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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 September 29, 2006

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 34-191997¢
(State or other jurisdiction of incorporation oganization) (I.LR.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 thexpding 12 months (or for such shorter period ttategistrant
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 file&l Accelerated filerid Non-accelerated fileEl

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

As of October 27, 2006 there were 20,133,624 star€®mmon Stock, no par value, outstanding.
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PART | FINANCIAL INFORMATION
BRUSH ENGINEERED MATERIALS INC. AND SUBSIDIARIES

ltem 1. Financial Statements

The consolidated financial statements of Brush B@gjied Materials Inc. and its subsidiaries forgharter
ended September 29, 2006 are as follows:

Consolidated Statements of Income —
Third quarter and nine months ended September@# and September 30, 20

Consolidated Balance Sheets —
September 29, 2006 and December 31, :

Consolidated Statements of Cash Flows —
Nine months ended September 29, 2006 and Septe3@b200=
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Consolidated Statements of Income

(Unaudited)
Third Quarter Ended Nine Months Ended
Sept. 29, Sept. 30, Sept. 29, Sept. 30,

(Dollars in thousands except share and per share amounts) 2006 2005 2006 2005
Net sales $ 20042t $ 13561 $ 555220 $ 400,63

Cost of sale: 160,71! 109,67- 441,55: 317,01
Gross margir 39,71 25,94( 113,67: 83,62:

Selling, general and administrative expe 26,84¢ 19,21¢ 77,95: 56,85:

Research and development expe 971 1,137 3,00¢ 3,67

Other-net 1,25¢ (219 1,96( 3,44¢
Operating profit 10,63¢ 5,80z 30,75¢ 19,65:

Interest expens 982 1,57¢ 3,25( 4,84:
Income before income tax 9,651 4,22¢ 27,50¢ 14,81(

Income taxe: 2,56/ 32C 8,22¢ 1,08t
Net income $ 7,081 $ 3,906 $§ 1928. $§ 13,72¢
Per share of common stock: ba $ 03¢ $ 02C $ 0.9¢ $ 0.71
Weighted average number of common shares

outstanding 19,784,000 19,227,000 19,547,000  19,216,00
Per share of common stock: dilu $ 03 $ 02C $ 0.9¢ $ 0.71
Weighted average number of common shares

outstanding 20,111,000 19,372,000 19,998,00 19,372,00

See notes to consolidated financial statements.
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Consolidated Balance Sheets

(Unaudited)
Sept. 29, Dec. 31,
(Dallarsin thousands) 2006 2005
Assets
Current assetl
Cash and cash equivale $ 11,81¢ $ 10,64
Accounts receivabl 104,39( 69,93¢
Inventories 143,79: 104,06(
Prepaid expenst¢ 15,04 14,417
Deferred income taxe 1,14z 1,11¢
Total current asse 276,18! 200,17!
Other asset 17,86¢ 8,252
Relater-party notes receivab 98 35¢&
Long-term deferred income tax — 4,10¢
Property, plant and equipme 558,42 540,42(
Less allowances for depreciation, depletion ancainnpent 381,42¢ 363,35¢
176,99¢ 177,06:
Goodwill 15,39( 12,74¢

$486,54(  $402,70:

Liabilities and Shareholders’ Equity
Current liabilities

Shor-term deb $ 31,59¢ $ 23,63
Current portion of lon-term debt 632 63€
Accounts payabl 29,92( 20,87:
Other liabilities and accrued iter 50,60( 38,52:
Unearned revent 444 254
Income taxe: 1,18¢ 72€
Total current liabilities 114,38( 84,64
Other lon¢-term liabilities 7,541 8,20z
Retirement and pc-employment benefit 66,73: 65,29(
Deferred income taxe 2,99t 172
Long-term debi 48,28: 32,91¢
Shareholder equity 246,61( 211,47¢

$486,54(  $402,70:

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

(Dallars in thousands)

Nine Months Ended
Sept. 29, Sept. 30,
2006 2005

Net income

Adjustments to reconcile net income to net cash puided from operating activities:

Depreciation, depletion and amortizat

Amortization of deferred financing costs in intérespens¢
Derivative financial instrument ineffectivene
Stoclk-based compensation expel

Decrease (increase) in accounts receiv

Decrease (increase) in inventc

Decrease (increase) in prepaid and other curreets
Decrease (increase) in deferred income ti

Increase (decrease) in accounts payable and acexpedse
Increase (decrease) in unearned reve

Increase (decrease) in interest and taxes pa

Increase (decrease) in other |-term liabilities

Other— net

Net cash provided from operating activities
Cash flows from investing activities:
Payments for purchase of property, plant and eceiip
Payments for mine developme
Purchase of equipment previously held under opeydtiase
Payments for purchase of business net of cashvest
Proceeds from sale of property, plant and equipt
Other investment— net
Net cash used in investing activitie
Cash flows from financing activities:
Proceeds from issuance / (repayment) of -term deb
Proceeds from issuance of l--term debi
Repayment of lor-term deb
Issuance of common stock under stock option
Net cash provided from (used in) financing activigs
Effects of exchange rate chang
Net change in cash and cash equivalents
Cash and cash equivalents at beginning of peric

Cash and cash equivalents at end of peric

See notes to consolidated financial statements.

