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PART | FINANCIAL INFORMATION

BRUSH ENGINEERED MATERIALS INC. AND SUBSIDIARIES
Item 1. Financial Statements

The consolidated financial statements ofsBriEngineered Materials Inc. and its subsidianeste quarter ended October 1, 2004 are as
follows:

Consolidated Statements of Income —
Third Quarter and Nine Months ended October 1, 20u#t September 26,
2003

Consolidated Balance Sheets —
October 1, 2004 and December 31, 2

Consolidated Statements of Cash Flows —
Nine months ended October 1, 2004 and Septemb&02a,

1
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Consolidated Statements of Income
(Unaudited)

Third Quarter Ended

Nine Months Ended

Oct. 1, Sept. 26, Oct. 1, Sept. 26,
(Dollarsin thousands except share and per share amounts) 2004 2003 2004 2003

Net sales $ 125,76t $  94,15¢ $ 380,26 $ 29547
Cost of sale: 99,18: 79,78¢ 294,66! 245,13
Gross margir 26,58¢ 14,37( 85,60z 50,341
Selling, general and administrative exper 18,77: 14,29¢ 56,98: 48,20¢
Research and development expel 1,13( 99¢ 3,49¢ 3,03«
Other-net 96& 1,37¢ 4,28¢ 2,352
Operating profit (loss 5,71¢ (2,309 20,84: (3,247%)
Interest expens 1,95¢ 56¢ 6,562 2,17t
Income (loss) before income tax 3,761 (2,872) 14,27¢ (5,427)
Minority interest — 2 — (24)
Income taxe: 33C 19C 524 641
Net income (loss $ 3,431 $ (3,060 $ 13,75 $ (6,039
| | | |
Per share of common stock: ba $ 0.1¢ $ (0.19) $ 0.7¢ $ (0.3¢)
Weighted average number of common shares outsig 18,936,64 16,563,09 17,414,09 16,562,55
Per share of common stock: dilu $ 0.1¢ $ (0.1¢) $ 0.77 $ (0.36)
Weighted average number of common shares outsig 19,308,69 16,563,09 17,756,65 16,562,55

See notes to consolidated financial statements.
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Consolidated Balance Sheets

(Unaudited)
Oct. 1, Dec. 31,
(Dollarsin thousands) 2004 2003
Assets
Current assel
Cash and cash equivalel $ 27,007 $ 5,062
Accounts receivabl 72,57¢ 55,10:
Inventories 96,48 87,39¢
Prepaid expenst 5,93¢ 5,45¢
Deferred income taxe 90¢€ 291
Total current asse 202,91: 153,30!
Other asset 15,52 18,90z
Long-term deferred income tax 742 704
Property, plant and equipme 538,84 535,42:
Less allowances for depreciation, depletion ancainpent 360,42( 344,57!
178,42: 190,84¢
Goodwill 7,992 7,85¢
$405,59: $371,61¢
| |
Liabilities and Shareholders’ Equity
Current liabilities
Shor-term debi $ 15,01¢ $ 13,38]
Accounts payabl 12,47¢ 16,03¢
Other liabilities and accrued iter 39,23( 37,36¢
Unearned revent 6,48¢ —
Income taxe: 1,272 1,37:
Total current liabilities 74,48: 68,164
Other lon¢-term liabilities 11,19¢ 14,73¢
Retirement and pc-employment benefit 51,00:¢ 49,35¢
Long-term debr 57,86: 85,75¢
Minority interest in subsidiar 26
Shareholder equity 211,05( 153,57:
$405,59: $371,61¢
| |

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

(Unaudited)

Nine Months Ended

See notes to consolidated financial statements.

Oct. 1, Sept. 26,
(Dollarsin thousands) 2004 2003
Net Income (Loss) $ 13,75¢ $ (6,039
Adjustments to Reconcile Net Income (Loss) to Netah Used in
Operating Activities:
Depreciation, depletion and amortizat 17,33¢ 15,32(
Amortization of deferred financing costs in intérespens¢ 1,08¢ 24z
Derivative financial instrument ineffectivene 46E 58
Decrease (increase) in accounts receiv (18,019 (8,919
Decrease (increase) in inventc (9,37)) 7,142
Decrease (increase) in prepaid and other curreets 362 5,111
Increase (decrease) in accounts payable and acexpedse 6,961 3,292
Increase (decrease) in interest and taxes pa (719 23C
Increase (decrease) in deferred income t (1,53¢) 73
Increase (decrease) in other |-term liabilities (1,560 14C
Other— net 2,95¢ 1,421
Net Cash Provided from Operating Activities 11,722 18,07:
Cash Flows from Investing Activities:
Payments for purchase of property, plant and eqeiip (5,019 (4,760
Payments for mine developme (139 (237
Proceeds from other investme 14 —
Proceeds from sale of property, plant and equipt 15 34
Net Cash Used in Investing Activities (5,117 (4,867)
Cash Flows from Financing Activities:
Proceeds from issuance/(repayment) of «term debi 3,10¢ (10,729
Proceeds from issuance of I-term debt 24 2,00
Repayment of lor-term debt (29,346 (4,039
Issuance of common sto 38,74¢ —
Issuance of common stock under stock option 2,85¢ —
Net Cash Provided from (Used in) Financing Activites 15,38¢ (12,767
Effects of exchange rate chang (46) 2
Net Change in Cash and Cash Equivalents 21,94 447
Cash and Cash Equivalents at Beginning of Perio 5,06z 4,35
Cash and Cash Equivalents at End of Perio $ 27,001 $ 4,80¢
I |
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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 October 1, 2004 and Decendd, 2003 and the results of operations fortiheetand nine month periods ended
October 1, 2004 and September 26, 2003. All oftljastments were of a normal and recurring nattiegtain items in the prior year have

been reclassified to conform to the 2004 consddididihancial statement presentation.

Note B—Inventories

Oct. 1, Dec. 31,
(Dollarsin thousands) 2004 2003
Principally average cos

Raw materials and suppli $ 24,31« $ 24,99(
Work in proces: 75,04¢ 65,21
Finished good 26,66¢ 20,63
Gross inventorie 126,03: 110,83¢

Excess of average cost over LI
Inventory value 29,54 23,44
Net inventories $ 96,487 $ 87,39¢
L] I

Note C—Comprehensive Income (Loss

The reconciliation between net income (I@g) comprehensive income (loss) for the three amelmonth periods ended October 1, 2004
and September 26, 2003 is as follows:

Third Quarter Ended Nine Months Ended
Oct. 1, Sept. 26, Oct. 1, Sept. 26,
(Dollarsin thousands) 2004 2003 2004 2003
Net income (loss $3,431 $(3,060) $13,75¢ $(6,039)
Cumulative translation adjustme (267) 344 (399 274
Change in the fair value of derivative financiatiuments 10C 2,031 2,45: 131
Comprehensive income (los $3,26¢ $ (68%) $15,81( $(5,639)
| | | |
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Note D—Segment Reporting

Metal Micro- Total
(Dollarsin thousands) Systems Electronics Segments All Other Total

Third Quarter 2004

Revenues from external custom $ 72,03! $ 49,03¢ $121,06¢ $ 4,691 $125,76t
Intersegment revenu 867 28t 1,152 3,93¢ 5,08¢
Operating profit (loss (857) 3,90( 3,04: 2,67: 5,71¢
Third Quarter 2003

Revenues from external custom $ 54,07 $ 39,35¢ $ 93,42¢ $ 727 $ 94,15¢
Intersegment revenu 572 23% 80t 3,071 3,87¢
Operating profit (loss (8,036 3,80¢ (4,232 1,92¢ (2,309
First Nine Months 2004

Revenues from external custom $225,11¢ $150,45: $375,57( $ 4,697 $380,26°
Intersegment revenu 2,931 972 3,90¢ 15,41¢ 19,32t
Operating profit (loss 4,11¢ 14,19: 18,301 2,53¢ 20,84:
First Nine Months 2003

Revenues from external custom $175,95: $115,31¢ $291,26° $ 4,212 $295,47¢
Intersegment revenu 2,29( 751 3,041 10,72¢ 13,76¢
Operating profit (loss (14,23Y 9,81« (4,421 1,174 (3,247

Note E — Income Taxes

A tax provision or benefit was not appliecimgt the income or loss before income taxes irhtlid quarter and the first nine months of
2004 and 2003 for certain domestic and foreigndaesea result of the deferred tax valuation allaganrecorded in 2003 and previous periods
in accordance with SFAS 109, “Accounting for Incolmaxes” due to the uncertainty regarding full atition of the Company’s deferred
income taxes. The valuation allowance was reduffsdtting a portion of the net tax expense in kbththird quarter and first nine months of
2004, while the valuation allowance was increasetié third quarter and first nine months of 20€8adting the net tax benefit in those
periods. The Company intends to maintain the vadoaillowance until additional realization eventgwr, including the generation of future
sustainable taxable income, that would supportreal®f all or a portion of the allowance. The &pense was $0.3 million in the third
guarter 2004 and $0.2 million in the third qua@&863 while the year-to-date tax expense was $0lBmin 2004 and $0.6 million in 2003.
The expense in each period represents taxes frapussstate and local jurisdictions and foreigremkom Japan and Singapore only.

