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NOTE REGARDI NG FORWARD- LOOKI NG STATEMENTS

This Annual Report on Form 10-K of Lamar Advertising Conpany ("Lamar" or the
"Conpany") contains forward-|ooking statenents concerning, anong other things, the
Conpany's expected future revenues, operations and expenditures, conpetitors or
potential conpetitors, acquisition activity, application for and retention of 1ogo
sign franchises and the regulation of the outdoor advertising industry. These
forward-1ooking statements represent the expectations of Lamar's managenent as of the
filing date of this Form 10-K.  The Conpany's actual results could differ materially
fromthose anticipated by the forward- |ooking statenents due to a nunber of factors,
including (i) risks and wuncertainties relating to leverage; (ii) the need for
additional funds; (iii) the integration of conpanies acquired by Lamar and the
Conpany's ability to recognize cost savings or operating efficiencies as a result of
such acquisitions; (iv) the continued popularity of outdoor advertising as an
advertising medium (v) the regulation of the outdoor advertising industry and (vi)
the risks and uncertainties described under the caption "Factors Affecting Future
Operating Results” under Item 7. - Managenent's Discussion and Analysis of Financial
Condition and Results of Operations.

PART |
| TEM 1. BUSI NESS
GENERAL

Lamar is one of the largest and nobst experienced owners and operators of outdoor
advertising structures in the United States. It conducts a business that has operated
under the Lamar nane since 1902. As of Decenber 31, 1997, the Conpany operated
approxi mately 43,000 outdoor advertising displays in 24 states and, after giving
effect to the Conpany's acquisitions of Ragan Qutdoor and Derby Qutdoor in January
1998 and Pioneer Qutdoor in February 1998, the Conpany operated approximately 47,000
out door advertising displays in 26 states. The Conpany provides a full array of
poster and bulletin displays in 59 of the markets in which it currently operates. In
its remaining nmarkets, the Conpany operates high-profile bulletin displays along
interstate and other mmjor highways. The Conpany al so operates the |argest |ogo sign
business in the United States. Logo signs are erected pursuant to state-awarded
franchises on public rights-of-way near highway exits and deliver brand nane
information on available gas, food, lodging and canping services. The Conpany
currently operates logo sign franchises in 18 of the 22 states that have a privatized
logo sign program As of Decenber 31, 1997, the Conpany nmintai ned over 22,300 |ogo
sign structures containing over 68,600 |ogo advertising displays. In addition, the
Conpany operates the tourism signage franchises in four states and the province of
Ontario, Canada. The Conpany has al so expanded into the transit advertising business
through the operation of displays on bus shelters, bus benches and buses in 13 of its
primary markets, three markets in the state of South Carolina, one market in Uah, and
one market in the state of Ceorgia.

The Conpany's strategy is to be the |eading provider of outdoor advertising in each of
the markets it serves, with a historical enphasis on providing a full range of outdoor
advertising services in mddl e markets. Inportant elenents of the Conpany's strategy
are its decentralized managenent structure and its focus on providing high quality
local sales and service. In order to be nore responsive to local market demands, the
Conpany offers a full conplenent of outdoor advertising services coupled with |ocal
production facilities, managenent and account executives through its local offices.
Local advertising constituted approximately 80% of the Conpany's outdoor advertising
net revenues in 1997, which managenent believes is higher than the industry average.
VWiile maintaining its local focus, the Conpany seeks to expand its operations within
exi sting and contiguous markets. The Conpany also pursues expansion opportunities,
including acquisitions, in additional markets. In the logo sign business, the
Conpany's strategy is to maintain its position as the |argest operator of |ogo signs
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in the U S. by expanding through the addition of state logo franchises as they are
awarded and through possible acquisitions. The Conpany may also pursue expansion
opportunities in transit and other out-of-hone nedia that the Conpany believes will
enable it to |l everage its managenent skills and market position.



MARKETS

As of Decenber 31, 1997, the Conpany's 64 primary outdoor advertising nmarkets were:

Mobi | e, Al abana Hatti esburg, M ssi ssi ppi

Mont gonmery, Al abama Jackson, M ssi ssi ppi

Phoeni x, Arizona Kansas City, M ssouri

Sacranento, California Csage Beach, M ssouri

Col orado Springs, Col orado Buf f al o, New York

Denver, Col orado Rochester, New York

Dayt ona Beach, Florida Syracuse, New York

Fort Myers, Florida El i zabet ht own, North Caroli na

Fort Walton, Florida Dayt on, Chi o

Lakel and, Florida Youngst own, Chi o

Panama City, Florida Al | ent own, Pennsyl vani a

Pensacol a, Fl orida Al t oona, Pennsyl vani a

Tal | ahassee, Florida Eri e, Pennsyl vani a

Al bany, GCeorgia Readi ng, Pennsyl vani a

Atlanta, Ceorgia Wl liansport, Pennsylvania

August a, Ceorgia Yor k, Pennsyl vania

Savannah, Georgia Col unbi a, South Carolina

Val dosta, Georgia Cl arksville, Tennessee

Lexi ngt on, Kentucky Knoxvil |l e, Tennessee

Loui svill e, Kentucky Nashvil |l e, Tennessee

Al exandria, Louisiana Beaunont, Texas

Bat on Rouge, Loui siana Brownsvill e, Texas

Hamond, Loui si ana Corpus Christi, Texas

Houma, Loui si ana Houst on, Texas

Laf ayette, Louisiana Lar edo, Texas

Lake Charl es, Louisiana Wchita Falls, Texas

Monr oe, Loui si ana Ri chnond, Virginia

New Ol eans, Loui siana Roanoke, Virginia

Shreveport, Louisiana Bl uefield, West Virginia

Detroit, M chigan Bri dgeport, West Virginia

Grand Rapi ds, M chigan Huntington, West Virginia

GQul fport, M ssi ssippi VWheel i ng, West Virginia
In addition, during January 1998 the Conpany acquired outdoor advertising properties
in Rockford, Illinois, Cedar Rapids, lowa, and Quad Cities, Illinois - Iowa from Ragan
Qutdoor and in Rapid Cty, South Dakota from Derby Qutdoor. In February 1998, the

Conpany acquired outdoor advertising displays in two nmarkets in Arkansas and M ssouri
from Pi oneer Qutdoor.

In March 1998, the Conpany signed a definitive agreement to purchase the outdoor
advertising assets of Northwest Qutdoor Advertising, L.L.C., which operates
approximately 4,000 displays out of four primary offices located in Spokane,
Washi ngton, Boise, I|daho, Casper, Woning and Billings, Montana. The acquisition,
whi ch the Conpany expects to conplete in April 1998, is subject to regulatory approval
and satisfaction of other customary closing conditions.



As of Decenber 31, 1997, the Conpany operated the logo sign franchises for the
foll owi ng states:

Fl ori da Nevada

Georgi a New Jer sey
Kansas Chi o

Kent ucky Okl ahoma

M chi gan South Carolina
M nnesot a Tennessee

M ssi ssi ppi Texas

M ssouri Ut ah

Nebr aska Virginia

BUSI NESS STRATEGY

Qut door Adverti sing

The Conpany's overall business strategy is to be the I|eading provider of outdoor
advertising in the markets it serves, with a historical enphasis on providing a full
range of outdoor advertising services in mddle markets. This strategy includes the
foll owi ng el enents:

Operating Strategy:

H gh Quality Local Sales and Service The Conpany identifies and closely nonitors the
needs of its custoners and seeks to provide themw th quality advertising products at
a lower cost than conpetitive nmedia. The Conpany believes it has a reputation for
providing excellent custoner service and quality outdoor advertising space and
di spl ays.

At Decenber 31, 1997, the Conpany's 231-person sales force was supported by 53 full-
service offices. In markets with such offices, the Conpany has recruited and trained a
skilled sales force, placing an enphasis on narket research and use of artistic
creativity. Each salesperson is conpensated under a performance-based conpensation
system and supervised by a sal es nmanager executing a coordi nated marketing plan. Art
departnments assist local custoners in the developnent and production of creative,
effective advertisements. The Conpany believes repeat sales are evidence that the
Conpany delivers quality products and services.

Centralized Control/Decentralized Managerment. Managenent believes that, in 51 of the
64 markets in which the Conpany operated at Decenber 31, 1997, the Conpany is the only
out door advertising conmpany offering a full conplenent of outdoor advertising services
coupled with local production facilities, managenent and account executives. Local
offices operate in defined geographic areas and function essentially as independent
busi ness units, consistent with senior managenent's philosophy that a decentralized
organi zation is nore responsive to particular |ocal market demands.

The Company nmintains centralized accounting and financial control over its |ocal
operations, but local managers are responsible for the day-to-day operations in each
local market and are conpensated according to that market's financial perfornance.
Each | ocal manager reports to one of six regional managers who in turn report to the
Conpany's Chi ef Executive Oficer. Managenent believes enpowering | ocal nmanagenent and
sal es personnel to respond to market conditions has been a mpjor factor in the
Conpany' s success.

Effective Inventory Managenent. The Conpany believes that the |local presence of sales
personnel contributes to the Conpany's ability to increase occupancy rates by
attracting and servicing local custonmers. Additionally, a national sales office at
corporate headquarters allows the Conpany to package inventory effectively to take
advantage of national advertising canpaigns in the Conpany's narkets. The Conpany's
inventory is nmanaged by state-of-the-art mapping, charting and accounting software.
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M ddl e Market Focus. The Conpany's leading position in 54 of the 64 outdoor
advertising markets in which the Conpany operated at Decenber 31, 1997 is a result of
a successful operating strategy dedicated to growh and acquisitions primarily within
the target range of markets having a population ranking between 50 and 250.



Managenment believes that operating in these markets provides certain advantages,
including the benefits of a diverse and reliable mx of local advertisers, geographic
diversification and an ability to package inventory effectively.

Effective Use of Technological Advances The Conpany seeks to capitalize on
t echnol ogi cal advances that enhance its productivity and increase its ability to
effectively respond to its custoners' needs. The Conpany's continued investnment in

equi pment and technol ogy provides for greater ongoing benefits in the areas of sales,
producti on and operati ons.

G owt h Strategy:

Internal Gowh  Wthin its existing nmarkets, the Conpany enhances revenue and cash
flow growth by enploying highly targeted |ocal marketing efforts to inprove display
occupancy rates and by selectively increasing advertising rates. This strategy is
facilitated through its local sales and service offices, which allow managenent to
respond quickly to the demands of its local customer base. In addition, the Conpany
routinely invests in upgrading its existing structures and constructing new display
faces in order to provide quality service to its current custoners and to attract new
adverti sers.

Acqui si tions. Aggressive internal growth is enhanced by focused strategic
acquisitions, resulting in increased operating efficiencies, greater geographic
diversification and increased market penetration. The Conpany has denonstrated its

ability to grow successfully through acquisitions, having conpleted over 106
acqui sitions since 1983, 24 of which were conpleted in 1997. In addition to acquiring
positions in new narkets, the Conpany purchases snaller outdoor advertising properties
within existing or contiguous markets. Acquisitions offer opportunities for inter-
market cross-selling and the opportunity to centralize and conbine accounting and
adm ni strative functions, thereby achieving economes of scale. In addition, the
Conpany | everages its reputation for high quality local sales and service by taking
advantage of opportunities to acquire high-profile bulletin displays that nmay becone
available in larger nmarkets. The Conpany believes that there wll be future
opportunities for inplenenting the Conpany's acquisition strategy given the industry's
fragmentati on and current consolidation trends.

During 1997, the Conpany increased the nunber of outdoor advertising displays it
operates by approximately 47% by conpleting 24 strategic acquisitions. Certain of the
Conpany's principal acquisitions are described bel ow

Penn Advertising, Inc.

On April 1, 1997, the Conpany acquired all of the outstanding capital stock of Penn
Advertising, Inc. ("Penn") for a cash purchase price of approximtely $167.0 million.
Pursuant to the Penn acquisition, the Conpany acquired a total of 8,500 outdoor
advertising displays throughout the states of Maryland, New York and Pennsylvania. On
June 3, 1997, the Conpany sold approximately 1,450 of these displays in Baltinore,
Maryl and to Universal Qutdoor, Inc. for a cash purchase price of approximately $46.5
mllion. The acquisition of Penn expanded the Conpany's presence in Pennsylvania and
gave the Conpany an entry into New York.

McWhorter Advertising, Inc.
On May 15, 1997, the Conpany acquired all of the outstanding stock of MWhorter
Advertising, Inc. ("MWorter") for a cash purchase price of $8.5 million. Pur suant

to the MWhorter acquisition, the Conmpany acquired approximately 1,050 displays in
West Virginia.

Headri ck Qutdoor, Inc.

On June 4, 1997, the Conpany acquired substantially all of the assets of Headrick

Qutdoor, Inc. for a cash purchase price of $76.6 mllion. Si nul taneously with the
Headrick acquisition, the Conpany sold approximately 9% of the outdoor advertising
di spl ays acquired from Headrick for $6.0 mllion in cash. The Headrick acquisition

added approximately 3,200 bulletins in ten southeastern and m dwestern states.



Nati onal Advertising Conpany

On August 15, 1997, the Conmpany acquired from Qutdoor Systens, Inc. ("OSI"), for a
cash purchase price of approxinately $116.0 million (excluding approximtely $2.0
mllion in capitalized costs), certain outdoor advertising assets that Sl had
acquired from National Advertising Conpany, a wholly-owned subsidiary of M nnesota
M ning and Manufacturing Conpany (the "3M Acquisition"). Pursuant to the 3M
Acquisition, the Conpany acquired approximately 1,745 bulletin displays in the
follow ng ten markets: Phoeni x, Arizona; Sacranento, California; Denver, Col orado;
Atlanta, Georgia; Louisville, Kentucky; New Oleans, Louisiana; Detroit and G and
Rapi ds, M chigan; Kansas City, Mssouri; and Houston, Texas. The acquisition marked
the Conmpany's entry into the states of Arizona, California and Mchigan and its
expansion into the 50 largest U S. markets.

Recent Acqui sitions

In January and February of 1998, the Conpany acquired Ragan Qutdoor, Derby Qutdoor and

Pi oneer Qutdoor for an aggregate cash purchase price of approximately $50.2 nmillion.
In the Ragan acquisition, the Conpany acquired approxi mately 1,492 outdoor adverti sing
di splays in Rockford, Illinois, Cedar Rapids, lowa and Quad Cities, Illinois - |owa.

In the Derby acquisition, the Conpany acquired approxi mately 455 displays Rapid Cty,
South Dakota, and in the Pioneer acquisition the Conpany acquired approximately 2,350
outdoor advertising displays in tw additional narkets in Mssouri. These
acqui sitions extended the Conpany's operations into the states of lowa and South
Dakot a.

In addition, in March 1998 the Conpany signed a definitive agreement to purchase the
out door advertising assets of Northwest Qutdoor Advertising, L.L.C. ("Northwest") for
a cash purchase price of approximately $68.5 mllion. Nort hwest  operat es
approximately 4,000 displays out of four primary offices located in Spokane,
Washi ngton, Boise, I|daho, Casper, Woning and Billings, Montana. The acqui sition,
which the Conmpany expects to conplete in April 1998, is subject to receipt of
regul atory clearance under the Hart-Scott-Rodino Antitrust |nprovenents Act of 1976

and satisfaction of other customary closing conditions. Until such conditions are
net, there can be no assurance that the acquisition will be conpleted as contenpl at ed.
Logo Signs

The Conpany entered the business of |ogo sign advertising in 1988. The Conpany is now
the largest provider of logo sign services in the United States, operating 18 of the
22 privatized state logo sign franchises. The Conpany's strategy is to continue to be
the leading logo sign provider in the country. The Conpany also operates the tourism
signing franchises in four states and the province of Ontario, Canada.

Adopting many of the decentralized operational strategies of the outdoor advertising
di vi sion, the Company's |logo sign division nmaintains contacts and |ocal sales offices
in each of the states in which it operates. Relationships with custoners are devel oped
and maintained at the state level; accountingg MS and certain admnistrative
functions are centralized at the Conpany's headquarters.

As the industry |eader, the Conpany has gained significant operating experience and
conpil ed a database of information it believes is unequalled in this industry. The
Conpany shares its know edge and database information with state hi ghway departnents
initiating new |l ogo sign prograns, and believes this interaction provides significant
advant ages when seeki ng new | ogo sign franchi ses.
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The Conpany believes its market-leading position in the logo sign industry wll
continue to increase as additional states privatize their logo sign prograns and
recogni ze the track record and core conpetency of the Conpany in building and
servicing logo sign prograns. The Conpany plans to pursue additional |ogo sign
franchi ses, through both new franchi se awards and, possibly, the acquisition of other
|l ogo sign franchise operators. Logo sign opportunities arise periodically, both from
states initiating new logo sign progranms and states converting from government owned
and operated prograns to privately owned and operated prograns. Furthernore, the
Conpany plans to pursue additional tourism signing progranms in Canada and is seeking
to expand into other state-authorized signage prograns, such as those involving
directional signs providing tourist information.



Transit and G her

The Conpany has recently expanded into the transit advertising business through the
operation of displays on bus shelters, benches and buses in 13 of its outdoor
advertising markets, three markets throughout the state of South Carolina, one narket
in Uah and one nmarket in the state of GCeorgia. The Conpany plans to continue
pursuing transit advertising opportunities that arise in its primary nmarkets and to
expand i nto other narkets.

Wth the growh in wreless comunication, particularly the buildout of personal
comuni cati ons services systens followi ng the recent FCC allocation of radio spectrum
the Conpany is exploring ways to realize additional revenue by contracting wth
comuni cations providers for use of the Conpany's billboard structures to attach
transm ssion and reception devices. The Conpany has agreenments with four of the
| argest potential wreless comunication service providers regarding possible future
use of its billboards.

COVPANY OPERATI ONS

Qut door Adverti sing

Sal es and Servi ce:

The Conpany conducts its outdoor advertising operations through local offices in each
of the 64 markets in which the Conpany operated at Decenber 31, 1997. Local offices
operate in defined geographic areas and function essentially as independent business
units, consistent wth senior nmanagenent's philosophy that a decentralized
organi zation is nore responsive to particular local market demands and provides
greater incentives to enployees. The Conpany's nmamnagenent policy is one of centralized
accounting and financial control coupled with decentralized sales and production.
Local managers in 53 of the Conpany's markets are responsible for the day-to-day
operations of their office and are conpensated according to the Conpany's financial
performance in that market. Each |ocal nmmnager reports to one of six regional managers
who in turn report to the Conpany's Chief Executive Oficer.

