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PrimeEnergy Corporation
Consolidated Balance Sheets
September 30, 2006 and December 31, 2005
September 30, December 31,
2006 2005
(Unaudited) (Audited)
ASSETS
Current assets:
Cash and cash equivalents $ 16,004,000 $ 11,119,000
2,837,000 1,797,000
Restricted cash and cash equivalents
23,819,000 16,497,000

Accounts receivable, net

704,000 985,000
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Due from related parties

Prepaid expenses

Derivative contracts

Inventory at cost

Other current assets

Total current assets

Property and equipment, at cost

Other assets

Oil and gas properties (successful
efforts method), net

Field service equipment and other,
net

Net property and equipment

Total assets

1,238,000

3,922,000

1,846,000

454,000

149,530,000

6,516,000

7,395,000

388,000

526,000

66,180,000

3,966,000
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See accompanying notes to the consolidated financial statements.

PrimeEnergy Corporation
Consolidated Balance Sheets
September 30, 2006 and December 31, 2005

September 30, December 31,
2006 2005
(Unaudited) (Audited)
LIABILITIES and STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable $ 36,290,000 $ 15,105,000
Current portion of asset retirement and other 704,000 378,000

long-term obligations

7,378,000 8,606,000
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Accrued liabilities

Due to related parties

Total current liabilities

Long-term bank debt
Asset retirement obligations

Deferred income taxes

Total liabilities

Minority Interest

Stockholders' equity:

Preferred stock, $.10 par value,

authorized 5,000,000 shares, none
issued

Common stock, $.10 par value, authorized

10,000,000 shares; issued 7,694,970
in 2006 and 2005

Paid in capital

1,579,000

45,951,000

79,625,000
5,098,000

23,669,000

769,000

11,024,000

64,515,000

1,432,000

25,521,000

28,050,000
2,216,000

13,860,000

769,000

11,024,000

48,608,000
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Retained earnings

2,672,000
Accumulated other comprehensive income,
net

78,980,400

Treasury stock, at cost, 4,448,416 common
shares

(25,900,000)

at 2006 and 4,367,155 common
shares at 2005

Total stockholders' equity

Total

See accompanying notes to the consolidated financial statements.
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PrimeEnergy Corporation
Consolidated Statements of Operations
Nine Months Ended September 30, 2006 and 2005

(unaudited)

2006

60,401,000

(20,665,000)

2005
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Revenue:

Oil and gas sales

Field service income

Administrative overhead fees

Loss on derivative instruments,
net

Interest and other income

Total revenue

Costs and expenses:

Lease operating expense

Field service expense

Depreciation, depletion and
amortization

General and administrative
expense

Exploration costs

Total costs and
expenses

$

48,666,000

15,001,000

7,237,000

338,000

15,386,000

11,554,000

10,821,000

9,129,000

647,000

47,537,000

37,131,000

10,857,000

5,233,000

(295,000)

13,114,000

9,161,000

8,808,000

8,400,000

689,000

40,172,000
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Income from operations 23,705,000
Interest expense 1,598,000
Gain on sale and exchange of assets 3,029,000
Net income before income taxes _“2_;_1_;6_,_(;;)_(;
Provision for income taxes 9,229,000
Net income $ “_1_j5-,_9_(_)-7_,_(;-0_(;
Basic income per common share $ 4.84
Diluted income per common share $ 3.93

See accompanying notes to the consolidated financial statements.
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PrimeEnergy Corporation
Consolidated Statements of Operations
Three Months Ended September 30, 2006 and 2005

(unaudited)

12,807,000

1,254,000

20,327,000

31,880,000

12,752,000

5.59

4.59
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Revenue:

Oil and gas sales

Field service income

Administrative overhead fees

Loss on derivative instruments,
net

Interest and other income

Total revenue

Costs and expenses:

Lease operating expense

Field service expense

Depreciation, depletion and
amortization

General and administrative
expense

Exploration costs

2006

16,996,000 $

5,195,000

2,528,000

123,000

5,790,000

3,973,000

3,530,000

2,448,000

51,000

15,792,000

2005

13,750,000

3,853,000

1,679,000

(10,000)

4,343,000

3,212,000

2,675,000

4,219,000

418,000

14,867,000

11
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Total costs and

expenses
Income from operations _““9-,;;(;,_(;;)-(;
Interest expense 937,000
Gain on sale and exchange of assets 2,925,000
Net income before income taxes “_1_ _1-,;;;(_);)_(;
Provision for income taxes 4,429,000
$ camon
Basic income per common share $ 2.02
Diluted income per common share $ 1.64

See accompanying notes to the consolidated financial statements.
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PrimeEnergy Corporation
Consolidated Statement of Stockholders' Equity
Nine Months Ended September 30, 2006
(unaudited)

4,426,000

427,000
20,257,000

24,256,000

9,702,000

4.32

3.54

12



Balance at
December 31,
2005

Purchased
81,261 shares
of common

stock
Net income

Other
comprehensive

income, net of
taxes

Balance at
September 30,
2006
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Accumulated
Other
Common
Stock
Paid In Retained Comprehensive Treasury

Shares Amount Capital Earnings Stock Total

Income/I oss
7,694970 $769,000 11,024,000 48,608,000 -- (20,665,000) $
39,736,000
(5,235,000)

(5,235,000)
15,907,000 15,907,000
2,672,000
2,672,000

7,694970 $769,000 11,024,000 64,515,000 2,672,000 (25,900,000) $
53,080,000

13
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See accompanying notes to the consolidated financial statements.

