4.8 million increase in current gas stored underground,
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partially offset by a decrease in accounts receivable caused by seasonal deliveries of our gas
distribution segment. The increase in current liabilities during the first nine months of 2003, without
consideration of the increase that resulted from the classification of revolving debt, was due to
increases in accounts payable and interest payable due to the timing of payments, partially offset by
decreases related to our hedging activities and our over-recovered gas purchase costs. Under-
recovered purchased gas costs for the Company’s gas distribution segment were $2.1 million at
September 30, 2003, compared to over-recovered costs of $5.7 million at December 31, 2002.
Purchased gas costs are recovered from our utility customers in subsequent months through
automatic cost of gas adjustment clauses included in the utility’s filed rate tariffs. Changes in other
current assets and current liabilities are primarily due to the timing of expenditures and receipts. At
September 30, 2003, we had a current hedging liability of $16.2 million recorded as a result of the
provisions of SFAS No. 133, compared to $20.4 million at December 31, 2002.

CRITICAL ACCOUNTING POLICIES
Natural Gas and Oil Properties

We utilize the full cost method of accounting for costs related to our natural gas and oil
properties. We review the carrying value of our natural gas and oil properties under the full cost
accounting rules of the SEC on a quarterly basis. Under these rules, all such costs (productive and
nonproductive) are capitalized and amortized on an aggregate basis over the estimated lives of the
properties using the units-of-production method. These capitalized costs are subject to a ceiling test,
however, which limits such pooled costs to the aggregate of the present value of future net revenues
attributable to proved gas and oil reserves discounted at 10 percent plus the lower of cost or market
value of unproved properties. If the net capitalized costs of natural gas and oil properties exceed the
ceiling, we will record a ceiling test write-down to the extent of such excess. A ceiling test write-
down is a non-cash charge to earnings. If required, it reduces earnings and impacts shareholders'
equity in the period of occurrence and results in lower depreciation, depletion and amortization
expense in future periods. The write-down may not be reversed in future periods, even though higher
natural gas and oil prices may subsequently increase the ceiling.

The risk that we will be required to write-down the carrying value of our natural gas and oil
properties increases when natural gas and oil prices are depressed or if there are substantial
downward revisions in estimated proved reserves. Application of these rules during periods of
relatively low natural gas or oil prices, even if temporary, increases the probability of a ceiling test
write-down. Based on natural gas and oil prices in effect on September 30, 2003, the unamortized
cost of our natural gas and oil properties did not exceed the ceiling of proved natural gas and oil
reserves. Natural gas pricing has historically been unpredictable and any significant declines could
result in a ceiling test write-down in subsequent quarterly or annual reporting periods.

Natural gas and oil reserves used in the full cost method of accounting cannot be measured
exactly. Our estimate of natural gas and oil reserves requires extensive judgments of reservoir
engineering data and is generally less precise than other estimates made in connection with financial
disclosures. Assigning monetary values to such estimates does not reduce the subjectivity and
changing nature of such reserve estimates. The uncertainties inherent in the disclosure are
compounded by applying additional estimates of the rates and timing of production and the costs that
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will be incurred in developing and producing the reserves. We engage the services of an independent
petroleum consulting firm to review reserves as prepared by our reservoir engineers.

Statement of Financial Accounting Standards No. 141, “Business Combinations” (FAS 141), and
Statement of Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets”
(FAS 142), were issued in June 2001 and became effective for us on July 1, 2001, and January 1,
2002, respectively. We understand the majority of the oil and natural gas industry did not change its
accounting and disclosures for mineral interest use rights (leasehold acquisition costs) upon the
implementation of FAS 141 and 142. However, an interpretation of FAS 141 and 142 is being
considered as to whether mineral interest use rights in gas and oil properties are intangible assets.
Under this interpretation, mineral interest use rights for both undeveloped and developed leaseholds
would be classified as intangible assets, separate from gas and oil properties. The classification as
an intangible asset would not affect how these items are accounted for under the full cost method of
accounting with respect to the calculation of depreciation, depletion and amortization or the
calculation of the ceiling test of our gas and oil properties. At September 30, 2003, we had
undeveloped leasehold of approximately $10.0 million that would be classified as “intangible
undeveloped leasehold” if this interpretation were applied. We also had developed leasehold of
approximately $8.1 million that would be classified as “intangible developed leasehold” if we
applied the interpretation currently being considered. The portion of developed leasehold that would
be reclassified represents the costs of developed leaseholds acquired or transferred to the full cost
pool subsequent to June 30, 2001, the effective date of FAS 141. Additionally, FAS 142 requires
that certain disclosures be made for all intangible assets. We have not made the disclosures set forth
under FAS 142 related to the use rights of mineral interests.

