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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
(Mark One)

M QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) DHE SECURITIES
EXCHANGE ACT OF 193¢

For the quarterly period ended June 29, 2007

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(dy ®HE SECURITIES
EXCHANGE ACT OF 193¢

For the transition period from to

Commission file number 001-15885

BRUSH ENGINEERED MATERIALS INC.

(Exact name of Registrant as specified in charter)

Ohio 34-1919973
(State or other jurisdiction of incorporation oganization) (I.R.S. Employer Identification No
17876 St. Clair Avenue, Cleveland, Ohi 44110
(Address of principal executive office (Zip Code)

Registrant’s telephone number, including area code:

216-486-4200

Indicate by check mark whether the registrant €l filed all reports required to be filed by Secti® or 15(d)
of the Securities Exchange Act of 1934 during trexpding 12 months (or for such shorter period thatregistrant
was required to file such reports), and (2) hasitseddject to such filing requirements for the [@iktays. YesA

No O

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, noa-
accelerated filer. See definition of “acceleratibet fand large accelerated filer” in Rule 12b-Zlué Exchange Act.
(Check One)

Large accelerated fileEl Accelerated filerv] Non-accelerated fildd

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Excje
Act). Yes O No M

As of July 31, 2007 there were 20,390,719 shar€xoimon Stock, no par value, outstanding.




PART | FINANCIAL INFORMATION
BRUSH ENGINEERED MATERIALS INC. AND SUBSIDIARIES

Iltem 1. Financial Statements

The consolidated financial statements of Brush Begjied Materials Inc. and its subsidiaries forgharter
ended June 29, 2007 are as follows:

Consolidated Statements of Income —
Second Quarter and first half ended June 29, 2867Jane 30, 200

Consolidated Balance Sheets —
June 29, 2007 and December 31, 2

Consolidated Statements of Cash Flows —
Six months ended June 29, 2007 and June 30,
EX-11
EX-31.1
EX-31.2
EX-32.1
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Consolidated Statements of Income

(Unaudited)
Second Quarter Ended First Half Ended

(Dallars in thousands except share and June 29, June 30, June 29, June 30,
per share amounts) 2007 2006 2007 2006
Net sales $ 23356: $ 187,07¢ $ 48387 $ 354,80:

Cost of sale: 191,78 147,25¢ 372,71 280,83
Gross margir 41,78 39,81¢ 111,16! 73,96

Selling, general and administrative expe 26,56« 27,19¢ 55,23« 51,10:

Research and development expe 1,27t 954 2,601 2,03t

Other-net 1,32¢ 377 3,85¢ 70z
Operating profit 12,617 11,29¢ 49,47: 20,12:

Interest expens 571 1,12¢ 1,254 2,26
Income before income tax 12,04¢ 10,16¢ 48,21¢ 17,85t

Income taxe: 4,107% 3,201 17,16¢ 5,66(
Net income $ 793¢ % 6,96¢ $ 3105¢ $§ 12,19
Per share of common stock: ba $ 03¢ $ 03¢ $ 15 $ 0.6:
Weighted average number of common shares

outstanding 20,351,000 19,593,000 20,254,00 19,428,00
Per share of common stock: dilu $ 03¢ $ 0.3 $ 15C $ 0.6z
Weighted average number of common shares

outstanding 20,736,000 19,865,000 20,709,00 19,680,00

See notes to consolidated financial statements.
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Consolidated Balance Sheets

(Unaudited)
June 29, Dec. 31,
(Dallarsin thousands) 2007 2006
Assets
Current assel
Cash and cash equivalel $ 12,07« $ 15,64«
Accounts receivabl 114,09 86,46
Inventories 163,19: 151,95(
Prepaid expense 15,26: 13,98¢
Deferred income taxe 3,25¢ 3,541
Total current asse 307,88( 271,58«
Other asset 12,88¢ 13,571
Relater-party notes receivab 98 98
Long-term deferred income tax 9,78t 15,57¢
Property, plant and equipme 569,29¢ 557,86
Less allowances for depreciation, depletion andrénadion 388,14 381,93:
181,15¢ 175,92¢
Goodwill 21,78: 21,84

$533,58°  $498,60t

Liabilities and Shareholders Equity
Current liabilities

Shor-term debi $ 30,71¢ $ 28,07¢
Current portion of lon-term debt 631 632
Accounts payabl 37,34( 30,74«
Other liabilities and accrued iter 51,47: 52,16:
Unearned revent 1,68: 314
Income taxe: 3,69¢ 4,51¢
Total current liabilities 125,53¢ 116,44.
Other lon¢-term liabilities 9,51t 11,64:
Retirement and pc-employment benefit 57,25 59,08¢
Long-term income taxe 4,331 —
Deferred income taxe 12¢ 151
Long-term deb 10,24¢ 20,28:
Shareholder equity 326,57 291,00(

$533,58°  $498,60¢

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

(Unaudited)
First Half Ended
June 29, June 30,
(Dallars in thousands) 2007 2006
Net income $31,05: $12,19¢
Adjustments to reconcile net income to net cash udén operating activities:
Depreciation, depletion and amortizat 11,92¢ 11,81¢
Amortization of deferred financing costs in intd¢respenst 21t 301
Derivative financial instrument ineffectivene (72 (42€)
Stoclk-based compensation expel 1,932 69€
Decrease (increase) in accounts receiv (27,752 (13,449
Decrease (increase) in inventc (12,859 (22,190
Decrease (increase) in prepaid and other curreets (999 (2,972
Decrease (increase) in deferred income ti (3,672 4,38:
Increase (decrease) in accounts payable and acexpetse 2,06¢ 4,761
Increase (decrease) in unearned reve 1,36¢ 92C
Increase (decrease) in interest and taxes pa 7,96( e
Increase (decrease) in other |-term liabilities 47¢ 2,16z
Other— net (202) 6,13¢
Net cash provided from operating activities 11,44¢ 5,11¢
Cash flows from investing activitie
Payments for purchase of property, plant and eceiip (11,156 (5,979
Payments for mine developme (6,19%) (46)
Payments for purchase of business net of cashvest — (25,699
Proceeds from sale of busint 2,15( —
Proceeds from sale of property, plant and equipt 51 —
Other investment— net 42 33
Net cash used in investing activitie (15,109 (31,68%)
Cash flows from financing activitie
Proceeds from issuance (repayment) of -term debi 2,591 864
Proceeds from issuance of l--term debt 15,747 26,00(
Repayment of lor-term debt (25,799 (5,037
Issuance of common stock under stock option 4,86¢ 6,96(
Tax benefit from exercise of stock optic 2,71¢ —
Net cash provided from financing activities 12t 28,791
Effects of exchange rate chang (35 (279
Net change in cash and cash equivalen (3,570 1,94¢
Cash and cash equivalents at beginning of peric 15,64 10,64
Cash and cash equivalents at end of peric $12,07¢ $ 12,591

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

Note A —Accounting Policies

In managemens’ opinion, the accompanying consolidated finarstiaements contain all adjustments nece:
to present fairly the financial position as of J@% 2007 and December 31, 2006 and the resutiparations for
the second quarter and first half ended June 2% 26d June 30, 2006. All of the adjustments wéeermrmal and

recurring nature.

Note B—Inventories

June 29, Dec. 31,
(Dallarsin thousands) 2007 2006
Principally average cos
Raw materials and suppli $ 35,21 $ 36,39
Work in proces: 138,47. 124.,67(
Finished good 51,33 56,72:
Gross inventorie 225,01¢ 217,78:

Excess of average cost over LIFO inventory vi
Net inventories

Note C—Pensions and Other Po«-retirement Benefits

(Dollarsin thousands)

61,82 65,83!

$

163,19: $151,95(

Pension Benefits
Second Quarter Endec

Other Benefits
Second Quarter Endec

June 29, June 30,
2007 2006

June 29 June 30
2007 2006

Components of net periodic benefit cost
Service cos

Interest cos

Expected return on plan ass
Amortization of prior service co:
Amortization of net loss/(gair

Net periodic benefit cos

(Dallarsin thousands)

$ 1,161 $ 1,25¢

1,851 1,74%
(2,156 (2,079
(164) (17¢)
43€ 51€

$ 75 $ 74
477 47%

©) ©)

$1,12¢ $ 1,25¢

$ 54c $ 54C

Pension Benefits
First Half Ended

Other Benefits
First Half Ended

June 29, June 30,
2007 2006

June 29 June 30
2007 2006

Components of net periodic benefit cos
Service cos

Interest cos

Expected return on plan ass
Amortization of prior service co:
Amortization of net loss/(gair

Net periodic benefit cos

$231¢ $2,507

$ 15C $ 14¢

3,68¢ 3,48 95¢ 951
4,297 (4,157 — —
(327)  (356) (18) (18)
86¢  1,03¢ _ _
$224¢ $251: $1,087 $1,081
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Note D —Contingencies

Brush Wellman Inc., one of the Company’s wholly @drsubsidiaries, is a defendant in various legal
proceedings where the plaintiffs allege that thayencontracted chronic beryllium disease (CBD)etaited ailment
as a result of exposure to beryllium. Managemeli¢wes that the Company has substantial defenskmeends to
defend these suits vigorously. The Company hasdedca reserve for CBD litigation of $1.7 millios af June 29,
2007 and $2.1 million as of December 31, 2006. Tés®grve covers existing claims only and unassettehs
could give rise to additional losses. Defense castexpensed as incurred. Final resolution oafserted claims
may be for different amounts than currently resérdéhere were no settlement payments made duragjrit six
months of 2007. Portions of the outstanding claamescovered by varying levels of insurance.

In the third quarter 2006, the Court of Common PleaOttawa County, Ohio issued a summary judgriment
the Company’s favor and awarded the Company danwdks8 million to be paid by the Company’s former
insurance providers. The Company had filed the lgtvegyainst its former insurers in attempts to hesa dispute
over how insurance coverage should be appliedciariad legal defense costs and indemnity paymeéhes Court
ruling agreed with the Comparsyposition. The damages, which were stipulated/tthe defendants, represent c«
previously paid by the Company over a number ofy#aat were not reimbursed by the insurance pessidlhe
damages also include accrued interest on those. dd® award was subsequently increased to $8li@msls a
result of the defendants stipulating to the attpiméess incurred in pursuing this action. The Campbelieves that
the defendants will appeal this ruling and therefali or a portion of the $8.8 million may not iieat by the
Company. Given the uncertainty surrounding thertgrand outcome of the appeal process and the flagdir a
portion or all of the award to be reversed, the @any has not recorded the impact of the awardig€ansolidated
Financial Statements as of June 29, 2007.

Williams Advanced Materials Inc. (WAM), one of tmmpany’s wholly owned subsidiaries, and a small
number of WAM'’s customers are defendants in a patdrngement legal case. WAM has provided an mdy
agreement to certain of those customers under vilvi&M will pay any damages awarded by the court. WAS%
not made any indemnification payments nor have teegrded a reserve for losses under these agréeasenf
June 29, 2007. WAM believes it has strong defeappticable to both WAM and its customers and isestng thi:
action. While WAM does not believe that a lossrishable, should their defenses not prevail, theatges to be pa
may potentially be material to the Company’s resaftoperations in the period of payment. The cmucurrently
reviewing WAM'’s motion to transfer the case fromviN¥ork to California.

