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Part 1- FI NANCI AL | NFORVATI ON
Item 1- Financial Statenents
LYNCH CORPORATI ON AND SUBSI DI ARI ES

CONDENSED CONSOL| DATED BALANCE SHEET
(I'n Thousands)

June 30 Decenber 31
1998 1997
(Unaudi t ed) (A
ASSETS
CURRENT ASSETS:
Cash and Cash Equivalents .......... ... .. .. .. . ... ... $ 21,549 $ 33,557
Mar ket abl e Securities and short-termlInvestments ...... 1,135 985
Recei vabl es, Less All owances of $1496 and $1448 ....... 59, 512 54, 480
INVENtOri €S .. ot 48, 334 35, 685
Deferred Incone Tax Benefits ............ .. ... ... ..... 17,993 17,993
O her Current ASSetS . ... ... 11, 278 10, 059
Total Current ASSEtS ........ ...t 159, 801 152, 759
PROPERTY, PLANT AND EQUI PMENT:
Land . ... 2,742 1, 742
Buil dings and Inmprovenments .............. ... 27,490 25,272
Machi nery and Equipnent ............ ... .. ... 216, 371 190, 579
246, 603 217,593
Less Accunul ated Depreciation ............. ... ........ 69, 240 60, 064
Net Property, Plant and Equipment ..................... 177, 363 157, 529
I N\VESTMENTS | N AND ADVANCES TO PCS ENTITIES .............. 26, 594 25, 448
I N\VESTMENTS | N AND ADVANCES TO AFFI LI ATED COWANIES . ... .. 1,196 1, 222
EXCESS OF COSTS OVER FAIR VALUE OF NET ASSETS ACQUI RED . .. 91, 860 73, 257
OTHER ASSETS . ... .. 16, 124 13, 423
Total Assets ... ... $ 472,938 $ 423,638
LI ABI LI TI ES AND SHAREHOLDERS' EQUI TY
CURRENT LI ABI LI TI ES:
Notes Payable to Banks ........... ... ... ... ... . . ... .. $ 62,052 $ 29,021
Trade Accounts Payable ......... . ... ... ... ... ... .. .. ... 32, 654 21, 381
Accrued Liabilities ... ... .. 33,872 37,104
Current Maturities of Long - TermDebt ................ 10, 867 9, 302
Total Current Liabilities ....... ... ... ... . . ... .. ... 139, 445 96, 808
LONG TERM DEBT . ... .. 244,272 242,776
DEFERRED | NCOVE TAXES . .. .. . . 34, 070 33,764
PENSI ON LI ABI LI TI ES AND OTHER POST- RETI REMENT BENEFI TS ... 3, 007 0
MNORITY INTERESTS . ... . . 14, 300 13, 839
SHAREHOLDERS' EQUI TY
COVMON STOCK, NO PAR VALUE- 10, 000, 000 SHARES
AUTHORI ZED; 1,471, 191 shares issued (at stated val ue) 5,139 5,139
ADDI TIONAL PAID - INCAPITAL ... .o 8,710 8, 644
RETAINED EARNINGS . ... ... 24,302 23,414
ACCUMULATED OTHER COMPREHENSI VE INCOME . ............... 423 0
TREASURY STOCK OF 52,943 AND 54, 143 SHARES, AT COST ... (730) (746)
Total Shareholders' Equity ............ . ... . ..., 37,844 36, 451
Total Liabilities and Shareholders' Equity ........... $ 472,938 $ 423,638

(A) The Bal ance Sheet at Decenber 31,1997 has been derived fromthe Audited
Financial Statenents at that date, but does not include all of the infornation
and footnotes required by generally accepted accounting principles for conplete
financial statenents.
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LYNCH CORPORATI ON AND SUBSI DI ARI ES

CONDENSED CONSOLI DATED STATEMENT OF OPERATI ONS

(Unaudi t ed)

(I'n thousands, except share anpunts)

SALES AND REVENUES
Miltimedia ........... . . . . .
SEIVIi CBS ottt
Manufacturing ........... ...

Costs and Expenses
Miltinmedia ........... .. . . .
SEervices ......... ...
Manufacturing ........... .. . i
Selling and Adm nistrative ................

OPERATING PROFIT ... ...
O her incone (Expense)
Investnent Income .........................
Interest Expense ...... ... ... ... ... ...
(11, 277)

Share of Operations of Affiliated Conpanies
Gain (Loss) on Sale of Subsidiary Stock ...

(10, 089)
| NCOVE FROM CONTI NUI NG OPERATI ONS BEFORE

I NCOVE TAXES AND M NORI TY INTERESTS ..........

Provision for Income Taxes ....................
(902)

Mnority Interests ......... ... ... . . ...
(623)

Wei ght ed Average Shares Qutstanding ........