I nventory:
The Conpany operates the follow ng types of outdoor advertising displays:

Bulletins generally are 14 feet high and 48 feet wide (672 square feet) and consist of
panels on which advertising copy is displayed. The advertising copy is either
handpai nted onto the panels at the Conpany's facilities in accordance with design
specifications supplied by the advertiser and attached to the outdoor advertising
structure, or printed with conputer-generated graphics on a single sheet of vinyl that
is "wapped" around the structure. On occasion, to attract nore attention, sone of the
panel s may extend beyond the linear edges of the display face and may include three-
di mensi onal enbel | i shments. Because of their greater inpact and higher cost, bulletins
are usually |l ocated on major hi ghways.
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St andar di zed posters generally are 12 feet high by 25 feet wi de (300 square feet) and
are the nost common type of billboard. Advertising copy for these posters consists of
l'i thographed or silk-screened paper sheets supplied by the advertiser that are pasted
and applied like wallpaper to the face of the display, or single sheets of vinyl with
conputer-generated advertising <copy that are wapped around the structure.
St andar di zed posters are concentrated on najor traffic arteries.

Juni or posters usually are 6 feet high by 12 feet wide (72 square feet). Displays are
prepared and nmounted in the sane nmanner as standardized posters, except that vinyl
sheets are not typically used on junior posters. Mst junior posters, because of their
smal l er size, are concentrated on city streets and target pedestrian traffic.

For the year ended Decenber 31, 1997, approximately 61% of the Conpany's outdoor
advertising net revenues were derived from bulletin sales and 39% from poster sales.
The Conpany regul arly donates unoccupi ed di splay space for use by charitable and civic
organi zati ons.



The physical structures are owned by the Conpany and are built on locations the
Conpany either owns or leases. In each local office one enployee typically perforns
site leasing activities for the markets served by that office. See Item 2. --
"Properties."

Bulletin space is generally sold as individually sel ected displays, usually l|ocated on
an interstate highway or other main road, for the duration of the advertising
contract. Bulletins may also be sold as part of a rotary plan where advertising copy
is periodically rotated from one location to another within a particular narket.
Poster space is generally sold in packages called "show ngs," which conprise a given
nunber of displays in a narket area. Posters provide advertisers with access either to
a specified percentage of the general population or to a specific targeted audience.
Di spl ays making up a showing are placed in well-traveled areas and are distributed so
as to reach a wide audience in a particular market. Bulletin space is generally sold
for 12 nmonth periods. Poster space averages between 30 and 90 days.

Pr oduct i on:

The Conpany's |ocal production staffs in 53 of its markets perform the full range of
activities required to create and install outdoor advertising. Producti on work
includes creating the advertising copy design and layout, painting the design or
coordinating its printing and installing the designs on displays. The Conpany provides
its production services to local advertisers and to advertisers that are not
represented by advertising agencies, since national advertisers represented by
advertising agencies often use preprinted designs that require only installation. The
Conpany's creative and production personnel typically develop new designs or adopt
copy from other nedia for use on billboards. The Conpany's artists also often assist
in the developnent of nmarketing presentations, denonstrations and strategies to
attract new advertisers.

Wth the increased use of vinyl and pre-printed advertising copy furnished to the
outdoor advertising conmpany by the advertiser or its agency, outdoor advertising
conpani es require |less |abor-intensive production work. In addition, increased use of
vinyl and preprinted copy is also attracting nore custoners to the outdoor advertising
nmedi um The Conpany believes that this trend over tinme will reduce operating expenses
associ ated wi th production activities.

Cat egori es of Business:

The followng table sets forth the top ten categories of business from which the
Conpany derived its outdoor advertising revenues for 1997 and the respective
percent ages of such revenue. These business categories accounted for approximately 73%
of the Conpany's total outdoor advertising net revenues in the year ended Decenber 31,
1997. No one advertiser accounted for nmore than 3.0% of the Conpany's total outdoor
advertising net revenues in that period.
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Cat egori es Per cent age Net Advertising Revenues
Rest aur ant s 13%
Retailers 11%
Hotel s and notel s 9%
Tobacco products 9%
Aut onoti ve 7%
Hospital s and nedi cal care 6%
Servi ce 5%
M scel | aneous 5%
Gami ng 4%
Amusenent — entertai nnent and sport 4%
Tot al 73%

Begi nning in 1992, the |eading tobacco conpani es substantially reduced their donestic
advertising expenditures in response to societal and governnental pressure and ot her
factors. Because tobacco advertisers tend to occupy displays in highly desirable
| ocations, the Conpany historically has been able to attract substitute advertising
for space which has become wunoccupied as a result of reduced tobacco product
advertisenents, and nmanagenent believes that the Conpany will continue to be able to



attract such substitute advertising should tobacco advertisers further reduce their

spending in the future. Recent developnents in litigation involving the tobacco
industry may result in the elimnation of tobacco advertising altogether. See
“Regul ati on” below and Item 7. — “Managenent's Discussion and Analysis of Financial
Condition and Results of Qperations -- Risks Affecting Future Qperating Results --

Potential Elimnation or Reduction in Tobacco Adverti sing.”

Logo Signs

The Conpany is the largest provider of logo sign services in the United States and
operates over 22,300 logo sign structures containing over 68,600 |ogo advertising
di spl ays. The Conpany has been awarded exclusive franchises to erect and operate |ogo
signs in the states of Florida, Georgia, Mchigan, Mnnesota, M ssissippi, Nebraska,
New Jersey, O©Chio, Cklahoma, South Carolina, Texas, Utah and Virginia, and through a
66. 7% owned partnership in the state of Mssouri. In addition, the Conpany has
acquired the logo sign franchises in Kansas, Kentucky, Nevada and Tennessee. The
Conpany also operates the tourism signing franchises for the states of Kentucky,
M chi gan, Nebraska and Chio as well as for the province of Ontario, Canada.

State |l ogo sign franchises represent the exclusive contract right to erect and operate
logo signs within a state. The term of the contracts vary, but generally range from
ten to twenty years, including renewal ternms. The logo sign contracts generally
provide for termnation by the state prior to the end of the termof the franchise, in
nost cases with conpensation to be paid to the Conpany. Typically, at the end of the
term of the franchise, ownership of the structures is transferred to the state w thout
conpensation to the Conpany. None of the Conpany's |ogo sign franchises termnate in
the next two years and three are subject to renewal during that period. The Conpany
expects to be able to conpete effectively for retention of franchi ses when their terns
expire.

The Conpany al so designs and produces logo sign plates for custonmers throughout the
country, including for use in states which have not yet privatized their logo sign
prograns.

EMPLOYEES

The Conpany enployed approximately 1,200 persons at Decenber 31, 1997. O these, 66
were engaged in overall nmanagenent and general administration at the Conpany's
managenent headquarters and the renminder were enployed in the Conpany's operating
offices. O these, approximately 231 were direct sales and narketing personnel.
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The Conpany has five local offices covered by collective bargaining agreenents,
consisting of painters, billposters and constructi on personnel. The Conpany believes
that its relations with its enployees, including its 53 unionized enpl oyees, are good,
and the Conpany has never experienced a strike or other |abor dispute.

The Conpany believes its enployee retention record evidences its good enployee
rel ations. The Conpany offers npbst enployees a range of benefits including a profit
sharing/401(k) plan and life, health and dental insurance.

COVPETI T1 ON

Qut door Adverti sing

The Conpany conpetes in each of its markets with other outdoor advertisers as well as
other nedia, including broadcast and cable television, radio, print nmedia and direct
mai | nmarketers. In addition, the Conpany also conpetes with a wide variety of out-of-
home nedia, including advertising in shopping centers, nmalls, airports, stadiuns,
novi e theaters and supermarkets, as well as on taxis, trains and buses. Advertisers
conpare relative <costs of available nedia and cost-per-thousand inpressions,
particularly when delivering a nessage to custoners wth distinct denographic
characteristics. In conpeting with other nedia, outdoor advertising relies on its
relative cost efficiency and its ability to reach a broad segnent of the population in
a specific market or to target a particular geographic area or population with a
particul ar set of denobgraphic characteristics within that market.



The outdoor advertising industry is highly fragmented, consisting of several |arge
out door advertising and nedia conpanies with operations in nultiple markets as well as
smal ler and |ocal conpanies operating a limted nunber of structures in single or a
few |l ocal markets. Although sonme consolidation has occurred over the past few years,
according to the Qutdoor Advertising Association of Anmerica (“OAAA’) there are

approximately 600 conpanies in the outdoor advertising industry operating
approxi mately 396,000 billboard displays. In several of its markets, the Conpany
encounters direct conpetition from other mmjor outdoor nedia conpanies, including

Qut door Systens, Inc. and Cear Channel Communications, Inc. (fornerly Eller Media)
both of which have a larger national network and may have greater total resources than
the Conpany. The Conpany believes that its strong enphasis on sales and custoner
service and its position as a nmajor provider of advertising services in each of its
primary markets enables it to conpete effectively with the other outdoor advertising
conpani es, as well as other nedia, within those narkets.

Logo Signs

The Conpany faces conpetition in obtaining new |logo sign franchises and in bidding for
renewal s of expiring franchi ses. The Conpany faces conpetition fromtwo other national
providers of logo signs in seeking logo franchises. In addition, |ocal conpanies
within each of the states that solicit bids will conpete against the Conpany in the
open-bid process. Conpetition from these sources is also encountered at the end of
each contract period. The Conpany believes its operations nodel, which includes |ocal
sal es offices, conprehensive databases of information and strategic alliances and its
know edge of the industry, should provide a conpetitive advantage in pursuing future
franchi ses.

In marketing logo signs to advertisers, the Conpany conpetes with other fornms of out-
of -home advertising. The Conpany believes, however, that |ogo sign advertising offers
an effective, lowcost directional advertising service, which nmakes it attractive to
potential advertisers.
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REGULATI ON

Qut door advertising is subject to governmental regulation at the federal, state and
local levels. Federal law, principally the H ghway Beautification Act of 1965 (the
"HBA") regulates outdoor advertising on federally aided primary and interstate
hi ghways. The HBA requires, as a condition to federal highway assistance, states to
restrict billboards on such highways to commercial and industrial areas, and requires
certain additional size, spacing and other limtations. Al states have passed state
billboard control statutes and regulations at least as restrictive as the federal
requirements, including renoval at the owner's expense and wi thout conpensation of any
illegal signs on such highways. The Conpany believes that the nunber of its billboards
that may be subject to renoval as illegal is immterial. No state in which the Conpany
operates has banned billboards, but some have adopted standards nore restrictive than
the federal requirenments. Minicipal and county governments generally also have sign
controls as part of their zoning |laws. Sone |ocal governnents prohibit construction of
new billboards and sonme allow new construction only to replace existing structures,
al t hough nost allow construction of billboards subject to restrictions on zones, size,
spaci ng and hei ght.

Federal |aw does not require renoval of existing lawful billboards, but does require
paynent of conpensation if a state or political subdivision conpels the renoval of a
lawful billboard along a federally aided primary or interstate highway. State
governnments have purchased and renoved |egal billboards for beautification in the
past, using federal funding for transportati on enhancenent prograns, and may do so in
the future. Governmental authorities fromtinme to time use the power of em nent donain
to renove billboards. Thus far, the Conpany has been able to obtain satisfactory
conpensation for any of its billboards purchased or remobved as a result of
governnmental action, although there is no assurance that this will continue to be the
case in the future. Local governments do not generally purchase billboards for



beautification, but some have attenpted to force renopval of legal but nonconform ng
bil I boards (billboards which conformed with applicable zoning regulations when built
but which do not conformto current zoning regulations) after a period of years under
a concept called "anortization," by which the governnmental body asserts that just
conpensation is earned by continued operation over tinme. Al though there is sone
question as to the legality of anortization under federal and nmany state |aws,
anortization has been upheld in sone instances. The Conpany generally has been
successful in negotiating settlements wth applicable localities for billboards
required to be renpved. Restrictive regulations also linmt the Conpany's ability to
rebuild or replace nonconformng billboards.

To date, however, regulations in the Conpany's narkets have not materially adversely
affected its operations. However, the outdoor advertising industry is heavily
regul ated and at various times and in various nmarkets can be expected to be subject to
varying degrees of regulatory pressure affecting the operation of advertising
di spl ays. Accordingly, although the Conpany's experience to date is that the
regul atory environnment can be mmnaged, no assurance can be given that existing or
future laws or regulations will not materially and adversely affect the Conpany.

Approximately 9% of the Conpany's outdoor advertising net revenues and 8% of
consol i dated net revenues in 1997 cane fromthe tobacco products industry, conpared to
10% of outdoor advertising net revenues for fiscal 1996, 9% for fiscal 1995, 7% for
fiscal 1994 and 1993 and 12% for fiscal 1992. Manuf acturers of tobacco products,
principally cigarettes, were historically major users of outdoor advertising displays.
Begi nning in 1992, the |eading tobacco conpani es substantially reduced their donestic
advertising expenditures in response to societal and governnmental pressures and other
factors. There can be no assurance that the tobacco industry will not further reduce
advertising expenditures in the future either voluntarily or as a result of
governnmental regulation or as to what effect any such reduction may have on the
Conpany.
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In June 1997 several of the mmjor tobacco conpanies in the United States and numerous
state attorneys general reached agreenent on a proposed settlenent of litigation
bet ween such parties. The terms of this proposed settlenment include a ban on all
out door advertising of tobacco products conmencing nine nonths after finalization of
the settl enent. The settlenment, however, is subject to numerous conditions, the nost
notable of which is the enactnent of legislation by the federal governnent. Such
legislation is still pending before Congress. At this tine, it is uncertain when a
definitive settlenent wll be reached, if at all, or what the terms of any such
settlenent wll be. An elimnation or reduction in billboard advertising by the

tobacco industry could cause an inmmediate reduction in the Conpany's outdoor
advertising revenues and nmmy sinultaneously increase the Conpany's available
i nventory. An increase in available inventory could result in the Conpany reducing
its rates or limting its ability to raise rates for sonme period of tine. If the
tobacco litigation settlenent were to be finalized in its current form and if the
Conmpany were unable to replace revenues from tobacco advertising with revenues from
ot her sources, such settlement could have a naterial adverse effect on the Conpany's
results of operations. Wile the Conpany believes that it would be able to replace a
substantial portion of revenues from tobacco advertising that would be elininated due
to such a settlement with revenues from other sources, any replacement of tobacco
advertising may take tine and require a reduction in advertising rates.

In addition, the states of Florida, Mssissippi and Texas have entered into separate
settlenments of litigation with the tobacco industry. None of these settlenents is
conditioned on federal governnent approval. The Florida and M ssissippi settlenments
provided for the elimnation of all outdoor advertising of tobacco products by
February 1998 in such states and at such tine all of the Conpany’s tobacco billboards
were renoved. The Texas settlenment requires the elimnation of all outdoor
advertising of tobacco products by June 1998. The Conpany operates 4,253 outdoor
advertising displays in seven markets in Florida and approxi mately $1.8 nmillion of its
approximately $19.2 mllion in net revenues in Florida during 1997 were attributable
to tobacco adverti sing. In addition, the Conpany operates 2,532 outdoor advertising
displays in three markets in Mssissippi and approximately $.8 nillion of its
approximately $10.6 mllion in net revenues in Mssissippi during 1997 were



attributable to tobacco advertising. The Conpany operates approxi mately 3,300 outdoor
advertising displays in six markets in Texas and approximately $.8 mllion of its
approximately $11.0 nmillion in net revenues in Texas during 1997 were attributable to
t obacco advertising. Further, the settlement of tobacco-related clains and litigation
in other jurisdictions may al so adversely affect outdoor advertising revenues.

| TEM 1A EXECUTI VE OFFI CERS OF THE REGQ STRANT

Name Age Title

Kevin P. Reilly, Jr. 43 Chai rman, President and Chief Executive
Oficer

Keith A Istre 45 Chi ef Financial Oficer and Treasurer

Charles W Lamar, 111 49 General Counsel and Secretary

Each officer's term of office extends until the neeting of the Board of Directors

followi ng the next annual neeting of stockholders and until a successor is elected and
qualified or until his or her earlier resignation or renoval.

Kevin P. Reilly, Jr. has served as the Conpany's President and Chi ef Executive Oficer
since February 1989 and as a director of the Conpany since February 1984. M. Reilly
served as President of the Conpany's Qutdoor Division from 1984 to 1989. M. Reilly,
an enployee of the Conpany since 1978, has also served as Assistant and General
Manager of the Conpany's Baton Rouge Region and Vice President and CGeneral Manager of
the Louisiana Region. M. Reilly received a B.A. fromHarvard University in 1977.

12
Keith A Istre has been Chief Financial Oficer of the Conpany since February 1989 and
a director of the Conpany since February 1991. M. Istre joined the Conpany as
Controller in 1978. Prior to joining the Conpany, M. Istre was enployed by a public
accounting firm in Baton Rouge from 1975 to 1978. M. Istre graduated from the
Uni versity of Southwestern Louisiana in 1974 with a B.S. in accounting.

Charles W Lamar, IIl joined the Conpany in 1982 as General Counsel and has been a
director of the Conpany since 1973. Prior to joining the Conpany, M. Lanar
mai ntained his own law practice and was enployed by a law firm in Baton Rouge. M.

Lamar received a B. A in Philosophy from Harvard University in 1971, an MA. in
Econom cs from Tufts University in 1972 and a J.D. from Boston University in 1975.

I TEM 2. PROPERTI ES

The Conpany's 53,500 square foot managenent headquarters is located in suburban Baton
Rouge, Loui siana. The Conpany occupi es approxi mately 40% of the space in this facility
and | eases the remaining space. The Conpany owns 42 local operating facilities with
front office admnistration and sales office space connected to back-shop poster and
bul letin production space, and |eases an additional 22 operating facilities at an
aggregate | ease expense for 1997 of approximately $627, 000.

