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PRESENTATION

Operator

Good afternoon, ladies and gentlemen, and
welcome to the Input/Output conference
call. At this time, dl participants are in a
listen-only mode. Following today’s
presentation, instructions will be given for
the question and answer session. It anyone
should need assistance at any time during
the conference, please press the star
followed by the zero and an operator will
assist you. As a reminder, this conference is
being recorded today, Thursday the 29th of
January, 2004. 1 would now like to turn the
conference over to Mr. Jack Lascar. Please
go ahead, Sir.

Jack Lascar - Input/Output - Partner

Thank you, Steve. Good afternoon and
welcome to Input/Output’s fourth quarter
and year end conference call. We appreciate
you joining us to review our final results for
2003. Your hosts today ore Bob Peebler,
President and CEO, Jorge Machnizh, EVP
and COO, and Brad Eastman, Genera
Counsel and Secretary. Mike Kirksey, our
new EVP and CFO is joining us on the
phone from Europe. To avoid potential
hone issues, Brad Eastman will cover the
inancial results. However, Mike will be
available to answer questions. Before | turn
the call over to management, | have a few
itemsto go over.

If you would like to be on our e-mall
distribution or fax list to receive future news
release, or experienced a technical problem
and didn't recelve yours this afternoon,
please cal DRG&E and relay that
information. That number is 713-529-6600.
Ifdyou would like to listen to a replay of
today’s call, it is available via web cast by
going to the Investor Relations section of the
company’s website at www.i-0.com or via
the recorded instant reFIay until February 5,
2004. To use the repgy feature, call area
code 303-590-3000 and use the pass code
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Information reported on this call speaks only
as of today, January 29, 2004 and therefore
you are advi that time sensitive
Information may no longer be accurate as of
the time of any replay. Management is gomgﬂ
to discuss today certain topics that wil
contain forward-looking information that are
based on management beliefs as well as
assumptions made by and information
currentl available to  management.
Forward-looking  information  includes
statements regarding expected revenues,
gross margins, EBITDA and earnings per
share for the first quarter and full year 2004.
Although the company believes that the
expectations reflected in such forward-
looking statements are reasonable, there can
be no assurance that such expectations will
prove to have been correct. Furthermore, as
we start this call, please refer to the
statement  regarding  forward-looking
statements incorporated in our press release
issued today and please note that the
contents of our conference cal this
afternoon are covered by this statement.

Risks that the company faces are discussed
in greater detail in the company's filings
with the Securities and Exchange
Commission including the company’s report
on Form 10K for the year ended December
31, 2002. Please aso note that you can find
areconciliation to reported numbers for non-
GAAP measures that we will discuss on this
call in our press release. 1'd like to turn the
call over now to Bob Peebler.

Bob Peebler - Input/Output - President
and CEO

Good afternoon and thank you for joining
us. The agenda this afternoon will include
highlights of the past year, a review of the
fourth quarter and full year results, a
discussion of our new strategic direction, a
preliminary look into 2004 followed by a
question and answer period. First of al, I'm
very pleased to announce that we achieved
profitability during the fourth quarter. We
achieved our revenue, gross profit margin
and earnings objectives right in line with the
guidance we gavecaP/ou during our third
guarter conference call.

Revenues were up 19% compared to the
fourth quarter of 2002. Adjusted EBITDA
was a positive $3 million and we generated
$633,000 in net income or one cent in
earnings per share. Our gross margin
reached 26% demonstrating the progress we
are making in raising our gross margins to
more acceptable levels and operating
expenses during the quarter declined 31%
compared to last year's fourth quarter. We
strengthened our financial condition by
issuing 60 million of convertible securities
earI?/ in December. The offering was very
well received by the investment community
and was completed very quickly, a testament
to the market interest in I/O. We used
approximately $16 million of the net
proceeds of the offering to repay existing
short term high interest debt and plan to use
the remainder of the proceeds for potential
acquisitions that support our strategy and for
working capital to support our planned
growth.

On the cost side of the equation, we made
substantial  progress in  reducing our
operating cost structure during 2003.
Operating expenses fell approximately 3%
last year. Approximately half of this
improvement was driven by lower research
and development and genera G&A
expenses. We reduced fulltime headcount
from 598 at the end of 2002 to 479 at the
end of the year, a 20% reduction. We
completed our move out of our Alvin
manufacturing facility during the middle of
2003 which resulted in approximately a $2.5
million _‘o_e_r year reduction in depreciation
and facilities charges from our fixed cost
structure as well as additional savings from
headcount reductions. We continue to
review the utilization of our existing
facilities to find further ways to reduce our
fixed cost structure. As part of our
continuing effort to reduce our cost structure
and increase our manufacturing flexibility,
we entered |ast year into several outsourcing
agreements to  manufacture  seismic
equipment both in the U.S. and in Mexico.
These agreements are O,oart of our plan to
reduce fixed costs and accelerate product
delivery to our global customer base.
Furthermore, these actions will over time
provide significant operational and logistical
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benefits to 1/O's existing and future
customer base.