I NCOVE PER COMMON SHARE:

Three Mont hs
Ended June 30

$ 13, 392 $ 12, 095
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Si x Mont hs
Ended June 30

$ 26, 324 $ 22,162

41,523 39, 211 75, 494 72, 844
78, 101 70, 120 146, 415 135, 199
133, 016 121, 426 248, 233 230, 205
9,231 8, 985 18, 452 16, 792
37,411 35, 884 69, 361 66, 853
67, 928 57, 763 126, 619 113, 205
10, 246 10, 678 21, 214 21, 003
8, 200 8,116 12, 587 12, 352
1,098 424 1,767 857
(7,186) (5, 808) (13,534)
52 57 125 71
13 260 (45) 260
(6,023) (5, 067) (11, 687)
2,177 3, 049 900 2, 263
(914) (1,217) (378)
61 (582) 366
$ 1,324 % 1,250  $ 888 % 738
1, 418, 000 1, 417, 000 1, 418, 000 1, 413, 000
$ 0.93 $ 0.88 % 0.63 0.52




LYNCH CORPORATI ON AND SUBSI DI ARI ES

CONDENSED CONSOLI DATED STATEMENT OF CASH FLOAB
('UNAUDI TED)
(I'n thousands)

Si x Months Ended
June 30

OPERATI NG ACTI VI TI ES

Net | ncone .

Adj ustnents to reconcile net incone to net cash provided

by operating

activities:

Depreciation and anortization ............ ... ... ....... 12,377 10, 375
Net effect of purchases and sal es of trading securities (150) 474
Share of operations of affiliated conpanies ............ (125) (71)
Mnority interests ........ . (366) 623
Loss on sale of stock by subsidiaries .................. 45 0
Changes in operating assets and liabilities
Receivables ... ... .. . . . (433) 1, 895
INVENtOri €S . o o (3,379) (1,567)
Accounts payable and accrued liabilities ............. 9,471 8,510
Ot her (4,566) (1, 426)
NET CASH PROVI DED BY OPERATING ACTIVITIES ................. 13,762 19, 551

I NVESTI NG ACTI VI TI ES

Capital Expenditures ........... ... (9, 965) (8,467)
Investnent in Coronet Communications Conpany .............. 0 2,995
Investnent in Upper Peninsula Tel ephone Conpany ........... 0 (25, 235)
Investnent in Spinnaker Coating - Maine ................... (44,770) 0
I nvestnent in Personal Communications Services Partnerships 0 3,925
[ B = (22) (102)
NET CASH USED IN I NVESTING ACTIVITIES . ... ... ... ..., (54, 757) (26, 884)
FI NANCI NG ACTI VI TI ES

| ssuance (Repaynments) of debt, net .................. ... ... 29, 092 (2,226)
Treasury stock transactions ............... ..., 90 657
Mnority interest transactions ............ ... .. ... ... ... (195) (491)
NET CASH FROM (USED IN) FINANCING ACTIVITIES .............. 28, 987 (2, 060)
Net decrease in cash and cash equivalents ................ (12, 008) (9, 393)
Cash and cash equival ents at begi nning of period .......... 33, 557 33, 946
CASH AND CASH EQUI VALENTS AT END OF PERIOD .. .............. $ 21,549 $ 24,553

See Notes to Condensed Consolidated Financial Statenents
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NOTES TO CONDENSED CONSOLI DATED FI NANCI AL STATEMENTS

A Subsi di ari es of the Regi strant
Onned by
Subsi di ary Lynch
Bri ght on Conmuni cati ons Corporation 100. 0%
Lynch Tel ephone Corporation |V 100. 0%
Bretton Wods Tel ephone Conpany 100. 0%
Wrld Surfer, Inc. 100. 0%
Lynch Kansas Tel ephone Corporation 100. 0%
Lynch Tel ephone Corporation Vi 98. 0%
JBN Tel ephone Conpany, Inc. 98. 0%
JBN Fi nance Cor poration 98. 0%
G ant Communi cations, |nc. 100. 0%
Lynch Tel ephone Corporation VI 100. 0%
USTC Kansas, |nc. 100. 0%
Havi | and Tel ephone Conpany, |nc. 100. 0%
Havi | and Fi nance Cor poration 100. 0%
DFT Comuni cati ons Corporation 100. 0%
Dunki rk & Fredoni a Tel ephone Conpany 100. 0%
Cassadaga Tel ephone Conpany 100. 0%
Macom | nc. 100. 0%
Comantel, Inc. 100. 0%
D&F Cel | ul ar Tel ephone, Inc. 100. 0%
DFT Long Di stance Corporation 100. 0%
DFT Local Service Corporation 100. 0%
Eri e Shore Communi cations, |nc. 100. 0%
LMI' Hol di ng Cor poration 100. 0%
Lynch M chi gan Tel ephone Hol di ng Cor poration 100. 0%
Upper Peni nsul a Tel ephone Conpany 100. 0%
Al pha Enterprises Linmted 100. 0%
Upper Peninsula Cellular North, Inc. 100. 0%
Upper Peninsula Cellular South, Inc. 100. 0%
d obal Tel evision, Inc. 100. 0%
I nter-Conmunity Acquisition Corporation 100. 0%
Horme Transport Service, Inc. 100. 0%
Lynch Capital Corporation 100. 0%
Lynch Entertai nment Corporation 100. 0%
Lynch Entertai nment Corporation Il 100. 0%

Lynch International Exports, Inc. 100. 0%



Lynch Manufacturing Corporation
Lynch Di splay Technol ogi es, Inc.
Lynch Systens, Inc.
Mtron I ndustries, Inc.
Mtron I ndustries, Ltd.
Spi nnaker Industries, Inc.
Entol eter, |nc.
Spi nnaker Coating, Inc.
Spi nnaker Coati ng- Mai ne, Inc.
Central Products Conpany
Spi nnaker El ectrical Tape Conpany

Lynch Ml timedi a Corporation
CLR Video, L.L.C

The Mdrgan G oup, |nc.
Morgan Drive Away, Inc.
Transport Services Unlinmted, Inc.
Interstate I ndemity Conpany
Mor gan Fi nance, Inc.
TDI, Inc.
Home Transport Corporation
MDA Cor porati on

