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PART I — FINANCIAL INFORMATION

ITEM 1.  FINANCIAL STATEMENTS.

Reference is made to the succeeding pages for the following unaudited financial information:

Balance Sheet as of September 30, 2006.
 

  
Statements of Income for the three and nine month periods ended September 30, 2006 and 2005.

 

  
Statements of Cash Flows for the nine-month periods ended September 30, 2006 and 2005.

 

  
Notes to Financial Statements.
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TGC INDUSTRIES, INC.



BALANCE SHEET
(UNAUDITED)

  September 30,  

  2006  

ASSETS
   

    
CURRENT ASSETS

   

    
Cash and cash equivalents

 

$ 8,251,016
 

Trade accounts receivable
 

7,115,482
 

Cost and estimated earnings in excess of billings on uncompleted contracts
 

1,884,021
 

Prepaid expenses and other
 

1,145,167
 

Deferred tax asset
 

66,460
 

    
Total current assets

 

18,462,146
 

    
PROPERTY AND EQUIPMENT - at cost

   

    
Machinery and equipment

 

48,586,766
 

Automobiles and trucks
 

5,473,836
 

Furniture and fixtures
 

333,222
 

Leasehold improvements
 

14,994
 

 

 

54,408,818
 

Less accumulated depreciation and amortization
 

(21,570,043)
 

 

32,838,775
 

    
Goodwill

 

201,530
 

Long-term deferred tax asset
 

102,793
 

Other assets
 

20,152
 

    
Total assets

 

$ 51,625,396
 

 
See Notes to Financial Statements
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TGC INDUSTRIES, INC.
BALANCE SHEET — CONTINUED
(UNAUDITED)

  September 30,  

  2006  

LIABILITIES AND SHAREHOLDERS’ EQUITY
   

    
CURRENT LIABILITIES

   

    
Trade accounts payable

 

$ 4,349,012
 

Accrued liabilities
 

686,020
 

Billings in excess of costs and estimated earnings on uncompleted contracts
 

4,231,078
 

Federal and state income taxes payable
 

579,316
 

Current maturities of notes payable
 

4,204,851
 

Current portion of capital lease obligations
 

823,132
 

    
Total current liabilities

 

14,873,409
 

    
NOTES PAYABLE, less current maturities

 

2,847,586
 

    
CAPITAL LEASE OBLIGATIONS, less current portion

 

901,239
 

    
COMMITMENTS AND CONTINGENCIES

 

—
 

    
SHAREHOLDERS’ EQUITY

   

    
Preferred stock, $1.00 par value; 4,000,000 shares authorized; issued - none

 

—
 

    
Common stock, $.01 par value; 25,000,000 shares authorized; 15,752,321 issued

 

157,523
 

    
Additional paid-in capital

 

26,530,841
 

    
Retained earnings

 

7,567,954
 

    
Deferred stock based compensation

 

(995,833)



    
Treasury stock, at cost (37,803 shares)

 

(257,323)
    
 

 

33,003,162
 

    
Total liabilities and shareholders’ equity

 

$ 51,625,396
  

See Notes to Financial Statements
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TGC INDUSTRIES, INC.
STATEMENTS OF INCOME

  Three Months Ended  Nine Months Ended  

  September 30,  September 30,  

  (Unaudited)  (Unaudited)  

  2006  2005  2006  2005  

          
Revenue

 

$ 17,952,193
 

$ 7,986,647
 

$ 47,640,674
 

$ 20,934,371
 

          
Cost and expenses

         

Cost of services
 

12,526,248
 

5,132,973
 

28,666,839
 

12,431,328
 

Selling, general and administrative
 

471,132
 

505,139
 

1,826,335
 

1,429,764
 

Depreciation and amortization expense
 

2,493,509
 

912,936
 

6,396,479
 

1,939,669
 

 

 

15,490,889
 

6,551,048
 

36,889,653
 

15,800,761
 

          
Income from operations

 

2,461,304
 

1,435,599
 

10,751,021
 

5,133,610
 

          
Interest expense

 

199,414
 

110,992
 

608,101
 

190,354
 

          
Income before income taxes

 

2,261,890
 

1,324,607
 

10,142,920
 

4,943,256
 

          
Income tax expense

 

(915,111) (503,978) (3,967,055) (1,257,230)
          

NET INCOME
 

1,346,779
 

820,629
 

6,175,865
 

3,686,026
 

          
Less dividend requirements on preferred stock

 

—
 

(62,602) —
 

(196,779)
          
INCOME ALLOCABLE TO COMMON SHAREHOLDERS

 

$ 1,346,779
 

$ 758,027
 

$ 6,175,865
 

$ 3,489,247
 

          
Earnings per common share:

         

Basic
 

$ .09
 

$ .11
 

$ .39
 

$ .53
 

Diluted
 

$ .09
 

$ .06
 

$ .39
 

$ .28
 

          
Weighted average number of shares outstanding:

         

Basic
 

15,714,518
 

6,729,614
 

15,647,693
 

6,573,709
 

Diluted
 

15,822,079
 

13,195,845
 

15,765,032
 

12,977,848
  

See Notes to Financial Statements
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TGC INDUSTRIES, INC.
Statements of Cash Flows (Unaudited)

  Nine Months Ended  

  September 30,  

  2006  2005  

CASH FLOWS FROM OPERATING ACTIVITIES
     

Net income
 

$ 6,175,865
 

$ 3,686,026
 

Adjustments to reconcile net income to net cash provided by operating activities:
     

Depreciation and amortization
 

6,396,479
 

1,939,669
 

Gain on disposal of property and equipment
 

(35,077) (118,722)
Non-cash compensation

 

202,799
 

—
 

Deferred income taxes
 

(22,537) —
 

Changes in operating assets and liabilities
     

Trade accounts receivable
 

(2,655,638) (53,233)
Cost and estimated earnings in excess of billings on uncompleted contracts 1,801,863 (958,739)



Prepaid expenses
 

810,972
 

(524,707)
Other assets

 

(11,940) (4,817)
Trade accounts payable

 

2,384,346
 

799,010
 

Accrued liabilities
 

89,479
 

444,030
 

Billings in excess of cost and estimated earnings on uncompleted contracts
 

2,810,394
 

(41,214)
Federal and state income taxes

 

667,827
 

231,169
 

      
NET CASH PROVIDED BY OPERATING ACTIVITIES

 

18,614,832
 

5,398,472
 

      
CASH FLOWS FROM INVESTING ACTIVITIES

     

Capital expenditures
 

(13,930,051) (3,822,100)
Purchase of assets of Highland Industries

 

(1,800,000) —
 

Proceeds from sale of property and equipment
 

90,065
 

118,722
 

      
NET CASH USED IN INVESTING ACTIVITIES

 

(15,639,986) (3,703,378)
      
CASH FLOWS FROM FINANCING ACTIVITIES

     

Redemption of 8% Series C Convertible Exchangeable Preferred Stock
 

—
 

(36,750)
Principal payments on notes payable

 

(3,581,242) (954,864)
Principal payments on capital lease obligations

 

(661,067) (390,832)
Proceeds from exercise of stock options

 

19,999
 

61,000
 

Payment of dividends
 

(929) (142,962)
      