The Conpany owns approximately 964 parcels of property beneath outdoor structures. As
of Decenber 31, 1997, the Conpany had approximately 23,000 active outdoor site |eases
accounting for a total annual |ease expense of $25.2 mllion. This amunt represented
14% of total outdoor advertising net revenues for that period, which is consistent
with the Conpany's historical |ease expense experience. The Conpany's |eases are for
varying terns ranging from nonth-to-nmonth to in sone cases a term of over ten years,
and nmany provide the Conpany wth renewal options. There is no significant
concentration of displays under any one |lease or subject to negotiation with any one
| andl ord. The Conpany believes that an inportant part of its managenent activity is to
manage its | ease portfolio and negotiate suitable | ease renewal s and extensi ons.

| TEM 3. LEGAL PROCEEDI NGS

The Conmpany from time to tinme is involved in litigation in the ordinary course of
busi ness, including disputes involving advertising contracts, site |eases, enploynent
clains and construction matters. The Conpany is also involved in routine



adm nistrative and judicial proceedings regarding billboard pernits, fees and
conpensation for condemmations. The Conpany is not a party to any lawsuit or
proceedi ng which, in the opinion of managenent, is likely to have a material adverse
effect on the Conpany.

| TEM 4. SUBM SSI ON OF MATTERS TO A VOTE OF SECURI TY HOLDERS

No natters were subnmitted to a vote of security holders during the fourth quarter of
the fiscal year covered by this report.
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PART 11

| TEM 5. MARKET FOR THE REG STRANT' S COMMON EQUI TY AND RELATED STOCKHOLDER MATTERS

Since August 2, 1996, the Conpany's Cass A Common Stock has traded on the over-the-
counter nmarket and prices have been quoted on the Nasdag National Market under the
synbol "LAMR " Prior to August 2, 1996, the day on which the Cass A Common Stock was
first publicly traded, there was no public market for the dass A Commobn Stock. On
Decenber 31, 1997, the Conpany declared a 3-for-2 stock split of shares of Cass A
Common St ock, which was paid in the formof a 50% stock dividend on February 27, 1998.
Al share and per share anmounts included herein have been restated to reflect this
split. As of March 16, 1998, the O ass A Commpbn Stock was held by 231 sharehol ders of
record. The Conpany believes that the actual nunber of beneficial holders of the
Class A Common Stock is substantially greater than the stated nunber of holders of
record because a substantial portion of the Cass A Commbn Stock is held in "street
nane. "

The following table sets forth, for the periods indicated, the high and |ow sale
prices for the Cass A Conmobn Stock as reported by Nasdag.

Hi gh Low
Fi scal year ended Cctober 31, 1996:

Fourth Quarter (beginning August 2, 1996) $28. 33 $13. 42
Transition period ended Decenber 31, 1996: $18. 67 $15. 00
Fi scal year ended Decenmber 31, 1997:

First Quarter $17. 08 $11. 83

Second Quarter 19. 08 10. 67

Third Quarter 21. 33 15. 83

Fourth Quarter 27. 17 17. 67

The Conpany's C ass B Conmobn Stock is not publicly traded and is held of record by one
per son.

The Conpany does not anticipate paying dividends on either class of its comopn stock
in the foreseeable future. The Conpany's Cass A Preferred Stock is entitled to
preferential dividends, in an annual aggregate anobunt of $364,903, before any
di vidends may be paid on the common stock. Any future determination as to the paynent



of dividends will be subject to such limtations, will be at the discretion of the
Conpany's Board of Directors and will depend on the Conpany's results of operations,
financial condition, capital requirements and other factors deened relevant by the
Board of Directors.

In Septenber 1997, the Conpany issued $200 million in principal anount of 8 5/8%
Seni or Subordi nated Notes due 2007 (the "lInitial Notes"). The Conpany believes the
sale of the Initial Notes qualified as a transaction by an issuer not involving a
public offering within the neaning of Section 4(2) of the Securities Act of 1933, as
amended (the "Securities Act"), based on the manner of offering (a negotiated sale to
a limted nunber of "qualified institutional buyers" as defined in Rule 501 under the

Securities Act) and the purchasers' financial status, investnment experience and
investment intent, as represented to the Conpany. In Decenber 1997, the Conpany
compl eted an offer to exchange $200 million in principal anount of 8 5/8% Senior

Subordi nated Notes due 2007 for a like principal amobunt of the Initial Notes. The
exchange offer was regi stered under the Securities Act.
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| TEM 6. SELECTED FI NANCI AL DATA

The selected consolidated statenent of operations and bal ance sheet data presented
bel ow are derived from the audited consolidated financial statenents of the Conpany.
Effective January 1, 1997, the Conpany changed its fiscal year from a twelve-nonth
period ending Cctober 31 to a twelve-nonth period endi ng Decenber 31. The year end
change was nmade to conformto the predom nant year ends within the outdoor advertising

i ndustry. The results of operations for the two-nmonth transition period ended
Decenber 31, 1996 are presented in the audited consolidated financial statenents
presented herein. The data presented below should be read in conjunction with the

audited consolidated financial statements, related notes and Managenent’'s Di scussion
and Anal ysis of Financial Condition and Results of Operations included herein.

Statenment of COperations Data:
For the Years Ended

(Dol lars in thousands) Cct ober 31, Decenber
31,
1993 1994 1995 1996 1997
Revenues:
Net advertising revenues $65, 365 83, 627 101, 871 119, 900 200, 508
O her incone 1,159 846 537 702 554
Total net revenues 66, 524 84, 473 102, 408 120, 602 201, 062
Operating Expenses:
Direct advertising expenses 23, 830 28, 959 34, 386 41,184 63, 390
General & admi nistrative expenses 19, 504 24,239 27,057 29, 466 45, 368
Depreci ation & anortization 8,924 11, 352 14,942 16, 470 48, 037
Total operating expenses 52, 258 64, 550 76, 385 87,120 156, 795
Operating | ncone 14, 266 19, 923 26, 023 33, 482 44, 267
Non- oper ati ng Expense (Il ncone):
I nterest incone (218) (194) (199) (240) (1,723)
I nterest expense 11, 502 13, 599 15, 783 15, 441 38, 230
Loss (gain) on disposition of assets 729 675 1, 476 91 (15)
Ot her expense 576 616 655 242 280
Total non-operating expense 12,589 14, 696 17,715 15, 534 36, 772
Ear ni ngs before incone taxes &
extraordinary item 1,677 5,227 8, 308 17,948 7,495
Incone tax expense (benefit) (1) 476 (2,072) (2,390) 7,099 4,654
Ext raor di nary | oss on debt
exti ngui shrment , (1, 854) --- --- --- ---

net of income tax benefit of $98



Net earnings (Il oss) (653) 7,299 10, 698 10, 849 2,841

Preferred stock dividends --- --- --- (365) (365)
Net earnings (loss)applicable to

common stock (653) 7,299 10, 698 10,484 2,476
Ear ni ngs per common share before

extraordinary item (basic and 0.02 0.14 0.21 0.25 0. 05
di | uted)(2)
Net earnings (loss) per common share

(basic and diluted) (2) (0.01) 0.14 0.21 0.25 0. 05
O her Data:
EBI TDA (3) 23, 190 31, 275 40, 965 49, 952 92, 304
EBI TDA nargin 35% 37% 40% 41% 46%
Cash flows fromoperating activities (4) 12,411 15, 214 25, 065 32,493 45,783
Cash flows frominvesting activities (4) (10,064) (53,569) (17,817) (48,124) (370, 228)
Cash flows fromfinancing activities (4) 6, 802 37, 147 (9,378) 18, 175 250, 684

15

BALANCE SHEET DATA (5):

Cash & cash equival ents 9,224 8,016 5, 886 8, 430 7,246
Wor ki ng capital 7,274 1,691 1,737 1, 540 18, 662
Total assets 92, 041 130, 008 133, 885 173, 189 651, 336
Total debt (including current nmaturities) 115, 380 153, 929 146, 051 131, 955 539, 200
Total |ong-termobligations 122,774 147, 957 143, 944 130, 211 551, 865
St ockhol ders’ equity (deficit) (43,249) (37,352) (28,154) 19, 041 68,713
(1) The benefit of the Conpany’'s net operating loss carryforward was fully

recogni zed as of October 31, 1995, resulting in the incone tax expense shown
for the twelve nonths ended Cctober 31, 1996 and Decenber 31, 1997 conpared to
the income tax benefit for the sane period in the prior years.

(2) After giving effect to the three-for-two split of the Conpany’s dass A and
Class B common stock effected in February 1998.

(3) “EBI TDA” is defined as operating incone before depreciation and anortization.
It represents a neasure which managenent believes is customarily used to
evaluate the financial performance of <conpanies in the nedia industry.
However, EBITDA is not a measure of financial performance under generally
accepted accounting principles and should not be considered an alternative to
operating incone or net earnings as an indicator of the Conpany' s operating
performance or to net cash provided by operating activities as a neasure of its
liquidity.

(4) Cash flows from operating, investing, and financing activities are obtained
fromthe Conpany’s consolidated statenments of cash flows prepared in accordance
with generally accepted accounting principles.

(5) As of the end of the period.

| TEM 7. MANAGEMENT" S DI SCUSSI ON AND ANALYSI'S OF FI NANCI AL CONDI TI ON AND RESULTS
OF OPERATI ONS

The following is a discussion of the consolidated financial condition and results of
operations of the Conpany for the two fiscal years ended Cctober 31, 1996, and for the
fiscal year ended Decenber 31, 1997. This discussion should be read in conjunction with
the consolidated financial statenents of the Conpany and the rel ated notes.

As a result of the change in the Conpany's fiscal year end from Cctober 31 to Decenber
31, the results of operations set forth in the acconpanying financial statenments reflect
the twelve-nonth periods ended Decenber 31, 1997 and COctober 31, 1995 and 1996. As a



result, the results of
under standing and conparing
results of operations for

The discussion that follows conpares these two periods and the years ended Cctober 31,
1996 and Decenber 31, 1997.
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Twel ve- Mont h Peri ods Ended
Decenber 31, 1996 Decenber 31, 1997
(unaudi t ed)
Qut door advertising, net $ 124, 540 200, 508
G her incone 574 554
125, 114 201, 062
Direct advertising expenses 41, 750 63, 390
General and adm ni strative expenses 30, 352 45, 368
Depreci ation and anortization 18, 156 48, 037
90, 258 156, 795
Operating i ncome 34, 856 44, 267
Q her expenses (incone):
I nterest incone (447) (1, 723)
I nt erest expense 16, 718 38, 230
O her expenses 219 265
16, 490 36, 772
Ear ni ngs before incone taxes 18, 366 7,495
I ncone tax expense 7,371 4, 654
Net inconme before extraordinary item 10, 995 2,841
Extraordi nary | oss on debt
extingui shnent (net of taxes) 9,514 ---
Net ear ni ngs 1,481 2,841
OVERVI EW
The Conpany's net revenues, which represent gross revenues |less commissions paid to
advertising agencies that contract for the use of advertising displays on behalf of
advertisers, are derived primarily from the sale of advertising on outdoor advertising
di spl ays owned and operated by the Conpany. In recent years, the Conpany's |logo sign
busi ness has expanded rapidly and may in the future have an increasing inpact on the

Conpany's revenues and operati

The Conpany has grown significantly during the last three years,
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of approximately 40% During the same period, EBITDA increased $51.3 mllion from $41.0
mllion for the fiscal year ended Cctober 31, 1995 to $92.3 million for the fiscal year
ended Decenber 31, 1997, representing a conpound annual growth rate of approxi mately
50%

The Conpany plans to continue a strategy of expanding through both internal growh and
acqui si tions. As a result of acquisitions, the operating performance of individual
markets and of the Conpany as a whole are not necessarily conparable on a year-to-year
basis. Al recent acquisitions have been accounted for using the purchase nethod of
accounting and, consequently, operating results from acquired operations are included
fromthe respective dates of those acquisitions.
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Since Cctober 31, 1996, the Conmpany has (i) increased the nunber of outdoor advertising
di splays it operates by approximately 75% by conpleting 27 acquisition transactions for
an aggregate cash purchase price of approximtely $428.6 nillion and (ii) acquired the
| ogo sign franchises in Kentucky and Nevada for an aggregate cash purchase price of $3.8
mllion and was awarded the logo sign franchise for Florida and the tourism signing
franchise for Ontario, Canada. Subsequent to the end of the Company's fiscal year, the
Conpany acquired Ragan Qutdoor, Derby Qutdoor and Pioneer Qutdoor for an aggregate

cash purchase price of approximately $50.2 mllion. For the twelve nonths ended
Decenber 31, 1997, Ragan Qutdoor, Derby Qutdoor and Pioneer Qutdoor had approxi mately
$11.6 mllion in aggregate net outdoor advertising revenues. In addition, in March

1998 the Company signed a definitive agreenent to purchase the outdoor advertising
assets of Northwest CQutdoor Advertising, L.L.C. for a cash purchase price of
approximately $68.5 million. The acquisition, which the Conpany expects to conplete
in April 1998, is subject to receipt of regulatory clearance under the Hart-Scott-
Rodi no Antitrust Inprovenents Act of 1976 and satisfaction of other customary closing
condi tions. Until such conditions are net, there can be no assurance that the
acquisition will be conpleted as contenplated. The Conpany has financed its recent
acquisitions and intends to finance its acquisition activity from external sources and
borrowi ngs under the Senior Credit Facility. See “Liquidity and Capital Resources’
bel ow.

The Conpany relies on sales of advertising space for its revenues, and its operating
results are therefore affected by general economic conditions, as well as trends in the
advertising industry. The Conpany believes that in recent years outdoor advertising
expendi tures have increased nore rapidly than total U S. advertising expenditures, but
there can be no assurance that this trend will continue or that in the future outdoor
advertising will not grow nore slowy than the advertising industry as a whol e.

Manuf acturers of tobacco products, primarily cigarettes, were historically major users
of outdoor advertising displays. Due to societal and governnmental pressures and other

factors, leading tobacco manufacturers have substantially reduced their donestic

advertising expenditures since the early 1990s. The Conpany's tobacco revenues, as a
percentage of billboard advertising net revenues, declined from17%in fiscal 1991 to 9%
in fiscal 1997. During this period, the Conpany has replaced the reduced tobacco
advertising by diversifying its custoner base and increasing sales to |ocal advertisers.

Recent devel opments in litigation involving the tobacco industry may result in the
elimnpation of tobacco advertising altogether. See “Factors Affecting Future Qperating

Results — Potential Elimnation or Reduction in Tobacco Advertisindg bel ow

Gowh of the Conpany's business requires capital expenditures for maintenance and
capitalized costs associated with new billboard displays and new | ogo sign franchi ses.
The Conpany expended $14.0 mllion in fiscal 1995, $25.9 mllion in fiscal 1996 and
$36.7 mllion in fiscal 1997 on such expenditures. O these ampbunts, $1.6 mllion,
$13.1 nmillion and $10.4 million, respectively, were attributable to the logo sign
busi ness. See "Liquidity and Capital Resources."

In the fiscal year ended Cctober 31, 1995, the Conpany recogni zed an inconme tax benefit
froma net operating loss carryforward. The benefit of the Conpany's net operating |oss
carryforward was fully recognized as of COctober 31, 1995, resulting in the recognition
of income tax expense of $7.1 mllion for the year ended Cctober 31, 1996 and $4.7
mllion for the year ended Decenber 31, 1997.
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The following table presents certain itens in the Consolidated Statements of Earnings
(Loss) as a percentage of net revenues for the years ended Cctober 31, 1995 and 1996 and
for the year ended Decenber 31, 1997:

Years Ended Cctober 31, Year Ended Decenber 31,
1995 1996 1997

Net revenues 100. 0% 100. 0% 100. 0%
Oper ati ng expenses:

Direct advertising expenses 33.6 34.1 31.5

General & adm nistrative

expenses 26.4 24.4 22.6
Operating cash flow 40.0 41. 4 45.9
Depreci ati on and anortization 14. 6 13.7 23.9
Operating i ncome 25.4 27.8 22.0
I nterest expense 15. 4 12.8 19.0
Q her expense 17.3 12.9 18.3
Net earni ngs 10.4 9.0 1.4

Year Ended Decenber 31, 1997 Conpared to Year Ended Decenber 31, 1996

Total revenues increased $75.9 nmillion or 60.7% to $201.1 nmillion for the year ended
Decenmber 31, 1997 from $125.1 mllion for the sanme period in 1996. This increase was
predom nantly attributable to an increase in billboard net revenues of $68.9 mllion or
63.6% of which $57.6 mllion is attributable to the Conpany’ s acquisitions of FKM
Qutdoor Advertising Co., Qutdoor East L.P., Revere Nati onal Cor por ati on, Penn
Advertising, Inc. (“Penn”), McWhorter  Adverti sing, Inc., Headrick Qutdoor, I nc.
(“Headrick”) and National Advertising Conpany, wth the remaining $11.3 nillion
attributable to existing operations. The increase in outdoor advertising revenues
attributable to existing operations was principally due to increases in the nunber of
di splays, in advertising rates, and in occupancy rates. Logo sign revenue increased
$6.9 million during the year ended Decenber 31, 1997, which represents a 50.0% i ncrease
over the prior year. This significant increase was due to the conpletion of devel opnment
of the new | ogo sign franchi ses awarded and acquired in 1996 and 1997 and the continued
expansi on of the Conpany’s existing |ogo sign franchises.

Oper ati ng expenses, exclusive of depreciation and anortization, increased $36.7 mllion
or 50.8% to $108.8 nmillion for the twelve nonths ended Decenber 31, 1997 from $72.1
mllion for the same period in 1996. This increase was the result of an increase in
personnel costs, sign site rent and other costs related to the increase in revenue and
addi ti onal operating expenses related to the Conpany’'s recent acquisitions and the
conti nued devel opnent of the | ogo sign business.

Depreci ation and anortization expense increased $29.9 nillion or 164.6% from $18.2
mllion for the year ended Decenber 31, 1996 to $48.0 mllion for the year ended
Decenber 31, 1997 as a result of an increase in capital assets resulting from the
Conpany’s recent acquisition activity.

Due to the above factors, operating incone increased $9.4 mllion or 27% from $34.9
mllion for the twelve nonths ended Decenber 31, 1996 to $44.3 nillion for the twelve
nont hs ended Decenber 31, 1997.

Interest income increased $1.3 mllion as a result of earnings on excess cash
i nvestments nmade during the period. Interest expense increased $21.5 million from $16.7
mllion for the year ended Decenber 31, 1996 to $38.2 mllion for the year ended
Decenmber 31, 1997 as a result of interest expense on the Conpany’s 9 5/8% Senior
Subor di nat ed Notes due 2006 (the “1996 Notes”), its 8 5/8% Seni or Subordi nated Notes due
2007 (the “1997 Notes”) and borrow ngs under the Senior Credit Facility.
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Due to the decrease in earnings before inconme taxes, incone tax expense for the twelve
nont hs ended Decenber 31, 1997 decreased $2.7 mllion over the sane period in 1996.