PrimeEnergy Corporation
Consolidated Statements of Cash Flows

Nine Months Ended September 30, 2006 and 2005

(

14



Edgar Filing: PRIMEENERGY CORP - Form 10-Q

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash
provided by

Operating activities:

Depreciation, depletion and
amortization

Dry hole costs

Gain on sale of properties

Stock based compensation
expense

Provision for deferred income

taxes

Changes in assets and liabilities:

Accounts receivable

Due to related parties

Inventories

2006

15,907,000

13,703,000

510,000

(3,029,000)

1,313,000

8,064,000

(7,322,000)

281,000

(1,458,000)

5,387,000

2005

19,128,000

8,808,000

271,000

(20,327,000)

8,193,000

(2,431,000)

646,000

(3,310,000)

(346,000)

15
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Prepaid expense and other
assets

Accounts payable

Accrued liabilities

Due from related parties

Net cash provided by operating activities:

Cash flows from investing activities:

Capital expenditures, including dry hole
expense

Proceeds from sale of property and equipment

Net cash provided by (used in) investing
activities

Cash flows from financing activities:

Purchase of treasury stock

Proceeds from long-term bank debt

Repayment of long-term bank debt

(4,753,000)

(1,228,000)

549,000

(72,408,000)

3,029,000

(5,235,000)

115,670,000

(64,095,000)

46,340,000

7,478,000

3,517,000

(40,948,000)

46,400,000

(3,693,000)

39,970,000

(61,632,000)

(25,355,000)

16
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Net cash provided by(used in) financing

activities
Net increase (decrease) in cash and cash equivalents -4;5_3;;,;)_(_);)"“ “___1-,_7_;4_,_(;;)_(;
Cash and cash equivalents at the beginning of the period 11,119,000 6,476,000
Cash and cash equivalents at the end of the period $ -“1“6_,;(_)_4_,-(;;)_(; ) _"__8-,_2_(-);,—(;;)_(;

See accompanying notes to the consolidated financial statements.
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PrimeEnergy Corporation
Notes to Consolidated Financial Statements

September 30, 2006

(1) Interim Financial Statements:

The accompanying consolidated financial statements of PrimeEnergy Corporation, with the exception
of the consolidated balance sheet at December 31, 2005, have not been audited by independent public
accountants. In the opinion of management, the accompanying financial statements reflect all
adjustments necessary to present fairly our financial position at September 30, 2006 and our income
and cash flows for the nine months ended September 30, 2006 and 2005. All such adjustments are of a
normal recurring nature. Certain amounts presented in prior period financial statements have been
reclassified for consistency with current period presentation. The results for interim periods are not
necessarily indicative of annual results.

Recently Issued Accounting Pronouncements

In February 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 155
"Accounting for Certain Hybrid Financial Instruments-an amendment of FASB Statements No. 133
and 140." SFAS No. 155 amends SFAS No. 133, "Accounting for Derivative Instruments and
Hedging Activities" and SFAS No. 140, "Accounting for Transfers for Servicing of Financial Assets
and Extinguishments of Liabilities," and also resolves issues addressed in SFAS No. 133
Implementation Issue No. D1, "Application of Statement 133 to Beneficial Interests in Securitized
Financial Assets." SFAS No. 155 was issued to eliminate the exemption from applying SFAS No. 133
to interests in securitized financial assets so that similar instruments are accounted for in a similar
fashion, regardless of the instruments form. The Company does not believe that its financial position,
results of operations or cash flows will be impacted by SFAS No. 155 as the Company does not

17
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currently hold any hybrid financial instruments.

In July 2006, the FASB issued FASB Interpretation (FIN) No. 48, "Accounting for Uncertainty in
Income Taxes-an interpretation of FASB Statement No. 109." This interpretation provides guidance
for recognizing and measuring uncertain tax positions, as defined in SFAS NO. 109, "Accounting for
Income Taxes". FIN NO. 48 prescribes a two-step process for accounting for income tax
uncertainties. First, a threshold condition of "more likely than not" should be met to determine
whether any of the benefit of the uncertain tax position should be recognized in the financial
statements. If the recognition threshold is met, FIN 48 provides additional guidance on measuring the
amount of the uncertain tax position. Guidance is also provided regarding derecognition,
classification, interest and penalties, interim period accounting, transition and disclosure of these
uncertain tax positions. FIN 48 is effective for fiscal years beginning after December 15, 2006. The
Company is currently evaluating the impact, if any, that FIN No. 48 may have on its financial
position, results of operations and cash flows.

PrimeEnergy Corporation
Notes to Consolidated Financial Statements
September 30, 2006
(1) Interim Financial Statements: (continued)

In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements," which establishes a
formal framework for measuring fair values of assets and liabilities in financial statements that are
already required by U.S. generally accepted accounting principles (GAAP) to be measured at fair
value. SFAS No. 157 clarifies guidance in FASB Concepts Statement (CON) NO. 7 which discusses
present value techniques in measuring fair value. Additional disclosures are also required for
transactions measured at fair value. No new fair value measurements are prescribed, and SFAS No.
157 is intended to codify the several definitions of fair value included in various accounting standards.
However, the application of this Statement may change current practices for certain companies. SFAS
No. 157 is effective for fiscal years beginning after November 15, 2007. The Company is currently
evaluating what impact SFAS No. 157 may have on its financial position, results of operations or cash
flows.

