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PART I
FINANCIAL INFORMATION
Item 1. Financial Statements.

THE LGL GROUP, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS — UNAUDITED

(In thousands, except share and per share amounts)

June 30, December 31,

2009 2008 (A)
ASSETS
Current Assets:
Cash and cash QUIVAIENTS .............c.cveveuirciiieieie e $ 4,354 $ 5,325
Investment - marketable SECUFILY ..........ccooeiiriiiiiice s 20 14
Accounts receivable, less allowances of $145 and $158, respectively ................ 3,921 6,483
INVENTOTIES ...ttt bbbt ee e e 4,661 5,121
Prepaid expenses and Other CUMTENE 8SSELS ........ovvvveeereesise s ererenans 150 400
TOtAl CUITENE ASSELS.......vvivieiectieeeietete ettt 13,106 17,343
Property, Plant and Equipment:
;0o OSSP 693 693
Buildings and impProVEMENES ..........cccoceieiiiieeicieiee e 5,048 5,048
Machinery and eQUIPMENT...........ceeeiereeieeeeeeieeereeeees e s st s e s 13,135 12,901
Gross Property, Plant and EQUIPMENT........cccoe e e 18,876 18,642
Less: Accumulated DepreCiation .............cceveervreeeiveesiessiesesssssesesseseessesessenenes (14,676) (14,129)
Net Property, Plant and Equipment 4,200 4,513
Deferred INCOME TaXES ... cviiieirierieiite ettt et neere s 111 111
ONEE ASSELS ...ttt 362 398
TOAI ASSELS ... eeeee e eee e $ 17779 _ $ 22365
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THE LGL GROUP, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS — UNAUDITED, continued

(In thousands, except share and per share amounts)

June 30, December 31,

2009 2008 (A)
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current Liabilities:
Note payable t0 DANK ..........c.cccoiiviiriiieiecce e, $ 1,308 $ 2,749
ACCOUNES PAYADIE ...t eas 1,553 2,093
ACCTUEH BXPEINSES. .. eveteeriereetesiesiestesreeseeseestesteseessessesseeseeseseessestessessenseensessessesses 2,197 2,421
Current maturities of 10ng-term debt ............cccovvireeriiericesiceee e 368 397
Total Current LiabilitieS........ccoooveiiiiiiec e 5,426 7,660
LONG-LEIM ABOE ... 3,102 3,660
TOtAl LIDIITIES ....vvvcvceeiee ettt 8,528 11,320
Stockholders’ Equity:
Common stock, $0.01 par value - 10,000,000 shares authorized; 2,205,460 and
2,188,510 shares issued at June 30, 2009, and December 31, 2008,
respectively; 2,205,460 and 2,183,236 shares outstanding, respectively........... 22 22
Additional paid-in capital............ccccvvviiiiiiiieceee 20,667 20,728
Accumulated defiCit........cvcviieiecee e (11,262) (9,369)
Accumulated other comprenensive 10SS........coveveieeieiise e (176) (235)
Treasury stock, at cost, of 0 and 5,274 shares at June 30, 2009, and December
31, 2008, FESPECHIVEY ... eeeeeeeee e e ees s ee e ee e - (101)
Total StOCKNOIAEIS™ EQUILY ......cvveeevriceieeeceeieceie et 9,251 11,045
Total Liabilities and StocknoIAErs’ EQUILY..........v.ereeeverereererreeseeereeesseseseons $ 17779 $ 22,365

(A) The Condensed Consolidated Balance Sheet at December 31, 2008, has been derived from the audited
consolidated financial statements at that date, but does not include all of the information and footnotes
required by accounting principles generally accepted in the United States for complete financial statements.

See accompanying Notes to Condensed Consolidated Financial Statements.
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THE LGL GROUP, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS — UNAUDITED

(In thousands, except share and per share amounts)

Three Months Six Months
Ended June 30, Ended June 30,
2009 2008 2009 2008
REVENUES. ..., $ 7236 $ 10,150 $ 14778 $ 19,933
Cost and expenses:
Manufacturing cost 0f Sales..........cccocvvvvivrieeiieicrcre e, 5,800 7,544 11,692 14,698
Engineering, selling and administrative ...........c.cocoovvveeesisninnn 2,332 3,000 4,886 6,085
OPERATING LOSS .....oovvioevieeriseesiesssisssssssssssssssssssssssins (896) (394) (1,800) (850)
Other income (expense):
INtErest EXPENSE, NEL.....ccvcieiiie e, (89) (66) (178) (129)
Other iNCOME (EXPENSE) .....vvreveervereeeeseeeeseeeseeeese s eseee s 34 (56) 43 (78)
Total Other INCOME (EXPENSE) .........vververereeeeeeeesesseeeseessesenes (55) (122) (135) (207)
LOSS BEFORE INCOME TAXES ......cceervveeeereersereeseesesseeesenens (951) (516) (1,935) (1,057)
Benefit (Provision) for iNCOME taxes...............evvrvverrrerresrronens 12 (57) 42 (106)
NET LOSS ...oorrereeeeeneeeeeeseesessesseesesseesssssesssssssssesssssssssesssesssenees $ (939) _ % (573) $ (1,893 $ (1,163)
Weighted average shares outstanding. ..............cocoeeoveeeereveserenenns 2,183,236 2,172,052 2,188,823 2,169,820
NET LOSS PER SHARE ..........cooommrevresneresesessesseesisesessessssesionn $ (043) $ (0.26) $ (086) $ (0.54)

See accompanying Notes to Condensed Consolidated Financial Statements.
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THE LGL GROUP, INC.
CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY — UNAUDITED

(In thousands, except share amounts)

Shares of Accumulated
Common Additional Other
Stock Common Paid-In Accumulated Comprehensive  Treasury
Outstanding Stock Capital Deficit Loss Stock Total
Balance at January 1, 2009 2,183236 $ 2 $ 20728 $ (9369) $ (235) $ (101) $ 11,045
Comprehensive loss:
Net loss for period - - - (1,893) -- - (1,893)
Other comprehensive income - - - -- 59 - 99
Comprehensive loss (1,834)
Stock based compensation -- -- 40 = - - 40
Issuance of treasury shares for
vested restricted stock 5,274 -- (101) -- -- 101 --
Issuance of new shares for
vested restricted stock 16,950 - - - - - -
Balance at June 30, 2009 2,205,460 $ 22 $ 20667 $ (11,262) $ (176) $ - $ 9251

See accompanying Notes to Condensed Consolidated Financial Statements.
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THE LGL GROUP, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS — UNAUDITED

(In thousands)

OPERATING ACTIVITIES

Adjustments to reconcile net loss to net cash provided by (used in) operating
activities:

(=T 0] (T LA o o S
Stock based COMPENSALION ........ecviieeiese et
Amortization of finite-lived intangible assets.........ccccvivvivviviieiiecicser e
Changes in operating assets and liabilities:
ACCOUNES TECEIVADIE. ...
LAY =T o1 (o] =T3RS
Accounts payable and accrued liabilities ...
Other assets/labilitieS ........cocviiriiieiece s
Net cash provided by (used in) operating actiVities ...........c.ccooeririninieiencienns
INVESTING ACTIVITIES
Capital EXPENAITUIES .....cveiveieieeeece e et r e e nre e e
Net cash used in INVESEING ACHIVITIES ........cccoiiiiriiiieiee e
FINANCING ACTIVITIES
Net (repayments) borrowings on note payable to bank .........cccccoeveveieicievcneicven,
Repayments of 10ng-term debt...........ccov i
Net cash (used in) provided by financing activities...........cc.ccoveverencieneninie e,
Decrease in cash and cash eqUIVAIENTS .........ccccveveieicierere e
Cash and cash equivalents at beginning of period...........cccccviviiiiiiie e
Cash and cash equivalents at end of Period ............cocecvrireinineinenc

Supplemental Disclosure:

Cash paid fOr INTEIEST.......ccv i e
Cash paid fOr INCOME tAXES.......ecveierererese st re e