The remaining tax valuation allowance avdédb be reversed against future income was apprabely $15.3 million at the end of the
third quarter 2004.
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Note F — Pensions and Other Post-retirement Beneit

Pension Benefits Other Benefits
Third Quarter Ended Third Quarter Ended
Oct. 1, Sept. 26, Oct. 1, Sept. 26,
(Dollarsin thousands) 2004 2003 2004 2003
Components of net periodic benefit cos
Service cos $ 1,06( $ 1,02¢ $ 70 $ 69
Interest cos 1,72¢ 1,667 69€ 704
Expected return on plan ass (2,267 (2,340 — —
Amortization of transition obligation/(asst — (90 — —
Amortization of prior service co: 162 162 (28) (28)
Amortization of net loss/(gair 3 (7 (211) 83
Net periodic benefit cot $ 677 $ 421 $ 527 $82¢
| | | |
Pension Benefits Other Benefits
Nine Months Ended Nine Months Ended
Oct. 1, Sept. 26, Oct. 1, Sept. 26,
(Dollarsin thousands) 2004 2003 2004 2003
Components of net periodic benefit cost
Service cos $ 3,181 $ 3,08 $ 21C $ 20¢€
Interest cos 517¢ 5,001 2,08¢ 2,11:
Expected return on plan ass (6,802 (7,019 — —
Amortization of transition obligation/(asst — (277) — —
Amortization of prior service co: 48E 48~ (84) (84)
Amortization of net loss/(gair (8 (20 32 24¢
Net periodic benefit cot $ 2,031 $ 1,26: $2,24¢ $2,48¢
| | | |

In December 2003, the Financial Accountingn8iards Board (FASB) issued FASB Staff PositionR)HS0. 106-1, “Accounting and
Disclosure Requirements Related to the Medicarsdfiption Drug, Improvement and Modernization AE2603.” In accordance with
FSP 106-1, the Company elected to defer recognthia@ffects of the Medicare Prescription Drug, layement and Modernization Act of
2003 (the Act) in accounting for the health caredfitss under SFAS No. 106, “Employeistcounting for Postretirement Benefits Other T
Pensions,” and in providing disclosures relatethéohealth care benefits required by revised SFAS1S2, “Employers’ Disclosures about
Pensions and Other Postretirement Benefits.” In RI2Q4, the FASB issued FSP No. 106-2, “Accounting Bisclosure Requirements
Related to the Medicare Prescription Drug, Improgetrand Modernization Act of 2003.” FSP No. 106vBjch requires measures of the
accumulated postretirement benefit obligation agidperiodic postretirement benefit cost to reftbet effects of the Act, supersedes FSP
No. 10¢-1. The Company adopted FSP No. 106-2 in the tuater 2004 as proscribed, which resulted in acgoh to the net periodic
postretirement benefit cost of $0.3 million for thiee month period. The adoption also reduced toaraulated postretirement benefit
obligation that was reported as of December 313280%$3.3 million, from $45.4 million to $42.1 mah.

Employer Contributions
No contributions were made to the pension piahe first nine months of 2004 and, as a resfulecently enacted legislation, the

previously estimated contribution of $1.7 millianlie made in 2004 as disclosed in the financi&stants for the year ended December 31,
2003, will not be required.

Note G — Stock-Based Compensation

The Company has adopted the disclosure aolyigions of SFAS No. 123, “Accounting for Stockdgal Compensation” and applies the
intrinsic value method in accordance with APB OpinNo. 25, “Accounting

7
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for Stock Issued to Employees” and related integpiens in accounting for its stock incentive plamaccordance with SFAS No. 148,
“Accounting for Stock-Based Compensation-Transitiod Disclosure,” the following table presentséffect on net income/(loss) and net
income/(loss) per share had compensation coshéCbmpany’s stock plans been determined consisidnSFAS No. 123.

Third Quarter Ended Nine Months Ended
Oct. 1, Sept. 26, Oct. 1, Sept. 26,
(Dollarsin thousands except per share amounts) 2004 2003 2004 2003
Net income/(loss), as report $3,431 $(3,060) $13,75¢ $(6,039)
Less stock-based compensation expense determinled fair
value method for all stock options, net of relatembme tax
benefit 43€ 281 1,66( 89¢
Pro forma net income/(los $2,99¢ $(3,34)) $12,09¢ $(6,93¢)
| | | ]
Basic income/(loss) per share, as repo $ 0.1¢ $ (0.1¢) $ 0.7¢ $ (0.3¢€)
Diluted income/(loss) per share, as repo 0.1¢ (0.1¢) 0.77 (0.36)
Basic income/(loss) per share, pro for 0.1¢ (0.20 0.6¢ (0.42)
Diluted income/(loss) per share, pro for 0.1¢ (0.20) 0.6¢ (0.42)

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

Third Quarter Ended Nine Months Ended
Oct. 1, Sept. 26, Oct. 1, Sept. 26,
2004 2003 2004 2003
Risk free interest rate 3.26% 3.1% 3.26% 3.63%
Dividend yield 0.C% 0.C% 0.C% 0.C%
Volatility 41.8% 39.5% 41.8% 39.5%
Expected lives (in year: 6 8 6 8

Note H — Common Stock Issuance

During the third quarter 2004, the Compamsyiéd 2,250,000 shares of common stock at a prig&&f5 per share. The proceeds, net of
underwriting discounts and other fees, were $38lifom The Company used the proceeds to pay dosva fillion of the borrowings under
the $35.0 million long-term subordinated note ameldutstanding borrowings under the revolving ¢radreement. A portion of the proceeds
was also held as cash for general corporate puspbsaddition, 115,000 shares of common stock vgsiged to the holders of the stock
warrants (which were initially granted in the fduguarter 2003 as part of a debt refinancing) astiders exercised their rights under those
warrants. As a result of the stock issuance anéxkecise of the warrants, the total outstandirageshof common stock increased by
2,365,000 shares and shareholders’ equity incrdagséue amount of the net proceeds.

ltem 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Forward-Looking Statements

Portions of the narrative set forth in thi&dment that are not statements of historical orec 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 memrtibalsewhere herein:

« health issues, litigation and regulation relatiogrining bertrandite ore and producing and usimyllem-containing materials;

« our ability to achieve and sustain profitability;
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« significant cyclical fluctuations in our customelsisinesses;
« the availability of competitive substitute matesiédr beryllium-containing materials;
« our ability to complete and integrate acquisitisascessfully;
« risks associated with our international operations;
« the availability and prices of raw materials;
« seasonal fluctuations in our net sales;

« natural disasters, equipment failures, interrugionenergy supplies and other unexpected eveatsrthy affect our business or our
customer’ businesses

e increases in energy costs;

« rapid changes in technology, which may make owstig products obsolete;

« our ability to deliver products that are free ofat®s and meet our customers’ specifications;

« risks associated with our lengthy sales and devemp cycle;