$19,28: $13,72¢

17,66¢ 16,047
44C 874
(169) (487)
451 —
(30,95) (8,552
(33,960  (5,906)
(89€6) (185)
6,07t —
14,21: (9,092

19C (7,789
1,19¢ (734)
3,01¢ 1,87¢
7,87¢ 1,791

4,42t 1,55t

(9,659 (9,089

(72) —

— (44¢)
(25,69) (3,987
— 45

33 (48)
(35,39) (13,516
7,61¢ 5,35¢
26,00 —
(10,639 (19,209
9,441 367

32,427 (13,489
(284 (1,046
1,17¢ (26,490
10,64:  49,64:
$11,81¢ $ 23,15¢




Table of Contents

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 Sepber 29, 2006 and December 31, 2005 and the sefudperations
for the third quarter and nine months ended Septe2®, 2006 and September 30, 2005. All of thesadjants
were of a normal and recurring nature.

Note B — Inventories

Sept. 29, Dec. 31,

(Dallarsin thousands) 2006 2005

Principally average cos

Raw materials and suppli $ 29,33t $ 24,05(
Work in proces: 119,58! 88,48(
Finished good 52,34: 30,55
Gross inventorie 201,26! 143,08:
Excess of average cost over LIFO inventory vi 57,47: 39,02:
Net inventories $143,79¢  $104,06(

Note C — Pensions and Other Post-retirement Benesit

(Dallarsin thousands)

Pension Benefits
Third Quarter
Ended

Other Benefits
Third Quarter
Ended

Sept. 29 Sept. 30
2006 2005

Sept. 29 Sept. 30
2006 2005

Components of net periodic benefit cos
Service cos

Interest cos

Expected return on plan ass
Amortization of prior service co:
Amortization of net los

Net periodic benefit cos

(Dollarsin thousands)

$1,25¢  $1,187
1,742 1,61€
(2,079 (2,189
(17¢) (16¢)
517 321

$ 74 $ 75
47¢ 56C

© @

$1,25€ $ 76€

$ 541 $ 614

Pension Benefits

Other Benefits

Nine Months Nine Months
Ended Ended
Sept. 29 Sept. 30 Sept. 29 Sept. 30
2006 2005 2006 2005

Components of net periodic benefit cost
Service cos

Interest cos

Expected return on plan ass
Amortization of prior service co
Amortization of net los

Net periodic benefit cos

$3,76( $ 3,561
5,227 4,847
(6,235 (6,566
(534) (50€)
1,55( 962

$ 22z $ 22t
1,42 1,682

@) (64

$3,768 $2,29¢

$1,62: $1,84¢

The Company amended its domestic defined benefiipe plan effective in the second quarter 200% Th
amendment revised the pension benefit payout farfanlthe majority of the plan participants andieas other
aspects of the plan as well. The amendment wasetbbe a significant event and therefore the ptets,
liabilities and net periodic cost were remeasureddcordance with Statement No. 87, “Employers’dAatting for
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Pensions”. As part of the remeasurement processagement reviewed the key valuation assumptionsvate
adjustments as warranted. As a result of the remea®nt, a charge of $11.1 million was recordedragather
comprehensive income, a component of shareholdgtsty, with the offset credited against the minimpension
liability and the prior service cost asset.

Note D — Stock-Based Compensation

The Companys approved stock incentive plans authorize thetopguof option rights, stock appreciation rigt
performance restricted shares, performance shage®rmance units and restricted shares.

Stock Options

Stock options may be granted to employees or nguiegrae directors of the Company. Option rightsténthe
optionee to purchase common shares at a price tmoahgreater than the market value on the dateeofrant.
Option rights granted to employees generally beceregcisable (i.e. vest) over a four year periodl éxpire ten
years from the date of the grant. Options granteshiployees may also be issued with shorter vepeénigds.
Options granted to non-employee directors vesixim®nths and expire ten years from the date ofjiaat. The
number of options available to be issued is esthéd in plans approved by shareholders. The optiercises are
satisfied through the issuance of treasury shares.

Prior to January 1, 2006, the Company had adopeedisclosure only provisions of Statement No. 123,
“Accounting for Stock-Based Compensation” and agpthe intrinsic value method in accordance witlBAP
Opinion No. 25, “Accounting for Stock Issued to Hoyges” and related interpretations in accountorgts stock
incentive plans. Accordingly, no expense was reegdifdr stock options in the Company’s financiatestaents prior
to 2006.