In September 2006, the FASB issued No. 158, "Employers Accounting for Defined Benefit Pension
and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106 and 132(R)."
SFAS No. 158 requires recognition of the funded status of a benefit plan in the Company's balance
sheet and the recognition through other comprehensive income of gains, losses, prior service costs and
credits, net of tax, arising during the period but not included as a component of periodic benefit cost.
In addition, the measurement date of plan assets and obligations must be the Company's balance sheet

18
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date. Additional disclosures in the notes to the financial statements will also be required and guidance
is prescribed regarding the selection of discount rates to be used in measuring the benefit obligation.
For public companies, the effective date of SFAS No. 158 is as of the end of the fiscal year ending
after December 15, 2006. The effective date of new measurement date provision is for fiscal years
ending after December 15, 2008. The Company does not believe that its financial position, results of
operations or cash flows will be impacted by SFAS No. 158 as the Company does not currently have
defined benefit pension or post retirement plans.

In September 2006, the SEC Staff issued Staff Accounting Bulletin (SAB) No. 108, "Considering the
Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial
Statements," in an effort to address diversity in the accounting practices of quantifying misstatements
and the potential for improper amounts on the balance sheet. Prior to the issuance of SAB No. 108,
the two methods used for quantifying the effects of financial statement errors were the "roll-over" and
"iron curtain" methods. Under the "roll-over" method, the primary focus is the income statement,
including the reversing effect of prior year misstatements. The criticism of this method is that
misstatements can accumulate on the balance sheet. On the other hand, the "iron curtain" method
focuses on the effect of correcting the ending balance sheet, with less importance on the reversing
effects of prior year errors in the income statement. SAB No. 108 establishes a "dual approach" which
requires the quantification

10
Notes to Consolidated Financial Statements
September 30, 2006
(1) Interim Financial Statements: (continued)

of the effect of financial statement errors on each financial statement, as well as related disclosures.
Public companies are required to record the cumulative effect of initially adopting the "dual
approach" method in the first year ending after November 16, 2006 by recording any necessary
corrections to asset and liability balances with an offsetting adjustment to the opening balance of
retained earnings. The use of this cumulative effect transition method also requires detailed
disclosures of the nature and amount of each error being corrected and how and when they arose. The
Company is currently evaluating the impact SAB No. 108 may have on its financial position, results
of operations and cash flows.

(2) Significant Acquisitions, Dispositions and Property Activity

In August 2005 the Company completed a transaction involving its interests in certain offshore Gulf of Mexico
properties effective April 1, 2005 (the "Partners transaction".) Prime Offshore L.L.C. (Prime Offshore), formerly, F-W
Oil Exploration L.L.C., a subsidiary of the Company, entered into a limited partnership agreement (the "Partners

Agreement"), wherein Prime Offshore is the General Partner of FWOE Partners L.P. (Partners) formed for the
acquisition, development and operation of oil and gas properties and pipelines, equipment, facilities and fixtures
appurtenant thereto, in off-shore Gulf of Mexico (the "Properties"). Prior to entering into the Partners Agreement,
Prime Offshore had distributed interests in the Properties to the minority shareholders of Prime Offshore and the
Company purchased all of the outstanding shares of such minority shareholders for $250,000, resulting in the
Company's 100% ownership of Prime Offshore.

19
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Prime Offshore contributed all of its interest in the Properties to the partnership in exchange for an initial 20% General
Partner interest in Partners and a cash distribution of $42.9 million. Partners purchased the interests previously
distributed to the former minority shareholders for $27.7 million. The entire $70.6 million expended by Partners was
funded by a cash contribution by the Limited Partner. The cash distribution includes adjustments for estimated net
revenues from the effective date of April 1, 2005, estimated capital expenditures and other typical closing
adjustments.

In July 2005 the Company completed the sale of certain leasehold and exploration rights in prospects generated in the
Company's onshore Texas 2-d Seismic Exploration Program in exchange for a cash payment of $3.5 million (the E2D
transaction.)

As more fully described in Note 8, the Company is committed to offer to repurchase the interests of the partners and
trust unit holders in certain of the Partnerships. The Company purchased such interests in an amount totaling $444,000
for the nine months ending September 30, 2006 and $1,217,416 for the year ending December 31, 2005. The

Company's proportionate share of assets, liabilities and results of operations related to the interests in the Partnerships
are included in the consolidated financial statements.

11
PrimeEnergy Corporation
Notes to Consolidated Financial Statements
September 30, 2006
(3) Restricted Cash and Cash Equivalents:
Restricted cash and cash equivalents include $2,837,000 and $1,797,000 at September 30, 2006 and
December 31, 2005, respectively, of cash primarily pertaining to undistributed royalty payments.
There were corresponding accounts payable recorded at September 30, 2006 and December 31, 2005

for these liabilities.

