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HALLWOCD GROUP REPORTS RESULTS FOR THE
FOURTH QUARTER AND YEAR ENDED DECEMBER 31, 2006

Dal | as, Texas, My 14, 2007 — The Hallwood G oup |Incorporated
(AVEX- HW5) today reported results for the fourth quarter and year
ended Decenber 31, 2006

For the quarter, Hallwood reported a net loss of $5.8 mllion, or
$3.86 per share, assumng dilution, conpared to net inconme of
$818, 000, or $0.54 per share, in 2005. Results for the 2006 quarter
and year were inpacted by Hallwiod s share of the loss fromits
25% owned Hal | wood Energy, L.P. affiliate, which is accounted for
using the equity method of accounting. Hallwod Energy reported a
net loss of $41.4 mllion for 2006, which was principally
attributable to a $28.4 mllion inpairment of its reserves.

For the year, Hallwood's net loss was $6.7 mllion, or $4. 44 per
share, assuming dilution, conpared to net incone of $26.3 mllion,
or $17.47 per share, in 2005. The 2005 results included a gain of
$52.4 mllion from the July 2005 disposition of the Conpany’s
mnority investnment in Hallwod Energy 111, L.P.

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

Operating Inconme (Loss). For the 2006 and 2005 quarters, the
operating |l oss was $18, 000, conpared to operating incone of $1.0
mllion, on revenue of $27.6 mllion and $31.2 nmllion
respectively.

For the year, operating i ncome was $772, 000 and $53, 000, on revenue
of $112.2 million and $134.6 mllion, respectively.

Fluctuations were primarily due to a decrease in mlitary sales,
which were $13.4 nillion and $53.9 mllion for the quarter and 2006
year, conpared to $16.1 mllion and $72.5 mllion for the quarter
and 2005 year, respectively, and a $5.0 mllion bonus award in
2005.

O her Income (Loss). Qther income (loss) consists of equity inits
Hal | wod Energy affiliate and predecessor entities, gain from
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di sposition of the Hallwood Energy |1l affiliate, interest incone
and expense and ot her inconme and expense.

For the 2006 and 2005 quarters, other incone (loss) was a | oss of
$8.8 mllion in 2006 and i nconme of $454,000 in 2005, respectively,
including an equity loss from Hallwod Energy and predecessor
affiliates of $8.7 million in 2006, conpared to an equity | oss of
$198, 000 i n 2005.

For the year, other inconme (loss) was a loss of $10.5 nillion,
conpared to income of $44.8 mllion in 2005, including equity
| osses fromits Hallwood Energy affiliate and predecessor entities
of $10.4 mllion in 2006 and $8.5 nillion in 2005. The 2005 results
include the $52.4 mllion gain fromthe July 2005 disposition of
the Conpany’s mnority investnment in Hallwod Energy |11

| ncome Tax Expense (Benefit). For the 2006 quarter, the incone tax
benefit was $2.9 mllion, which included a current federal tax
benefit of $2.0 mllion, a non-cash deferred federal tax benefit of
$786, 000 and state tax benefit of $195,000. For the 2005 quarter,
the inconme tax expense was $683,000, which included a current
federal tax benefit of $1.9 million, a non-cash deferred federal
tax expense of $3.0 million and state tax benefit of $471, 000.

For the 2006 year, the incone tax benefit was $3.0 mllion, which
i ncluded a current federal tax benefit of $2.2 mllion, a non-cash
deferred federal tax benefit of $1.0 mllion and state tax expense
of $233,000. For the 2005 year, incone tax expense was $18.5
mllion, which included a current federal tax expense of $13.7
mllion, a non-cash deferred federal tax expense of $3.9 mllion
and state tax of $889, 000.
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The following table sets forth selected financial information for the quarters
and years ended Decenber 31, 2006 and 2005.

THE HALLWOOD GROUP | NCORPORATED
(I'n thousands, except per share anounts)

Quarter Ended Year Ended
Decenber 31, Decenber 31,
2006 2005 2006 2005
ReVENUE. . ... 27, 62 $31, 185 $112, 154 $134, 607
Operating income (loss)..................... $ (18) $ 1,047 $ 772 % 53
Qher income (10SS). ..., (8, 764) 454 (10, 485) 44,799
Income (loss) before inconme taxes........... (8,782) 1,501 (9, 713) 44,852
Income tax expense (benefit)................ (2,940) 683 (2,988) 18, 510
Net income (10SS)......cvviiiiiiiiiinnnn. $(5,842) $__ 818 $_(6.725) $_26,342
PER COMMON SHARE
BASI C
Net income (10SS)..........ooiiiiiinnnn. $(3.86) $0. 54 $(4.44 $18. 22
Wi ght ed average shares outstanding ..... 1,515 1,511 1,514 1, 446
ASSUM NG DI LUTI ON
Net income (10SS)........ ... .. $(3.86) $0. 54 $(4.44) $17.47
Wei ght ed average shares outstanding...... 1, 515 1, 526 1,514 1, 508

Certain statements in this press release may constitute “orward-|ooking statenents”,
whi ch are subject to known and unknown risks and uncertainties including, anong other

t hi ngs, certain economc conditions, conpetition, devel opment factors and operating
costs that may cause the actual results to differ materially fromresults inplied by
such forward-1ooking statenments. These risks and uncertainties are described in greater
detail in the Conpany’s periodic filings with the SEC
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