NET CASH USED IN FINANCING ACTIVITIES

 

(4,223,239) (1,464,408)
      
NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS

 

(1,248,393) 230,686
 

      
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD

 

9,499,409
 

1,829,904
 

      
CASH AND CASH EQUIVALENTS AT END OF PERIOD

 

$ 8,251,016
 

$ 2,060,590
 

      
Supplemental cash flow information

     

      
Interest paid

 

$ 608,894
 

$ 190,354
 

Income taxes paid
 

$ 3,324,442
 

$ 1,025,286
 

      
Noncash investing and financing activities

     

      
Capital lease obligations incurred

 

$ 965,081
 

$ 866,720
 

Financed equipment purchase
 

$ —
 

$ 4,225,708
 

Financed insurance premiums
 

$ 1,625,148
 

$ —
  

See Notes to Financial Statements
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TGC INDUSTRIES, INC.
NOTES TO FINANCIAL STATEMENTS (UNAUDITED)
September 30, 2006

NOTE A — BASIS OF PRESENTATION

The accompanying unaudited financial statements have been prepared in accordance with generally accepted accounting principles in the United States of
America for interim financial information and the instructions to Form 10-QSB.  Accordingly, they do not include all of the financial information and
footnotes required by generally accepted accounting principles for complete financial statements.

Certain amounts in the 2005 financial statements have been reclassified to conform with the 2006 presentation.  These reclassifications had no effect on
shareholders’ equity or net income as previously reported.

NOTE B — MANAGEMENT PRESENTATION

In the opinion of management, all adjustments (consisting of normal recurring accruals) considered necessary for a fair presentation of financial position,
results of operations, and changes in financial position have been included.  The results of the interim periods are not necessarily indicative of results to be
expected for the entire year.  For further information, refer to the financial statements and the footnotes thereto included in the Company’s Annual Report for
the year ended December 31, 2005, filed on Form 10-KSB.

NOTE C — EARNINGS PER SHARE

Basic earnings per common share are based upon the weighted average number of shares of common stock outstanding.  Diluted earnings per share are based
upon the weighted average number of common shares outstanding and, when dilutive, common shares issuable for stock options, warrants and convertible
securities.  The effect of preferred stock dividends on the amount of income available to common shareholders was $.01 for the three months ended



September 30, 2005 and $.03 for the nine months ended September 30, 2005.  All earnings per common share for the three and nine-month periods ended
September 30, 2006 and 2005 have been adjusted for the 5% stock dividend paid April 25, 2006 to shareholders of record as of April 11, 2006.

The following is a reconciliation of net income and weighted average common shares outstanding for purposes of calculating basic and diluted net income per
share:

7

 
 
The following is a reconciliation of net income and weighted average common shares outstanding for purposes of calculating basic and diluted earnings per
share common share:

  Three Months Ended  Nine Months Ended  

  September 30,  September 30,  

  (Unaudited)  (Unaudited)  

  2006  2005  2006  2005  

Basic:
         

Numerator:
         

Net income
 

$ 1,346,779
 

$ 820,629
 

$ 6,175,865
 

$ 3,686,026
 

Less dividend requirements on preferred stock
 

—
 

(62,602) —
 

(196,779)
Income allocable to common stockholders

 

$ 1,346,779
 

$ 758,027
 

$ 6,175,865
 

$ 3,489,247
 

          
Denominator:

         

Basic - weighted average common shares outstanding
 

15,714,518
 

6,729,614
 

15,647,693
 

6,573,709
 

          
Basic EPS

 

$ .09
 

$ .11
 

$ .39
 

$ .53
 

          
Diluted:

         

Numerator:
         

Income allocable to common stockholders
 

$ 1,346,779
 

$ 758,027
 

$ 6,175,865
 

$ 3,489,247
 

Plus dividend requirements on preferred stock
 

—
 

62,602
 

—
 

196,779
 

Net income
 

$ 1,346,779
 

$ 820,629
 

$ 6,175,865
 

$ 3,686,026
 

          
Denominator:

         

Weighted average common shares outstanding
 

15,714,518
 

6,729,614
 

15,647,693
 

6,573,709
 

Effect of Dilutive Securities:
         

Warrants
 

24,562
 

3,633,247
 

24,709
 

3,580,018
 

Stock options
 

82,999
 

187,337
 

92,630
 

178,474
 

Convertible Preferred Stock
 

—
 

2,645,647
 

—
 

2,645,647
 

 

 

15,822,079
 

13,195,845
 

15,765,032
 

12,977,848
 

          
Diluted EPS

 

$ .09
 

$ .06
 

$ .39
 

$ .28
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NOTE D – DIVIDENDS

Holders of the Company’s Series C 8% Convertible Exchangeable Preferred Stock (“Series C Preferred Stock”) received, when declared by the Board of
Directors of the Company, dividends at a rate of 8% per annum.  The dividends were payable semi-annually during January and July of each year.  At its
regular meeting held on June 7, 2005, the Company’s Board of Directors approved the redemption by the Company of all of its currently outstanding Series C
Preferred Stock.  The redemption price was $5.00 per share plus a premium of 40% per share (i.e., $2.00 per share).  In addition, each share was entitled to
receive the regular $.20 dividend that had accrued for the first half of the year.  Thus, the redemption price was $7.20 per share.  On June 30, 2005, the
Company redeemed all 5,250 shares of its Series C Preferred Stock for $36,750 plus accrued dividends of $1,050.

Holders of the Company’s 8-1/2% Senior Convertible Preferred Stock (the “Senior Preferred Stock”) received, when, as and if declared by the Board of
Directors of the Company, dividends at a rate of 8-1/2% per annum.  The dividends were payable semi-annually during June and December of each year.  The
Company’s Board of Directors approved a resolution providing for redemption of all of the outstanding Senior Preferred Stock upon the consummation of the
public offering in October 2005.  Under the terms of the resolution creating the Senior Preferred Stock, each share was redeemable at $1.75 per share, and
each holder had an option to convert each share of Senior Preferred Stock into one share of common stock.  All of the holders of Senior Preferred Stock
elected to convert their shares of Senior Preferred Stock into shares of common stock in October of 2005.

On March 31, 2006, the Company announced a five percent (5%) stock dividend on its outstanding common stock.  The 5% stock dividend was paid on
April 25, 2006, to shareholders of record as of April 11, 2006.   Cash in lieu of fractional shares in the amount of $929 was paid to shareholders based on the
last sales price of the Company’s common stock on the record date.

NOTE E – INCOME TAXES

At December 31, 2004, the Company had net operating loss carryforwards of approximately $4,980,000 available to offset future taxable income, which
loss carryforwards expire at various dates through 2024.   However, the net operating loss carryforwards became fully utilized by the end of 2005.  Deferred



income taxes are determined using the liability method.  In addition, the Company paid federal and various state estimated income taxes for tax year 2006, as
well as various state income taxes for tax year 2005, during the first nine months of 2006.

NOTE F – STOCK-BASED COMPENSATION

Prior to January 1, 2006, the Company accounted for its stock options under the recognition and measurement principles of APB Opinion No. 25, and related
interpretations.  Accordingly, no stock-based employee compensation cost was reflected in our financial statements prior to January 1, 2006 since all options
to purchase common stock of the Company have an exercise price equal to, or greater than, the market value of the underlying common stock on the date of
grant.

