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HALLWOOD GROUP REPORTS RESULTS FOR THE
TH RD QUARTER AND NI NE MONTHS ENDED SEPTEMBER 30, 2006

Dal | as, Texas, Novenber 14, 2006 — The Hallwood G oup |Incorporated
(AVEX- HW5) today reported results for the third quarter and nine nonths

ended Sept enber 30, 2006.

For the quarter, Hallwood reported a net |oss of $848,000, or $0.56 per
share, assumng dilution, conpared to net inconme of $28.9 mllion, or
$18. 95 per share, in 2005.

For the nine nonths, Hallwood reported a net |oss of $883, 000, or $0.58
per share, assumng dilution, conpared to net inconme of $25.5 mllion,
or $16.93 per share, in 2005.

The 2005 quarter and nine nonths included a gain from disposition of

its investnent in Hallwod Energy 111, L.P., one of the Conpany’s
fornmer energy affiliates, in the anount of $52.0 million.

~ MORE ~



Following is a conparison of results for the 2006 and 2005 peri ods:

Qperating Inconme (Loss). For the 2006 and 2005 quarters, operating
income (loss) was a loss of $584,000 and incone of $1.2 million, on
revenue of $25.1 million and $30.2 nmillion, respectively.

For the 2006 and 2005 nine nonths, operating incone was $790,000 and a
| oss of $991,000, on revenue of $84.5 nillion and $103.4 mnllion,
respectively.

Fluctuations were primarily due to a decrease in mlitary sales to
$11.5 mllion and $40.4 mllion for the three nmonths and nine nonths
ended Septenber 30, 2006, conpared to $16.9 mllion and $56.7 mllion
in 2005, respectively, and a $5.0 mllion bonus award in the 2005
second quarter.

O her Incone (Loss). Oher income (loss) consists of equity in its
Hal | wod Energy, L.P. affiliate and predecessor entities, gain from
di sposition of the Hallwod Energy Ill affiliate, interest incone and
expense and ot her incone and expense.

For the 2006 and 2005 third quarters, other income (loss) was a | oss of
$670, 000 and incone of $43.7 mllion, respectively, including an equity
loss fromits energy investnent of $665,6000 in 2006, conpared to an
equity loss of $8.5 million in 2005.

For the nine nonths, other incone (loss) was a loss of $1.7 mllion and
income of $44.3 million, respectively, including an equity |loss of $1.7
mllion in 2006 and an equity loss of $8.3 mllion in 2005.

The 2005 anmounts included the $52.0 million gain from disposition the
Conpany’s investnent in Hallwood Energy Il in July.

I nconme Tax Expense (Benefit). For the 2006 third quarter, the incone
tax (benefit) of $406, 000, included a noncash deferred federal tax
(benefit) of $227,000, a current federal (benefit) of $230,000 and
state tax expense of $51,000. For the 2005 third quarter, the incone
tax expense of $15.9 mllion, included noncash deferred federal tax
expense of $678,000, current federal tax expense of $14.9 million and
state tax expense of $377, 000.

For the 2006 nine nonths, the inconme tax (benefit) of $48, 000, included
a noncash deferred federal tax (benefit) of $246,000, a current federa
tax benefit of $230,000 and state tax expense of $428, 000. For the 2005
nine nonths, the incone tax expense of $17.8 mllion, included a
noncash deferred federal tax expense of $917,000, current federal tax
expense of $15.6 nmillion and state tax expense of $1.4 mllion
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The follow ng

table sets forth selected financial information for the
three nont hs and ni ne nont hs ended Septenber 30, 2006 and 2005.

THE HALLWOCD GROUP | NCORPORATED

(I'n thousands, except per share anobunts)

Three Mont hs Ended
Sept enber 30,

Ni ne Mont hs Ended
Sept enber 30,

2006 2005

$84, 528 $103, 422

$ 790 $ (991)
(1,721) 44,343

2006 2005
REVENUE &« . e $25, 055 $30, 239
Operating income (losS) ............................ $ (584) $ 1,168
Qher income (10SS) ... . i e (670) 43,716
Incone (loss) before inconme tax expense (benefit) .. (1, 254) 44, 884
I ncone tax expense (benefit) ....... ... ... ... .. ..... (406) 15, 949

Net incone (I o0ss)

PER COMVON SHARE:
BASI C

(931) 43,352
(48) 17,828

.................................. $__ (848 $28, 935

$_(883) $ 25,524

$(0.58) $17.93

Net income (10SS) ... $(0.56) $19. 15

Wei ght ed average shares outstanding ............ 1,515 1,511
ASSUM NG DI LUTI ON

Net income (10SS) ... e $(0. 56) $18. 95

Wei ght ed average shares outstanding ........... 1,515 1,527

1,513 1,423

$(0. 58) $16.93

1,513 1,508

Certain statenents in this press release may constitute “forward-I|ooking statenents”
whi ch are subject to known and unknown risks and uncertainties including, anong ot her
things, certain econom c conditions, conpetition, devel opnment factors and operating

costs that may cause the actual results to differ materially fromresults inplied by

such forward-1ooking statenents.

greater detai

in the Conmpany’s periodic filings with the SEC
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These risks and uncertainties are described in