Effective January 1 of this year, we
consolidated the three operating units of our
land operations into one integrated division
that will result in some further cost savings,
but most importantly will improve our
ability to provide our land customers with
improved products and better after sale
service. From a business development
standpoint, we successfully commercialized
our VectorSeis System Four land acquisition
platform in April, which resulted in over 20
million of system sales during 2003. This
new technology introduction allowed us to
establish a presence in key markets in North
America, Russia, Eastern Europe and China.
To date weve concluded over 70 land
VectorSeis tests in commercial projects
around the world.

Our strategic technology aliance with
Apache, which we mentioned last quarter,
will help 1/0 to accelerate the adoption of
advanced seismic imaging technologies.
Educating all companies on the value of
VectorSeis Full-WAV  digital  imaging
specific to their E& P portfolio brings value
to them and uItimateI%/ to seismic contractors
by resulting in pull through. As evidence of
the commercial strength of this approach,
Apache selected Trace Energy Services
headquartered in Calgary, from among
several interested contractors as a preferred
contractor for the VectorSeis seismic
acquisition program in Canada and the U.S.
Coincident with Apache’'s selection of
Trace, 1/0 sold a 2,000 station VectorSeis
System Four to the company during the
quarter. We will be aso providing
processing services related to the VectorSeis
acquisition projects as they unfold.

In amost every situation, we are looking for
ways to leverage the seismic processing
capabilities provided by our GMG access
geophysics group b in Denver. As we
move forward, we are confident that our
new model will provide 1/0O with a highly
differentiated competitive advantage in the
marketplace and we'll continue to look for
Similar  opportunities with other il
companies. In addition to the improvements
in our financial performance and structure,

cost reductions, and new product successes,
we aso strengthened our  senior
management team and the board of
directors. Over the past year we have
brought on board Jm Hollis, our VP of
Land Imaging Systems Division, Chris
Friedemann, our VP of Commercia
Development, Mike Kirksey, our new EVP
and CFO, and Jorge Machnizh, our EVP and
COO. | believe that we now have the
nucleus of executive talent to execute our
strategic plan over the next several years.

Also during the third quarter, 1/0O's board of
directors was strengthened with the election
of Dr. Bruce Appelbaum, former President
of Global Exploration for Texaco, and John
Seitz, former CEO for Anadarko. They both
bring an in-depth understanding of E&P
technology and how it is purchased and
utilized by oil companies. We're aso in the
final stages of selecting the members of
I/O’s new technology advisory board that
will be made up of recognized E&P
technology executives and experts from
academia for the purpose of providing
guidance to our strategic R&D programs.
This is one more example of our strategy of
building better bridges to the oil and gas end
user community, which should result in
increased demand for or technology.

The market environment is imBroving and
athough we are not seeing a robust seismic
market, we are starting to see pockets of
recovery. E&P companies continue to talk
about the importance of seismic to their
finding and development efforts and are
starting to recognize its importance to better
understanding challenged in areas such as
the deep shelf in the Gulf of Mexico. For
example, thisis a case where the wells could
be very expensive and today’ s success ratios
reflected in finding costs are too high. Our
strat_eg?/, which | will talk about in more
detail later in this cal, is predicated on the
fact that oil companies will become
increasingly compelled to embrace new
seismic technologies that unravel their most
pressing geological and reservoir problems.

We intend to work closely with oil
companies around the world to better
understand these challenges, identify ways
that we can work together to deploy
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technology in partnership with our seismic
contractor customers to unlock future
reserves and deliver discernible value to the
bottom line. As market conditions improve,
which we believe they slowly are I/0O will be
well positioned as a trusted partner and
technology provider to deliver value to both
oil companies and seismic contractors.

Now moving to the financial results. As |
mentioned at the beginning of the call, we
are very pleased with our fourth quarter
results. We showed continued improvements
with higher revenues and higher gross
margins with a lower cost structure. Brad
will now discuss the quarter and the year in
more detail.

Brad Eastman - Input/Output - CAO

Thanks, Bob. Fourth quarter sales were up
19% to $44 million compared to $37 million
during the fourth quarter of 2002;. The
improvement is entirely attributable to an
increase in land seismic activity with our
non-Western contractors, particularly an
increase in demand for our VectorSeis
System Four land acquisition system. We
recorded $10 million in VectorSeis revenue
in the fourth quarter. Our land sales for the
guarter were $35.4 million, an increase of
$15 million or about 73% from last year's
fourth quarter. Marine sales of $8.6 million
declined $8 million or about 48% compared
to last year's fourth quarter. The weakness
in the marine market is a reflection of the
overcapacity and continued consolidation by
the large players such as PGF, Western
JICO and Baratoss.

Our reported gross margin this quarter was
approximately 25% compared to 15% in last
year's fourth quarter. Land division gross
profit rate was 22% this quarter compared to
6% in last year's fourth quarter. The marine
division gross profit rate was 39% this q
quarter compared to 25% in last year's
fourth quarter. The improvement in gross
margin was driven mainly by volume
improvements as well as by higher margin
sdes of VectorSeis System Four land
acquisition platforms. Selling, general and
administrative expenses were $6.7 million
this quarter, compared to $7.7 million in the

fourth quarter of last year. As a percentage
of revenues, selling, general and
administrative expenses decreased to about
15% this quarter compared to 21% in the
fourth quarter of last year. Although we will
continue to look for ways to reduce our
overall SG&A expenses such as our most
recent consolidation of three business units
into one land division, we believe that our
current organization is properly structured
with our eﬁ)ected level of business going
forward and that additional improvements
will need to come via increased revenues
and improved gross profit margins.