* risks associated with terrorists attacks;

* risks associated with our pension and retiree hediligations;

« risks associated with our tax position;

« risks associated with our indebtedness and ouityatnlaccess the financial markets on favorablmse
« fluctuations in currency exchange rates; and

« our reliance on funds from our subsidiaries

Although we believe that the expectationgertéd in the forward-looking statements are reablm we cannot guarantee our future
results, level of activity, performance or achieegin

Overview

We are an integrated producer of engineeragmals used in a variety of electrical, electeotihermal and structural applications. We
manufacture and distribute high-performance benyllicopper and berylliumickel alloys, beryllium metal products, precioustai products
engineered material systems and electronic prodiMiEgr applications and markets for these mateiialude telecommunications and
computer, automotive electronics, optical medidustrial components, appliance, aerospace and skefen

Our financial results for the third quart®02 and for the first nine months of the year waestrong improvement over 2003. Sales have
grown for seven consecutive quarters over the coalyquarter in the prior year. This growth hasuled from improvement in our core
markets, expansion of our markets and applicatiand,share gains. Gross margins also continuecbt® i 2004 as a result of the higher
volumes and other improvements and despite a &gnifincrease in the cost of copper, one of oyonraw materials. We generated an
operating profit in each quarter this year andytar-todate profit of $20.8 million represents a $24.0lionl improvement over the loss in-
first nine months of 2003.

We strengthened our balance sheet by comglat$38.7 million new share offering in the thiuaarter 2004. The proceeds were used
primarily to reduce outstanding debt, with a partield as cash. As a result of the offering, olnt de equity ratio has improved, as has our
ability to fund future growth opportunities and végments.
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Results of Operations

Third Quarter First Nine Months
Ended Ended
Oct 1, Sept 26, Oct 1, Sept 26,
Millions, except per share data 2004 2003 2004 2003
Sales $125.¢ $94.2 $380.: $295.¢
Operating Profit (Loss 5.7 (2.3 20.¢ 3.2
Net Income (Loss 3.4 (3.2 13.¢ (6.0
Diluted E.P.S $ 0.1¢ $(0.1¢) $ 0.77 $(0.36)

Sales of $125.8 million in the third quar2®04 were 34% higher than the third quarter 200Bamfear-to-date sales of $380.3 million in
2004 were 29% higher than the first three quadé€&003. Sales from each of our major product feamiincreased in the third quarter and the
first nine months of the year over the comparabklégals in 2003. Demand has improved from our kedrese markets, including
telecommunications and computer and data storagketsathroughout 2004. The continued developménew products and applications
contributed to the year-to-date growth as well.

Our sales are affected by metal prices as changa®cious metal and a portion of the changes $e baetal prices, primarily copper,
be passed on to our customers. Sales may alsofaetied by foreign currency exchange rates, as esanghe value of the dollar relative to
the euro, yen and pound sterling will affect trenslated value of foreign currency denominatedssalée estimate that these two factors
combined accounted for $4.2 million of the $31.@iom growth in the third quarter 2004 sales an8.8Imillion of the $84.8 million growth
in the year-to-date sales.

International sales, including direct expdrtsn the United States as well as sales from foreperations, were $42.1 million in the third
quarter 2004 compared to $29.3 million in the thjedirter 2003. For the first three quarters ofyibar, international sales were $127.3 mil
in 2004 and $91.8 million in 2003. Internationdkesavere 33% of total sales in the third quartef year-to-date 2004 periods, an increase
from 31% of total sales in both the third quarted gear-to-date 2003 periods. International sate® lyrown 39% in the first three quarters of
2004 over 2003.

For the first three quarters of 2004, the sa¥es orders received have exceeded the ord@meshiby approximately 3%. The new sales
order rate slowed down during the last two monthihi® third quarter with segments of various masketcluding telecommunications and
computer, showing signs of softness going forward.

The gross margin of $26.6 million was 21%ales in the third quarter 2004, an improvement thes gross margin of $14.4 million and
15% of sales generated in the third quarter 2008tHe first three quarters of the year, gross masgs $85.6 million in 2004 and
$50.3 million in 2003. In addition to growing $358llion, the gross margin improved to 23% of satethe first three quarters of 2004 from
17% of sales in the first three quarters of 2008 Thange in margins in the quarter and the firstet quarters of the year is due to a
combination of higher volumes, improved manufactgrfficiencies and differences in product mix. Higher cost of copper negatively
impacted margins to the extent that these costisl cmi be passed through to customers.

Selling, general and administrative experiS€&A) were $18.8 million, or 15% of sales, in tird quarter 2004, compared to
$14.3 million, also 15% of sales, in the third gaaR003. SG&A expenses for the first nine monthihe year were $57.0 million, or 15% of
sales, in 2004 and $48.2 million, or 16% of sale2003. The major cause for the increase in SG&peases was the incentive compense
expense which was $2.6 million higher in the thjedarter and $5.5 million higher for the first thigagarters of 2004 than the comparable
periods in 2003 due to the higher level of profiigbin 2004. The currency impact on the trangatdf the international subsidiaries’
expenses was an unfavorable $0.2 million in thel thuarter 2004 and an unfavorable $0.8 milliothmfirst nine months of the year.
Corporate legal costs associated with chronic benyldisease litigation were $0.5 million lowertime quarter and $0.9 million lower in the
first
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nine months of 2004 than in the respective perind@)03. Manpower costs, including fringe benefitsre higher in 2004, while other
expenses increased in support of the higher volwhbasiness.

Research and development expenses (R&D) $dedemillion in the third quarter 2004 and $3.5lioil in the first nine months of 2004
compared to $1.0 million and $3.0 million in thepective periods of 2003. R&D expenses were 1%leksn both the first three quarters of
2004 and the first three quarters of 2003. Theciase in R&D expenses was in support of productldpreent and process improvement
activities.

Other-net expense was $1.0 million in thedtijuarter 2004 compared to $1.4 million in thitchger 2003. For the year, otheet expens
was $4.3 million in 2004 and $2.4 million in 20@2reign currency exchange losses were $0.4 miliarer in the third quarter 2004 than
third quarter 2003 but $2.0 million higher in thesf nine months of 2004 compared to the first mrenths of 2003. The expense on the
directors’ deferred compensation plan was unchang#tk third quarter 2004 from the third quarteé®2 while the year-to-date expense was
$0.3 million higher in 2004 than in 2003. Changethe expense were driven primarily by changesuinstock price. We recorded a loss of
$0.5 million on the valuation of an interest rateap in the third quarter 2004; the loss on a yeatdte basis was also $0.5 million. Changes
in the swap’s valuation were caused primarily byweaments in the interest rate yield curve over thare term of the swap. We recorded
income of $1.0 million from the reversal of an eowimental reserve associated with property thatseésin the third quarter 2004. The
buyer assumed all environmental remediation ohibgatfor the property under the terms of the se¢ggract. There was no gain or loss on
the sale of the property itself. Other-net alsdudes bad debt expense, which was higher in tind thiarter 2004 but unchanged on a year-to-
date basis, metal financing fees, cash discoumtsrt&zation of intangible assets, gain or losslangale of fixed assets and other non-
operating items.

Operating profit was $5.7 million in the thiquarter 2004, an improvement of $8.0 million other $2.3 million loss in the third quarter
2003, while the year-to-date operating profit o0 million in 2004 was a $24.0 million improvemewer the $3.2 million loss in the first
nine months of 2003. The improved profitabilityliath the third quarter and the first nine month2@4 was due to the margin generated by
the higher sales and other improvements offseaihkpy the higher copper cost and expenses.

Interest expense was $2.0 million in the third ¢gra2004 and $0.6 million in the third quarter 20B88r the first three quarters of the ye
interest expense was $6.6 million in 2004 and $#IRon in 2003. Interest expense was higher in26tainly due to the change in debt
levels. Balance sheet debt increased by $51.8miili December 2003 as a result of the purchapeeviously leased assets as part of a debt
refinancing. Debt also increased through out tist fialf of 2004 to support the increase in workiagital elements, but then debt was
reduced in the third quarter 2004 from a portiothef proceeds from the new share offering.