The Company has an active environmental complianacgram and records reserves for the probableofost
identified environmental remediation projects. Tagerves are established based upon analyses teddycthe
Company'’s engineers and outside consultants analdfmsted from time to time based upon on-goindistiand
the difference between actual and estimated cbktsreserves may also be affected by rulings agdtiaions witt
regulatory agencies. The undiscounted reserve talaas $5.1 million as of June 29, 2007, uncharfiged
December 31, 2006. Environmental projects tencettobg term and the final actual remediation costy differ
from the amounts currently recorded.

Note E—Comprehensive Income

The reconciliation between net income and comprgikierincome for the second quarter and first hadfesl
June 29, 2007 and June 30, 2006 is as follows:

Second Quarter Endet First Half Ended

June 29, June 30, June 29, June 30,
(Dallarsin thousands) 2007 2006 2007 2006
Net income $7,93¢ $6,96¢ $31,05¢ $12,19¢
Cumulative translation adjustme (52€) 38¢ (232 49C
Change in the fair value of derivative financiatiuments (1,25€) 4,31¢ (3,84%) 5,76¢
Minimum pension and other retirement plan liabi 263 — 524 —
Comprehensive incon $6,42( $11,67C $27,49¢ $18,45(
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Note F —Segment Reporting

Beginning in the fourth quarter 2006 and due larppelcause the Company has a new chief operatirigiclec
maker, the operating segments will no longer beegaied and the Company will report its four malesegments
separately. WAM is reported as Advanced Materiahh®logies and Services, Alloy Products reporte8ecialty
Engineered Alloys, Beryllium Products is now Beiyth and Beryllium Composites and Technical Materlak. is
Engineered Material Systems. Brush Ceramic Prodaatsholly owned subsidiary that formerly was prt
Electronic Products, has been merged into Berylund Beryllium Composites. The remaining portiofis o
Electronic Products, due to their insignificanag, @ported in the reconciling All Other columrtfire table below.

Advanced
Material Specialty Beryllium Engineerec
Technologie: Engineerec and Beryllium  Material All
(Dollarsin thousands) and Services  Alloys Composites  Systems  Subtotal Other Total

Second Quarter 20(

Revenues from external custom $ 121,27° $ 75,54¢ $ 16,48( $ 16,86¢ $230,16° $ 3,39¢ $233,56:
Intersegment revenu 1,172 (381) 23€ 675 1,70z 12 1,714
Operating profit 4,85¢ 1,39( 2,42¢ 72€ 9,39¢ 3,221 12,61;
Second Quarter 20(

Revenues from external custom $ 82,88( $ 68,95« $ 12,74t $ 18,01¢ $182,59" $ 4,481 $187,07¢
Intersegment revenu 1,14(C 60¢ 198 94¢ 2,88 1 2,88¢
Operating profit (loss 9,63¢ 1,46¢ 947 1,16¢ 13,21¢ (1,92() 11,29«
First Half 2007

Revenues from external custom $ 264,93: $14591( $ 31,65¢ $ 33,61 $476,11* $ 7,762 $483,87

Intersegment revenu 2,47 3,06¢ 543 1,46t 7,54¢ 12 7,561
Operating profit 36,83( 6,692 4,55¢ 1,30¢ 49,38¢ 86 49,47:
Assets 187,81¢ 237,84: 37,89: 27,13t 490,68 42,90( 533,58

First Half 2006
Revenues from external custom $ 158,28! $129,36: $ 23,14: $ 35,93¢ $346,72¢ $ 8,072 $354,80:

Intersegment revenu 2,071 3,29( 362 1,39¢ 7,11¢ 2 7,11¢
Operating profit (loss 18,59: 1,94¢ 1,097 2,56¢ 24,19¢ (4,077) 20,12
Assets 132,53: 228,04: 32,78¢ 29,17: 422,53 42,127 464,66l

Note G—Stock-based Compensation Expense

The Company granted approximately 8,000 restristedk units to the non-employee directors in theosd
quarter 2007 under the 2006 Non-employee Directogsiity Plan. The fair value of the grant, whichswa
determined using the closing market price on tlaagdate of May 1, 2007, was $46.01 per share fdihgalue will
be amortized over the vesting period of one yelaou®l a director terminate prior to the completidrthe vesting
period, the director will be entitled to receivpra-rata payment of common shares based upon theenof full
months of service rendered since the grant date.

The Company granted approximately 50,000 sharesstficted stock to certain employees in the fjisirter
2007 at a fair value of $44.72 per share. Thevidiue was determined using the closing price oGbmpany’s
stock on the grant date of February 15, 2007 atidb@iamortized over the vesting period of threarge The shares
will be forfeited should the holders’ employmentténate prior to the vesting period.

The Company granted approximately 40,000 stockesgpgtion rights (SARS) to certain employees infitst
quarter 2007 at a strike price of $44.72 per shEhne.fair value of the SARs, which was determinedh® grant
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date of February 15, 2007 using a Black-Scholesahods $22.77 per share and will be amortized theevesting
period of three years. The SARs expire ten years the date of the grant.

The Company implemented a long-term incentive fdanhe 2007 to 2009 time period for executive aHfis
and certain other employees in the first quart@72@wards under the plan are based upon the Coytgan
performance during this time period and any paybtite end of the period may vary depending uperdégree to
which the actual performance exceeds the pre-detechthreshold, target and maximum performancedetnder
the 2007 to 2009 long-term incentive plan, awaatsed up to the target level will be settled inrekadf the
Company’s stock. The portion of any awards earnezkcess of the target up to the maximum payoutbeikettied
in cash based upon the share price of the Compatock at the end of the performance period. Coisgtion
expense is based upon the current performancectinnje for the three-year period, the percentageaisite
service rendered and the market value of the Coypatock on the February 15, 2007 grant date.daffset to
compensation expense is recorded within sharehsldgquity. The compensation expense for the poxiceny
payout in excess of target is based upon the mpria of the Company'’s stock at the end of theéggewith the
offset recorded as a liability.

Total sharesased compensation expense for the above and pséyiexisting grants and plans was $1.0 mil
in the second quarter 2007 and $0.4 million ingkeond quarter 2006. For the first six months efytkar, the
comparable expense was $1.9 million in 2007 and 80llion in 2006.

Note H—Income Taxes

Income taxes were calculated by applying an effedtx rate of 34.1% against income before incawed in
the second quarter 2007 and 35.6% in the firstrgirths of 2007. The differences between the effectite and th
statutory rate in both periods included the effefigsercentage depletion, foreign source incomedsutlictions, the
production deduction and other factors. In 2006 dffective tax rate was 31.5% in the second qua@@7 and
31.7% in the first six months of 2006. The differes between the effective and statutory ratesasetiperiods were
primarily the impact of foreign source income amdgentage depletion. The effective tax rate wabdrign the
second quarter and first six months of 2007 tharréispective periods in the prior year due to diffiees in income
levels, foreign source income, percentage depletimhother factors.

The difference in the effective rate between theosd quarter 2007 and the first quarter 2007 wesgpily due
to a tax law change enacted by the State of New ¥fiective early in the second quarter. This falbe rate
change reduced tax expense and increased net ifmpapproximately $0.2 million, or $0.01 per shanethe
second quarter 2007.

Note | —Income Taxes — Adoption of FIN 48

The Company adopted Financial Accounting StandBogsd Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes, an interpretation ASB Statement No. 109” (FIN 48) as of January D72G-IN 48
clarifies the accounting for uncertainty in incotages recognized in the financial statements i zce with
FASB Statement No. 109, “Accounting for Income Tsix@s a result of adopting FIN 48, the Companyogtzed
a $1.4 million increase to its reserve for uncertak positions, which is included in accrued ineotaxes on the
Consolidated Balance Sheet. The increase was aewbfor as an adjustment to the retained earniagbe as of
January 1, 2007. The prior year's results wereestated for the adoption of FIN 48.

As of January 1, 2007, the Company had $5.4 millibunrecognized tax benefits, of which $4.3 miiliwould
affect the effective tax rate if recognized. Thesgrunrecognized tax benefits differ from the andlet would
affect the effective tax rate due to the impactarious offsetting items.

The Company or its subsidiaries files income taurres in the United States federal jurisdiction &adous
state and foreign jurisdictions. The tax years 1988ugh 2006 remain open to examination for feldemd state
taxing jurisdictions to which we are subject. Noefign jurisdiction tax years are open prior to 2000

The Company classifies all interest and penaltesieome tax expense. As of January 1, 2007, tlmep@ay
recorded $0.1 million of accrued interest and p#gstelated to uncertain tax positions.
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The Company believes that due to a current addg reasonably possible that the total amountnoécognizer
tax benefits will decrease by approximately $0.lliom within the next twelve months.

Note J—New Pronouncements

The FASB issued Statement No. 159, “The Fair V&pton for Financial Assets and Financial Liabégi—
including an amendment of FASB Statement No. 1h3he first quarter 2007. The statement allowstiestto
value financial instruments and certain other itatfair value. The statement provides guidance theelection o
the fair value option, including the timing of thkection and specific items eligible for the faiwe accounting.
Changes in fair values would be recorded in eamiiige statement is effective for fiscal years beigig after
November 15, 2007. The Company is evaluating thgahthe adoption of this statement will have niaon its
consolidated financial statements.
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Item 2. Management’s Discussion and Analysis of Financial @dition and
Results of Operations

Overview

We are an integrated producer of engineered migersad in a variety of high performance electrical
electronic, thermal and structural applicationsjdvianarkets for our materials include telecommutigres and
computer, data storage, aerospace and defensejativte electronics, industrial components and @poié.

Sales in the second quarter 2007 of $233.6 milkere $46.5 million higher than the second quar@@62and
were the second highest quarterly total in ourlnystThis growth was fueled by a combination of iged demand
from the data storage, defense and other markegsoived pricing in portions of our business, neadpicts and the
pass-through of higher precious metal prices.

Gross margin was a disappointing 18% of salesarstitond quarter 2007 compared to 21% of salé®in t
second quarter 2006. An isolated manufacturingityuakue, which has been resolved, coupled witmaentory
loss from a lower of cost or market charge redunadgins by $8.8 million, or 4% of sales, in thereat quarter.
The improved pricing helped to offset the unfavégahargin impact of the higher copper and nickégs, which
continued to increase during the quarter.

Operating profit of $12.6 million in the second gea 2007 improved $1.3 million over the secondrirra200¢
as the $8.8 million charge and higher material @ethead costs offset the majority of the marginelfi€ generated
by the higher sales volume and improved pricing.

Cash flow from operations was $11.4 million in fhiet half of 2007. This strong cash flow, the pgeds from
the exercise of stock options and the proceeds fhensale of a small business allowed us to fuipitala
expenditures, a pension plan contribution and 4 8iillion reduction in debt in the first six montb&2007.

Results of Operations

First Half
Second Quarter Ende Ended
June 30 June 29 June 29 June 30
Millions, except per share data 2007 2006 2007 2006
Sales $233.€ $187.1] $483.¢ $354.¢
Operating Profi 12.€ 11.2 49.t 20.1
Income Before Income Tax 12.C 10.z 48.2 17.¢
Net Income 7.S 7.C 31.1 12.2
Diluted E.P.< $ 0.3¢ $ 03k $15C $ 0.62

Salesof $233.6 million in the second quarter 2007 wes&zhigher than second quarter 2006 sales of
$187.1 million while sales of $483.9 million foretfiirst half of 2007 were 36% higher than sale$384.8 million
in the first half of 2006.