We will continue to classify the use rights of mineral interests in gas and oil properties until
further guidance is provided.

Hedging

We use natural gas and crude oil swap agreements and options and interest rate swaps to reduce
the volatility of earnings and cash flow, as well as to manage the price volatility of natural gas
purchases in our gas distribution segment, due to fluctuations in the prices of natural gas and oil and
in interest rates. Our policies prohibit speculation with derivatives and limit swap agreements to
counterparties with appropriate credit standings. The primary market risks related to our derivative
contracts are the volatility in market prices and basis differentials for natural gas and crude oil.
However, the market price risk is offset by the gain or loss recognized upon the related sale or
purchase of the natural gas or sale of the oil that is hedged.

Our derivative instruments are accounted for under SFAS No. 133 and are recorded at fair value
in our financial statements. We utilize market-based quotes from our hedge counterparties to value
these open positions. These valuations are recognized as assets or liabilities in our balance sheet and,
to the extent an open position is an effective cash flow hedge on equity production, gas marketing
transactions or interest rates, the offset is recorded in other comprehensive income. Results of settled
commodity hedging transactions are reflected in natural gas and oil sales or in gas purchases. Results
of settled interest rate hedges are reflected in interest expense. Ineffective hedges, derivatives not
qualifying for accounting treatment as hedges, or ineffective portions of hedges are recognized
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immediately in earnings. Future market price volatility could create significant changes to the hedge
positions recorded in our financial statements. We refer you to "Quantitative and Qualitative
Disclosures about Market Risk" in this Form 10-Q for additional information regarding our hedging
activities.

Regulated Utility Operations

Our utility operations are subject to the rate regulation and accounting requirements of the
APSC. Allocations of costs and revenues to accounting periods for ratemaking and regulatory
purposes may differ from those generally applied by non-regulated operations. Such allocations to
meet regulatory accounting requirements are considered generally accepted accounting principles for
regulated utilities provided that there is a demonstrated ability to recover any deferred costs in future
rates.

During the ratemaking process, the regulatory commission may require a utility to defer
recognition of certain costs to be recovered through rates over time as opposed to expensing such
costs as incurred. This allows the utility to stabilize rates over time rather than passing such costs on
to the customer for immediate recovery. This causes certain expenses to be deferred as a regulatory
asset and amortized to expense as they are recovered through rates. The regulatory commission has
not required any unbundling of services, although some business customers are free to contract for
their own gas supply. There are no regulations relating to unbundling of services currently
anticipated; however, should any such regulation be proposed and adopted, certain of these assets
may no longer meet the criteria for deferred recognition and, accordingly, a write-off of regulatory
assets and stranded costs could be required.

Pension Accounting

We record our prepaid or accrued benefit cost, as well as our periodic benefit cost, for our
pension and other postretirement benefit plans using measurement assumptions that we consider
reasonable at the time of calculation. Two of the assumptions that affect the amounts recorded are
the discount rate, which estimates the rate at which benefits could be effectively settled, and the
expected return on plan assets, which reflects the average rate of earnings expected on the funds
invested. For 2002, the assumed discount rate was 6.8% and the assumed expected return was 9.0%.

Using the assumed rates discussed above, we recorded pension expense of $0.9 million in 2002
and a pension liability of $5.6 million at December 31, 2002. Assuming a 1% change in the 2002
rates (lower discount rate and lower rate of return), we would have recorded pension expense of $1.7
million in 2002, and recorded an accrued pension liability of $10.7 million at December 31, 2002.