(4) Additional Balance Sheet Information

Certain balance sheet amounts are comprised of the following:

September 30, December 31,
2006 2005
Accounts Receivable
Joint Interest Billing $ 11,230,000 $ 3,100,000
Trade Receivables 2,480,000 1,922,000

20
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Oil and Gas Sales

Other

Less, Allowance for doubtful
accounts

Accounts Payable:

Trade
Royalty and other owners

Other

Total

Accrued Liabilities:
Payroll and benefits
Interest

Other

Total

$

$

8,489,000
2,225,000
24,424,000

(605,000)

23,819,000

27,603,000
7,182,000

1,505,000

4,584,000
290,000

2,504,000

$

9,926,000
2,154,000
17,102,000

(605,000)

16,497,000

6,476,000
7,310,000

1,319,000

1,632,000
342,000

6,632,000
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PrimeEnergy Corporation
Notes to Consolidated Financial Statements
September 30, 2006
(5) Property and Equipment:

Property and equipment at September 30, 2006 and December 31, 2005 consisted of the following:

September 30, December 31,
2006 2005
Proved oil and gas properties, $ 209,565,000 $ 125,248,000
at cost
Unproved oil and gas 14,853,000 6,166,000
properties, at cost
Less, accumulated depletion
and depreciation (74,888,000) (65,234,000)
$ 149,530,000 $ 66,180,000
Field service equipment and 14,622,000 11,427,000
other
Less, accumulated depreciation (8,106,000) (7,461,000)
$ 6,516,000 $ 3,966,000
Total net property and $ $

equipment 156,046,000 70,146,000
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Total interest costs incurred during the first nine months of 2006 were $2,330,000. Of this amount, the
Company capitalized $735,000. Capitalized interest is included as part of the cost of oil and gas properties.
The capitalized rates are based upon the Company's weighted-average cost of borrowings used to finance the
expenditures.

(6) Long-Term Bank Debt:

At September 30, 2006, the Company had $79.63 million outstanding under its revolving credit facilities. The
Company maintains two separate facilities with its Lender, a $62 million facility which can be expanded to
$162 million, secured by the Company's onshore oil and gas properties and field service equipment and a
$28.5 million facility, which can be expanded to $80 million, maintained by the Company's subsidiary, Prime
Offshore LLC, secured by certain offshore oil and gas properties. The available credit lines are subject to
adjustment from time to time on the basis of the projected present value (as determined by the bank's
petroleum engineer) of estimated cash flows from certain proved oil and gas reserves and assets of the
company.

The onshore credit facility provides for interest on outstanding borrowings at the bank's base rate, payable
monthly or at rates 2% over the London Inter-Bank Offered Rate (LIBO rate) payable at the end of the period,
and the term of the facility expires in March 2009. The offshore credit facility provides for interest on
outstanding borrowings at rates ranging from 0.5% to 1.5% above the bank's base rate, payable monthly or at
rates ranging from 2% to 3.5% over the London Inter-Bank Offered Rate (LIBO rate) payable at the end of the
period, and the term of the facility expires in July 2009. The agreements require the Company to maintain, as
defined, a minimum current ratio, tangible net worth, debt coverage ratio and interest coverage ratio, and
restrictions are placed on the payment of dividends and the amount of treasury stock the Company may
purchase.

13
PrimeEnergy Corporation
Notes to Consolidated Financial Statements
September 30, 2006
(6) Long-Term Bank Debt continued:
The combined average interest rates paid on outstanding borrowings subject to interest at the bank's base rate
and on outstanding borrowings bearing interest based upon the LIBO rate were 7.94% during the first nine
months of 2006 as compared to 4.85% during the same period of 2005. Outstanding borrowings were
$79,625,000 as of September 30, 2006 and $28,050,000 as of December 31, 2005.
(7) Other Long-Term Obligations and Commitments:

Operating Leases:

The Company has several non-cancelable operating leases, primarily for rental of office space, that
have a term of more than one year.

Operating Leases
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2006 123,000
2007 499,000
2008 451,000
2009 275,000
Thereafter 8,000
Total minimum payments $ 1,356,000

Asset Retirement Obligation:

A reconciliation of our liability for plugging and abandonment costs for the nine months ended
September 30, 2006 and the year ended December 31, 2005 is as follows:

September 30, December 31,
2005
2006

Asset retirement obligation beginning of
period $ 2,594,000 $ 390,000
Liabilities incurred 3,006,000 1,456,000
Liabilities settled (192,000) (116,000)
Accretion expense 68,000 80,000
Change in estimate -- 784,000
Asset retirement obligation end of period

$ 5,476,000 $ 2,594,000

14
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Notes to Consolidated Financial Statements
September 30, 2006
(7) Other Long-Term Obligations and Commitments (continued)

The Company's liability is determined using significant assumptions, including current estimates of
plugging and abandonment costs, annual inflation of these costs, the productive life of wells and our
risk-adjusted interest rate. Changes in any of these assumptions can result in significant revisions to
the estimated asset retirement obligation. Revisions to the asset retirement obligation are recorded
with an offsetting change to producing properties, resulting in prospective changes to depreciation,
depletion and amortization expense and accretion of discount. Because of the subjectivity of
assumptions and the relatively long life of most of our wells, the costs to ultimately retire our wells
may vary significantly from previous estimates.

Field Equipment Commitments: As of September 30, 2006, the Company has a commitment to
purchase certain field equipment requiring payment during the fourth quarter of 2006 totaling
$686,000.