Income before income taxes of $3.8 million in thied quarter 2004 improved $6.6 million over thedaecorded in the third quarter 2C
For the first nine months of 2004, income befol®me taxes was $14.3 million compared to a logbaef million in the same period in 201

A tax provision or benefit was not appliedimgt the income or loss before income taxes irittind quarter or year-to-date periods in
2004 or 2003 for certain domestic and foreign tasea result of the deferred tax valuation allovearecorded in previous periods in
accordance with SFAS No. 109, “Accounting for Ineoraxes” due to the uncertainty regarding the full utilinatiof the deferred income t
assets. The valuation allowance was reduced ithtrequarter and first nine months of 2004 offisgtia portion of the tax expense in those
periods, while the allowance was increased offsgti tax benefit in the third quarter and firstenmonths of 2003. The tax expense of
$0.3 million in the third quarter 2004 and $0.2liil in the third quarter 2003 as well as the yeadate expense of $0.5 million in 2004 and
$0.6 million in 2003 represents taxes from varistage and local jurisdictions and Japan and Singaqaly.

Net income was $3.4 million in the third quarteD2@ompared to a net loss of $3.1 million in thedtiquarter 2003 while net income w
$13.8 million in the first nine months of 2004, 2988 million improvement over the net loss of $&illion in the first nine months of 2003.
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We aggregate our businesses into two repertsggments the Metal Systems Group and the Microelectroniasu@r{MEG). Our mining
and extraction operations, as managed by BrushuRes®Inc., a wholly owned subsidiary, and varicaiporate and administrative functic
and their related expenses, are not part of effferp and are included in the “All Other” columntire segment reporting details in Note D to
the consolidated financial statements. The opegatiofit within All Other increased in the third ajger 2004 over the third quarter 2003 in
part due to margins on increased sales from Brigsdo&ces. The previously discussed differencdsdiinterest rate swap and the directors’
deferred compensation plan valuation adjustmentgedisas the $1.0 million environmental reserveuattpent flowed through the All Other
column as well.

Metal Systems Group

Third Quarter First Nine Months
Ended Ended
Oct 1, Sept 26, Oct 1, Sept 26,
Millions 2004 2003 2004 2003
Sales $72.C $54.1 $225.1 $176.(
Operating Profit (Loss $(0.9 $(8.0) $ 41 $(14.2)

The Metal Systems Group consists of Alloydiats, our largest unit, Technical Materials, Ifiavil), a wholly owned subsidiary, and
Beryllium Products. Sales by each of these unitewas follows:

Third Quarter First Nine Months
Ended Ended
Oct 1, Sept 26, Oct 1, Sept 26,
2004 2003 2004 2003
Alloy Products $48.€ $36.€ $156.1 $119.2
TM™MI 14.1 9.1 42.4 31.7
Beryllium Products 9.C 8.2 26.€ 25.C

Alloy Products manufactures and sells copper nickel-based alloy systems, the majority ofolkalso contain beryllium, and consists of
two major product families — strip and bulk produtrip products, which include precision strig &nin diameter rod and wire, are sold into
the telecommunications and computer, automotiveagpliance markets. Major applications for thesmlpcts include connectors, contacts,
switches, relays and shielding. Bulk products dmys manufactured into rod, tube, plate, bar atmocustomized forms that are sold intc
industrial component, plastic tooling, underseadeinmunications and heavy equipment markets. Agdics for bulk products include
plastic mold tooling, bushings, bearings and wejdinds.

Sales by Alloy Products were $48.9 milliorthie third quarter 2004 compared to $36.8 milliothe third quarter 2003 while sales of
$156.1 million in the first three quarters of 200dre a 31% improvement over sales of $119.3 miiliothe first three quarters of 2003. Strip
product volumes increased 18% in the quarter aftl 2@ the first three quarters of 2004 while butkguct volumes grew 49% in the quarter
and 29% in the first three quarters of the yeae ajority of the growth in sales from Alloy Prodsithroughout 2004 resulted from
improvements in the underlying markets, includielgtommunications and computer, automotive (pdeiuin Europe) and industrial
components. The improved sales of bulk productkerthird quarter also resulted in part from higtiemand from the oil and gas market as
well as from increased demand from the heavy egaitrmarket for new products. Within strip produstes of rod and wire products, wi
higher in the third quarter 2004 than in the thjchrter 2003, began to slow down from the highgrmhg volumes earlier in 2004. Demand
from the plastic tooling market for bulk productaswsoft in 2004 and capturing the existing demaasl @omplicated by a portion of the
market shifting from the U.S. to Asia in the cuttrgear. Sales order rates from portions of thectetemunications and computer, automotive
and other markets began to soften in the thirdtqu2004, which we believe is due in part to exéegsntory in the supply chain.
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TMI manufactures specialty strip products, inclgdatad inlay and overlay metals, precious and loasil electroplated systems, elect
beam welded systems, contour profiled systems alderscoated systems. Applications for TMI produntdude connectors, contacts and
semiconductors. TMI's sales were $14.1 millionhe third quarter 2004, a 55% growth rate over thirdrter 2003, while sales in the first
three quarters of 2004 of $42.4 million grew 34% mthe first three quarters of 2003. This growtlswae to increased demand from the
telecommunications and computer market. Demand fhenenergy market, currently a smaller but devialpmarket for TMI's materials,
also contributed to the sales growth in 2004. Siates all of TMI’s major product lines, includindaiing and CERDIP, were higher in 2004
than in 2003.

Beryllium Products manufactures pure bergtliand beryllium aluminum composites used in higtfguenance applications that require
high stiffness and/or low density. Sales by BeunylliProducts were $9.0 million in the third qua604, up slightly from sales of
$8.2 million in the third quarter 2003. For thesfithree quarters of the year, sales were $26l&mih 2004 and $25.0 million in 2003.
Demand for defense and governmeglated applications and from the medical and edeats markets remained strong throughout 2004e
demand from the specialty automotive market halrdtin the current year. Shipments under the Weldscope material supply contract,
primarily in the first quarter of 2004, also cobtried to the year-to-date growth. Additional shiptseaunder this program are scheduled for
the fourth quarter 2004.

The gross margin on Metal System Group saées$15.4 million, or 21% of sales, in the thirdager 2004 versus $5.6 million, or 10% of
sales, in the third quarter 2003. For the firseéhquarters of the year, gross margin of $53.5anillnore than doubled the gross margin of
$25.4 million from the first three quarters of 2083 a percent of sales, the gross margin alsodwgat from 14% in the first nine months of
2003 to 24% in the first nine months of 2004. Thergim on the higher sales volumes accounted foroppately $7.0 million of the total
margin improvement in the quarter and $17.3 millidhe year-to-date improvement. Changes in tis @bcopper cannot be passed on to
customers in all cases and, as a result, the higistrof copper reduced margins by an estimate®ifillion in the quarter and $6.0 million
for the first three quarters of the year. The pasehof the previously leased assets as part &é¢bhember 2003 refinancing reduced
manufacturing overhead expenses by approximatelyiillion in the quarter and $4.6 million for tfiest three quarters of 2004 as the
depreciation expense on the owned assets wahksshie prior lease expense. A favorable product(ind., sales of higher margin products
grew more than lower margin products) also contatiuo the margin growth in 2004, primarily in fiwst half of the year. The year-to-date
margin benefited from operational improvementsngrily in the first half of the 2004, as the Elmdaeility experienced various yield issues
during the third quarter 2004. The exchange ragathon margins was favorable in the third quaatet first nine months of 2004 as
compared to the same periods in 2003 while invgntatuation adjustments and various overhead cislisiding manpower, were higher in
the current year than last year.

SG&A, R&D and other-net expenses of $16.iamlwere $2.6 million higher in the third quar@004 than in the third quarter 2003. The
third quarter 2004 year-to-date expenses of $49lbmwere $9.7 million higher than the expenseshie comparable period in 2003.
Incentive compensation expenses and the currenggdhon the translation of the international sulbsids were main causes of the increased
expenses in the quarter and the first nine monithseoyear. Exchange losses, particularly in thet fialf of the year, also contributed to the
higher expenses in 2004. Various sales volumeeagtlexpenses, including commissions and travel, Wigleer in the current year as were
manpower costs, as a result of a slight increastafifing and higher fringe benefit costs.