For 2003, we expect our pension expense to be approximately $3.4 million using an assumed
discount rate of 6.8% and an assumed expected return of 9.0%. Accordingly, pension expense of
$2.5 million was recorded in the first nine months of 2003.

Gas in Underground Storage

We record our gas stored in inventory that is owned by the exploration and production segment
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at the lower of weighted average cost or market. Gas expected to be cycled within the next 12
months is recorded in current assets with the remaining stored gas reflected as a long-term asset. The
quantity and average cost of gas in storage was 10.4 Bcf at $3.37 at September 30, 2003 and 10.1
Bef at $3.05 at December 31, 2002.

The gas in inventory for the exploration and production segment is used primarily to supplement
production in meeting the segment's contractual commitments including delivery to customers of our
gas distribution business, especially during periods of colder weather. As a result, demand fees paid
by the gas distribution segment to the exploration and production segment, which are passed through
to the utility's customers, are a part of the realized price of the gas in storage. In determining the
lower of cost or market for storage gas, we utilize the gas futures market in assessing the price we
expect to be able to realize for our gas in inventory. Declines in the future market price of natural
gas could result in us writing down our carrying cost of gas in storage.

FORWARD-LOOKING INFORMATION

All statements, other than historical fact or present financial information, may be deemed to be
forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act of 1934, as amended. All statements that
address activities, outcomes and other matters that should or may occur in the future, including,
without limitation, statements regarding the financial position, business strategy, production and
reserve growth and other plans and objectives for our future operations, are forward-looking
statements. Although we believe the expectations expressed in such forward-looking statements are
based on reasonable assumptions, such statements are not guarantees of future performance. We
have no obligation and make no undertaking to publicly update or revise any forward-looking
statements.

Forward-looking statements include the items identified in the preceding paragraph, information
concerning possible or assumed future results of operations and other statements in this Form 10-Q
identified by words such as "anticipate," "project," "intend," "estimate," "expect," "believe,"
"predict," "budget," "projection," "goal," "plan," "forecast," "target" or similar expressions.

You should not place undue reliance on forward-looking statements. They are subject to known
and unknown risks, uncertainties and other factors that may affect our operations, markets, products,
services and prices and cause our actual results, performance or achievements to be materially
different from any future results, performance or achievements expressed or implied by the forward-
looking statements. In addition to any assumptions and other factors referred to specifically in
connection with forward-looking statements, risks, uncertainties and factors that could cause our
actual results to differ materially from those indicated in any forward-looking statement include, but
are not limited to:

» the timing and extent of changes in commodity prices for natural gas and oil;

+ the timing and extent of our success in discovering, developing, producing and
estimating reserves;
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» our future property acquisition or divestiture activities;

» the effects of weather and regulation on our gas distribution segment;

* increased competition;

» the impact of federal, state and local government regulation;

 the financial impact of accounting regulations;

* changing market conditions and prices (including regional basis differentials);

» the comparative cost of alternative fuels;

» the availability of oil field personnel, services, drilling rigs and other equipment; and
+ any other factors listed in the reports we have filed and may file with the SEC.

We caution you that these forward-looking statements are subject to all of the risks and
uncertainties, many of which are beyond our control, incident to the exploration for and
development, production and sale of natural gas and oil. These risks include, but are not limited to,
commodity price volatility, third-party interruption of sales to market, inflation, lack of availability
of goods and services, environmental risks, drilling and other operating risks, regulatory changes,
the uncertainty inherent in estimating proved natural gas and oil reserves and in projecting future
rates of production and timing of development expenditures and the other risks set forth in our 2002
Annual Report on Form 10-K which are incorporated by reference herein.

Reservoir engineering is a subjective process of estimating underground accumulations of
natural gas and oil that cannot be measured in an exact way. The accuracy of any reserve estimate
depends on the quality of available data and the interpretation of that data by geological engineers.
In addition, the results of drilling, testing and production activities may justify revisions of estimates
that were made previously. If significant, these revisions would change the schedule of any further
production and development drilling. Accordingly, reserve estimates are generally different from the
quantities of natural gas and oil that are ultimately recovered.