Lynch PCS Communi cati ons Cor poration
Lynch PCS Corporation A
Lynch PCS Corporation F
Lynch PCS Corporation G

Lynch Interactive Corporation
Lynch Tel ecommuni cati ons Cor porati on
Lynch Tel ephone Corporation
West ern New Mexi co Tel ephone Conpany, Inc.
VWAM Cormuni cat i ons Cor porati on
Wescel Cellul ar, Inc.
Wescel Cel lul ar of New Mexico, L.P.
Wescel Cellular, Inc. 11
Nort hwest New Mexico Cellular, Inc.
Nort hwest New Mexi co Cel | ul ar of New Mexico, L.P.
Enchant nent Cabl e Corporation
Lynch Tel ephone Corporation |1
I nt er-Conmunity Tel ephone Conpany
I nter-Conmunity Tel ephone Conpany |1
Lynch Tel ephone Corporation Il
Cuba City Tel ephone Exchange Conpany
Bel nont Tel ephone Conpany

100. 0%
100. 0%
91. 0%

91.
91.
61.
61.
61.
61.
61.
61.

100.
60.

68.
68.
68.
68.
68.
68.
68.
68.

100.
100.
100.
100.

100.
100.
83.
83.
83.
83.
42.
83.
40.

83.
83.
83.
83.
81.
81.
81.

0%
0%
2%
2%
2%
2%
2%
2%

0%
0%

069% V) / 53.
069% V) / 53.
069% V) / 53.
069% V) / 53.
069% V) / 53.
069% V) / 53.
069% V) / 53.
069% V) / 53.

0%
0%
0%
0%

0%
0%
1%
1%
1%
1%
4%
1%
6%
. 1%
1%
0%
0%
0%
0%
0%
0%
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06% O)
06% O)
06% O)
06% O)
06% O)
06% O)
06% O)
06% O)
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Not es: (V)=Percentage voting control; (O =Percentage of equity ownership
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B. Basi s of Presentation

The acconpanying unaudited condensed consolidated financial statenents have been
prepared in accordance with generally accepted accounting principles for interim
financial information and with the instructions to Form 10-Q and Article 10 of
Regul ation S-X. Accordingly, they do not include all of the information and footnotes
required by generally accepted accounting principles for conplete financial statenents.
In the opinion of the managenent, all adjustnents (consisting of normal recurring
accrual s) considered necessary for a fair presentations have been incl uded. Qperati ng
results for the three and nine nonth periods ended Septenmber 30, 1998 are not
necessarily indicative of the results that may be expected for the year ended Decenber
31, 1998. For further information, refer to the consolidated financial statenents and
footnotes thereto included in the Registrant’s Annual Report on Form 10-K for the year
ended Decenber 31, 1997

C. Acqui sitions

On July 31, 1998, Registrant's subsidiary, Spinnaker Industries, Inc. acquired tesa
tape, inc.'s pressure sensitive electrical tape product line and its Carbondale, IL
manuf acturing plant. The purchase price totaled $10.7 nillion, conprising 200,000
shares of Spinnaker comon stock, cash and a seller note. The newly acquired plant
produces electrical tape for insulating notors, coils and transforners for custoners
i n Europe, Canada and the U.S. Sales in 1997 total ed approxi mately $20 million

On March 17, 1998, Spinnaker Coating-Mine, Inc. acquired the pressure sensitive
adhesi ve- backed | abel stock business of S.D. Warren. The purchase price was
approxi mately $52.0 million, plus the assunption of certain liabilities and was
funded by issuing the seller a convertible subordinated note of $7.0 million with
the remmi nder funded by Spinnaker’s revolving credit facility. As a result of
this transaction, the Registrant recorded approxinmately $19.6 nillion in goodwi ||
which is being anortized over 30 years.

On March 18, 1997, Lynch M chigan Tel ephone Hol di ng Company, a wholly-owned
subsidiary of the Registrant, acquired approximtely 60% of the outstanding
shares of Upper Peninsul a Tel ephone Conpany for $15.2 mllion. The Regi strant
conpl eted the acquisition of the renmaining 40% on May 23, 1997. The total cost
of the acquisition was $26.5 mllion. As a result of this transaction, the
Regi strant recorded approximately $7.4 nmillion in goodwll, which is being
anortized over 25 years.

Al'l of the above acquisitions were accounted for as purchases, and accordingly,
the assets acquired and liabilities assumed were recorded at their estimated fair
mar ket val ues.

The operating results of the acquired conpanies are included in the Consolidated
Statenent of Operations fromtheir respective acquisition dates. The follow ng
unaudi ted proforma informati on shows the results of the Registrant’s operations
as though the acquisitions of tesa tape, inc.'s pressure sensitive tape product
line, S.D. Warren's adhesive-backed |abel stock business and Upper Peninsul a
Tel ephone Conpany were made at the begi nning of 1997.
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Three Mont hs Ended Ni ne nont hs Ended
(In thousands, except per share data) Sept ember 30 Sept enber 30
1998 1997 1998 1997

Sal es and Revenues $135, 887 $139, 420 $403, 772 $413, 167
Operating Profit 7,862 8, 569 23, 000 26, 684
I ncome from Continui ng Operations

