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PART | FINANCIAL INFORMATION
BRUSH ENGINEERED MATERIALS INC. AND SUBSIDIARIES

ltem 1. Financial Statements

The consolidated financial statements ofsBrEngineered Materials Inc. and its subsidiaeste quarter ended September 30, 200!
as follows:

Consolidated Statements of Income —
Third Quarter and first nine months ended Septer@@e2005 and October 1, 20

Consolidated Balance Sheets —
September 30, 2005 and December 31, :

Consolidated Statements of Cash Flows —
First nine months ended September 30, 2005 ando@rcfig 2004
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Consolidated Statements of Income
(Unaudited)

(Dallars in thousands except share and

Third Quarter Ended

Nine Months Ended

per share amounts) Sept. 30, 200! Oct. 1, 2004 Sept. 30, 200! Oct. 1, 2004
Net sales $ 135,61« $ 125,76¢ $ 400,63 $ 380,26
Cost of sale: 109,67: 99,18: 317,01 294,66!
Gross margir 25,94( 26,58¢ 83,62 85,60:
Selling, general and administrative expe 19,21¢ 18,77: 56,85: 56,98:
Research and development expe 1,135 1,13 3,67: 3,49¢
Othernet (219 96& 3,44¢ 4,28¢
Operating profit 5,80z 5,71¢ 19,65: 20,84
Interest expens 1,57¢ 1,95¢ 4,845 6,56
Income before income tax 4,22¢ 3,761 14,81( 14,27¢
Income taxe: 32C 33C 1,08t 524
Net income $ 3,90¢ $ 3,431 $ 13,72¢ $ 13,75¢
Per share of common stock: ba $ 0.2C $ 0.1¢ $ 0.71 $ 0.7¢
Weighted average number of common shares
outstanding 19,227,08 18,936,64 19,216,28 17,414,09
Per share of common stock: dilu $ 0.2C $ 0.1¢ $ 0.71 $ 0.71
Weighted average number of common shares
outstanding 19,372,38 19,308,69 19,371,58 17,756,65

See notes to consolidated financial statements.
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Consolidated Balance Sheets

(Unaudited)
Sept. 30, Dec. 31,
(Dollarsin thousands) 2005 2004
Assets
Current assel
Cash and cash equivalel 23,15; $ 49,64:
Accounts receivabl 67,51! 59,22¢
Inventories 99,80¢ 95,27
Prepaid expenst 11,06: 8,34¢
Deferred income taxe 507 27¢
Total current asse 202,04! 212,76t
Other asset 8,51 14,87¢
Long-term deferred income tax 65C 92¢
Property, plant and equipme 550,23¢ 540,93
Less allowances for depreciation, depletion andainpent 378,14¢ 363,31
172,09: 177,61
Goodwill 10,80¢ 7,992
394,10: $ 414,18:
Liabilities and Shareholders Equity
Current liabilities
Shor-term debt 16,73( $ 11,69:
Current portion of lon-term debt 63E 19,20¢
Accounts payabl 18,00¢ 13,23
Other liabilities and accrued iter 34,48 50,45:
Unearned revent — 7,78¢
Income taxe: 87¢ 1,591
Total current liabilities 70,73: 103,96
Other lon¢-term liabilities 9,34t 10,79¢
Retirement and pc-employment benefit 56,77( 49,72¢
Long-term debr 40,91¢ 41,54¢
Shareholder equity 216,34( 208,13t
394,10 $ 414,18:

See notes to consolidated financial statements.
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Consolidated Statements of Cash Flows

(Unaudited)
Nine Months Ended
Sept. 30, Oct. 1,
(Dollars in thousands) 2005 2004
Net income $ 13,72t $ 13,75¢
Adjustments to reconcile net income to net cash puided from operating activities:
Depreciation, depletion and amortizati 16,04: 17,33¢
Amortization of deferred financing costs in intdrespense 874 1,08¢
Derivative financial instrument ineffectivene (487) 465
Decrease (increase) in accounts receiv (8,552) (18,019
Decrease (increase) in inventc (5,90€) (9,377
Decrease (increase) in prepaid and other curreets (185) 362
Increase (decrease) in accounts payable and acexpetse (9,099 A77
Increase (decrease) in unearned reve (7,789 6,48¢
Increase (decrease) in interest and taxes pa (7349 (719
Increase (decrease) in Ic-term liabilities 1,87(C (3,096
Other— net 1,791 2,95t
Net cash provided from operating activities 1,55¢ 11,72:
Cash flows from investing activities:
Payments for purchase of property, plant and eqeiiy (9,087) (5,019
Payments for purchase of business less cash rek (3,982 —
Payments for mine developme — (133
Purchase of equipment previously held under opegdgiase (44¢) —
Proceeds from sale of property, plant and equipi 45 15
Other investment— net (49 14
Net cash used in investing activitie (13,51¢) (5,117
Cash flows from financing activities:
Proceeds from issuance/(repayment) of «term deb 5,35¢ 3,10¢
Proceeds from issuance of I-term debr — 24
Repayment of lor-term debt (19,209 (29,34¢)
Issuance of common sto — 38,74¢
Issuance of common stock under stock option 367 2,85t
Net cash provided from (used in) financing activigs (13,487 15,38¢
Effects of exchange rate chang (1,046 (46)
Net change in cash and cash equivaler (26,490 21,94¢
Cash and cash equivalents at beginning of peric 49,64 5,06z
Cash and cash equivalents at end of peric $ 23,15 $ 27,00°

See notes to consolidated financial statements.
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Notes To Consolidated Financial Statements.
(Unaudited)

Note A — Accounting Policies

In management’s opinion, the accompanyingcldated financial statements contain all adjustim@ecessary to present fairly the
financial position as of September 30, 2005 andebdxer 31, 2004 and the results of operations fthtee and nine months ended
September 30, 2005 and October 1, 2004. All ofatljestments were of a normal and recurring natbeetain items in the prior year have
been reclassified to conform to the 2005 consddididihancial statement presentation.

Note B — Inventories

Sept. 30, Dec. 31,
(Dollars in thousands) 2005 2004
Principally average cos
Raw materials and suppli $ 23,15 $ 22,70t
Work in proces: 80,20: 77,43¢
Finished good 30,03: 27,53¢
Gross inventorie 133,38t 127,68
Excess of average cost over LI
Inventory value 33,57¢ 32,41(
Net inventories $ 99,80¢ $ 95,27

Note C — Comprehensive Income

The reconciliation between net income andm®mensive income for the three and nine montroderénded September 30, 2005 and
October 1, 2004 is as follows:

Third Quarter Ended Nine Months Ended

Sept. 30, Oct. 1, Sept. 30, Oct. 1,
(Dollarsin thousands) 2005 2004 2005 2004
Net income $  3,90¢ $ 3,431 $ 13,72t $ 13,75
Cumulative translation adjustme (44¢) (267) (1,447 (399
Change in the fair value of derivative financiadtiuments 1,12: 10C 6,77 2,45:¢
Minimum pension liability — — (11,13%) —
Comprehensive incon $ 4,58t $ 3,26¢ $ 7,91¢ $ 15,81(

The $11.1 million charge to comprehensive@me for the minimum pension liability occurred retsecond quarter 2005 as a result of the
remeasurement of the domestic defined benefit pandan as described in Note F to the Consolidaiedncial Statements.
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Note D — Segment Reporting

Effective January 1, 2005, the operating ltsesaf Brush Resources Inc. are included as patt@Metal Systems Group. Previously, the
operating results of Brush Resources were incladepart of All Other in the segment disclosuresisBrResources sells beryllium hydroxi
produced through its Utah operations, to outsidgaruers and to businesses within the Metal Sys@msp. This change is more reflective
of how the Company’s businesses are evaluated2004 amounts presented below have been reclasgifieflect this change.

Metal Micro - Total All
(Dollars in thousands) Systems Electronics Segments Other Total
Third Quarter 2005
Revenues from external custom $ 7376: % 61,85 $ 13561« $ — $ 135,61«
Intersegment revenu 832 42¢ 1,261 — 1,261
Operating profit (loss 24C 5,67¢ 5,91t (112 5,80z
Third Quarter 2004
Revenues from external custom $ 76,728 $ 49,03¢ $ 12576t $ — $ 125,76t
Intersegment revenu 867 284 1,151 — 1,151
Operating profit 252 3,90( 4,15 1,56¢ 5,71¢
First Nine Months 2005
Revenues from external custom $ 231,74¢ $ 168,89: $ 40063 $ — $ 400,63
Intersegment revenu 2,052 1,202 3,25¢ — 3,25¢
Operating profit (loss 6,34¢ 14,131 20,48t (832 19,65:
First Nine Months 2004
Revenues from external custom $ 22981 $ 150,45. $ 380266 $ — $ 380,26
Intersegment revenu 2,931 971 3,90¢ — 3,90¢
Operating profit 5,65¢ 14,19: 19,85: 98¢ 20,84:

Note E — Income Taxes

A tax provision or benefit was not appliecimgt the income before income taxes in eithethird quarter or the first nine months of 2
or 2004 for certain domestic and foreign taxes eesalt of the deferred tax valuation allowancerded in 2003 and previous periods in
accordance with Statement No. 109, “Accountingficome Taxes” due to the uncertainty regardingtiautilization of the Company’s
deferred income taxes. The valuation allowancenedsced offsetting a portion of the net tax expendmth the third quarter 2005 and 2004
as well as in the first nine months of 2005 and42dhe Company intends to maintain the valuatitmnaince until additional realization
events occur, including the generation of futurgtainable taxable income, that would support realersall or a portion of the allowance. 1
deferred tax assets recorded on the consolidataddsasheet are shown net of the valuation alloeafi@pproximately $20.6 million as of
September 30, 2005. The balance in the allowaratedas approximately $7.2 million that was origipalharged against other
comprehensive income within shareholders’ equihe Tax expense was $0.3 million in the third qua2895 and the third quarter 2004. For
the first nine months of the year, the tax expemag $1.1 million in 2005 and $0.5 million in 200%e tax expense for each period repres
taxes from various state and local jurisdictiond foreign taxes from Japan and Singapore, whiléagkexpense for the first nine months of
2005 also includes a minor amount for the alteweatiinimum tax liability.

Note F — Pensions and Other Post-retirement Beneit

The Company amended its domestic definedftigramsion plan effective in the second quarted®20rhe amendment was determined to
be a significant event and therefore the plan ashabilities and net periodic cost were remeasimeaccordance with Statement No. 87,
“Employers’ Accounting for Pensions”.