Research and development expenses were
$3.8 million, a reduction of approximately
40% or approximately $2.6 million from the
fourth quarter of 2002. These decreases
PI’I marily reflect reduced staffing levels
rom balancing our project portfolio and the
fact that the significant System Four
development  program  moved  from
prototype to commercialization in mid 2003.
This level of spending brings us closer to
our objective of R&D spending as a
percentage of revenue being 8 to 9%. Our
earnings from operations this quarter were
$744,000 compared to a loss from
operations in the fourth quarter of 2002 of
$9.7 million. Adjusted EBITDA this quarter
was a positive $3 million compared to a
negative $5.8 million for the fourth quarter
of last year.

You can find a reconciliation of adjusted
EBITDA to our reported earnings in our
press release issued this afternoon.
Depreciation and amortization this quarter
was $2.4 million down from $3.8 million
during last year's fourth quarter. Capital
expenditures during the fourth quarter were
about $1.7 million. The company reported
an _income tax expense of approximately
$190,000 this quarter compared to a benefit
of $3.1 million during last year's fourth
guarter. We continue to mantain a full
valuation allowance of our net deferred tax
assets and reflect no benefits from current
net operating losses. Our net income
atributable to common shareholders was
$633,000 or one cent per share compared to
a loss of $6.5 million or a loss of 13 cents
per sharefor last years fourth quarter.
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Moving on to the results for all of last year.
2003 sales increased 27% to $150 million
from $118.6 million during 2002. Land sales
this year reached $114.3 million, an increase
of 75% compared to $65.2 million in 2002.
Marine activity decreased about 33% with
sales of $35.7 million this year compared to
$53.4 million last years. We believe that the
primary driver for low marine sales for 2003
was the extreme pressure that marine
seismic contractors were under due to
overcapacity and related weak pricing.

We have seen PGF go into and emerge from
bankruptcy, Western GECO reduce their
fleets and little new additions with the
exception of some new entrants. We don't
expect a quick turnaround in marine, but do
expect to experience some pent up demand
because the current operating fleets are
working with old equipment. This year's
gross margin was 19% compared to 15% in

002. The gross margin for land was 15% in
2003 compared to 6% in 2002. For marine,
the gross margin was 30% of revenues in
2003 compared to 37% the year before. This
year's selling, general and administrative
expenses were $29.3 million, 20% of
revenues compared to $30.4 million or 26%
of revenues In 2002. This year's SG&A
expenses include $1.3 million of severance
and moving costs associated with the closing
of the Alvin facility. Our year end run rate
was approximately $30 million annualized
and we are dtill carrying expenses related to
changes in the executive team and other pre-
consolidation costs including forming the
land imaging systems division.

Our sdling, general and administrative
expenses aso continued to be burdened by
too much office space in Houston that we
are working to resolve. 2003 research and
development expense decreased about $10.1
million to $18.7 million compared to $28.8
million in 2002. The decline in research and
development  expenses ﬁrimarily reflects
reduced staffing levels, the cancellation of
our marine solid streamer project, and the
commercial phase of our VectorSeis System
Four land acquisition platform as well as a
greater focus on core seismic imaging
technology and outsourcing of other
elements of research and devel opment.

Our loss from operations for 2003 was $21.3
million compared to a loss from operations
of $63.6 million in 2002. Included in our
loss from operations for 2003 and 2002 were
$1.1 million and $22.0 million, respectively,
of charges related to the imparment of
certain long lived assets and goodwill. The
company reported an income tax expense of
$348,000 for 2003. We reserve our net
deferred tax assets and report income tax
expense from foreign operations. Our net
loss to common shareholders for 2003 was
$23.2 million or 45 cents per share
compared to a net loss to common
shareholders of $120.8 million or $2.37 per
share in 2002 which included a $60.0
million charge to establish a reserve for our
net deferred tax assets.

Our balance sheet finished strong with
approximately $59 million in our cash
balances at the end of December. The
increase in cash during the quarter was
mainly due to the proceeds of our
convertible offerings partialy offset by an
increase in working capital as a result of
improved sales and the repayment of $16
million of short term debt. Accounts and
current notes receivable increased by $7
million to $48.7 million from the third
guarter, brining our working capital, defined
as current assets less current liabilities, up
$59.3 million from $74.1 million at the end
of September, 2003 to $133.5 million at the
end of December, 2003. Our debt to total
capital ratio increased from 23% to 38%
during the same timeframe. | will now turn
it back to Bob for discussion on our current
%gtfgic thinking and preliminary look at