The operating loss for the Metal Systems @mas $0.9 million in the third quarter 2004 congghto an operating loss of $8.0 million in
2003 while year-to-date operating profit of $4.1liom in 2004 was an $18.3 million improvement otlee $14.2 million loss in 2003. The
growth in profitability resulted from the increasedrgin from the higher sales volumes and otheseaoffset in part by the negative impact
of the cost of copper and higher expenses.
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Microelectronics Group

Third Quarter First Nine Months
Ended Ended
Oct 1, Sept 26, Oct 1, Sept 26,
Millions 2004 2003 2004 2003
Sales $49.C $39.4 $150.5 $115.%
Operating Profi $ 3.6 $ 3.8 $ 14z $ 9.8

The MEG includes Williams Advanced Materiads. (WAM), a wholly owned subsidiary, and ElectioRroducts. Sales by each unit
were as follows:

Third Quarter First Nine Months
Ended Ended
Oct 1, Sept 26, Oct 1, Sept 26,
Millions 2004 2003 2004 2003
WAM $41.5 $31.€ $127.C $92.1
Electronic Product 7.5 7.5 23.F 23.2

WAM manufactures precious, nprecious and specialty metal products, includingovaleposition targets, frame lid assemblies, alad
precious metal preforms, high temperature brazemadt and ultra-fine wire. The cost of the presionetal sold by WAM is passed through
to the customer and WAM generates its margin ofaltsication efforts and not on the particular metdd. Metal prices on average have
been higher through out 2004 than in the comparngdrieds in 2003, thereby increasing sales witlaoprtoportional flow through to margins.
The growth in the underlying volumes was less th@30% growth in sales in the quarter and 38% tiramvsales in the first three quarter:
the year.

The growth in WAM'’s sales in 2004 is drivenpdirong demand for electronic packaging and playsiapor deposition materials from the
telecommunications and computer market, and spadififrom the handset/cell phone segment. Howelemand from the wireless
applications began to slow down late in the thmdnter and into the early portion of the fourth ggia Demand from the microelectronics
market for frame lids and other materials was gfrduring the majority of 2004. Demand from the deraharkets for WAM'’s products,
including defense and medical, also contributetthéosales growth in the first three quarters of2@6 did WAM's development efforts to
provide new products for semiconductor applications

Electronic Products consists of Brush CerdPmaducts Inc. and Zentrix Technologies Inc., twwlly owned subsidiaries. These
operations produce beryllia ceramics, electronakpges and circuitry for sale into the telecommatidms and computer, medical,
electronics, automotive and defense markets. Hadtronic Products sales of $7.5 million in thedlguarter 2004 were unchanged from the
third quarter 2003 while third quarter 2004 yeadtte sales of $23.5 million were up only $0.3 imillover the same period in 2003. Sales of
beryllia ceramics and electronic packages weredrighboth the third quarter and the first threartgrs of 2004 than in the comparable
periods in 2003. The higher sales of these masaniate mainly due to improved demand from the tetenunications and computer market
as demand from the automotive market remainedvelgtflat. Sales of circuitry declined in the ttiquarter and the first nine months of
2004, offsetting the majority of the growth in thimer products. Commercial applications for cirstive been slow to develop while sales
for defense applications continue to be met withgpam delays.

The gross margin on MEG sales was $9.7 milliothe third quarter 2004 and $8.0 million in theed quarter 2003. For the first three
quarters of the year, the gross margin was $30l®mior 20% of sales, in 2004 and $23.7 million,21% of sales, in 2003. The higher
precious metal prices in 2004 serve to reduce tgim percent by increasing the sales value buhecgssarily the margin dollars. Improved
sales volumes generated an additional $2.3 mitifamargin in the third quarter 2004 and $8.7 millia the first nine months of 2004.
Manufacturing efficiencies improved in 2004, pastarly within the Buffalo, New York and the Tucsdhrizona operations. Offsetting a
portion of these benefits was an increase in matwfiag overhead expenses of $0.5 million in thedtuarter 2004 and $1.0 million in the
first three quarters of 2004. The product mix witthe MEG was also unfavorable in both the thirdrtgr and year-to-date periods in 2004.
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SG&A, R&D and net-other expenses were $1l6anihigher in the third quarter 2004 than in thed quarter 2003 and $2.5 million
higher in the first three quarters 2004 than indbmparable period in 2003. Increased adminisgatosts, including legal and worker’s
compensation expenses, along with the higher ineenbmpensation expense were the main causeg chdnge in expenses between
periods.

The operating profit for the MEG was $3.9lioil in the third quarter 2004, a slight improverhewer the $3.8 million profit generated in
the third quarter 2003. Operating profit was $1@ilfion in the first three quarters of 2004, an iypement of $4.4 million over the
$9.8 million profit in the prior year. The MEG's egating profit was 9% of sales in the first thremders of both years.

Legal

One of our subsidiaries, Brush Wellman ligcg defendant in proceedings in various statefeaheral courts brought by plaintiffs alleging
that they have contracted, or have been placadkabt contracting, chronic beryllium disease drestlung conditions as a result of exposure
to beryllium. Plaintiffs in beryllium cases seekogery under theories of intentional tort and vasiother legal theories and seek
compensatory and punitive damages, in many casas wfispecified sum. Spouses of some plaintifisnclass of consortium.

The following table summarizes the activiggaciated with beryllium cases. Settlement payrardtdismissal for a single case may not
occur in the same period.

Quarter Ended

Oct.1, 2004 Jul. 2, 2004
Total cases pendir 13 13
Total plaintiffs 60 32
Number of claims (plaintiffs) filed during period@éed 3(32) 0(0)
Number of claims (plaintiffs) settled during perieddec 23 1(2)
Aggregate cost of settlements during period endedafs in thousands $ 9C $ 6
Number of claims (plaintiffs) otherwise dismiss 1(2) 0(0)
Number of claims (plaintiffs) voluntarily withdraw 0(0) 0(0)

Additional beryllium claims may arise. We iegk that we have substantial defenses in thess @asl intend to contest the suits
vigorously. Employee cases, in which plaintiffs @avhigh burden of proof, have historically invalvelatively small losses to us. Third p:
plaintiffs (typically employees of customers or tractors) face a lower burden of proof than do exygés or former employees, but these
cases are generally covered by varying levelssfremce. Included in the thirteen cases pendirg @stober 1, 2004 were four purported
class actions involving 38 plaintiffs. A reserveswacorded for beryllium litigation of $1.9 millicat October 1, 2004 and $2.9 million at
December 31, 2003. A receivable was recorded @ $@llion at October 1, 2004 and $3.2 million atd@mber 31, 2003 from our insurance
carriers as recoveries for insured claims. An @ofal $0.5 million was reserved for insolvencieoa®ctober 1, 2004 and $0.9 million as of
December 31, 2003. These insolvencies relate bmslatill outstanding as well as claims for whidcrtml payments have been received.

Although it is not possible to predict theaame of pending litigation against our subsidisd@ed us, we provide for costs related to these
matters when a loss is probable and the amouaa&onably estimable. Litigation is subject to mangertainties, and it is possible that some
of these actions could be decided unfavorably inwamts exceeding our reserves. An unfavorable outcmnsettlement of a pending
beryllium case or additional adverse media covecagidd encourage the commencement of additionalasifitigation. 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 matexrilverse effect on our financial condition
or cash flow. However, our results of operationsldde materially affected by unfavorable resuiteme or more of these cases.
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Standards for exposure to beryllium are uméeiew by the United States Occupational Safetytdealth Administration, and by private
standard-setting organizations. One result of thegews might be more stringent worker safety déads. More stringent standards, as well
as other factors such as the adoption of berylliisrase compensation programs and publicity retatéuese reviews, may also affect buy
decisions by the users of beryllium-containing prtd. If the standards are made more stringentiocwstomers decide to reduce their use of
beryllium-containing products, our operating resulquidity and capital resources could be maligreedversely affected. The extent of the
adverse effect would depend on the nature and eatéhe changes to the standards, the cost atitydbimeet the new standards, the extent
of any reduction in customer use and other fadtmtcannot be estimated.

