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The Right People doing the 
Right Things, wisely investing the 
cash flow from the underlying 
Assets will create Value +®

®



 2012
Adding more value than our peers 
was a powerful solution to the 
challenges of 2012–a year where we 
set new records, improved efficiencies 
and expanded our operating 
areas and New Ventures ideas.

Our production grew by 13%, as 
results from our wells in the 
Fayetteville Shale improved and our 
Marcellus production has begun 
to ramp dramatically.

We recorded our second highest 
cash flow ever as a result of 
our higher production, record cash 
flow from our Midstream 
business and continued progress 
in lowering all of our costs.    

It starts with a focus on innovation, 
but then grows through driving 
down costs and remaining disciplined.  
The result in 2013 will be more 
production, efficient capital
investments and new surprises.
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TO OUR SHAREHOLDERS   
Strategy is best tested in 
difficult times and 2012 had its 
share of difficulties. The election 
cycle added ongoing financial 
uncertainty and the yearly 
average NYMEX natural gas 
price we used to value our 
reserves decreased 33% from 
$4.12 per thousand cubic 
feet to $2.76. I am proud to 
report the employees of 
Southwestern Energy 
responded resourcefully to the 
tough times and our strategy 
endured the various tests. 
The results were impressive: 
EBITDA of approximately 
$1.6 billion, the second highest 
in our company’s history, new 
production records and the 
driving down of costs in almost 
every part of our business. 
All of this was accomplished 
while investing 6% less 
capital than 2011.  

 What is the secret? How 
can a company prosper with a 
product price decrease of over 
33%? For us, it is summed up 
in the drive to deliver more than 
the expected. Our company 
formula says it best:

               –“The Right 
People doing the Right Things, 
wisely investing the cash flow 
from the underlying Assets 
will create Value+.”

 Many talk about delivering 
value. At Southwestern, we 
seek ways to consistently 
deliver extra. We measure 
progress in delivering “more.”  
Added value was the key to 
success in 2012 and will 
continue to separate us from 
our competition in 2013.

 Better, faster and 
cheaper are the best ways to 
describe the Fayetteville Shale 
operations in 2012. We 
set new total production and 
individual average well 
production records, lowered the 
time to drill a well by 15% and 
lowered the cost to drill and 
complete by 11%. Extra value 
in 2013 includes the addition 
of two company-operated 
stimulation crews to SWN’s 
growing vertical integration 
that already comprises 
company-owned rigs and 
supplying sand for the 
fracturing of our wells. The new 
crews will be able to complete 
approximately half the wells 
in the Fayetteville Shale at 
a cost $150,000 less per well 
than our peers. Added value 
will also include another year 
of decreased capital while 
expecting to deliver new overall 
record volumes of natural gas.         

 The Marcellus experienced 
a year of rapidly increasing 
activity and a more than 
doubling of production in 2012.  
It was also a year of adding 
important pipelines to the gas 
transportation infrastructure.  
Those pipelines will be integral 
to propelling production in 
this area from the 300 MMcf/d 
gross exit rate in 2012 to an 
expected rate of more than 
500 MMcf/d at year end 2013. 

 Our Midstream group 
delivered record EBITDA of 
approximately $339 million 
on investments of $165 
million. This 19% increase was 
associated with only a 3% 
increase in capital. The added 

value trend will continue in 
2013 as EBITDA is expected 
to grow by more than 
5% while decreasing total 
investments by 3%.

 Early entry into new areas 
and discovering new fields are 
distinguishing characteristics 
of Southwestern Energy 
that allow us to deliver more 
for our investors. It starts with 
recognizing something that 
doesn’t fit the dogma of the 
rest of the industry. Curiosity 
about the anomaly leads to 
learning and learning leads to 
innovation which can create 
new opportunities of all sizes.  
Southwestern’s discovery of the 
Fayetteville Shale and the early 
recognition of the northeast 
corner of Pennsylvania as a 
premier location for the 
Marcellus are both examples of 
this process. Today, SWN 
has 2.5 million acres in New 
Brunswick and over 1.3 million 
acres in other New Ventures 
projects that are in various 
stages of this V+ cycle. In 
2013, we plan to drill at least 
4 different projects that 
all contain significant upside 
potential for our company.

 2012 was also a year of 
added value through new 
beginnings. A unique group, 
called “V+ Development 
Solutions” was established 
with the daring goal of trying 
to solve some of the industry’s 
most difficult problems. 
It is an offshoot of work we 
have been doing the past few 
years to develop internal 
standards for our operations 
and is also the result of the 
partial success we have already 

encountered working with 
environmental groups to 
develop a model framework 
for well construction for the 
entire industry. Other work by 
both the Fayetteville and 
Marcellus teams has shown 
that we can shrink our water 
footprint through reducing, 
reusing and replenishing water.  
In 2012, that work provided 
V+ through eliminating the 
need for two of three disposal 
wells in the Fayetteville Shale. 
It has also allowed us to 
create another daring goal. 
Southwestern’s three year goal 
is to have a net neutral impact 
regarding the use of fresh water.  
We believe reaching for that 
goal is not only the right thing 
to do but it will deliver extra 
value both economically and 
for the environment.