Sales have grown over the comparable quarter ipribe year for eighteen consecutive quarters. Hare
sales were lower in the second quarter 2007 thaxfirgt quarter 2007, breaking the string of ninesecutive
quarters of sales growth. Sales in the first sixithe of 2007 were the highest in our history.

Over half of the growth in sales in the first siomths of 2007 over the prior year is from ruthenibased
targets for the data storage market for hard disledapplications. The demand for these materialsed down
during the second quarter 2007 from the first qra2007 level, partially due to seasonality issbeswe anticipate
demand to improve over the second quarter levidlarsecond half of the year as the perpendiculgnetic
recording (PMR) technology is implemented by owstomers in an increasing portion of their hard digle
applications.

Sales of precious metal products for wireless tetenunication and other applications contributethtosales
increase in the second quarter and first six moot2007. Sales also increased in the second qu6¥ and the
first six months of 2007 due to improved pricingamnpper-based alloy products sold into the telecanioations

10
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and computer, appliance, aerospace and other radftetting the lower sales volumes of these petsd Sales fc
defense and government-related applications grezadh of the first two quarters of 2007 while tleendind from
the automotive electronics market was softer irfitlsé six months of 2007 than it was in 2006.

We use precious metals, including gold, silvertipian and palladium in the manufacture of variotzdpicts.
Our sales are affected by the prices for theselmets.changes in our purchase price are passedoum customers
in the form of higher or lower selling prices. Tiéces for the precious metals we use on average gher in the
second quarter and first six months of 2007 tharctmparable periods in 2006 resulting in an esétha
$3.1 million increase in sales in the second qu&@@7 as compared to the second quarter 2006raadtenated
$10.7 million increase in sales in the first sixnties of 2007 over the first six months of 2006.

International sales were $97.8 million, or 42%atht sales, in the second quarter 2007 compared to
$61.1 million, or 33% of total sales, in the secopdrter 2006. For the first six months of the yegernational
sales of $214.1 million in 2007 were 81% highenthaernational sales of $118.1 million in 2006significant
portion of the international growth in 2007 camanfrAsia and a portion of that growth was due todht& storage
market. The effect of translating foreign curredenominated sales was a favorable $0.5 milliohénsecond
quarter 2007 and a favorable $1.7 million in thistfsix months of 2007 as compared to the samegem 2006.
Domestic sales grew 8% in the second quarter 2068714% in the first half of 2007 over the respeziperiods of
2006.

The gross margirwas $41.8 million, or 18% of sales, in the secoundrtgr 2007 compared to $39.8 million, or
21% of sales, in the second quarter 2006. Foritsiesix months of the year, the gross margin inapcbto
$111.2 million in 2007, or 23% of sales, from $7ilion, or 21% of sales, in 2006.

Gross margin was adversely affected in the secoadey 2007 by an isolated manufacturing qualgyésin
the production of ruthenium targets for the dateagje market that resulted in customer returnstiaddl costs and
inventory losses. We believe that we also templgrrst sales due to this issue. The quality idsa® been resolved
and previously affected customers have subsequieedy placing new sales orders. Margins were aldoced in
the second quarter 2007 by a lower of cost or matkarge on ruthenium refine materials as the ntamkee of
ruthenium declined during the second quarter aasematerials, which have a long processing tinreegw
purchased at the higher prices earlier in the y|as.total impact of the quality issue (excludihg potential impact
of any lost sales) and the lower of cost or macketrge was $8.8 million, or 4% of sales in the adaguarter 2007.

The market price of ruthenium escalated in the segd¢@lf of 2006 and was significantly higher thiha t
carrying cost of the inventory as of December IN& Sales of this existing lower cost inventoryhat current
market prices and other inventory transactionseiased total gross margins by $4.5 million in theped quarter
2007 and $21.4 million in the first six months @0Z. Due to the inventory turnover, changes inmiging
strategies and the decline in ruthenium priceténsecond quarter 2007, the benefit from sellingydider
rutheniumbased inventory was lower in the second quarte? 208n the first quarter 2007; we anticipate theelfii¢
from selling the remaining inventory from this stne to be lower in the next two quarters than it imahe second
quarter.

The overall increase in sales volume contributetthéomargin improvement as did the improved pridinogn
two of our businesses; the improved pricing heligedffset the impact of the continuing high costopper and
nickel. The change in product mix was slightly fealde in the first half of 2007 as compared tofirst half of
2006.

Selling, general and administrative expenses (SG&x#gre $26.6 million in the second quarter 2007 camegha
to $27.2 million in the second quarter 2006. Expsrdeclined from 15% of sales in the second qua@é to 11%
of sales in the second quarter 2007. For thedixstnonths of the year, SG&A expenses totaled $68lion, or
11% of sales, in 2007 and $51.1 million, or 14%alks, in 2006.

Incentive compensation expense was approximateB/ $ilion lower in the second quarter 2007 tham th
second quarter 2006 but $2.2 million higher infirst six months of 2007 than the first six montdi2006 due to
differences in our profitability and the impactaifanges in the market price for our common stockestain
compensation plans. The expense for other shaegtmasnpensation plans, including restricted stockréization
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and stock options, increased $0.3 million in theose quarter 2007 and $0.6 million in the first sirnths of 2007
over the respective periods in 2006. Selling anckatang expenses were higher, mainly internatignati both the
second quarter and first six months of 2007 tharcthmparable periods in 2006 in order to supperhigher level
of sales and as a result of our market penetrafifomts. The exchange rate effect on the trangiatioBrush
International, Inc.’s subsidiaries’ expenses was@avorable $0.1 million in the second quarter2@6d

$0.4 million in the first six months of 2007 as quemed to the respective periods in 2006.

Research and development expenses (R&@)ye $1.3 million in the second quarter 2007 an@ #dillion in
the second quarter 2006. For the first six montflth@year, R&D expenses increased from $2.0 mililo2006 to
$2.6 million in 2007. Our R&D efforts remain clogelligned with our marketing and manufacturing egiens and
are focused on developing new products and impgppincesses.

Other-net expenséor the second quarter and first half 2007 and 28@&ammarized in the following table:

Income/(Expense’
First Half
Second Quarter Endec Ended
June 29 June 30 June 29 June 30
Millions 2007 2006 2007 2006
Exchange gains (losse $ 05 $ 07 $ (0.8 $ 1.3
Directors deferred compensatic 0.5 (0.7 (0.5 (0.9
Derivative ineffectivenes 0.1 0.2 0.1 0.4
Metal financing fee (0.9 (0.5 (1.0 (0.9
Loss on sale of busine — — (0.3 —
Other items (1.0 (0.7) (1.4 (1.2)
Total $ (1.3 $ (04 $ (3.9 $ (0.9

The weaker U.S. dollar relative to the strike psigethe hedge contracts that matured resulte@dhange
losses in the second quarter and first half of 280@pposed to exchange gains in the comparabtelpaf 2006.

The income or expense on the directors’ deferredpemsation plan is a function of the outstandirayefiin
the plan and the movements in the share price métogk; in the second quarter 2007, the share piéclined
resulting in $0.5 million of income. However, thease price was higher at the end of the secondeu2007 than |
was at the end of the prior year which resultedrirexpense for the first half of 2007. The shareefncreased in
both the second quarter and first six months 06200

Derivative ineffectiveness results from the charigdbe fair value of an interest rate swap thagsdeot qualify
for hedge accounting treatment. Gains on the sesyltrfrom increases in market interest rates wb#ees are
caused by declines in interest rates.

In the first quarter of 2007, we sold substantiallyof the operating assets and liabilities ofoGits Processing
Technology, Inc. (CPT), a wholly owned subsididrgttmanufactures thick film circuits, for $2.2 nah. CPT,
which was acquired in 1996, was a small operatiith Iimited growth opportunities. The loss on tladeswas
$0.3 million.

Other-net expense also includes amortization afigible assets, cash discounts, gains and losgég on
disposal of fixed assets and other non-operatergst

Operating profitwas $12.6 million in the second quarter 2007, gorowement of $1.3 million over the
$11.3 million profit in the second quarter 2006r Ew first half of the year, operating profit inoped $29.4 million
from $20.1 million in 2006 to $49.5 million in 200This improvement resulted from the margin earmethe
higher sales offset in part by the higher materigts, the impact of the isolated quality issue ldger SG&A and
other-net expenses.

Interest expensavas $0.6 million in the second quarter 2007 comgpéoebl1.1 million in the second quarter
2006. For the first half of the year, interest exgeewas $1.3 million in 2007 and $2.3 million ir0DB0The average
level of outstanding debt was lower in the secomargr 2007 and first six months of 2007 than thragarable
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periods in 2006. Interest capitalized in assocamatiith long-term capital projects was immateriathe second
quarter and first half of both years.

Income before income taxesas $12.0 million in the second quarter 2007 corgbéo $10.2 million in the
second quarter 2006, a $1.8 million, or 18%, improent. Income before income taxes was $48.2 millighe firs
half of 2007, having grown $30.3 million from theeome before income taxes of $17.9 million in tingt half of
2006.

The tax expens&as calculated by applying a provision of 34.1%isfehe income before income taxes in the
second quarter of 2007 while a provision of 31.58 wsed in the second quarter 2006. The effeciveate was
35.6% in the first half of 2007 and 31.7% in thwstfhalf of 2006. The effects of percentage demhetioreign sourc
income, executive compensation, the production ciémluand other factors were the major factorglierdifferenct
between the effective and statutory rates in tkkerse quarter and first six months of 2007. Theaff®f foreign
source income and percentage depletion were ther majises for the difference between the effeethak statutory
rates in the second quarter and first six montt2006. The tax rate was higher in the second quanig first half o
2007 than the comparable periods in 2006 due tbititeer level of taxable income in 2007, differemagforeign
tax benefits and other factors.

The effective tax rate was lower in the second tgu@007 than it was in the first quarter 2007 édyglue to th
enactment of favorable tax law change in New Ydk&early in the second quarter 2007. The lowerdse
created a net income benefit of $0.2 million, oi080per share, in the second quarter 2007.

Net incomewas $7.9 million in the second quarter 2007, arrawpment of $0.9 million, or 14%, over the net
income of $7.0 million earned in the second qua&@&6. Net income for the first half of 2007 wad $#3million
having grown $18.9 million from the net income d2% million in 2006. Diluted earnings per shargev®0.38 in
the second quarter 2007 and $0.35 in the secomteq@®06, while diluted earnings per share forfitst half of the
year were $1.50 in 2007 and $0.62 in 2(

Prior to year-end 2006, we aggregated our busineatetwo reporting segments. The Metal Systenwier
included Alloy Products, Beryllium Products and feical Materials, Inc. (TMI) and the MicroelectrogiGroup
included Williams Advanced Materials Inc. (WAM) aitectronic Products. Beginning with year-end 2006 ,are
reporting our four largest operating segments sgelyr WAM and its subsidiaries are reported asakabed
Material Technologies and Services. Alloy Produittsluding Brush Resources Inc., is reported asiafig
Engineered Alloys. Beryllium Products is now knoasBeryllium and Beryllium Composites while TMIreportec
as Engineered Material Systems.