Financial Position

Cash flow provided from operations was $Xilfion in the first nine months of 2004. Cash rieed from the sale of goods was
$362.3 million while cash used for goods and expsenstaled $342.3 million and cash paid for inteagsl taxes totaled $8.3 million in the
first nine months of 2004. The cash balance wasO2illion at the end of the third quarter 2004,irrerease of $21.9 million since the end of
2003. The cash balance increased primarily asult @sthe cash flow from operations and proceedmfthe new share offering offset in part
by capital expenditures and a repayment of debt.

The accounts receivable balance was $72l®madt the end of the third quarter 2004, an iaseeof $17.5 million since year-end 2003.
The majority of the change in receivables was duéé higher sales volumes, with the remaindertdan increase in the average collection
period as measured by the days sales outstand®@)Dr'he DSO increased in part due to the growthternational sales, which generally
take longer to collect.

The inventory balance of $96.5 million agha end of the third quarter 2004 was $9.1 milligher than at the end of the prior year. As
with receivables, the inventory increase was irpsuipof the higher sales volumes. Inventory tumsjeasure of how quickly inventory on
average is sold, improved slightly in the third qea2004 compared to the fourth quarter 2003. Mh@rity of the inventory increase was in
the Metal Systems Group. The increase in Alloy Bobsl FIFO valued inventory was a combination aftt@r production requirements and
the increased cost of copper and nickel. Invenidtigin Beryllium Products increased to support¥iebb telescope program shipping
schedule, as these materials have longer produtith@s. Inventories within Brush Resources incrdasdhe first half of the year as a result
of campaigning the production schedule in ordergerate the facility more efficiently, but thoseéntories started to decline in the third
quarter with lower production levels and highepshents.

Capital expenditures for property, plant andipment and mine development were $5.1 milliothenfirst nine months of 2004. Spending
by the Metal System Group totaled $2.8 million,h#1.9 million of that total spent at the EImorédyi®facility in support of various group
operations. Spending by the MEG totaled $1.9 mmliiothe first nine months of 2004, with WAM opeéeais accounting for $1.5 million of
that total. Capital spending has averaged $1.6amifer quarter for the last 12 quarters, with sjirey generally limited to small, individual
projects rather than large integrated projects.|&\fiscreet pieces of equipment may be nearingaigdanitations, we believe that existing
manufacturing capacity, coupled with alternativegasses and sources for materials, is generallyuatie to meet current demand.

We terminated the company-owned life insuegmmgram in the second quarter 2004 and recei®@arillion representing the cash
surrender value of the policies as of the termamatiate net of the outstanding loans.

Goodwill increased by $0.1 million during 208s result of buying out our minority partner ijp@t venture in Taiwan.

Other liabilities and accrued items increasg&1.9 million during the first nine months of@®D The main cause of this change was an
increase in incentive compensation accruals, wiviete higher due to the improved profitability iretburrent year.
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Unearned revenue, which is a liability reisigltfrom advance billings for products that havetpebe shipped under long-term sales
programs, was $6.5 million at the end of the tlgjudrter 2004. There was no unearned revenue tiabaiof the end of 2003.

We completed a stock offering of 2.3 millioew shares during the third quarter 2004. The ratgeds, after deducting all fees, were
$38.7 million. The majority of the proceeds werigiatly used to repay outstanding borrowings unitherrevolving credit agreement. We
retain the ability to rdsorrow these funds under the revolving credit aguegt in the future. We also used $5.0 million & groceeds to rep
a portion of the $35.0 million longerm subordinated note. The remaining portion efstock proceeds was held as cash to be usedrferal
corporate purposes.

Total balance sheet debt was $72.9 milliotnatend of the third quarter 2004, a decline &.$2nillion for the year. Prior to the pay
down with a portion of the proceeds from the sludfering in the third quarter, debt had increase@d04 mainly in support of the higher
working capital requirements. As of the end oftthied quarter 2004, shoterm debt was $1.6 million higher than at Decen8dgr2003 whil¢
long-term debt declined $27.9 million during thesfinine months of the year.

Precious metal consigned inventories incret&8e9 million in the first nine months of 2004arder to support the higher level of MEG
sales. Approximately $1.4 million of this increagas due to metal prices at the end of the thirdtqu@004 being higher than at the end of
2003. The notional balance of key off-balance shesetes was reduced by $1.2 million during the firee quarters of 2004 as a result of the
scheduled payments.

We received $2.9 million from the exercisel 86,000 employee stock options during the firaennonths of 2004.

Cash provided from operations was $18.1 amilin the first nine months of 2003 as the workiagital changes and the effects of
depreciation more than offset the net loss. Caskived for the sale of goods totaled $286.6 millidrile cash paid for goods and expenses
was $266.2 million and cash paid for interest ax@$ was $2.3 million in the first three quarter2@03. Cash balances totaled $4.8 million
at the end of the third quarter 2003, an incre&$9d million during the year. Accounts receivalriereased $9.4 million in the first nine
months of 2003 primarily due to sales volumes,dish due to a longer DSO. Inventories decreaseirfilion due to on-going programs to
improve inventory utilization as well as yield améinufacturing improvements. Capital expenditureevid.9 million in the first nine montl
of 2003 with the MEG accounting for $2.4 millioncathe Metal Systems Group $1.6 million of that kdBalance sheet debt declined
$12.0 million in the first three quarters of 2003.

Critical Accounting Policies

Deferred Taxes:A valuation allowance was initially recorded agaidsmestic and certain foreign deferred tax adadtse fourth quarter
2002 as a result of our then recent cumulativeelnsthe deferred tax benefits related to lossastied in the first nine months of 2003 were
offset by an increase in the valuation allowancawkler, in the first nine months of 2004, the deféitax valuation allowance was reduce
offset the domestic federal and certain foreignetgense that would have been recorded againsapiacome. In subsequent periods when
we generate pre-tax income, a federal tax expeilbpatbe recorded to the extent that the remajnialuation allowance can be used to
offset that expense. Once a consistent patternegbg income is established or other events occuritidécate that the deferred tax assets
be realized, additional portions or all of the rémmay valuation allowance will be reversed backnwome.

Should we generate pre-tax losses in subség@eeiods, a tax benefit will not be recorded #ralvaluation allowance will be increased.
Despite the valuation allowance, we retain theitgltib utilize the benefits of the domestic lossrggorwards and other deferred tax assets on
future tax returns.

The recently terminated company-owned lifainance program had provided tax savings and casfits for a number of years after its
inception in 1986. However, subsequent changdseaittiatx code served to reduce and eventually elimithese benefits and current
projections showed that continuing the program waabult in a net cash outlay and expense goingdiat. While termination of the progre
did not impact
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income before income taxes on the consolidatedrsttt of income, it did generate a tax liabilitjcotated on the gross book value of the
outstanding policies. This tax liability was off$st the use of a net operating loss carry-forwatuch in turn resulted in a $5.3 million
reduction in the deferred tax valuation allowancailable to reverse against future income. Ourqmipns show that the future annual
savings from eliminating the program should excdégireduction in the available valuation allowance

Pensions As a result of recently enacted legislation, wendbbelieve that the previously estimated penslan pontribution of
$1.7 million, as disclosed in our annual reporstiareholders for the year ended December 31, 200®e required to be made in 2004.

For additional information regarding our icidd accounting policies, please refer to page®25 of our annual report to shareholders for
the period ended December 31, 2003.

Outlook

Sales in the third quarter 2004 were 2% lathan the second quarter 2004, which is a smatlelire than we have experienced between
the second and third quarters in recent years. Meryvéhe new sales order entry rate slowed dowimguhe third quarter, partially due to
seasonality factors, but also due to excess invepimsitions by our customers and downstream dergandrators within the supply chain.
Demand from Japan and portions of Asia have atsoesl recently. Therefore, we are anticipating Hades for the fourth quarter 2004 will
lower than the third quarter 2004, but approximaidl% higher than the fourth quarter 2003 sale&l66.6 million.