Effective January 1, 2006, the Company implemented Statement of Financial Accounting Standards (SFAS) No. 123R, “Share Based Payment (SFAS 123R)”
for stock-based compensation awards granted after that date and for unvested awards outstanding at that date using the modified prospective application
method.  We recognize the fair value of the stock-based compensation awards as wages in the Statements of Income on a straight-line basis over the vesting
period.  Such implementation is expected to have minimal impact on our results of operations, financial position and liquidity.  The adoption of SFAS 123R
resulted in the recognition of compensation expense, relative to stock-based awards, in wages in the Statements of Income of approximately $104,000, less
than $0.01 per share, for the three months ended September 30, 2006 and approximately $203,000, or approximately $0.01 per share, for the nine months
ended September 30, 2006.  In accordance with the modified
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prospective application method permitted by SFAS 123R, prior period amounts have not been restated to reflect the recognition of stock-based compensation
costs.

As of September 30, 2006, there was approximately $996,000 of unrecognized compensation expense related to our two share-based compensation plans. 
There were no stock-based awards granted during the three-month period ended September 30, 2006 from either of those two plans.

ITEM 2.  MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.

The following discussion and analysis should be read in conjunction with our financial statements and related notes thereto included elsewhere in
this Form 10-QSB. Portions of this document that are not statements of historical or current fact are forward-looking statements that involve risk and
uncertainties, such as statements of our plans, objectives, expectations, and intentions. The cautionary statements made in this Form 10-QSB should be read
as applying to all related forward-looking statements wherever they appear in this Form 10-QSB. Our actual results could differ materially from those
anticipated in the forward-looking statements. Factors that could cause our actual results to differ materially from those anticipated include those discussed
under the heading “RISK FACTORS.”

Overview

We are one of the leading providers of seismic data acquisition services in the continental U.S. We currently operate seven seismic data acquisition crews.
Substantially all of our revenues are derived from the seismic data acquisition services that we provide to our customers, primarily major and independent oil
and natural gas exploration and development companies in the continental U.S. Demand for our services depends upon the level of spending by these oil and
natural gas companies for exploration, production, and development, which activities depend, in part, on oil and natural gas prices. Fluctuations in domestic
oil and natural gas exploration activities and commodity prices have affected the demand for our services and our results of operations in years past and
continue to have a significant impact on our business and results of operations.

Our return to profitability in 2003 after several years of losses was directly related to an increase in the level of exploration and development for domestic
oil and natural gas. The increased level of exploration and development is a function of higher prices for oil and natural gas. As a result of the increase in
domestic exploration spending, we have experienced an increased demand for our seismic data acquisition services.

We continue to focus on increasing revenues and profitability. Due to the fixed costs we incur, primarily consisting of depreciation, a non-cash item,
maintenance expenses associated with seismic data acquisition equipment, and crew costs, we strive to maintain high utilization rates for our crews. While
our revenues are mainly affected by the level of customer demand for our services, our revenues are also affected by the pricing for our services that we
negotiate with our customers. As a result of the fixed cost structure of our business, our profitability is affected by the level of productivity of our seismic data
acquisition crews, including crew downtime related to inclement weather and unplanned equipment repairs or delays in acquiring land access permits.
Consequently, our continued growth in revenues and improved profitability is, in part, due to our successful efforts to negotiate more favorable weather
protection provisions in our service agreements with our customers, our ability to mitigate access permit delays, and our continued efforts to improve overall
crew productivity by purchasing equipment that operates more efficiently in our markets. Although our customers may cancel their supplemental service
agreements with us on short notice, we believe that we currently have sufficient contracts for all crews through 2006, and we are booking business into 2007.

How We Generate Our Revenues

Our contracts are obtained either through competitive bidding or as a result of negotiations with customers. Contract terms offered by us are generally
dependent on the complexity and risk of operations, energy source technique being used (vibroseis or dynamite), type of equipment, and the anticipated
duration of the work to be
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performed. The majority of our contracts are typically subject to termination by the customer (with little or no penalty payable by the customer) upon 60 days
advance written notice to us.



Contracts

Our seismic data acquisition general service agreements define certain obligations for us and for our customers. A supplemental agreement setting forth
the terms of a specific project, which may be cancelled by either party on short notice, is entered into for every project. We currently operate under
supplemental agreements that are either “turnkey” agreements providing for a fixed fee to be paid to us for each unit of data acquired, or “term” agreements
providing for a fixed hourly, daily, or monthly fee during the term of the project or projects. Turnkey agreements generally provide us with greater profit
potential, but involve more risks because of the potential of crew downtime or operational delays. Under the term agreements, we forego an increased profit
potential in exchange for a more consistent revenue stream with improved protection from crew downtime or operational delays. We attempt to negotiate on a
project-by-project basis some level of weather downtime protection within our agreements; however, we may still experience some risk due to inclement
weather. Whenever possible, we strive to manage our crews and equipment as a portfolio, balancing the mix of turnkey and term contracts and the type of
equipment we use.

Our contracts require either dynamite or vibroseis energy source techniques. We incur higher costs on our dynamite contracts than on our vibroseis
contracts due to the costs of third parties that provide dynamite services. Since we recognize additional revenues equivalent to our third party costs, our
EBITDA margins are lower on our dynamite contracts.

How We Manage Our Operations

Our management team uses a variety of tools to manage our operations. These tools include monitoring our: (1) seismic crew performance; (2) project
scheduling calendar; (3) schedule of pending proposals; and (4) safety performance.

Seismic crew performance.   We monitor crew performance on a daily basis by monitoring the production obtained by each crew on the previous day in
relation to the type of geography, weather, and type of acquisition technique being employed, vibroseis or dynamite. This review allows us to monitor the
profitability of turnkey contracts and reallocate resources, if necessary, to increase productivity. We expect our cost of services and selling, general, and
administrative (“SG&A”) expenses to increase as a percentage of revenues during periods in which we deploy additional crews, but decrease as a percentage
of revenues as new crews become more efficient and higher revenues are generated.

Project scheduling calendar.   Our management team reviews our project scheduling calendar on a daily basis. Monitoring this schedule allows
management to schedule or reschedule projects to most efficiently utilize our resources. This continuous monitoring allows us to limit our crews’ downtime
between jobs and helps us effectively communicate with customers concerning the estimated start dates and completion dates of pending projects.

Schedule of pending proposals.   We monitor, on a daily basis, our list of outstanding proposals. By monitoring this list, we are able to more effectively
schedule our future projects and determine whether we need to follow up with the customer on any of the pending proposals.

Safety performance.   Maintaining a strong safety record is a critical component of our operational success. Our field level management team holds a
safety meeting every day to discuss any safety issues that arose the previous day. In an effort to maintain our historic levels of safety performance, we have
engaged a safety specialist through our insurance agency to conduct our safety training courses and review our safety reports on a regular basis.