Non-cash Financing Transactions:

Issuance of treasury shares for vested restricted StoCK.........c.cccevveveverivniiinnnnnnnn,

Six Months Ended
June 30,

2009 2008

$(1,893) $ (1,163)

547 516
40 66

30 30
2,562 356
460 (281)
(658) (80)
203 198
1,201 (358)
(234) (89)
(234) (89)
(1,441) 311
(587) (193)
(2,028) 118
(971) (329)
5,325 5,233

4354 $ 4,904

178 $ 199
- $ 308
101§ 172

See accompanying Notes to Condensed Consolidated Financial Statements.
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THE LGL GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

A. Subsidiaries of the Registrant
As of June 30, 2009, the subsidiaries of The LGL Group, Inc. (the “Company”) are as follows:

Owned By LGL

M-tron INdUSEFIES, INC....oviriiiiiiiiiiece e 100.0%
M-tron Industries, Ld. ..o 100.0%
Piezo Technology, INC.......cccccevvvvrienesisie e 100.0%

Piezo Technology India Private Ltd. ........c.ccccovviinnnne 99.9%

LyNnch SYSLEMS, INC. ..ooveiviiiieiiiiiicriee s 100.0%

The Company operates through its principal subsidiary, M-tron Industries, Inc., which includes the operations
of M-tron Industries, Ltd. and Piezo Technology, Inc. The combined operations are referred to herein as
“MtronPTL.” MtronPTI has operations in Orlando, Florida, Yankton, South Dakota and Noida, India. In addition,
MtronPTI has a sales office in Hong Kong.

B. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance
with accounting principles generally accepted in the United States of America for interim financial information and
with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the
information and footnotes required by accounting principles generally accepted in the United States of America for
complete financial statements. In the opinion of management, all adjustments (consisting of normal recurring
adjustments) considered necessary for a fair presentation have been included. Operating results for the six-month
period ended June 30, 2009, are not necessarily indicative of the results that may be expected for the full year ending
December 31, 2009.

For further information, refer to the consolidated financial statements and footnotes thereto included in the
Company’s Annual Report on Form 10-K for the year ended December 31, 2008.

Reclassifications

Certain prior year amounts in the accompanying condensed consolidated financial statements have been
reclassified to conform to the current year presentation. We have reclassified $144,000 from liabilities of
discontinued operations to other accrued expenses.

Investment

The following is a summary of a marketable security (investment) held by the Company:

Gross
Unrealized Fair
Cost Gain Value
(in thousands)
June 30, 20009.......cccoevveieiiieee e $ 14 $ 6 $ 20
December 31, 2008..........cooceeviriiieiiiir i, $ 14 $ -- $ 14
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Financial Instruments

Cash and cash equivalents, trade accounts receivable, short-term borrowings, and trade accounts payable are
carried at cost, which approximates fair value due to the short-term maturity of these instruments. The carrying
amount of the Company’s borrowings under its revolving line of credit approximates fair value, as the obligation
bears interest at a floating rate. The fair value of other long-term obligations approximates cost based on borrowing
rates for similar instruments.

Financial instruments that potentially subject the Company to significant concentrations of credit risk consist
principally of cash, cash equivalents, investments and trade accounts receivable.

The Company maintains cash and cash equivalents and short-term investments with various financial
institutions. These financial institutions are located throughout the country and the Company’s policy is designed to
limit exposure to any one institution. The Company believes that these financial institutions are of high credit
standing. At times, such amounts may exceed federally insured limits.

The Company has also entered into an interest rate swaps in relation to two of its long-term debt agreements
for which it has accounted for each of these swaps as a cash flow hedge (see Note D — Notes Payable to Banks and
Long-Term Debt).

C. Inventories

Inventories are stated at the lower of cost or market value. At MtronPTI, inventories are valued using the first-
in first-out (“FIFO”) method for 67.9% and 66.4% of the inventories, as of June 30, 2009 and December 31, 2008,
respectively, and the remaining 32.1% and 33.6% as of June 30, 2009 and December 31, 2008, respectively, are
valued using last-in first-out (“LIFO”). The Company reduces the value of its inventories to market value when the
market value is believed to be less than the cost of the item.

June 30, December 31,

2009 2008
(in thousands)
Raw materials..........ccccooveiviivcieievcece e $ 2,365 $ 2,576
WOTK iN PrOCESS...cvveuverieriesiesiesteeieeeeie e sie e e 1,509 1,440
Finished goods............cocviveviveeeiereeses e 787 1,105
TOtal INVENTOTIES «.vvvevveeevereeeeeeeneeseseeeseeenes $ 4,661 $ 5121

Current cost exceeded the LIFO value of inventories by $235,000 and $287,000 at June 30, 2009, and
December 31, 2008, respectively.

D. Notes Payable to Banks and Long-Term Debt

June 30, December 31,
2009 2008

Notes Payable: (in thousands)
MtronPTI revolving loan (First National Bank of Omaha (“FNBO”)) at 30-day

LIBOR plus 2.1%, not to go below 4.00% (4.00% at June 30, 2009), due

June 2009 (Refer to Note N — SUDSEQUENt EVENLS) .......eeveeeeeereerereeeeereereeen $ 1308 $ 2,749
Long-Term Debt:
MtronPTI term loan (RBC Centura Bank (“RBC”)) due October 2010. The

note bears interest at LIBOR Base Rate plus 2.75%. Interest rate swap

converts loan to a fixed rate, at 7.51% at June 30, 2009.........ccccceevrvrvrernrernnenn, $ 2,376 $ 2817

Page 7



MtronPTI term loan (FNBO) at 30-day LIBOR plus 2.1%. Interest rate swap
converts loan to a fixed rate, at 5.60% at June 30, 2009, due January 2013

(Refer to Note N — Subsequent EVENLS).........cooooeierereneneniiseeeeie e 1,080 1,187
Rice University Promissory Note at a fixed interest rate of 4.5%, due August

2009 ...t 14 53

3,470 4,057

CUITENE MALUITEIES ...ttt 368 397

LONG -TEIM DD ..ottt sttt $ 3,102 $ 3,660

On October 14, 2004, MtronPTI entered into a loan agreement with FNBO, which was amended and restated on
August 18, 2009 (the “FNBO Loan Agreement”). Refer to Note N — Subsequent Events. The FNBO Loan
Agreement provides for a short-term credit facility of up to $5,500,000 as of June 30, 2009 (the “FNBO Revolving
Loan”), which was subsequently reduced to $4,000,000 as part of the amendment. The principal balance of the
FNBO Revolving Loan bears interest at 30-day LIBOR plus 2.1% (not to go below 4.00%) as of June 30, 2009, with
interest only payments due monthly and the final payment of principal and interest due on June 30, 2009, which rate
was subsequently changed as part of the amendment to 30-day LIBOR plus 4.75%, with interest only payments due
monthly and the final payment of principal and interest due on June 30, 2010. At June 30, 2009, the amount
outstanding under the revolving credit loan was $1,308,000. Based on the amendment to the FNBO Loan
Agreement, the Company would have had $2,692,000 of unused borrowing capacity under its revolving line of
credit at June 30, 2009, compared to $2,751,000 at December 31, 2008.

The FNBO Loan Agreement also provided for a term loan in the original principal amount of $2,000,000 (the
“FNBO Term Loan™). At June 30, 2009, the principal amount of the FNBO Term Loan was approximately
$1,410,000, and the principal balance bears interest at 30-day LIBOR plus 2.1%, with principal and interest
payments due monthly and the final payment of principal and interest due January 24, 2013. The amendment
changed the principal amount to approximately $1,058,000 and the interest rate to the greater of the National Prime
Rate plus 50 basis points, or 4.50%, with payments of approximately $22,000 due monthly and all remaining
principal and interest due January 24, 2013..