The proceeds from the share offering coupligh the cash flow from operations has resulted reduction in debt (which in turn leads to
lower interest expense), an increase in cash bedasned an improvement in our debt to equity rdtie offering also improved our liquidity
and financing flexibility, as the capacity undee tfevolving credit agreement remains availablddture borrowings.

Item 3. Quantitative and Qualitative Disclosure about Marke Risk

We are exposed to movements in the purghase of base metals, primarily copper. We are adile to cover a portion of this exposure
by passing the change in prices through to ouooosts. We currently do not have any copper swapsher derivative financial instruments
in place to hedge the remaining exposure. Therefoaegins will continue to be adversely affectedhim extent that prices for copper remain
high and we cannot pass through this higher caostarform of price increases to our customers.

For additional information regarding the Ca@np's market risks, please refer to pages 27 araf #8& Company’s annual report to
shareholders for the period ended December 31,.2003

ltem 4. Controls and Procedures

As of the end of the period covered by thigort, the Company carried out an evaluation, utftesupervision and with the participation
of the Company’s management, including the CompaRyésident, Chairman and Chief Executive Offiaad Vice President Finance and
Chief Financial Officer, of the effectiveness oé tilesign and operation of the Company’s disclosanérols and procedures pursuant to
Exchange Act Rule 13a-15(b). Based upon that etialughe Company’s management has concludedhbatbmpany’s disclosure controls
and procedures are effective. There have beenargels in the Company’s internal control over finaneporting identified in connection
with the evaluation required by Exchange Act riBa-1.5(d) that occurred during the Company’s lastdi quarter that have materially
affected, or are reasonably likely to materiallfeaf, the Company’s internal control over finaneegporting.
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PART Il OTHER INFORMATION
Item 1. Legal Proceedings

We and our subsidiaries are subject, franetio time, to a variety of civil and administratigroceedings arising out of our normal
operations, including, without limitation, proddiztbility claims, health, safety and environmerdi@ims and employment-related actions.
Among such proceedings are the cases described.belo

Beryllium Claims

As of October 1, 2004, our subsidiary, Brush Wetinvac. was a defendant in 13 proceedings in varstaie and federal courts brough
plaintiffs alleging that they have contracted, avé been placed at risk of contracting, chroniglbem disease or other lung conditions as a
result of exposure to beryllium. Plaintiffs in bligm cases seek recovery under theories of inbeatitort and various other legal theories
seek compensatory and punitive damages, in mamg cdsan unspecified sum. Spouses of some plamiffim loss of consortium.

During the third quarter of 2004, the numbgberyllium cases changed from 13 (involving 3aipliffs) as of July 2, 2004 to 13 cases
(involving 60 plaintiffs) as of October 1, 2004. ing the third quarter, one third party case (inired one plaintiff) was voluntarily dismiss
by the plaintiff. One third party case (involvingd plaintiffs) was settled and dismissed. One tpicdy case (involving one plaintiff) that h
previously been reported as settled, has been sischiby the court. Two third party cases (involi2gplaintiffs) were filed in the quarter. In
one purported class action that was previouslyntedamn, an amended complaint was filed (involving additional named plaintiffs). One
purported class action (involving 15 named plaigs}ifvhich was previously reported as having beled fihas been served on the Company.

The 13 pending beryllium cases as of Octdh@004 fall into two categories: 9 cases involvihigd-party individual plaintiffs, with 13
individuals (and seven spouses who have filed dampart of their spouse’s case and two childiem rave filed claims as part of their
parent’s case); and four purported class actiong|ving 38 individuals, as discussed more fullyole Claims brought by third-party
plaintiffs (typically employees of our customerscontractors) are generally covered by varyingleeéinsurance.

The first purported class action is John Wfilgt al. v. Brush Wellman Inc., originally filed in Court @ommon Pleas, Cuyahoga Cout
Ohio, case number 00-401890-CV, on February 140 2008e named plaintiffs are John Wilson, DanieMaartin, Joseph A. Szenderski,
Larry Strang, Hubert Mays, Michael Fincher and Rafli Hohenberger. Mr. Szenderski was voluntarigmissed by the court on
September 27, 2000. Mr. Szenderski filed a sepatai®, which is now settled and dismissed. The aaffendant is Brush Wellman. The
trial court denied class certification on Februa®y 2002, and the Court of Appeals, Ohio 8th Distriemanded on October 17, 2002. The
case was appealed to the Ohio Supreme Court, caseen 03-0048, and oral arguments were heard oeriger 16, 2003. The plaintiffs
purport to sue on behalf of a class of workers Wwllonged to unions in the Northwestern Ohio Buid@onstruction Trades Council who
worked in Brush Wellman’s Elmore plant from 195399They have brought claims for negligence, shadtility, statutory product liability,
ultrahazardous activities and punitive damagessaett establishment of a fund for medical surveikeand screening. The plaintiffs are
seeking that Brush Wellman pay for a reasonableicaksurveillance and screening program for pl#fsnand class members, punitive
damages, interest, costs and attorneys’ fees.

The second purported class action is ManwgiMet al. v. Brush Wellman Inc., filed in Superior Court odlornia, Los Angeles
County, case number BC299055, on July 15, 2003 rn#inged plaintiffs are Manuel Marin, Lisa Marin, @&ad Perry and Susan Perry. The
defendants are Brush Wellman, Appanaitis Enterprise. and Doe Defendants 1 through 100. A FireeAded Complaint was filed on
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 contaam.
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The plaintiffs purport to represent two classeapfroximately 250 members each, one consistingookevs who worked at Boeing or its
predecessors and are beryllium sensitized andtkie® oonsisting of their spouses. They have broalglims for negligence, strict liability —
design defect, strict liability — failure to warinaudulent concealment, breach of implied warranténd unfair business practices. The
plaintiffs seek injunctive relief, medical monitog, medical and health care provider reimbursenatttrneys’ fees and costs, revocation of
business license, and compensatory and punitivagesa Messrs. Marin, Perry, Thomas, White, Joffrlmmes and Kesselring represent
current and past employees of Boeing in Califorared Ms. Marin and Ms. Perry are spouses.

The third purported class action is Neal Bgmdt al. v. Brush Wellman Inc., filed in Superior Court ailton 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 March 4, 2004. The named pittsrare Neal Parker, Wilbert Carlton, StephendsiRay Burns, Deborah Watkins,
Leonard Ponder, Barbara King and Patricia Burng. défendants are Brush Wellman; Schmiede Machidéranl 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 membehne 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.

The fourth purported class action is George, & al. v. Brush Engineered Materials Inet,al. filed in the U.S. District Court for the
Southern District of Mississippi, case number 1:0887 on June 30, 2004. The named plaintiffs arer@e®az, Barbara Faciane, Joe Lewis,
Donald Jones, Ernest Bryan, Gregory Condiff, K&tmdiff, Odie Ladner, Henry Polk, Roy Tootle, WAlih Stewart, Margaret Ann Harris,
Judith Lemon, Theresa Ladner and Yolanda Paz. €fendants are Brush Engineered Materials Inc.;BWisliman Inc.; Wess-Del, Inc.;
and the Boeing Company. Plaintiffs seek the esthivient of a medical monitoring trust fund as alteduheir 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 Administra{l@CMA) employees who conducted quality assuramgek 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. MessranBCondiff, Ladner, Park, Polk, Tootle and Stevead Ms. Condiff represent
Boeing employees at Stennis. Ms. Harris, Ms. Lenvb®, Ladner and Ms. Paz are family members.