Our Growth Strategies

We believe that there are significant opportunities for us to increase our revenues and market position in the continental U.S. onshore seismic market by:
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·                  Optimizing equipment and crew utilization;

·                  Maintaining our state-of-the-art technology position;

·                  Maintaining our efficient management structure;

·                  Managing the mix and terms of our contracts; and

·                  Maintaining a conservative balance sheet and disciplined capital spending program.

Results of Operations

Nine Months Ended September 30, 2006 Compared to Nine Months Ended September 30, 2005 (Unaudited)

Revenues.   Our revenues were $47,640,674 for the nine months ended September 30, 2006 compared to $20,934,371 for the same period of 2005, an
increase of 127.6%.  This increase in revenues was attributable to several factors, including operating six seismic data acquisition crews for nine months and a
seventh crew for five months in 2006 compared with three crews for nine months and a fourth crew for three months in 2005, 27.0% of revenues being
derived from shot hole drilling contracts compared to 18.6% in 2005, increased demand for our services due to increased exploration and development
activity by domestic oil and natural gas companies, price improvements and more favorable contract terms in our agreements with customers, and the
increased productivity derived from our new ARAM ARIES recording systems.

Cost of services.  Our cost of services was $28,666,839 for the nine months ended September 30, 2006 compared to $12,431,328 for the same period of
2005, an increase of 130.6%.  This increase was principally attributable to the increase in revenues in the first nine months of 2006 compared to the same
period of 2005.  As a percentage of revenues, cost of services was 60.2% for the nine months ended September 30, 2006 compared to 59.4% for the same
period of 2005.  This increase was attributable to several factors, including the additional costs associated with shot hole drilling contracts compared with
vibroseis contracts and adverse weather conditions primarily in the second and third quarters of 2006 that negatively impacted some of our crews.

Selling, general, and administrative.  SG&A expenses were $1,826,335 for the nine months ended September 30, 2006 compared to $1,429,764 for the
same period of 2005, an increase of 27.7%.  This increase was primarily attributable to additional expenses associated with additional selling and



administrative personnel, additional compensation expense for deferred stock based compensation, increased insurance costs, and additional expenses
associated with the operation of seven crews by the end of the third quarter of 2006 compared to four crews by the end of the third quarter of 2005.  SG&A
expense as a percentage of revenues decreased to 3.8% for the nine months ended September 30, 2006 from 6.8% for the same period of 2005.

Depreciation and amortization expense.  Depreciation and amortization expense was $6,396,479 for the nine months ended September 30, 2006
compared to $1,939,669 for the same period of 2005, an increase of 229.8%.  This increase was primarily attributable to depreciation and amortization
expense associated with capital expenditures of $20,525,672 during 2005 and $14,895,132 in the first nine months of 2006 compared with capital
expenditures of  $5,794,553 in 2004 and $8,914,528 in the first nine months of 2005.  Depreciation and amortization expense as a percentage of revenues was
13.4% for the nine months ended September 30, 2006 compared to 9.3% for the same period of 2005.

Income from operations.  Income from operations was $10,751,021 for the nine months ended September 30, 2006 compared to $5,133,610 for the same
period of 2005, an increase of 109.4%.  This increase was primarily attributable to the increase in revenues, partially offset by increases in cost of services,
SG&A and depreciation and amortization expense.  EBITDA increased $10,074,221 to $17,147,500 in the nine months ended September 30, 2006 from
$7,073,279 for the same period of 2005, an increase of 142.4%.  This increase was a result of factors mentioned above.  For a definition of EBITDA, a
reconciliation of EBITDA to net income, and discussion of EBITDA, please refer to the section entitled “EBITDA” found below.
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Interest expense.  Interest expense was $608,101 for the nine months ended September 30, 2006 compared to $190,354 for the same period of 2005.  This
increase was primarily attributable to the debt incurred for the purchase of two new ARAM ARIES seismic recording systems, three new vibration vehicles,
trucks for the additional crews and interest costs associated with the financing of insurance premiums.

Income tax expense.  Income tax expense was $3,967,055 for the nine months ended September 30, 2006 compared to $1,257,230 for the same period of
2005.  At December 31, 2004, we had net operating loss carryforwards of approximately $4,980,000 available to offset future taxable income.  Such
carryforwards expire at various dates through 2024. The net operating loss carryforwards were depleted during 2005.  See Note E of Notes to Financial
Statements in Item 1.

Three Months Ended September 30, 2006 Compared to Three Months Ended September 30, 2005 (Unaudited)

Revenues.   Our revenues were $17,952,193 for the three months ended September 30, 2006 compared to $7,986,647 for the same period of 2005, an
increase of 124.8%.  This increase in revenues was attributable to several factors including operating seven seismic data acquisition crews for three months in
2006 compared with four crews for the same period of 2005, 43.2% of revenues being derived from shot hole drilling contracts compared to 21.0% in 2005,
increased demand for our services due to increased exploration and development activity by domestic oil and natural gas companies, price improvements, and
more favorable contract terms in our agreements with customers, and the increased productivity derived from our new ARAM ARIES recording systems.

Cost of services.  Our cost of services was $12,526,248 for the three months ended September 30, 2006 compared to $5,132,973 for the same period of
2005, an increase of 144.0%.  This increase was principally attributable to the increase in revenues in the third quarter of 2006 compared to the third quarter
of 2005.  As a percentage of revenues, cost of services was 69.8% for the three months ended September 30, 2006 compared to 64.3% for the same period of
2005, an increase of 5.5%.  This increase was attributable to several factors, including the additional costs associated with shot hole drilling contracts
compared with vibroseis contracts, adverse weather conditions that affected one of the crews, forcing it to use an alternative energy source, thereby requiring
additional time to complete a substantial turnkey contract, one-time maintenance and repair costs incurred in bringing up to our standards the recently
acquired Highland Industries shot hole drilling operation and start-up costs of the eighth crew.

Selling, general, and administrative.  SG&A expenses were $471,132 for the three months ended September 30, 2006 compared to $505,139 for the same
period of 2005.  This decrease was primarily attributable to adjustments to certain accruals offset by additional expenses associated with additional selling and
administrative personnel, additional compensation expense for deferred compensation costs, increased insurance costs, and additional expenses associated
with the operation of seven crews during the third quarter of 2006 compared to four crews during the same period of 2005.  SG&A expense as a percentage of
revenues decreased to 2.6% for the three months ended September 30, 2006 from 6.3% for the same period of 2005.  However, we anticipate SG&A will
return to approximately 4.2% of revenues.

Depreciation and amortization expense.  Depreciation and amortization expense was $2,493,509 for the three months ended September 30, 2006
compared to $912,936 for the same period of 2005, an increase of 173.1%.  This increase was primarily attributable to depreciation and amortization expense
associated with capital expenditures of $20,525,672 during 2005, $14,895,132 in the first nine months of 2006, and the purchase of Highland Industries for
$1,800,000 in May 2006 compared with capital expenditures of  $5,794,553 in 2004 and $8,914,528 in the first nine months of 2005.  Depreciation and
amortization expense as a percentage of revenues was 13.9% for the three months ended September 30, 2006 compared to 11.4% for the same period of 2005.
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Income from operations.  Income from operations was $2,461,304 for the three months ended September 30, 2006 compared to $1,435,599 for the same
period of 2005, an increase of 71.4%.  This increase was primarily attributable to the increase in revenues, partially offset by a decline in our gross margin
percentage and depreciation and amortization expense.  EBITDA increased $2,606,278 to $4,954,813 for the three months ended September 30, 2006 from
$2,348,535 for the same period of 2005, an increase of 111.0%.  This increase was a result of factors mentioned above.  For a definition of EBITDA, a
reconciliation of EBITDA to net income, and discussion of EBITDA, please refer to the section entitled “EBITDA” found below.