In addition, Brush Ceramic Products Inc., a whollyned subsidiary that previously was part of Eleut
Products, has been merged into the Beryllium Prizdygerating segment and is part of the Berylliund Beryllium
Composites reporting segment. Brush Ceramic Predsié small operation that is under common managéewmiith
and has similar operating concerns as Berylliund&ets. The remaining portions of Electronic Produdtie to
their immateriality and in compliance with the gtitative thresholds of Statement No. 131, are nosluided in the
All Other column of our segment reporting. The @lher column also includes our parent company esg®rother
corporate charges and the operating results of BeMices, Inc., a wholly owned subsidiary that jples
administrative and financial oversight servicesto other businesses on a cost-plus basis.

With the appointment of our new chief executivaasf in 2006, we believe these changes to our segme
reporting are consistent with how the company isagead. Prior year data has been re-cast to bestenswith the
current year format.

The operating profit within All Other was $5.1 niolh higher in the second quarter 2007 than thersbqoarte
2006 due to lower retirement expenses recorddteatdrporate office, lower incentive compensatigpease, the
income difference in the directors deferred compgas plan between periods, improved profit conttidn from
Zentrix Technologies Inc. and other factors.
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Advanced Material Technologies and Services

First Half
Second Quarter Ende Ended
June 29 June 30 June 29  June 30
Millions 2007 2006 2007 2006
Sales $121.: $ 82.¢ $264.¢ $158.:
Operating Profi $ 4.¢ $ 9.€ $ 36.£ $ 18.¢

Advanced Material Technologies and Serviaqaanufactures precious, non-precious and speciadtgim
products, including vapor deposition targets, frdichi@ssemblies, clad and precious metal prefohigh
temperature braze materials, ultra-fine wire aretigity inorganic materials. Major markets for tagsoducts
include data storage, medical and the wirelessicagrductor, photonic and hybrid sectors of the oetectronics
market. Advanced Material Technologies and Senates has metal cleaning operations and an in-haisery
that allows for the reclaim of precious metals frilsnrown or customers’ scrap. Due to the high obgtrecious
metal products, we emphasize quality, deliverygranince and customer service in order to attratnamintain
applications. This segment has domestic facilitiddew York, California and Wisconsin and interoatil facilities
in Asia and Europe.

Sales from Advanced Material Technologies and 8esvof $121.3 million in the second quarter 2007ewe
46% higher than sales of $82.9 million in the secquarter 2006. Sales for the first half of 200%264.9 million
were 67% higher than sales of $158.3 million infitet half of 2006.

Advanced Material Technologies and Services adjtstelling prices daily to reflect the currenstof the
precious metals sold. The cost of the metal is gdiyea pass-through to the customer and a masggenerated on
the fabrication efforts irrespective of the typecost of the metal used in a given application.réfage, the cost and
mix of metals sold will affect sales but not neeeg the margins generated by those sales. Tloepof gold,
silver, platinum and palladium were higher on agermn the first half of 2007 which in turn incredssales by
$3.1 million in the second quarter 2007 and $10lam in the first six months of 2007 over the pestive periods
in 2006.

The majority of the sales growth for this segmearthie second quarter and first six months of 2088 w
generated by ruthenium-based products manufacairéx Brewster, New York facility for media apjlions
within the data storage market. Both volumes aickprfor ruthenium products were higher in thet fipgarter 2007
than in the first quarter 2006. The higher demandampared to 2006 was fueled by the continuedlderent and
deployment of the PMR technology, which uses lagérsithenium and other materials on hard diskefikesulting
in a significant increase in data storage capa€itg. demand slowed in the second quarter 200 welat the first
quarter in part due to seasonality of our custohpesluction schedules.

Sales of vapor deposition targets for photonicswineless applications increased in the secondtgua®07
over the second quarter 2006 and in the first sintims of 2007 over the first six months of 2006e3énproducts a
manufactured at the Buffalo, New York facility aagbortion of the growth was due to the metal peifect
referenced above. Sales of inorganic materials f6@RAC, incorporated, which was acquired in thstfuarter
2006, and sales of lids from Thin Film Technoloipg., which was acquired in the fourth quarter 2G&tributed
to the growth in the segment’s sales for the secpradter and first six months of 2007. Sales thhotlng recently
created offices in Asia have also increased iffiteesix months of 2007.

We opened a new facility in the Czech Republichim second quarter 2007 that is designed to preohided kit
cleaning services to customers in central Europeavé also constructing a new manufacturing fgdgitChina anc
expanding two of our New York facilities in orderieet the growing demand for Advanced Materiahhetogies
and Services’ product offerings.

The gross margin on Advanced Material Technologies Services’ sales was $15.9 million (13% of Jdles
the second quarter 2007 and $18.4 million (22%at#s) in the second quarter 2006. For the firdtdfahe year,
gross margin was $57.9 million in 2007 and $34.Bioni, an improvement of $23.1 million. The grosangin was
22% of sales in the first half of 2007, unchangednfthe same period in the prior year.
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The previously discussed quality issue and lowarost or market charge of $8.8 million that wasrded
against the Advanced Material Technologies andiSes\segment reduced the gross margin as a pefcsaes by
7 points in the second quarter 2007 and 3 poimtthiofirst six months of 2007. The quality issugswesolved by
the end of the second quarter.

The margin benefit from the turnover of the lowestcruthenium inventory originally acquired in 2066
$4.5 million in the second quarter 2007 and $21ildam for the first six months of 2007 was als@oeded against
this segment. This benefit will not repeat to #msent in future periods as the inventory turnsr@rel as a result of
a change in our pricing practice that now basesdfiang price of the ruthenium content of produsatgd on our
purchase price.

The higher sales volumes generated additional ibortiton margin in both the second quarter 2007 fastisix
months of 2007 over the respective periods in tiw gear. The change in product mix effect waghgly
unfavorable in the first six months of 2007 compiaethe first six months of 2006. Manufacturingedvead costs
were only $1.3 million higher in the second quag@®7 and $1.5 million higher in the first six miestof 2007 than
same periods in 2006 despite the significant ire@éa sales.

Total SG&A, R&D and other-net expenses were $11ilbom (9% of sales) in the second quarter 2007 and
$8.7 million (11% of sales) in the second quarf@& These expenses totaled $21.0 million (8% lek}an the firs
half of 2007 compared to $16.2 million (10% of s3lm the first half of 2006.

The expense increase for both the quarter andtgedaite period was primarily a result of and inesrtb
support the higher level of business. Selling aradketing expenses increased due to market pernstrefiorts,
including costs incurred by the overseas operatiddministrative costs increased as a result oftefcl
manpower and costs associated with managing a ggowisiness. A portion of the administrative castéase was
associated with legal and other initial set-up £dst the new overseas facilities. Corporate chavgere
$0.5 million higher in the second quarter and $iillion higher for the first six months of the yeahile incentive
compensation expense was $0.2 million higher irstfend quarter and $0.4 million higher in thet &% months c
2007 over the comparable periods in 2006. The nfie@hcing fee was also slightly higher in thetfssx months of
2007 than it was in the same period last year.

Operating profit from Advanced Material Technolagand Services was $4.9 million in the second guart
2007 compared to $9.6 million in the second quaz®86 as the impact of the quality issue and thetwf cost or
market charge more than offset the margin benefitse higher sales volume. For the first halftod year, operatir
profit was $36.8 million in 2007 and $18.6 millian2006, an improvement of $18.2 million. Operatprgfit as a
percent of sales also improved from 12% in the fiedf of 2006 to 14% in the first half of 2007.

Specialty Engineered Alloys

First Half
Second Quarter Ende Ended
June 29 June 30 June 29 June 30
Millions 2007 2006 2007 2006
Sales $ 75.t $ 69.C $145¢ $129.¢
Operating Profi $ 14 $ 15 $ 67 $ 1¢

Specialty Engineered Alloysianufactures and sells three main product families:

Strip products, the larger of the product families, include thauge precision strip and small diameter rod and
wire. These copper and nickel beryllium alloys pdeva combination of high strength, high condutfivinigh
reliability and formability for use as connectarentacts, switches, relays and shielding. Majorkeisrfor strip
products include telecommunications and computeégraotive electronics and appliances;

Bulk productsare copper and nickel based alloys manufacturgthie, rod, bar, tube and other customized
forms that, depending upon the application, mayigesuperior strength, corrosion or wear resigachermal
conductivity. The majority of bulk products contdiaryllium. Applications for bulk products inclugdastic mold
tooling, bearings, bushings, welding rods, oil gad drilling components and telecommunications imgus
equipment; and,
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Beryllium hydroxideis produced by Brush Resources Inc., a wholly owswdssidiary, at its milling operations
in Utah from its bertrandite mine and purchasedlmme. The hydroxide is used primarily as a rawtemial input in
the manufacture of strip and bulk products andhgyBeryllium and Beryllium Components segment. Exdesales
of hydroxide from the Utah operations totaled $Rilion in the second quarter 2007; there were alesof
hydroxide in 2006 until the third quarter.

Strip and bulk products are manufactured at fadlin Ohio and Pennsylvania and are distributeddwide
through a network of company-owned service cergrdsoutside distributors and agents.

Sales by Specialty Engineered Alloys of $75.5 willin the second quarter 2007 were a 10% improvemen
sales of $69.0 million in the second quarter 200@ensales of $145.9 million in the first six moathf 2007 were
13% higher than sales of $129.4 million in thetfix months of 2006. This improvement was dueighér selling
prices, a slight favorable change in product mid tie sales of hydroxide in 2007 as the strip arll product
volumes sold in 2007 were lower in the comparakelégals in 2006. The pricing improvement resultexhfran
increased percentage of sales subject to the pemsgh of the current base metal (copper and nigkales.
Shipment volumes of strip products declined 6%hmsecond quarter and 9% in the first six montH206f7
compared to the same periods last year. The majofrthis decline was in the lower priced, loweryéum-
containing strip alloys while volumes of rod andevproducts increased in 2007 over 2006. Bulk pcbdalumes
were 8% lower in the second quarter and 5% lowéherfirst half of 2007 versus the comparable mvim 2006.

Sales of Specialty Engineered Alloys into SouthaAsiftened in the first six months of 2007, prityafiom the
telecommunications and computer market, includitagemals for handset applications. Sales in Eurayiéch have
been strong across various market segments in 2D7end to soften in the third quarter due testmmer seasonal
slowdowns. The Japanese and North American mabhliests been firm in the first half of 2007, with tthemestic
automotive market starting to gain strength. Neadprcts also continued to contribute to the growtBpecialty
Engineered Alloys’ sales in 2007. The booksithratio for this segment was unfavorable in #szond quarter 20C

The gross margin on Specialty Engineered Alloyssalas $14.8 million in the second quarter 2007 camexh
to $15.7 million in the second quarter 2006. Thegimadeclined from 23% of sales in the second qua&®06 to
20% of sales in the second quarter 2007. For thedix months of the year, gross margin of $33il6an in 2007
improved $5.4 million from the $28.2 million gentd in 2006. Margin also improved from 22% of sae2006 tc
23% of sales in 2007.