(8) Contingent Liabilities:

The Company, as managing general partner of the affiliated Partnerships, is responsible for all
Partnership activities, including the drilling of development wells and the production and sale of oil
and gas from productive wells. The Company also provides the administration, accounting and tax
preparation work for the Partnerships, and is liable for all debts and liabilities of the affiliated
Partnerships, to the extent that the assets of a given limited Partnership are not sufficient to satisfy its
obligations. As of September 30, 2006, the affiliated Partnerships have established cash reserves in
excess of their debts and liabilities and the Company believes these reserves will be sufficient to
satisfy Partnership obligations.

The Company is subject to environmental laws and regulations. Management believes that future
expenses, before recoveries from third parties, if any, will not have a material effect on the Company's
financial condition. This opinion is based on expenses incurred to date for remediation and
compliance with laws and regulations which have not been material to the Company's results of
operations.

As a general partner, the Company is committed to offer to purchase the limited partners' interest in
certain of its managed Partnerships at various annual intervals. Under the terms of a partnership
agreement, the Company is not obligated to purchase an amount greater than 10% of the total
partnership interest outstanding. In addition, the Company will be obligated to purchase interests
tendered by the limited partners only to the extent of one hundred fifty percent of the revenues
received by it from such partnership in the previous year. Purchase prices are based upon annual
reserve reports of independent petroleum engineering firms discounted by a risk factor. Based upon
historical production rates and prices, management estimates that if all such offers were to be
accepted, the maximum annual future purchase commitment would be approximately $500,000.

15
PrimeEnergy Corporation
Notes to Consolidated Financial Statements
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September 30, 2006

(8) Contingent Liabilities: (continued)

The Company owns approximately a 27% interest in a limited partnership which owns a shopping
center in Alabama. The Company is a guarantor on a mortgage secured by the shopping center. The
Company believes the cash flow from the center is sufficient to service the mortgage. The market
value of the center is currently substantially higher than the balance owed on the mortgage. If the
partnership were unable to pay its obligations under the mortgage agreement, the maximum amount
the Company is committed to pay is $125,000.

(9) Stock Options and Other Compensation:

In May 1989, non-statutory stock options were granted by the Company to key executive officers for
the purchase of shares of common stock. At September 30, 2006 and 2005, options on 767,500 were
outstanding and exercisable at prices ranging from $1.00 to $1.25.

In January 2006, the company issued shares of one of its subsidiaries to two key executives. The
Company recognized compensation expense of $1,313,000 reflecting the fair market value of the
shares.

(10) Related Party Transactions:

PEMC acts as the managing general partner, providing administration, accounting and tax preparation
services for the Partnerships. Certain directors have limited and general partnership interests in
several of these Partnerships. As the managing general partner in each of the Partnerships, PEMC
receives approximately 5% to 15% of the net revenues of each Partnership as a carried interest in the
Partnerships' properties. As more fully described in Note 8, the Company is committed to offer to
repurchase the interests of the partners and trust unit holders in certain of the Partnerships. The
Company purchased such interests in an amount totaling $444,000 in the first nine months of 2006
and $604,333 in first nine months of 2005.

The Partnership agreements allow PEMC to receive reimbursement for property acquisition and
development costs and general and administrative overhead, incurred on behalf of the Partnerships.

Due to related parties primarily represents receipts collected by the Company as agent, for oil and gas
sales net of expenses. The amount of such receipts due the affiliated Partnerships was $1,579,000 and
$1,432,000 at September 30, 2006 and December 31, 2005, respectively.

Receivables from related parties consist of reimbursable general and administrative costs, lease
operating expenses and reimbursement for property development and related costs. Due from related
parties was $704,000 at September 30, 2006 and $985,000 at December 31, 2005.
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(11) Derivative Instruments and Hedging Activity:

The Company periodically enters into derivative commodity instruments to hedge its exposure to
price fluctuations on natural gas and crude oil production. At September 30, 2006, the Company had
three cash flow hedges open: two natural gas price swap arrangements and one crude oil collar
arrangement. At September 30, 2006, $4.4 million ($2.7 million, net of tax) unrealized gain was
recorded in Accumulated Other Comprehensive Income, along with a $3.92 million short-term
derivative receivable and a $494,000 long-term derivative receivable. The change in the fair value of
derivatives designated as hedges that is effective is initially recorded to Accumulated Other
Comprehensive Income. The ineffective portion, if any, of the change in the fair value of derivatives
designated as hedges, and the change in fair value of all other derivatives, is recorded currently in
earnings as a component of Natural Gas Production and Crude Oil and Condensate Revenue, as
appropriate.

Assuming no change in commodity prices, after September 30, 2006, the Company would expect to
reclassify to the Statement of Operations, over the next 12 months, $2.4 million in after-tax income
associated with commodity hedges. This reclassification represents the net short-term receivable
associated with open positions currently not reflected in earnings at September 30, 2006 related to
anticipated 2007 and 2008 production.