The FNBO Loan Agreement contains a variety of affirmative and negative covenants, including, but not limited
to, financial covenants that MtronPTI maintain: (i) tangible net worth of not less than $7,000,000, (ii) a ratio of
current assets to current liabilities of not less than 1.50 to 1.00; (iii) a ratio of total liabilities to tangible net worth of
not greater than 2.75 to 1.00; and (iv) a fixed charge coverage ratio of not less than 1.20 to 1.00. All outstanding
obligations under the FNBO Loan Agreement are collateralized by security interests in the assets of MtronPTI and
are guaranteed by the Company. The amendment changed certain of those covenants effective June 30, 2009. Refer
to Note N — Subsequent Events. Specifically, the covenants were amended to (i) reduce the tangible net worth
requirement to $5,500,000, (ii) allow the Company to make a cash infusion to MtronPTI for the repayment of
$1,000,000 of the amount outstanding under the FNBO Revolving Loan, which brought the fixed charge ratio and
tangible net worth covenants into compliance as of June 30, 2009 (fixed charge ratio of 1.21 to 1.00 after the cash
infusion as compared to a fixed charge ratio of (0.02) to 1.00 prior to the transaction, and a tangible net worth of
$5,794,000 after the cash infusion, compared to $4,794,000 prior to the transaction), and (iii) require the Company
to cease any payments from MtronPTI to the Company, including, but not limited to interest payments and
management fees. As a result of this amendment, MtronPT]I is in compliance with all covenants in the FNBO Loan
Agreement as of June 30, 2009. In addition, the Company expects that, with these amendments and based on its
current covenant compliance projections, which include total projected cash infusions from the Company into
MtronPTI of up to $350,000, MtronPTI will be in compliance with the FNBO Loan Agreement covenants at each
quarterly testing date through June 30, 2010.

In connection with the FNBO Term Loan, MtronPT]I entered into a separate interest rate swap agreement with
FNBO from which it receives periodic payments at the LIBOR Base Rate and makes periodic payments at a fixed
rate of 5.60% through the term of the FNBO Term Loan. The Company has designated this swap as a cash flow
hedge in accordance with Statement of Financial Accounting Standards (“SFAS”) No. 133 “Accounting for
Derivative Instruments and Hedging Activities” (Codification Topic 815). The fair value of the interest rate swap at
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June 30, 2009, is ($37,000) net of any tax effect, and is included in “other accrued expenses” on the condensed
consolidated balance sheets. The change in fair value is reflected in accumulated other comprehensive loss, net of
any tax effect.

On September 30, 2005, MtronPTI entered into a loan agreement with RBC (the “RBC Loan Agreement”). The
RBC Loan Agreement provides for a loan in the original principal amount of $3,040,000 (the “RBC Term Loan”).
The RBC Term Loan bears interest at LIBOR Base Rate plus 2.75% and is being repaid in monthly installments
based on a 20-year amortization schedule, with the then remaining principal balance and interest due on the fifth
anniversary of the RBC Loan Agreement.

The RBC Loan Agreement contains a variety of affirmative and negative covenants, including, but not limited
to, financial covenants that MtronPTI maintain: (i) a ratio of total liabilities to tangible net worth of not greater than
4.00 to 1.00; (ii) tangible net worth of at least $4,200,000; and (iii) a fixed charge coverage ratio of not less than
1.20to 1.00. All outstanding obligations under the RBC Loan Agreement are collateralized by security interests in
the assets of MtronPTI and guaranteed by the Company.

On May 19, 2009, certain of the loan covenants in the RBC Loan Agreement were changed with agreement
from RBC to (i) allow the $1,000,000 cash infusion to MtronPT]I for the partial repayment under the FNBO
Revolving Loan to be included in the numerator of the fixed charge coverage ratio for calculations on each quarterly
testing date through June 30, 2010, (ii) increase the amount of the tangible net worth minimum requirement to
$5,500,000 to be consistent with the tangible net worth covenant in the amended and restated FNBO Loan
Agreement, and (iii) provide that if MtronPTI is not in compliance with the covenants at any quarterly testing date,
MtronPTI will have forty-five (45) days from the end of such quarter to cure the default. As a result of these
amendments, MtronPT] is in compliance with all debt covenants under the RBC Loan Agreement as of June 30,
2009. In addition, the Company expects that, with these amendments and based on its current covenant compliance
projections, which include total projected cash infusions from the Company into MtronPTI of up to $350,000,
MtronPTI will be in compliance with the RBC Loan Agreement covenants at each quarterly testing date through
June 30, 2010.

In connection with the RBC Term Loan, MtronPTI entered into a five-year interest rate swap from which it
receives periodic payments at the LIBOR Base Rate and makes periodic payments at a fixed rate of 7.51% with
monthly settlement and rate reset dates. The Company has designated this swap as a cash flow hedge in accordance
with SFAS 133 (Codification Topic 815). The fair value of the interest rate swap at June 30, 2009, is ($145,000) net
of any tax effect, and is included in “other accrued expenses” on the condensed consolidated balance sheets. The
change in fair value is reflected in accumulated other comprehensive loss, net of any tax effect.

We will need to renew or replace such credit facilities as they expire or if they otherwise become unavailable,
and we may require additional financing in order to fund our operations. We may be unable to renew our existing
credit facilities, find replacement facilities, or obtain additional financing on acceptable terms, or at all, which may
result in delays in payments to our vendors and in our ordinary measures to repair, replace or improve upon existing
infrastructure, and may cause our customers to lose confidence in our ability to supply high-quality products in a
timely manner.

E. Stock Based Compensation

On December 17, 2008, the Board of Directors granted restricted shares to eight of its members at 5,555 shares
each. All of these shares vest ratably during 2009 at the end of each respective quarter. Total stock compensation
related expense for all outstanding grants for the three and six months periods ended June 30, 2009, was $20,000
and $40,000, respectively. The unrecognized compensation expense of $40,000 will be recognized by December 31,
20009.
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F. Loss Per Share

The Company computes loss per share in accordance with SFAS No. 128, “Earnings Per Share” (Codification
Topic 260). Basic loss per share is computed by dividing net loss by the weighted average number of common
shares outstanding during the period. Diluted earnings per share adjusts basic earnings per share for the effects of
stock options, restricted common stock, and other potentially dilutive financial instruments, only in the periods in
which the effects are dilutive.

The following securities have been excluded from the diluted loss per share computation because the impact of
the assumed exercise of stock options and unvested restricted stock would have been anti-dilutive because the
Company has reported net losses:

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Options to purchase common StocK.........ccccovevvinnnne 200,000 200,000 200,000 200,000
Unvested restricted StOCK.........oovvvvveevciieiiee e, 22,216 7,754 22,216 7,754
TOLAIS coveieeciiceece e 222,216 207,754 222,216 207,754

G. Other Comprehensive Loss

Other comprehensive loss includes the changes in fair value of investments classified as available-for-sale and
the changes in fair values of derivative instruments designated as cash flow hedges.

For the six months ended June 30, 2009, total comprehensive loss was ($1,834,000), comprised of net loss of
($1,893,000) and change in accumulated other comprehensive loss of $59,000, compared to total comprehensive
loss of ($1,176,000) in the six months ended June 30, 2008, which was comprised of net loss of ($1,163,000) and
change in accumulated other comprehensive loss of ($13,000).