Interest expense.  Interest expense was $199,414 for the three months ended September 30, 2006 compared to $110,992 for the same period of 2005. 
This increase was primarily attributable to the debt incurred for the purchase of one new ARAM ARIES seismic recording system, three new vibration
vehicles, trucks for the additional crews, and interest costs associated with the financing of insurance premiums.



Income tax expense.  Income tax expense was $915,111 for the three months ended September 30, 2006 compared to $503,978 for the same period of
2005.  At December 31, 2004, we had net operating loss carryforwards of approximately $4,980,000 available to offset future taxable income.  Such
carryforwards expire at various dates through 2024. The net operating loss carryforwards were depleted during 2005.  See Note E of Notes to Financial
Statements in Item 1.

EBITDA

We define EBITDA as net income plus interest expense, income taxes, and depreciation and amortization expense. We use EBITDA as a supplemental
financial measure to assess:

·                  the financial performance of our assets without regard to financing methods, capital structures, taxes, or historical cost basis;

·                  our liquidity and operating performance over time and in relation to other companies that own similar assets and that we believe calculate EBITDA
in a manner similar to us; and

·                  the ability of our assets to generate cash sufficient for us to pay potential interest costs.

We also understand that such data is used by investors to assess our performance. However, EBITDA is not a measure of operating income, operating
performance, or liquidity presented in accordance with generally accepted accounting principles. When assessing our operating performance or our liquidity,
you should not consider this data in isolation or as a substitute for our net income, cash flow from operating activities, or other cash flow data calculated in
accordance with generally accepted accounting principles.  EBITDA excludes some, but not all, items that affect net income and operating income, and these
measures may vary among other companies.  Therefore, EBITDA as presented below may not be comparable to similarly titled measures of other companies. 
Further, the results presented by EBITDA cannot be achieved without incurring the costs that the measure excludes: interest, taxes, depreciation and
amortization.

The following table reconciles our EBITDA to our net income:

 

Three Months Ended
September 30  

Nine Months Ended
September 30  

  2006  2005  2006  2005  

  (unaudited)  (unaudited)  

Net income
 

$ 1,346,779
 

$ 820,629
 

$ 6,175,865
 

$ 3,686,026
 

Depreciation and amortization
 

2,493,509
 

912,936
 

6,396,479
 

1,939,669
 

Interest expense
 

199,414
 

110,992
 

608,101
 

190,354
 

Income tax expense
 

915,111
 

503,978
 

3,967,055
 

1,257,230
 

          
EBITDA

 

$ 4,954,813
 

$ 2,348,535
 

$ 17,147,500
 

$ 7,073,279
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General Trends and Outlook

We expect that the primary factor influencing demand for seismic data acquisition services in our industry will continue to be the level of exploration and
development activity by oil and natural gas companies which, in turn, depends largely on current and anticipated oil and natural gas prices and depletion and
consumption rates.

We believe that historical data and industry forecasts suggest an increasing demand for oil and natural gas coupled with a flat or declining production
curve.  This should result in the continuation, over the long term, of historically high oil and natural gas prices. We anticipate that oil and natural gas
exploration and development companies will continue to respond to sustained increases in demand and declines in production by expanding their exploration
activities and increasing their capital spending and need for seismic data acquisition services.

Liquidity and Capital Resources

Cash Flows

Cash flows from operating activities.

Net cash provided by operating activities was $18,614,832 for the nine months ended September 30, 2006 compared to $5,398,472 for the same period of
2005.  The $13,216,360 increase in the first nine months of 2006 over the same period of 2005 was principally due to a $2,489,839 increase in net income, a
$4,456,810 increase in depreciation and amortization expense, a $2,760,602 decrease in cost and estimated earnings in excess of billings on uncompleted
contracts, a $2,851,608 increase in billings in excess of cost and estimated earnings on uncompleted contracts and a $1,585,336 increase in trade accounts
payable partially offset by an increase in accounts receivable of $2,602,405.  Significant components of net cash provided by operations are the changes,
period over period, in accounts receivable, costs and estimated earnings in excess of billings on uncompleted contracts, accounts payable and billings in
excess of costs and estimated earnings on uncompleted contracts.  Accounts receivable increased $53,233 in the first nine months of 2005 to $1,708,317 and
increased $2,655,638 in the first nine months of 2006 to $7,115,482.  These receivable fluctuations were primarily due to the timing of billings and
collections. Costs and estimated earnings in excess of billings on uncompleted contracts increased $958,739 in the first nine months of 2005 to $1,190,263
and decreased $1,801,863 in the first nine months of 2006 to $1,884,021.  These costs and estimated earnings in excess of billings on uncompleted contracts
fluctuations were primarily due to the timing of the receipt of charges for costs applied to jobs and the recognition of job cost in cost of services.  Accounts
payable increased $799,010 in the first nine months of 2005 to $1,540,792 and increased $2,384,346 in the first nine months of 2006 to $4,349,012.  These
payable fluctuations were primarily due to the timing of receipt and payment of invoices. Billings in excess of costs and estimated earnings on uncompleted
contracts decreased $41,214 in the first nine months of 2005 to $616,742 and increased $2,810,394 in the first nine months of 2006 to $4,231,078.  These
billings in excess of costs and estimated earnings on uncompleted contracts fluctuations were primarily due to the increased level of activity and timing of
billings and revenue recognition.



Working capital decreased $6,363,412 to $3,588,737 as of September 30, 2006 from the December 31, 2005 working capital of $9,952,149.  This was
principally due to an increase in billings in excess of costs and estimated earnings on uncompleted contracts of $2,810,394, trade accounts payable of
$2,384,346, and an increase in current maturities of notes payable and capital lease obligations of $798,459.

Cash flows used in investing activities.

Net cash used in investing activities was $3,703,378 for the nine months ended September 30, 2005 and $15,639,986 for the nine months ended
September 30, 2006.  This increase was due primarily to an increase in capital expenditures of $10,107,951 and the purchase of the assets of Highland
Industries for $1,800,000.
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Cash flows used in financing activities.

Net cash used in financing activities was $1,464,408 for the nine months ended September 30, 2005 and $4,223,239 for the nine months ended
September 30, 2006.  The increase was due primarily to an increase in the amount of principal payments on our outstanding notes payable of $2,626,378 and
an increase in the amount of principal payments on capital lease obligations of $270,235.

Capital expenditures.

During the nine months ended September 30, 2006, capital expenditures of $13,930,051 were used to acquire additional seismic equipment and vehicles. 
Major capital expenditures included approximately $2,992,000 for nine new vibration vehicles ordered in September of 2005, approximately $2,274,000 for a
new ARAM ARIES recording system for our seventh seismic acquisition field crew that was deployed in late April 2006, approximately $2,157,000 for six
new vibration vehicles ordered in January 2006, approximately $173,000 for additional GPS surveying equipment for our survey crews, and approximately
$1,487,000 for equipment for our eighth seismic acquisition field crew, which was deployed in early October 2006.  In April of 2006, we entered into
equipment sales contracts to purchase eight new buggy mounted vibration vehicles at a cost of approximately $2,657,000.  We anticipate delivery of these
units during the fourth quarter of 2006.