Bob Peebler - Input/Output - President
and CEO

Thanks, Brad. I'd like to take this
opportunity to share with you few key
ements of our strategic plan, which we
have been developing over a period of
several months. First, we believe we are
facing a number of promising trends in the
seismic industry including One, demand for
hydrocarbons Is outstripping increase in
supply. Two, new hydrocarbon provinces
appear on the brink of reopening to U.S.
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service and technology companies in Libya,
Iraq and around the Caspian Sea suggestin
another round of exploration an
development activities in very large
Betroleum bases. Three, oil companies have
pegun to embrace the power of seismic
imaging across the reservoir life cycle,
extending the demand for seismic related
products and service beyond pure
exploration and development to also include
product enhancements. Four, oil companies
are also realizing the need for more custom
designed seismic surveys that are better
tailored to the targeted reservoir versus spec
surveys. And last, many of the remainin
reservoir challenges require speciaiz
technologies ad methodologies including
full-wave data, broader span coverage,
referred to as wide asthma and higher
density spacing to improve resolution and
increase information about the reservoir. All
of these trends will drive new seismic
activity both in land and marine and will
drive the need for improved technolo??/ in
increased number of surveys which will lead
to an increasing number of station count, all
signaling an mprovement in our future
business environment. Our vision goin
forward has four main elements, whic
dg:gtly address the industry trends and
needs.

The first element is to reposition ourselves
as a seismic imaging solutions company
versus a seismic equipment manufacturer.
As a solutions provider, 1/O is looking to
compete and provide value across the
reservoir life cycle. This means that we will
position ourselves to lead with the broader
segment of the seismic industry value chain
from survey design and planning to
processing technology and services. OQil
companies spent in excess of $5 billion in
2003 on seismic products and services. This
broader segment provides us with new
opportunities for 1/O to participate in
growth. Two good examples are our
entrance into the high end processing
business via our GMC Access Geophysics
acquisition and our move towards
participating in the 4D Permanent
Monitoring business. We do not have plans
to move into the seismic crew business as
that is not a core focus of 1/0 and would put
us in direct competition with our seismic

acquisition contractor customers. In certain
cases such asSePrOC ng and 4D monitoring,
we will be selling directly to oil companies
instead of selling to seismic contractors as
an OEM manufacturer.

The second element is to lead in the
emeéging 3D wave of seismic technology
caled full-wave dl?_ltal imaging. /O has
spent over $100 million during the last few
years in developing the next generation
digital sensor with the objective of being
able to accuratellél/ record the seismic full-
wave field, which includes the pressure, or
P, and the sheer, which is called S waves,
and increase resolution and fidelity for both.
Thisis critical breakthrough technology that
will enabling finding oil and gas that cannot
be found with traditional methods. Related
to this, we see an industry a%ap in
interpretation tools to efficiently enable and
effectively enable geologists to take full
advantage of the sheer waves. We plan to
participate on our own or through strategic
partnerships in filling this gap. In addition,
this new era of full wav digital imaging will
also drive a new generation of survey design
and planning and processing technologies
and associated services and we view these as
important strategic growth areas for 1/0.

The third element of our strategy is to
reduce full cycle seismic imaging costs by
shortening cycle times and reducmg
logistics costs with new technologies an
services. With increased demand and
reduced availability, one of the main
systematic problems of the seismic is the
logistics cost of collecting the data, both
land and marine. The industry needs
breakthrough approaches that significantly
reduce the operationa costs, which we
estimate often exceeds 70% of the total
image cost including planning, acquisition,
processing and interpretation. One example
IS VectorSeis Ocean, our new retrievaple
seabed system using VectorSels sensors that
has the promise of reducing the cost of
collecting seismic data including sheer on
seabed by 60-70% eventualy making it
competitive with towed streamer survey.

The fourth element of our strategy isto form
closer relationships with the ultimate end
user of the seismic imaging, the oil
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companies. We are focusing our efforts on
E&P companies in order to Dbetter
understand their imaging requirements, not
only from an image quality standpoint, but
also from a cost and cycle time perspective.
This helps oil companies understand the
value of our solutions and the impact that
our technology can have on finding new and
production additional reserves.
Subsequently, this provides us with
opportunities to be more of a solutions
provider and s!gr:uflcantly improve our vaue
proposition with the E&P companies. Our
recent aliance with Apache is a clear
example of our new strategy. Although we
are in the early stages of implementing these
four strategies, we believe that we have
strong technology and operational base to
build upon and our management team is
fully committed to our vision and we look
forward to making progress towards our
goalsin 2004.

Looking at 2004, we expect a challenging
and an exciting year in terms of product
transitions and new product introductions. In
our land imaging division, we expect to
introduce our new System Four analog
cable, scheduled for late Q2, early Q3. This
new product is based on the System Four
platform that has been proven by contractors
around the world to analog cable delivery
and improved field operational efficiencies.
System Four A/C takes the functionality to
the next level by givi nﬂ seismic contractors
the flexibility to use either traditional analog
geophone sensors or digita full wav
VectorSeis sensors even on the same survey.
System Four A/C will be the first land
imaging platform in the market with this
hybrid analog/digital capability. With the
introduction of System Four A/C, we are
transitioni n? out of the image analog system
during the first half of 2004 with plans of
ending production before the end of
summer. We expect high demand for
System Four A/C, as it alows seismic
contractors to position for the full wav
digital future while reduci 23 the investment
risk of market timing related to the diffusion
of the new technology.