Table of Contents

As a result of the remeasurement, the peorise cost asset of $5.0 million, previously refsat in other assets on the consolidated
balance sheet, was charged off against other cdrapsé/e income, a component of shareholders’ eqUiitg minimum pension liability,
which is included in retirement and post-employmtegriefits on the consolidated balance sheet, inete$6.1 million as a result of the

remeasurement, primarily due to the lower discoatg and the change in asset values. The incredle minimum pension liability was also

charged against other comprehensive income, reguttia total charge to other comprehensive incofi$i1.1 million.

Pension Benefits
Third Quarter Ended

Other Benefits
Third Quarter Ended

Sept. 30, Oct. 1, Sept. 30, Oct. 1,
(Dollarsin thousands) 2005 2004 2005 2004
Components of net periodic benefit cos
Service cos $ 1,18i $ 1,06( $ 75 $ 70
Interest cos 1,61¢ 1,72¢ 56(C 69¢€
Expected return on plan ass (2,189 (2,267 — —
Amortization of prior service co: (169 162 (21) (28)
Amortization of net loss/(gair 321 3 — (211
Net periodic benefit cos $ 76€ $ 677 $ 614 $ 527

Pension Benefits
Nine Months Ended

Other Benefits
Nine Months Ended

Sept. 30, Oct. 1, Sept. 30, Oct. 1,
(Dollarsin thousands) 2005 2004 2005 2004
Components of net periodic benefit cost
Service cos 3,561 $ 3,181 22t $ 21C
Interest cos 4,847 5,17¢ 1,682 2,08¢
Expected return on plan ass (6,56¢€) (6,802 — —
Amortization of prior service co: (50€) 48t (64) (84)
Amortization of net loss/(gair 963 (8) — 32
Net periodic benefit cos 2,29¢ $ 2,031 1,84: $  2,24¢
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Note G — Stock-Based Compensation

The Company has adopted the disclosure aolyigions of Statement No. 123, “Accounting for &@ased Compensation” and applies
the intrinsic value method in accordance with APEr@bn No. 25, “Accounting for Stock Issued to Emyates” and related interpretations in
accounting for its stock incentive plan. In accorcawith Statement No. 148, “Accounting for StocksBd Compensation-Transition and
Disclosure,” the following table presents the effeit net income and net income per share had cogafien cost for the Company’s stock
plans been determined consistent with StatemenfLRR.

Third Quarter Ended Nine Months Ended
Sept. 30, Oct. 1, Sept. 30, Oct. 1,
(Dollarsin thousands except per share amounts) 2005 2004 2005 2004
Net income, as reporte $  3,90¢ $ 3,431 $ 13,72t $ 13,75t
Less stock-based compensation expense determiled fair value
method for all stock options, net of related incamarebenefit 26C 43€ 1,411 1,66(
Pro forma net incom $  3,64¢ $ 2,99t $ 12,31« $ 12,09t
Basic income per share, as repol $ 0.2C $ 0.1¢ $ 0.71 $ 0.7¢
Diluted income per share, as repor 0.2C 0.1¢ 0.71 0.77
Basic income per share, pro for 0.1¢ 0.1¢ 0.64 0.6¢
Diluted income per share, pro forr 0.1¢ 0.1¢ 0.64 0.6¢

The fair value was estimated on the grarg daing the Black-Scholes option pricing model vifith following assumptions for options
issued:

Third Quarter Ended Nine Months Ended
Sept. 30, Oct. 1, Sept. 30, Oct. 1,
2005 2004 2005 2004
Risk free interest rate 4.66% 3.2t% 4.66% 3.2€%
Dividend yield 0% 0% 0% 0%
Volatility 42.(% 41.8% 42.(% 41.8%
Expected lives (in year: 6 6 6 6

Note H — Indemnity Agreements

Williams Advanced Materials Inc. (WAM), a whoowned subsidiary, and a small number of WAMistomers are defendants in a
patent infringement legal case. WAM has providednaiemnity agreement to certain of those customeder which WAM will pay any
damages awarded by the court. WAM believes it esanous and strong defenses applicable to both VdA#its customers and is
contesting this action. WAM has not made any indéoation payments nor have they recorded a restmviwsses under these agreemen
of September 30, 2005. WAM does not believe a rarfigmtential losses, if any, can be estimateti@present time.

Note | — Subsequent Event

Subsequent to the end of the third quart8b2WAM purchased Thin Film Technology, Inc. (TFaf)Buellton, California for
approximately $8.2 million in cash plus $1.2 mifliassumption of debt. TFT manufactures precisiditalpcoatings, photo lithography, thin
film hybrid circuits and specialized thin film caags. TFT's products are used in a number of hégihmology applications in the defense,
medical and other commercial markets.
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Note J — New Pronouncements

The FASB issued Statement No. 123 (Revis@dR20Share-Based Payments”, in December 2004réviges Statement No. 123,
“Accounting for Stock-Based Compensation”, and so@ges APB Opinion No. 25, “Accounting for Stockued to Employees”. The revised
statement requires compensation cost for all shased payments, including employee stock opti@nsetmeasured at fair value and charged
against income. Compensation cost would be detedran the date of the award through the use ofcangrmodel and charged against
income over the vesting period for each award. rEkesed statement is effective for periods begigrfter June 25, 2005 and early adoption
is allowed. The Company will adopt the revisioreetfve January 1, 2006 as proscribed. The Compasylbtermined that it will use a Black-
Sholes model, as opposed to a binomial or lattiodet to calculate the fair value of its awardswdwger, the Company has not determined
whether it will apply the prospective or retrospeetransition method upon adoption and therefbesitnpact of adopting this revised
statement on the results of operations and finanoiadition has not been determined. The Compaayipusly modified its compensation
plans in 2005 which resulted in fewer stock optvards being granted to employees. The pro forfieatefn net income and income per
share for the third quarter and first nine month2a®5 and 2004 of using the Black-Sholes modehioulate the fair value of outstanding
options had the provisions of Statement No. 123 lagaplied in those periods is set forth in NoteoGhe Consolidated Financial Statements.

The FASB issued Statement No. 151, “Inventogts”, in November 2004, which amends AccounRegearch Bulletin (ARB) No. 43.
This statement requires idle facility expense, sgi@ storage, double freight and rehandling doste treated as current period charges
regardless of whether they meet the ARB No. 4&atof “so abnormal”. In addition, the statemeaquires fixed overhead costs to be
allocated to conversion cost based upon the nocapcity of the production facility. The statemismffective for inventory costs incurred
during fiscal years beginning after June 15, 200 Company has not determined the impact the afopt this statement will have on its
results of operations or financial condition.

The FASB issued Interpretation No. 47, “Acating for Conditional Asset Retirement Obligationst March 2005. The interpretation
clarifies that the term “conditional asset retirenebligation” as used in Statement No. 143, “Acttiing for Asset Retirement Obligations”,
refers to a legal obligation to perform an asstterment activity in which the timing and/or methofisettlement are conditional on a future
event that may or may not be within the contrathaf entity. The interpretation also clarifies wignentity would have sufficient information
to reasonably estimate the fair value of an agteément obligation. The interpretation is effeetno later than the end of fiscal years ending
after December 31, 2005 for calendar-year entexprishe Company does not believe that adoptiohiginterpretation will have a material
impact on its results of operations and financoaddition.

The FASB issued Statement No. 154, “Accoun@hanges and Error Corrections”, which replaceB AB. 20, “Accounting Changes”,
and Statement No. 3, “Reporting Accounting Charnigésterim Financial Statements”, in May 2005. ®tatement changes the requirements
for the accounting for and reporting of a changadoounting principle and is applicable to all vahry changes in accounting principle. It
also applies to changes required by an accountimgopincement if that pronouncement does not incpaeific transition provisions. The
statement requires retrospective application torgeriods’ financial statements of changes in anting principle, unless it is impractical to
determine the periodpecific effects or the cumulative effect of thawe. The statement provides additional guidande@accounting for
change in accounting principle when it is impraaitio determine the period-specific effects or¢hmulative effect of the change. The
statement requires that retrospective applicatfanahange in accounting principle be limited te threct effects of the change. The
correction of an error by the restatement of prasfipissued financial statements is also addrelsgede statement. The statement is effective
for accounting changes and correction of errorsamiadiscal years commencing after December 315208e Company does not believe
adoption of this statement will have a material &tipon its results of operations or financial ctindi
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ltem 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Overview

We are an integrated producer of engineeraigials used in a variety of high performancetels, electronic, thermal and structural
applications. Major markets for our materials imt#itelecommunications and computer, automotivdreleics, magnetic and optical data
storage, industrial components, appliance, aerespad defense.

Our sales in the third quarter 2005 grew aamgaen; this was the eleventh consecutive quartgrsales have grown over the comparable
quarter in the previous year. Third quarter salesevalso higher than the prior two quarters tha yehich is fairly unusual as we often see a
slowdown in sales in the third quarter due to ¢emaarkets we serve and countries where we sdiésSa the third quarter were the highest
quarterly total since the first quarter 2001, whigdss the last full quarter prior to the start af ftignificant decline in demand from the
telecommunications and computer market, our langesket.

Gross margins in the third quarter 2005, as the case in the second quarter, were unfavoadfieigted by changes in product mix, hig
copper prices and other factors. These unfavofabters combined to more than offset the margirebiefrom the improved sales volumes.
Our selling, general and administrative expenséildrthird quarter of 2005 were slightly above kaesr’s level, while various non-operating
items within other-net were favorable in the cutrgmarter. As a result of the above, we generatenbarating profit of $5.8 million in the
third quarter 2005 compared to $5.7 million earimetthe third quarter 2004. We have now recordedarating profit for the past seven
consecutive quarters after incurring operatingdesa the 2002 to 2003 time frame.

We continued to strengthen our balance shebe third quarter 2005. Debt, net of cash, impobby $6.8 million in the third quarter. For
the full year, we have reduced debt by $14.2 nmilkmd our debt to equity ratio has improved acomylgi After using cash in operations in
the first quarter 2005, primarily due to the 200dpéoyee incentive compensation payments and a@epsan contribution, cash flow from
operations was a strong $8.9 million in the seaqmarter 2005 and $10.9 million in the third qua2@65. The cash balance as of the end of
the third quarter 2005, after funding capital exgiemes and a small acquisition, was $23.2 million.