Capital Resources

Historically, we have relied on cash generated from operations, short-term borrowings from commercial banks and equipment lenders and loans from
directors to fund our working capital requirements and capital expenditures.

During a period beginning in 1999 and ending in 2003, we did not have adequate financial strength to obtain from independent sources the financing
needed to sustain our operations. With no other financial sources available, on several different occasions during this period of time, certain of our directors
both made direct loans to us and agreed to provide us with needed lines of credit. In connection with these loans and lines of credit, we issued stock purchase
warrants. When we completed a public offering of our common stock in October of 2005, we used a portion of the proceeds received to purchase from these
directors all of their stock purchase warrants which they had acquired for providing such financial accommodations. Financial advisors to the Company had
suggested that this would simplify the Company’s capitalization, thereby allowing investors to better understand the Company’s earnings per share
calculations. The purchase price of each of these warrants was equal to the public offering price of the Company’s common stock less the total of the exercise
price of each warrant and each warrant’s proportionate share of the underwriting discounts and commissions (such proportionate share being based on the “in
the money” value of each warrant).

In April of 2005, we entered into a revolving credit agreement with a commercial bank. On September 16, 2005, we amended our revolving credit
agreement under which we could have borrowed, repaid, and re-borrowed, from time to time until September 16, 2006, up to $3,500,000.  Effective
September 16, 2006, we renewed our revolving credit agreement and increased the borrowing limit from $3,500,000 to $5,000,000.  The revolving credit
agreement will expire on September 16, 2007.  Our obligations under this agreement are secured by a security interest in our accounts receivable.  Interest on
the outstanding amount under the revolving credit agreement is payable monthly at the prime rate of interest.  The agreement contains several financial and
non-financial covenants.  As of September 30, 2006, we had no borrowings outstanding under the revolving credit agreement.

In October of 2001, the Company entered into a three-year operating lease for the Company’s headquarters facility located in Plano, Texas. In April of
2004, the Company executed an addendum to its operating lease. The addendum extended the term of the lease until March 31, 2009, and increased the
square footage of the office and outdoor storage area.  In August of 2005, the Company entered into a 38-month operating lease for additional office and
warehouse space in Plano, Texas.  This operating lease will expire in October of 2008.  In January of 2006, we entered into a 24-month operating lease for a
sales office in Houston, Texas.  This operating lease will expire in January of 2008.  In July of 2006, the Company entered into a 65-month operating lease for
7,269
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square feet of office space located in Plano, Texas.  The Company relocated its corporate offices to this facility in September 2006.

Contractual Obligations

The following table summarizes payments due in specific periods related to our contractual obligations as of September 30, 2006:

 Payments Due by Period (1)  

    Within      After  

Contractual Obligations  Total  1 Year  1-3 Years  3-5 Years  5 Years  

  (In thousands)          

Operating lease obligations
 

$ 981
 

$ 226
 

$ 447
 

$ 263
 

$ 45
 

Debt Obligations
 

$ 7,052
 

$ 4,205
 

$ 2,847
 

$ -0-
 

$ -0-
 



Capital lease obligations
 

$ 1,724
 

$ 823
 

$ 901
 

$ -0-
 

$ -0-
 

            
Total

 

$ 9,757
 

$ 5,254
 

$ 4,195
 

$ 263
 

$ 45
 

(1) See “Capital Resources” above for a discussion of the contractual obligations we have incurred since December 31, 2005.

We believe that our capital resources, including our short-term investments, funds available under our revolving credit agreement, and cash flow from
operations will be adequate to meet our current operational needs. We believe that we will be able to finance our 2006 capital expenditures through cash flow
from operations, borrowings from commercial lenders, and the proceeds from our public offering completed in October 2005. However, our ability to satisfy
working capital requirements, meet debt repayment obligations, and fund future capital requirements will depend principally upon our future operating
performance, which is subject to the risks inherent in our business.

Off-Balance Sheet Arrangements

As of September 30, 2006, we had no off-balance sheet arrangements.

Critical Accounting Policies

A discussion of our critical accounting policies can be found in our Annual Report on Form 10-KSB for the fiscal year ended December 31, 2005.  There
have been no material changes to these policies (including critical accounting estimates and assumptions or judgments affecting the application of those
estimates and assumptions) during the first nine months of 2006.

FORWARD-LOOKING STATEMENTS

This report includes “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 other than statements of historical fact included in this report regarding the Company’s
strategies and plans for growth are forward-looking statements.  These forward-looking statements are often characterized by the terms “may,” “will,”
“anticipate,” “estimate,” “expect,” “project,” “intend,” “plan,” “believe,” “target,” and other words and terms of similar meanings and do not reflect historical
facts.  Although management believes that the expectations reflected in such forward-looking statements are reasonable, it can give no assurance that such
expectations will prove to have been correct.  Important factors that could cause actual results to differ materially from such expectations are disclosed in the
Company’s Securities and Exchange Commission filings, and include, but are not limited to, the dependence upon energy industry spending for seismic
services, the unpredictable nature of forecasting weather, the potential for contract delay or cancellation, the potential for fluctuations in oil and gas prices,
and the availability of capital resources.  The forward-looking statements contained herein reflect the current views of the Company’s management, and the
Company assumes no
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obligation to update the forward-looking statements or to update the reasons actual results could differ from those contemplated by such forward-looking
statements.

RISK FACTORS

In addition to the “Risk Factors” discussed below and the other information set forth in this report, you should carefully consider the “Risk Factors”
discussed in Part II, under “Item 6. Management’s Discussion and Analysis of Plan of Operations” contained in our Annual Report on Form 10-KSB for the
year ended December 31, 2005, which could materially affect our business, financial condition, or future results.  The risks described in our Annual Report on
Form 10-KSB are not the only risks facing our Company.  Additional risks and uncertainties not currently known to us, or that we currently deem to be
immaterial, also may materially adversely affect our business, financial condition, and/or operating results.

We have a history of losses, and we may incur losses again.

Although we reported net income of approximately $6,176,000 for the nine months ended September 30, 2006, we have a history of losses with only
three profitable years since 1998.  For the year 2005, we had net income (before dividend requirements on preferred stock) of approximately $6,200,000; for
the year 2004, we had net income (before dividend requirements on preferred stock) of approximately $2,868,000; and for the year 2003, we had net income
(before dividend requirement on preferred stock) of approximately $555,000. Our ability to be profitable in the future will depend on many factors beyond
our control, but primarily on the level of demand for land-based seismic data acquisition services by oil and natural gas exploration and development
companies. Even if we do achieve profitability, we may not be able to sustain or increase profitability on a quarterly or annual basis.  Prior to 2005, we had
not paid a significant amount of income taxes due to our net operating loss carryforwards. However, we utilized all of our net operating loss carryforwards in
2005, which resulted in our paying federal and state income taxes in 2005.