We also believe we will have a much more
competitive analog product compared to the
older image system especially when

considering that 1/O is the market leader in
sensor analog geophones. On the marine
side, we believe that seabed imaging, using
either retrievable cable systems or
permanently deployed sensors, will become
an increasingly important part of the total
marine seismic imaging business in the next
few years, We have early successes with the
prototype retrievable seabed system with
Conico Phillips and their working interest
partners at the Ecofish field in the North
Sea. Based on the successes at Ecofish, we
made the decison to extend and
commercialize the technologies used there
such that later this year we will be
introducing  our  VectorSeis  Ocean
Retrievable System. We look forward to our
first VectorSeis Ocean System planned for
late Q2 or early Q3, and expect the demand
for this product to increase as we believe
experience will show an improved image
with our new system. The deep shelf is a
good example where new seismic data is
needed and seabed is the best bet for the
improvement needed.

On the permanent monitoring sSide, we
expect the market to develop a bit more
dowly if for no other reasons than oil
companies are generally still cautious when
contemplating investments that can run into
the tens of millions of dollars and be fixed
for the next 10 to 15 years. Nevertheless,
interest is picking up regarding this
technology ad we have had severa
commercial discussions tat are underway
with the early adopters of this 4D seismic
imaging technology. However, we don't
believe we will see much in the \(va% of
revenue from permanent systems until 2005
at the earliest.

In our towed streamer business, we are
introducing our next ﬁeneration positioning
technology, which will improve positioni I’_l?
accuracy ?/ 80%. This new technology wil
substantialy reduce positioning errors that
were acceptable in spec 3D surveys that can
be made a major source of unacceptable
error in 4D time lapse surveys. This new
technology allows the geophysicists in the
oil companies to identify more subtle
changes in the reservoir including
movements of fluids. Our GMG access
business is expected o continue its rapid
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rowth in 2004 driven by our ability to hire
the right people an build our supporting
infrastructure. The lead punch a GMG
Access is our leading AZIM processing that
can be applied to solve many of the
problems that the industry faces and is very
synergetic with VectorSeis data. To give
you two examples, we helped one client in
the Rocky Mountains improve the resolution
of their subsurface image such that they
could see reservoirs and faults that their
competitors could not. And the second, a
major operator in Alaska used AZIM
methodol ofgy to identify fractured patternsin
the subsurface that were previously not well
understood. As a consequence of our work,
they replanned their horizontal well
program and drilled the three most
productive wells in a field of 25 year old
play and this field is now revitalized. We
expect processing to grow faster than our
acquisition technology business since they
participate in both processing of new data
and reprocessing.

Looking ahead, based on our current
backlog of business, our improved cost
structure and the expected impact of our
new product introductions, we expect 2004
revenues to be in the 175 to 195 million
range. We expect a dight strengthening of
our business from our more traditional
customers and continued growth from our
international markets, mainly in the CIS and
Middle East countries. Most of our expected
top line growth should come from our new
product offerings including an expected
doubling of VectorSeis based systems sales
from the $20 million we generated in 2003.
We expect consolidated gross margins to be
in the high 20s to the low 30s. Improved
margins will be driven by new products,
better sales execution, improved
manufacturing costs and the impact of our
improved cost structure. Based on the
expected levels of revenues and Qross
margin, EBITDA should be in the 20 to 25
million with an earnings per share of 5to 15
cents.

Because most of the product introductions,
including System Four Analog and
VectorSeis Ocean, will take place during the
middle of the year, we are forecasting our
earnings to be skewed towards he second

half. Our first quarter is unfolding fairly
close to our original 2004 plan with a dlight
to moderate loss mainly driven by expected
slow land analog sales due to the transition
from our Legacy Imag?e latform to the new
System Four A/C platform. Furthermore,
manufacture ring lead times are pushing
several large planned vibrator truck sales out
of Q1. As a result we expect first quarter
revenue to be in the $32 to $40 million
range and earnings per share to range
between a loss of 2 cents and a loss of 8
cents. We believe that accelerating
VectorSeis System Four sales through the
balance of the year starting in late Q2 will
offset the image system related transition
issues.

In conclusion, I'm very pleased with our
return to profitability at the end of 2003 and
the str_ate%ic foundation that we had begun
to build last year to support our future
%rowth plans. | expect 2004 to be a much
etter year financially than 2003 with return
to profitability for the entire year. Much of
our success In 2004 will depend on our
continued rapid growth in VectorSeis
System Four and GMG Access processing
accompanied with  successful  product
introductions of DigiCourse and VectorSeis
Ocean in our marine division and System
Four Analog in our land imaging systems
division. We will continue to strengthen our
international presence and look forward to
additional growth in Russia and Eastern
Europe and an expanded presence in the
Middle East market. We are also expecting
to see some marginal improvement in our
base business driven by an improved
business environment for our contractor
customers. Our vision clear, we have the
management team in place and new
technologies to sell. 2004 should be a good
year. We will now open for questions.
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QUESTION AND ANSWER

Operator

Thank you, Sir. Ladies and gentlemen, at
this time, we will begin the question and
answer session. If you have a question,
please press the star followed by the one on
your pushbutton phone. If you would like to
decline from the polling process, _Pr% the
star followed by the two. You will hear a
three tone prompt acknowledging your
selection. Please ask one question and one
follow up and re-queue for additional
questions. If you are using speakerphone
equipment, you will need to lift the handset
before making your selection. One moment,
please for our first question. Our first
guestion comes from Joe Agular with
Johnson Rice & Company. Please go ahead.