An extraordinary |oss on debt extinguishment of $9.5 nillion net of incone tax benefit
of $5.7 mllion, was incurred during the twelve nonths ended Decenber 31, 1996 as a
result of the extinguishnent of the Conpany’'s 11% Senior Secured Notes due 2003 (the
“1993 Notes”) and termination of the Conpany’s then-existing bank credit facility (the
“1993 Credit Agreenent”).

As a result of the foregoing factors, the Conpany recogni zed net earnings for the year
ended Decenber 31, 1997 of $2.8 mllion, as conpared to $1.5 mllion for the same period
in 1996.

Year Ended Decenber 31, 1997 Conpared to Year Ended Cctober 31, 1996

Total revenues increased $80.5 nillion or 66.7%to $201.1 mllion for the twelve nonths
ended Decenber 31, 1997 from $120.6 nillion for the twelve nonths ended Cctober 31,
1996. This increase was predomnantly attributable to an increase in billboard net
revenues of $72.2 mllion or 68.6% principally due to the Conpany’s acquisitions during
1997. Logo sign revenue increased $8.1 nillion, which represents a 64.4% increase over
the prior fiscal year. This significant increase was due to the conpletion of
devel opnent of the new logo sign franchises awarded and acquired in 1996 and 1997 and
the continued expansion of the Conpany’s existing |ogo sign franchises.

Operati ng expenses, exclusive of depreciation and anortization, increased $38.1 mllion
or 53.9% to $108.8 nillion for the twelve nonths ended Decenber 31, 1997 from $70.7
mllion for the twelve nonths ended Cctober 31, 1996. This increase was the result of
an increase in personnel costs, sign site rent and other costs related to the increase
in revenue and additional operating expenses related to the Conpany’s recent
acqui sitions and the continued devel opnment of the | ogo sign business.

Depreci ation and anortization expense increased $31.6 nmillion or 191.7% from $16.5
mllion for the year ended Cctober 31, 1996 to $48.0 million for the year ended Decenber
31, 1997. This increase in depreciation and anortization was generated by the assets
purchased during fiscal years 1996 and 1997.

Due to the above factors, operating inconme increased $10.8 mllion or 32.2% from $33.5
mllion for the twelve nonths ended COctober 31, 1996 to $44.3 mllion for the twelve
nont hs ended Decenber 31, 1997.

Interest income increased $1.5 mllion as a result of earnings on excess cash
i nvestments nade during the period. Interest expense increased $22.8 mllion from $15.4
mllion for the year ended Cctober 31, 1996 to $38.2 million for the year ended Decenber
31, 1997 as a result of interest expense on the 1996 Notes, the 1997 Notes and
borrow ngs under the Senior Credit Facility.

Due to the decrease in earnings before inconme taxes, incone tax expense for the twelve
nont hs ended Decenber 31, 1997 decreased $2.4 million over the year ended Cctober 31,
1996.

As a result of the foregoing factors, the Conpany's net earnings decreased $8.0 nmillion
from $10.8 nillion for the year ended Cctober 31, 1996 to $2.8 mllion for the year
ended Decenber 31, 1997.

Year Ended Cctober 31, 1996 Conpared to Year Ended Cctober 31, 1995

Total revenues increased $18.2 mllion or 17.8% to $120.6 mllion for the twelve nonths
ended Cctober 31, 1996 from $102.4 mllion for the same period in 1995. This increase
was predomnantly attributable to an increase in billboard net revenues of $11.6
mllion, or 12.1% wprincipally due to increases in the nunber of displays and in
advertising rates, with occupancy rates remaining relatively steady. Logo sign revenue
increased $6.5 million, which represents a 100% i ncrease over the prior fiscal year.
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This significant increase was due to the build-out of the followi ng |ogo sign franchises
awarded in 1995 and 1996: Georgia, Mnnesota, South Carolina, Virginia, New Jersey and
M chi gan. In addition, during this period the Conpany also acquired the Kansas and
Tennessee franchi ses and was awarded the right to build out and operate | ogo signs al ong
addi ti onal hi ghways in Texas, where it currently has the |l ogo sign franchise.

Operati ng expenses, exclusive of depreciation and anortization, increased $9.2 mllion
or 15.0% to $70.7 mllion for the twelve nonths ended COctober 31, 1996 from $61.4
mllion for the same period in 1995. This increase was the result of an increase in
personnel costs, sign site rent, graphics expense, other costs related to the increase
in revenue and additional operating expenses related to outdoor asset acquisitions and
the continued devel opnent of the | ogo sign business.

Depreci ation and anortization expense increased $1.5 nillion or 10.2%from $14.9 nillion
for the year ended Cctober 31, 1995 to $16.5 million for the year ended Cctober 31,
1996. This increase in depreciation and anortization was generated by the assets
purchased during fiscal years 1995 and 1996.

Because the Conpany's operating expenses declined as a percentage of net revenues to
72.2% for fiscal 1996 from 74.6% for fiscal 1995, operating incone increased $7.5
mllion or 28.7% from $26.0 mllion for the twelve nonths ended Cctober 31, 1995 to
$33.5 mllion for the twelve nonths ended October 31, 1996.

Interest expense renmined relatively constant for both periods as did total outstanding
debt until August 1996, when proceeds fromthe Conpany’s initial public equity offering
(the “IPO') were used to retire approximately $43.8 mllion in outstanding bank debt.

Income tax expense for the twelve nonths ended Cctober 31, 1996 increased $9.5 nillion
over the same period in 1995. For the years prior to 1996, the Conpany has had a
significant net operating loss carryforward. The benefit of the Conpany's net operating
| oss carryforward was fully recogni zed as of Cctober 31, 1995.

As a result of the foregoing factors, the Conpany's net earnings of $10.8 mllion for
the twel ve nonths ended Cctober 31, 1996 renmined relatively constant as conpared to the
sane period in 1995.

LI QU DI TY AND CAPI TAL RESOURCES

The Conpany has historically satisfied its working capital requirenents with cash from
operations and revolving credit borrowings. |Its acquisitions have been financed
primarily with borrowed funds.

In Novenmber and Decenber of 1996, the Conpany engaged in several transactions which
significantly changed its capital structure and positioned it to expand operations
t hrough acquisitions. These transactions were: (i) a public offering of 3,795,000
shares of Cass A Common Stock at $15.33 per share, (ii) a tender offer that retired
approximately $98.8 million of the 1993 Notes, (iii) the offering of $255 mllion in
princi pal amount of the 1996 Notes, and (iv) entering into the Senior Credit Facility,
whi ch consists of a commtted $225 mllion revolving credit facility (the “Revolving
Facility”) and a $75 mllion incremental facility funded at the discretion of the
lenders (the “Incremental Facility”). The Senior Credit Facility replaced the 1993
Credit Agreenent.

Net proceeds to the Conpany, after underwiting discounts, fromthe equity and 1996 Note
offerings were $55.4 mllion and $248.0 nillion, respectively. These proceeds were used
to extingui sh outstanding bank debt of approximately $47 mllion, fund the tender offer
for the 1993 Notes, purchase substantially all of the assets of Qutdoor East for $60.5
mllion and pay investnment banking fees as well as other related costs of approximately
$12 mllion related to the above transacti ons. The bal ance of approximately $85 million
was used for acquisitions and to fund operations.
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The Conpany has primarily used the Senior Oedit Facility to finance its acquisition
activity. In this regard, the Conpany borrowed approximately $48 mllion and $66
mllion under the Senior Credit Facility to finance the Penn acquisition and Headrick



acqui sition, respectively, in each case after giving effect to proceeds received by the
Conpany from the disposition of certain assets acquired in these acquisitions, which
were applied to reduce the ampunt outstanding under the Senior Credit Facility. In
addi tion, the Conpany conpleted the 3M Acquisition in August 1997, which was financed
with $74 mllion in borrow ngs under the Revolving Facility and $40 mllion of borrow ng
under the Incremental Facility.

In Septenber 1997, the Conpany conpleted the offering of $200 mllion in principal
anount of the 1997 Notes, and the Company used the net proceeds of $193.4 mllion to
repay amounts then outstanding under the Senior Credit Facility. In connection with the
1997 Note offering, the Conpany anended certain financial and other covenants in the
Senior CGredit Facility, including an increase in permtted capital expenditures from 20%
of the Conpany's EBITDA to 35% of the Conpany's EBITDA and an increase in the size of
pernmitted acquisitions from$50 mllion to $100 nillion. |In Decenber 1997, the Conpany
anmended additional covenants in the Senior Credit Facility, including an increase in the
total debt ratio from5.25 to 5.50 and a decrease in the interest coverage ratio from
2.10 to 2.00.

In January 1998, the Conpany financed the Ragan Qutdoor and Derby Qutdoor acquisitions
with a $26.0 mllion draw under the Revolving Facility, and in February 1998 the
Conpany financed the acquisition of Pioneer Qutdoor with a $19.0 million draw under
the Revolving Facility. Follow ng these acquisitions, the Conpany currently has $115
mllion available under the Revolving Facility and $75 nillion available but not
committed under the Increnmental Facility. The Conpany also currently intends to
finance the $68.5 mllion purchase price of the Northwest Qutdoor acquisition with a
draw under the Revolving Facility. The Conpany expects to pursue a policy of
continued growth through acquisitions. As a result, the Conpany will be required to
rai se additional funds to finance additional acquisition activity.

The Conpany’s net cash provided by operating activities increased to $45.8 nillion in
fiscal 1997 due primarily to an increase in noncash itens of $27.8 mllion, which
includes an increase in depreciation and anortization of $31.6 mllion offset by a
decrease in deferred tax expense of $5.1 million. There was also an increase in accrued
expenses of $4.8 mllion offset by a decrease in net earnings of $8.0 mllion, an
increase in receivables of $5.0 mllion, a decrease in trade accounts payable of $2.8
mllion and a decrease in deferred incone of $3.1 mllion. Net cash used in investing
activities increased $322.1 nmillion from$48.1 nmillion in fiscal 1996 to $370.2 mllion
in fiscal 1997. This increase was due to a $361.7 nillion increase in purchase of
outdoor advertising assets and a $10.7 nillion increase in capital expenditures
primarily due to the build-out of the Conpany’s new |l ogo sign franchises offset by an
increase in proceeds fromthe sale of property and equi pnment of $52.4 mllion, which is
primarily cash proceeds received from subsequent sales of certain outdoor displays
acquired from Penn and Headri ck. Net cash provided by financing activities increased
$232.5 mllion in fiscal 1997 due to a $188.9 mllion increase in proceeds fromissuance
of long-termdebt due to the proceeds fromthe 1997 Note offering of $193.9 nillion, and
a $95.9 nmillion increase in principal borrowi ngs under credit agreenents.

The Conpany’s net cash used in operating activities was $.8 mllion for the two nonths
ended Decenber 31, 1996 due to the Conpany’s net loss of $8.1 mllion attributable to
debt extingui shnment, noncash itens of $14.8 million, an increase in receivables of $4.5
mllion, and a decrease in accrued expenses of $3.1 nillion. Net cash used in investing
activities was $113.4 mllion for the two nonths ended Decenber 31, 1996 due to the
acquisitions of $104.4 nmillion in outdoor advertising assets from FKM and CQutdoor East,
capital expenditures of $4.9 mllion, and purchases of intangible assets of $4.3
mllion. Net cash provided by financing activities was $186.8 nillion for the two
nont hs ending Decenber 31, 1996 due to the proceeds from the 1996 Note offering of
$247.8 mllion and proceeds fromthe
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i ssuance of comon stock of $54.9 mllion, offset by principal paynments on long-term
debt of $110.1 mllion resulting fromthe tender offer for the 1993 Notes. The itens
descri bed above yield a net increase in cash and cash equivalents of $72.6 mllion for
the two nont hs ended Decenber 31, 1996.

The Conpany's net cash provided by operating activities increased to $32.5 nillion in
fiscal 1996 due primarily to an increase in non-cash itens of $5.8 mllion, which
includes an increase in deferred tax expense of $5.6 mllion due to the extinguishnent



of the Conpany's net operating |oss carryforward. There was also an increase in
deferred income of $1.7 mllion, and an increase in accrued expenses of $1.2 mllion
offset by an increase in receivables of $1.3 mllion. Net cash used in investing
activities increased $30.3 mllion from$17.8 mllion in fiscal 1995 to $48.1 mllion in
fiscal 1996. This increase was due to an $18.3 nillion increase in purchase of new
markets and an $11.9 nillion increase in capital expenditures prinarily due to the
buil d-out of the Conpany's new |ogo sign franchises. Net cash provided by financing
activities increased $27.6 mllion in fiscal 1996 due to a $63.1 nillion increase in
proceeds from the issuance of common stock in the PO a $5.0 nmillion increase in
proceeds from issuance of long-term debt, prinmarily used to finance the new | ogo sign
franchise build-out, offset by a $33.3 mllion increase in principal payments under
credit agreenents consisting primarily of the payout of |oan obligations under the 1993
Credit Agreerment, a $7.0 mllion increase in redenption of common stock due to the March
1996 stock redenpti on and additional consideration paid fromthe proceeds of the PO to
sel ling stockhol ders of the Decenber 1995 and March 1996 redenptions, and a $0.2 nillion
i ncrease in dividends.

The Conpany believes that internally generated funds and funds renaining available for
borrowi ng under the Senior CGredit Facility will be sufficient for the foreseeable future
to satisfy all debt service obligations and to finance its current operations.

FACTORS AFFECTI NG FUTURE OPERATI NG RESULTS

Subst anti al | ndebtedness of the Conpany

The Conpany presently has substantial indebtedness. As of Decenber 31, 1997 the
Conpany's indebtedness was approximately $541.5 nmillion and the Conpany had
approximately $165.0 mllion available for borrowing under the Senior Credit Facility
(excluding the $75 nillion available under the Increnental Facility). Additionally,
as of Decenber 31, 1997, the Conpany had $3.6 mllion of dass A Preferred Stock, $638
par value per share, outstanding which is entitled to a cunmulative preferential
di vidend of $364,903 annually. A substantial part of the Conpany's cash flow from
operations will be dedicated to debt service and will not be available for other
purposes. Further, if the Conpany's net cash provided by operating activities were to
decrease from present levels, the Conpany could experience difficulty in neeting its
debt service obligations w thout additional financing. There can be no assurance that,
in the event the Conpany were to require additional financing, such additional
financing would be available or, if available, would be available on favorable terns.
In addition, any such additional financing may require the consent of |enders under
the Senior Credit Facility or holders of other debt of the Conpany. Certain of the
Conpany's conpetitors operate on a |less |everaged basis and may have greater operating
and financial flexibility than the Conpany.

Restrictive Covenants in Debt Instrunents

The Senior Credit Facility and the Conpany’s indentures relating to the 1996 Notes and
1997 Notes contain covenants that restrict, anong other things, the ability of the
Conpany to dispose of assets, incur or repay debt, create liens, and nmake certain
investments. In addition, the Senior Credit Facility requires the Conpany to maintain
specified financial ratios and levels including cash interest coverage, fixed charge
coverage, senior debt and total debt ratios. The ability of the Conpany to conply
with the foregoing restrictive covenants will depend on its future performance, which
is subject to prevailing economic, financial and business conditions and other factors
beyond t he Conpany’s control .
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Fl uctuations in Econom c and Advertising Trends

The Conpany relies on sales of advertising space for its revenues, and its operating
results are therefore affected by general economic conditions, as well as trends in
the advertising industry. A reduction in advertising expenditures available for the
Conpany's displays could result from a general decline in economc conditions, a
decline in economic conditions in particular nmarkets where the Conpany conducts
business or a reallocation of advertising expenditures to other available nmedia by
significant users of the Conpany's displays. A though the Conpany believes that in
recent years outdoor advertising expenditures have increased nore rapidly than total
U S. advertising expenditures, there can be no assurance that this trend will continue
or that in the future outdoor advertising expenditures will not grow nore slowy than



the advertising industry as a whol e.
Potential Elimnation or Reduction of Tobacco Adverti sing

Approximately 9% of the Conpany's outdoor advertising net revenues and 8% of
consolidated net revenues in fiscal 1997 cane from the tobacco products industry,
conpared to 10% of outdoor advertising net revenues for fiscal 1996, 9% for fiscal
1995, 7% for fiscal 1994 and 1993, and 12% for fiscal 1992. Munufacturers of tobacco
products, principally cigarettes, were historically mjor users of outdoor advertising
di spl ays. Beginning in 1992, the |eading tobacco conpani es substantially reduced their
donmestic advertising expenditures in response to societal and governnental pressures
and other factors. There can be no assurance that the tobacco industry wll not
further reduce advertising expenditures in the future either voluntarily or as a
result of governmental regulation or as to what affect any such reduction may have on
t he Conpany.

In June 1997 several of the mpjor tobacco conpanies in the United States and numerous

state attorneys general reached agreenent on a proposed settlenent of litigation
bet ween such parties. The terms of this proposed settlenment include a ban on all
out door advertising of tobacco products conmencing nine nonths after finalization of
the settlenent. The settlenent, however, is subject to nunerous conditions, the nost
notable of which is the enactnent of legislation by the federal governnent. Such
legislation is still pending before Congress. At this tine, it is uncertain when a
definitive settlenent will be reached, if at all, or what the terms of any such
settlenent wll be. An elimnation or reduction in billboard advertising by the

tobacco industry could cause an immediate reduction in the Conpany's outdoor
advertising revenues and nmmy sinultaneously increase the Conpany's available
i nventory. An increase in available inventory could result in the Conpany reducing
its rates or limting its ability to raise rates for sonme period of tine. If the
tobacco litigation settlenent were to be finalized in its current form and if the
Conpany were unable to replace revenues from tobacco advertising with revenues from
ot her sources, such settlement could have a nmaterial adverse effect on the Conpany's
results of operations. Wile the Conpany believes that it would be able to replace a
substantial portion of revenues from tobacco advertising that would be elimnnated due
to such a settlement with revenues from other sources, any replacement of tobacco
advertising may take tine and require a reduction in advertising rates.