Results of Operations

Third Quarter First Nine Months
Ended Ended

Sept 30, Oct. 1, Sept. 30, Oct. 1,
Millions, except per share data 2005 2004 2005 2004
Sales $ 135.¢ $ 125.¢ $ 400.¢ $ 380.
Operating Profi 5.8 5.7 19.7 20.¢
Net Income 3.9 3.4 13.7 13.¢
Diluted E.P.< $ 0.2C $ 0.1¢ $ 0.71 $ 0.77

Sales of $135.6 million in the third quar2®05 were 8% higher than sales of $125.8 milliothithird quarter 2004. Third quarter
2005 year-to-date sales were $400.6 million, a 58tth rate over sales in the third quarter 2004pi&knts for the James Webb Space
Telescope (JWST) were responsible for $0.8 milbbthe sales growth in the third quarter 2005 ab@. % million of the growth in the first
nine months of 2005 over the respective periodObv.

Demand from the magnetic and optical medieagfe, oil and gas and plastic tooling markets,rapaihers, strengthened during 2005.
New product sales have also contributed to thesgal@wvth in 2005. However, overall demand fromttdecommunications and computer :
automotive electronics markets, our two largestketar, was softer in the first nine months of 20@éntthe first nine months of last year wi
demand for defense applications softened during#ieend and third quarters of 2005.
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International sales, which include sales ffoneign operations as well as direct exports ftbmUnited States, were 32% of sales in the
third quarter 2005, down slightly from 33% in thérd quarter 2004. Third quarter yeardate international sales were $131.5 million in%®
and $127.3 million in 2004, a 3% growth rate. Dotieesales grew 10% in the third quarter 2005 olaerthird quarter 2004 and 6% in the
first nine months of 2005 over the first nine mandi 2004.

Our sales are affected by metal prices, as@és in precious metal prices and a significartiggoof changes in base metal prices
(primarily copper and nickel) are passed on toausts. Sales are also affected by foreign curremcihange rates, as changes in the dollar’s
value relative to other currencies will result miacrease or decrease in the translated valuereigh currency denominated sales. Precious
and base metal prices on average were higher diminfijrst nine months of 2005 as compared toitiséiine months of 2004. The higher
metal prices continued into the early portion & tburth quarter 2005. The dollar was slightly sger on average versus the applicable
currencies in the third quarter 2005 compared éatiird quarter 2004 but was weaker on a year-te-basis. We estimate that the
combination of these two factors accounted for apiprately $2.5 million of the sales growth in thérd quarter 2005 and $7.4 million of the
growth in the first nine months of 2005 over thenparable periods in the prior year.

The new sales order entry rate was lower ffades during the third quarter 2005 and for ths fiine months of the year. However, the
sales order entry rate in the third quarter wastfbkest since the second quarter 2004.

The gross margin was $25.9 million, or 199%alEs, in the third quarter 2005, compared to@&8llion, or 21% of sales, in the third
quarter 2004 as the gross margin declined $0.7omitlespite a $9.8 million increase in sales. Rerfirst nine months of the year, gross
margin was $83.6 million, or 21% of sales, in 2@@% $85.6 million, or 23% of sales, in 2004. Thghler sales volumes served to improve
margins by approximately $1.6 million in the thgdarter 2005 and $4.5 million in the first nine rtienof 2005 over the comparable periods
in 2004. Manufacturing overhead costs charged $0 @iosales were $1.6 million lower in the thirdagier 2005 and $1.9 million lower in the
first nine months of 2005 than in the comparablarygo periods. However, other factors, includhmgyproduct mix effect, production levels
and an increase in raw material costs, combineddoce margins by $3.9 million in the quarter aBd$nillion in the first nine months of
2005, more than offsetting the benefits from thghbr sales volumes and lower manufacturing overbesats. The change in product mix
between periods was negative, meaning that salegrimius higher-margin generating products decliwbde sales of lower-margin
generating products increased. Higher base matagmprimarily copper and nickel, could not besgalsthrough to customers in all cases due
to price contracts, pricing practices in the ingional markets and/or competitive pressures. Aigroof this exposure to copper prices was
hedged in the third quarter and the matured hedge&acts had a minor positive impact on margins.

Selling, general and administrative experiS€&&A) were $19.2 million, or 14% of sales, in tifrd quarter 2005, compared to
$18.8 million, or 15% of sales, in the third qua@2604. For the first nine months of the year, SG&penses were $56.9 million in 2005, a
modest decline of $0.1 million from the year agdquk As a percent of sales, expenses declined%b df sales in the first nine months of
2005 from 15% of sales in the first nine month2@®4. Incentive compensation expense was approgiynd2.5 million lower in the third
quarter 2005 than in the third quarter 2004 and $%llion lower in the first nine months of 2005ththe first nine months of 2004 due to the
lower performance against the plans’ objectivethéncurrent year. Expenses incurred by the fowidor subsidiaries of Brush International
Inc., one of our wholly owned subsidiaries, wered$@illion higher in the third quarter 2005 and3fnillion higher in the first nine months
of 2005 than the comparable periods in 2004 asultref increased sales and marketing efforts inom@rseas markets. The increase over the
first nine months of the year also included a $0iion unfavorable currency impact on the transhatof these expenses. Various domestic
sales-related expenses were also higher in thertuyear. Corporate administrative expenses inecehg $2.2 million in the third quarter
2005 over the third quarter 2004 and $3.4 millietthie first nine months of the year. The causesghigrincrease include compliance costs
with Section 404 of the Sarbanes-Oxley Act, legsaits as a result of the relative movement in thelleeserves between periods and other
corporate activities. The acquisition of OMC Scint
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Holdings Limited (OMC) by Williams Advanced Matelsanc. (WAM), one of our wholly owned subsidiariesrly in the second quarter
2005 added to SG&A expenses in the third quartdrtihe year.

Research and development expense (R&D) df ®dllion in the third quarter 2005 were unchangedn the year ago period. For the first
nine months of the year, R&D expense was $3.7 onilin 2005 and $3.5 million in 2004. R&D expensmaéed at approximately 1% of
sales in both the first nine months of 2005 and42@ur R&D efforts remain closely aligned with aunarketing and manufacturing operati
to develop new products and improve processes.

The major components of other-net expensénhfothird quarter and first nine months of 2008 2604 were as follows:

Income/(Expense)
Third Quarter First Nine Months
Ended Ended

Sept. 30, Oct. 1, Sept. 30, Oct. 1,
Millions, 2005 2004 2005 2004
Exchange gains (losse $ 0.2 $ (0.9 $ (1.9 $ (22
Directors deferred compensatic (0.7 0.3 0.2 (0.7)
Derivative ineffectivenes 0.4 (0.5 0.t (0.5
Write-off of deferred cost — — (0.6) —
Environmental reserv — 1.C — 1.C
Bad debts/allowance chan — (0.9 (0.2 (0.7)
Other items (0.9 (0.6) (1.5 (1.2
Total $ 0.2 $ (1.0 $ (39 $ @43

Exchange gains (losses) were caused by thvemment in the U.S. dollar’s value relative to tlheeog yen and pound sterling as well the
impact of matured hedge contracts. The differendbe valuation adjustment on the directors’ defg¢icompensation plan between periods is
primarily a function of the relative movements lire tmarket price of our common stock as our liaptlit the plan, and therefore expense,
increases as the price of the stock increasesd@tieative ineffectiveness resulted from changesénfair value of an outstanding interest
rate swap that does not qualify for the favoral@dde accounting treatment. The relative movemetitisfvaluation resulted in a $0.9 million
favorable change between the third quarter 2005 tenthird quarter 2004 and a $1.0 million favoeamlovement between the nine-month
periods of 2005 and 2004. We wrote-off $0.6 millafrdeferred financing costs associated with thiyeapayment of two term loans in the
first quarter 2005. These costs were scheduleé anortized through the fourth quarter 2008 hadahes not been paid off. In the third
quarter 2004, we recorded income of $1.0 milli@nfrthe reversal of an environmental reserve assatigith property sold in that period.
The buyer assumed the environmental remediatiogatiins for the property under the terms of thechase agreement. Other-net also
includes metal financing fees, gains and losseb®ulisposal of fixed assets, amortization of igthie assets, cash discounts and other non-
operating items.

We generated an operating profit of $5.8ianlin the third quarter 2005, a slight improvemieatn the profit of $5.7 million earned in
the third quarter 2004. For the first nine monththe year, operating profit was $19.7 million i85 and $20.8 million in 2004. The lower
operating profit in 2005 resulted primarily fromethinfavorable product mix effect, higher materits, especially copper, and other factors
more than offsetting the margin benefit on the bigtales and the lower expenses.

Interest expense was $1.6 million in thedtlyjuarter 2005 compared to $2.0 million in thedhjuarter 2004. For the first nine months of
the year, we reduced interest expense by $1.8mijlfrom $6.6 million in 2004 to $4.8 million in @B, primarily as a result of the lower le
of outstanding debt. We used portions of the casteated by operations over the second half of 20@4a portion of the proceeds from a
common stock offering in the third quarter 2004dduce borrowings under the revolving credit age®inand the subordinated term note in
the second half of 2004 and to pay off the ternesa the first quarter 2005.

12




Table of Contents

Balance sheet debt was $58.3 million at the entlethird quarter 2005 compared to $72.9 milliothatend of the third quarter 2004.

Income before income taxes was $4.2 milliothe third quarter 2005 and $3.8 million in thedlguarter 2004. For the first nine months
of the year, income before income taxes was $14IBmin 2005, an improvement of $0.5 million oviere $14.3 million earned in 2004.

A tax provision was not applied against tiheoime or loss before income taxes in the threenar@lmonth periods ending September 30,
2005 and October 1, 2004 for certain domestic angidgn taxes as a result of the deferred tax viainatilowance recorded in previous peri
in accordance with Statement No. 109, “Accountimglficome Taxes”, due to the uncertainty regardiigutilization of the deferred income
tax assets. The valuation allowance was reducéskttihg a portion of the net tax expense, in theltquarter and first nine months of both
2005 and 2004. The tax expense in each periodmessen the accompanying financial statements septs taxes related to various state
local jurisdictions and foreign taxes in Japan Simjapore. The tax expense in the third quarterfisstchine months of 2005 includes a
relatively minor amount for the alternative minimuax liability.

Net income was $3.9 million in the third q@ar2005 compared to net income of $3.4 milliomedrin the third quarter 2004. Net income
was $13.7 million in the first nine months of 20@%mpared to $13.8 million in the first nine monti2004. The number of shares used to
compute basic and diluted earning per share isehigh2005 than the comparable periods in 2004rasut of the common stock offering in
the third quarter 2004. Diluted earnings per shaee $0.20 in the third quarter 2005 and $0.7h@first nine months of 2005 compared to
$0.18 and $0.77 in the respective periods in 2004.