Effective January 1, 2006, the Company adoptedSimtt No. 123 (Revised), “Share-Based Payments”,
hereinafter referred to as Statement 123(R), thases Statement No. 123 and supercedes APB Ndh&sevised
statement requires compensation cost for all shased payments, including employee stock optianiset
measured at fair value and charged against inc@mmpensation cost is determined at the date adtsed throug
the use of a pricing model and charged againstiiecover the vesting period for each award. The Guy@adopte
this statement using the modified prospective nebtimad, as such, the prior period results do ntgceény restated
amounts. The Company recorded compensation cdlieosutstanding employee stock options of $0. lionilin the
third quarter 2006 and $0.3 million in the firsh@imonths of 2006. The expense was recorded va#iiimg,
general and administrative expense on the consetiddatement of income. Operating profit and inedrefore
income taxes were reduced by this same amountdiogty. Earnings per share was reduced by an inmiahte
amount in the third quarter 2006 and by $0.01 éftist nine months of 2006 as a result of recaydiompensation
expense on the unvested stock options. There veeoptions issued during 2006 and the recorded eseens
associated with the outstanding unvested optigugedsin previous periods.

Compensation cost for stock options is recorded straight-line basis over the remaining vestingopkof the
options. The remaining unvested value to be expkosdhe outstanding options totaled $0.1 millisro&
September 29, 2006 and is expected to be expensied) @006.
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The following table presents the pro forma effatinet income and earnings per share for the thiedtgr and
first nine months of 2005 had compensation costiferCompany’s stock plans been determined consiafith
Statement No. 123(R).

Third Quarter Nine Months
Ended Ended

(Dallars in thousands except per share amounts) Sept. 30, 2005 Sept. 30, 200

Net income, as reporte $ 3,90¢ $ 13,72¢
Less stock-based compensation expense determiied fair value method for all

stock options, net of related income tax ber 26C 1,411

Pro forma net incom $ 364¢ $ 12,31«

Basic earnings per share, as repo $ 0.2 % 0.71

Diluted earnings per share, as repo 0.2C 0.71

Basic earnings per share, pro for 0.1¢ 0.64

Diluted earnings per share, pro for 0.1¢ 0.64

The fair value of stock options was estimated @engtant date using the Black-Scholes option priciraglel
with the following assumptions for options issued:

Third Quarter Nine Months
Ended Ended
Sept. 30, 200! Sept. 30, 200

Risk free interest rate 4.6€% 4.6€%
Dividend yield 0% 0%
Volatility 42.(% 42.(%
Expected lives (in year: 6 6

The following table summarizes the Company’s stoption activity during the first nine months of 80

Weighted-Ave Weighted-Ave
Number of Exercise Price Aggregate Remaining

In thousands, except per share data Options Per Share Intrinsic Value Term
Outstanding at December 31, 2( 1,50¢ % 16.2¢
Granted — —
Exercisec (642) 10.8¢
Expired (3) 16.01]
Outstanding at September 29, 2( 863 17.3¢ % 6,70( 5.5 Year
Vested and expected to vest as of Sept. 29, 84z 17.3C % 6,637 5.5 Year
Exercisable at September 29, 2( 804 17.71 % 5,98¢ 5.4 Year

Cash received from the exercise of stock optioteded $9.4 million in the first nine months of 20&6d
$0.4 million in the first nine months of 2005. Timrinsic value of the options exercised in thetfinalf of 2006 was
$6.0 million.

Restricted Stock

The Company may grant restricted stock to emplogeedsnon-employee directors of the Company. These
shares must be held and not disposed for a desiypatiod of time as defined at the date of thatgead are
forfeited should the holder’'s employment termindieing the restriction period. The fair market \e@ahf the
restricted shares is determined on the date ajridnet and is amortized over the restriction peridte restriction
period typically ranges from one to three years.

The restricted stock expense was $0.1 million éntttird quarter 2006 and an immaterial amount éntktird
quarter 2005. For the first nine months of the y#d® restricted stock expense was $0.2 millio2d66 and
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$0.1 million in 2005. The unamortized compensatiost on the outstanding restricted stock was $@llibmas of
September 29, 2006 and is expected to be amoxizerda weighted average period of 18 months.
The following table summarizes the restricted stactvity during the first nine months of 2006:

Weighted-Average

Number Grant Date
(Thousands) of Shares Fair value
Outstanding at December 31, 2( 13 % 17.2¢
Granted 35 % 23.81
Vested — 9 —
Forfeited — % —
Outstanding at September 29, 2( 48 3 22.0(

Long-term Incentive Plans

Under long-term incentive compensation plans, etvegwfficers and selected other employees reosash or
stock awards based upon the Company’s performareretioe defined period, typically three years. Adgamay
vary based upon the degree to which actual perfiecmaxceeds the pre-determined threshold, targetaximum
performance levels at the end of the performancdedgs Payouts may be subjected to attainmentrestiold
performance objectives.