The change in accumulated other comprehensive loss, net of related taxes, for the six-month periods ended June
30, 2009 and 2008, are as follows:

Six Months Ended

June 30,
2009 2008
(in thousands)
Balance beginning of period .............ccocoeeeiciviviiiie $ (235) $ (101)
Deferred gain on swap liability on hedge contracts .................. 53 2
Unrealized gain (loss) on available-for-sale securities............... 6 (15)
Balance end of PEriod ...........co.ooeveerveeereeeeeeeseeeessssseeesee. $ (176) % (114)

The components of accumulated other comprehensive loss, net of related taxes at June 30, 2009 and December
31, 2008, are as follows:

June 30, December 31,
2009 2008
(in thousands)
Deferred loss on swap liability on hedge contracts ................... $ (182) $ (235)
Unrealized gain on available-for-sale securities............c..cc.cc..... 6 --
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Accumulated other comprehensive 10Ss ...........cccoocveeen.n.. $ (176) $  (239)

H. Fair Value Measurements

The Company measures financial assets and liabilities at fair value in accordance with Codification SFAS
No. 157, “Fair Value Measurements” (Codification Topic 820). These measurements involve various valuation
techniques and assume that the transactions would occur between market participants in the most advantageous
market for the Company. The following is a summary of valuation techniques utilized by the Company for its
significant financial assets and liabilities:

Assets

To estimate the market value of its marketable securities, the Company obtains current market pricing from
quoted market sources or uses pricing for identical securities. Assets measured at fair value on a recurring basis are
summarized below.

Quoted Prices in Significant
Active Markets Other Significant
for Identical Observable Unobservable

Assets (Level 1)  Inputs (Level 2)  Inputs (Level 3) June 30, 2009

(in thousands)
Marketable security............. $ 20 $ - $ - $ 20
Liabilities

To estimate the fair value of the swap liability on hedge contracts as of the measurement date, the Company
obtains inputs other than quoted prices that are observable for the liability. Liabilities measured at fair value on a
recurring basis are summarized below.

Quoted Prices in Significant
Active Markets Other Significant
for Identical Observable Unobservable

Assets (Level 1)  Inputs (Level 2)  Inputs (Level 3) June 30, 2009
(in thousands)

Swap liability on hedge
CONEFACES ..vvvereeeeeeeeeeere $ -- $ 182 $ -- $ 182
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I. Foreign Sales

For the three and six months ended June 30, 2009 and 2008, foreign revenues to specific countries were as
follows:

Three Months Ended

June 30,
Foreign Revenues: 2009 2008
(in thousands)

MalAYSIA.......cvirireriireiieeseee s $ 947 $ 1,709
ChiNA .o 742 1,523
SINQAPOTE ..o 237 463
IMEXICO ..ottt 408 625
Thailand ... 223 411
CANAAA ... 54 314
All other foreign CoUNtries.........ccocoveveiiericeiieeieeians 898 683

Total fOreign rEVENUES ..........vveeevereveeeeereereeeseeeeseee $ 3509 $ 5728

Six Months Ended

June 30,
Foreign Revenues: 2009 2008
(in thousands)

MalaYSIA.....coeiviieriiriieeciee s $ 1,843 $ 3,296
ChiNA .o 1,532 2,564
SINQAPOTE ..o 842 463
Y= ol o SRR 746 1,048
ThaIANG ..o 461 841
LOF: 0T o - TSR 145 832
All other foreign COUNLHIES. ........ccoovevevveeeecreeeeeeseeenans 1,638 2,065

Total fOreign rEVENUES ..........vveeevereveeeeereereeeseeeeseee $ 7207 $ 11109

J.  Commitments and Contingencies

In the normal course of business, the Company and its subsidiaries may become defendants in certain product
liability, worker claims and other litigation. The Company and its subsidiaries have no litigation pending at this
time.

K. Income Taxes

The Company files a consolidated federal income tax return, which includes all U.S. subsidiaries. The Company
had a total net operating loss (“NOL”) carry-forward of $7,366,000 as of December 31, 2008. This NOL expires
through 2028 if not utilized prior to that date. The Company had research and development credit carry forwards of
approximately $890,000 at December 31, 2008 that can be used to reduce future income tax liabilities and expire
principally between 2020 and 2028. In addition, the Company has foreign tax credit carry-forwards of
approximately $230,000 at December 31, 2008 that are available to reduce future U.S. income tax liabilities subject
to certain limitations. These foreign tax credit carry-forwards expire at various times through 2018.
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The Company provided a benefit of $42,000 and a provision of $106,000 for foreign income taxes, respectively,
in the six months ended June 30, 2009 and 2008 and $0 for state taxes in each of those periods.

Due to the uncertainty surrounding the realization of the favorable U.S. tax attributes in future tax returns, we
continue to record a full valuation allowance against our otherwise recognizable U.S. net deferred tax assets as of
June 30, 2009 and December 31, 2008, except for the Company’s $111,000 in AMT deferred tax assets which do
not expire.

L. Related Party Transactions

At June 30, 2009, the Company had $4,354,000 of cash and cash equivalents. Of this amount, $1,627,000 is
invested in United States Treasury money market funds for which affiliates of the Company serve as the investment
manager to the respective fund, compared with $3,123,000 of $5,339,000 at December 31, 2008.

M. New Accounting Pronouncements

In June 2009, the Financial Accounting Standards Board (“FASB”) issued FASB Statement No. 168, “The
FASB Accounting Standards Codification and the Hierarchy of Generally Accepted Accounting Principles, a
replacement of FASB Statement No. 162” (“SFAS 168”) (Codification Topic 105 Subtopic 10). SFAS 168
identifies the sources of accounting principles and the framework for selecting the principles used in the preparation
of financial statements of nongovernmental entities that are presented in conformity with generally accepted
accounting principles (“GAAP”) in the United States. The objective of SFAS 168 is to replace SFAS 162 and to
establish the FASB Accounting Standards Codification (“Codification™) as the source of authoritative accounting
principles recognized by the FASB to be applied by nongovernmental entities in the preparation of financial
statements in conformity with GAAP. Rules and interpretive releases of the Securities and Exchange Commission
(“SEC”) under authority of federal securities laws are also sources of authoritative GAAP for SEC registrants. The
Company does not believe that the adoption of SFAS 168 will have a material effect on its results of operations,
financial position or cash flows.

In June 2009, the FASB issued FASB Statement No. 167, “Amendments to FASB Interpretation
No. 46(R)”(“SFAS 167”), which amends the consolidation guidance applicable to variable interest entities. The
amendments will significantly affect the overall consolidation analysis under FASB Interpretation No. 46(R). SFAS
167 is effective as of the beginning of the first fiscal year that begins after November 15, 2009. The Company does
not believe that the adoption of SFAS 167 will have a material effect on its results of operations, financial position
or cash flows.

In June 2009, the FASB issued FASB Statement No. 166, “Accounting for Transfers of Financial Assets—an
amendment of FASB Statement No. 140” (“SFAS 166”). SFAS 166 is intended to improve the relevance,
representational faithfulness, and comparability of the information that a reporting entity provides in its financial
statements about a transfer of financial assets; the effects of a transfer on its financial position, financial
performance, and cash flows; and a transferor’s continuing involvement, if any, in transferred financial assets.
SFAS 166 must be applied as of the beginning of each reporting entity’s first annual reporting period that begins
after November 15, 2009, for interim periods within that first annual reporting period and for interim and annual
reporting periods thereafter. Earlier application is prohibited. SFAS 166 must be applied to transfers occurring on
or after the effective date.

Additionally, on and after the effective date, the concept of a qualifying special-purpose entity is no longer
relevant for accounting purposes. Therefore, formerly qualifying special-purpose entities (as defined under previous
accounting standards) should be evaluated for consolidation by reporting entities on and after the effective date in
accordance with the applicable consolidation guidance. If the evaluation on the effective date results in
consolidation, the reporting entity should apply the transition guidance provided in the pronouncement that requires
consolidation. Additionally, the disclosure provisions of SFAS 166 should be applied to transfers that occurred both
before and after the effective date of SFAS 166. The Company is assessing the potential impact of adoption.
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In May 2009, the FASB issued FASB Statement No. 165, “Subsequent Events” (“SFAS 165”). SFAS 165 is
intended to establish general standards of accounting for and disclosure of events that occur after the balance sheet
date but before financial statements are issued or are available to be issued. It requires the disclosure of the date
through which an entity has evaluated subsequent events and the basis for that date—that is, whether that date
represents the date the financial statements were issued or were available to be issued. This disclosure should alert
all users of financial statements that an entity has not evaluated subsequent events after that date in the set of
financial statements being presented. SFAS 165 is effective for interim and annual periods ending after June 15,
2009. The adoption of SFAS 165 did not have any impact on its results of operations, financial position or cash
flows.