We aggregate our businesses into two redersggments — the Metal Systems Group and the Fliectronics Group. Beginning in
2005, Brush Resources Inc., a wholly owned suhsidiet manages our mining and milling operatiantltah, is included in the Metal
Systems Group while previously it was includedhia tAll Other” column in the segment reporting distawe made this change because we
believe that the operating issues affecting Brusbdrrces, the management of the operations aritbthef materials are more closely
aligned with the Metal Systems Group and this cbaagnore reflective of how the operations are nmanaged. The segment results for the
prior year comparisons have been restated to téfiecchange. Our parent company and other compavgenses, as well as the operating
results from BEM Services, Inc., a wholly ownedsdlary, are not part of either segment and rernmathe All Other column. BEM Services
charges a management fee for the services it preyjatimarily corporate, administrative and finahoversight, to our other businesses on a
cost-plus basis.

The differences in the operating results imithll Other between the respective periods presgtmtas primarily due to the higher corpol
administrative costs in 2005, differences in thiaion adjustments in the directors’ compensatilam and the interest rate swap as
previously described, the deferred financing cadtievwoff in 2005 and the gain from sale of property releal in 2004. Incentive compensat
expense for the corporate office was lower in 20GH in 2004.

Metal Systems Group

Third Quarter

First Nine Months

Ended Ended
Sept. 30, Oct. 1, Sept. 30, Oct. 1,
Millions 2005 2004 2005 2004
Sales $ 73.€ $ 76.7 $ 231.7 $ 229
Operating Profi $ 0.2 $ 0232 $ 6.2 $ 5.7
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The Metal Systems Group, the larger of owr teportable segments, consists of Alloy Produishnical Materials, Inc. (TMI),
Beryllium Products and Brush Resources. The folhgnéhart summarizes sales by business unit witldrivtetal Systems Group:

Third Quarter First Nine Months
Ended Ended

Sept. 30, Oct. 1, Sept. 30, Oct. 1,

Millions 2005 2004 2005 2004
Alloy Products $ 51t $ 48.¢ $ 155.1 $ 156.1
T™MI 11.€ 14.1 37.1 42 .4
Beryllium Products 8.C 9.C 33.¢ 26.€
Brush Resource 2.5 4.7 5.7 4.7
Total $ 73.¢ $ 76.7 $ 231.% $ 229.¢

Alloy Products manufactures two main prodaatilies — strip products and bulk products. Spipducts include precision strip and thin
diameter rod and wire copper and nickel beryllidlnys that are sold into the telecommunications emthputer, automotive and appliance
markets. Major applications for strip products ut# connectors, contacts, switches, relays anttsige Bulk products are copper and
nickel-based alloys manufactured in rod, tube eplaar and other customized forms that are sotdthe industrial component market, which
includes oil and gas, aerospace, plastic toolirgreavy equipment, as well as portions of the tetenunications and computer and other
markets. The majority of bulk products also contagényllium. Applications for bulk products inclugéastic mold tooling, bushings, bearings
and welding rods.

Sales by Alloy Products of $51.5 million hetthird quarter 2005 improved 5% from sales of.$48illion of sales in the third quarter
2004 while sales of $155.1 million in the first @imonths of 2005 were less than 1% lower than #alée year ago period. Strip product
sales volumes were relatively unchanged in thel tipirarter 2005 from the third quarter 2004 whilles&olumes for the first nine months of
2005 were down 8% from the comparable period iM2@ulk volumes, however, grew 13% in the third eia2005 over the third quarter
2004 and 14% in the first nine months of 2005 dkerfirst nine months of 2004. The decline in std@tes volumes was due to weaker
demand from the telecommunications and computekabass orders for materials used in telecommurinatifrastructure equipment were
down. The demand from the automotive electronicskatéhas been soft in 2005 as well. Price presduwes competitive (and non-beryllium-
containing) materials also have negatively impasteip sales. The growth in bulk products salesivas resulted from improved demand
from various key end-use applications and markets ding oil and gas, plastic tooling, aerospaoe welding rods. New products and
applications also contributed to the sales growitiuding sales of non-beryllium-based alloy systdor heavy equipment applications.

Sales of Alloy Products into China and Soisiha through Brush Internationalsubsidiary in Singapore grew 29% in the firsenimonths
of 2005 over the first nine months of 2004. Thievgth was offset by a slight decline in sales indpgrand a larger decline in domestic sales.

TMI manufactures specialty strip productsjuding clad inlay and overlay metals, precious base metal electroplated systems, elec
beam welded systems, contour profiled systems alderscoated systems. Applications for TMI produntdude connectors, contacts and
semiconductors. TMI's sales were $11.8 millionhe third quarter 2005 compared to $14.1 milliotthie third quarter 2004, a 16% decrease.
TMI's third quarter year-to-date sales of $37.1limnil in 2005 were 13% lower than sales of $42.4ianilin the first nine months of 2004,
with the inlay product line showing the largestiyeadate decline. Demand from the automotive m@ark®ll’ s largest market, was soft in 1
third quarter 2005, as it was in the previous qraibemand from the telecommunications and computeket, TMI's second largest market,
has shown signs of improvements in some areasgl@fii5, but overall demand remains down for the.\&a believe a portion of this
softness was due to a downstream inventory coomeciihe continued development of new disk drive applications has added to sales in
2005, and this application provides a long-termnghoopportunity for TMI in the telecommunicationsdacomputer market. Development
work on new products
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and applications that serve TMI's large existingkets as well as new emerging markets, includirergghand medical products, also had a
positive impact on sales in 2005, which helpedfiset a portion of the decline in sales of tradiabproducts.

Beryllium Products manufactures pure bergtliand beryllium aluminum alloys in rod, tube, shemd a variety of customized forms.
These materials have high stiffness and low desitytend to be premium priced due to this unigquehination of properties. Sales by
Beryllium Products were $8.0 million in the thirdarter 2005, a decline of 11% from sales of $9 Maniin the third quarter 2004, while
sales for the first nine months of the year of 838illion were 28% higher than sales of $26.6 miilin the year ago period. The increase in
sales in 2005 was due to the primary mirror shipsander the material supply contract for the JVWg8Jgram. While our obligations under
the original contract were completed in the seaqumarter 2005, we continued to ship additional niafefor this project in the third quarter
2005. Sales of other pure beryllium metal proddetsined in the third quarter 2005 from the thitchger 2004 after increasing slightly in the
first half of 2005 over 2004, while sales of beiyth aluminum alloys have been down all year, plytdue to delays and stretch-outs in a
variety of U.S. government defense programs. Agetqul, performance automotive sales were lowdrdriitst nine months of 2005 than the
first nine months of 2004.

Brush Resources produces beryllium hydropidimarily for use as a raw material input for otiner businesses. Brush Resources also
sells hydroxide to external customers. Externassaf beryllium hydroxide totaled $2.5 million imetthird quarter 2005, a decline of
$2.2 million from the third quarter 2004 while safer the first nine months of the year were $5ilfion in 2005 and $4.7 million in 2004.
We do not anticipate that there will be any sigraifit external sales of beryllium hydroxide in tharth quarter 2005.

The gross margin on Metal System Group sa&Es$14.6 million, or 20% of sales, in the thircager 2005 compared to $17.2 million, or
22% of sales, in the third quarter 2004. For th&t fiine months of the year, the gross margin vé&s4$million in 2005, or 23% of sales, and
$56.2 million, or 25% of sales, in 2004. The lowates volumes reduced margins by approximately @lll®n in the third quarter 2005
while the year-to-date sales increase generatebéprately an additional $0.7 million of margin e\2004. The change in product mix was
unfavorable between both the third quarter anditbenine months of 2005 and the respective pariod2004 and was a contributing facto
the reduced margin dollars and rates in 2005. iiifavorable product mix effect was evident by aidedn sales within Alloy strip products
of the higher beryllium containing and thereforghwr-priced alloys. A portion of the bulk produates growth was in the lower-priced and
therefore lower margin generating products. Thdigedn beryllium aluminum alloys within BerylliurRroducts also had a negative mix
effect on gross margins, but this was more thasebtby the favorable impact of the JWST saleséfitist half of the year. There was also an
unfavorable mix effect within TMI, partially due toefficiencies on developing new products. Thet cbgopper and nickel, key raw
materials used in the manufacture of numerous Mtalems Group products, increased during 200%. ifbreased cost could not be passed
through to Metal Systems’ customers in all casek as a result, reduced gross margins by an estih$it.5 million in the third quarter 2005
and $1.8 million in the first nine months of 2085ampared to the respective periods in 2004. Mantufing performance and production
levels within portions of the Metal Systems Growal fan unfavorable impact on margins as well. Mastufing overhead expenses were
lower in the third quarter 2005 and the first ninenths of 2005 versus the comparable periods id 20fsetting a portion of these margin
reductions.

The Metal Systems Group’s SG&A, R&D and Othet expenses totaled $14.3 million in the thirdrer 2005 and $16.9 million in the
third quarter 2004. As a percent of group salegerges declined to 20% in the third quarter 2008 22% in the third quarter 2004. For the
first nine months of the year, these expensesetdd 7.1 million, or 20% of sales, in 2005 and §54illion, or 22% of sales, in 2004. The
majority of the decline in expenses in both thedtlgjuarter and first nine months of 2005 was due decrease in incentive compensation.
Currency exchange losses were also lower in thewruyear, as were various administrative experidesse savings were offset in part by an
increase in the year-to-date selling and markegiggenses, which were largely international.

Operating profit for the Metal Systems Graugs $0.2 million for the third quarter 2005 and3s@uillion in the third quarter 2004 as
profits decreased only slightly on the $3.1 millgales decline. For the first nine
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months of the year, operating profit was $6.3 willin 2005 and $5.7 million in 2004. The profit impement for the first nine months was
due to the lower SG&A, R&D and Other-net expenasshe benefits from the higher sales volumes wene than offset by unfavorable
changes in product mix and higher base metal cOgtsrating profit was approximately 3% of salethia first nine months of both years.