Under the 2005 to 2007 long-term incentive plana@s will be paid in cash based upon the share pfithe
Company’s common stock at the end of the performgeeciod. Costs are accrued based upon the current
performance projections for the three-year per@dtive to the plan performance levels, the pesmgmbf requisite
service rendered and changes in the value of tingp@ny’s stock. Adoption of Statement 123(R) did Imate a
material impact on the calculation of the accruader this plan and the accrual remained classéfed liability on
the consolidated balance sheet.

Under the 2006 to 2008 long-term incentive plana@s will be settled in shares of the Company’s room
stock. Compensation expense is based upon thentpegformance projections for the three-year pkribe
percentage of requisite service rendered and thenfaket value of the Comparsytommon stock on the date of
grant. The offset to the compensation expense@ded within shareholdersguity. Should the actual performau
exceed the targeted performance level as statia iplan, additional awards will be paid in caskdshupon share
price of the Compang’common stock at the end of the performance pefibid offset to this portion of the expe!
is recorded as a liability. The Company recordedpensation expense on this plan of $0.5 milliothathird
quarter 2006 and $0.9 million in the first nine rtranof the year, with $0.5 million recorded in @taslders’ equity
and $0.4 million recorded as a liability.

Directors Deferred Compensation

Non-employee directors may defer all or part ofrtfees into shares of the Company’s common stdbk. fair
value of the deferred shares is determined atltheesacquisition date and is recorded within shadens’ equity.
Subsequent changes in the fair value of the Compaaynmon stock do not impact the recorded valdeisen
shares.

Prior to December 31, 2004, the non-employee dirediad the election to defer their fees into shafehe
Company’s common stock or other specific investmehhe directors may also transfer their deferradunts
between election choices. The fair value of theedetl shares is determined at the acquisitionatadeecorded
within shareholders’ equity with the offset recatdes a liability. Subsequent changes in the faiketavalue of the
Company’s common stock are reflected as a chantieiliability and an increase or decrease to exg@en
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The following table summarizes the stock activiy the directors’ deferred compensation plan dutirefirst
nine months of 2006.

Weighted-Average

Number Grant Date
(Thousands) of Shares Fair value
Outstanding at December 31, 2( 9N 3 17.3¢
Granted 7 3% 21.1¢
Distributions — 9 —
Outstanding at September 29, 2( 97 $ 17.6¢

The expense on the directors’ deferred compensptaomwas $0.3 million in the third quarter 200@ an
$0.7 million in the first nine months of 2006. 1605, the company recorded an expense of $0.1 milliahe third
quarter and income of $0.2 million in the first @imonths of the year.

StockAppreciation Rights

The Company may grant stock-appreciation rightsRSAto certain employees and non-employee directors
Upon exercise of vested SARS, the participant reiteive a number of shares of common stock equhbktspread
(the difference between the market price of the mamy’s common stock at the time of the exercisethadtrike
price established in the SARS agreement) dividethbymarket price multiplied by the number of SAR®rcised.
The strike price of the SARS is equal to or gretiian the market value of the compangbmmon shares on the
of the grant. The number of SARS available to beés is established by plans approved by the sbldesis. The
vesting period and the life of the SARS are esshklil in the SARS agreement at the time of the gidust exercise
of the SARS is satisfied by the issuance of treashares.

In the second quarter 2006, the Company issuedzippately 117,000 SARS at a strike price of $2468
share. The SARS vest three years from the dateaot g@nd expire in ten years. There were no fanfest of SARS
during 2006 and all of the SARS granted were atitstanding as of September 29, 2006.

The fair value of the SARS will be amortized to gmnsation cost on a straight line basis over treethear
vesting period. Compensation cost of $0.1 milliontlee SARS was recorded in third quarter 2006 &ng fillion
for the first nine months of 2006. The compensatiost for the SARS is included in selling, geneirad
adminstrative expenses. The unamortized compensatist balance was $1.2 million as of Septembe206.