During the first nine months of 2006, the Company entered into one new oil collar contract and two
new natural gas swap contracts covering a portion of its 2007 and 2008 production. As of September
30, 2006, natural gas price swaps cover 3,080 Mmcf of production at a weighted average price of

$9.11. The oil price three-way collar covers 206 Mbbl of production at a price of $65.00, a ceiling of
$79.25 and a third-tier call of $100.
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(12) Income Per Share:
Basic earnings per share are computed by dividing earnings available to common stockholders by the
weighted average number of common shares outstanding during the period. Diluted earnings per share

reflect per share amounts that would have resulted if dilutive potential options had been converted to
common stock. The following reconciles amounts reported in the financial statements:

Nine Months Ended Nine Months Ended

September 30, 2006 September 30 , 2005
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Net Number of Per Share Net Number of Per Share

Income Shares Amount Income Shares Amount

15,907,000 3,289,250 § 484 § 19,128,000 3,418,853 $ 5.59

755,880 748,730

15,907,000 4,045,130 $ 393 % 19,128,000 4,167,583 $ 4.59

Three Months Ended Three Months Ended
September 30, 2006 September 30, 2005
Net Number of Per Share Net Number of Per Share
Income Shares Amount Income Shares Amount
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common $ 6,609,000 3,263,987 $ 202 % 14,554,000 3,365,650 $ 4.32
share

Effect of
dilutive

securities:

Options 755,880 748,390

Diluted
n e t
income

p e r $ 6,609,000 4,019,867 $ 1.64 $ 14,554,000 4,114,040 $ 3.54
common
share
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Item 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

This discussion should be read in conjunction with the financial statements of the Company and notes thereto. The
Company's subsidiaries are defined in Note 1 of the financial statements.

LIQUIDITY AND CAPITAL RESOURCES
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Cash flow provided by operations for the nine month period ended September 30, 2006 was $27,924,000. The
Company has the ability to supplement cash requirements with borrowings under credit agreements maintained with
the Company's lender.

Excluding the effects of significant unforeseen expenses or other income, our cash flow from operations fluctuates
primarily because of variations in oil and gas production and prices or changes in working capital accounts. Our oil
and gas production will vary based on actual well performance but may be curtailed due to factors beyond our control.
Hurricanes in the Gulf of Mexico may shut down our production for the duration of the storm's presence in the Gulf or
damage production facilities so that we cannot produce from a particular property for an extended amount of time. In
addition, downstream activities on major pipelines in the Gulf of Mexico can also cause us to shut-in production for
various lengths of time.

Our realized oil and gas prices vary due to world political events, supply and demand of products, product storage
levels, and weather patterns. We sell the vast majority of our production at spot market prices. Accordingly, product
price volatility will affect our cash flow from operations. To mitigate price volatility we sometimes lock in prices for
some portion of our production through the use of financial instruments.

The Company's activities include development and exploratory drilling. The Company's strategy is to develop a
balanced portfolio of drilling prospects that includes lower risk wells with a high probability of success and higher
risk wells with greater economic potential.

As of September 30, 2006, the Company had net capitalized costs related to oil and gas properties of $149.53 million,
including $14.85 million of undeveloped properties. Additions during the first nine months of 2006 totaled $93

million.

We expect to continue to make significant capital expenditures over the next several years as part of our long-term
growth strategy.

19
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Item 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS (Continued)

Our offshore exploration and development budget for 2006 is $100 million including facility construction and
installation. As of September 2006, the Company has incurred costs of $79.1 million related to equipment and drilling
operations in the Gulf of Mexico as part of our program to develop our offshore properties. Seven wells have been
drilled and are in various stages of testing and completion. We have budgeted $20 million for onshore exploration and
development in our core operating areas. The Company has expended approximately $12 million on forty-two wells
drilled in these areas during the nine months ending September 30, 2006. The Company's net working interest in the
majority of these wells is approximately 50%. Thirty-five of these wells are currently producing, two were dry holes
and the remaining wells are in varying stages of completion.

The Company has in place both a stock repurchase program and a limited partnership interest repurchase program.
Under these programs the Company expects to expend approximately $5 million in 2006. During the first nine months
of 2006 the Company spent $444,000 to repurchase limited partnership interests from investors in its oil and gas
partnerships and $5,235,000 to repurchase shares of its treasury stock.

The Company committed to purchase or refurbish field rigs throughout 2006 totaling $2.26 million. The remaining
two are expected to be placed in service during the fourth quarter of 2006.

If our exploratory drilling results in significant new discoveries, we will have to expend additional capital in order to
finance the completion, development, and potential additional opportunities generated by our success. We believe
that, because of the additional reserves resulting from the success and our record of reserve growth in recent years, we
will be able to access sufficient additional capital through additional bank financing.

Effective September 30, 2006, the Company's consolidated borrowing base was increased to $90.5 million. As of
September 30, 2006, $79.63 million was borrowed under the facility. The bank reviews the borrowing base
semi-annually and, at their discretion, may decrease or propose an increase to the borrowing base relative to a
redetermined estimate of proved oil and gas reserves. Our oil and gas properties are pledged as collateral for the line
of credit and we are subject to certain financial covenants defined in the agreement. We are currently in compliance
with these financial covenants defined in the agreements. If we do not comply with these covenants on a continuing
basis, the lenders have the right to refuse to advance additional funds under the facility and/or declare all principal and
interest immediately due and payable.
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Item 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS (Continued)

It is the goal of the Company to increase its oil and gas reserves and production through the acquisition and
development of oil and gas properties. The Company also continues to explore and consider opportunities to further
expand its oilfield servicing revenues through additional investment in field service equipment. However, the majority
of the Company's capital spending is discretionary, and the ultimate level of expenditures will be dependent on the
Company's assessment of the oil and gas business environment, the number and quality of oil and gas prospects
available, the market for oilfield services, and oil and gas business opportunities in general.