The gross margin benefit from the improved pricivegs more than offset by several factors in thersgco
guarter 2007. Sales volumes were lower than thensequarter 2006 and production volumes were ewaer as
inventory was reduced in the second quarter 200&wtventory increased in the second quarter 280&d
differences and other operating inefficiencies alswed to reduce margins in the second quartesrapared to the
same period in 2006. Yields started to improve ilatihe second quarter 2007. The cost of coppenaikd! is
passed on to customers based upon the cost ateftreceipt of the order; the cost of these miwteincreased
sharply during the current quarter and will be keged as the orders are shipped. Over time, olingerice and
purchase price are in balance, but timing diffeesnoetween the receipt and actual fulfilment ef dider can
impact margins in a given period, especially whearé is a significant movement in prices. The imptbpricing
more than offset the unfavorable gross margin irnpathe volume differences for the first six masithf 2007.
Manufacturing overhead spending was relatively anged in the first six months of 2007 from thetfgix months
of 2006.

Total SG&A, R&D and other-net expenses of $13.4ianil(18% of sales) in the second quarter 2007 were
down $0.9 million from the expense total of $14.lMion (21% of sales) in the second quarter 2006 dnhses for
the first six months of the year totaled $26.9 imillin 2007 and $26.3 million in 2006. Expensedided from 20%
of sales in the first six months of 2006 to 18%ales in the first six months of 2007.

The lower expenses in the second quarter 2007teelsiibm a reduction in incentive compensation aespedut
to changes in the level of profitability relativeethe plan targets. Corporate charges were alserlowthe current
guarter and six month period than they were a gigar Offsetting the benefits of these lower expemsé¢he first si:
months of the year was an increase to selling aaxtketing expenses, primarily international, and a
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difference in foreign exchange gains and losse2q0V, Specialty Engineered Alloys incurred exclealogses
compared to exchange gains in 2006).

The operating profit from Specialty Engineered A#lavas $1.4 million in the second quarter 2007, Wow
$0.1 million from the operating profit generatedtie second quarter 2006. For the first six moothke year,
operating profit was $6.7 million in 2007 (5% ofesg and $1.9 million (2% of sales) in 2006.

Beryllium and Beryllium Composites

First Half

Second Quarter Ende Ended
June 29 June 30 June 29  June 30
Millions 2007 2006 2007 2006
Sales $ 16.5 $ 127 $ 317 $ 23.1
Operating Profi $ 24 $ 0S¢ $ 4€ $ 1.1

Beryllium and Beryllium Compositemanufactures berylliurhased metals and metal matrix composites in
tube, sheet, foil and a variety of customized foatthe Elmore, Ohio and Fremont, California faieii. These
materials are used in applications that requiré kigffness and/or low density and they tend t@ifzamium priced
due to their unique combination of properties. Bemn Products also manufactures beryllia cerartticsugh our
wholly owned subsidiary Brush Ceramic Productsuieson, Arizona. Defense and governmeat&ted application:
including aerospace, is the largest market for Barg Products, while other markets served includedical,
telecommunications and computer, electronics (gliolyg acoustics), optical scanning and automotive.

Sales by Beryllium and Beryllium Composites weré.$Imillion in the second quarter 2007, an improgatn
of $3.8 million over the second quarter 2006 whides in the first six months of 2007 of $31.7 imillimproved
$8.6 million (or 37%) over the first six months2§06.

Sales for defense applications from the Elmordifgaéncreased in both the second quarter anditsedix
months of 2007 over the comparable periods in 2086.order backlog for defense applications renthgisong as
well. Sales for medical and industrial x-ray apgfions from the Fremont facility were also highethe first half of
2007, primarily in the first quarter. Sales of Heuyn blanks for the European nuclear fusion reaptoject (JET)
were $1.1 million in the second quarter 2007 and #illion in the first six months of 2007; therere no
shipments for this project in the first half 20@&les for the James Webb Space Telescope totalédarfilion in the
first six months of 2006; sales for this projectrg/enmaterial in 2007 as the project was substiytampleted in
2006. Sales of beryllium aluminum products improf@dthe quarter and first six months of the yeailavsales of
beryllia ceramics were down slightly in the secoudrter 2007 as compared to the second quarter2@06
unchanged for the first six months of the year.

The gross margin on Beryllium and Beryllium Compesiales was $5.9 million in the second quarte72860
improvement of $2.5 million over the gross mardfii$8.4 million earned in the second quarter 200@& Jross
margin also improved from 27% of sales in the sdapumarter 2006 to 36% of sales in the second qu2®@7. For
the first six months of the year, gross margin $%&8.9 million, or 34% of sales, in 2007 and $6.0iari, or 26% ol
sales, in 2006. The majority of the increase irsgnmargin in the quarter and six month periodsltex$drom the
benefits of the higher sales. The gross marginialseased due to improved scrap utilization atEmaore facility
and as a result of improvements at the Fremoriitiadlanufacturing overhead costs for manpower atiger items
were slightly lower in the second quarter 2007 tthensecond quarter 2006 but $0.3 million highehafirst six
months of 2007 than the first six months of 2006.

SG&A, R&D and other-net expenses for Beryllium &®tyllium Composites were $3.5 million, or 21% of
sales, in the second quarter 2007 compared torfiflibn, or 20% of sales, in the second quarter&@@r the first
six months of the year, expenses were $6.4 milhd2007 and $4.9 million in 2006. The increaseXpeanse was
due to higher incentive compensation accrualseasd selling and marketing efforts, higher cotgocharges and
foreign currency exchange losses.

Operating profit for Beryllium and Beryllium Comptes was $2.4 million in the second quarter 2007, a
improvement of $1.5 million over the operating jitrof $0.9 million in the second quarter 2006 wholgerating
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profit for the first six months of 2007 of $4.6 fivh was a $3.5 million improvement over the praofit$1.1 million
generated in the first six months of 2006. Opegapirofit was 14% of sales in the first six montfi@07 and 5% c
sales in the first six months of 2006.

Engineered Material Systems

First Half

Second Quarter Ende Ended
June 29 June 30 June 29  June 30
Millions 2007 2006 2007 2006
Sales $ 16.¢ $ 18.C $ 336 $ 35.¢
Operating Profi $ 0.7 $ 12 $ 13 $ 2¢€

Engineered Material Systenigcludes clad inlay and overlay metals, precious laase metal electroplated
systems, electron beam welded systems, contoutgutalystems and solder-coated metal systems. Hpesgalty
strip metal products provide a variety of therne#éctrical or mechanical properties from a surfaea or particular
section of the material. Our cladding and platiagabilities allow for a precious metal or brazifigyato be appliec
to a base metal only where it is needed, redutiagrtaterial cost to the customer as well as progidiesign
flexibility. Major applications for these produdtglude connectors, contacts and semiconductores larigest
markets for Engineered Material Systems are autemand telecommunications and computer electromibile
the energy and defense and medical electronic risaokier further growth opportunities. Engineeredtbtial
Systems are manufactured at our Lincoln, Rhodadstacility.

Engineered Material Systemsales were $16.9 million in the second quarter 28G¥cline of 6% from sales
$18.0 million in the second quarter 2006. For fr&t 6ix months of the year, sales of $33.6 milkeere 6% lower
than sales of $35.9 million in 2006.

The decline in sales in the second quarter 200 &tan@irst six months of 2007 from the comparaldeiqus in
2006 was largely due to softer demand from theraative electronics market. A price increase impletad during
the first quarter 2007 offset a portion of the lowelume. Sales of materials for disk drive apgimas, which were
higher in the second quarter and first six monti2007 than the same periods last year, and othemmoducts als
offset a portion of the softness in sales of tiaddl products from Engineered Material System® 3&les order
entry rate strengthened across various product late in the second quarter 2007.

The gross margin on Engineered Material Systeniessaas $2.8 million, or 17% of sales, in the selcon
quarter 2007 and $3.5 million, or 19% of salegshmsecond quarter 2006. For the first six monthh@year, gross
margin was $5.4 million, or 16% of sales, in 200@ &6.7 million, or 19% of sales, in 2006.

In addition to the lower volume, margins declinegt do an unfavorable change in product mix durre t
second quarter 2007 and first six months of 20@¥esSgrew in various products with a higher mategatent
which, in turn, carry lower contribution marginshie sales for applications with higher contribatimargins
declined slightly. Yield and process improvemeragehhelped to mitigate these unfavorable margiectesfas did a
price increase implemented in the first quarter”20Car-to-date margins were reduced by non-remgiekpenses
incurred in the first quarter 2007 for a safetyrtirag program and equipment relocations and relbtelding
expenses associated with preparing the facilityafoadditional capital investment to be made lat@007.

Total SG&A, R&D and other-net expenses were $2 lianiin the second quarter 2007, a reduction of
$0.2 million from the second quarter 2006. Forftte six months of the year, total expenses ofl$4illion in 2007
were $0.1 million lower than 2006. There were ndemal differences in the various expense categdretween
years.

Operating profit from Engineered Material Systenesw0.7 million in the second quarter 2007 comptoed
$1.2 million in the second quarter 2006 while toe first six months of the year, operating profési$1.3 million in
2007 and $2.6 million in 2006. Operating profit lileed from 7% of sales in the first six months 608 to 4% in
the first six months of 2007.
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Legal

One of our subsidiaries, Brush Wellman Inc., iefeddant in proceedings in various state and féderats
brought by plaintiffs alleging that they have caeted chronic beryllium disease or other claima eesult of
exposure to beryllium. Plaintiffs in beryllium casseek recovery under negligence and various el theories
and seek compensatory and punitive damages, in nam®s of an unspecified sum, as well as otherdiesie
Spouses, if any, claim loss of consortium.

The following table summarizes the associated #gtivith beryllium cases.

Quarter Ended Quarter Ended
June 29, 2007 Mar. 30, 2007

Total cases pendir 10 12
Total plaintiffs 32 52
Number of claims (plaintiffs) filed during periodi@éed 0(0) 0(0)
Number of claims (plaintiffs) settled during perieddec 0(0) 0(0)
Aggregate cost of settlements during period endetafs in thousand: $ 0 % 0
Number of claims (plaintiffs) otherwise dismiss 2(20) 1(2)

Settlement payment and dismissal for a single gesenot occur in the same period.

Additional beryllium claims may arise. Managemeelidves that it has substantial defenses in thesescand
intends to continue to contest the suits vigorausiyployee cases, in which plaintiffs have a highden of proof,
have historically involved relatively small losgesus. Nonemployee plaintiffs (typically employees of customer
contractors) face a lower burden of proof than mipleyees or former employees, but these casesaeraly
covered by varying levels of insurance. We recom@eglserve for beryllium litigation of $1.7 millias of June 29,
2007 and $2.1 million as of December 31, 2006. ¥emded a receivable for recoveries from our insteecarriers
on insured claims of $1.8 million as of June 29 2and $2.0 million as of December 31, 2006. Wermasi an
additional $0.4 million at both June 29, 2007 aret®&nber 31, 2006 for insolvencies related to clatifis
outstanding as well as claims for which partialrpapts have been received.

Although it is not possible to predict the outcoofi¢he litigation pending against our subsidiaaesl us, we
provide for costs related to these matters whessik probable and the amount is reasonably dstmiatigation
is subject to many uncertainties, and it is possibat some of these actions could be decided ardaly in
amounts exceeding our reserves. An unfavorableomgor settlement of a pending beryllium case ditahal
adverse media coverage could encourage the commentef additional similar litigation. We are unaibb
estimate our potential exposure to unasserted slaim

While we are unable to predict the outcome of tlmeent or future beryllium proceedings, based upamently
known facts and assuming collectibility of insurapae do not believe that resolution of these prdogs will hav
a material adverse effect on our financial conditio cash flow. However, our results of operatioosld be
materially affected by unfavorable results in onenore of these cases. As of June 29, 2007, twoagpted class
actions were pending.