N. Subsequent Events

In accordance with SFAS 165, we have evaluated all events or transactions that occurred after June 30, 2009,
and through August 19, 2009, the date that we issued these financial statements.

On July 1, 2009, Robert Zylstra, the Chief Executive Officer of the Company, resigned from all of his
positions with the Company and its subsidiaries. Mr. Zylstra has agreed to remain with the Company as an advisor
to the Company’s new President and Chief Executive Officer for a transition period.

Effective July 2, 2009, the Board of Directors appointed Greg Anderson to serve as the Company’s President
and Chief Executive Officer. Mr. Anderson, age 49, has served in various senior management positions with the
Company’s MtronPTI subsidiaries over the past 10 years, most recently as Vice President Operations of MtronPTI.

Effective July 2, 2009, the Company entered into an Employment Agreement with Mr. Anderson (the
“Anderson Employment Agreement”). Mr. Anderson will be employed as the Company’s President and Chief
Executive Officer on an “at will” basis and will receive an annual base salary of $170,000. Subject to Mr. Anderson
and the Company’s meeting certain performance targets, Mr. Anderson will also be eligible for (i) an annual bonus
of up to 40% of his annual base salary, to be paid 50% in cash and 50% in restricted shares of the Company’s
common stock, and (ii) a one-time cash bonus payment in recognition of his performance in 2009, in an amount to
be determined by the Board of Directors

On July 31, 2009, MtronPTI and FNBO entered into a Change in Terms Agreement regarding the FNBO
Revolving Loan. The terms of the agreement included, but were not limited to, the extension of the maturity date
from July 31, 2009, to August 31, 2009. The agreement was entered into to allow for additional time until a longer-
term extension could be finalized.

On August 18, 2009, MtronPTI entered into an amended and restated loan agreement with FNBO. The
agreement reduced the amount of the FNBO Revolving Loan from $5,500,000 to $4,000,000. The amendment also
increased the interest rate for the FNBO Revolving Loan from 30-Day LIBOR plus 2.10% (not to go below 4.00%),
to 30-day LIBOR plus 4.75%, which as of June 30, 2009 was approximately 5.04%, with interest-only payments due
monthly, and extended the due date of the final payment of principal and interest from June 30, 2009, to June 30,
2010. In addition, an annual unused commitment fee of 0.50% shall be due and payable to FNBO each calendar
quarter based on the difference between the full credit facility amount and the average outstanding loan amount over
the applicable quarter.

As part of the amendment to the FNBO loan agreement made on August 18, 2009, the interest rate for the
FNBO Term Loan was changed from 30-Day LIBOR plus 2.10% to the greater of the “National Prime Rate” plus 50
basis points, or 4.50%, with payments of approximately $22,000 due monthly and all remaining principal and
interest due January 24, 2013.

The amended FNBO Loan Agreement contains a variety of affirmative and negative covenants, including, but
not limited to, financial covenants that MtronPTIl maintain: (i) minimum tangible net worth of not less than
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$5,500,000, which is a reduction from the prior covenant of a minimum tangible net worth of not less than
$7,000,000; (ii) a ratio of current assets to current liabilities of not less than 1.50 to 1.00; (iii) leverage ratio (ratio of
total liabilities minus subordinated debt to tangible net worth) of not greater than 2.75 to 1.00; and (iv) a fixed
charge ratio of not less than 1.20 to 1.00, which for any quarter measured from April 1, 2009 until March 31, 2010,
is derived when comparing a rolling 12 month EBITDA, plus payments made by the Company in the form of
subordinated debt directly to FNBO, less internally-funded capital expenditures, dividends and taxes divided by
annualized debt and interest payments by MtronPTI on account of any indebtedness of MtronPTI.
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Item 2.  Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Forward Looking Statements

Information included or incorporated by reference in this Quarterly Report on Form 10-Q may contain forward-
looking statements. This information may involve known and unknown risks, uncertainties and other factors that
may cause our actual results, performance or achievements to be materially different than the future results,
performance or achievements expressed or implied by any forward-looking statements. Forward-looking
statements, which involve assumptions and describe our future plans, strategies and expectations, are generally
identifiable by use of the words “may,” “should,” “expect,” “anticipate,” “estimate,” “believe,
or the negative of these words or other variations on these words or comparable terminology.

intend” or “project

Results of Operations
Three months ended June 30, 2009 compared to three months ended June 30, 2008

Consolidated Revenues and Gross Margin

Consolidated revenues decreased by $2,914,000, or 28.7%, to $7,236,000 for the second quarter 2009 from
$10,150,000 for the comparable period in 2008. The decrease is due primarily to a general economic slowdown and
a corresponding decrease in demand for the electronic components in which our products are used. This has resulted
in a decrease in foreign sales of $2,219,000 and a decrease in domestic sales of $695,000 over the comparable
period in 2008. Under the leadership of the Company’s management team, the Company has continued its efforts to
grow revenue by expanding into new geographic regions and into additional segments of the timing and frequency
equipment market, such as alternative energy management, high-end server/SANS, energy exploration, military
personnel protection and homeland security. This emphasis is expected to allow the Company to partially weather
the recessionary impact on its current customers and revenue base by providing additional revenues from these
target segments.

Consolidated gross margin as a percentage of revenues for the second quarter 2009 decreased to 19.8% from
25.7% for the comparable period in 2008. This drop in gross margin percentage is attributable in part to higher
materials costs, combined with higher fixed overhead as a percentage of sales driven by the overall economic
slowdown and the related decrease in revenues. In addition, the Company is continuing to execute its
comprehensive resizing of its operations to realign its cost structure.

Operating Loss

Operating loss of $896,000 for the second quarter 2009 is an increased loss of $502,000 from the $394,000
operating loss for the comparable period in 2008. This increase in operating loss can be primarily attributed to a
28.7% reduction in revenues, compounded by a 5.9% reduction in gross margin percentage. The increase in
operating loss was partially offset by a decrease in engineering, selling and administrative expenses of $668,000 in
the second quarter of 2009 compared to the same period in 2008. The reduction in engineering, selling and
administrative expenses was primarily driven by a decrease in head count, a decrease in professional fees, and a
decrease in the cost of continuing to comply with the Sarbanes-Oxley Act of 2002. The Company expects its new
sales focus combined with its resizing efforts to result in better operating performance in future quarters.

Other Income (Expense)

Net interest expense for the second quarter 2009 was $89,000, compared with $66,000 for the comparable period
in 2008. The increase for the second quarter 2009 was driven primarily by a decrease in the interest income on the
Company’s cash balances, which is a component of net interest expense. In the second quarter of 2009, the
Company recognized $34,000 in other income, compared with other expense of $56,000 for the comparable period
in 2008. The difference is primarily related to the cumulative effect of currency translation associated with the
Company’s foreign subsidiaries.
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Income Taxes

The Company files a consolidated federal income tax return, which includes all subsidiaries. The income tax
benefit for the three-month period ended June 30, 2009 included foreign taxes. The provision gives effect to our
estimated tax liability at the end of the year.

Due to the uncertainty surrounding the realization of favorable U.S. tax attributes in future tax returns, we
continue to record a full valuation allowance against our otherwise recognizable U.S. net deferred tax assets as of
June 30, 2009 and December 31, 2008, except for the Company’s $111,000 in AMT deferred tax assets, which do
not expire.

Net Loss

Net loss for the second quarter 2009 was $939,000 compared to net loss of $573,000 for the comparable period
in 2008. This increase in net loss can be primarily attributed to a 28.7% reduction in revenues, compounded by a
5.9% reduction in gross margin percentage. The increase in net loss was partially offset by a decrease in
engineering, selling and administrative expenses of $668,000 in the first quarter of 2009 compared to the same
period in 2008. The reduction in engineering, selling and administrative expenses was primarily driven by a
decrease in head count, a decrease in professional fees, and a decrease in the cost of continuing to comply with the
Sarbanes-Oxley Act of 2002. The Company expects the combination of its new sales focus and its resizing efforts
to result in improved operating results in future quarters.