In addition, the states of Florida, Mssissippi and Texas have entered into separate
settlenments of litigation with the tobacco industry. None of these settlenents is
conditioned on federal governnent approval. The Florida and M ssissippi settlenents
provided for the elimnation of all outdoor advertising of tobacco products by
February 1998 in such states and at such tine all of the Conpany's tobacco billboards
were renoved. The Texas settlenment requires the elimnation of all outdoor
advertising of tobacco products by June 1998. The Conpany operates 4,253 outdoor
advertising displays in seven markets in Florida and approxi mately $1.8 nmillion of its
approximately $19.2 mllion in net revenues in Florida during 1997 were attributable
to tobacco adverti sing. The Conpany operates 2,532 outdoor advertising displays in
three markets in M ssissippi and approximately $0.8 million of its approxinately $10.6
mllion in net revenues in Mssissippi during 1997 were attributable to tobacco
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advertising. The Conpany operates 3,300 outdoor advertising displays in six nmarkets
in Texas and approximately $.8 million of its approximately $11.0 mllion in net
revenues in Texas during 1997 were attributable to tobacco advertising. Further, the
settlenent of tobacco-related clains and litigation in other jurisdictions may also
adversely affect outdoor advertising revenues.

Regul ati on of Qutdoor Advertising

The outdoor advertising business is subject to regulation by federal, state and | ocal

governnments. Federal Jlaw requires states, as a condition to federal highway
assistance, to restrict billboards on federally-aided primary and interstate hi ghways
to commercial and industrial areas and inposes certain additional size, spacing and
other limtations on billboards. Sone states have adopted standards nore restrictive
than the federal requirements. Local governnents generally control billboards as part

of their zoning regulations, and sone |ocal governments prohibit construction of new
bill boards and reconstruction of substantially damaged billboards or allow new



construction only to replace existing structures. In addition, sonme jurisdictions
(including certain of those within the Conpany's markets) have adopted anortization
ordi nances under which owners and operators of outdoor advertising displays are
required to renove existing structures at sone future date, often without condemnation
proceeds being avail abl e. Federal and correspondi ng state outdoor advertising statutes
require paynent of conpensation for renoval by governmental order in sone
circunstances. Ordinances requiring the renoval of a billboard w thout conpensation,
whet her through anortization or otherw se, have been challenged in various state and
federal courts on both statutory and constitutional grounds, with conflicting results.

Al'though the Conpany has been successful in the past in negotiating acceptable
arrangenents in circunstances in which its displays have been subject to renmoval or
anortization, there can be no assurance that the Conpany will be successful in the

future and what effect, if any, such regulations may have on the Conpany's operations.
In addition, the Conpany is unable to predict what additional regulation may be
i nposed on outdoor advertising in the future. Legislation regulating the content of
bil | board advertisenents has been introduced in Congress from tine to tine in the
past, although no laws which, in the opinion of managenent, would materially and
adversely affect the Conpany's business have been enacted to date. Changes in |aws and
regul ations affecting outdoor advertising at any level of government may have a
material adverse effect on the Conpany's results of operations. See "- Potential
Elimnation or Reduction of Tobacco Advertising” for a discussion of recent
devel opment s concerni ng tobacco adverti sing.

Acquisition and Growth Strategy R sks

The Conpany's growth has been enhanced materially by strategic acquisitions that have
substantially increased the Conmpany's inventory of advertising displays. One el enent
of the Conpany's operating strategy is to nmake strategic acquisitions in nmarkets in
which it currently conpetes as well as in new narkets. Wile the Conpany believes that
the outdoor advertising industry is highly fragnented and that significant acquisition
opportunities are available, there can be no assurance that suitable acquisition
candi dates can continue to be found, and the Company is likely to face increased
conpetition from other outdoor advertising conpanies for available acquisition
opportunities. In addition, if the prices sought by sellers of outdoor advertising
di splays continue to rise, as nanagenent believes may happen, the Conpany may find
fewer acceptable acquisition opportunities. There can be no assurance that the
Conmpany will have sufficient capital resources to conplete acquisitions or be able to
obtain any required consents of its bank | enders or that acquisitions can be conpleted
on terns acceptable to the Conpany. In addition, the Conpany recently has entered into

the transit advertising business and, while the Conpany believes that it will be able
to utilize its expertise in outdoor advertising to operate this business, it has had
limted experience in transit advertising and there is no assurance that it wll be
successful .
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Since October 31, 1996, the Conpany has conpleted the acquisition of 27 conplenentary
busi nesses. The process of integrating these businesses into the Conpany's operations
may result in unforeseen operating difficulties and could require significant
managenent attention that would otherwi se be available for the devel opnent of the
Conpany's exi sting business. Mreover, there can be no assurance that the Conpany will
realize anticipated benefits and cost savings or that any future acquisitions will be
consunmat ed.

Conpetition

In addition to conpetition from other fornms of nedia, including television, radio,
newspapers and direct mail advertising, the Conpany faces conpetition in its nmarkets
from other outdoor advertising conpanies, sone of which may be larger and better
capitalized than the Conpany. The Conpany al so conpetes with a wi de variety of other
out-of -hone advertising nedia, the range and diversity of which have increased
substantially over the past several years to include advertising displays in shopping
centers, nmalls, airports, stadiuns, novie theaters and supermarkets, and on taxis,
trains and buses. The Conpany believes that its local orientation, including the
mai nt enance of local offices, has enabled it to conpete successfully in its nmarkets to
date. However, there can be no assurance that the Conpany will be able to continue to



conpete successfully against current and future sources of outdoor advertising
conpetition and conpetition from other nedia or that the conpetitive pressures faced
by the Conpany will not adversely affect its profitability or financial performance.
In its logo sign business, the Conpany currently faces conpetition for state
franchises fromtwo other logo sign providers as well as local conpanies. Conpetition
from these sources is encountered both when a franchise is first privatized and upon
renewal thereafter.

Potential Losses from Hurricanes

A significant portion of the Conpany's structures are located in the md-Atlantic and
Qulf Coast regions of the United States. These areas are highly susceptible to

hurricanes during the late sumer and early fall. In the past, severe stornms have
caused the Conpany to incur material |osses resulting fromstructural damage, overtinme
conpensation, loss of billboards that could not legally be replaced and reduced

occupancy because billboards are out of service. The Conpany has determined that it is
not economical to obtain insurance against |osses from hurricanes and other storns.
The Conpany has devel oped contingency plans to deal with the threat of hurricanes,
including plans for early renpval of advertising faces to pernmt the structures to
better withstand high winds and the replacenent of such faces after storms have
passed. As a result of these contingency plans, the Conmpany has experienced |ower
level s of losses fromrecent storns and hurricanes. Structural danmge attributable to
Hurricane Andrew in 1992 was |less than $500,000, and the Conpany suffered no

significant structural damage due to hurricanes in 1996 or 1997. There can be no
assurance, however, that the Conpany's contingency plans wll continue to be
effective.

Ri sks in Obtaining and Retaining Logo Sign Franchises

Logo sign franchises represent a growing portion of the Conpany's revenues and
operating income. The Conpany cannot predict the nunber of remaining states, if any,
that will initiate logo sign programs or convert state-run logo sign prograns to
privately operated prograns. Conpetition for new state | ogo sign franchises is intense
and, even after a favorable award, franchises may be subject to challenge under state
contract bidding requirenents, resulting in delays and litigation costs. In addition,
state logo sign franchises are generally, with renewal options, ten to twenty-year
franchi ses subject to earlier termnation by the state, in nost cases upon paynent of
conpensation. Typically, at the end of the term of the franchise, ownership of the
structures is transferred to the state w thout conpensation to the Conpany. Al though
none of the Conpany's logo sign franchises is due to termnate in the next two years,
three are subject to renewal during that period. There can be no assurance that the
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Conmpany will be successful in obtaining new | ogo sign franchi ses or renew ng existing
franchi ses. Furthernore, follow ng the receipt by the Conpany of a new state |ogo sign
franchi se, the Conpany generally incurs significant start-up capital expenditures and
there can be no assurance that the Conpany will continue to have access to capital to
fund such expenditures.

Rel i ance on Key Executives

The Conpany's success depends to a significant extent upon the continued services of
its executive officers and other key managenent and sales personnel, in particular
Kevin P. Reilly, Jr., the Conpany's Chief Executive Oficer, the Conpany's six
regi onal managers and the manager of its logo sign business. A though the Conpany
believes it has incentive and conpensati on prograns designed to retain key enployees,
the Conpany has no enploynent contracts with any of its enployees, and none of its
executive officers are bound by non-conpete agreements. The Conpany does not maintain
key man insurance on its executives. The unavailability of the continuing services of
any of its executive officers and other key managenment and sal es personnel could have
an adverse effect on the Conpany's business.

| NFLATI ON

In the last three years, inflation has not had a significant inpact on the Conpany.



SEASONALI TY

The Conpany's revenues and operating results have exhibited some degree of seasonality
in past periods. Typically, the Conmpany experiences its strongest financial performance
in the sutmer and its lowest in the winter. The Conpany expects this trend to continue
in the future. Because a significant portion of the Conpany's expenses are fixed, a
reduction in revenues in any quarter is likely to result in a period to period decline
in operating performance and net earnings.

NEW ACCOUNTI NG PRONOUNCEMENTS

The Financial Accounting Standards Board has issued SFAS No. 130 "Reporting
Conprehensive Income,"” which wll require the Conpany to disclose, in financial
statenment format, all non-owner changes in equity. SFAS No. 130 is effective for fiscal
years beginning after Decenber 15, 1997. Adoption of this statenent will require the
presentation of conprehensive income, which includes the unrealized gain or |o0ss on
i nvestment securities.

The Financial Accounting Standards Board also issued SFAS No. 131 "Disclosures About
Segrments of an Enterprise and Related Information,” which established a new accounting
principle for reporting information about operating segnents in annual financial
statenents and interim financial reports. It also established standards for related
di scl osures about products and servi ces, geographic areas and major custoners. SFAS No.
131 is effective for fiscal years beginning after Decenber 15, 1997. The Conpany is
currently evaluating the applicability of this standard, but the Conpany does not expect
it to have a material inpact on disclosures in its financial statenents.

| MPACT OF YEAR 2000

The Conmpany has conducted an assessnent of its software and related systens and
bel i eves they are year 2000 conpliant.

ltem 7A. QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT MARKET RI SK
Not applicabl e.

| TEM 8. FI NANCI AL STATEMENTS (fol | owi ng on next page)
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I ndependent Auditors’ Report

Board of Directors
Lamar Advertising Conpany:

We have audited the acconpanying consolidated balance sheets of Lamar Advertising
Conpany and subsidiaries as of Cctober 31, 1996 and Decenber 31, 1997, and the related
consol i dated statenents of earnings, stockholders’ equity (deficit) and cash flows for
the years ended Cctober 31, 1995 and 1996, the two nonths ended Decenber 31, 1996, and
the year ended Decenber 31, 1997. These consolidated financial statenents are the
responsibility of the Conpany’s nanagenent. Qur responsibility is to express an
opi nion on these consolidated financial statenents based on our audits.

We conducted our audits in accordance with generally accepted auditing standards.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material msstatenent.
An audit includes examning, on a test basis, evidence supporting the anmpunts and
disclosures in the financial statenents. An audit also includes assessing the
accounting principles used and significant estimtes nmade by managenent, as well as
evaluating the overall financial statenent presentation. W believe that our audits
provi de a reasonabl e basis for our opinion.

In our opinion, the consolidated financial statenents referred to above present
fairly, in all material respects, the financial position of Lamar Advertising Conpany
and subsidiaries as of October 31, 1996 and Decenber 31, 1997, and the results of
their operations and their cash flows for the years ended Cctober 31, 1995 and 1996,
the two nonths ended Decenber 31, 1996, and the year ended Decenber 31, 1997, in
conformty with generally accepted accounting principles.



New Ol eans, Loui siana
February 6, 1998, except as to Note 18
which is as of February 27, 1998
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Consol i dat ed Bal ance Sheets

(I'n thousands, except share and per share data)

Cct ober 31, 1996 and Decenber 31, 1997

Asset s

Current assets:
Cash and cash equival ents
Recei vabl es:
Trade accounts, |ess allowance for doubtfu
accounts of $551 in 1996 and $1, 311 in 1997
Affiliates, related parties and enpl oyees
O her

Prepai d expenses
Gt her current assets
Total current assets

Property, plant and equi pnent (note 5)
Less accunul at ed depreci ation and anortization

I nvest nent securities (note 1)
I ntangi bl e assets (note 6)
Recei vabl es- noncurrent

Def erred i ncome taxes (note 10)

Cct ober 31

1996

$ 8,430

12, 855
348
327

13,530

1,973
1, 544
25,477

207,071

(87, 343)
119, 728

4,414
18, 223

737
2, 463

Decenber 31
1997

7,246

29, 854
788
1,284
31, 926

9,112
1,136
49, 420

429, 615

(113, 477)
316, 138

679
278,923
1,625



O her assets
Total assets
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2,147
$ 173,189
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Consol i dat ed Bal ance Sheet s,

(I'n thousands, except share and per share data)

Liabilities and Stockhol ders’ Equity

Current liabilities:
Trade accounts payabl e
Current nmaturities of longtermdebt (note 9)
Accrued expenses (note 8)
Deferred income
Total current liabilities

Long-term debt (note 9)

Def erred i ncome taxes (note 10)
Deferred incone

Gher liabilities

St ockhol ders’ equity (notes 12 and 18):

Class A preferred stock, par val ue $638, $63.80
cunul ati ve divi dends, 10,000 shares authori zed,
5,719 shares issued and outstandi ng

Class A common stock, par value $.001, 75,000, 000
shares authorized, 22,506,510 and 28, 453, 805
shares issued and outstanding at 1996 and 1997,
respectively

Cl ass B common stock, par value $.001, 37,500, 000
shares aut horized, 20, 687,080 and 18, 762, 909
shares issued and outstanding at 1996 and 1997,
respectively

Addi tional paid-in capital

Cont i nued

Cct ober 31,
1996

$ 3, 263

3, 815
11, 066
5, 793

23,937

128, 140

811
1, 260

154, 148

3, 649

15

14
38, 060

4,551
651, 336

(Cont i nued)

Decenber 31,
1997

3, 308
5, 109
14, 804
7,537

30, 758

534, 091
14, 687
837

2, 250

582, 623

3, 649

28

19
95, 691



Accunul at ed deficit (24, 681)
Unrealized gain (loss) on investnent securities 1,984
St ockhol ders’ equity 19, 041
Total liabilities and stockhol ders
equity $ 173,189

See acconpanyi ng notes to consolidated financial statenents.

31

(30, 320)

651, 336



LAMAR ADVERTI SI NG COVPANY

AND SUBSI DI ARI ES

Consol i dated Statenents of Earnings

(I'n thousands

except

Years ended Cctober 31

the two nont hs ended Decenber

and the year ended Decenmber 31

Revenues:
Qut door advertising, net
O her incone

Operating expenses:
Direct advertising expenses
General and adm nistrative expenses
Depreci ation and anortization

Operating inconme

O her expense (incone):
Interest incone
I nterest expense
Loss (gain) on disposition of assets
Ot her expenses

Ear ni ngs before incone taxes
and extraordinary item

Incone tax expense (benefit) — (note 10)
Ear ni ngs before extraordinary item
Extraordi nary item Loss on debt extinguishment
net of incone tax benefit of $5,660

Net earnings (loss)

Preferred stock dividends
Net earnings (loss)applicable to conmon stock

Ear ni ngs before extraordinary item per conmon
share (basic and dil uted)

Extraordi nary item

Net earnings (loss) per commpn share (basic)
Net earnings (loss) per common share (dil uted)
Wei ght ed average common shares out st andi ng

I ncremental common shares fromdilutive

stock options
Wei ght ed average comopn shares assum ng

dilution

See acconpanying notes to consolidated financial

per share data)

1995 and 1996

31, 1996
1997

Years Ended

Cct ober 31,

1995 1996
$ 101, 871 119, 900
537 702
102, 408 120, 602
34, 386 41, 184
27,057 29, 466
14, 942 16, 470
76, 385 87,120
26, 023 33, 482
(199) (240)
15, 783 15, 441
1, 476 91
655 242
17,715 15, 534
8, 308 17, 948
(2,390) 7,099
10, 698 10, 849
10, 698 10, 849
-- (365)
$ 10, 698 10, 484
.21 .25
$ .21 .25
$ .21 .25
50, 658, 161 41,134, 476
-- 114, 057
50, 658, 161 41, 248,533

stat enments.
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Two Mont hs Ended Year Ended
Decenber 31, Decenber 31
1996 1997

23,212 200, 508

50 554
23,262 201, 062
7,975 63, 390
5,034 45, 368
3, 928 48, 037
16, 937 156, 795
6, 325 44, 267
(243) (1, 723)
3, 803 38, 230
76 (15)

30 280

3, 666 36, 772
2,659 7,495
1,199 4, 654
1, 460 2,841
9,514 --
(8, 054) 2,841
(61) (365)
(8,115) 2,476
.03 . 05
(.21) - -
(.18) .05
(.18) .05
45,520, 784 47,037, 497
-- 363, 483
45,520, 784 47,400, 980
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Consol i dated Statenents of Stockhol ders’
(I'n thousands, except

Equity (Deficit)
share and per share data)

Years ended October 31, 1995 and 1996,
the two nont hs ended Decenber 31, 1996
and the year ended Decenber 31, 1997