Before I ncome Taxes and Mnority I|nterest 3, 664 (4, 789) 5, 903 618
Net | ncone 2,225 (3, 743) 3, 497 (1, 956)
Net | nconme Per Share 1.57 (2.65) 2.47 (1.38)

D. | nventories

Inventories are stated at the |l ower of cost or market value. At Septenmber 30, 1998,
inventories were valued by three nethods: last-in, first-out (LIFO - 48% specific
identification - 50% and first-in, first-out (FIFO - 2% At Decenber 31, 1997, the
respective percentages were 48% 43% and 9%

Sept . 30 Dec. 31

1998 1997
Raw Material and Supplies $15, 016 $10, 493
Work in Progress 7,011 3,544
Fi ni shed CGoods 28, 939 21, 648
Total Inventories $50, 966 $35, 685

E. | ndebt edness

On a consolidated basis, at Septenmber 30, 1998, the Regi strant naintains short-term and
long-termlines of credit facilities totaling $118.1 nillion, of which $40.7 mllion
was avail able. The Registrant (Parent Conpany) maintains two short-termlines of credit
facilities totaling $22.0 million, of which $11.3 nillion was avail able at Septenber
30, 1998. The facilities will expire on Decenber 29, 1998 ($10.0 mllion) and Decenber
31, 1998 ($12.0 nillion), respectively. Spinnaker Industries, Inc. maintains |lines of
credit at its subsidiaries which total $65.0 nmillion, of which $12.2 mllion was
avai l abl e at Septenber 30, 1998. The Morgan Goup maintains lines and letters of credit
totaling $23.0 mllion, of which $14.5 nillion was available at Septenber 30, 1998.

These facilities, as well as facilities at other subsidiaries of the Registrant,
generally limt the credit available under the lines of credit to certain variables,
such as inventories and receivables, and are secured by the operating assets of the
subsidiary, and include various financial covenants. Due to certain of these
restrictive covenants and working capital requirenents of the subsidiaries, cash
distributions fromthe subsidiaries are limted. At Septenber 30, 1998, $38.1 mllion
of these total facilities expire within one year.

In general, the long-term debt credit facilities are secured by property, plant and
equi pent, inventory, receivables and conmmon stock of certain subsidiaries and contain
certain covenants restricting distributions to the Registrant.

Long term debt consists of: 9- 30- 98 12- 31-97

Spi nnaker Industries Inc. 10.75% Seni or
Secured Note Due 2006 $115, 000 $115, 000



Page 11 of 19

Rural Electrification Adm nistration and Rural Tel ephone

Bank notes payable in equal quarterly installments through

2027 at fixed interest rates ranging from2%to 7.5% 45, 729 47,109
wei ght ed aver age)

Bank credit facilities utilized by certain tel ephone and

t el ephone hol di ng conpani es through 2009, $33.2

mllion at a fixed interest rate averaging 9. 0% and

$18.5 mllion at variable interest rates averaging 8.6% 51, 683 54, 633

Unsecured notes issued in connection with acquisitions at
fixed interest rates averaging 9.2%with maturities 35 557 28 049
t hr ough 2006 ' '

O her 10, 420 7,287
258, 389 252,078
Current maturities (11, 579) (9, 302)
Tot al $246, 810 $242, 776

F. Ear ni ngs Per Share

In Decenmber 1997, the Registrant adopted Statenment of Financial Accounting Standards
("SFAS') No. 128, Earnings Per Share which changed the nethodol ogy of calculating
earni ngs per share. Basic earnings per common share anounts are based on the average
nunber of comron shares outstanding during each period, excluding the dilutive effects
of options, warrants, and convertible securities. D luted earnings per share reflect
the effect, where dilutive, of the exercise of all stock options having an exercise
price less than the greater of the average or closing nmarket price at the end of the
period of the Common Stock of the Registrant using the treasury stock method. All
earnings per share anobunts have been presented in accordance wth, and where
appropriate, restated to conformto the SFAS No. 128 requirenents.

G Conpr ehensi ve | ncone

Ef fective January 1, 1998, the Registrant adopted SFAS No. 130, Reporting Conprehensive
I ncone. SFAS No. 130 establishes standards for reporting and display of conprehensive
income and its conponents; however, the adoption of SFAS No. 130 had no inpact on the
Conpany’ s net incone. SFAS No. 130 requires unrealized gains or |osses on the
Regi strant’s avail able-for-sale securities, which prior to adoption were reported
separately in shareholders equity to be included in other conprehensive income.

The conponents of conprehensive incone, net of tax, for the nine nmonths ended Septenber
30, 1998 and 1997 are as foll ows:

1998 1097
Net inconme (I oss) $3, 037 $(3,536)
Unreal i zed gain on securities 98 -
Conpr ehensi ve i ncome (| o0ss) $3, 135 $(3,536)

The conponents of accunul ated other conprehensive income, net of related tax, at
Sept enber 30, 1998 and Decenber 31, 1997 are as foll ows:

1998 1997
Unrealized gains on securities $ 98 $ -
Accunul at ed conpr ehensi ve i ncone $ 98 -

8. Gain on Sale of Subsidiary Stock
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On July 31, 1998, Spinnaker Industries, Inc. conpleted the
acquisition of the electrical tape division of tesa tape, inc.
Part of the purchase price was the issuance of 200,000 shares,
subject to certain adjustnents of Spinnaker's C ass A Common
Stock. As a result of this issuance, the Registrant recorded a
gain on sale of subsidiary stock of $2.1 mllion in the third
quarter of 1998, or $1.2 nmillion ($0.87 per share) after tax.