RESULTS OF OPERATIONS

Revenues and net income during the nine and three month periods ended September 30, 2006, as compared to the
same periods in 2005 reflect the increased oil and gas sales, presented below, offset by exploration costs and
depreciation and depletion of oil and gas properties.

Nine months Ended Three Months Ended
September 30, September 30,
Increase / Increase /

2006 2005 (Decrease) 2006 2005 (Decrease)
Barrels of 288,000 267,000 21,000 104,000 91,000 13,000
Oil Produced
Average $63.80 $51.61 12.19 $67.47 $59.63 $7.84
Price
Received
Oil Revenue $18,374,000  $13,780,000 $4.,594,000 $7,017,000 $5,426,000 $1,591,000
MCEF of Gas 4,318,000 3,599,000 719,000 1,492,000 1,088,000 494,000
Produced
Average $7.02 $6.49 0.53 $6.69 $7.65 $(0.96)
Price
Received
Gas Revenue  $30,292,000  $23,351,000 $ 6,941,000 $9,979,000 $8,324,000 $1,655,000
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Total Oil &  $48,666,000 $37,131,000 $11,535,000 $16,996,000 $13,750,000 $3,246,000
Gas Revenue
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Item 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS (Continued)

Field Service income and expense for the nine months of 2006 increased $4,144,000 and $2,393,600, respectively,
compared to 2005. These increases reflect higher utilization of equipment combined with an upward trend in rates
during 2005 and 2006.

Administrative overhead fees increased by $2,004,000 reflecting the COPAS escalation combined with fees related to
the operation of properties owned by FWOE Partners L.P.

Depreciation, depletion and amortization expense increased to $10,821,000 in 2006 compared to $8,808,000 in 2005.
This increase is related to the additional capital expended during 2005 and 2006 combined with increased production.

This Report contains forward-looking statements that are based on management's current expectations, estimates and
projections. Words such as "expects," "anticipates," "intends," "plans," "believes," "projects" and "estimates," and
variations of such words and similar expressions are intended to identify such forward-looking statements. These
statements constitute "forward-looking statements" within the meaning of Section 27A of the Securities Act of 1933
and are subject to the safe harbors created thereby. These statements are not guarantees of future performance and
involve risks and uncertainties and are based on a number of assumptions that could ultimately prove inaccurate and,
therefore, there can be no assurance that they will prove to be accurate. Actual results and outcomes may vary
materially from what is expressed or forecast in such statements due to various risks and uncertainties. These risks and
uncertainties include, among other things, the possibility of drilling cost overruns and technical difficulties, volatility
of oil and gas prices, competition, risks inherent in the Company's oil and gas operations, the inexact nature of
interpretation of seismic and other geological and geophysical data, imprecision of reserve estimates, and the
Company's ability to replace and expand oil and gas reserves. Accordingly, stockholders and potential investors are
cautioned that certain events or circumstances could cause actual results to differ materially from those projected.

non nan
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Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company is exposed to interest rate risk on its line of credit, which has variable rates based upon the lender's base
rate, as defined, and the London Inter-Bank Offered rate. Based on the weighted average balances outstanding during
the first nine months of 2006, a hypothetical 2.5% increase in the applicable interest rates would have increased
interest expense for the nine months ended September 30, 2006 by approximately $541,000.
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Derivative Instruments and Hedging Activity.

Our hedging strategy is designed to reduce the risk of price volatility for our production in the natural gas and crude
oil markets. Our hedging arrangements apply to only a portion of our production and provide only partial price
protection. These hedging arrangements limit the benefit to us of increases in prices, but offer protection in the event
of price declines. Further, if our counterparties defaulted, this protection might be limited as we might not receive the
benefits of the hedges. Please read the discussion below and note 11 of the Notes to Consolidated Financial
Statements for a more detailed discussion of our hedging arrangements.

Hedges on Production Collars.

From time to time, we enter into natural gas and crude oil collar agreements with counterparties to hedge price risk
associated with a portion of our production. These cash flow hedges are not held for trading purposes. Under the collar
arrangements, if the index price rises above the ceiling price, we pay the counterparty. If the index price falls below
the floor price, the counterparty pays us. In the case of a three-way collar if the index price rises above the third tier
price, the counterparty pays us.

Hedges on Production Swaps.

From time to time, we enter into natural gas and crude oil swap agreements with counterparties to hedge price risk
associated with a portion of our production. These cash flow hedges are not held for trading purposes. Under the swap
agreements, if the index price rises above the swap price, we pay the counterparty. If the index falls below the swap
price, the counterparty pays us.