Microelectronics Group

Third Quarter First Nine Months
Ended Ended
Sept. 30, Oct. 1, Sept. 30, Oct. 1,
Millions 2005 2004 2005 2004
Sales $ 61.€ $ 49 $ 168.¢ $ 150.t
Operating Profi $ 5.7 $ 3 $ 14.1 $ 14:

The Microelectronics Group consists of WAMIdlectronic Products. The following chart summesibusiness unit sales within the
Microelectronics Group:

Third Quarter First Nine Months
Ended Ended
Sept. 30, Oct. 1, Sept. 30, Oct. 1,
Millions 2005 2004 2005 2004
WAM $ 55.€ $ 41t $ 149.¢ $ 127.(
Electronic Product 6.3 7.t 19.2 23.t
Total $ 61.¢ $ 49.C $ 168.¢ $ 150t

WAM manufactures precious, nprecious and specialty metal products, includingovaleposition targets, frame lid assemblies, aled
precious metal preforms, high temperature brazemadt and ultra-fine wire. WAM’s sales of $55.6lon in the third quarter 2005 were
34% higher than the third quarter 2004 while safe149.6 million in the first nine months of 206&re 18% higher than sales in the first
nine months of 2004. The cost of the precious neati by WAM is passed through to its customers\a#M generates its margin on its
fabrication efforts and not on the particular metad. In both the third quarter 2005 and the fiise months of 2005, metal prices, on
average, were higher than in the respective pend@804, thereby increasing sales without a pribpaal flow through to margins.

Sales from WAM's Brewster, New York facilitgr giant magnetic resistance thin film and othgplecations within the magnetic and
optical data storage market accounted for a sicanti portion of the growth in WAM's sales in thétdhquarter and first nine months of 2005.
Sales of vapor deposition targets, WAM'’s largesdpict line, grew modestly in the second and thurdrter 2005 after declining in the first
quarter 2005 from the respective year ago perigdkes of preforms, frame lid assemblies, bondirrg and related products were
significantly higher in the third quarter 2005 thae third quarter 2004 after being down slightlyidg the first half of the year. A portion of
this improvement was due to stronger demand framwitineless handset market. Sales of these prothiotthe photonics market also
improved, in part due to the continued developnagct acceptance of our new products. Sales of dpealys, while still a relatively small
portion of WAM’s business, increased in both thiectlqjuarter and first nine months of 2005. Howeteese products are now facing severe
price competition. Sales for semiconductor applicet also contributed to the sales improvemenOidb2and we anticipate that this market
offers further growth opportunities.

Early in the second quarter 2005, WAM purete®MC of Limerick, Ireland for approximately $@llion. OMC provides physical
vapor deposition cleaning and reconditioning s&vito customers in Europe. OMC contributed to ticegiase in WAM's sales in the third
quarter 2005 and first nine months of 2005. Earlthie fourth quarter 2005, WAM acquired Thin Filrachnology, Inc. (TFT) for
$8.2 million in cash and the assumption of $1.2iamlof debt. TFT manufactures precision opticadtoags, photo lithography, thin film
hybrid circuits and specialized thin film coating$:T had been a vendor for WAM and, as such, had krking closely with WAM on the
manufacture and development of new products.
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Electronic Products includes Brush CeramadBcts Inc. and Zentrix Technologies Inc., two vijholvned subsidiaries. These operations
produce beryllia ceramics, electronic packagescineditry for sale into the telecommunications aodnputer, medical, electronics,
automotive and defense markets. Sales from EldctRnoducts were $6.3 million in the third qua2&05 versus $7.5 million in the third
quarter 2004. For the first nine months of the ysales of $19.3 million were 17% lower in 2005rtlathe comparable period in 2004. Sales
of beryllia ceramics, a mature product line withited growth opportunities, were 29% lower in thied quarter 2005 than the third quarter
2004 and accounted for the majority of the dedlnElectronic Products’ sales in that period. Besyteramic sales were also down 17% for
the first nine months of the year. Sales of elettrpackages to the telecommunications and compudeket in the third quarter 2005
continued to be lower than the year ago periodshigping rates improved over the first two quarfthis year. Sales to the automotive
market were lower in the first nine months of 2@&n in the first nine months of 2004 as well. Sakcircuitry, one of our smaller product
lines, increased in the third quarter 2005 andStetember year-to-date sales have grown 18% oer. 20

The gross margin on Microelectronic Grougesabas $11.7 million in the third quarter 2005 meréase of $2.0 million over the gross
margin earned in the third quarter 2004. For ths fiine months of the year, the gross margin v@ds3bmillion in 2005 and $30.6 million of
sales, in 2004. In both the third quarter and filee months of 2005, the gross margin was 19%lefs a decline of one percentage point
from the respective periods in 2004. The $2.0 orillinargin growth in the third quarter 2005 was prritty due to the additional sales volur
The higher sales volumes in the first nine monftthi® year also generated additional margins. Heneghese benefits were offset in part in
both the third quarter and nine-month period byuhfavorable change in product mix. Sales intoahi®motive market, which typically
generate higher margins, declined in 2005. Prodiigth as vapor deposition targets face increasimpetitive price pressures in the market
place while the margins on new products may be fomigally as manufacturing processes are beirfindd and improved. An unfavorable
inventory valuation adjustment was recorded infitts¢ quarter 2005 further reducing the gross masgn that period. Manufacturing
overhead costs were $0.3 million lower in the tlojurter 2005 than the third quarter 2004 but vessentially unchanged for the first nine
months of the year.

The Microelectronic Group’s SG&A, R&D and @thnet expenses were $6.0 million in the third tgra2005, an increase of $0.2 million
over the third quarter 2004 expense. Expense$éofitst nine months of the year were $17.2 millior2005 and $16.4 million in 2004.
Expenses declined to 10% of sales in the first moaths of 2005 from 11% of sales in 2004. The &tigpn of OMC added $0.4 million to
SG&A expenses in the third quarter and $0.7 milfimnthe first nine months of 2005. In additionthe impact of expenses from OMC,
expenses were higher as a result of a small inelieasther administrative expenses and miscellamether-net expense items, which were
partially offset by a slight decline in the incemticompensation expense.

Operating profit from the Microelectronic Gwas $5.7 million in the third quarter 2005, empiovement of $1.8 million over the third
quarter 2004. For the first nine months of the yeperating profit was $14.1 million, or 8% of gmsiales, in 2005 and $14.2 million, or 9%
of group sales, in 2004.

Legal

One of our subsidiaries, Brush Wellman ligcg defendant in proceedings in various statefeaheral courts brought by plaintiffs alleging
that they have contracted chronic beryllium diseasather lung conditions as a result of exposarearyllium. Plaintiffs in beryllium cases
seek recovery under negligence and various otlgal theories and seek compensatory and punitiveagas) in many cases of an unspecified
sum. Spouses, if any, claim loss of consortium.
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The following table summarizes the associatiity with beryllium cases.

Quarter Ended

Sept. 30, 2005 July 1, 2005
Total cases pendir 15 16
Total plaintiffs 60 61
Number of claims (plaintiffs) filed during perioti@éed 0(0) 1(2)
Number of claims (plaintiffs) settled during perieddec 1(2) 0(0)
Aggregate cost of settlements during period endedafs in thousands $ 0 $ 2
Number of claims (plaintiffs) otherwise dismiss 0(0) 1(2)
Number of claims (plaintiffs) voluntarily withdraw 0(0) 0(0)

Settlement payment and dismissal for a singé® may not occur in the same period.

Additional beryllium claims may arise. Managent believes that we have substantial defenséege cases and intends to contest the
suits vigorously. Employee cases, in which plaistifave a high burden of proof, have historicallyalved relatively small losses to us.
Third-party plaintiffs (typically employees of costers or contractors) face a lower burden of ptieah do employees or former employees,
but these cases are generally covered by varyugdsl®f insurance. A reserve was recorded for bamllitigation of $2.2 million at
September 30, 2005 and $1.9 million at DecembeR304. A receivable of $2.3 million was recorde®aptember 30, 2005, unchanged f
December 31, 2004, from our insurance carriergesveries for insured claims. An additional $0.4lion was reserved at both
September 30, 2005 and December 31, 2004 for iesoigs related to claims still outstanding as agltlaims for which partial payments
have been received.

Although it is not possible to predict theaame of the litigation pending against us andsubssidiaries, we provide for costs related to
these matters when a loss is probable and the arisorgasonably estimable. Litigation is subjecti@any uncertainties, and it is possible that
some of these actions could be decided unfavoriatdynounts exceeding our reserves. An unfavoralieome or settlement of a pending
beryllium case or additional adverse media covecagdd encourage the commencement of additiondlasifitigation. We are unable to
estimate our potential exposure to unasserted slaim

While we are unable to predict the outcomthefcurrent or future beryllium proceedings, bagedn currently known facts and assuming
collectibility of insurance, we do not believe thesolution of these proceedings will have a matexriverse effect on our financial condition
or cash flow. However, our results of operationsldde materially affected by unfavorable resuiteme or more of these cases. As of
September 30, 2005, four purported class actioms pending.

Regulatory Matters. Standards for exposure to beryllium are under vewig the United States Occupational Safety andtHeal
Administration, and by other governmental and ge\standard-setting organizations. One resultegeaireviews will likely be more stringent
worker safety standards. More stringent standags affect buying decisions by the users of bergilicontaining products. If the standards
are made more stringent or our customers decidediace their use of beryllium-containing produots, operating results, liquidity and
capital resources could be materially adverselyca#d. The extent of the adverse effect would dépernthe nature and extent of the changes
to the standards, the cost and ability to meeh#wve standards, the extent of any reduction in costaise and other factors that cannot be
estimated.

Financial Position

Net cash provided from operating activitiessv1.6 million in the first nine months of 2005n&$ income and the benefits of depreciation
and amortization offset the net unfavorable chamg@srking capital items, including increases ta@unts receivable and inventory,
payment of the employee incentive compensatio2® and a contribution to the domestic definedeliepension plan. Cash provided fr
operations totaled $10.9 million in the third qear2005 and $8.9 million in the second quarter 208Be
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cash used in operations was $18.2 million in thet fjuarter 2005. Cash balances stood at $23.bmdlt the end of the third quarter 2005, a
decrease of $26.5 million from the prior year-eeatash was used to reduce debt and fund capitahdkpres.

Accounts receivable balance was $67.5 miliibthe end of the third quarter 2005, an incred$8.3 million during the first nine months
of 2005. This increase was due in large part tditgker sales as sales in the third quarter 2008 W&% higher than sales in the fourth
quarter 2004. The days sales outstanding (DSOgasure of the average time to collect receivablesjned slightly from the fourth quarter
2004 level. Accounts written off to bad debt expgetataled $0.2 million in the first nine months26f05 compared to $0.7 million in the first
nine months of 2004.