The fair value of the SARS was estimated on thatgitate using the Black-Scholes option pricing nh@dth
the following assumptions for options issued:

Second Quartel
Ended
June 30, 2006

Risk free interest rate 4.6%
Dividend yield 0%
Volatility 44.2%
Expected lives (in year: 6

The risk free rate of return was based upon theetimonth Treasury bill rate at the time the SAR&we
granted. The Company has not paid a dividend 206&. The share price volatility was calculatedeaspon the
actual closing prices of the Company’s shares aitimend over a period of approximately ten yeaisr o the
second quarter 2006. This approach to measuriragityl is consistent with the approach used t@chte the
volatility assumption in the valuation of stock impts under the disclosure only provisions of Stateni23 prior to
2006. Prior analyses indicated that the Companysleyee stock options have an average life of apprately six
years. While the Company has not granted SARSsigraficant number of years prior to the secondrtpr2006,
management believes that the SARS have similanfesand should function in a similar manner to leyge stocl
options and therefore a six year average expeifeeds assigned to the SARS granted in the seqoader 2006.
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Note E — Comprehensive Income

The reconciliation between net income and comprsilierincome for the third quarter and nine monticeel
September 29, 2006 and September 30, 2005 islaw$ol

Third Quarter Ended Nine Months Ended

Sept. 29 Sept. 30 Sept. 29, Sept. 30,
(Dallarsin thousands) 2006 2005 2006 2005
Net income $7,087 $3,90¢ $19,28. $13,72¢
Cumulative translation adjustme 14 (44¢) 47€ (1,449
Change in the fair value of derivative financiatiuments (1,039 1,12: 4,732 6,772
Minimum pension liability — — — (11,139
Comprehensive incon $6,03¢ $458: $24,49( $ 7,91¢

The $11.1 million charge to comprehensive incom20@5 for the minimum pension liability resultedr the
remeasurement of the domestic defined benefit pandan as described in Note C to the Consolidkiedncial
Statements.

Note F — Segment Reporting

Metal Micro- Total All
(Dollarsin thousands) Systems Electronics Segments Other Total
Third Quarter 200!
Revenues from external custom $100,64° $ 99,77¢ $200,42¢ $ —  $200,42¢
Intersegment revenu 1,58¢ 61¢ 2,20 — 2,20t
Operating profit (loss 5,42( 6,247 11,66 (1,039 10,63«
Third Quarter 200!
Revenues from external custom $ 73,76: $ 61,85 $135,61« $ —  $135,61«
Intersegment revenu 832 42¢ 1,261 — 1,261
Operating profit (loss 24C 5,67¢ 5,91¢ (112 5,80:
First Nine Months 200
Revenues from external custom $283,54( $271,68° $555,22° $ —  $555,22
Intersegment revenu 3,62¢ 1,98 5,61: — 5,61
Operating profit (loss 10,02( 24,13¢ 34,154 (3,399 30,75¢
Assets 346,90: 172,91( 519,81 (33,279  486,54(
First Nine Months 200
Revenues from external custom $231,74¢ $168,89. $400,63° $ —  $400,63
Intersegment revenu 2,05 1,202 3,25¢ — 3,25¢
Operating profit (loss 6,34¢ 14,137 20,48t (832) 19,65
Assets 299,53¢ 89,24: 388,77¢ 5,32¢ 394,10

The “All Other” assets were a net credit balancefe8eptember 29, 2006 as a result of the LIFOrvesieeing
larger than the debit balances of the other itérhs.$38.6 million change in the assets within “@ther” from the
third quarter 2005 to the third quarter 2006 resliftom a change in the LIFO reserve of $23.9 arillia reduction
in cash of $11.3 million and changes in propertgnpand equipment and other accounts.

Note G — Contingencies

In the third quarter 2006, the Court of Common PleaOttawa County, Ohio issued a summary judgriment
the Company’s favor and awarded the Company danad&&8 million to be paid by the Company’s former

10
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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. ddst Company at this time believes that the dizfiets will
appeal this ruling and therefore all or a portibthe $7.8 million may not be realized by the CompaGiven the
uncertainty surrounding the timing and outcomehefappeal process and the possibility for a poxtioall of the
award to be reversed, the Company has not recthaeichpact of the award in its Consolidated FinahStatemen
as of September 29, 2006.

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 hagdedca reserve for CBD litigation of $2.1 millios af both
September 29, 2006 and December 31, 2005. This/eesevers existing claims only and unasserteandaiould
give rise to additional losses. Defense costs gperesed as incurred. Final resolution of the asdertaims may be
for different amounts than currently reserved.8gtént payments during the first nine months of@2@@re
immaterial. Portions of the outstanding claimsareered by varying levels of insurance.

Williams Advanced Materials Inc. (WAM), one of tmpany’s wholly owned subsidiaries, and a small
number of WAM'’s customers are defendants in a patdérnngement legal case. WAM has provided an mdiy
agreement to certain of those customers under Vili&M will pay any damages awarded by the court. WASS
not made any indemnification payments nor have teegrded a reserve for losses under these agrézamsaf
September 29, 2006. WAM believes it has strongrasf@pplicable to both WAM and its customers and is
contesting this action. While WAM does not belig¢lrat a loss is probable, should their defensegpresail, the
damages to be paid may potentially be materidiéocGompany’s results of operations in the periopgayfiment.