Should one or more of the risks or uncertainties described above or incorporated by reference
occur, or should underlying assumptions prove incorrect, our actual results and plans could differ
materially from those expressed in any forward-looking statements. We specifically disclaim all
responsibility to publicly update any information contained in a forward-looking statement or any
forward-looking statement in its entirety and therefore disclaim any resulting liability for potentially
related damages.

All forward-looking statements attributable to us are expressly qualified in their entirety by this
cautionary statement.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET
RISKS

Market risks relating to our operations result primarily from the volatility in commodity prices,
basis differentials and interest rates, as well as credit risk concentrations. We use natural gas and
crude oil swap agreements and options and interest rate swaps to reduce the volatility of earnings
and cash flow due to fluctuations in the prices of natural gas and oil and in interest rates. While the
use of these hedging arrangements limits the downside risk of adverse price movements, they may
also limit future revenues from favorable price movements. The Board of Directors has approved
risk management policies and procedures to utilize financial products for the reduction of defined
commodity price and interest rate risks. These policies prohibit speculation with derivatives and
limit swap agreements to counterparties with appropriate credit standings.

Credit Risks

Our financial instruments that are exposed to concentrations of credit risk consist primarily of
trade receivables and derivative contracts associated with commodities trading. Concentrations of
credit risk with respect to receivables are limited due to the large number of customers and their
dispersion across geographic areas. No single customer accounts for greater than 4% of accounts
receivable. See the discussion of credit risk associated with commodities trading below.

Interest Rate Risk

Revolving debt obligations are sensitive to changes in interest rates. Our policy is to manage
interest rates through use of a combination of fixed and floating rate debt. Interest rate swaps may be
used to adjust interest rate exposures when appropriate. We have entered into interest rate swaps for
calendar year 2003 that require us to pay an average fixed interest rate of 3.8% (based upon current
rates under the revolving credit facility) on $40.0 million of our outstanding revolving debt. Our
revolving debt was $117.4 million at December 31, 2002, and had an average interest rate of 3.23%.
At September 30, 2003, we had a balance of $37.0 million that was classified as short-term debt in
the Company's balance sheet. As a result of the reduced level of borrowings under the revolving
credit facility during 2003, these interest rate swaps no longer qualify as cash flow hedges and
therefore $0.3 million has been expensed in the accompanying financial statements.

Commodities Risk

We use over-the-counter natural gas and crude oil swap agreements and options to hedge sales of
our production, to hedge activity in our marketing segment, and to hedge the purchase of gas in our
utility segment against the inherent price risks of adverse price fluctuations or locational pricing
differences between a published index and the NYMEX (New York Mercantile Exchange) futures
market. These swaps and options include (1) transactions in which one party will pay a fixed price
(or variable price) for a notional quantity in exchange for receiving a variable price (or fixed price)
based on a published index (referred to as price swaps), (2) transactions in which parties agree to pay
a price based on two different indices (referred to as basis swaps), and (3) the purchase and sale of
index-related puts and calls (collars) that provide a “floor” price below which the counterparty pays
(production hedge) or receives (gas purchase hedge) funds equal to the amount by which the price of
the commodity is below the contracted floor, and a “ceiling” price above which we pay to
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(production hedge) or receive from (gas purchase hedge) the counterparty the amount by which the
price of the commodity is above the contracted ceiling.

The primary market risks related to our derivative contracts are the volatility in market prices
and basis differentials for natural gas and crude oil. However, the market price risk is offset by the
gain or loss recognized upon the related sale or purchase of the natural gas or sale of the oil that is
hedged. Credit risk relates to the risk of loss as a result of non-performance by our counterparties.
The counterparties are primarily major investment and commercial banks which management
believes present minimal credit risks. The credit quality of each counterparty and the level of
financial exposure we have to each counterparty are periodically reviewed to ensure limited credit
risk exposure.