Inventories increased by $4.5 million, or 5%aring the first nine months of 2005 in part tpgort the higher sales level. However, the
inventory turnover ratio, a measure of how quidklyentory is sold on average, improved from the ehldst year. The majority of the
increase in the first-in, first-out (FIFO) invenyoralue during 2005 was in the Metal Systems Grouiphin Metal Systems, Alloy Products’
pounds in inventory were relatively unchanged dyithre first nine months of 2005, but inventory rehifts and higher raw material costs
caused an increase in the inventory value. Theddlectronic Group’s inventories increased 2% frararyend 2004.

Capital expenditures for property, plant andipment totaled $9.1 million in the first nine milos of 2005 as capital spending remained
below the level of depreciation. Spending in thedtijuarter 2005 was $4.2 million, the highest tgerly total since the third quarter 2001.
The Metal Systems Group accounted for just overdfahe spending in the current year. Spendindpiwithe ElImore, Ohio facility, which
supports all of the businesses within the Metat&ys Group, was $2.7 million in the first nine munof the year. Within the Microelectro
Group, spending on equipment and other capitalstatithe various WAM facilities totaled $3.5 mitlioln addition to the $9.1 million of
capital spending, we purchased assets for $0.4bmilised by the Microelectronic Group that previpwegere held under an operating lease.
We also purchased the stock of OMC for approxingekdlO million in cash in the second quarter 200% preliminary goodwill assigned as
a result of the OMC purchase totaled $2.8 million.

Other liabilities and accrued items decligd®.0 million largely as a result of the paymenthie first quarter 2005 of the incentive
compensation earned by employees in 2004 and andiBi@n contribution to the domestic defined bahpension plan also in the first quar
2005. Offsetting a portion of this decline in otfiabilities and accruals were increases in thewads for the 2005 incentive compensation
plans and changes in other miscellaneous accrisides.

Unearned revenue, which is a liability représg products invoiced to customers but not stippvas $7.8 million at December 31, 2004
and zero as of September 30, 2005. The majoritgeprior year end balance related to the JWSTeptoj

Other long-term liabilities of $9.3 milliors @f the end of the third quarter 2005 were $1 lionilower than at the prior year-end. This
decline was due to changes in the fair value aldéve financial instruments, primarily an intereste swap, net of a slight increase in the
accrued legal reserves. The retirement and @ogttoyment obligation balance was $56.8 milliothatend of the third quarter 2005 compi
to $49.7 million at December 31, 2004. This balammesents the long-term liability under our doticedefined benefit pension plan, the
retiree medical plan and other retirement planspoat-employment obligations. The major causetferincreased liability was a
remeasurement of the pension plan as a resulplaieamendment.

Total balance sheet debt of $58.3 milliothatend of the third quarter 2005 was $14.2 millmmer than at December 31, 2004. We
repaid two term notes totaling $18.6 million durihg first quarter 2005 that were originally scheduo be paid off in installments through
2008. We retain the ability to re-borrow these findder the revolving credit agreement up to anslimited by the original term notes’
amortization schedules. The notes were repaid earhg the cash balances on hand in order to redteest expense going forward. As of
September 30, 2005, short-term debt totaled $1@l®m which included foreign currency denominatedns and a gold-denominated loan.
During the third quarter 2005, we secured a new éne of
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credit to finance a portion our euro-based as3éts.current portion of long-term debt totaled $®iion and long-term debt totaled

$40.9 million at the end of the third quarter 200F amended portions of our revolving credit agreenin the third quarter 2005. Among
other items, the covenant that limits the dollaoant of eligible acquisitions was revised to allgweater flexibility. We were in compliance
with all of our debt covenants as of the end oftttiel quarter 2005.

We received $0.4 million for the exerciseapproximately 29,000 options to purchase sharesio€ommon stock during the first nine
months of 2005.

Total shareholders’ equity increased from&20nillion at the beginning of the first quart&0b to $216.3 million at the end of the third
quarter 2005. The increase was due primarily toehensive income of $7.9 million, which includet mcome and the valuation
adjustments associated with the minimum pensidailitiaand derivative financial instruments (seet&l€ to the Consolidated Financial
Statements), and the exercise of options.

The balance outstanding under the off-balaheet precious metal consigned inventory arrangtmecreased $15.5 million during the
first nine months of 2005, which was mainly duénigher volumes of metal on hand as the impact afges in prices between the end of the
third quarter 2005 and year-end 2004 was approxiyn&2.5 million. During 2005, we negotiated a ngmecious metal consigned inventory
agreement that increased the capacity and allowreattier more favorable terms.

There have been no substantive changes suthenary of contractual payments under long-terbt dgreements, operating leases and
material purchase commitments as of September08% 2om the year-end 2004 totals as disclosedage 23 of our annual report to
shareholders for the period ended December 31,. 20@summary in the 2004 annual report includedetirly repayment of the term loans
as part of the contractual payments due in 2005.

Net cash provided from operations was $11illfom in the first nine months of 2004 as the metome and benefits of depreciation more
than offset the increases in various working cafigans, primarily receivables and inventory. Reabies grew $17.5 million due to the
higher sales volume in the quarter and a slightiwser DSO. The slower DSO was due in part to tlewvin in international sales, which
typically take longer to collect. Total inventorieereased $9.1 million in the first nine month2604, although the inventory turnover pel
improved. The majority of the inventory increasesvirathe Metal Systems Group, with a portion ot thaentory build in support of the
planned shipments under the JWST program. Capifereditures totaled $5.1 million for the first thrguarters of 2004, as the quarterly
spending remained under $2.0 million for the sevewsinsecutive quarter. Accounts payable and oidieilities and accrued items declined
$1.7 million in the first nine months of 2004. Uneed revenue, associated primarily with the JWSg@m, was $6.5 million at the end of
the third quarter 2004 compared to zero at theoér203.

We completed a stock offering of 2.3 millisimares in the third quarter 2004. The net procesdtis, deducting fees, were $38.7 million.
The majority of the funds were used to pay dowrt detth the remainder held as cash to be useddoeral corporate purposes. Balance
debt totaled $72.9 million at the end of the thgedarter 2004, a decline of $26.3 million during finst nine months of that year. The cash
balance stood at $27.0 million at the end of thwelthuarter 2004, an increase of $21.9 million sittee end of 2003 as a result of the cash
flow from operations and proceeds from the shaferiofy reduced in part by the capital expendituned repayment of debt.

We believe funds from operations and thelalsbd borrowing capacity are adequate to suppataing requirements, capital
expenditures, projected pension plan contributipogential acquisitions and environmental remediaprojects. Our debt-to-total capital
ratio improved during the first nine months of 200 had approximately $74.3 million of availabtertowing capacity under the existing
lines of credit as of September 30, 2005.

Critical Accounting Policies

Pension:We amended our domestic defined benefit plan irb206e amendment, which revised the benefit pafjavatula for the
majority of the participants among other changess deemed to be a
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significant event in accordance with Statement®1.“Employers’ Accounting for Pensions” and thargs assets and liabilities were
remeasured accordingly. The remeasurement resalgedharge of $11.1 million to other comprehensnc®me in the second quarter 2005.
The remeasurement also reduced the 2005 estimatediaexpense of the domestic defined benefit f&#8.1 million from $4.8 million as
previously estimated. As part of the remeasurempetess, management reviewed the discount ratectegbrate of return and other
valuation assumptions and made revisions as wadant

Deferred Taxes:A valuation allowance was initially recorded agaitblemestic and certain foreign deferred tax aseetse fourth quarter
2002 as a result of our then recent cumulativeelsthe valuation allowance was adjusted in 20032804 and charged or credited to
income or other comprehensive income as appropfi&ie valuation allowance was reduced in the finsé months of 2005, offsetting a
portion of the tax expense that would have beeordsd against pre-tax income. In subsequent pevibeas we generate pre-tax income, a
federal tax expense will not be recorded to themxhat the remaining valuation allowance candeziuo offset that expense. Once a
consistent pattern of pre-tax income is establigiraather events occur that indicate that the defetax assets will be realized, additional
portions or all of the remaining eligible valuatiatiowance may be reversed back to income, depgngion the facts and circumstances at
that time. As of the end of the third quarter 20D&, deferred tax valuation allowance was approteiga20.6 million, including $7.2 million
that originally was charged against other comprsivenincome within shareholders’ equity. Shouldgeaerate pre-tax losses in subsequent
periods, a tax benefit will not be recorded andvleation allowance will be increased. Despitevthkeiation allowance, we retain the ability
to utilize the benefits of the domestic loss cdoywards and other deferred tax assets on futurectarns.

For additional information regarding thesd ather critical accounting policies, please rééepages 24 to 26 of our annual report to
shareholders for the period ended December 31,.2004

Market Risk Disclosures

We are exposed to movements in base metagmprimarily copper. Copper prices remained cuigl and in fact continued to increase
during the first nine months of 2005. We cover jpms of this exposure by passing the change ireprilsrough to our customers. Beginning
in 2005, we also entered into derivative contréxtsedge against further adverse movements in cqgjmes for a portion of our estimated
exposure. We recorded hedge gains on matured coppeacts of an immaterial amount in compliancénitatement No. 133 in the second
and third quarters of 2005. While these gains otisgortion of the higher copper cost, the net leeldmgpst in 2005 remains above the 2004
average cost.

For additional information regarding markisks, please refer to pages 26 and 27 of our amepatt to shareholders for the period ended
December 31, 2004.

Outlook

Demand from portions of the telecommunicatiand computer market has been soft in 2005. Hayesxebelieve that the actual growth
rate in this market is greater than what we aregg&pcing and this inconsistency may be due tovansupply of our materials in downstre
inventories. As this over-supply is worked off, derd for our products may improve.

The automotive market demand has been we2@06. In addition, early in the fourth quarter 20Delphi Corporation, the largest
U.S. supplier of automotive parts, filed for bargtiey protection. Delphi is a customer of businesgiésin both the Metal Systems Group and
the Microelectronics Group. Various other custontérsurs also sell to Delphi. We do not know whra impact of Delphi’s bankruptcy
filing will have on the automotive market, our seddargest market, in general or our sales to timeparticular in the coming quarters.

Demand for defense applications has alseseft and the outlook is mixed; applications aradpdelayed, but typically not cancelled, as
defense funds are being diverted from the tactipglications that utilize our materials in ordestgpport the current military operations in
Middle East.
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The softness in these markets is being offsatlarge extent by improved demand in othersariegluding magnetic and optical data
storage, oil and gas and plastic tooling. We atstinue to make progress in developing new prodametsapplications; qualification of new
materials or applications can be a time consuminggss given the technical nature and complexith@fapplications for our products, but
the growth in these applications has had a poditifleence on our sales. The TFT acquisition wil/e a minor impact only on sales in the
fourth quarter. As previously indicated, the saleder entry rate in the third quarter 2005 wasttighest since the second quarter 2004. As a
result, we our estimating that our sales in thetfoquarter 2005 may be in the range of $125.0L&030 million, which would be 8% to 12%
higher than the fourth quarter 2004.