[tem 2. MANAGEMENT' S DI SCUSSI ON  AND ANALYSI S OF FI NANCI AL CONDI TI ON AND RESULTS
OF OPERATI ONS

Sal es and Revenues

Revenues for the third quarter of 1998 increased by $15.9 mllion, or 13% fromthe

conparable period in the prior year. The percentage contribution to the overal
i ncrease by each operating segment is as follows: nultinmedia - 9% ($1.5 mllion), The
Morgan Group, Inc. - 5% ($0.8 mllion), and nanufacturing - 86% ($13.6 nillion).

Mul timedia's revenues increased due to growmh in access lines, additional revenue
streams, such as Internet services and inproved recovery of costs under the regul atory
nodel . The Morgan G oup, Inc. recorded increases in the Specialized Transport Business
of fset by |ower Manufactured Housing revenues. Wthin the manufacturing group,
Spi nnaker Industries, Inc. revenues increased $19.1 million. In March 1998, Spi nnaker
acqui red the adhesi ve-back division of S.D. Warren Conpany. The operation contributed
approxi mately $15.2 mllion to Spinnaker's revenue increase. On July 31, 1998,
Regi strant's subsidiary, Spinnaker acquired tesa tape, inc.'s pressure sensitive
el ectrical tape product line. This business contributed $1.2 mllion to Spinnaker's
revenue increase. Spinnaker's other operations recorded 5% revenue increase. Revenues
at Lynch Systens, Inc. decreased by $4.6 mllion between the two quarters due to |ack
of orders for extra large glass press machines. Mtron Industries, Inc. revenues were
bel ow prior year by $0.8 mllion reflecting an overall decline in industry shipnents.

For the nine nonths ended Septenber 30, 1998, revenues increased fromthe prior year
period by $33.9 nillion, or 10% The percentage contribution to the increase by each
busi ness segnent is as follow multinedia - 17%($5.6 mllion), The Mrgan G oup, Inc.
- 10% ($3.5 nmllion) and nmanufacturing - 73% ($24.8 mllion). Aside fromthe factors
noted above, the acquisition of Upper Peninsula Tel ephone Conpany in March 1997,
increnentally increased the revenues $2.3 nillion in multimedia on a year-to-date basis.

Spi nnaker's acquisition of the adhesive-backed business of S.D. Warren contri buted
$32.4 mllion to the manufacturing revenue increases.
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Qperating Profit

Qperating profit for the third quarter of 1998 increased by $1.3 mllion. Operating
profit in the multimedia segment increased by $0.9 million. Primary factors
contributing to the gromh were: increase in access |ines, increased revenues associ at ed
with non-traditional tel ephone services, inproved recovery of costs under the regul atory
nodel, and | ower costs at certain operations. Myrgan's operating profit decreased by
$0.6 mllion between the two quarters as a result of increased clains costs. Qperating
profit in the manufacturing group increased by $0.1 mllion as an increase at Spi nnaker
was offset by declines at Lynch Systens and Mtron. Spi nnaker's results, whose
operating profit increased by $1.1 mllion, increased due to the inclusion of S. D
Warren acquisition offset by increased depreciation and anortization relating to the
S.D. Varren acquisition. Lynch Systens' and Mtron's operating profit decreased by
$0.9 mllion and $0.2 mllion, respectively. Net corporate expenses during the third
quarter of 1998 decreased by $0.8 nillion fromthe prior year, primarily attributable
to the reversal of non-cash charge relating to stock appreciation rights ("SARs"). In
the third quarter of 1998 the Regi strant reversed a previously recorded SAR accrual of
$0.6 mllion. A $0.3 mllion charge was recorded in the third quarter of 1997

Ef fective Septenber 30, 1998, the Regi strant amended the SAR (stock appreciation rights)
Program so that the SARs becomne exercisable only in the event the nmarket price for the
Regi strant's shares double fromthe SAR exercise price within five years fromorigi na

i ssuance. The exercise prices of the 42,700 SARs currently outstanding range from
$63.03 to $84.63. On Septenmber 30, 1998, the closing price of the Registrant's Comron
shares in trading on the Anerican Stock Exchange was $76.50. This amendnent will

elimnate the recording of the profit and | oss effect fromchanges in the market price
in the Registrant's common stock until it is probable that the SARs wll becone
exerci sabl e.

Operating profit for the first nine nmonths ended Septenber 30, 1998 increased by $1.5
mllion fromthe nine nmonths ended Septenber 30, 1997. (Qperating profit of rnultinmedia
segnment increased by $3.4 nmillion reflecting the growh in continuing operations plus
the acquisition of Upper Peninsula Tel ephone Conpany in March 1997. (Qperating profit
at The Mdrgan Goup, Inc. fell by $1.4 mllion between the two periods due to high
clains costs plus increased data processing and adm nistrative costs in the Specialized
Transport Group. In the manufacturing segment operating profit fell $1.5 mllion

Lynch Systens' operating profit (loss) decreased overall operating profit by $1.7
mllion between the two nine-nmonth periods. Spinnaker's operating profit increased by
$0.4 mllion, offsetting Mtron's $0.4 nillion decline. Wthin corporate operations,
the SAR accrual for the nine nonths ended Septenber 30, 1998, decreased expenses by a
$0.2 mllion as conpared to a SAR expense of $0.7 mllion in the conparabl e 1997 peri od.