The following table provides information about our financial instruments that are sensitive to
changes in commodity prices. The table presents the notional amount in Bef (billion cubic feet) and
MBbls (thousand barrels), the weighted average contract prices, and the total dollar contract amount
by expected maturity dates. The “Carrying Amount” for the contract amounts is calculated as the
contractual payments for the quantity of gas or oil to be exchanged under futures contracts and does
not represent amounts recorded in our financial statements. The “Fair Value” represents values for
the same contracts using comparable market prices at September 30, 2003. At September 30, 2003,
the “Carrying Amount” exceeded the “Fair Value” of these financial instruments by $18.2 million.

Expected Maturity Date
2003 2004 2005
Carrying Fair Carrying Fair Carrying Fair
Amount Value Amount Value Amount Value

Natural Gas Production and Marketing:
Swaps with a fixed price receipt

Contract volume (Bcf) 3.0 7.2 3.0

Weighted average price per Mcf $3.44 $4.01 $4.58

Contract amount (in millions) $10.3  $6.2 $28.9 $22.6 $13.8 $139
Basis swaps with a fixed price receipt

Contract volume (Bcf) 1.5 1.5 -

Weighted average price per Mcf $0.09 $0.09 -

Contract amount (in millions) $0.1 $0.1 $0.2  $0.2 - -
Swaps with a fixed price payment

Contract volume (Bcf) 0.1 0.4 -

Weighted average price per Mcf $4.77 $5.06 -

Contract amount (in millions) $0.4 %04 $2.1  $2.0 - -
Price collar

Contract volume (Bcf) 4.5 22.0 -

Weighted average floor price per Mcf $3.30 $3.82 -

Contract amount of floor (in millions) $149 8149 $84.0 $88.5 - -

Weighted average ceiling price per Mcf $5.07 $6.26 -

Contract amount of ceiling (in millions) $229 $21.9 $137.8 $128.5 - -
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Qil Production:
Swaps with a fixed price receipt

Contract volume (MBbls) 90 120 -
Weighted average price per Bbl $26.73 $27.24 -
Contract amount (in millions) $24 8§22 $33 834 - -

Natural Gas Purchases:
Swaps with a fixed price payment

Contract volume (Bcf) 1.7 3.4 -
Weighted average price per Mcf $5.38 $5.38 -
Contract amount (in millions) $9.2 384 $184 $17.3 - -

ITEM 4. CONTROLS AND PROCEDURES

As of the end of the period covered by the date of this report, we carried out an evaluation under
the supervision and with the participation of our management, including our Chief Executive Officer
and our Chief Financial Officer, of the effectiveness of the design and operation of our disclosure
controls and procedures. There are inherent limitations to the effectiveness of any system of
disclosure controls and procedures, including the possibility of human error and the circumvention
or overriding of the controls and procedures. Accordingly, even effective disclosure controls and
procedures can only provide reasonable assurance of achieving their control objectives. Based upon
and as of the date of our evaluation, our Chief Executive Officer and our Chief Financial Officer
concluded that the disclosure controls and procedures were effective in all material respects to
ensure that information required to be disclosed in the reports we file and submit under the
Exchange Act is recorded, processed, summarized and reported as and when required.
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PART II

OTHER INFORMATION

Items 1 - 5.

No developments required to be reported under Items 1 - 5 occurred during the quarter ended

September 30, 2003.

Item 6(a). Exhibits

(31.1) Certification of CEO filed pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

(31.2) Certification of CFO filed pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

(32) Certification of CEO and CFO furnished pursuant to 18 U.S.C. Section 1350, as adopted

pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Item 6(b). Reports on Form 8-K

Date of Report

October 8, 2003

October 8, 2003

September 23, 2003

September 18, 2003

September 16, 2003

September 5, 2003 (amendment of 8-K filed August 7, 2003)
August 8, 2003

July 29, 2003

July 17, 2003

July 9, 2003 (amendment of 8-K filed November 13, 2002)
July 9, 2003 (amendment of 8-K filed December 4, 2002)
July 9, 2003 (amendment of 8-K filed March 5, 2003)

July 9, 2003 (amendment of 8-K filed March 12, 2003)
July 9, 2003 (amendment of 8-K filed April 29, 2003)

July 9, 2003 (amendment of 8-K filed May 14, 2003)

33

Item
Number

Financial Statements
Required to be Filed

7,9
7,9
7,9

No
No
No
No
No
No
No
No
No
No
No
No
No
No
No



Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused
this report to be signed on its behalf by the undersigned thereunto duly authorized.