Margins and profitability may continue to ln@mpered somewhat to the extent that copper ard wthterial costs remain high and that
higher cost cannot be passed through to the custonieedged at an acceptable level. Copper codtsiadhe fourth quarter were
significantly higher than a year ago. In additithe lower margins from the unfavorable change adpct mix could potentially continue as
well, as we face stiff price competition in manyoafr markets. Other cost pressures, in particidtural gas and other energy costs, may
continue to have a negative impact on margins aofitability. Rates for natural gas have increaalrdady and are slated to increase
significantly in many portions of the country dugithe fourth quarter. We have agreements thah&xptice of natural gas at various facilities
that will help to temporarily mitigate the impadttbese increases. However, we anticipate costdwihigher in the fourth quarter and even
higher in the first quarter 2006.

Portions of our businesses are implementiigg pincreases and/or have implemented an energhauge in order to help recover these
higher costs. We will continue our efforts to impeamanufacturing yields and efficiencies and impabtost control measures and practices
to minimize the impact of these pressures on opeese levels. We will continue to use lean manufarg and six sigma techniques to assist
in these efforts.

By terms of our debt agreement, the $30.0ianisubordinated debt is pre-payable beginninDéeember 2005 and we are evaluating the
cost and benefits of pre-paying the debt in 200&t@ome point in the future. Pre-payment of tleiistdvould result in the write-off of
approximately $2.1 million of deferred financingst®and the payment of a pre-payment penalty & $illion. Should we choose not to pre-
pay this debt, the penalty declines over time. Jitgordinated debt carries a high interest raterardest savings would be generated in 2006
and beyond by using existing cash and/or lower lsogbwings under the revolving credit agreemeryéyp off the debt.

We also continue to analyze our deferredsamation allowance position. Given our recent gy history and our current general
outlook, it is possible that we may reverse podiofithe allowance back to income in excess oatheunt required to net against the fourth
guarter 2005 tax expense. If that were to happenainount of the valuation allowance availablegadyersed in the first three quarters of
2006 would be reduced, which could then resultliigher tax expense in those periods as compartmbtiirst three quarters of 2005.

Forward-Looking Statements

Portions of the narrative set forth in thissdment that are not statements of historical oreot facts are forward-looking statements. Our
actual future performance may materially diffemfrthat contemplated by the forward-looking statet:@s a result of a variety of factors.
These factors include, in addition to those memtibalsewhere herein:

« The global economy

* The condition of the markets which we serve, whetledined geographically or by segment, with thgammarket segments being
telecommunications and computer, automotive ela@isp magnetic and optical data storage, aerospatelefense, industrial
components and applianc

» Changes in product mix and the financial conditbeustomers
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» Our success in developing and introducing new prtsdand application:
« Our success in implementing our strategic plansthadimely and successful completion of any cépitajects;
« The availability of adequate lines of credit and #ssociated interest rat

« Other financial factors, including cost and avallgbof materials, tax rates, exchange rates, [neosts, energy costs, regulatory
compliance costs, and the cost and availabilitysfirance

» The uncertainties related to the impact of war t@nbrist activities
» Changes in government regulatory requirements lemeénactment of new legislation that impacts oligations; and

* The conclusion of pending litigation matters in@ckance with our expectation that there will bemeterial adverse effect
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Item 3. Quantitative and Qualitative Disclosure about Marke Risk

For information regarding the Company’s neanksks, please refer to pages 26 and 27 of tmepa@ay’s annual report to shareholders for
the period ended December 31, 2004.

ltem 4. Controls and Procedures

We carried out an evaluation under the stigien and with participation of management, inahgdthe Chief Executive Officer and Ch
Financial Officer, of the effectiveness of the desand operation of our disclosure controls andgulares as of September 30, 2005 pursuant
to Rule 13a-15(b) under the Securities ExchangeoAtB34, as amended. Based upon that evaluatisrmanagement, including the Chief
Executive Officer and Chief Financial Officer, cduded that our disclosure controls and procedue® wffective as of the evaluation date.

There have been no changes in our interndtals over financial reporting identified in cormtien with the evaluation required by
Rule 13a-15 under the Securities Exchange Act 8f18s amended, that occurred during the quartlece8eptember 30, 2005 that have
materially affected, or are reasonably likely totenglly affect, our internal control over finantiaporting.

Management’s assessment on our internal@amier financial reporting is contained in the Bef Management on Internal Control
over Financial Reporting on page 29 in our annepbrt to shareholders for the year ended Decenthe&t(®4.

PART Il OTHER INFORMATION

Item 1. Legal Proceedings

The Company and its subsidiaries are sulijexh time to time, to a variety of civil and adnstrative proceedings arising out of our
normal operations, including, without limitatiomopluct liability claims, health, safety and envinoental claims and employment-related
actions. Among such proceedings are the casesiloeddrelow.

Beryllium Claims

As of September 30, 2005, our subsidiarysBiWellman Inc., was a defendant in 15 proceedimgarious state and federal courts
brought by plaintiffs alleging that they have cacted, or have been placed at risk of contracthmnic beryllium disease or other lung
conditions as a result of exposure to berylliunaifRiffs in beryllium cases seek recovery underligegce and various other legal theories
seek compensatory and punitive damages, in mamg cdsan unspecified sum. Spouses of some plaimiffim loss of consortium.

During the third quarter of 2005, the numbgberyllium cases decreased from 16 (involvingpintiffs) as of July 1, 2005 to 15 cases
(involving 60 plaintiffs) as of September 30, 200&iring the third quarter, one third party casedgiming one plaintiff) that had previously
been reported as settled, was dismissed by thé. cour

The 15 pending beryllium cases as of Septe@be2005 fall into two categories: 11 cases iavg third-party individual plaintiffs, with
19 individuals (and six spouses who have filednataas part of their spouse’s case and two childtemhave filed claims as part of their
parent’s case); and four purported class actiong|ving 33 plaintiffs, as discussed more fullydag! Claims brought by third party plaintiffs
(typically employees of our customers or contragjtare generally covered by varying levels of iasge.

The first purported class action is ManuefkiMzet al. v. Brush Wellman Inc., filed in Superior Court céi€ornia, Los Angeles County,
case number BC299055, on July 15, 2003. The nataéttifis are Manuel Marin, Lisa Marin, Garfield g and Susan Perry. The
defendants are Brush Wellman, Appanaitis Enterprie., and Doe Defendants 1 through 100. A Rirsended Complaint was filed on
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September 15, 2004, naming five additional pldisitif he five additional named plaintiffs are RobEnbmas, Darnell White, Leonard
Joffrion, James Jones and John Kesselring. Thatiffaiallege that they have been sensitized tglliem while employed at the Boeing
Company. The plaintiffs’ wives claim loss of contsam. The plaintiffs purport to represent two cles®f approximately 250 members each,
one consisting of workers who worked at Boeing®predecessors and are beryllium sensitized andttier consisting of their spouses.
They have brought claims for negligence, stridtility — design defect, strict liability — failut® warn, fraudulent concealment, breach of
implied warranties, and unfair business practigée plaintiffs seek injunctive relief, medical mtmring, medical and health care provider
reimbursement, attorneys’ fees and costs, revatafibusiness license, and compensatory and pardéwnages. Messrs. Marin, Perry,
Thomas, White, Joffrion, Jones and Kesselring smrecurrent and past employees of Boeing in Galéig and Ms. Marin and Ms. Perry are
spouses. Defendant Appanaitis Enterprises, Inc.digasissed on May 5, 2005.

The second purported class action is NeddPgat al. v. Brush Wellman Inc., filed in Superior Court aflton County, State of Georgia,
case number 2004CV80827, on January 29, 2004. 3$ewas removed to the U.S. District Court forNleethern District of Georgia, case
number 04-CV-606, on May 4, 2004. The named plésndire Neal Parker, Wilbert Carlton, Stephen KiRgy Burns, Deborah Watkins,
Leonard Ponder, Barbara King and Patricia Burng. défendants are Brush Wellman; Schmiede Machid€l'anl Corporation;
Thyssenkrupp Materials NA Inc., d/b/a Copper andsBrSales; Axsys Technologies, Inc.; Alcoa, IneClsinn Aerospace Machining
Corporation; Cobb Tool, Inc.; and Lockheed Martior@ration. Messrs. Parker, Carlton, King and Buand Ms. Watkins are current
employees of Lockheed. Mr. Ponder is a retired eyg®, and Ms. King and Ms. Burns are family membEng plaintiffs have brought
claims for negligence, strict liability, fraudulestincealment, civil conspiracy and punitive damagée plaintiffs seek a permanent
injunction requiring the defendants to fund a caupervised medical monitoring program, attornégss and punitive damages. On
March 29, 2005, the Court entered an order dirgqtiaintiffs to amend their pleading to segregatetbose plaintiffs who have endured only
subclinical, cellular, and subcellular effects frtmse who have sustained actionable tort injueed, that following such amendment, the
Court will enter an order dismissing the claimseatesl by the former subset of claimants; dismis§lognt | of the Complaint, which sought
the creation of a medical monitoring fund; and dgsimg the claims against defendant Axsys Techneslgc. On April 20, 2005, the
plaintiffs filed a Substituted Amended Complaint Ramages, contending that each of the eight nataéatiffs and the individuals listed on
the attachment to the original Complaint, and ezfdhe putative class members have sustained pargguaries; however, they allege that
they identified five individuals whose injuries lamanifested themselves such that they have beectele by physical examination and/or
laboratory test.

The third purported class action is George &aal. v. Brush Engineered Materials Inet,al. , filed in the U.S. District Court for the
Southern District of Mississippi, case number 1:08@7, on June 30, 2004. The named plaintiffs arer@ePaz, Barbara Faciane, Joe Le
Donald Jones, Ernest Bryan, Gregory Condiff, K&tadiff, Odie Ladner, Henry Polk, Roy Tootle, WAlfh Stewart, Margaret Ann Harris,
Judith Lemon, Theresa Ladner and Yolanda Paz. €fendants are Brush Engineered Materials Inc.;BWisliman Inc.; Wes®el Inc.; anc
the Boeing Company. Plaintiffs seek the establisitoéa medical monitoring trust fund as a res@tiheir alleged exposure to products
containing beryllium, attorneys’ fees and expenaad,general and equitable relief. The plaintifisgort to sue on behalf of a class of present
or former Defense Contract Management Administrafl@CMA) employees who conducted quality assuramaek at Stennis Space Center
and the Boeing Company at its facility in CanogekP@alifornia; present and former employees ofiBgat Stennis; and spouses and
children of those individuals. Messrs. Paz and lseavid Ms. Faciane represent current and former D@Rployees at Stennis. Mr. Jones
represents DCMA employees at Canoga Park. MessyanBCondiff, Ladner, Polk, Tootle and Stewart &l Condiff represent Boeing
employees at Stennis. Ms. Harris, Ms. Lemon, Mslnest and Ms. Paz are family members. The Compéexy & Motion to Dismiss on
September 28, 2004, which was granted and judgmasientered on January 11, 2005; however, thetiflaihave filed an appeal.