Our revenues and operating results can be expected to fluctuate from period to period.

Our revenues, operating results, and profitability may fluctuate from period to period. These fluctuations are attributable to the level of new business in a
particular period, the timing of the initiation, progress or cancellation of significant projects, higher revenues and expenses on our dynamite contracts, and
costs we incur to train new crews we may add in the future to meet increased customer demand. Fluctuations in our operating results may also be affected by
other factors that are outside of our control such as permit delays, weather delays and crew productivity. Oil and natural gas prices are at record highs, and
have resulted in increasing demand for our services. There can be no assurance that high prices will continue. The demand for our services will be adversely
affected by a significant reduction in oil and natural gas prices. Since our business has high fixed costs, the negative effect of one or more of these factors
could trigger wide variations from quarter to quarter in our operating revenues, EBITDA margin and profitability, which render quarter to quarter
comparisons unreliable as an indicator of performance. Due to the factors discussed above, you should not expect sequential growth in our quarterly revenues
and profitability.

We are dependent upon significant customers.



We derive a significant amount of our revenues from a small number of oil and natural gas exploration and development companies. During 2005, our
two largest customers accounted for approximately 22.1% of revenues.  While our revenues are derived from a concentrated customer base, our significant
customers may vary between years. If we lose one or more major customers in the future, or if one or more customers encounter financial difficulties, our
business, financial condition and results of operations could be materially and adversely affected.

We may be subject to liability claims that are not covered by our insurance.

Our business is subject to the general risks inherent in land-based seismic data acquisition activities. Our activities are often conducted in remote areas
under dangerous conditions, including the detonation of dynamite. These operations are subject to risks of injury to personnel and equipment. Our crews are
mobile, and equipment
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and personnel are subject to vehicular accidents. These risks could cause us to experience equipment losses, injuries to our personnel and interruptions in our
business.

In addition, we could be subject to personal injury or real property damage claims in the normal operation of our business. Such claims may not be
covered under the indemnification provisions in our general service agreements to the extent that the damage is due to our negligence, gross negligence or
intentional misconduct.

We do not carry insurance against certain risks that we could experience, including business interruption resulting from equipment maintenance or
weather delays. We obtain insurance against certain property and personal casualty risks and other risks when such insurance is available and when our
management considers it advisable to do so. Currently we maintain employers liability coverage with limits of $1,000,000 per accident and $2,000,000 in
aggregate, commercial general liability coverage of $1,000,000 per accident and $2,000,000 in aggregate, pollution liability coverage of $1,000,000 per
accident and $2,000,000 in aggregate, and automobile liability coverage with a $1,000,000 combined single limit and a $10,000,000 umbrella policy. Our
general service agreements require us to have specific amounts of insurance. There can be no assurance, however, that any insurance obtained by us will be
adequate to cover any losses or liabilities, or that this insurance will continue to be available or available on terms which are acceptable to us. Liabilities for
which we are not insured, or which exceed the policy limits of our applicable insurance, could have a materially adverse effect on us.

We derive all of our revenues from companies in the oil and natural gas exploration and development industry, a historically cyclical industry
with levels of activity that are significantly affected by the levels and volatility of oil and natural gas prices.

Any prolonged reduction in the overall level of exploration and development activities, whether resulting from changes in oil and natural gas prices or
otherwise, can adversely impact us in many ways by negatively affecting:

·                              our revenues, cash flows and profitability;

·                              our ability to maintain or increase our borrowing capacity;

·                              our ability to obtain additional capital to finance our business and the cost of that capital; and

·                              our ability to attract and retain skilled personnel whom we would need in the event of an upturn in the demand for our services.

Worldwide political, economic and military events have contributed to oil and natural gas price volatility and are likely to continue to do so in the future.
Depending on the market prices of oil and natural gas, oil and natural gas exploration and development companies may cancel or curtail their drilling
programs, thereby reducing demand for our services. Oil and natural gas prices have been volatile historically and, we believe, will continue to be so in the
future. Many factors beyond our control affect oil and natural gas prices, including:

·                  the cost of exploring for, producing and delivering oil and natural gas;

·                  the discovery rate of new oil and natural gas reserves;

·                  the rate of decline of existing and new oil and natural gas reserves;

·                  available pipeline and other oil and natural gas transportation capacity;

·                  the ability of oil and natural gas companies to raise capital;

·                  actions by OPEC (the Organization of Petroleum Exporting Countries);

·                  political instability in the Middle East and other major oil and natural gas producing regions;

·                  economic conditions in the U.S. and elsewhere;

·                  domestic and foreign tax policy;

·                  weather conditions in the U.S. and elsewhere;
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·                  the pace adopted by foreign governments for the exploration, development and production of their national reserves;

·                  the price of foreign imports of oil and natural gas; and

·                  the overall supply and demand for oil and natural gas.

Our industry has recently experienced shortages in the availability of equipment. Any difficulty we experience replacing or adding equipment
could adversely affect our business.

We may not be able to acquire equipment to replace our existing equipment or add additional equipment. The high demand for the services that we
provide has decreased the supply of geophysical equipment, resulting in extended delivery dates on orders of new equipment. Any delay in obtaining
equipment could delay the implementation of additional crews and restrict the productivity of our existing crews. Although we have ordered eight vibration
vehicles to be delivered in the fourth quarter of 2006, the acquisition of these additional units could be delayed for several months due to the high demand for
them. A delay in obtaining equipment essential to our operations could have a material adverse effect on our operations.

RECENT EVENTS

In July of 2006, the Company entered into a 65-month operating lease for 7,269 square feet of office space located in Plano, Texas.  In September 2006,
the Company relocated its corporate offices to this facility.

On August 7, 2006, we announced plans to deploy our eighth field seismic acquisition crew.  This crew became operational in early October 2006, and is
using the recently acquired sixth ARAM ARIES recording system.  In addition, a new survey crew using global positioning system (GPS) equipment has
been deployed along with this crew.

ITEM 3. CONTROLS AND PROCEDURES.

Under the supervision and with the participation of the Company’s management, including the Company’s Chief Executive Officer and Principal
Financial and Accounting Officer, the Company performed an evaluation of the effectiveness of the design and operation of the Company’s disclosure
controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act to include those designed to ensure that information
required to be disclosed is accumulated and communicated to the Company’s Management as appropriate to allow timely decisions regarding disclosure) as of
September 30, 2006.  Based upon that evaluation, the Chief Executive Officer and Principal Financial and Accounting Officer concluded that the Company’s
disclosure controls and procedures are effective in ensuring that material information relating to the Company and its consolidated subsidiaries will be
received by them from others within those entities (particularly during the period in which this quarterly report was being prepared).

There were no changes in the Company’s internal controls over financial reporting that have materially affected, or are reasonably likely to materially
affect, the Company’s internal control over financial reporting.