Q her Incone (Expense), Net

I nvestment inconme in the third quarter of 1998 increased by $0.2 mllion fromthe third
guarter of 1997. Real i zed and unrealized gains from the Conpany's investment in
mar ket abl e securities and accrued interest fromthe Registrant's investment in East/Wst
Communi cations, Inc. Redeermabl e Preferred Stock were the primary causes of the increase.
These factors also caused year-to-date investrment incone to be greater than the
previous year by $1.1 nillion

Interest expense in the third quarter of 1998 increased by $1.2 mllion fromthe third
quarter of 1997. The increase was primarily due to the increased debt |evel resulting
fromthe acquisitions by Spinnaker of S.D. Warren’s pressure sensitive adhesive-backed
| abel stock business and tesa tape, inc.'s electrical tape division. On a year-to-date
basis, interest expense increased by $3.4 mllion, $2.4 mllion was associated with
Spi nnaker's acquisitions. Additionally, in March 1997 the Registrant acquired Upper
Peni nsul a Tel ephone Conpany; increnmentally this acquisition added $0.3 nillion of
i nterest expense to the current year-to-date versus the prior year-to-date. A so during
1998, the Registrant is capitalizing less interest with regard to a subsidiary's |oan
to Fortunet Conmunications, L.P. ("Fortunet"), a PCS license holder in which the
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subsidiary owns a 49.9% limted partnership, due to the wite-off of a portion of the
costs associated with the loan in the third quarter of 1997.

On July 31, 1998, Spinnaker Industries, Inc. conpleted the acquisition of the electrical
tape division of tesa tape, inc. Part of the purchase price was the issuance of 200, 000
shares, subject to certain adjustnments of Spinnaker's dass A Common Stock. As a result
of this issuance, the Registrant recorded a gain on sale of subsidiary stock of $2.1
million in the third quarter of 1998, or $1.2 nillion ($0.87 per share) after tax.

During the third quarter of 1997, the Registrant wote off 30% of the investment in,
| oans to, and deferred costs associated with Fortunet, a partnership formed to acquire,
construct and operate licenses for the provision of personal conmunications services
in the PCS CGBlock auction. Such wite-off amounted to $7.0 mllion, or $4.6 mllion
after tax benefit.

In May 1996, the FCC concluded the CBlock auction for 30 negahertz of broadband
spectrum across the United States to be used for personal comunications services
("PCS"). PCS is the second generation of lowcost digital wireless service utilized
for voice, video and data devices. In the G Block auction, certain qualified small
busi ness were afforded bidding credits as well as access to |ong-term governnent
financing for the cost of the |icenses acquired.

As a result of this auction, Fortunet acquired 31 licenses in 17 states, covering a
popul ation ("POPs") of 7.0 mllion. The total cost of these |licenses was $216 mllion,
or $30.76 per 30 negahertz POP, after the 25% bidding credit. Events during and
subsequent to the auction, as well as other externally driven technol ogi cal and market
forces have nade financing the build-out of these |icenses through the capital markets
much nore difficult than previously antici pated.

As a result of a petition by Fortunet, as well as nmany of the license holders fromthis
auction, the FCC afforded |icense hol ders a choice of four restructuring options, one
of which was the resunption of current debt paynments; which had been suspended earlier
this year. The ramifications of choosing the other three courses of action could result
in Fortunet ultimately forfeiting either 30% 50% or 100% of its down-paynent in these
licenses. As a result of the FCC proposal, the managenent of the Registrant provided
for a 30%reserve of its investnment at the that tine, as this represented nmanagenent's
estimate of the inpairnent of this investnent given the then current available
al ternatives.
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On July, 8, 1998, Fortunet returned 28 of the 31 licenses it was awarded and returned
hal f of the spectrum of the remaining three |icenses. Fortunet currently is the
licensee for 15 megahertz of spectrumin three Florida markets: Tall ahassee, Panama
Cty, and Ccal a covering approximately 785,000 POPs at a cost of $20.09 per 15 WMHZ POP
(equal to $40.18 per 30M#z POP). It used the down paynment fromthe |icenses returned,
after deducting the 30%forfeited, to repay all renaining Government debt. No further
wite-of f have been recorded as a result of this restructure

Tax Provision

The incone tax provision includes federal, as well as state and | ocal taxes. The tax
provision for the three and ni ne nonths ended Septenber 30, 1998 and 1997, represents
effective tax rates of (42% and (40%, respectively. The differences fromthe federa
statutory rate are principally due to the effect of state incone taxes and anortization
of non-deducti bl e goodw I |.

Mnority Interest

Profit (loss) associated with mnority interests, increased net income by $0.2 mllion
inthe third quarter of 1998 in conparison to the decrease in net incone of $0.2 mllion
inthe third quarter of 1997. The variance was $1.3 nillion for the nine nonth periods
endi ng Septenber 30, 1998 and 1997. These were due to reduced profits at the Spinnaker
Industries, Inc., a 61.2% owned subsidiary, and The Mrgan Goup, Inc., a 53% owned
subsidiary offset by higher profitability at tel ephone operations.