Regulatory Matters. Standards for exposure to beryllium are undeiereby the United States Occupational
Safety and Health Administration and by other goweental and private standard-setting organizatiome result
of these reviews will likely be more stringent werlsafety standards. More stringent standards frffiegt duying
decisions by the users of beryllium-containing . If the standards are made more stringentiocustomers
decide to reduce their use of beryllium-contairpngducts, our operating results, liquidity and talpiesources
could be materially adversely affected. The extérihe adverse effect would depend on the natudesatent of the
changes to the standards, the cost and abilityetet the new standards, the extent of any reduttionstomer use
and other factors that cannot be estimated.
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Financial Position

Net cash provided from operating activiti@gas $11.4 million in the first half of 2007 as im&tome, changes
various liabilities and the benefits of depreciatinore than offset the increases in accounts rabkvand
inventory. The cash flow provided from operationstie second quarter 2007 was $16.1 million conthbtrex use
of cash in operations of $4.7 million in the figgtarter 2007. Cash balances stood at $12.1 maliche end of the
second quarter 2007, a decline of $3.5 million fidetember 31, 2006 as the cash flow from operatongled
with the proceeds from the exercise of stock otiand the sale of a small business were used tbcapital
expenditures and reduce debt in the first six nopft2007.

Accounts receivablincreased $27.6 million, or 32%, during the firatftof 2007, largely due to the higher
sales in 2007. Sales in the second quarter 200& Y286 higher than sales in the fourth quarter 2B@@eivables
also increased due to a slower average colledtiom &s the days sales outstanding (DSO), a measthie averag
time to collect receivables, increased from a Vevylevel as of year end 2006. Accounts writtentofbad debt
expense and adjustments to the bad debt allowaeareless than $0.1 million in the first half of 200

Inventoriestotaled $163.2 million, an increase of $11.2 millior 7%, during the first half of 2007. The
majority of the inventory increase in the firstfhafl the year was in Advanced Material Technologied Services
and specifically at the Brewster facility. Theseantories declined in the second quarter 2007ighgrtdue to the
lower price of ruthenium. Inventories also increhggthin Beryllium and Beryllium Composites largadye to the
purchase of beryllium ingot from the governmentkgile late in the second quarter. This materidll bé used as
feedstock during the upcoming quarters. Inventosigisin Specialty Engineered Alloy were lower a¢ thnd of the
second quarter 2007 than at the end of last yeiavastory pounds declined 4%. Inventories at Eegiad Material
Systems also declined slightly. While the totalentory level has increased, the inventory turneato, a measure
of how efficiently inventory is sold, improved ihg second quarter 2007 over year end 2006.

We use the last in, first out (LIFO) method forwial a large portion of our domestic inventorieg.98 doing,
the most recent cost of various raw materialsuiticlg gold, copper and nickel, is charged to césates in the
current period. The older, and typically lower, tsogre used to value the inventory on hand. Thezgturrent
changes in the cost of raw materials subject td tR® valuation method have only a minimal impaetahanges in
the inventory carrying value. Other materials, irishg ruthenium, are not valued using the LIFO rodttPortions
of the ruthenium inventory stream can have a lalnggssing time and therefore these inventoriedbeasusceptible
to a lower of cost or market charge when theresigjaificant reduction in ruthenium’s market pries,was the case
in the second quarter 2007.

Prepaid expensesf $15.3 million as of the end of the second qua&@®7 increased $1.3 million from yeam¢
2006, as various prepaid balances, including imsxgamanufacturing supplies and other items ineidsie to the
higher level of business activity and the timingpalyments. Prepaid expenses included the fair wdlderivatives
of $0.7 million as of the end of the second quasarincrease of $0.1 million from December 31,200

Capital expendituredor property, plant and equipment totaled $11.dionlwhile expenditures for mine
development activities totaled $6.2 million in fivst half of 2007 as total capital spending exazkthe level of
depreciation for the first time in a number of pes. Spending within the Advanced Material Techg@es and
Services segment totaled $5.8 million and incluhedconstruction of two facilities overseas andekpansion of
two domestic facilities as previously noted. Engireel Material Systems is installing new equipmeiat a
rearranging the existing equipment in order to ter@anew efficient high technology work center. Spky
Engineered Alloys has various projects underwaypgrade and/or replace existing discrete piecesjoipment.
Brush Resources continued its work on opening almenwvandite ore mine in Utah; we anticipate theewiill start
producing ore in 2008.

Other liabilities and accrued itemef $51.5 million at the end of the second quar@@2were $0.7 million
lower than the balance at the beginning of the.yEae reduction to the incentive accruals due ¢éopllyments mac
for 2006 in the first quarter 2007 net of the exgeefor the current year was mostly offset by thergh for paymen
to be made for the quality issue, higher fringedfiémccruals and other items. Utility accrualsoadeclined during
2007 due to seasonal differences.
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Unearned revenue which is a liability representing products inveicto customers but not shipped, was
$1.7 million as of June 29, 2007 compared to $0lBom as of December 31, 2006. Revenue and thecés®d
margin will be recognized for these transactiongmthe goods ship, title passes and all other te/ezcognition
criteria are met. Invoicing in advance of the shéotn which is only done is certain circumstancéeywa us to
collect cash sooner than we would otherwise.

Other long-term liabilitieswere $9.5 million as of the end of the second gua&®07, a decline of $2.1 million
from the prior year end. This decline was due ffedinces for the long-term liability under empleyeompensation
plans; the liability under a plan that will be paidthe first quarter 2008 was reclassified fromgderm as of
December 31, 2006 to short term as of March 307208her long-term liabilities, including the regerfor CBD
litigation and the long-term portion of an intereatie derivative financial instrument, changed bganamounts
during the first half of 2007.

The retirement and post-employment obligation batawas $57.3 million as of June 29, 2007 compared to
$59.1 million at December 31, 2006. This balangeasents the long-term liability under our domedgééined
benefit pension plan, the retiree medical planatheér retirement plans and post-employment oblbgati We made
a $3.8 million contribution to the domestic penspdan in the first quarter 2007; we do not antitgpaaking any
additional contributions to the plan during thea®t half of 2007. The domestic pension plan experase
$2.2 million in the first six months of 2007 (seethl C to the Consolidated Financial Statements. liiility also
changed during the quarter as a result of the qilagis’ expenses less payments made under theeratiedical and
other retirement plans.

Total debtof $41.6 million at the end of the second quar@72was $7.4 million lower than total debt of
$49.0 million at December 31, 2006. Debt increasete first quarter 2007 over the year-end 200érixz in order
to finance the growth in accounts receivable anéntories, the payment of the 2006 employee ingenti
compensation in March 2007 and the pension platribotion in that period. Debt then declined in gezond
quarter as a result of the improved cash flow faparations and the proceeds from the exerciseok stptions. As
of June 29, 2007, short-term debt totaled $30.8aniknd included foreign currency denominated &angold
denominated loan and short-term domestic borrowimgier the revolving credit agreement. The curpention of
long-term debt totaled $0.6 million as of June 287 while long-term debt was $10.2 million, a delof
$10.0 million from the prior year end. We were ampliance with all of our debt covenants as ofehd of the
second quarter 2007.

We received $4.9 million for the exercise of appmeately 291,000 options to purchase shares of oomeon
stock during the first half 2007.

We adopted FASB Interpretation No. 48, “AccountiongUncertainties in Income Taxes, an interpretatd
FASB Statement No. 109” (FIN 48) as of JanuarydD)72 FIN 48 provides guidance on the financialestant
recognition, measurement, treatment and disclasfuagtax position taken or expected to be takea tax return as
well as the associated interest and penalties. r&sudt of adopting FIN 48, we increased our aatineome tax
payable by $1.4 million with the offset recordedaasharge against retained earnings as of Janu230Z. Prior
year results were not restated for the adoptidalNf48. Charges to the income statement in theliiadf of 2007 a
a result of FIN 48 were immaterial.

Total shareholders’ equityvas $326.6 million at the end of the second qua®&7 compared to $291.0 milli
at the beginning of the year. This $35.6 millioargase was primarily due to comprehensive income of
$27.5 million (see Note E to the Consolidated FamarStatements), the exercise of options andakdénefits fror
the exercise of options less the $1.4 million ckdrgm the adoption of FIN 48.

The balance outstanding under the off-balance gireetous metal consigned inventory arrangemetédeit
$47.4 million at the end of the second quarter 2@0Fecrease of $14.7 million during the firstsignths of the
year due to lower quantities of metalhand offset in part by higher average prices.

There have been no substantive changes in the synufneontractual obligations under long-term debt
agreements, operating leases and material purcbasmitments as of June 29, 2007 from the year-606 #otals
as disclosed on page 28 of our annual report teebbéders for the period ended December 31, 2006.
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Net cash provided from operations was $5.1 milliothe first half of 2006 as net income, changegainous
liabilities and the benefits of depreciation mdrart offset the increases in accounts receivablérsedtory.
Accounts receivable increased $17.6 million, or 28%he first half of 2006, due to the higher salelume as the
DSO improved during the period. Inventories incesb$27.8 million, or 27%, in the first half 2006arder to
support the higher sales volume. The inventoryduen ratio was unchanged. The majority of the inggnincrease
was in the Advanced Material Technology and Ses/aned Specialty Alloy Products segments. Capitpéagiture:
totaled $6.0 million in the first half of 2006 gses1ding remained below the level of depreciatioraddition to the
$6.0 million of capital spending, we acquired thack of CERAC, incorporated for $26.2 million inetfirst quarter
2006. Other liabilities and accrued items incregg@&d million primarily due to higher incentive cpensation
accruals. We received $7.0 million for the exercisapproximately 491,000 stock options in thetfiralf of 2006.
Total debt of $79.3 million as of the end of thea®d quarter was $22.2 million higher than the pyear end,
mainly as a result of funding the CERAC acquisitiGash balances stood at $12.6 million as of JOn@@06, an
increase of $2.0 million from December 31, 2005.

We believe funds from operations and the availableowing capacity are adequate to support op&yatin
requirements, capital expenditures, projected penglan contributions, small acquisitions and emwnental
remediation projects. In addition to the $12.1 imillof cash on hand, we had approximately $92.lianibf
available borrowing capacity under the existingéirof credit as of June 29, 2007.

Critical Accounting Policies

For additional information regarding this and othetical accounting policies, please refer to z=8@ to 31 of
our annual report to shareholders for the periatedrDecember 31, 2006.

Market Risk Disclosures

For additional information regarding market risgkease refer to pages 31 and 32 of our annualtrépor
shareholders for the period ended December 31,.2006

Outlook

While sales were lower in the second quarter 20887 the first quarter 2007, the majority of our keds
remain in good condition. We believe that the dednfaom the data storage market which softenedérsttcond
quarter, caused partially by the quality issue padially by seasonality, should start to strengtimethe third
quarter 2007.