Unreal i zed

Gain (Loss)
Class A Class A Class B Addi tional On
Preferred Common Common Paid-in Accunul at ed I nvest nent
St ock St ock St ock Capi tal Deficit Securities Tot al
Bal ance, October 31, 1994 $ -- 17 17 -- (37, 386) -- (37,352)
Redenption of 1,830,750 shares
of common stock -- (1) -- -- (999) -- (1, 000)
Net earni ngs -- -- -- -- 10, 698 -- 10, 698
Di vi dends ($.0067 per share) -- -- -- -- (500) -- (500)
Bal ance, October 31, 1995 -- 16 17 -- (28, 187) -- (28, 154)
Conversion of 6,682,169 shares
of common stock to 5,719. 49
shares of preferred stock 3, 649 (2) (2) -- (3, 645) -- --
Redenption of 5,427,305 shares
of common stock -- (4) -- -- (2,958) -- (2,962)
| ssuance of 6,441,062 shares
of common stock -- 4 -- 62, 745 -- -- 62, 749
Conversi on of 765,225 shares
of Cass B common stock
to Cass A common stock -- 1 (1) -- -- -- --
Addi tional consideration for
redenpti on of common stock -- -- -- (25, 000) -- -- (25, 000)
Exerci se of stock options -- -- -- 315 -- -- 315
Unreal i zed gain on investnent
securities, net of deferred
taxes of $1,180 -- -- -- -- -- 1,984 1,984
Net earni ngs -- -- -- - - 10, 849 - - 10, 849
Di vi dends ($.006 per conmon
share and $63.80 per
preferred share) -- -- -- -- (740) -- (740)
Bal ance, October 31, 1996 3, 649 15 14 38, 060 (24, 681) 1,984 19, 041
| ssuance of 3,795,000 shares
of common stock -- 3 -- 54, 168 -- - - 54,171
Exerci se of stock options -- -- -- 30 -- -- 30
Net | oss -- -- -- -- (8, 054) -- (8, 054)
Di vi dends (10.63 per preferred
share) -- -- -- -- (61) -- (61)
Unreal i zed | oss on investnent
securities, net of deferred
taxes of $801 -- -- -- -- -- (1, 364) (1, 364)
Bal ance, Decenber 31, 1996 3, 649 18 14 92, 258 (32, 796) 620 63,763
Exerci se of stock options -- -- -- 3,448 -- - - 3,448
Conversion of 1,811,552 shares
of Class B commpn stock to
to Class A common stock -- 1 (1) -- -- -- --
Net earni ngs -- -- -- - - 2,841 - - 2,841
Di vi dends ($63.80 per
preferred share) -- -- -- -- (365) -- (365)
Unreal i zed | oss on investnent
securities, net of deferred
taxes of $596 -- -- -- -- -- (974) (974)
Three-for-two stock split
(Note 18) -- 9 6 (15) -- -- --
Bal ance, Decenber 31, 1997 $ 3,649 28 19 95, 691 (30, 320) (354) 68, 713
See acconpanying notes to consolidated financial statenents.
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Consol i dated Statenents of Cash Fl ows
(I'n thousands)

Years ended Cctober 31
the two nonths ended Decenber 31
and the year ended Decenmber 31

1995 and 1996
1996
1997

Years Ended

Cct ober 31,
1995 1996
Cash flows from operating activities:
Net earnings (I oss) $ 10,698 10, 849
Adj ustnents to reconcile net earnings (loss)
to net cash provided by operating activities:
Depreci ation and anortization 14,942 16, 470
Loss (gain) on disposition of assets 1, 476 91
Loss on debt extingui shnent, net of tax -- --
Def erred tax expense (benefit) (3,301) 2,308
Provi sion for doubtful accounts 502 580
Changes in operating assets and liabilities:
(I'ncrease)decrease in:
Recei vabl es (1, 344) (2,677)
Prepai d expenses (47) 9

O her assets (418) (594)
I ncrease (decrease) in:

Trade accounts payabl e 1, 312 828
Accrued expenses 86 1, 302
Deferred incone 950 2,690
OQher liabilities 209 637

Net cash provided by (used in)
operating activities 25, 065 32,493

Cash flows frominvesting activities:
Capital expenditures (14, 046) (25, 944)
Pur chase of new markets (2, 885) (21, 200)

Proceeds from sale of property and equi pment 717 849

Pur chase of intangible assets (1, 603) (1, 829)
Net cash used in investing activities (17,817) (48, 124)
Cash flows fromfinancing activities:
Net proceeds fromissuance of compn stock -- 63, 064
Proceeds fromissuance of |ongterm debt -- 5, 000
Princi pal paynents on | ong-term debt -- --
Net borrowi ng (paynents) under credit agreenents (7,878) (41, 187)
Redenpti on of common stock (1, 000) (7,962)
Di vi dends (500) (740)
Net cash provided by (used in)
financing activities (9, 378) 18,175
Net increase (decrease) in cash and
cash equival ents (2,130) 2,544
Cash and cash equival ents at begi nni ng
of period 8,016 5, 886
Cash and cash equivalents at end of period $ 5, 886 8,430
Suppl emrent al di scl osures of cash flow information
Cash paid for interest $ 15,825 15, 659
Cash paid for incone taxes $ 1,028 3, 756

See acconpanying notes to consolidated financial statenents.
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Two Mont hs Ended Year Ended
Decenber 31, Decenber 31
1996 1997
(8, 054) 2,841
3,928 48, 037
76 (15)
9,514 --
1, 055 (2,839)
256 2,098
(4, 524) (7, 646)
(28) (367)
(180) 29
249 (1,951)
(3,121) 6, 063
(38) (425)
18 (42)
(849) 45, 783
(4,877) (36, 654)
(104, 426) (382, 930)
225 53, 268
(4, 320) (3,912)
(113, 398) (370, 228)
54,927 2,403
247,813 193, 926
(110, 143) --
(5,773) 54,720
-- (365)
186, 824 250, 684
72,577 (73,761)
8, 430 81, 007
81, 007 7,246
6,573 33, 284
15 8,792
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Notes to Consolidated Financial Statenents
(Dol lars in thousands, except share and per share data)
Cct ober 31, 1995 and 1996 and Decenber 31, 1997

Si gnificant Accounting Policies

(a)

(b)

(¢)

Nat ur e of Busi ness

Lamar Advertising Conpany (“LAC or the “Conpany”) is engaged in the
outdoor advertising business operating approximately 43,000 outdoor
advertising displays in 24 states. The Conpany’s operating strategy is
to be the | eading provider of outdoor advertising services in each of the
markets it serves, with a historical enphasis on providing a full range
of outdoor advertising services in mddle markets with a population
ranki ng between 50 and 250 in the United States.

In addition, the Conpany operates a logo sign business in 18 states
t hroughout the United States and in 1 province of Canada. Logo signs are
erected pursuant to state-awarded franchises on public rights-of-way near
hi ghway exits and deliver brand nane information on avail abl e gas, food,
| odging and canping services. Included in the Conpany’s l|ogo sign
busi ness are the tourism signing franchises. Revenues of the |ogo sign
busi ness contributed approximately 6% 10% and 10% of the Conpany’'s net
revenues for the years ended Cctober 31, 1995 and 1996 and Decenber 31,
1997, respectively.

Principles of Consolidation

The acconpanying consolidated financial statements include Lamar
Advertising Conpany, its wholly-owned subsidiary, The Lamar Corporation
(TLO), and their mgjority-owned subsidiaries. All i nt er conpany

transacti ons and bal ances have been elim nated in consolidation.

Property, Plant and Equi pnent

Property, plant and equipment are stated at cost. Depreciation is
cal cul ated using accel erated and straight-line methods over the estimted
useful lives of the assets.

In Novenber 1996, the Conpany adopted the provisions of Statenent of
Fi nanci al Accounting Standards (SFAS) No. 121, “Accounting for the
I mpai rment of Long-Lived Assets and Long-Lived Assets to be Disposed O.”
SFAS No. 121 requires that long-lived assets and certain identifiable
intangi bles be reviewed for inpairnent whenever events or changes in
circunstances indicate that the carrying anmpbunt of an asset may not be
recoverable. Recoverability of assets to be held and used is neasured by
a conparison of the carrying anbunt of an asset to future net cash flows
expected to be generated by the asset. |If such assets are considered to
be inpaired, the inpairment to be recognized is neasured by the amount by
which the carrying anount of the assets exceed the fair value of the

assets. Assets to be disposed of are reported at the lower of the
carrying anmount or fair value less costs to sell. Adoption of this
Statement did not have a material inpact on the Conpany’'s financial

position, results of operations, or liquidity.
(Cont i nued)
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(d)

(e)

(t)

(9)

(h)

Notes to Consolidated Financial Statenents
(Dol lars in thousands, except share and per share data)

Intangi bl e Assets

Intangi bl e assets, consisting primarily of goodwill, custoner lists and
contracts, and non-conpetition agreenents are anortized using the
straight-line nethod over the assets estimated useful lives, generally

from5 to 15 years. Debt issuance costs are deferred and anortized over
the terns of the related credit facilities using the interest nethod.

I nvest nent Securities

I nvest ment securities consist of the Conpany’s i nvest ment in
approxi mately 340,000 shares of common stock of Wreless One, Inc., a
publicly-held conpany in the wrel ess cable business. The former Chief
Executive Oficer of Wreless One, Inc. is an enployee and principal

shar ehol der of the Conpany.

The Wreless One, Inc. shares are classified as avail able-for-sale at
Cct ober 31, 1996 and Decenber 31, 1997 and are carried at fair value with
the unrealized gain or loss, net of the related tax effect, reported as a
separate conponent of stockholders’ equity. The cost of the Wreless
One, Inc. shares owned by the Conpany is $1,250, and the market val ue was
$679 and $4, 414 at Decenber 31, 1997 and COctober 31, 1996, respectively.

Deferred | ncone

Deferred income consists principally of advertising revenue received in
advance and gains resulting from the sale of certain assets to related
parties. Deferred advertising revenue is recognized in incone as
services are provided over the termof the contract. Deferred gains are
recogni zed in incone in the consolidated financial statements at the tine
the assets are sold to an unrelated party or otherw se di sposed of.

Revenue Recognition

The Conpany recognizes revenue from outdoor and logo sign advertising
contracts, net of agency conmi ssions, on an accrual basis ratably over
the termof the contracts, as advertising services are provided.

I ncone Taxes

The Conpany uses the asset and liability nmethod of accounting for incone
t axes. Under the asset and liability nethod, deferred tax assets and
liabilities are recognized for the future tax consequences attributable
to differences between the financial statenment carrying anmounts of
existing assets and liabilities and their respective tax bases. Deferred
tax assets and liabilities are neasured using tax rates expected to apply
to taxable incone in the years in which those tenporary differences are
expected to be recovered or settled. The effect on deferred tax assets
and liabilities of a change in tax rates is recognized in inconme in the
period that includes the enactment date.

(Cont i nued)
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Notes to Consolidated Financial Statenents
(Dol lars in thousands, except share and per share data)



(2)

(1)

()

(k)

(h

(m

Ear ni ngs Per Share

Earnings per share are conputed in accordance with SFAS No. 128,
“Earnings Per Share.” SFAS No. 128 requires the replacenment of
previously reported primary and fully diluted earnings per share required
by Accounting Principles Board Opinion No. 15 with earnings per share and
diluted earnings per share. The calculation of earnings per share
excludes any dilutive effect of stock options, while diluted earnings per
share includes the dilutive effect of stock options. Per share anounts
for all periods presented have been restated to conform to the
requirements of SFAS No. 128.

Stock Option Plan

The Conpany accounts for its stock option plan in accordance with the
provisions of Accounting Principles Board (“APB") Opinion No. 25,
“Accounting for Stock Issued to Enployees’, and related interpretations.
As such, conpensation expense is recorded on the date of grant only if
the current market price of the underlying stock exceeds the exercise
price. SFAS No. 123, “Accounting for Stock-Based Conpensation’, pernits
entities to recogni ze as expense over the vesting period the fair val ue
of all stock-based awards on the date of grant. Alternatively, SFAS No.
123 also allows entities to continue to apply the provisions of APB
Qpinion No. 25 and provide pro forma net income and pro forma earnings
per share disclosures for enployee stock option grants made in 1995 and
future years as if the fair-value-based nmethod defined in SFAS No. 123
has been appli ed. The Conpany has elected to continue to apply the
provisions of APB Opinion No. 25 and provide the pro forma disclosure
provi sions of SFAS No. 123.

Cash and Cash Equi val ents

The Conpany considers all highly-liquid investnents wth original
maturities of three nonths or less to be cash equival ents.

Recl assification of Prior Year Anounts

Certain ampunts in the prior years’ consolidated financial statenents
have been reclassified to conform to the current year presentation.
These reclassifications had no effect on previously reported net
ear ni ngs.

Use of Estimates

The preparation of financial statements in conformty wth generally
accepted accounting principles requires managenent to make estimates and
assunptions that affect the reported anmpunts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the
financial statenments and the reported ambunts of revenues and expenses
during the reporting period. Actual results could differ from those
estimates.

(Cont i nued)
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Notes to Consolidated Financial Statenents
(Dol lars in thousands, except share and per share data)

Change in Fiscal Year End




(3)

Effective January 1, 1997, the Conpany changed its fiscal year from a twelve-
nonth period ending October 31 to a twelve-nonth period ending Decenber 31.
The year end change was nmade to conformto the predom nant year ends w thin the
outdoor advertising industry. The consolidated Statements of Earnings,
St ockhol ders’ Equity (Deficit) and Cash Flows are presented for the twelve
nont hs ended Decenber 31, 1997, the two nonths ended Decenber 31, 1996 and for
the twel ve-nonth periods ended Cctober 31, 1995 and 1996.

Acqui sitions

During the year ended OCctober 31, 1996, the Conpany conpleted twelve
acqui sitions of outdoor advertising businesses, none of which were individually
significant, for an aggregate purchase price of $24,010. Each purchase was
accounted for under the purchase nethod of accounting, and, accordingly, the
acconpanying financial statements include the results of operations of each

acquired entity from the date of acquisition. The Conpany recorded an
aggregate of approximately $6,100 of intangible assets as a result of these
acqui si tions. Prof orma net revenues, assuming these acquisitions had occurred

on Novenber 1, 1995, would have been approximately $123,000. The effect on net
earni ngs and net earnings per share would not have been material.

Ef fective Novenmber 1, 1996, the Conpany acquired all of the outstanding capital

stock of FKM Advertising, Co., Inc. for a cash purchase price of approximtely
$40, 000, and on Decenber 10, 1996, the Conpany purchased substantially all of
the assets of CQutdoor East, L.P. for a total cash purchase price of

appr oxi mat el y $60, 500.

Effective April 1, 1997, the Conpany acquired all of the outstanding capital

stock of Penn Advertising, Inc. for a cash purchase price of approximtely
$167, 000. The Conpany subsequently sold approximtely 16% of the outdoor
di splays acquired to Universal OQutdoor, Inc. for a cash purchase price of
$46, 500.

On June 3, 1997, the Conpany purchased substantially all of the assets of
Headrick Qutdoor, Inc. for a cash purchase price of approximtely $76, 600.
Simul taneous with the acquisition, the Conpany sold approxinmately 9% of the
out door displays acquired for a total purchase price of $6, 000.

On August 15, 1997, the Conpany purchased from Qutdoor Systens, Inc. (“CSI")
for a cash purchase price of approximtely $116,000 (excluding approxinmately
$2,000 in capitalized costs), certain outdoor advertising assets that OSl had
acqui red from National Advertising Conpany, a division of Mnnesota Mning and
Manuf act uri ng Conpany.

During the year ended Decenber 31, 1997, the Conpany conpleted 22 additional
acqui sitions of outdoor advertising assets, none of which were individually
significant, for an aggregate cash purchase price of approxi mtely $21, 000.

(Cont i nued)
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Notes to Consolidated Financial Statenents
(Dol lars in thousands, except share and per share data)

Each of these acquisitions were accounted for under the purchase nethod of
accounting, and, accordingly, the acconpanying financial statenments include the
results of operations of each acquired entity from the date of acquisition.
The acquisition costs have been allocated to assets acquired and liabilities
assuned based on fair market value at the dates of acquisition. The follow ng



(4)

(5)

is a summary of the allocation of the acquisition costs in the above
transacti ons.

Current assets $ 14, 394
Property, plant and equi pnent 186, 462
Custoner lists and contracts 67, 156
Goodwi | | 182,139
O her intangi bl e assets 14, 831
Current liabilities (4, 152)
Deferred tax liabilities (25,991)
O her long-termliabilities (3, 155)

The follow ng unaudited pro forma financial information for the Conpany gives
effect to the above acquisitions as if they had occurred at the beginning of
fiscal years 1996 and 1997. These pro forma results do not purport to be
indicative of the results of operations which actually would have resulted had
the acquisitions occurred on such date, or to project the Conpany’s results of
operations for any future period.

Year ended Year ended
Cct ober 31, Decenber 31,

1996 1997
Revenues, net $ 207,023 225,903
Net | oss applicable to commopn stock (8,977) (3,520)
Net | oss per conmon share (basic and dil uted) (.22) (.07)

Noncash Fi nancing and Investing Activities

A summary of significant noncash financing and investing activities for the
years ended Cctober 31, 1995 and 1996 and Decenber 31, 1997 foll ows:

1995 1996 1997
Di sposition of assets $ 3,788 -- 1, 300
Acqui sitions of assets 4,341 2,104 - -
I ssuance of preferred stock
in exchange for conmmon stock - - 3, 649 - -
Redenpti on of conmon stock for debt - - 20, 000 - -
Conversion of note receivable
to equity investnent -- -- 500
-- -- 4,750

Debt issuance costs

Significant noncash financing activities during the two nonths ended Decenber
31, 1996 include approxi mately $7,000 of debt issuance costs.

(Cont i nued)
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Property, Plant and Equi pnent

Maj or categories of property, plant and equipnent at October 31, 1996 and
Decenber 31, 1997 are as foll ows:

Estinmated life




(6)

(7

Land

Bui | di ng and i nprovenents
Advertising structures

Aut onoti ve and ot her equi pnent

Intangi bl e Assets

The following is a sunmary of

Decenber 31, 1997

Debt issuance costs and fees
Custoner |lists and contracts
Non- conpet e agreenents
Goodwi | |

O her

Cost
Accunul at ed anortization

(years) 1996 1997
-- $ 8,595 15, 185
10- 39 17, 169 20, 672
15 166, 230 371, 491
3-7 15, 077 22,267
$ 207,071 429, 615
intangi ble assets at October 31, 1996 and
Estimated life

(years) 1996 1997
7-10 $ 4,033 14, 754

7-10 8, 252 68, 185

7-15 2,146 15, 313

15 1, 566 178, 047

5-15 2,226 2,624

$ 18,223 278,923

28, 360 308, 621

(10, 137) (29, 698)

$ 18,223 278,923

(Cont i nued)
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(Dol lars in thousands,

Leases

The Conpany is party to various operating |eases for

sites upon which advertising

structures

various dates, generally during the next

to renew and to cancel. The following is a summary of

except share and per share data)

are built. The | eases
five years, and have varying options

paynents required under those operating |eases that have origina
| ease terns in excess of one year as of Decenber 31

1998

$ 18, 125

or

production facilities and

expire at

m ni num annual renta

remai ni ng



1999 19, 207

2000 16, 345
2001 13, 588
2002 11, 207

Rental expense related to the Conpany’'s operating |eases were $17,053, $19, 387,
and $31,411 for the years ended COctober 31, 1995 and 1996 and Decenber 31,
1997, respectively.