Net | ncome (LosS)

Net incone for the three nmonths ended Septenber 30, 1998 was $2.1 million, or $1.52 per
share, as conpared to a loss of $4.3 mllion, or $3.02 per share in the previous year’s
quarter. Net inconme for the nine nonths ended Septenber 30, 1998 was $3.0 mllion, or
$2.14 per share, as conpared to a loss of $3.5 mllion, or $2.50 per share

Backl og/ New O ders

Total backl og of manufactured products at Septenber 30, 1998 was $16.1 mllion, backl og
was $30.9 nmillion at Decenber 31, 1997. Included in the backlog at Decenber 31, 1997
was a $16 nillion glass press order at Lynch Systens from an international custoner.
The custoner subsequently canceled this order. The purchase order associated with this
order contained a cancellation provision pursuant to which the customer paid Lynch
Systens $2.4 mllion which can be used by the customer as a discount for future orders.
Aside fromthe cancellation at Lynch Systens referred to above, backl og i ncreased by
$1.2 mllion as an increase in backlog at Spinnaker of $4.1 mllion offset [|ower
backl ogs at Lynch Systens of $2.1 million and Mtron of $0.8 mllion

Li qui dity/ Capi tal Resources

As of Septenber 30, 1998, the Conpany had current assets of $165.3 mllion and current
liabilities of $145.6 mllion. Wrking capital was therefore $19.7 mllion as conpared
to $56.0 mllion at Decenber 31, 1997. The decrease is primarily due to the acquisition
of S.D. Warren's pressure sensitive adhesive backed | abel stock business, a najority
of which was financed by the draw down on a working capital revolver, which is
classified as a current liability. N ne nonths capital expenditures were $16.7 mllion
in 1998 and $13.7 mllion in 1997

At Septenber 30, 1998, total debt was $314.0 nmillion, which was $32.9 mllion nore than
the $281.1 nillion at the end of 1997, primarily due to the acquisitions of S.D. Warren
and tesa tape inc.'s electrical tape division. Debt at Septenber 30, 1998 incl uded
$234.2 million of fixed interest rate debt, at an average cash interest rate of 9.0%
and $79.7 nmillion of variable interest rate debt at an average interest rate of 9.4%
Additionally, at Septenber 30, 1998 the Conpany had $40.7 million in unused |ines of
credit of which (i) $14.5 mllion was attributable to Morgan and (ii) $12.2 mllion was
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attributable to Spinnaker. Certain restrictive covenants within the debt facilities
at both Spinnaker and Mdrgan linmt their ability to provide the parent conpany with
significant funding. As of Septenber 30, 1998, the Parent Conpany had borrowed $10.7
mllion under short-termlines of credit facilities. The lines currently total $22.0
mllion. These funds were primarily used to fund | oans by subsidiaries to partnerships
in the PCS Auctions and fund a portion of the purchase price of Upper Peninsula
Tel ephone Conpany. These short-termlines of credit expire by the end of Decenmber 1998.

Managenment anticipates that these lines will be renewed for one year but there is no
assurance that they will be.

Lynch Corporation nai ntains an active acquisition programand generally finances each
acquisition with a significant conponent of debt. This acquisition debt contains
restrictions on the anount of readily available funds that can be transferred to Lynch
Corporation fromits subsidiaries.

I n Decenber 1996, the Conpany’s Board of Directors announced that it is exam ning the
possibility of splitting, through a "spin-off," either its conmunications operations
or its manufacturing operations. A spin-off could inprove managenent focus, facilitate
and enhance financings and set the stage for future growh, including acquisitions

A spin-off could also help surface the underlying values of the conpany as the
di fferent business segments appeal to differing "value" and "growm h" cultures in the
i nvestment comunity. There are a nunber of matters to be exami ned in connection wth
a possible spin-off, including tax consequences, and there is no assurance that such
a spin-off will be effected

The Conpany has a significant need for resources to fund the operation of the parent
conpany, neet its current funding commitments and fund future grow h. Lynch is
currently considering various alternative | ong and short-term financing arrangenents,
including the possible sale of certain assets. Wi | e nmanagenent expects to obtain
adequat e financing resources to enable the conpany to nmeet its obligations, there is
no assurance that such can be readily obtained or at reasonable costs.

The Conpany has initiated a conprehensive review of its conputer systens to identify
the systens that could be affected by the "Year 2000" issue and is devel oping and
conducting an inplementation plan to resolve the issue. The Year 2000 problemis the
result of conputer prograns being witten using two digits (rather than four) to define
the applicable year. Any of the Conpany's prograns or progranms utilized by vendors to
t he Conpany that have tine-sensitive software may recogni ze a date using "00" as the
year 1900 rather than the year 2000. This could result in a major systemfailure or
m scal cul ati on. The Conpany's year 2000 review is being performed primarily by interna
staff, and in certain operations is suppl emented by outside consultants. The principa
I nformation Technol ogy ("IT") systens that may be inpacted by the Year 2000 for the
Conpany's tel ecommunications operations are central office switching, billing and
accounting. The principal IT systens for the Morgan Group are order entry dispatch and
accounting. The principal IT systens for the Conpany's nanufacturing conpanies are

sal es order entry, shop floor control, inventory control and accounting. The Year 2000
may al so inpact various non-1T systens, including among other things security systens,
HVAC, elevator systens, and communications systens. In addition, each of Conpany

busi nesses may be inpacted by the Year 2000 readi ness of third party vendor/suppliers.