Results of Operations
Six months ended June 30, 2009 compared to six months ended June 30, 2008

Consolidated Revenues and Gross Margin

Consolidated revenues decreased by $5,155,000, or 25.9%, to $14,778,000 for the six-month period ended June
30, 2009 from $19,933,000 for the comparable period in 2008. The decrease is due primarily to a general economic
slowdown and a corresponding decrease in demand for the electronic components in which our products are used.
This has resulted in a decrease in foreign sales of $3,902,000 and a decrease in domestic sales of $1,253,000 over
the comparable period in 2008. Under the leadership of the Company’s management team, the Company has
continued its efforts to grow revenue by expanding into new geographic regions and into additional segments of the
timing and frequency equipment market, such as alternative energy management, high-end server/SANs, energy
exploration, military personnel protection and homeland security. This emphasis is expected to allow the Company
to partially weather the recessionary impact on its current customers and revenue base by providing additional
revenues from these target segments.

Consolidated gross margin as a percentage of revenues for the six-month period ended June 30, 2009 decreased
to 20.9% from 26.3% for the comparable period in 2008. The decrease in gross margin percentage is attributable in
part to higher materials costs, combined with higher fixed overhead as a percentage of sales driven by the overall
economic slowdown and the related decreases in revenue volume. The Company is in the process of executing a
comprehensive resizing of its operations to realign its cost structure. This resizing program is expected to result in
approximately $3,000,000 of annualized cost savings, once fully implemented, which will partially offset the
anticipated reduced revenue levels in all its domestic and foreign markets. This resizing is expected to improve the
Company’s gross margins beginning in fiscal 2010 despite a reduced level of revenues. For the first half of 2009,
the Company is tracking to meet its annualized cost savings target.

Operating Loss
Operating loss of $1,800,000 for the six-month period ending June 30, 2009, is an increased loss of $950,000
from the $850,000 operating loss for the comparable period in 2008. This increase in operating loss can be

primarily attributed to a 25.9% decrease in revenues, compounded by a 5.4% reduction in gross margin percentage.
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The increase in operating loss was partially offset by a decrease in engineering, selling and administrative expenses
of $1,199,000 in the first half of 2009 compared to the same period in 2008. The reduction in engineering, selling
and administrative expenses was primarily driven by a decrease in head count, a decrease in professional fees, and a
decrease in the cost of continuing to comply with the Sarbanes-Oxley Act of 2002. The Company expects the
combination of its new sales focus and its resizing efforts to result in improved operating results in future quarters.

Other Income (Expenses)

Net interest expense for the six-month period ended June 30, 2009, was $178,000, compared with $129,000 for
the comparable period in 2008. The increase was driven primarily by a decrease in the interest income on the
Company’s cash balances, which is a component of net interest expense. In the six-month period ended June 30,
2009, the Company recognized $43,000 in other income, compared with other expense of $78,000 for the
comparable period in 2008. The difference is primarily related to the cumulative effect of currency translation
associated with the Company’s foreign subsidiaries.

Income Taxes

The Company files a consolidated federal income tax return, which includes all subsidiaries. The income tax
benefit for the six-month period ended June 30, 2009, included foreign taxes. The provision gives effect to our
estimated tax liability at the end of the year.

Due to the uncertainty surrounding the realization of favorable U.S. tax attributes in future tax returns, we
continue to record a full valuation allowance against our otherwise recognizable U.S. net deferred tax assets as of
June 30, 2009, and December 31, 2008, except for the Company’s $111,000 in AMT deferred tax assets, which do
not expire.

Net Loss

Net loss for the six-month period ended June 30, 2009, was $1,893,000 compared to net loss of $1,163,000 for
the comparable period in 2008. This increase in net loss can be primarily attributed to a 25.9% reduction in
revenues, compounded by a 5.4% reduction in gross margin percentage. The increase in net loss was partially offset
by a decrease in engineering, selling and administrative expenses of $1,199,000 in the first half of 2009 compared to
the same period in 2008. The reduction in engineering, selling and administrative expenses was primarily driven by
a decrease in head count, a decrease in professional fees, and a decrease in the cost of continuing to comply with the
Sarbanes-Oxley Act of 2002. The Company expects its new revenues focus combined with its resizing efforts to
result in improved operating results in future quarters.

Liquidity and Capital Resources

The Company’s cash and cash equivalents and the investment in marketable security at June 30, 2009, was
$4,374,000 as compared to $5,339,000 at December 31, 2008. MtronPTI had unused borrowing capacity of
$4,192,000 under MtronPTI’s revolving line of credit at June 30, 2009, as compared to $2,751,000 at December 31,
2008. At June 30, 2009, MtronPTI had $1,308,000 outstanding under its revolving loan, compared with $2,749,000
at December 31, 2008.

At June 30, 2009, the Company’s net working capital was $7,680,000 as compared to $9,683,000 at December
31, 2008. At June 30, 2009, the Company had current assets of $13,106,000 and current liabilities of $5,426,000.
The ratio of current assets to current liabilities was 2.42 to 1.00 at June 30, 2009, compared to 2.26 to 1.00 at
December 31, 2008 (note that the computation for the current ratio loan covenant is based on certain factors and
adjustments made at the MtronPTI level). The decrease in net working capital is primarily due to the decrease in
the Company’s accounts receivable balance and a decrease in the outstanding balance under the revolving line of
credit.
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Cash provided by operating activities was $1,291,000 for the six months ended June 30, 2009, compared to cash
used in operating activities from operations of $358,000 for the six months ended June 30, 2008. The increase in
cash provided by operating activities is due to the net decrease in the accounts receivable and inventory balances,
representing a net change in the outstanding accounts receivable balance for the six months ended June 30, 2009,
from the collection of accounts receivable of $2,562,000, compared to a net collection of accounts receivable of
$356,000 during the comparable period in 2008. The decrease in the inventory balances for the six months ended
June 30, 2009, was $460,000 compared to an increase of $281,000 for the comparable period in 2008.

Cash used in investing activities from operations was $234,000 for the six months ended June 30, 2009,
compared to $89,000 for the six months ended June 30, 2008, as the Company continues to invest in new equipment.

Cash used in financing activities from operations was $2,028,000 for the six months ended June 30, 2009,
compared with cash provided by financing activities of $118,000 for the six months ended June 30, 2008. The
increase in cash used in financing activities is due primarily to an increase in net repayments on the Company’s note
payable for the six months ended June 30, 2009 of $1,441,000 compared to a net borrowing of $311,000 during the
comparable period in 2008. The net repayments on the Company’s long-term debt with RBC increased to $587,000
for the six months ended June 30, 2009, compared to net repayments of $193,000 for the comparable period in 2008.

At June 30, 2009, total liabilities of $8,531,000 were $2,789,000 less than the total liabilities at December 31,
2008 of $11,320,000. The debt decreased due to the decrease in MtronPTI’s borrowing on its revolving loan, which
was in addition to a decrease in term loans outstanding due to scheduled repayments. At June 30, 2009, the
Company had $368,000 in current maturities of long-term debt compared with $397,000 at December 31, 2008.

The Company believes that existing cash and cash equivalents, cash generated from operations and available
borrowings on its revolving line of credit, will be sufficient to meet its ongoing working capital and capital
expenditure requirements for the next twelve months.

Our credit facilities include a revolving line of credit that was amended and restated on August 18, 2009, and
currently expires on June 30, 2010, and a term loan with a maturity date of October 1, 2010, which will require a
balloon payment of approximately $2,261,000. As of August 14, 2009, there was $1,385,000 of indebtedness
outstanding under the revolving line of credit and approximately $2,376,000 principal amount of indebtedness under
the term loan. We will need to renew or replace such credit facilities as they expire or if they otherwise become
unavailable, and we may require additional financing in order to fund our operations. We may be unable to renew
our existing credit facilities, find replacement facilities, or obtain additional financing on acceptable terms, or at all,
which may result in delays in payments to our vendors and in our ordinary measures to repair, replace or improve
upon existing infrastructure, and may cause our customers to lose confidence in our ability to supply high-quality
products in a timely manner.