The Company has an active environmental complianogram and records reserves for the probableofost
identified environmental remediation projects. Taserves are established based upon analyses teddbycthe
Company’s engineers and outside consultants anadjuseted from time to time based upon on-goindistuand
the difference between actual and estimated cbbtsreserves may also be affected by rulings agdtiaions with
regulatory agencies. The undiscounted reserve talaas $4.9 million as of September 29, 2006, umgbée from
December 31, 2005. Environmental projects tencettobg-term and the final actual remediation cosy differ
from the amounts currently recorded.

Note H — Income Taxes

The estimated annual effective tax rate for 2008 reauced from 31.7% of income before income tasesf
the end of the second quarter 2006 to 29.9% ofnrecbefore income taxes as of the end of the thiedtgr 2006.
This reduction in the effective rate was causedebysions to the projected impact on the rate fforeign source
income, percentage depletion and other factoratzdkd in the third quarter 2006 based upon a coation of
yea-to-date actual and updated estimated activityléefioer the balance of the year. The lower rate cedithe tax
expense that had been recorded through the secantt2006 by $0.3 million with the reduction lpiecorded it
the third quarter 2006. Net income in the thirdnterawas therefore increased by this same amouheamings per
share was increased by $0.02.

A deferred tax asset valuation allowance was resmbid 2003 and previous periods in accordance with
Statement No. 109, “Accounting for Income Taxesé doithe uncertainty regarding the full utilizatiohthe
Companys deferred income taxes. In 2004 and 2005, theatialuallowance was reduced offsetting a portiothe
net tax expense in those periods. In the fourtlitqu2005, the Company determined that it was rikety than not
that additional portions of the deferred tax agsmild be utilized and an additional portion of treduation
allowance was reversed to income in that perioda Assult, the tax expense in the third quarterfastinine
months of 2006 was recorded without regard to thmaektic deferred tax valuation allowance.

The tax expense of $0.3 million in the third qua&@05 and $1.1 million in the first nine months2005 was
net of the reversal of a portion of the valuatiloveance that offset the domestic federal and weritoreign taxes.
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The expense in each period represents taxes rétatedious state and local jurisdictions, foreigres in Japan and
Singapore and the alternative minimum tax liability

Note | — New Pronouncements

The Financial Accounting Standards Board (FASB)assStatement No. 158, “Employers’ Accounting for
Defined Benefit Pension and Other Postretiremegmi$lan amendment of FASB Statements No. 87, &add
132(R)". The statement requires an entity to recagon its balance sheet an asset for a definegffiben
postretirement plan’s overfunded status or a lighibr a plan’s underfunded status, measure a'plassets and
obligations as of the end of the employer’s fisezdr and recognize changes in the funded stataglain in
comprehensive income (a component of shareholdgrsty) in the year in which the changes occur. Sfagement
also expands the disclosure requirements assodidtfedefined benefit postretirement plans. Théesteent does
not change the calculation of the net periodic Beopest to be included in net income. The stateniepffective for
fiscal years ending after December 15, 2006, exfoeghe provision that a plam’assets and obligations be meas
as of the end of the employer’s fiscal year whickffective for fiscal years ending after Decemtigr2008. The
Company has not yet determined the impact thattaaopf this statement will have on its ConsolidaEgnancial
Statements.

The FASB issued Interpretation No. 48 (FIN No. 48xcounting for Uncertainty in Income Taxes — an
Interpretation of FASB Statement No. 109” in JuB08. FIN No. 48 clarifies the financial statemesttagnition
threshold and measurement attribute of a tax positiken or expected to be taken in a tax retunis iiterpretatiol
also provides guidance on derecognition, classifinainterest and penalties, accounting in intgoeniods,
disclosures and transition. FIN No. 48 is effecfiwefiscal years beginning after December 31, 200& Company
will adopt the interpretation as required and igently evaluating the impact of the interpretat@nits
Consolidated Financial Statements.

The FASB issued Statement No. 154, “Accounting @earand Error Corrections”, which replaces APB
Opinion No. 20, “Accounting Changes”, and Statenmt 3, “Reporting Accounting Changes in Interinmaficial
Statements”, in May 2005. The statement changeethgrements for the accounting and reporting diange in
accounting principle and is applicable to all vaamy changes in accounting principle. It also aggpto changes
required by an accounting pronouncement if thahpumcement does not include specific transitiorvigions. The
statement requires retrospective application torgperiods’ financial statements of changes in anting principle
unless it is impractical to determine the periodcsfic effects or the cumulative effect of the chanThe correction
of an error by the restatement of previously issirehcial statements is also addressed by therstatt. The
Company adopted this statement effective Janua2@@6 as prescribed and its adoption did not havatarial
impact on the Company’s results of operationsmarftial condition.