Due to the integral nature of switching equipnment and billing software to their
operations, the tel ecommuni cations businesses are nost effected by the Year 2000 i ssue.
The majority of the tel ephone conpanies' switching and billing software is expected

to be Year 2000 conpliant by the end of 1998, with the remaining conpliant by the end
of first half of 1999. The tel econmuni cations busi nesses rely on switching equi prent
and software provided by third party vendors. It is the Conpany's understandi ng that
the vendors have conpleted testing of the software and that no additional action by the
Conpany wll be required after installation. The tel ecommunications businesses
periodically upgrade switching software in order to remain current with respect to
service features. The upgrades that provide Year 2000 readi ness al so provide other
enhanced service features and have been capitalized. Qher remediation costs, including
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internal costs have been charged to expense as incurred. The total cost of swi tching
software upgrades is estimated to be approxinmately $0.8 million, of which approxi mately
$0.3 nmillion has been spent to date. The tel econmuni cati ons busi nesses have not
devel oped a contingency plan and are in the process of devel opi ng such a plan

The Morgan Group, Inc. is in the process of remediating the Year 2000 issue, primarily
through the replacenent of a significant portion of its operating software.
I npl ementation is expected to be conpleted by July 1999, with final testing conpleted
by Septenber 1999. The total cost of Year 2000 renediation is estimted to be
approxi mately $0.4 nillion, of which less than $0.1 million has been spent to date
Costs specifically associated with nodifying internal use software are charged to
expense as incurred. At this time, The Morgan G oup has not devel oped a conprehensive
conti ngency pl an.

The assessnent phase for the Conpany's manufacturing businesses is substantially
conplete. Ongoing renediation efforts include the replacenent of certain software as
wel | as programm ng changes to certain existing software. An estinmate of the total cost
of remedi ati on has not been deternined. However, managenent believes that the cost will
not materially affect results of operations. A conprehensive contingency plan has not
been conpleted at this tine.

The estimated costs and projected dates of conpletion for the Conpany's Year 2000
program are based on managenent's estinmates and were devel oped using nunerous
assunptions of future events, sonme of which are beyond the Conpany's control. The
Conpany presently believes that with nodifications to existing software and converting
to new software, the Year 2000 issue will not pose significant operational problens for
the Conpany as a whole. However, if such nodifications and conversions are not
conpleted tinely or are ineffective, the Year 2000 i ssue may materially and adversely
i mpact the Conpany's financial condition, results of operations and cash fl ows.

The Registrant has recently initiated two progranms which may effect future operating
results and financial condition

(9) Cost Cutting - The Registrant is taking a three step approach
to cutting costs. First is a review to elimnate certain
centralized overhead costs. Second, a review of Registrant's
overal |l financial costs is being undertaken with an objective
of achieving savings from refinancing and restructuring
certain debt instrunents. Third, the Registrant's operating
entities wll take advantage of cost savings opportunities
w thout sacrificing quality of service.

(10) Harvesting - The second programis a concentrated effort to
noneti ze the Registrant's assets, including selling a portion
or all of <certain investnments in Registrant's operating
entities. These may include Registrant's mnority interests
in network affiliated television stations, direct broadcast
tel evision service, and certain tel ephone operations where
conpetitive |ocal exchange carrier opportunities are not
readily apparent. Regi strant's approximately 61% owned
subsi di ary, Spinnaker, has retained Schroder & Co., Inc. to
seek strategic alternatives, including a possible sale, nerger
or other conbination of Spinnaker. Additionally, the
Regi strant is searching for a way to accelerate the growth
wth Mtron as well as provide the Registrant with a nore
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financially visible investnent. There is no assurance that
all or any part of this programcan be effected or effected on
accept abl e terns.

Included in this Managenent Discussion and Analysis of Financial Condition and Results
of Qperations and Item 5 below are certain forward |ooking financial and other
information, including without limtation natters relating to PCS, a possible spin-off,
a refinancing/strategic initiative program the anticipation that short-termlines of
credit would be renewed, "Year 2000" matters, and the Registrant's cost cutting and
harvesting initiatives. It should be recognized that such information are projections,
estimates or forecasts based on various assunptions, including without limtation

neeting its assunptions regarding expected operating performance and other matters
specifically set forth herein, the ability to successfully inplement cost cutting and
harvesting initiatives, the expected performance of the econony and financial markets
as they inpact the Registrant’s businesses, financing needs and ability to harvest and
noneti ze certain assets, conpetition, tax consequences relating to a possible spin-off,
and ability of Registrant and, in certain cases, third parties to achieve their Year
2000 conpliance. As a result, such information is subject to uncertainties, risks and
i naccur aci es.

Two subsidiaries of the Registrant, The Mdrgan G oup, Inc. and Spi nnaker |ndustries,
Inc., file reports with the Securities and Exchange Conmission pursuant to the
Securities Exchange Act of 1934, as anended
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PART || OTHER | NFORVATI ON

ltem 5. QG her Information

Reference is made to Registrant's Harvesting initiative, discussed in Part |,
Item 2, Managenent's Discussion and Analysis of Finance Condition and Results
of Operations - Liquidity/Capital Resources, above.

Item 6. Exhi bits and Reports on Form 8-K
(a) Exhi bits
*10(p) Amended Phant om St ock Pl an
27 - Fi nanci al Data Schedul e

(b) No reports on Form8-K were filed during the third quarter of 1998

* Managenent contract or conpensatory arrangenent.

S| GNATURES

suant to the requirenents of the Securities and Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly
aut hori zed.

LYNCH CORPORATI ON
(Regi strant)
By:

Robert E. Dol an

Chi ef Financial Oficer
anber 16, 1998