 Adding more value than 
our peers was a powerful 
solution to the challenges 
encountered in 2012 and we 
know 2013 will bring its own 
tests. Delivering more for less, 
extra focus on doing the right 
things and added emphasis 
on how we interact with the 
environment insure a bright 
future for Southwestern Energy.  
It creates V+.

Sincerely,

Steven L. Mueller
President & 
Chief Executive Officer

added value was the 
key to success in 2012 
and will continue to 
separate us from our 
competition in 2013.”

“



Financial and operating highlights

 FOOTNOTES

(1) Adjusted net income and adjusted diluted EPS excludes a $1,939.7 million non-cash ceiling test impairment
 ($1,192.4 million net of taxes) in 2012 and a $907.8 million non-cash ceiling test impairment ($558.3 million
 net of taxes) in 2009 of the company’s natural gas and oil properties resulting from lower natural gas prices.

(2) EBITDA is a non-GAAP financial measure.

(3) Finding and development cost is a non-GAAP measure. Excludes revisions and capital related to the company’s
 sand facility and the purchase of drilling rig related and ancillary equipment.

(4) Production cost per Mcfe includes lease operating expenses and production taxes.

2012 was 
a year of 
doing more 
with less.
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The driver 
for 2013 is 
delivering 

value beyond 
expectations.
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The Fayetteville Shale is 
currently a primary focus of 
our E&P business. In 2012, we 
invested approximately $991 
million in the Fayetteville 
Shale and spudded 491 wells, 
453 of which we operated. 
As a result, our production 
grew by 11% in 2012, as 
gross production from our 
operated wells increased 
from approximately 1,947 
MMcf per day at the 

beginning of 2012 to 
approximately 2,090 MMcf 
per day by year-end. Net 
production from the 
Fayetteville Shale was 485.5 
Bcf in 2012, or 86% of our 
total production, compared 
to 436.8 Bcf in 2011. 
Approximately 2,988 Bcf, 
or 75% of our total 
reserves at year-end 2012, 
were attributable to the 
Fayetteville Shale.

fayetteville
Shale

The Fayetteville Shale represents 
the majority of our 

production and reserves.  



 Over the past several 
years, we have seen continual 
improvement in our drilling 
practices in the Fayetteville 
Shale. Our operated 
horizontal wells had an 
average completed well cost 
of $2.5 million per well, 
average horizontal lateral 
length of 4,833 feet and 
average time to drill to total 
depth of 6.7 days from 

re-entry to re-entry in 2012. 
This compares to an average 
completed operated well 
cost of $2.8 million per well, 
average horizontal lateral 
length of 4,836 feet 
and average time to drill of 
7.9 days during 2011. The 
operated wells we placed 
on production during 2012 
averaged initial production 
rates of 3,629 Mcf per day, 
compared to average 

initial production rates of 
3,330 Mcf per day in 2011, 
primarily due to the 
optimization of our drilling 
plan as a result of the 
rapid drop in our realized 
gas price in early 2012.  

 In 2013, we estimate 
our net production from the 
Fayetteville Shale will be in 
the range of 475 to 480 Bcf 

from a capital investment 
program of approximately 
$830 million, which 
includes participating in 
approximately 385 to 390 
gross wells, all of which 
we plan to operate.

We achieved two significant milestones in 
the Fayetteville Shale in 2012: Total gross 

operated production reached 2 Bcf per day 
and cumulative gross operated production 

surpassed 2 Tcf since we announced 
the play in 2004
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.



We believe that the 
Marcellus Shale will 
provide significant growth 
in production and reserves 
for us over the next several 
years. In 2012, we invested 
approximately $507 million 
in the Marcellus Shale and 
spud 92 operated wells, 
resulting in gross operated 
production increasing from 
approximately 133 MMcf per 
day at the beginning of 

2012 to approximately 300 
MMcf per day by year-end. 
Net production from this 
area increased by 130% to 
53.6 Bcf in 2012, compared 
to 23.4 Bcf in 2011. Our total 
proved net reserves booked 
in the Marcellus Shale more 
than doubled to 816 Bcf at 
year-end 2012, compared to 
342 Bcf at year-end 2011.

 During 2012, we 
expanded our Marcellus 

marcellus
Shale

Our production and reserves 
both more than doubled 

during 2012 in the Marcellus Shale.



Shale activities into 
previously undeveloped areas 
which now include Bradford, 
Lycoming and Susquehanna 
counties. Our operated 
horizontal wells had an 
average completed well cost 
of $6.1 million per well, 
average horizontal lateral 
length of 4,070 feet and 
an average of 12 fracture 
stimulation stages in 2012. 
This compares to an average 
completed operated well 

cost of $7.0 million per well, 
average horizontal lateral 
length of 4,223 feet and an 
average of 14 fracture 
stimulation stages in 2011. 
The average gross proved 
reserves for the undeveloped 
wells included in our 
year-end reserves was 
approximately 7.6 Bcf per 
well, up from 7.5 Bcf per 
well at year-end 2011. 