On October 14, 2004, MtronPTI entered into the FNBO Loan Agreement, which was amended and restated on
August 18, 2009. The FNBO Loan Agreement provides for a short-term credit facility of up to $5,500,000 as of
June 30, 2009, the FNBO Revolving Loan, which was subsequently reduced to $4,000,000 as part of the
amendment. The principal balance of the FNBO Revolving Loan currently bears interest at 30-day LIBOR plus
2.1% (not to go below 4.00%) as of June 30, 2009, with interest only payments due monthly and the final payment
of principal and interest due on June 30, 2009, which rate was subsequently changed as part of the amendment to
30-day LIBOR plus 4.75%, with interest only payments due monthly and the final payment of principal and interest
due on June 30, 2010. At June 30, 2009, the amount outstanding under the revolving credit loan was $1,308,000.
Based on the amendment to the FNBO Loan Agreement, the Company would have had $2,692,000 of unused
borrowing capacity under its revolving line of credit at June 30, 2009, compared to $2,751,000 at December 31,
2008.

The FNBO Loan Agreement also provided for a term loan in the original principal amount of $2,000,000, the
FNBO Term Loan. At June 30, 2009, the principal amount of the FNBO Term Loan was approximately $1,410,000,
and the principal balance bears interest at 30-day LIBOR plus 2.1%, with principal and interest payments due
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monthly and the final payment of principal and interest due January 24, 2013. The amendment changed the
principal amount to approximately $1,058,000 and the interest rate to the greater of the National Prime Rate plus 50
basis points, or 4.50% , with payments of approximately $22,000 due monthly and all remaining principal and
interest due January 24, 2013.

The FNBO Loan Agreement contains a variety of affirmative and negative covenants, including, but not limited
to, financial covenants that MtronPTI maintain: (i) tangible net worth of not less than $7,000,000, (ii) a ratio of
current assets to current liabilities of not less than 1.50 to 1.00; (iii) a ratio of total liabilities to tangible net worth of
not greater than 2.75 to 1.00; and (iv) a fixed charge coverage ratio of not less than 1.20 to 1.00. All outstanding
obligations under the FNBO Loan Agreement are collateralized by security interests in the assets of MtronPTI and
are guaranteed by the Company. The amendment changed certain of those covenants effective as of June 30, 2009.
Specifically, the covenants were amended to (i) reduce the tangible net worth requirement to $5,500,000, (ii) allow
the Company to make a cash infusion to MtronPT]I for the repayment of $1,000,000 of the amount outstanding under
the FNBO Revolving Loan, which brought the fixed charge ratio and tangible net worth covenants into compliance
as of June 30, 2009 (fixed charge ratio of 1.21 to 1.00 after the cash infusion as compared to a fixed charge ratio of
(0.02) to 1.00 prior to the transaction, and tangible net worth of $5,794,000 after the cash infusion as compared to
$4,794,000 prior to the transaction), and (iii) require the Company to cease any payments from MtronPT]I to the
Company, including, but not limited to interest payments and management fees. As a result of this amendment,
MtronPTlI is in compliance with all covenants in the FNBO Loan Agreement as of June 30, 2009. In addition, the
Company expects that, with these amendments and based on its current covenant compliance projections, which
include total projected cash infusions from the Company into MtronPTI of up to $350,000, MtronPTI will be in
compliance with the FNBO Loan Agreement covenants at each quarterly testing date through June 30, 2010.

In connection with the FNBO Term Loan, MtronPT]I entered into a separate interest rate swap agreement with
FNBO from which it receives periodic payments at the LIBOR Base Rate and makes periodic payments at a fixed
rate of 5.60% through the term of the FNBO Term Loan. The Company has designated this swap as a cash flow
hedge in accordance with Statement of Financial Accounting Standards (“SFAS”) No. 133 “Accounting for
Derivative Instruments and Hedging Activities” (Codification Topic 815). The fair value of the interest rate swap at
June 30, 2009, is ($37,000) net of any tax effect, and is included in “other accrued expenses” on the condensed
consolidated balance sheets. The change in fair value is reflected in accumulated other comprehensive loss, net of
any tax effect.

On September 30, 2005, MtronPTI entered into a loan agreement with RBC. The RBC Loan Agreement
provides for a loan in the original principal amount of $3,040,000 (the “RBC Term Loan”). The RBC Term Loan
bears interest at LIBOR Base Rate plus 2.75% and is being repaid in monthly installments based on a 20-year
amortization schedule, with the then remaining principal balance and interest due on the fifth anniversary of the
RBC Loan Agreement.

The RBC Loan Agreement contains a variety of affirmative and negative covenants, including, but not limited
to, financial covenants that MtronPTI maintain: (i) a ratio of total liabilities to tangible net worth of not greater than
4.00 to 1.00; (ii) tangible net worth of at least $4,200,000; and (iii) a fixed charge coverage ratio of not less than
1.20to 1.00. All outstanding obligations under the RBC Loan Agreement are collateralized by security interests in
the assets of MtronPTI and guaranteed by the Company.

On May 19, 2009, certain of the loan covenants in the RBC Loan Agreement were changed with agreement
from RBC to (i) allow the $1,000,000 cash infusion to MtronPT] for the partial repayment under the FNBO
Revolving Loan to be included in the numerator of the fixed charge coverage ratio for calculations on each quarterly
testing date through June 30, 2010, (ii) increase the amount of the tangible net worth minimum requirement to
$5,500,000 to be consistent with the tangible net worth covenant in the amended and restated FNBO Loan
Agreement, and (iii) provide that if MtronPTI is not in compliance with the covenants at any quarterly testing date,
MtronPTI1 will have forty-five (45) days from the end of such quarter to cure the default. As a result of these
amendments, MtronPTI is in compliance with all debt covenants under the RBC Loan Agreement as of June 30,
2009. In addition, the Company expects that, with these amendments and based on its current covenant compliance
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projections, which include total projected cash infusions from the Company into MtronPTI of up to $350,000,
MtronPTI will be in compliance with the RBC Loan Agreement covenants at each quarterly testing date through
June 30, 2010.

In connection with the RBC Term Loan, MtronPTI entered into a five-year interest rate swap from which it
receives periodic payments at the LIBOR Base Rate and makes periodic payments at a fixed rate of 7.51% with
monthly settlement and rate reset dates. The Company has designated this swap as a cash flow hedge in accordance
with SFAS 133 (Codification Topic 815). The fair value of the interest rate swap at June 30, 2009, is ($145,000) net
of any tax effect, and is included in “other accrued expenses” on the condensed consolidated balance sheets. The
change in fair value is reflected in accumulated other comprehensive loss, net of any tax effect.

Off-Balance Sheet Arrangements
The Company does not have any off-balance sheet arrangements.
Item 3. Quantitative and Qualitative Disclosures About Market Risk.
Not applicable.
Item 4. Controls and Procedures.
Evaluation of Disclosure Controls and Procedures

As of the end of the period covered by this report, the Company’s principal executive officer and principal
financial officer evaluated the effectiveness of the Company’s disclosure controls and procedures (as defined in
Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act”)).
Based on their evaluation of the Company’s disclosure controls and procedures, the Company’s principal executive
officer and principal financial officer, with the participation of the Company’s management, have concluded that the
Company’s disclosure controls and procedures were effective as of June 30, 2009, to ensure that information
required to be disclosed by the Company in the reports that it files or submits under the Exchange Act is (a)
recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms and
(b) accumulated and communicated to management, including the Company’s principal executive officer and
principal financial officer, as appropriate to allow for timely decisions regarding required disclosure.