Various other markets served by Advanced Materhhologies and Services continue to be strongéad
growth opportunities. Demand from the defense ntakkmained strong early in the third quarter 2Didr new
products have added to our sales growth while arketing and research engineers are continuing ¢fffeirts to
develop new applications and new markets. Howga@tjons of the computer and telecommunicationsketarave
softened and competition for various applicationsf other material solutions remains strong.

Gross margins and profitability were reduced bygbality issue and the lower of cost or market ghan the
second quarter 2007. While the quality issue shbaldesolved, we cannot estimate the margin impfaaty lower
of cost or market charges in future periods as dtependent upon the movement in the market poiceuthenium,
which we use primarily in manufacturing productsdata storage applications. The previously impietee pricing
improvements should help mitigate the unfavorabdegim impact of the currently high costs for otheaw materials
including copper and nickel.

We will continue our efforts to manage our overhaad expense levels. However, we will invest inkaeting
and other efforts in order to continue our glotzés growth. The expense for various compensatamsps
dependent upon the market price of our common stelblch has been quite volatile in 2007. The expent
increase should our share price increase.

While sales and earnings estimates are subje@ndisant variability due to changes in demandtaherices
and other factors, as of early in the third qua2@07, we are estimating that sales in the thiatgn will be in the
range of $240.0 to $250.0 million and earningsgtere in the range of $0.45 to $0.55.
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Forward-Looking Statements

Portions of the narrative set forth in this docufirteat are not statements of historical or curfeats are
forward-looking statements. Our actual future perfance may materially differ from that contemplagthe
forward-looking statements as a result of a varndtfactors. These factors include, in additiontitose mentioned
elsewhere herein:

« The global and domestic economi

» The condition of the markets which we serve, whetledined geographically or by segment, with thgama
market segments being telecommunications and ca@npldta storage, aerospace and defense, automotive
electronics, industrial components and applia

« Changes in product mix and the financial conditibcustomers
« Actual sales, operating rates and margins for gda 2007

« Our success in developing and introducing new prtsdand new product ramp up rates, including tieahc
ramp up of the perpendicular media mar

» Our success in passing through the costs of rawmal to customers or otherwise mitigating flutitug
prices for those materials, including the impadiiwdtuating prices on inventory value

« Our success in integrating newly acquired busire:

« Our success in implementing our strategic planstbadimely and successful completion of any cépita
projects;

« The availability of adequate lines of credit ane #ssociated interest rat

 Other financial factors, including cost and avalilgbof materials, tax rates, exchange rates, nand
other employee benefit costs, energy costs, regylabmpliance costs, and the cost and availahifity
insurance

* The uncertainties related to the impact of war t@nbrist activities

« Changes in government regulatory requirements laménactment of new legislation that impacts our
obligations; and

« The conclusion of pending litigation matters in@cance with our expectation that there will benmaterial
adverse effects

Item 3. Quantitative and Qualitative Disclosures about Marlet Risk

For information about our market risks, pleaserradgages 31 and 32 of our annual report to sloddlers for
the period ended December 31, 2006

Iltem 4. Controls and Procedures

We carried out an evaluation under the superviaimhwith participation of management, including @teef
Executive Officer and Chief Financial Officer, bieteffectiveness of the design and operation ofimalosure
controls and procedures as of June 29, 2007 pursu&ule 13a-15(b) under the Securities Exchanceof1934,
as amended. Based upon that evaluation, our mamaeimcluding the Chief Executive Officer and GHieancia
Officer, concluded that our disclosure controls pratedures were effective as of the evaluatioa.dat

There have been no changes in our internal cortkas financial reporting identified in connectiaith the
evaluation required by Rule 13a-15 under the Sgesiicxchange Act of 1934, as amended, that oataiueng the
guarter ended June 29, 2007 that have materiddgtefl, or are reasonably likely to materially aff@ur internal
control over financial reporting.
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PART Il OTHER INFORMATION

Item 1. Legal Proceedings

Our subsidiaries and our holding company are stifjexn time to time, to a variety of civil and adhistrative
proceedings arising out of our normal operationsluiding, without limitation, product liability cias, health, safe
and environmental claims and employment-relateidast Among such proceedings are the cases deddréiew.

Beryllium Claims

As of June 29, 2007, our subsidiary, Brush Wellrimam, was a defendant in 10 proceedings in variate an
federal courts brought by plaintiffs alleging thiay have contracted, or have been placed at fis&rdracting,
chronic beryllium disease or other lung conditiassa result of exposure to beryllium. Plaintiffdaryllium cases
seek recovery under negligence and various otlgal theories and seek compensatory and punitiveagas; in
many cases of an unspecified sum. Spouses of slamiffs claim loss of consortium.

During the second quarter of 2007, the number ofllien cases decreased from 12 cases (involving 52
plaintiffs) as of March 30, 2007 to 10 cases (inim 32 plaintiffs) as of June 29, 2007. During Heeond quarter,
in one case (involving two plaintiffs) plaintiffddd a request for dismissal. In one purportedsciion (involving
eight named plaintiffs) the appellate court affidrismissal of the claims of the plaintiffs whoegiéd only
beryllium exposure as an injury, but reversed désaii of the five individuals alleged to be sensiizo beryllium
and remanded the case to the district court fotgedings as to those individuals. In another ptegoelass action
(involving 15 named plaintiffs), following the cint court’s entry affirming the trial court’s grang of the
Company’s Motion to Dismiss, the plaintiffs’ Patiti for Rehearing was denied, and the case hasfinedin
decided. No cases were filed during the quarter.

The ten pending beryllium cases as of June 29, #lDinto two categories: eight cases involvingino
employee individual plaintiffs, with 16 individuafand four spouses who have filed claims as patiaif spouse’s
case, and two children who have filed claims a$ giaheir parens case); and two purported class actions invo
ten named plaintiffs, as discussed more fully bel@laims brought by noemployee plaintiffs (typically employe
of our customers or contractors) are generally ey varying levels of insurance.

The first purported class action is Manuel Marinalev. Brush Wellman Inc., filed in Superior Cbof
California, Los Angeles County, case number BC2890% July 15, 2003. The named plaintiffs are Maherin,
Lisa Marin, Garfield Perry and Susan Perry. Theddéants are Brush Wellman, Appanaitis Enterprises, and
Doe Defendants 1 through 100. A First Amended Cainplvas filed on September 15, 2004, naming five
additional plaintiffs. The five additional namedhjitiffs are Robert Thomas, Darnell White, Leonawéfrion, Jame
Jones and John Kesselring. The plaintiffs allege ttiey have been sensitized to beryllium while leygd at the
Boeing Company. The plaintiffs’ wives claim lossaminsortium. The plaintiffs purport to represent tlasses of
approximately 250 members each, one consistingookevs who worked at Boeing or its predecessorsaaad
beryllium sensitized and the other consisting efrtspouses. They have brought claims for negligesirict
liability — design defect, strict liability —failure to warn, fraudulent concealment, breachrgflied warranties, ar
unfair business practices. The plaintiffs seekninfive relief, medical monitoring, medical and hlealare provider
reimbursement, attorneys’ fees and costs, revatafidusiness license, and compensatory and pardtvnages.
Messrs. Marin, Perry, Thomas, White, Joffrion, Joard Kesselring represent current and past emgaayeBoein
in California; and Ms. Marin and Ms. Perry are speal Defendant Appanaitis Enterprises, Inc. wasidsed on
May 5, 2005.

The second purported class action is Gary Anthorgnvall Tube Manufacturing Corporation d/b/a Sritalbe
Products Corporation, Inc., et al. filed in the @af Common Pleas of Philadelphia County, Penrayily, case
number 000525, on September 7, 2006. The caseamas/ed to the U.S. District Court for the Easterstiixt of
Pennsylvania, case number 06-CV-4419, on Octob20@6. The only named plaintiff is Gary Anthony.eTh
defendants are Small Tube Manufacturing Corporatiima Small Tube Products Corporation, Inc.; Adinietals
Inc.; Tube Methads, Inc.; and Cabot Corporatiore phaintiff purports to sue on behalf of a classwfrent and
former employees of the U.S. Gauge facility in &alille, Pennsylvania who have ever been expased t

24




Table of Contents

beryllium for a period of at least one month whilaployed at U.S. Gauge. The plaintiff has brougdibhts for
negligence. Plaintiff seeks the establishmentmiaical monitoring trust fund, cost of publicatiohapproved
guidelines and procedures for medical screeningnaowitoring of the class, attorneyses and expenses. Defenc
Tube Methods, Inc. filed a third-party complaintagst Brush Wellman Inc. in that action on Novemb&r 2006.
Tube Methods alleges that Brush supplied beryllzontaining products to U.S. Gauge, and that Tubthbtis
worked on those products, but that Brush is liabl€ube Methods for indemnification and contribati@rush
moved to dismiss the Tube Methods complaint on Béeeg 22, 2006. On January 12, 2007, Tube Methdets din
amended third-party complaint, which Brush movedismiss on January 26, 2007.

As reported above, one purported class action éas lemanded to the trial court for proceedings ése five
individuals who allege beryllium sensitization folling the appellate court’s affirming of the traurt’s grant of
summary judgment in the Company’s favor. The tpudported class action was Neal Parker, et alrusiB
Wellman Inc., filed in the Superior Court of Fult@ounty, State of Georgia, case number 2004CV80&27,
January 29, 2004. The case was removed to theDis&ict Court for the Northern District of Georgiease number
04-CV-606, on May 4, 2004. The named plaintiffs gvlleal Parker, Wilbert Carlton, Stephen King, Rayr3,
Deborah Watkins, Leonard Ponder, Barbara King atddta Burns. The defendants were Brush Wellman;
Schmiede Machine and Tool Corporation; Thyssenkipterials NA Inc., d/b/a Copper and Brass Sales;
Axsys Technologies Inc.; Alcoa, Inc.; McCann Aerasp Machining Corporation; Cobb Tool, Inc.; and kiveed
Martin Corporation. Messrs. Parker, Carlton, Kimgl8urns and Ms. Watkins were current employedsokheed
Mr. Ponder was a retired employee; and Ms. KinglisdBurns were family members. The plaintiffs byht
claims for negligence, strict liability, fraudulestincealment, civil conspiracy and punitive damagée plaintiffs
sought a permanent injunction requiring the defatslto fund a court-supervised medical monitorinagpam,
attorneys’ fees and punitive damages. On Marcl2@95, the Court entered an order (1) directingnpiféé to
amend their pleading to segregate out those gi@imtho endured only subclinical, cellular and seihdar effects
from those who sustained actionable tort injurées] stating that following such amendment, the ©aould enter
an order dismissing the claims asserted by thedosubset of claimants; (2) dismissing Count hef Complaint,
which sought the creation of a medical monitoringd; and (3) dismissing the claims against Axsyshfielogies
Inc. On April 20, 2005, the plaintiffs filed a Suibsted Amended Complaint for Damages, contendirag ¢ach of
the eight named plaintiffs and the individualsdtson the attachment to the original Complaint, @ach of the
putative class members sustained personal injur@sever, they alleged that they identified fivdiinduals whose
injuries manifested themselves such that they lega loletected by physical examination and/or laboraést. On
May 23, 2005, the defendants filed a Motion to Eoéathe March 29, 2005 Order, which argued thafitlee
plaintiffs identified in the Amended Complaint hanly beryllium sensitization, which is not an actible tort
injury as defined in the March 29, 2005 Order. Oarth 10, 2006, the Court entered an order congjthiis motior
as a Motion for Summary Judgment and granted sugnjudgment in the Company'’s favor; however, thergitis
filed an appeal. On April 18, 2007, the EleventhcGit Court of Appeals affirmed in part and reverge part the
trial court’s grant of summary judgment, holdingti&eorgia tort law requires a current physicalnjand that
allegations of subclinical and cellular damage dbgatisfy the physical injury requirement. Howeweith respect
to the five named individuals with alleged beryitissensitization, there was a genuine issue of imahfact that
precluded summary judgment, and the case has bewmnded to the district court for further procegdinrhose
five individuals are Messrs. Parker, Carlton, Browniffin and Walker. Defendants and Plaintiffefil motions for
reconsideration, which the Eleventh Circuit deroedJune 6, 2007.