The fourth purported class action is Garyhmly v. Brush Wellman Incet al. , filed in the Court of Common Pleas of Philadetphi
County, Pennsylvania, case number 01718, on Mar2b(b. The case was
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removed to the U.S. District Court for the Easterstrict of Pennsylvania, case number 05-CV-1202March 14, 2005. The only named
plaintiff is Gary Anthony. The defendants are Brigkliman Inc., Gary Kowalski, and Dickinson & Asgates Manufacturers
Representatives. The plaintiff purports to sue enalf of a class of current and former employeab®fU.S. Gauge facility in Sellersville,
Pennsylvania who have ever been exposed to baryftim a period of at least one month while emplogetd.S. Gauge. The plaintiff has
brought claims for negligence. Plaintiff seeks éstablishment of a medical monitoring trust furastof publication of approved guidelines
and procedures for medical screening and monitafrige class, attorneys’ fees and expenses.

Other Claims

One of the Company’s subsidiaries, WilliantvaAnced Materials, Inc. (WAM) is a party to patktngation with Target Technology
Company, LLC (Target). In first actions filed in Ap2003 by WAM against Target in the U.S. Distri@burt, Western District of New York,
consolidated under case number 03-CV-0276A (SR)MNWas asked the Court for a judgment declaringageiarget patents as invalid
and/or unenforceable and awarding WAM damageslaterd cases. Target has counterclaimed allegimmpgément and seeking a judgment
for infringement, an injunction against furtherrinffement and damages for past infringement. Oruaug, 2005, the U.S. Court of Appeals
for the Federal Circuit, case number 04-1602, raffid the District Court’s decision denying Willianmbtion to enjoin Target from suing and
threatening to sue Williams’ customers. The caserbeerted for further proceedings to the Dist@ourt, which has dismissed, without
prejudice to their refiling, all other pending nmts. In September 2004, Target filed a separaierefdr patent infringement in U.S. District
Court, Central District of California, case numis#C04-1083 DOC (MLGXx), which action named as degerts, among others, WAM and
WAM customers who purchase certain WAM alloys uisetthe production of DVDs. In the California actjorarget alleges that the patent at
issue, which is related to the patents at issutleariNew York action, protects the use of certadivesialloys to make the semeflective layer il
DVDs, and that in DVD-9s, a metal film is appliedthe semi-reflective layer by a sputtering process that raw material for the procedure
is called a sputtering target. Target alleges\tatM manufactures and sells sputtering targets nmddesilver alloy to DVD manufacturers
with knowledge that these targets are used byugsomers to manufacture the semi-reflective layer DVD-9. In that action, Target seeks
judgment that its patent is valid and that it imganfringed by the defendants, an injunction panently restraining the defendants, dam:
adequate to compensate plaintiff for the infringamereble damages, and attorneys’ fees and costs.

ltem 6. Exhibits

(a) Exhibits
11 Statement re computation of per share earning=i(ék Exhibit 11 to Part | of this repc
31.1 Rule 13i-14(a) Certificatior
31.2 Rule 13i-14(a) Certificatior
32.1 Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarl-Oxley Act of 200z
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SIGNATURES

Pursuant to the requirements of the Securities Exange Act of 1934, the registrant has duly causedithreport to be signed on its
behalf by the undersigned thereunto duly authorized

BRUSH ENGINEERED MATERIALS INC

Dated: November 1, 20(
/s/ John D. Gramp

John D. Grampa
Vice President Finance
and Chief Financial Officer
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Exhibit 11

Brush Engineered Materials Inc. and Subsidiaries
Computation of Per Share Earnings

Third Quarter Ended Nine Months Ended
Sept. 30, 200" Oct. 1, 2004 Sept. 30, 200" Oct. 1, 2004
Basic:
Average shares outstandi 19,227,08 18,936,64 19,216,28 17,414,09
Net Income $ 3,908,001 $  3,431,00 $ 13,725,00 $ 13,755,00
Per share amoul $ 0.2( $ 0.1¢ $ 0.71 $ 0.7¢
Diluted:
Average shares outstandi 19,227,08 18,936,64 19,216,28 17,414,09
Dilutive stock securities based on the treasury
stock method using average market p 145,30! 372,05: 155,29¢ 342,56.
Totals 19,372,38 19,308,69 19,371,58 17,756,65
Net Income $ 3,908,001 $  3,431,00 $ 13,725,00 $ 13,755,00
Per share amou $ 0.2C $ 0.1¢ $ 0.71 $ 0.77







Exhibit 31.1
CERTIFICATIONS

I, Gordon D. Harnett, certify that:
1) I have reviewed this quarterly report amrit 10-Q of Brush Engineered Materials Inc. (thefithany”);

2) Based on my knowledge, this report dogésantain any untrue statement of a material facinoit to state a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatdisg with respect to the period
covered by this report;

3) Based on my knowledge, the financial stetets, and other financial information includedtirs report, fairly present in all material
respects the financial condition, results of operatand cash flows of the Company as of, andlfierperiods presented in this report;

4) The Company'’s other certifying officer drare responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the Company and we have:

a) designed such disclosure controls andgutures, or caused such disclosure controls a@gures to be designed under our
supervision, to ensure that material informatidatmeg to the Company, including its consolidatetsdiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepal

b) designed such internal control overdirial reporting, or caused such internal contr@rdinancial reporting to be designed under
our supervision, to provide reasonable assuramgadiang the reliability of financial reporting atfie preparation of financial statements
for external purposes in accordance with geneeadepted accounting principle

c¢) evaluated the effectiveness of the Camijsadisclosure controls and procedures and predantthis report our conclusions about
the effectiveness of the disclosure controls adgutures, as of the end of the period coveredibyédport based on such evaluation;

d) disclosed in this report any changénan€ompany’s internal control over financial repatthat occurred during the Company’s
most recent fiscal quarter (the Company’s foursledi quarter in the case of an annual report)ithatmaterially affected, or is reasonably
likely to materially affect, the Compa’s internal control over financial reporting; a

5) The Company’s other certifying officer drisave disclosed, based on our most recent evaiuat internal control over financial
reporting, to the Company'’s auditors and the acmlitmittee of the Company’s board of directors @nspns performing the equivalent
functions):

a) all significant deficiencies and matewaaknesses in the design or operation of intezaatrol over financial reporting which are
reasonably likely to adversely affect the Comy's ability to record, process, summarize and refpmhcial information; ant

b) any fraud, whether or not material, thablves management or other employees who hawgnificant role in the Company’s
internal control over financial reportin

/s/ Gordon D. Harne

Gordon D. Harnet
Chairman and Chief Executive Officer

Dated: November 1, 2005






Exhibit 31.2

CERTIFICATIONS

[, John D. Grampa, certify that:
1) I have reviewed this quarterly report amrft 10-Q of Brush Engineered Materials Inc. (thefithany”);

2) Based on my knowledge, this report dogésantain any untrue statement of a material facinoit to state a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatdisg with respect to the period
covered by this report;

3) Based on my knowledge, the financial stetets, and other financial information includedtirs report, fairly present in all material
respects the financial condition, results of operatand cash flows of the Company as of, andlfierperiods presented in this report;

4) The Company'’s other certifying officer drare responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the Company and we have:

a) designed such disclosure controls andgutures, or caused such disclosure controls a@gures to be designed under our
supervision, to ensure that material informatidatmeg to the Company, including its consolidatetsdiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepal

b) designed such internal control overdirial reporting, or caused such internal contr@rdinancial reporting to be designed under
our supervision, to provide reasonable assuramgadiang the reliability of financial reporting atfie preparation of financial statements
for external purposes in accordance with geneeadepted accounting principle

c¢) evaluated the effectiveness of the Camijsadisclosure controls and procedures and predantthis report our conclusions about
the effectiveness of the disclosure controls adgutures, as of the end of the period coveredibyédport based on such evaluation;

d) disclosed in this report any changénan€ompany’s internal control over financial repatthat occurred during the Company’s
most recent fiscal quarter (the Company’s foursledi quarter in the case of an annual report)ithatmaterially affected, or is reasonably
likely to materially affect, the Compa’s internal control over financial reporting; a

5) The Company’s other certifying officer drisave disclosed, based on our most recent evaiuat internal control over financial
reporting, to the Company'’s auditors and the acmlitmittee of the Company’s board of directors @nspns performing the equivalent
functions):

a) all significant deficiencies and matewaaknesses in the design or operation of intezaatrol over financial reporting which are
reasonably likely to adversely affect the Comy's ability to record, process, summarize and refpmhcial information; ant

b) any fraud, whether or not material, thablves management or other employees who hawgnificant role in the Company’s
internal control over financial reportin

/s/ John D. Gramp

John D. Gramp
Vice President Finance and Chief Financial Officer

Dated: November 1, 2005






Exhibit 32.1

Certification Pursuant to
18 U.S.C. Section 1350,
As Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

Pursuant to 18 U.S.C. Section 1350, as adgpiesuant to Section 906 of the Sarbanes-OxleyoA2002, in connection with the filing of
the Quarterly Report on Form 10-Q of Brush Engiadévlaterials Inc. (the “Company”) for the quartaded September 30, 2005, as filed
with the Securities and Exchange Commission ord#tte hereof (the “Report”), each of the undersigoffiders of the Company certifies,
that, to such officer's knowledge:

1. The Report fully complies with the requirents of Section 13(a) or 15(d) of the Securitieshange Act of 1934 (15 U.S.C. 78
780(d)), anc

2. The information contained in the Refaitly presents, in all material respects, theriicial condition and results of operations of
the Company as of the dates and for the periodsesged in the Repo

Dated: November 1, 2005

/s/ Gordon D. Harne

Gordon D. Harnet
Chairman of the Board and
Chief Executive Officer

/s/ John D. Gramp

John D. Gramp
Vice President Finance and
Chief Financial Officer