Joe Agular - Johnson Rice - Analyst

Thank you. Good afternoon. That was
really an excellent recep there, Bob, |
appreciate it very much. Very thorough. I'm
tryi gs%to think which question would be best
to ask here. | wanted to maybe ask you a
little bit about the acquisition strategy of the
company given some of the new product
introductions and direction that you're
taking on the processing side. Your recent
financing | guess you did disclose that you
were _a_nt|C|pat|r_lgh perhaps making some
acquisitions  with = proceeds. I'm just
wondering, not necessarily specific, really
specifics there, but just kind of how, what
type of strategy you're looking at, where
you're looking to deploy some capital in
acquisitions and what you need maybe to fill
in some of the holes right now.

Bob Peebler - Input/Output - President
and CEO

Thanks, Joe. One, in the acquisition, a a
very high level, one thing we're not going to
do Is to basicaly just acquire to grow. That
is not the purpose of the acquisition.

Obviously we intend to grow if we do
acquisitions, but we're not just saying we're
going to grow by acquisition. Our
acquisitions are going to be very much
aimed at strengthenl ng the strategy that I've
laid out. | think in that conversation, | talked
about platforms of growth all the way from
planning to processing, as examples of areas
that we think are going to be rapid growth
areas. We also see some other areas very
much related to the technology that we have
in growth areas such as permanent
monitoring and different areas like that that
could be interesting to us. So | think that
broadly speaking, | would say look at the
areas that we're talking about growing the
business in, sort of that value chain and that
would be a reflection of some of our
thinking. Now obviously again, we're not
just looking for add-on products or whatever
Just from a consolidation point of view that
anything we do is going to really have a
strategic fit for our company's direction.

Joe Agular - Johnson Rice - Analyst

| guess | just want to clarify one thing. To
pursue the growth strateﬂl&e that you have
outlined, you pretty much have the base in
place right in that anything that you acquire
IS just something that would sort of
compliment what you have already. Is that a
fair statement?

Bob Peebler - Input/Output - President
and CEO

| think that's a fair statement. That doesn’t
say that there’'s not some (indiscernible)
areas that are augments of those platforms,
but | think that’ s basically afair statement.

Joe Agular - Johnson Rice - Analyst

Okay, as a follow up if | could, I'd like to
just ask a question with regard to the fourth
quarter results which were very good
obviously versus the last several quarters.
Given your outline of about $10 million of
VectorSeis sdles in the quarter and
substantial gross margin improvement, it
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kind of implies that you all are getting pretty
good pricing on VectorSeis and | just want
to see how much of that is the case versus
maybe some other efficiencies that you may
have gained in some of the moves that
you'’ ve taken in consolidating or outsourcing
some of your manufacturing of your
traditional businessline.

Bob Peebler - Input/Output - President
and CEO

Yeah, Joe, obvioudly if you have a new
technology and a new product, you tend to
get better pricing and margins than on old
technology and so that’s why we' re happy to
be phasing out of our old land imaging
system and phasing into our System Four.
Pricing is a function of what your customers
value and will pay for and also what it takes
to create that. And we've been working on
both fronts. On the manufacturing side, it's
intuitive and certainly practical to think that
a company of our size can't afford to have
full manufacturing capabilities in a sort of
cyclical and bumpy business or lumpy
business. And so to move facilities away
from 1/O and lever other people's facilitiesis
one great example of giving us flexibility.
Now we think we're just a the beginning of
getting al the value out, in a sense. We've
made some real gains by the first round of
outsourcing but we think we can improve in
those processes now that we've done that.
So we'll be continuing to look at how to
have better partnership relationships with
our outsource providers, flow of
information, things we can to even become
more efficient. And the third thing is just
continuing to look for ways to design in our
Brodug:ts ways to design out costs and we'll
e doing that continuously. So | think that
our goa and our stated goal to this company
going forward is to redly look at how to
continue to improve our margins. As | said
in the call and | think | said last quarter,
we're sort of coming to the end of things we
can do from just a pure cost cutting
consolidation point of view. The game now
is LUSt really running the company better and
| think going forward this year, our focus is
more on improvements in gross margin than
things like headcount and those factors. As

the business increases, well probably be
adding afew folksin various areas.

Joe Agular - Johnson Rice - Analyst

Okaﬁ, just to summarize, | guess, isit fair to
say though that you' re pleased with the kind
of margins that you were able to achieve on
those VectorSel's sales?

Bob Peebler - Input/Output - President
and CEO

Y es, we were.

Joe Agular - Johnson Rice - Analyst

Okay, great. | may come back later with a
follow up. Thank you very much.

Operator

Next we have a question from John
Morisanti with ING. Please go ahead.

John Morisanti - ING - Analyst

Hi, Bob. Congratulations. It's nice to see
the company back in the black.

Bob Peebler - Input/Output - President
and CEO

Thanks. | like this side of the line much
better.