(8) Accrued Expenses

The following is a summary of accrued expenses at COctober 31, 1996 and Decenber

31, 1997:
1996 1997
Payr ol | $ 2,261 4,390
| nt er est 5,182 7, 357
| nsur ance benefits 1,510 2,613
| ncome taxes 1, 748 --
O her 365 444
$ 11,066 14, 804
(Cont i nued)
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(9) Long-t er m Debt
Long-term debt consist of the following at October 31, 1996 and Decenber 31,
1997:
1996 1997

9-5/ 8% Seni or subordi nat ed not es $ -- 255, 000
8-5/ 8% Seni or subordi nat ed not es - - 198, 696
11% Seni or secur ed notes 100, 000 1,173
Bank Credit Agreenent - - 59, 000
8% unsecur ed subordinated notes (see Note 12) 19, 667 17, 319

8% Seri es A unsecured subordinated
di scount debentures, maturing through



2001 (11.5% effective yield) 2,309 1, 834
O her notes with various rates and

terns 9, 979 6,178
131, 955 539, 200

Less current maturities (3, 815) (5, 109)
Long-term debt, excluding current $ 128,140 534,091

maturities

Long-term debt matures as foll ows:

1998 $ 5,109
1999 3,784
2000 3, 049
2001 3,129
2002 5,141
Later years 518, 988

I'n Novenber 1996, the Conpany commenced a tender offer for all of its $100, 000
out standing principal amunt of 11% Senior Secured Notes due 2003 (the “1993
Notes”). As of Decenber 31, 1997, approximately $98, 827 of the 1993 Notes were
tendered to the Conpany and retired. As a result of this tender offer and the
extingui shment of other credit facilities, the Conpany recorded a |oss on debt
extingui shnment of $9,514, net of incone tax benefit of $5,660, during the two-
nont hs ended Decenber 31, 1996 (see Note 2).

(Cont i nued)
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Also in Novenber 1996, the Conpany issued $255,000 in principal amunt of 9
5/ 8% Senior Subordinated Notes due 2006 (the “1996 Notes”), wth interest
payabl e sem -annually on June 1 and Decenber 1 of each year. The 1996 Notes
are senior subordinated wunsecured obligations of the Conpany and are
subordinated in right of paynent to all senior indebtedness of the Conpany,
pari passu with the 1997 Notes (as defined below), and are senior to all
exi sting and future subordi nat ed i ndebt edness of the Conpany.

The 1996 Notes are redeenmable at the Conpany’s option at any time on or after
Decenber 31, 2001 at redenption prices specified by the indenture covering the
1996 Notes, and are required to be repurchased earlier in the event of a change
of control of the Conpany. The indenture covering the 1996 Notes i ncludes
certain restrictive covenants which limt the Conpany’'s ability to incur
additional debt, pay dividends and nake other restricted paynents, consunmmate
certain transactions and other matters.



In Decenber 1996, the Conpany entered into a credit facility (the “Bank Credit
Agreenent”) with a syndicate of financial institutions, which replaced the
Conpany’s then existing bank credit facilities. The Bank Credit Agreenent
provides the Conpany with a committed $225,6000 revolving credit facility and a
$75,000 increnental term facility to be funded at the discretion of the
| enders. Availability of the line under the revolving credit facility is
reduced quarterly beginning with the quarter ending March 31, 1999 in the
fol | owi ng anbunt s:

March 31, 1999 to Decenber 31, 2000 $ 8,437
March 31, 2001 to Decenber 31, 2001 11, 250
March 31, 2002 to Decenber 31, 2003 14, 062

The revolving credit facility bears interest at a variable rate of interest
based upon an applicable margin over LIBOR or the prinme rate. The wei ght ed
average interest rate outstanding under the facility at Decenber 31, 1997 is
7.93% The termloan will begin to anortize quarterly beginning March 31, 1999
or March 31, 2000 dependent on the outstanding balance. For the quarters
begi nning March 31, 1999 to Decenber 31, 2003, the loans wll begin quarterly
princi pal reductions of between 1% to 2% of the outstandi ng balance at the date
the loans begin to anortize. For the quarters beginning March 31, 2004 to
Decenber 31, 2004, the loans wll have quarterly principal reductions of
bet ween 18% and 18. 75%

(Cont i nued)
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The Bank Credit Agreenent is guaranteed by the Conpany’s subsidiaries and
secured by the capital stock of the Conpany’s subsidiaries. The Bank Credit
Agreenent contains various restrictive covenants, which require that the
Conpany neet certain mninmum | everage, and coverage ratios, restrict additional

i ndebt edness, limt dividends and other restricted paynments, limt capital
expendi tures and disposition of assets, and other restrictions. I n Septenber
1997, the Conpany anended certain financial and other covenants in the Bank
Credit Facility, including increases in permtted capital expenditures and

permitted acquisitions. As of Decenber 31, 1997, there was $59, 000 outstanding
under the revolving credit facility and there were no borrow ngs under the
increnental termfacility.

In Septenber 1997, the Conpany issued $200,000 in principal amunt of 8 5/8%
Seni or Subordinated Notes due 2007 (the “1997 Notes”) wth interest payable
sem -annually on March 15 and Septenber 15 of each year, conmencing March 15,
1998. The 1997 Notes were issued at a discount for $198,676. The Conpany is
using the effective interest nethod to recognize the discount over the life of
the 1997 Notes. The 1997 Notes are senior subordi nated unsecured obligations
of the Conpany, subordinated in right of payment to all senior indebtedness of



the Conpany, pari passu with the 1996 Notes and are senior to all existing and
future subordi nated i ndebt edness of the Conpany.

The 1997 Notes are redeenable at the Conpany’s option at any time on or after
Septenber 15, 2002, at redenption prices specified by the indenture covering
the 1997 Notes and are required to be purchased earlier in the event of a
change of control of the Conpany. The restrictive covenants contained in the

indenture covering the 1997 Notes are identical to those contained in the
i ndenture covering the 1996 Notes.

(Cont i nued)
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I ncone Taxes

Incone tax expense for the years ended Cctober
nont hs ended Decenber 31, 1996 and the year

of :

Year ended Cctober 31, 1995:
U.S. federal
State and | ocal

Year ended Cctober 31, 1996:
U.S. federal
State and | ocal

Change in deferred tax attributable
to unrealized gains on investnent
securities, included in stockhol ders’
equity

Two nont hs ended Decenber 31, 1996:
U.S. Federal
State and | ocal

Change in deferred tax attributable
to unrealized | osses on investnent
securities, included in stockhol ders’
equity

Year ended Decenber 31, 1997:
U.S. federal
State and | ocal

Change in deferred tax attributable to
unreal i zed | osses on investnent
securities, included in
st ockhol ders’ equity

Current

LAVAR ADVERTI SI NG COVPANY
AND SUBSI DI ARl ES

31,

1995 and 1996, the two
ended Decenber 31, 1997 consists

Def erred Tot a
(3,301) (3,011)
-- 621
(3,301) (2,390)
2,683 6,674
(375) 425
2,308 7,099
1, 180 1, 180
3,488 8,279
1, 028 1, 028
27 171
1, 055 1,199
(379) (379)
676 820
(2, 475) 3,633
(364) 1, 021
(2, 839) 4, 654
596
(596) ( )
(3,435) 4, 058
(Cont i nued)



Notes to Consolidated Financial Statenents
(Dol lars in thousands, except share and per share data)

Incone tax expense (benefit) for the years ended Cctober 31, 1995 and 1996, the
two nonths ended Decenber 31, 1996 and the year ended Decenmber 31, 1997 differs
from the anounts conputed by applying the U S. federal incone tax rate of 34
percent to earnings before incone taxes as foll ows:

Years Ended Two Mont hs Ended Year Ended
Cct ober 31, Decenber 31, Decenber 31,
1995 1996 1996 1997
Conput ed “expected” tax expense $ 2,825 904 2,548
6, 102
I ncrease (reduction) in income
taxes resulting from
Change in beginning of the year
bal ance of the val uation
al  owance for deferred tax assets (5,939) - -- --
Anortization of non deductible
goodwi | | -- - -- 1,730
State and | ocal inconme taxes, net
of federal income tax benefit 410 113 674
281
Ot her differences, net 314 182 (298)
716
$ (2,390) 1,199 4, 654
7,099

Incone taxes in 1995 include an adjustnent to the beginning-of-the-year
valuation allowance in the Conpany’'s deferred tax assets in the anount of
$5,939. The inproved business conditions and resulting profitability resulted
in a change in nanagenent’s judgenent regarding the realizability of the
Conpany’s deferred tax assets.

(Cont i nued)
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The tax effects of tenporary differences that give rise to significant portions
of the deferred tax assets and deferred tax liabilities at October 31, 1996 and
Decenber 31, 1997 are presented bel ow

1996 1997
Deferred tax liabilities:
Pl ant and equi pnent, principally
due to differences in depreciation $ (4, 002) (3,125)
Pl ant and equi pnent, due to basis
di f ferences on acquisitions -- (15, 582)
I ntangi bl es, due to differences
in anortizable lives -- (5, 646)
Unreal i zed gai ns on investnent
securities (1, 180) --
Deferred tax liabilities (5, 182) (24, 353)

Deferred tax assets:

Recei vabl es, principally due to

al |l omance for doubtful accounts 205 511
Pl ant and equi pnent, due to

basi s differences on acquisitions

and costs capitalized for tax

pur poses 4, 850 4,823
Investnment in affiliates and plant

and equi pment, due to gains

recogni zed for tax purposes and

deferred for financial reporting

pur poses 900 941
Net operating |oss carryforward -- 1,673
M ni mum tax credit carryforwards 849 --
Unreal i zed | osses on investnent

securities -- 217
O her, net 841 1, 501

Deferred tax assets 7, 645 9, 666
Net deferred tax asset (liability) $ 2,463 (14, 687)

In assessing the realizability of deferred tax assets, managenent considers
whether it is nore likely than not that sonme portion or all of the deferred tax
assets will not be realized. The ultinmate realization of deferred tax assets
i s dependent upon the generation of future taxable incone during the periods in
whi ch those tenporary differences become deducti bl e.

Managenment considers the scheduled reversal of deferred tax liabilities,
projected future taxable income, and tax planning strategies in making this
assessnent. Based upon the level of historical taxable income and projections

for future taxable incone over the periods, which the deferred tax assets are
deducti bl e, managenment believes it is nore likely than not the Conpany wll
realize the benefits of these deductible differences. The anmount of the
deferred tax assets considered realizable, however, could be reduced in the
near termif estimates of future taxable income during the carryforward period
are reduced.

(Conti nued)
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Rel ated Party Transactions

Affiliates, as used within these statenents, are persons or entities that are
affiliated with Lamar Advertising Conpany or its subsidiaries through conmon
ownership and directorate control.

The Conpany was a party to a consulting agreenent with Kevin P. Reilly, Sr., a
sharehol der and fornmer Chairman of the Conpany, which expired in January 1996.
The agreenment provided for annual consulting fees of $120, and an annual bonus
of up to $100. The Conpany continued to pay the consulting fee on a nonth-to-
nonth basis until July 1, 1996. Effective July 1, 1996, a subsidiary of the
Conpany entered into a replacenent consulting agreenment with Reilly Consulting
Conmpany, LLC., of which M. Reilly, Sr. is the manager and, with his wife, are
the sol e nenbers. The agreenent has a ten-year term and provides for annual
consulting fees of $120. Consulting fees and bonuses paid under the above
agreenments during the years ended COctober 31, 1995 and 1996 and Decenber 31,
1997 were $230, $195 and $120, respectively.

As of October 31, 1996 and Decenber 31, 1997, debentures totaling $2,375 and
$1,834, respectively, are owned by shareholders, directors and enployees,
excluding the ten-year subordinated notes discussed in note 12. I nt er est
expense under the debentures and ten year subordinated notes during the years
ended Cctober 31, 1995 and 1996 and Decenber 31, 1997 was $296, $494, and
$1, 719, respectively.

St ockhol ders’ Equity

During 1995 and 1996, the Conpany repurchased 3.6% and 12.9% respectively, of
its t hen out st andi ng conmon st ock (1, 830, 750 and 5,427,305 shares,
respectively) from certain of its existing stockholders for an aggregate
purchase price of approximately $4 mllion. The terns of such repurchases
entitled the selling stockholders to receive additional consideration fromthe
Conpany in the event that the Conpany consummated a public offering of its
common stock at a higher price within 24 nonths of the repurchase. In
satisfaction of that obligation, upon conpletion of the Conpany’s initial
public equity offering in August 1996, the Conpany paid the selling
stockhol ders an aggregate of $5.0 nillion in cash and issued to them ten-year
subordinated notes in the aggregate principal anmount of $20, 000. The notes
bear interest at 8% (1% above the ten-year treasury note rate when issued) and
are payable in nonthly installnents of $167, plus interest. The bal ance
outstandi ng under these notes at October 31, 1996 and Decenber 31, 1997 was
$19, 667 and $17, 319, respectively.

(Cont i nued)
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The rights of the dass A and dass B commpn stock are equal in all respects,
except holders of Class B commobn stock have ten votes per share on all nmatters
in which the holders of common stock are entitled to vote and hol ders of C ass
A comon stock have one vote per share on such matters. The Class B common
stock will convert automatically into Cass A commobn stock upon the sale or
transfer to persons other than permtted transferees (as defined in the
Conpany’s certificate of incorporation, as anended).

(13) Stock Option Plan

In 1996, the Conpany adopted the 1996 Equity Incentive Plan (the “1996 Plan”).
The purpose of the 1996 Plan is to attract and retain key enployees and
consultants of the Conpany. The 1996 Plan authorizes the grant of stock
options, stock appreciation rights and restricted stock to enployees and
consultants of the Conpany capable of ~contributing to the Conpany’'s
per f or mance. The Conpany has reserved an aggregate of 3,000,000 shares of
Class A Common Stock for awards under the 1996 Pl an.

Options granted under the 1996 Plan generally beconme exercisable over a five-
year period and expire 10 years fromthe date of grant.

The Conpany has adopted the disclosure-only provisions of Statenent of
Fi nanci al Accounting Standards No. 123, “Accounting for St ock- Based
Conpensation.” Accordingly, no conpensation cost has been recognized for the
stock option grants. Had conpensation cost for the Conpany’s stock option plan
been determ ned based on the fair value at the grant date for awards in 1996
and 1997 consistent with the provisions of SFAS No. 123, the Conpany’s net
earnings and earnings per share would have been reduced to the pro formm
amount s i ndi cated bel ow

Year Ended Two Mont hs Ended Year Ended
Cct ober 31, Decenber 31, Decenber 31,
1996 1996 1997
Net earnings (loss) applicable
to comon stock — as reported $ 10,484 (8,115) 2,476
Net earnings (loss) applicable
to common stock — pro fornmm $ 8,891 (8, 666) (603)

Ear ni ngs (| oss) per conmon
share - as reported (basic and

di | ut ed) $ .25 (.18) .05
Ear ni ngs (| oss) per conmon

share — pro forma (basic and

di | ut ed) $ .22 (.19) (.01)

(Cont i nued)
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The fair value of each option grant is estimated on the date of grant using the

Bl ack- Scholes option-pricing nodel with the following weighted-average
assunptions wused for grants in 1997: dividend yield of 0.0% expected
volatility of 40% risk-free interest rate of 6.0% and expected lives of 6
years.

For grants in 1996, the follow ng weighted average assunptions were used:
Dividend yield 0.0% expected volatility of 53% risk-free interest rate of
6. 0% and expected |lives of 3 years.

Information regarding the 1996 Plan for the years ended Cctober 31, 1996 and
Decenber 31, 1997 is as foll ows:

Cct ober 31, 1996 Decenber 31, 1997
Wei ght ed Wei ght ed
Aver age Aver age
Exerci se Exerci se
Shar es Price Shar es Price
Qut st andi ng, begi nni ng of year -- $ -- 1, 774, 890 $ 10.85
G ant ed 1,772,250 10. 67 372,000 15. 20
Exer ci sed (29, 497) 10. 67 (225, 273) 10. 67
Cancel | ed -- -- (41, 212) 10. 67
Qut st andi ng, end of year 1,742, 753 $ 10.67 1, 880, 405 $ 11.74
Price for exercised shares $ 10. 67 $ 10.67
Shares avail able for grant, end of year 1, 227, 750 853, 725
Wei ght ed average fair val ue of
options, granted during the year $ 4.14 $ 7.18

The following table sunmmarizes information about fixed-price stock options
out st andi ng at Decenber 31, 1997:

Nunber Wei ght ed
Range Qut st andi ng Aver age Wei ght ed Nunber Wei ght ed
o At Remai ni ng Aver age Exerci sabl e Aver age
Exerci se Decenber 31, Cont ract ual Exerci se At Exerci se
Prices 1997 Life Price Decenber 31, Price
1997
$ 10.67 1, 463, 405 8. 63 $ 10.67 469, 354 $ 10.67
11.17-13. 83 190, 500 8. 67 13. 26 13, 875 13.17
16.17-20. 25 226, 500 9.01 17.38 -- --

No stock appreciation rights or restricted stock authorized by the 1996 Plan have been
grant ed.

(Cont i nued)
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Commitments and Ot her Conti ngenci es

The Conpany sponsors a partially self-insured group health insurance program
The Conpany is obligated to pay all clains under the program which are in
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excess of premuns, up to program limts of $150 per enployee, per claim per
year. The Conmpany is also self-insured with respect to its income disability
benefits and against casualty |osses on advertising structures. Amounts for
expected | osses, including a provision for l|osses incurred but not reported, is
included in accrued expenses in the acconpanying consolidated financial
statements. The Company nmintains a $1,000 letter of credit with a bank to
neet requirenments of the Conpany’s worker’s conpensation insurance carrier.

The Conpany sponsors The Lamar Corporation Savings and Profit Sharing Plan
covering enployees who have conpleted one year of service and are at |least 21
years of age. The Conpany matches 50% of enpl oyees’ contributions up to 5% of
rel ated conpensation. Enpl oyees can contribute up to 15% of conpensation.
Full vesting on the Conpany’s matched contributions occurs after five years.
The Conpany contributed $512, $564, and $644 for the years ended Cctober 31,
1995 and 1996 and Decenber 31, 1997, respectively.