The FASB issued Statement No. 151, “Inventory CosidNovember 2004, which amends Accounting
Research Bulletin (ARB) No. 43. The statement nexguidle facility expense, excessive spoilage, tofreight and
rehandling costs to be treated as current periadgels regardless of whether they meet the ARB Rarideria of
“so abnormal”. The Statement also requires thatufeenturing overhead costs be absorbed into invgiitased
upon a normal production range. he Company addptedtatement effective January 1, 2006 as piestrand its
adoption did not have a material impact on the Camg{s results of operations or financial condition.
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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 misersed in a variety of high performance electrical
electronic, thermal and structural applicationsjdvianarkets for our materials include telecommutigres and
computer, automotive electronics, magnetic anccaptiata storage, industrial components, applisaemspace al
defense.

Sales in the third quarter 2006 of $200.4 millistablished a new record high for the third conseewguarter.
Third quarter 2006 sales grew $64.8 million over tthird quarter 2005, as sales have now grownifteeh
consecutive quarters over the comparable quartieiprior year. The sales growth resulted frororaliination of
improved demand across our key markets, new prathwalopment, recent acquisitions and higher npetegs.
Sales for the first nine months of the year of $258illion improved $154.6 million over the firsire months of
2005.

The gross margin increased by $13.8 million intthied quarter 2006 over the third quarter 2005hmndtrengt|
of the higher sales. We increased the percentagaerafopper-based sales subject to a cost pasggtirahich
helped to mitigate the negative impact of the higlopper costs on margins during the third quaMergins were
also negatively affected by production activitiesl @ther factors. Selling, general and administea¢ixpenses in tt
third quarter 2006 continued to run above last'gdavel due to the expenses incurred by our reaeqtisitions,
market development activities, higher incentiveraats, increased corporate costs and other factors.

We generated an operating profit of $10.6 millionitie third quarter 2006, which was a $4.8 million
improvement over the third quarter 2005. Dilutethe®gs per share were $0.35 in the third quart@62hd $0.96
for the first nine months of the year. The 2006aays include the impact of an effective tax rét@®©9%. In 2005,
earnings per share were $0.20 in the third quarndr$0.71 in the first nine months when the tawigion for
federal and certain foreign taxes was offset byréiversal of a deferred tax valuation allowance.

The working capital investment in accounts recdamnd inventory increased in the third quarter st nine
months of 2006 in large part to support the hideeel of sales. Total debt has increased $23.3amnitiuring 2006.
However, after financing a $26.2 million acquisitiearly in the first quarter 2006, debt has dediféhe average
borrowing rate on the outstanding debt was als@idw 2006 than it was in 2005 yielding a loweeneaist expense
in 2006.

Results of Operations

Third Quarter Nine Months
Ended Ended

Sept. 29 Sept. 30 Sept. 29 Sept. 30
Millions, except per share data 2006 2005 2006 2005
Sales $200.¢ $135.€ $555.2 $400.€
Operating Profi 10.€ 5.E 30.¢ 19.7
Income Before Income Tax 9.7 4.2 27.5 14.¢
Net Income 7.1 3.6 19.c 13.7
Diluted E.P.S. $ 0.3t $ 0.2C $ 0.9¢ $ 0.71

Salesof $200.4 million in the third quarter 2006 were/d8igher than sales of $135.6 million in the third
quarter 2005 while sales for the first nine mordh2006 were $555.2 million, a 39% growth rate os@les in the
first nine months of 2005.

Demand from the magnetic and optical data stort@gzommunications and computer and industrial
components markets, among others, strengtheneapgd20i06. Demand from the automotive electronic retankas
solid while demand from the defense and aerospackeat; which had been soft, started to improvénathird
guarter 2006. New products and application devetoprthat serve a variety of markets contributethéosales
growth in the third quarter and first nine montfi@06. The sales growth in 2006 also resulted filorme small
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acquisitions completed by Williams Advanced Matsrlac. (WAM), one of our wholly owned subsidiarisince
the second quarter 2005.

International sales, which include sales from fgmedperations as well as direct exports from théddrStates,
were 34% of sales in the third quarter 2006 conth&re32% in the third quarter 2005. Internatiorsdés were 34%
of sales in the first nine months of both 2006 26@5. Third quarter year-to-date international salere
$185.6 million in 2006, a 41% growth rate over fhier year. Domestic sales grew 44% in the thirdrtgr 2006
over the third quarter 2005 and 37% in the firsierninonths of 2006 over the first nine months of2@Momestic
sales grew at this high rate despite shipmentthBbdames Webb Space Telescope (JWST) program being
$8.6 million lower in the first nine months of 200&n the same period last year.