John Morisanti - ING - Analyst

| bet you do. Just -- Joe sort of asked my
first question there and | guess we'll sort of
see as you go on with the acquisition front. |
just was trying to get a sense of - - in your
deal with A[lJ)a(_;he - - kind of where you were
- - you're obviously at the very early stages
of what one hopes to be a very long term
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relationship there. But have you cycled
enough through with them in terms of
shooting a prospect, anayzing the data,
going back and seeing what your drill results
are and whatever, and actually have the full
package you could actualy take to
somebody else who was unfamiliar with
what you're doing to say thisis what we can
do for someone like Apache or this is what
we can do for you?

Bob Peebler - Input/Output - President
and CEO

John, actually the facts are that the surveys
have just started. We consummated the deal
with Apache and then had to get the, in this
case, Trace, set up to run the surveys and
we're just now starting the surveys up in
Canada. This is the Canadian shooti nE
season. In fact one of our gg?/sjust ot bac!
this last, this week actually, and we're
feeling very good about the first shoot which
was a small one, just sort of getti n% started.
They’ll be shooing for several months on the
portfolio with Apache and then you move
Into the processi n? and the interpretation. So
we won't - - it will be awhile before we see
the full cycle results. But we don’t have to
wait to the very end to start understanding at
least each step of the way the value adds. So
first step is that hey, the system is working
great, | think Trace has felt good about the
performance of %/stem Four. We're starting
out in a pretty difficult environment that’s - -
It's cold up there, as you know, so it's stress
testing our equipment and things are really
working well. So we're feeling really good
bout how we're coming out of the box with
the system and now we're looking forward
to sort of that next exciting step is when
we'll start getting data into the processing
shops and start processing the data.

Ladies and gentlemen, if there are any
further questions, please Press star one at
this time. We have a follow up question
from Joe Agular. Please go ahead.

Joe Agular - Johnson Rice - Analyst

WEéll, | had a couple more questions if you
don't mind, Bob. Regarding the VectorSeis
Ocean product that you mentioned in your
remarks, the Conico Phillips Ecofish field
was testing a prototype of it or was this - -
could you just clarify exactly what?

John Morisanti - ING - Analyst

Okay. All right, thank you. Again,
congratul ations.

Operator

Bob Peebler - Input/Output - President
and CEO

Sure. Let me give you just a real quick - -
this is the first time that we have been able
to put VectorSeis sensors on a seabed and
that's important for a couple of reasons. One
is that on the seabed you tend to get better
coupling anyway and you get better P
waves. But also, you can't get sheer waves
through the ocean, you can't get - - a sheer
wave doesn’t travel through water so in
addition you get the added advantage of the
sheer wave or what's caled a converted
wave in this case. The other - - the Ecofish
was where we were using aretrievable cable
but their intent in that case was to be more
or less sort of testing some concepts around
permanent monitoring. Although it isn't
permanent yet, we're using retrievable
cables. But they also have discovered a lot
about the Ecofish field on this one line
we've laid out. So it gave us the advantage
of having a pilot program where were
shaking out the retrievable system and how
it works in the marine environment, but also
seeing some great data coming back on
VectorSeis on the seabed.

Now what we're moving towards now is the
commerciaization 0 this  system,
retrievable cable, which will effectively
compete with what's called ocean bottom
cable, but we believe that the methods that
we're using for, if you want to think of the
logistics of getting the cables in and out of
the water and the deployment, it should be
much more efficient than the standard OBC
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approach. For one reason, it eliminates some
of the survey boats and so it’s called a buoy
system. So | don't have time on the call to go
into all the nuances of the system, but it isa
way of becoming much more efficient at
getting seabed measurements  which
inherently are better quality and you get the
added sheer wave compared to towed
streamer. One of the reasons people haven't
used it more widespread is that the cost has
been as much as three to six times greater
than towed streamer. And also there's
always been alot of reiability issues, but we
think that we' ve got a system that over time
is going to be quite effective. So we're
excited about that product and we'll
probably be out there hopefully with a
contractor sometime in the second half,
actually putting it in the water.

Joe Agular - Johnson Rice - Analyst

That sounds very appealing. One of the
other issues | know that comes up from time
to time with OBC is water depth limitations.
What is the Conoco - - what water depth is
thatr;? And maybe what water depth do you
See”

Bob Peebler - Input/Output - President
and CEO

We think the limit currently designed is
about 2,000 meters.

Joe Agular - Johnson Rice - Analyst

That's prettK deep. So that's very
interesting. Okay, if 1 could ask one other
guestion aslong as | have you?

Bob Peebler - Input/Output - President
and CEO

One more. WEe' ve got some other people on
the queue.

Joe Agular. Okay, well I’ll jump in. Thanks.

Operator

Next we have a question from |k Ping Li
with Tutman Roble. Pleas go ahead.

Ik PingLi - Tutman Roble- Analyst

Hi, |1 have a couple of questions. One, can
you talk about why your working capital
Increased in the fourth quarter?

Brad Eastman - Input/Output - CAO

Sure. A lot of our sdles this quarter
happened to be fairly back end loaded. We
shipped them in the fourth quarter and so
they have not had a chance to collect the
yet. That's the primary reason.
Working capita was, the increase in
working capital was really caused by an $8
million increase in the receivables and a
$3.3 million decrease in accounts payable.

Ik PingLi - Tutman Roble - Analyst

How about inventories?