The Company continues to take action to assure compliance with the internal controls, disclosure controls, and other requirements of the Sarbanes-Oxley
Act of 2002.  Our management, including our Chief Executive Officer and Principal Financial and Accounting Officer, cannot guarantee that our internal
controls and disclosure controls will prevent all possible errors or all fraud.  A control system, no matter how well conceived and operated, can provide only
reasonable, not absolute, assurance that the objectives of the control system are met. In addition, the design of a control system must reflect the fact that there
are resource constraints, and the benefit of controls must be relative to their costs.  Because of the inherent limitations in all control systems, no system of
controls can provide absolute assurance that all control issues and instances of fraud, if any, within the Company have been detected.  These inherent
limitations include the realities that judgments in decision-making can be faulty and that breakdowns can occur because of simple error or mistake.  Further,
controls can be circumvented by individual acts of some persons, by collusion of two or more persons, or by management
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override of the controls.  The design of any system of controls is based in part upon certain assumptions about the likelihood of future events, and there can be
no assurance that any design will succeed in achieving its stated goals under all potential future conditions.  Over time, a control may be inadequate because
of changes in conditions or the degree of compliance with the policies or procedures may deteriorate.  Because of inherent limitations in a cost effective
control system, misstatements due to error or fraud may occur and not be detected.
 
PART II - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS.

On December 28, 2004, one of our employees was killed in a work-related accident.  As reported in our Annual Report on Form 10KSB for the year
ended December 31, 2005 and in subsequent quarterly reports, on July 11, 2005, the deceased employee’s widow filed suit against us in a state court in Harris
County, Texas, seeking monetary damages.  During a mediation process in March of 2006, the lawsuit was settled.  The cost of the settlement is being borne
by our insurance carrier.  As a result, we do not believe that the ultimate outcome will have a material effect on our financial results.  However, this settlement
will require approval by a guardian ad litem appointed for the benefit of a minor of the deceased.  Following the filing of our Quarterly Report for the period
ended June 30, 2006, legal counsel for the Company’s insurance carrier notified the Company that the guardian ad litem had approved the settlement
agreement.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS. - None

ITEM 3. DEFAULTS UPON SENIOR SECURITIES. – None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.  - None

ITEM 5. OTHER INFORMATION. – None.



ITEM 6. EXHIBITS.

The following exhibits are included herein:

EXHIBIT 
NO.  DESCRIPTION

*31.1
 

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

   
*31.2

 

Certification of Principal Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002.

   
*32.1

 

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

   
*32.2

 

Certification of Principal Financial and Accounting Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

 

*Filed herewith.
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SIGNATURES

In accordance with the requirements of the Exchange Act, the registrant caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

TGC INDUSTRIES, INC.
  
Date: November 13, 2006 /s/ Wayne A. Whitener

 

 

Wayne A. Whitener
 

President & Chief
 

Executive Officer
 

(Principal Executive Officer)
  
  
Date: November 13, 2006 /s/ Kenneth W. Uselton

 

 

Kenneth W. Uselton
 

Treasurer (Principal Financial
 

and Accounting Officer)
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EXHIBITS INDEX

EXHIBIT 
NO.  DESCRIPTION

*31.1
 

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

   
*31.2

 

Certification of Principal Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002.

   
*32.1

 

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

   
*32.2

 

Certification of Principal Financial and Accounting Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

 

*Filed herewith.
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EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Wayne A. Whitener, Chief Executive Officer of TGC Industries, Inc. certify that:

1.                                       I have reviewed this quarterly report on Form 10-QSB of TGC Industries, Inc.;

2.                                       Based on my knowledge, this quarterly 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 quarterly report;

3.                                       Based on my knowledge, the financial statements, and other financial information included in this quarterly 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
quarterly report;

4.                                       The registrant’s other certifying officer 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 we 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 quarterly report is being prepared;

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

c)                                      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 that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting.

5.                                       The registrant’s other certifying officer 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
functions):

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

1

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:  November 13, 2006
 

/s/ Wayne A. Whitener
 

 

Wayne A. Whitener
 

President & Chief
 

Executive Officer
 

(Principal Executive Officer)
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EXHIBIT 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER

I, Kenneth W. Uselton, Principal Financial Officer of TGC Industries, Inc. certify that:

1.                                       I have reviewed this quarterly report on Form 10-QSB of TGC Industries, Inc.;

2.                                       Based on my knowledge, this quarterly 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 quarterly report;

3.                                       Based on my knowledge, the financial statements, and other financial information included in this quarterly 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
quarterly report;

4.                                       The registrant’s other certifying officer 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 we 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 quarterly report is being prepared;

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

c)                                      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 that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting.

5.                                       The registrant’s other certifying officer 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
functions):

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

1

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:  November 13, 2006
 

/s/ Kenneth W. Uselton
 

 

Kenneth W. Uselton
 

Treasurer (Principal Financial
 

and Accounting Officer)
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EXHIBIT 32.1

Certification of
Chief Executive Officer

of TGC Industries, Inc. Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

This certification is furnished solely pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350) and accompanies the quarterly report on
Form 10-QSB (the “Form 10-QSB”) for the quarter ended September 30, 2006 of TGC Industries, Inc. (the “Company”).  I, Wayne A. Whitener, the Chief
Executive Officer of the Company, certify that, to the best of my knowledge:

(1)                                  The Form 10-QSB fully complies with the requirements of Section 13(a) or Section 15(d), as applicable, of the Securities Exchange Act of 1934;
and

(2)                                  The information contained in the Form 10-QSB fairly presents, in all material respects, the financial condition and results of operations of the
Company as of, and for, the periods presented in the Form 10-QSB.

Dated:  November 13, 2006

 
 

/s/ Wayne A. Whitener
 

 

Wayne A. Whitener
 

Chief Executive Officer
 

The foregoing certification is being furnished as an exhibit to the Form 10-QSB pursuant to Item 601(b)(32) of Regulation S-B and Section 906 of the
Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of Section 1350, Chapter 63 of Title 18, United States Code) and accordingly, is not being filed as part of
the Form 10-QSB for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and is not incorporated by reference into any filing of the
Company, whether made before or after the date hereof, regardless of any general incorporation language in such filing.

1



EXHIBIT 32.2

Certification of
Principal Financial and Accounting Officer

of TGC Industries, Inc. Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

This certification is furnished solely pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350) and accompanies the quarterly report on
Form 10-QSB (the “Form 10-QSB”) for the quarter ended September 30, 2006 of TGC Industries, Inc. (the “Company”).  I, Kenneth W. Uselton, Principal
Financial and Accounting Officer of the Company, certify that, to the best of my knowledge:

(1)                                  The Form 10-QSB fully complies with the requirements of Section 13(a) or Section 15(d), as applicable, of the Securities Exchange Act of 1934;
and

(2)                                  The information contained in the Form 10-QSB fairly presents, in all material respects, the financial condition and results of operations of the
Company as of, and for, the periods presented in the Form 10-QSB.

Dated:  November 13, 2006

 
 

/s/ Kenneth W. Uselton
 

 

Kenneth W. Uselton
 

Treasurer (Principal Financial
 

and Accounting Officer)
 

The foregoing certification is being furnished as an exhibit to the Form 10-QSB pursuant to Item 601(b)(32) of Regulation S-B and Section 906 of the
Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of Section 1350, Chapter 63 of Title 18, United States Code) and accordingly, is not being filed as part of
the Form 10-QSB for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and is not incorporated by reference into any filing of the
Company, whether made before or after the date hereof, regardless of any general incorporation language in such filing.
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