In 1993, LAC established a Deferred Conpensation Plan for the benefit of
certain of its senior managenent who neet specific age and years of service
criteria. Enpl oyees who have attained the age of 30 and have a mnimum of 10
years of service are eligible for annual contributions to the Plan generally
ranging from $3 to $8, depending on the enployee's length of service. LAC s
contributions to the Plan are maintained in a “rabbi” trust and, accordingly,
the assets and liabilities of the Plan are reflected in the balance sheet of
LAC. Upon termnation, death or disability, participating enployees are
eligible to receive an anmpbunt equal to the fair market value of the assets in
the enployee’'s deferred conpensation account. The Conpany has contributed
$210, $182 and $190 to the Plan during the years ended COctober 31, 1995 and
1996 and Decenmber 31, 1997, respectively. Contributions to the Deferred
Conpensation Plan are discretionary and are determined by the Board of
Directors.

The Conpany is the subject of litigation arising during the normal course of
busi ness. In the opinion of managenent and the general counsel of the Conpany,
those clains will not have a material inmpact on the financial position, results

of operations or liquidity of the Conpany.

(Cont i nued)
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Summari zed Fi nancial I nformation of Subsidiaries

Except as set forth below, separate financial statenents of each of the
Conmpany’s direct or indirect subsidiaries that have guaranteed the Conpany’s
obligations under the 1996 Notes and the 1997 Notes (collectively, the
“Quarantors”) are not included herein because the Guarantors are jointly and
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severally liable under the guarantees, and the aggregate assets, liabilities,
ent to the
assets, liabilities, earnings and equity of the Conpany on a consolidated

earnings and equity of the Quarantors are substantially equival
basi s.
Summarized financial information for M ssouri Logos, a Partnership

not a Quarantor, is set forth bel ow

Bal ance Sheet | nformation: 1996
Current assets $ 242
Total assets 292
Current liabilities --
Total liabilities 225
Venturers' equity 67

I ncone Statenent |nformation: 1995 1996
Revenues $ 804 931
Net i nconme 540 545

Di scl osures About Fair Value of Financial Instrunents

The followi ng table presents the carrying anmbunts and estinmated fai
the Conpany’s financial instruments at Decenber 31, 1997. The fa

, a 66-2/3%
owned subsidiary of the Conpany and the only subsidiary of the Conpany that

1997

237
290
7
7
283

1997

991
540

r val ues
ir value

is

of
of

the financial instrunment is defined as the anount at which the instrunent could

be exchanged in a current transaction between willing parties.

At Decenber 31, 1997

Carryi ng Anpunt Estimated Fair Val ue
Mar ket abl e i nvest ment securities $ 679 679
Long-t erm debt 534, 091 575, 198
(Cont i nued)
52

LAVAR ADVERTI SI NG COVPANY
AND SUBSI DI ARl ES

Notes to Consolidated Financial Statenents
(Dol lars in thousands, except share and per share data)

The estimated fair value anounts have been determined by the Conpany using
available market information and appropriate valuation nethodol ogies

fol | ows:

The carrying anounts of cash and cash equivalents, accounts

r ecei vabl

as

e,

other receivables, trade accounts payable, accrued expenses, and deferred

incone approximate fair value because of the short term nature of

itens.

t hese
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The fair value of the Conpany’s marketable investnment securities are based
on quoted market prices.

The fair value of long-term debt is based upon market quotes obtained from
deal ers where available and by discounting future cash flows at rates
currently available to the Conpany for simlar instruments when quoted
mar ket rates are not avail abl e.

Fair value estimates are subject to inherent limtations. Estimates of fair
values are made at a specific point in time, based on relevant narket
information and information about the financial instrument. The estimated fair

val ues of financial instrunents presented above are not necessarily indicative
of ampbunts the Conpany might realize in actual nmarket transactions. Estimates
of fair value are subjective in nature and involve uncertainties and matters of
significant judgenent and therefore cannot be determined wth precision.
Changes in assunptions could significantly affect the esti mates.

Quarterly Financial Data (Unaudited)

Fi scal Year 1996 Quarters

January 31 April 30 July 31 COct ober 31
Revenues $ 27,613 29, 033 31,520 32,436
G oss profit 16, 045 18, 894 21, 444 23, 035
I ncone applicable
to common st ock 910 2,169 3,125 4,280
Net earni ngs per common
share (basic) .02 . 06 .09 .10
Net earni ngs per common
share (dil uted) .02 . 06 .09 .10
Fi scal Year 1997 Quarters
March 31 June 30 Sept ember 30 Decenber 31
Revenues $ 37,847 50, 108 55, 485 57, 622
G oss profit 24, 380 34, 625 38,974 39, 693
I ncomre (| oss) applicable
to common st ock 1, 205 1, 402 916 (1,047)
Net earnings (loss) per
common share (basic) .03 .03 .02 (.02)
Net earnings (loss) per
common share (dil uted) .03 .03 .02 (.02)
(Cont i nued)
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AND SUBSI DI ARl ES

Notes to Consolidated Financial Statenents
(Dol lars in thousands, except share and per share data)

Subsequent Events

Subsequent to Decenber 31, 1997, the Conpany purchased substantially all of the
assets of three outdoor advertising conpanies for a total purchase price of
$50,200 in cash. The acquisitions will be accounted for under the purchase
nmet hod of accounti ng.

On Decenber 31, 1997, the Board of Directors approved a three-for-two split of
its Cdass A and Cass B comobn stock subject to the approval by the
sharehol ders of an increase in the authorized nunber of shares of Cass A and
Class B conmmon stock. On February 26, 1998, the sharehol ders approved an
increase in the authorized nunber of shares of Cdass A commobn stock to



75, 000, 000 and O ass B common stock to 37,500, 000. The stock split, which was
effected by neans of a 50% stock dividend, was paid to sharehol ders on February
27, 1998. Par value of the common stock will remain unchanged at $.001. Comon
stock and additional paid in capital have been adjusted to reflect the split as
of Decenber 31, 1997. All references to share and per share information in the
consol i dated financial statenents and related footnotes have been restated to
reflect the effect of the split for all periods presented.
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| TEM 9. CHANGES | N AND DI SAGREEMENTS W TH ACCOUNTANTS ON ACCOUNTI NG AND FI NANCI AL
DI SCLOSURE
None
PART |11

| TEM 10. DI RECTORS AND EXECUTI VE COFFI CERS OF THE REG STRANT

The response to this itemis contained in part under the caption "Executive Oficers
of the Registrant"” in Part |, Item 1A hereof and the renminder is incorporated herein
by reference from the discussion responsive thereto under the captions "Election of
Directors" and "Section 16(a) Beneficial Omership Reporting Conpliance" in the
Conpany's Proxy Statement relating to the 1998 Annual Meeting of Stockhol ders.

| TEM 11. EXECUTI VE COVPENSATI ON

The response to this item is incorporated herein by reference from the discussion
responsive thereto under the following captions in the Conpany's Proxy Statenent
relating to the 1998 Annual Meeting of Stockhol ders: "Election of Directors -
Di rector Conpensati on, " "Executive Conpensation” and "Conpensation Committee
Interlocks and Insider Participation.”



I TEM 12. SECURI TY OMNERSHI P OF CERTAI N BENEFI CIl AL OANERS AND MANAGEMENT

The response to this item is incorporated herein by reference from the discussion
responsive thereto under the caption "Share Omership" in the Conpany's Proxy
Statement relating to the 1998 Annual Meeting of Stockhol ders.

| TEM 13. CERTAI N RELATI ONSHI PS AND RELATED TRANSACTI ONS

The response to this item is incorporated herein by reference from the discussion

responsive thereto under the caption "Certain Relationships and Rel ated Transacti ons”
in the Conpany's Proxy Statenent relating to the 1998 Annual Meeting of Stockhol ders.
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PART |V

| TEM 14. EXH BI' TS, FI NANCI AL STATEMENT SCHEDULES AND REPORTS ON FORM 8- K



(A

(B)

(O

1. FI NANCI AL STATEMENTS

The financial statements are listed under Part I, Item8 of this Report.

2. FI NANCI AL STATEMENT SCHEDULES

The financial statenent schedules are included under Part 11, Item 8 of this
Report.

3. EXHI BI TS
The exhibits are listed bel ow under Part |1V, Item 14(c) of this Report.

REPCORTS ON FCRM 8- K

Reports on Form 8-K were filed with the Conmi ssion during the fourth quarter of
1997 to report the following itens as of the dates indicated:

On Cctober 27, 1997, the Conpany anended its report on Form 8-K originally
filed on August 27, 1997 to present under Item 7 a statenment of assets

acquired and liabilities assumed, a related statement of revenues and
expenses, and pro forma financial information relating to the Conpany's
acquisition from Qutdoor Systens, Inc. ("OSI") of ~certain outdoor

advertising assets that OSI had acquired from National Advertising Conpany,
previously a wholly-owned subsidiary of Mnnesota Mning and Mnufacturing

Conpany.
EXHI BI TS
I NDEX TO EXHI BI TS
Exhi bit No. Description
3.1 Anended and Restated Certificate of Incoporation of the Conpany.

Filed as Exhibit 3.1 to the Conpany's Registration Statenent on Form
S-1 (File No. 333-05479), and incorporated herein by reference.

3.2 Certificate of Amendnent to the Anended and Restated Certificate of
I ncorporation of the Conpany. Filed herewth.

3.3 By-l aws of the Conpany, as anended. Previously filed as Exhibit 3.2
to the Conpany's Registration Statement on Form S-1 (File No. 333-
05479), and incorporated herein by reference.

4.1 Specimen certificate for the shares of Cass A Commpbn Stock of the
Conpany. Previously filed as Exhibit 4.1 to the Conpany's
Regi stration Statenent on Form S 1 (File No. 333-05479), and
i ncor porated herein by reference.

4.2 Seni or Secured Note dated May 19, 1993. Previously filed as Bhibit
4.1 to the Conpany's Registration Statement on Form S-1 (File No. 33-
59624), and incorporated herein by reference.
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4.3 Indenture dated May 15, 1993 relating to the Conpany's 11% Senior
Secured Notes due May 15, 2003. Previously filed as Exhibit 4.3 to
the Conpany's Registration Statement on Form S-1 (File No. 33-59624),
and incorporated herein by reference.

4.4 First Supplenental Indenture dated July 30, 1996 relating to the
Conpany's 11% Seni or Secured Notes due May 15, 2003. Previously filed



10.1

10.2

10. 3

10. 4

as Exhibit 4.5 to the Conpany's Registration Statenent on Form S-1
(File No. 333-05479), and incorporated herein by reference.

Form of Second Supplenental Indenture in the form of an Anmended and
Restated Indenture dated Novenber 8, 1996 relating to the Conpany's
11% Senior Secured Notes due My 15, 2003. Previously filed as
Exhibit 4.1 to the Conpany's Current Report on Form 8-K filed on
Novenber 15, 1996 (File No. 1-12407), and incorporated herein by
reference.

Noti ce of Trustee dated Novenmber 8, 1996 with respect to the rel ease
of the security interest in the Trustee on behalf of the holders of
the Company's 11% Seni or Secured Notes due May 15, 2003. Previ ousl y
filed as Exhibit 4.2 to the Conpany's Current Report on Form 8-K filed
on Novenber 15, 1996 (File No. 1-12407), and incorporated herein by
reference.

Form of Subordi nated Note. Previously filed as Bhibit 4.8 to the
Conpany's Regi stration Statement on Form S-1 (File No. 333-05479), and
i ncor porated herein by reference.

Indenture dated as of Novenber 15, 1996 between the Conpany, certain
of its subsidiaries and State Street Bank and Trust Conpany, as
trustee, relating to the Conpany's 9 5/8% Senior Subordinated Notes
due 2006. Previously filed as Exhibit 4.11 to the Conpany's
Regi stration Statenent on Form S 3 (File No. 333-14789), and
i ncor porated herein by reference.

Form of 9 5/8% Senior Subordi nated Note due 2006. Previously filed as
Exhibit 4.12 to the Conpany's Registration Statement on Form S-3 (File
No. 333-14789), and incorporated herein by reference.

Form of 8 5/8% Seni or Subordi nated Note due 2007. Filed herewth.

Indenture dated as of Septenber 25, 1997 between the Conpany, certain
of its subsidiaries, and State Street Bank and Trust Conpany, as
trustee, relating to the Conpany’'s 8 5/8% Senior Subordinated Notes
due 2007. Previously filed as Exhibit 4.2 to the Conpany’s Current
Report on Form 8-K filed on Septenber 30, 1997 (File No. 1-12407), and
i ncor porated herein by reference.

Consulting Agreenent dated July 1, 1996 between the Lamar Texas
Limted Partnership and the Reilly Consulting Conpany, L.L.C, of
which Kevin P. Reilly, Sr. is the nanager. Previously filed as
Exhibit 10.2 to the Conpany’s Registration Statenent on FormS-1 (File
No. 33-05479), and incorporated herein by reference.
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Indenture dated as of Septenber 24, 1986 relating to the Conpany's 8%
Unsecur ed Subordi nated Debentures. Previously filed as Exhibit 10.3
to the Conmpany's Registration Statement on Form S-1 (File No. 33-
59624), and i ncorporated herein by reference.

The Lamar Savings and Profit Sharing Plan Trust. Previously filed as
Exhibit 10.4 to the Conpany's Registration Statement on Form S-1 (File
No. 33-59624), and incorporated herein by reference.

Trust under The Lamar Corporation, its Affiliates and Subsidiaries
Def erred Conpensation Plan dated Cctober 3, 1993. Previously filed as
Exhibit 10.11 to the Conpany's Annual Report on Form 10-K for the



10.

10.

10.

10.

10.

10.

10.

10.

10.

11.

21.

10

11

12

13

fiscal year ended OCctober 31, 1995 (File No. 33-59624), and
i ncor porated herein by reference.

1996 Equity Incentive Plan. Previously filed as Exhibit 10.14 to the
Conpany's Registration Statement on Form S-1 (File No. 333-05479), and
i ncor porated herein by reference.

Bank Credit Agreenment dated Decenber 18, 1996 between the Conpany,
certain of its subsidiaries, the lenders party thereto and The Chase
Manhattan Bank, as administrative agent. Previously filed as Exhibit
10.18 to the Conpany's Annual Report on Form 10-K for the fiscal year
ended Cctober 31, 1996 (File No. 1-12407), and incorporated herein by
reference.

Anendnent No. 1 to the Bank Credit Agreenent dated as of Mrch 31,
1997 between the Conpany, the Subsidiary Guarantors party thereto, the
Lenders party thereto and the Chase Manhattan Bank, as admi nistrative
agent . Previously filed as Exhibit 10.1 to the Conpany's Quarterly
Report on Form 10-Q for the period ended March 31, 1997 (File No. 1-
12407), and incorporated herein by reference.

Anendnent No. 2 to the Bank Credit Agreenent dated as of Septenber 12,
1997 between the Conpany, certain of its subsidiaries, the |enders
party thereto and The Chase Manhattan Bank, as administrative agent.
Previously filed as Exhibit 10.2 to the Conpany's Current Report on
Form 8-K filed on Septenber 30, 1997 (File No. 1-12407), and
i ncor porated herein by reference.

Anendnent No. 3 to the Bank Credit Agreenent dated as of Decenber 31,
1997 between the Conpany, certain of its subsidiaries, the |enders
party thereto and The Chase Manhattan Bank, as administrative agent.
Fil ed herewth.

Contract to Sell and Purchase, dated as of OCctober 9, 1996, between
the Company and Qutdoor East L.P. Previously filed as Exhibit 10.16
to the Conpany's Registration Statement on Form S-3 (File No. 333-
14677), and incorporated herein by reference.

St ock Purchase Agreenent, dated as of Septenber 25, 1996, between the
Conpany and the sharehol ders of FKM Advertising, Co., Inc. Previously
filed as Exhibit 10.17 to the Conpany's Registration Statenent on Form
S-3 (File No. 333-14677), and incorporated herein by reference.
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Stock Purchase Agreenent dated as of February 7, 1997 between the
Conmpany and the stockhol ders of Penn Advertising, Inc. nanmed therein.
Previously filed as Exhibit 2.1 to the Conmpany's Current Report on
Form 8-K filed on April 14, 1997 (File No. 1-12407), and incorporated
herein by reference.

Asset Purchase Agreenent dated as of August 15, 1997 between The Lamar
Corporation and Qutdoor Systens, Inc. Previously filed as Exhibit 2.1
to the Conpany's Current Report on Form 8-K filed on August 27, 1997
(File No. 1-12407), and incorporated herein by reference.

St at ement regardi ng conputati on of per share earnings. Filed herewth.

Subsi di ari es of the Conpany. Filed herewth.



23.1 Consent of KPMG Peat Marwi ck LLP. Filed herewth.

27.1 Fi nanci al Data Schedule. Filed herewth.

* Managenment contract or conpensatory plan or arrangenent in which the executive
officers or directors of the Conpany partici pate.
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SI GNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of
1934, the registrant has duly caused this report to be signed on its behalf by the
under si gned, thereunto duly authorized.

LAMAR ADVERTI SI NG COVPANY
By: /s/Kevin P. Reilly, Jr.

Kevin P. Reilly, Jr.
Presi dent and Chief Executive Oficer

Pursuant to the requirenments of the Securities Exchange Act of 1934, this report has
been signed below by the followi ng persons on behalf of the registrant and in the
capacities and on the dates indicated.

Signature Title Dat e
/s/Kevin P. Reilly, Jr. Chi ef Executive Oficer and Director 3/ 23/ 98

Kevin P. Reilly, Jr.



/s/IKeith A lIstre
Keith A Istre

/s/Charles W Lamar, |11
Charles W Lamar, 111

/s/ CGerald H Marchand
CGerald W Marchand

/s/Jack S. Rone, Jr.
Jack S. Rone, Jr.

/sIWIliam R Schm dt
WIlliam R Schm dt

/s/ T. Everett Stewart, Jr.

T. Everett Stewart, Jr.

Chi ef

Fi nanci al

and Director

Director

Di rector

Di rector

Di rector

Di rector
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and Accounting O ficer

3/ 23/ 98

3/ 23/ 98

3/ 23/ 98

3/ 23/ 98

3/ 23/ 98

3/ 23/ 98