Brad Eastman - Input/Output - CAO

Inventory went up about $1.1 million. If
you participated on our last quarterly
conference call, e/ou’ll remember we had
purchased $3 million of inventory, excess
marine inventory, from a bankrupt customer
to prevent it from going out on the gray
market and we believe that's the primary
reason that our inventories went up this
quarter.

Ik PingLi - Tutman Roble- Analyst

Okay, that's helpful. Can you give me an
%(s)t(l)T’?te of your capital expenditure in

Brad Eastman - Input/Output - CAO
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| think we're going to expect capital
expenditure levels to be about the same as
they were this year. About $5 million.

Ik PingLi - Tutman Roble- Analyst

| do have one follow up question. Can | ask
it now?

Bob Peebler - Input/Output - President
and CEO

Y ou can ask, go ahead.

Ik PingLi - Tutman Roble- Analyst

Can you just take the Trace and Apache
example and wak me through what
additional service type of revenue you are
expecting to generate from that process
besides selling the equipment to Trace?

Bob Peebler - Input/Output - President
and CEO

Y eah, that would be from the GMG Access
AZIM. I'm going to give you the short
answer. It will be - - over time it will be in
the millions, but it really is going to depend
on as the program unfolds. It's just very hard
for us to predict that. We do know, just
looking at the size of the projects and sort of
the conversations, | think conservatively it's
ea_s?/_ for us to imagine a million or two
million dollars coming out of it. But what
we believe is going to happen and | think
Apache believes is going to happen is that
we're sort of in the early stages with their
first portfolio and we're going to go down
two paths. We're going to do some
reprocessing of data to better select some
opportunities, but we're also going to be
involved in processing the data as we
acquire it, and so we're actually still working
on the program with them on what that’s
80| ng to look like, so we'll probably have a
etter answer as this thing unfolds.

Ik PingLi - Tutman Roble - Analyst

That will be -- | guess you mentioned that
will be over how long a period of time?

Bob Peebler - Input/Output - President
and CEO

That's probably several months, maybe a
year, and I'm saying that just sort of a one
/ear window. And that’s actually on afairly
imited scope. It could expand beyond that

Ik PingLi - Tutman Roble - Analyst

Okay. Thank you very much.

Operator

Our next question comes from Chip Skinner
with Royce Investors. Please go ahead.

Chip Skinner - Royce Investors - Analyst

Great quarter. My question was just
answered but | was wondering at what stage
would this Apache deal do you think you
might be ready to go out and market this to
other E& P companies?

Bob Peebler - Input/Output - President
and CEO

Well we have a strategy and a goal to work
on that this year. What we're looking for - -
you have to keep in context for Apache - -
Apache is about trying to help build the
understanding of our technology and help
with the momentum of the technology and
part of that is to have some success. And so
we're sort of looking at a portfolio of
opportunities and we're wanting just to
replicate Apache exactly We may want to
find a different kind of technical challenge
or different area that we can hook up with
another company. We don't want to have
overlapping activities at this stage just
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because we'll get in trouble just resource
wise. In the very short term, we're just
focused on making the Apache one
successful so we don’t want to take our eye
off that ball. But We do have agoal thisyear
inside to continue to see how we can - -
probably it won't be exactly the same with
any of them, but we're trying to find and do
plan to have a dtrategic relationship with
certainly more than one this year.

Chip Skinner - Royce Investors - Analyst

Thanks.

Operator

There are no further questions at this time,
gentlemen. Please continue.

Bob Peebler - Input/Output - President
and CEO

Okay, we would like to thank you for taking

the time to attend this conference call and
we look forward to speaking to you again
next quarter. Thanks.

Operator

Ladies and gentlemen, this concludes the
Input/Output conference call. Thank you
once again for your participation today. You
may now disconnect.
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DISCLAIMER

CCBN reserves the right to make changes
to documents, content, or other information
on this web site without obligation to notify
any person of such changes.

In the conference calls upon which Event
Transcripts are based, companies may
make projections or other forward-looking
statements regarding a variety of items.
Such forward-looking statements are based
upon current expectations and involve risks
and uncertainties. Actual results may differ
materially from those stated in any
forward-looking statement based on a
number of important factors and risks,
which are more specifically identified in
the companies most recent SEC filings.
Although the companies may indicate and
believe that the assumptions underlying the
forward-looking statements are reasonable,
any of the assumptions could prove
inaccurate or incorrect and, therefore, there
can be no assurance that the results
contemplated in the forward-looking
statements will be realized.

THE INFORMATION CONTAINED IN
EVENT TRANSCRIPTS IS A TEXTUAL
REPRESENTATION OF THE
APPLICABLE COMPANY'S
CONFERENCE CALL AND WHILE
EFFORTS ARE MADE TO PROVIDE
AN ACCURATE TRANSCRIPTION,
THERE MAY BE MATERIAL ERRORS,
OMISSIONS, OR INACCURACIES IN
THE REPORTING OF THE
SUBSTANCE OF THE CONFERENCE
CALLS. IN NO WAY DOES CCBN OR
THE APPLICABLE COMPANY
ASSUME ANY RESPONSIBILITY FOR
ANY INVESTMENT OR OTHER
DECISIONS MADE BASED UPON THE
INFORMATION PROVIDED ON THIS
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