At September 30, 2006, we had open crude oil price collar contracts covering our 2007 and 2008 production as
follows:

Crude Oil Price Collar
Volume Weighted Average Price Net Unrealized
- Floor/Ceiling/Third Tier
In (Loss)/Gain
Contract Period (per Bbl

<
c
=

(In thousands)
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First Quarter 2007 39 $65/ $79.25/ $100.00
Second Quarter 2007 33 $65/ $79.25/ $100.00
Third Quarter 2007 28 $65/ $79.25/ $100.00
Fourth Quarter 2007 22 $65/ $79.25/ $100.00
Full Year 2007 122 $--
First Quarter 2008 23 $65/ $79.25/ $100.00
Second Quarter 2008 21 $65/ $79.25/ $100.00
Third Quarter 2008 20 $65/ $79.25/ $100.00
Fourth Quarter 2008 18 $65/ $79.25/ $100.00
Full Year 2008 82 $--
23
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At September 30, 2006, we had open natural gas price swap contracts covering our 2007 and 2008 production as
follows:

Natural Gas Price Swaps

Net Unrealized

Volume Weighted Gain
Average
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Contract Period in Mmcf Price (per Mcf (In thousands
)

First Quarter 2007 905 $2,364
$10.25

Second Quarter 2007 880 877
8.32

Third Quarter 2007 720 680
8.51

Fourth Quarter 2007 275 215
9.53

Full Year 2007 2,780 $4,136
$
9.12

First Quarter 2008 75 $36
$
9.02

Second Quarter 2008 75 113
9.02

Third Quarter 2008 75 97
9.02

Fourth Quarter 2008 75 33
9.02

Full Year 2008 300 $279
$
9.02

We are exposed to market risk on these open contracts, to the extent of changes in market prices of natural gas and
crude oil. However, the market risk exposure on these hedged contracts is generally offset by the gain or loss
recognized upon the ultimate sale of the commodity that is hedged.

The preceding paragraphs contain forward-looking information concerning future production and projected gains and

losses, which may be impacted both by production and by changes in future market prices of energy commodities. See
"Forward-Looking Information" for further details.
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Item 4. INTERNAL CONTROLS AND PROCEDURES.

(a) Evaluation of disclosure controls and procedures.

Our management, with the participation of our chief executive officer and chief financial officer, evaluated the
effectiveness of our disclosure controls and procedures pursuant to Rule 13a-15 under the Securities Exchange Act of
1934 as of the end of the period covered by this Quarterly Report on Form 10-Q. The evaluation included certain
internal control areas in which we have made and are continuing to make changes to improve and enhance controls. In
designing and evaluating the disclosure controls and procedures, management recognized that any controls and
procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired
control objectives. In addition, the design of disclosure controls and procedures must reflect the fact that there are
resource constraints and that management is required to apply its judgment in evaluating the benefits of possible
controls and procedures relative to their costs.
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Item 4. INTERNAL CONTROLS AND PROCEDURES.(continued)

Based on that evaluation, our chief executive officer and chief financial officer concluded that our disclosure controls
and procedures are effective to provide reasonable assurance that information we are required to disclose in reports
that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time
periods specified in Securities and Exchange Commission rules and forms, and that such information is accumulated
and communicated to our management, including our chief executive officer and chief financial officer, as
appropriate, to allow timely decisions regarding required disclosure.

(b) Changes in internal control over financial reporting.

There were no changes in our internal control over financial reporting that occurred during the period covered by this
Quarterly Report on Form 10-Q that have materially affected, or are reasonably likely to materially affect, our internal
control over financial reporting.

Management is currently in the process of comprehensively documenting and further analyzing our system of internal
control over financial reporting. We are in the process of designing enhanced processes and controls to address any
issues identified through this review. We plan to continue this initiative as well as prepare for our first management
report on internal control over financial reporting, as required by Section 404 of the Sarbanes-Oxley Act of 2002,
which may result in changes to our internal control over financial reporting.
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PART II - OTHER INFORMATION
Item 1.LEGAL PROCEEDINGS
From time to time, the Company is party to certain legal actions and claims arising in the ordinary course of business.
While the outcome of these events cannot be predicted with certainty, management does not expect these matters to
have a materially adverse effect on the financial position or results of operations of the Company.

Item 2.CHANGES IN SECURITIES AND USE OF PROCEEDS

During the nine months ended September 30, 2006, the Company purchased the following shares of common stock as
treasury shares.

2006 Month Number of Average Price Maximum Number of Shares
Shares Paid per share that May Yet Be Purchased
Under The Plan (1)
January 21,890 $49.23 154,994
February 1,503 53.15 153,491
March 1,243 62.10 152,248
April -- - 152,248
May 9,362 $76.59 142,886
June 10,000 $70.00 132,886
July 10,041 $63.47 122,845
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August 21,298 $69.68 101,547
September 5,924 $77.91 95,623
Total/Average 81,261 $64.42

(1) In December 1993, we announced that our board of directors authorized a stock repurchase program whereby we
may purchase outstanding shares of our common stock from time-to-time, in open market transactions or negotiated
sales. A total of 2,400,000 shares have been authorized, to date, under this program. Through September 30, 2006 a
total of 2,304,377 under this program for $22,620,774 was repurchased at an average price of $9.82 per share. On
November 10, 2006, the board of directors authorized the Company to repurchase up to an additional 300,000 shares
of its Common Stock.

Item 3. DEFAULTS UPON SENIOR SECURITIES

None
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PART II - OTHER INFORMATION

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None
Item 5.OTHER INFORMATION
None
Item 6. EXHIBITS AND REPORTS ON FORM 8K

No reports on form 8K were filed by the Company during the nine months ended September 30, 2006.
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SIGNATURES

Pursuant to the requirements of the Securities and Exchange Act of 1934, Registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.
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/s/ Charles E. Drimal, Jr.

Charles E. Drimal, Jr.
President

Principal Executive Officer

/s/ Beverly A. Cummings

Beverly A. Cummings
Executive Vice President

Principal Financial and Accounting Officer
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