 We are continuing to 
accelerate our Marcellus 
Shale operations in line with 
available gas transportation 
infrastructure. In 2013, we 
plan to invest approximately 
$705 million in the Marcellus 
Shale play and expect to 
participate in a total of 86 
to 88 gross wells in 2013, all 
of which will be operated 
by us. As a result, we 
expect our gross operated 

production to increase 
dramatically from 
our Marcellus properties 
throughout 2013, from 
approximately 300 MMcf per 
day at year-end 2012 to over 
500 MMcf per day by the 
end of 2013. We estimate 
that our production from the 
Marcellus Shale will again 
more than double in 2013 
and be in the range of 
134 to 139 Bcf.
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For the first time in many years, another 
project–the Marcellus Shale–shared 

the spotlight with our Fayetteville Shale play 
Expect even more outstanding results 

from the Marcellus Shale in 2013.

.



As of December 31, 2012, 
we held approximately 
3.8 million net acres in 
connection with our New 
Ventures prospects, of which 
approximately 2.5 million net 
acres were located in New 
Brunswick, Canada. We also 
tested three prospective new 
oil plays during 2012 and will 
continue our efforts in 2013 

to make these, and others, 
into exploration projects that 
create significant value.

 As of December 31, 
2012, we held approximately 
507,000 net acres in our 
Lower Smackover Brown 
Dense play in southern 
Arkansas and northern 
Louisiana. We have drilled 
six operated wells in the 
play area to date, with each 
successive well showing 

NEW
VENTURES

At year-end 2012, we held 
approximately 3.8 million net 

acres in connection with 
our New Ventures prospects.



increasing production rates. 
We are encouraged by our 
results to date and if our 
2013 drilling program yields 
positive results, we expect 
that activity in the play could 
increase significantly.

 We also have 
approximately 302,000 net 
acres in the Denver-Julesburg 
Basin in eastern Colorado 

where we have drilled a 
horizontal well and a vertical 
well, both of which are 
testing multiple intervals.

 We also have drilled a 
horizontal oil well in Sheridan 
County, Montana, targeting 
the Bakken and Three Forks 
objectives. We are continuing 
to lease acreage and plan 
to permit and drill additional 
wells in the area in 2013. 

 In 2013, we will continue 
our work toward trying to 
make our Brown Dense play 
commercial, but that is only 
a part of our exploration 
picture. The past few years 
have seen our New Ventures 
program grow from 
developing ideas to an 
ongoing 1+ million-acre 
program that is built to test 
several ideas each year into 

the foreseeable future. In 
2013, we plan to drill at least 
four different projects that 
all contain significant upside 
potential for our company.
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In 2012, we advanced our New Ventures 
opportunities and continue to 

focus on new ideas in over 1.3 million 
net acres outside of our 

New Brunswick exploration project.



In 2005, our strategy of V+ 
caused us to enter into 
two new business segments. 
One was our Fayetteville 
Shale drilling company 
and the other was natural 
gas gathering. At the time, 
we did not know how this 
business would impact our 
company in future years; we 
just needed to get our gas 
from the Fayetteville Shale 
into pipelines quicker than 

third parties could. Today, 
our Midstream business 
generates meaningful cash 
flow and provides a stable 
source of revenue and 
earnings from gathering 
fees associated with the 
transportation of natural gas 
to market and through the 
marketing of natural gas. 

 Operating income from 
our Midstream Services 
segment was $294.3 million 

MIDSTREAM
SERVICES

We continue to expand our 
Midstream business as 

we enter new producing areas.
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in 2012, compared to $248.0 
million in 2011, while EBITDA 
grew to $338.8 million in 2012 
from $285.1 million in 2011. 

 Our gathering system 
in the Fayetteville Shale 
play is one of the largest 
contiguous gathering 
systems in the country. 
At December 31, 2012, our 
Midstream segment was 
gathering approximately 2.3 

Bcf per day through 1,852 
miles of gathering lines 
in the Fayetteville Shale, 
compared to gathering 
approximately 2.1 Bcf per 
day through 1,791 miles of 
gathering lines at December 
31, 2011. Our gas gathering 
business relies largely on 
natural gas sourced from our 
operations in the Fayetteville 
Shale and to a lesser extent 
on the level of activity 

undertaken by other 
operators in the play area.

 While our gathering 
assets are primarily 
concentrated in our 
Fayetteville Shale play in 
Arkansas, we also expanded 
our gathering activities 
in the Marcellus Shale 
in Pennsylvania and began 
gathering gas, oil and 
condensate from our Brown 

Dense exploration program 
in northern Louisiana 
during 2012. In 2013, we 
will continue to grow our 
gathering volumes from all 
of these areas.

 We plan to invest 
approximately $160 million 
in our Midstream Services 
segment in 2013.

In 2012, record gathered gas 
volumes and marketing volumes 

translated to record cash flows 
for our Midstream Services segment.
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