Changes in Internal Control Over Financial Reporting

As reported in the Company’s quarterly report on Form 10-Q for the quarter ended March 31, 2009, the
Company’s principal executive officer and principal financial officer concluded that the Company’s disclosure
controls and procedures were not effective at March 31, 2009. Specifically, the Company did not maintain effective
internal control over financial reporting related to information technology applications and infrastructure. Since
March 31, 2009, the Company continued to implement process changes to address its material weakness. Among
other things, the Company upgraded its servers and other hardware, upgraded its software systems to minimize
exposure to unauthorized code changes, and upgraded software regarding security access and protection. As of May
12, 2009, the Company implemented controls and procedures that management believed sufficient to remediate its
material weakness.

Except as discussed above, as of the end of the period covered by this report, there were no changes in the
Company’s internal controls over financial reporting, or in other factors that could significantly affect these controls,
that materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial
reporting.
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PART Il

OTHER INFORMATION

Item 1. Legal Proceedings.
None
Item 1A. Risk Factors.

The current severe worldwide economic slowdown may negatively affect our sales and the business of our
customers and suppliers, which would materially adversely affect our profitability and revenue growth.

Our revenue and profitability depend significantly on general economic conditions and the demand for the
electronic components in which our products are used. Economic weakness and constrained spending in the
electronics industry may result in severe business downturns or interruptions for our customers. As a result, we may
experience decreased revenue and extraordinary price pressure from our customers, negatively affecting our margins
and profitability.

Our revenue and profitability also depend on the business of our suppliers. Economic weakness affecting our
suppliers may make them unable or unwilling to continue supplying us with components and materials at reasonable
prices or at all, requiring us to use additional resources to find alternative sources of components and materials. As
a result, we may experience increased expenses, negatively affecting our margins and profitability.

We will need to renew or replace our existing credit facilities and may need to raise additional capital in order to
fund our operations, which may be especially difficult in the current economic environment.

Our credit facilities include a revolving line of credit that expires on June 30, 2010, and a term loan with a
maturity date of October 1, 2010, which will require a balloon payment of approximately $2,261,000. As of August
14, 2009, there was $1,385,000 of indebtedness outstanding under the revolving line of credit and approximately
$2,376,000 principal amount of indebtedness under the term loan. We will need to renew or replace such credit
facilities as they expire or if they otherwise become unavailable, and we may require additional financing in order to
fund our operations. We may be unable to renew our existing credit facilities, find replacement facilities, or obtain
additional financing on acceptable terms, or at all, which may result in delays in payments to our vendors and in our
ordinary measures to repair, replace or improve upon existing infrastructure, and may cause our customers to lose
confidence in our ability to supply high-quality products in a timely manner.

The capital and credit markets have become increasingly tight as a result of adverse economic conditions. If
such conditions persist and funds are not readily available, it is likely that our ability to access capital and credit
markets will remain limited. In addition, if current global economic conditions persist for an extended period of
time or worsen substantially, our business may suffer in a manner that could cause us to fail to satisfy the financial
and other restrictive covenants to which we are subject under our existing credit facilities.

Under certain of our existing credit facilities, we are required to obtain the lenders’ consent for most additional
debt financing, potentially making it more difficult for us to obtain such financing.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

None.
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Item 3. Defaults Upon Senior Securities.

None.

Item 4. Submission of Matters to a Vote of Security Holders.

The Company held its 2009 annual meeting of stockholders on June 23, 2009 (the “Annual Meeting”). A
quorum was present at the Annual Meeting, with 1,867,962 shares of common stock entitled to be cast in person or
by proxy at the Annual Meeting.

At the Annual Meeting, the Company’s stockholders reelected each of the Company’s incumbent directors, to

serve until the 2010 annual meeting of stockholders and until their successors are duly elected and qualify, by the
following votes:

Shares For: Shares Withheld:
Marc Gabelli 1,839,000 28,962
Timothy Foufas 1,838,999 28,963
E. Val Cerutti 1,838,999 28,963
Peter DaPuzzo 1,839,000 28,962
Avrum Gray 1,838,999 28,963
Patrick J. Guarino 1,839,000 28,962
Jeremiah Healy 1,639,642 228,320
Anthony J. Pustorino 1,838,999 28,963
Javier Romero 1,839,000 28,962

Our stockholders also voted to ratify the appointment of J.H. Cohn LLP as our independent registered public
accounting firm for the fiscal year ending December 31, 2009.

Shares
For 1,855,314
Against 504
Abstain 12,144
ltem 5. Other Information.
None.

Page 23



Item 6. Exhibits.

Exhibit
No. Description

31(a)* Certification of the Principal Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
31(b)* éoe?tzii‘ication of the Principal Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
32(a)* é%?tzification of the Principal Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of
32(b)* g%gtjﬁcation of the Principal Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of

* filed herewith
The exhibits listed above have been filed separately with the SEC in conjunction with this Quarterly Report on
Form 10-Q or have been incorporated by reference into this Quarterly Report on Form 10-Q. Upon request, the

Company will furnish to each of its stockholders a copy of any such exhibit. Requests should be addressed to the
Office of the Secretary, The LGL Group, Inc., 2525 Shader Rd., Orlando, Florida, 32804.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report
to be signed on its behalf by the undersigned thereunto duly authorized.

THE LGL GROUP, INC.

Date: August 19, 2009 BY: /s/ Greg Anderson

Greg Anderson
President and Chief Executive Officer
(Principal Executive Officer)

Date: August 19, 2009 BY: /s/ Harold D. Castle

Harold D. Castle
Chief Financial Officer
(Principal Financial Officer)
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EXHIBIT INDEX

Exhibit
No. Description

31(a)* Certification of the Principal Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
31(b)* éoe?tzii‘ication of the Principal Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
32(a)* é%?tzification of the Principal Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of
32(b)* g%gtjﬁcation of the Principal Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of

* filed herewith
The exhibits listed above have been filed separately with the SEC in conjunction with this Quarterly Report on
Form 10-Q or have been incorporated by reference into this Quarterly Report on Form 10-Q. Upon request, the

Company will furnish to each of its stockholders a copy of any such exhibit. Requests should be addressed to the
Office of the Secretary, The LGL Group, Inc., 2525 Shader Rd., Orlando, Florida, 32804.
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EXHIBIT 31(a)

CERTIFICATION OF THE PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Greg Anderson, certify that:

1.

2.

5.

August 19, 2009

I have reviewed this quarterly report on Form 10-Q of The LGL Group, Inc. for the quarterly period ended June 30, 2009;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

@)

(b)

(©

(d)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

Designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

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

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

@)

(b)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize
and report financial information; and

Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

/sl Greg Anderson
Name: Greg Anderson
Title: President and Chief Executive Officer

(Principal Executive Officer)



EXHIBIT 31(b)

CERTIFICATION OF THE PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Harold D. Castle, certify that:
1. I have reviewed this quarterly report on Form 10-Q of The LGL Group, Inc. for the quarterly period ended June 30, 2009;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(@) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

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

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(@) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize
and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

August 19, 2009 /s/ Harold D. Castle
Name: Harold D. Castle
Title: Chief Financial Officer

(Principal Financial Officer)



EXHIBIT 32(a)

CERTIFICATION OF THE PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of The LGL Group, Inc., (the “Company”) on Form 10-Q for the quarterly
period ended June 30, 2009, as filed with the Securities and Exchange Commission on the date hereof (the “Report™), I, Greg
Anderson, Principal Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

August 19, 2009 /s/ Greg Anderson
Name: Greg Anderson
Title: President and Chief Executive Officer

(Principal Executive Officer)



EXHIBIT 32(b)

CERTIFICATION OF THE PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of The LGL Group, Inc., (the “Company”) on Form 10-Q for the quarterly
period ended June 30, 2009, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Harold
D. Castle, Principal Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

August 19, 2009 /s/ Harold D. Castle
Name: Harold D. Castle
Title: Chief Financial Officer

(Principal Financial Officer)