As reported above, one purported class action éas finally decided. The fourth class action was
George Paz, et al. v. Brush Engineered Materials &t al., filed in the U.S. District Court forettsouthern District
of Mississippi, case number 1:04CV597, on Jun&B04. The named plaintiffs were George Paz, Barbaciane,
Joe Lewis, Donald Jones, Ernest Bryan, Gregory Epkdrla Condiff, Odie Ladner, Henry Polk, Roy dite,
William Stewart, Margaret Ann Harris, Judith Lemdieresa Ladner and Yolanda Paz. The defendantsBvash
Engineered Materials Inc., Brush Wellman Inc., WBss$ Inc., and the Boeing Company. Plaintiffs sduitle
establishment of a medical monitoring trust funcasesult of their alleged exposure to productdaioimg
beryllium, attorneys’ fees and expenses, and géarthequitable relief. The plaintiffs purportedstee on behalf of
a class of present or former Defense Contract Memagt Administration (DCMA) employees who conducted
quality assurance work at Stennis Space Centeth@nBoeing Company at its facility in Canoga P&d4lifornia;
present and former employees of Boeing at Steani$;spouses and children of those individuals.
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Messrs. Paz and Lewis and Ms. Faciane represeatesht and former DCMA employees at Stennis. Mneo
represented DCMA employees at Canoga Park. MeBsran, Condiff, Ladner, Polk, Tootle and Steward an
Ms. Condiff represented Boeing employees at Steiss Harris, Ms. Lemon, Ms. Ladner and Ms. Pazedamily
members. We filed a Motion to Dismiss on Septen2812004, which was granted and judgment was ehtare
January 11, 2005; however, the plaintiffs filedagpeal. Brush Engineered Materials Inc. was disdigsr lack of
personal jurisdiction on the same date, which pifsndid not appeal. On April 7, 2006, the U.S.uof Appeals
for the Fifth Circuit, in case number 05-60157 tified the question regarding whether Mississipgs la medical
monitoring cause of action to the Mississippi SapeeCourt. In case number 2006-FC-007712-SCT, thesisBippi
Supreme Court issued an opinion that the laws a&Msippi do not allow for a medical monitoring sawf action
without an accompanying physical injury on Janugr2007. Plaintiffs filed a motion for rehearinghiesh was
denied by the Mississippi Supreme Court on Marck00;7. On March 29, 2007, the Fifth Circuit enteaed filed
its judgment affirming the District Court’s grargiof the Company’s Motion to Dismiss. On April @,
plaintiffs filed a Petition for Panel Rehearing,ialhwas denied by the Fifth Circuit on June 18, 2Gihd the case
now closed.

Other Claims

One of our subsidiaries, Williams Advanced Materialc. (“WAM”), is a party to two patent litigatisrin the
U.S. involving Target Technology Company, LLC ofilre, CA (“Target”). Both actions involve patentsetted to
technology used in the production of DVD-9s, which high storage capacity DVDs. The patents atissacern
certain silver alloys used to make the semi-reifledayer in DVD-9s, a thin metal film that is afgal to a DVD-9
through a process known as sputtering. The rawmahtesed in the sputtering process is called getaTarget
alleges that WAM manufactures and sells infringipgttering targets to DVD manufacturers.

In the first action, filed in April 2003 by WAM agest Target in the U.S. District Court, Westerntiét of
New York (caseno. 03-CV-0276A (SR)) (the “NY Action”), WAM has kead the Court for a judgment declaring
certain Target patents invalid and/or unenforceahawarding WAM damages. Target counterclaimiegjialg
infringement of those patents and seeking a judgfieernfringement, an injunction against furthafringement
and damages for past infringement. Following cenaoceedings in which WAM was denied an injunction
prevent Target from suing and threatening to sueMWéAcustomers, Target filed an amended counterckicha
third party complaint naming certain of WAM'’s custers and other entities as parties to the casadudidg related
other patents to the NY Action. The action nowvisiing a review by the District Court Judge of tirant by the
Magistrate Judge of WAM’s motion to transfer the M¥tion to the Central District of California, whethe second
litigation between the parties is pending.

In the second litigation, Target in September 2fl@d in the U.S. District Court, Central Distrigf California
(case no. SAC04-10830C (MLGXx)) a separate action for infringement akomf the same patents named in the
Action (the “CA Action”), naming as defendants WAdd certain of WAM’s customers who purchase certain
WAM sputtering targets. Target seeks a judgmertttttepatent is valid and infringed by the deferndaa
permanent injunction, damages adequate to compemnaaget for the infringement, treble damages didreeys’
fees and costs. In April 2007, Sony DADC U.S., Ifi8ony”) intervened in the CA Action claiming owiséip of
that patent and others of the patents that Tasgeteking to enforce in the NY Action. Sony’s clagnbased on its
prior employment of the patentee and Target's feandanphire H. Nee, and includes a demand for dasa
against both Target and Nee. WAM on behalf of itagtl its customers has a paid-up license from Smoler any
rights that Sony has in those patents. Trial ofGeaction is currently scheduled for August 2008.
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On April 17, 2003, the Company filed a complainthie Court of Common Pleas for Ottawa County, Obisg
number 03-CVH-089, seeking a declaration of centigints under insurance policies issued by Lloyidsamdon,
certain London Market companies and certain doméssurers, and damages and breach of contracAuguast 30
2006, the court granted Brushhotion for partial summary judgment in its erttird he parties then stipulated to
amount of damages and prejudgment interest regdtiim those breaches of contract of approximately
$7.3 million, subject to reduction if an appellatairt modifies or amends the grant of partial sumymadgment.
The defendants’ attempt to appeal on an interlagguiasis was denied. The parties agreed sepatately
approximately $0.5 million in damages related &irok not covered by the partial summary judgmet¢iorTrial of
the bad faith claim is set for December 2007. Thmage award was subsequently increased to $8i8mals a
result of the defendants stipulating to the attgshéees incurred in pursuing this action.

ltem 6. Exhibits
(a) Exhibits

11  Statement regarding computation of per share egs

31.1 Certification of Chief Executive Officer requiregt Rule 13i-14(a)or 15¢-14(a)

31.2 Certification of Chief Financial Officer require¢ Rule 13i-14(a)or 15¢-14(a)

32  Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarb@ndsy
Act of 2002
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SIGNATURES

Pursuant to the requirements of the Securities Examnge Act of 1934, the registrant has duly causedith
report to be signed on its behalf by the undersigrethereunto duly authorized.

BRUSH ENGINEERED MATERIALS INC.
Dated: August 6, 2007

/sl John D. Grampa

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

BRUSH ENGINEERED MATERIALS INC. AND SUBSIDIARIES
COMPUTATION OF PER SHARE EARNINGS

Second Quarter Ended Six Months Ended
June 29 June 30 June 29 June 30
2007 2006 2007 2006
Basic:
Average shares outstandi 20,351,000 19,593,000 20,254,00 19,428,00
Net Income $ 7,939,000 $ 6,968,000 $31,053,00 $12,195,00
Per share amoul $ 03¢ $ 03¢ $ 15 $ 0.6°
Diluted:
Average shares outstandi 20,351,000 19,593,000 20,254,00 19,428,00
Dilutive stock securities based on the treasurgkstc
method using average market pr 385,00( 272,00( 455,00( 252,00(
Totals 20,736,000 19,865,000 20,709,00  19,680,00
Net Income $ 7,939,000 $ 6,968,000 $31,053,00 $12,195,00

Per share amoul $ 03¢ $ 03¢ $ 15C $ 0.62
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Exhibit 31.1

CERTIFICATIONS

I, Richard J. Hipple, certify that:
| have reviewed this quarterly report on Forn-Q of Brush Engineered Materials Inc. (“registran”);

Based on my knowledge, this report does notaio any untrue statement of a material fact ot torstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statemearid other financial information included in theport, fairly present in all material
respects the financial condition, results of operatand cash flows of the Registrant as of, andifie periods presented in this rep

The registrant’s other certifying officer ahdre 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 @efined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant 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 informatidatmeg to the registrant, including its consolidh&ubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being preszh

b) designed such internal control over finahaaorting, or caused such internal control owearicial reporting to be designed under
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) evaluated the effectiveness of the regissatisclosure controls and procedures and predentthis report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such
evaluation; ant

d) disclosed in this report any change in #ggstrant’s internal control over financial repogithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

The registrant’s other certifying officer ahldave disclosed, based on our most recent evatuafiinternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) all significant deficiencies and materialakeesses in the design or operation of internairabaver financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refptahcial information; an

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

/sl Richard J. Hippl
Dated: August 6, 200 Richard J. Hipple
Chairman, President and Chief Executive Off
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[, John D. Grampa, certify that:
| have reviewed this quarterly report on Forn-Q of Brush Engineered Materials Inc. (“registran”);
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defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @efined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant 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 informatidatmeg to the registrant, including its consolidh&ubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being preszh

b) designed such internal control over finahaaorting, or caused such internal control owearicial reporting to be designed under
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) evaluated the effectiveness of the regissatisclosure controls and procedures and predentthis report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such
evaluation; ant

d) disclosed in this report any change in #ggstrant’s internal control over financial repogithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

The registrant’s other certifying officer ahldave disclosed, based on our most recent evatuafiinternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) all significant deficiencies and materialakeesses in the design or operation of internairabaver financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refptahcial information; an

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

/s/ John D. Gramp
Dated: August 6, 2007 John D. Gramp

Senior Vice President Finance &
Chief Financial Officel







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 adoptedipuirso Section 906 of the Sarbanes-Oxley Act @22 connection with the filing of the
Quarterly Report on Form 10-Q of Brush Engineereatdvials Inc. (the “Company”) for the quarter endede 29, 2007, as filed with the
Securities and Exchange Commission on the date@h@he “Report”),each of the undersigned officers of the Compantfiesy, that, to suc
officer's knowledge:

1. The Report fully complies with the requirenteat Section 13(a) or 15(d) of the Securities ExdeeAct of 1934 (15 U.S.C. 78m or
780(d)), anc

2. The information contained in the Report faphgsents, in all material respects, the finaraaldition and results of operations of the
Company as of the dates and for the periods exgniéashe Repor

Dated: August 6, 2007

/sl Richard J. Hipple

Richard J. Hipple

Chairman of the Board, President and Chief
Executive Office

/s/ John D. Grampa

John D. Grampe

Senior Vice President Finance and
Chief Financial Officer