SOUTHWESTERN ENERGY COMPANY
Registrant

DATE: October 30, 2003 /s/ GREG D. KERLEY
Greg D. Kerley
Executive Vice President
and Chief Financial Officer
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Exhibit 31.1
CERTIFICATION

I, Harold M. Korell, Chief Executive Officer of Southwestern Energy Company, certify that:

1. I'have reviewed this quarterly report on Form 10-Q of Southwestern Energy
Company;
2. Based on my knowledge, this report does not contain any untrue statement of

a material fact or omit to state a material fact necessary to make the statements made, in light
of the circumstances under which such statements were made, not misleading with respect to
the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial
information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officers and I are responsible for establishing
and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-
15(e) and 15d-15(e)) for the registrant and have:

(a) designed such disclosure controls and procedures, or caused such
disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during
the period in which this report is being prepared;

(b) evaluated the effectiveness of the registrant’s disclosure controls and
procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report
based on such evaluation; and

(©) disclosed in this report any change in the registrant's internal control
over financial reporting that occurred during the registrant's most recent fiscal
quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant's control
over financial reporting; and



5. The registrant’s other certifying officers and I have disclosed, based on our
most recent evaluation of internal control over financial reporting, to the registrant’s auditors
and the audit committee of registrant’s board of directors (or persons performing the
equivalent function):

(a) all significant deficiencies and material weaknesses in the design or
operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) any fraud, whether or not material, that involves management or other
employees who have a significant role in the registrant’s internal control over
financial reporting.

Date: October 30, 2003 /s/ HAROLD M. KORELL
Harold M. Korell
Chief Executive Officer




Exhibit 31.2
CERTIFICATION

I, Greg D. Kerley, Chief Financial Officer of Southwestern Energy Company, certify that:

1. I'have reviewed this quarterly report on Form 10-Q of Southwestern Energy
Company;
2. Based on my knowledge, this report does not contain any untrue statement of

a material fact or omit to state a material fact necessary to make the statements made, in light
of the circumstances under which such statements were made, not misleading with respect to
the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial
information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officers and I are responsible for establishing
and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-
15(e) and 15d-15(e)) for the registrant and have:

(a) designed such disclosure controls and procedures, or caused such
disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during
the period in which this report is being prepared;

(b) evaluated the effectiveness of the registrant’s disclosure controls and
procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report
based on such evaluation; and

(©) disclosed in this report any change in the registrant's internal control
over financial reporting that occurred during the registrant's most recent fiscal
quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant's control
over financial reporting; and



5. The registrant’s other certifying officers and I have disclosed, based on our
most recent evaluation of internal control over financial reporting, to the registrant’s auditors
and the audit committee of registrant’s board of directors (or persons performing the
equivalent function):

(a) all significant deficiencies and material weaknesses in the design or
operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) any fraud, whether or not material, that involves management or other
employees who have a significant role in the registrant’s internal control over
financial reporting.

Date: October 30, 2003 /s/ GREG D. KERLEY
Greg D. Kerley
Chief Financial Officer




Exhibit 32

CERTIFICATION
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
(Subsections (a) and (b) of Section 1350, Chapter 63 of Title 18, United States Code)

Pursuant to section 906 of the Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of
section 1350, chapter 63 of title 18, United States Code), each of the undersigned officers of
Southwestern Energy Company, an Arkansas corporation (the “Company’), does hereby certify that:

The Quarterly Report on Form 10-Q for the quarter ended September 30,
2003 (the “Form 10-Q”) of the Company fully complies with the requirements of
section 13(a) or 15(d) of the Securities Exchange Act of 1934 and information
contained in the Form 10-Q fairly presents, in all material respects, the financial
condition and results of operations of the Company.

Dated: October 30, 2003 /s/ HAROLD M. KORELL
Harold M. Korell
Chief Executive Officer

Dated: October 30, 2003 /s/ GREG D. KERLEY
Greg D. Kerley
Chief Financial Officer