Other Claims

As previously reported, the Company, ona$ubsidiaries, Brush Wellman Inc., and the BiBstyllium Co., were defendants in Robert
Schultz v. Brush Engineered Materials Iretal. , filed in Circuit Court, Third Judicial Circuit, Btlison County, Illinois, case number 04-L-
191 on May 14, 2004. There were 73 other namechdafes. Plaintiff alleged that he contracted asisestlated diseases as a result of
working with and around the products of the defertslaOn September 24, 2004, defendants Brush Eegidéaterials Inc., Brush Wellman
Inc., and the Brush Beryllium Co. were dismissetke Tase remains pending as to the other defendants.
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Pursuant to the requirements of the Securities Exadnge 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 4, 20(

/sl John D. Gramp

John D. Grampa
Vice President Finance
and Chief Financial Officer
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EXHIBIT 10.1

AMENDMENT NO. 2
TO
BRUSH ENGINEERED MATERIALS INC.
DEFERRED COMPENSATION PLAN FOR NONEMPLOYEE DIRECTOR S
(AS AMENDED AS OF MAY 16, 2000)

Recitals

WHEREAS, Brush Engineered Materials Inc. (tBempany”) has adopted the Brush Engineered Mdselie. Deferred Compensation
Plan for Nonemployee Directors (As Amended as of &, 2000) and as further amended by AmendmentiNihe “Plan”).

WHEREAS, the Company now desires to amendPtar further (this “Amendment No. 2”); and
WHEREAS, the Board of Directors of the Compéaiag approved this Amendment No. 2.
Amendment
NOW, THEREFORE, the Plan is hereby amendethisyAmendment No. 2, effective as of Septembei2084, as follows:

1. Section 5.1 of the Plan is amended to ssafbllows:

“5.1Time of Payment . Distribution of a Director’'s Deferred Compensatiéccount shall commence or be made in the
manner described in Section 5.2 hereof as soanr@ssonably practicable, but not later than 6@ dafyer the earlier of: (i) the date
of termination of service as a Director on accafrresignation, retirement, death or otherwisg,ifiso specified on the Director’s
initial election form (or on the 2005 election fofor all current Directors, other than a currentddtor who has attained age 70 and
has so notified the Committee in writing prior tepgember 13, 2004), the date the Director readteeade of 70 or older, or (iii) the
occurrence of a Change in Control of the Comparowéver, if the amount credited to any Director'§édeed Compensation
Account is less than $17,500, the distribution Idb@lin a lump sum on the applicable date.”




2. Except as amended by this Amendment Nihe2Plan shall remain in full force and effect.
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Exhibit 11

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

Third Quarter Ended Nine Months Ended
Oct. 1 Sept. 26 Oct. 1 Sept. 26
2004 2003 2004 2003
Basic:
Average shares outstandi 18,936,64 16,563,09 17,414,09 16,562,55
| | | |
Net income/(loss $ 3,431,001 $(3,060,001) $13,755,00 $(6,039,001)
Per share amoul $ 0.1¢ $ (0.1¢) $ 0.7¢ $ (0.36)
| | | |
Diluted:
Average shares outstandi 18,936,64 16,563,09 17,414,09 16,562,55
Dilutive stock options based on the treasury stc
method using average market pr 372,05: — 342,56 —
Totals 19,308,69 16,563,09 17,756,65 16,562,55
| | | |
Net income/(loss $ 3,431,001 $(3,060,001) $13,755,00 $(6,039,001)
Per share amoul $ 0.1¢ $ (0.1¢) $ 0.77 $ (0.36)






Exhibit 31.]
CERTIFICATIONS
I, Gordon D. Harnett, certify that:

1. I have reviewed this quarterly report on Forn-Q of Brush Engineered Materials Inc. (“Compan™);

2. Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this reg

3. Based on my knowledge, the financial stateésjend other financial information included ifstreport, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the Company aardf,for, the periods presented
in this report;

4.  The Company’s other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules -15(e) and 15-15(e)) for the Company and we ha

a) designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatneg to the Company, including its consolidatetsdiaries, is made
known to us by others within those entities, pattdy during the period in which this report isiige prepared

b) evaluated the effectiveness of the Compadigslosure controls and procedures and presenttisi report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; ar

c) disclosed in this report any change in tben@any’s internal control over financial reportitigit occurred during the
Company’s most recent fiscal quarter (the Compafousth fiscal quarter in the case of an annuabrgphat has materially
affected, or is reasonably likely to materiallyeaff, the Compar's internal control over financial reporting; a

5.  The Company’s other certifying officer anldalve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the Company’s auditors and the acmlitmittee of the Company’s board of directors @ispns performing the
equivalent functions!

a) all significant deficiencies and materialakeesses in the design or operation of internairebaver financial reporting
which are reasonable likely to adversely affect@oenpany’s ability to record, process, summariz ra@port financial
information; anc

b) any fraud, whether or not material, thabires management or other employees who have Hiségn role in the
Compan'’s internal control over financial reportir

Dated: November 4, 2004 /s/ Gordon D. Harnett
Gordon D. Harnett
Chairman, President and Chief Executive Off






Exhibit 31.

CERTIFICATIONS

I, John D. Grampa, certify that:

1. I have reviewed this quarterly report on Forn-Q of Brush Engineered Materials Inc. (“Compan™);

2. Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this reg

3. Based on my knowledge, the financial stateésjend other financial information included ifstreport, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the Company aardf,for, the periods presented

in this report;

4.  The Company’s other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules -15(e) and 15-15(e)) for the Company and we ha

a)

b)

c)

designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed
under our supervision, to ensure that materiairmédion relating to the Company, including its calitated
subsidiaries, is made known to us by others withase entities, particularly during the period inigh this report
is being preparec

evaluated the effectiveness of the Compagigslosure controls and procedures and presenteisi report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by
this report based on such evaluation;

disclosed in this report any change in tben@any’s internal control over financial reportitihgit occurred during
the Company’s most recent fiscal quarter (the Camisdfourth fiscal quarter in the case of an anmapbrt) that
has materially affected, or is reasonably likelyrtaterially affect, the Company’s internal contwekr financial
reporting; anc

5.  The Company’s other certifying officer andalve disclosed, based on our most recent evafuatimternal control over financial
reporting, to the Company’s auditors and the acmlitmittee of the Company’s board of directors @ispns performing the
equivalent functions)

a) all significant deficiencies and materialakeesses in the design or operation of internairabaver financial
reporting which are reasonable likely to adversdfgct the Company’s ability to record, processmmsarize and
report financial information; an

b) any fraud, whether or not material, thabires management or other employees who have Hiségn role in the
Compan’s internal control over financial reportir

Dated: November 4, 2004 /sl John D. Grampa

John D. Grampa
Vice President Finance and Cl






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

I, Gordon D. Harnett, President, Chairman of tharfBaand Chief Executive Officer of Brush Engineekaterials Inc. (the “Company”), do
hereby certify in accordance with 18 U.S.C. 1350adopted pursuant to Section 906 of the Sarbarksr@ct of 2002, that, to my
knowledge,

1. The Quarterly Report on Form 10-Q of the Conydfar the period ending October 1, 2004 (the “&&id Report”) fully complies with
the requirements of Section 13(a) or 15(d) of theusities Exchange Act of 1934 (15 U.S.C. 78m ax(@, and

2. The information contained in the Periodic Reffairly presents, in all material respects, timafcial condition and results of operations
of the Company

Dated: November 4, 2004

/s!/ Gordon D. Harne

Gordon D. Harnett
President, Chairman of the Board and Chief
Executive Office






Exhibit 32.

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

I, John D.Grampa, Vice President Finance and GFiredncial Officer of Brush Engineered Materials.Iftbe “Company”), do hereby certify
in accordance with 18 U.S.C. 1350, as adopted puatso Section 906 of the Sarbanes-Oxley Act of22@8at, to my knowledge,

1. The Quarterly Report on Form 10-Q of the Conydfar the period ending October 1, 2004 (the “&&id Report”) fully complies with
the requirements of Section 13(a) or 15(d) of theusities Exchange Act of 1934 (15 U.S.C. 78m ax(@, and

2. The information contained in the Periodic Refairly presents, in all material respects, timafcial condition and results of operations
of the Company

Dated: November 4, 2004

/sl John D. Gramp

John D. Grampa
Vice President Finance and Chief Financial
Officer