Our sales are affected by metal prices, as changeecious metal prices and a significant portdichanges i
base metal prices (primarily copper and nickel)passed on to customers. Sales are also affectftdign
currency exchange rates, as changes in the dolalte relative to other currencies will resulimincrease or
decrease in the translated value of foreign cuyrelenominated sales. Precious and base metal ricagerage
were higher during the first nine months of 200@@wpared to the first nine months of 2005. Théndignetal
prices continued into the early portion of the thuquarter 2006 as well. The dollar was strongeaverage versus
the applicable currencies in the third quarter 26@@pared to the third quarter 2005 but was weakex
yearto-date basis. We estimate that the combinatigchefnetal price and currency factors accounted for
approximately $22.8 million of the sales growthhe third quarter 2006 and $53.1 million of thewgttoin the first
nine months of 2006 over the comparable periodiserprior year.

The sales order entry rate continued to be stnonigd third quarter 2006 and for the first nine therof the
year. The sales order entry rate for the first mmomths of 2006 was 49% higher than the order eatgyin the firs
nine months of 2005.

Gross marginwas $39.7 million, or 20% of sales, in the thircdagar 2006, an improvement of $13.8 million
over the gross margin of $25.9 million, or 19% ales, in the third quarter 2005. For the first nimenths of the
year, gross margin was $113.7 million, or 20% désan 2006 and $83.6 million, or 21% of sale20®5. The
incremental margin earned on the higher salesanthind quarter 2006 and first nine months of tearywas the
primary factor for the growth in margins over tlespective periods in 2005. Offsetting a portiothef volume
benefits was the higher raw material costs, prinaopper, which reduced margins by an estimate@ &8llion in
the first nine months of 2006 compared to the filse months of 2005. The higher copper cost haxbi@e minor
effect on the third quarter 2006 as we increasegithtion of sales of copper-based products tlthtidie a copper
price pass through in that period. Manufacturingrbead costs were $2.8 million higher in the tljudrter 2006
and $5.3 million higher in the first nine months2806 than the same periods of 2005 due to thénewerincurred
by the operations acquired by WAM and overheacdeiases at our other manufacturing facilities.

Selling, general and administrative expenses (SG&#gre $26.8 million, or 13% of sales, in the thiwcacter
2006, compared to $19.2 million, or 14% of saleshe third quarter 2005. For the first nine morahthe year,
SG&A expenses were $78.0 million in 2006 and $56ilion in 2005. SG&A expenses were 14% of saleglie
first nine months of both years. Incentive compé&naaexpense was approximately $4.0 million higinethe third
quarter 2006 than in the third quarter 2005 an8 $@llion higher in the first nine months of 200n the first nine
months of 2005 due to the improved performanceragjtie plans’ objectives in the current year. EBges incurred
by WAM'’s acquisitions increased costs by $1.2 midlin the third quarter 2006 and $4.1 million ie first nine
months of 2006 over the respective periods in tiw gear. Expenses incurred by the four foreigbsidiaries of
Brush International Inc., one of our wholly ownedbsidiaries, were $0.5 million higher in the thipdarter 2006 ar
$0.6 million higher in the first nine months of Bthan the comparable periods in 2005 as a reShlgher sales
commissions and manpower costs due to the incrdageldof sales and marketing activity overseasnbstic sales
and marketing costs were also higher in the cuyeat due to the higher sales and increased mdekeiopment
activity.

Corporate administrative expenses increased byr#illibn in the third quarter 2006 over the thirdagter 200.
and $2.2 million in the first nine months of theayeThe causes for this increase include higheiremwmental,
health and safety expenses, information technotogys and legal costs. The higher legal cost et part from
the cost of the legal action against our formeuiiass (see Note G to the Consolidated FinanciaeStants).
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Included within SG&A expenses were compensatiomscos$0.2 million in the third quarter and $0.9lian
in the first nine months of 2006 associated wittstanding unvested stock options and stock appiecieghts.
Effective January 1, 2006, Statement No. 123 (RevZ)04), “Share-Based Payments” requires thahalle-based
payments be measured at fair value and chargextoone over the vesting period. In previous periagshad
adopted the disclosure only provisions of Staterhent123. We used the modified prospective impletatiom
method and, as such, the prior period results wetreestated. We issued approximately 117,000 sippkeciation
rights to certain employees in the second quafie62We estimate that the total compensation expfmghe full
year 2006 on these stock appreciation rights aedigusly issued stock options will be $0.6 millidgssuance o
additional options or stock appreciation rightsibsequent periods would increase compensatiomsg&pe
accordingly. See Note D to the Consolidated Firelrféiatements for further information on our shiaased
compensation plans.

Expenses for the U.S. defined benefit pension atahcertain other retirement plans were $0.3 milli@her ir
the third quarter 2006 than the third quarter 2808 $1.9 million higher in the first nine months2806 than in the
first nine months of 2005. The major causes forhiigher expense in 2006 were the impact of a reameagent of
the defined benefit plan in 2005 resulting froml@anpmendment, the impact of the revision to variplan
valuation assumptions as of December 31, 2005dhel performance of the plan and other factongs ihcreased
cost was charged primarily against SG&A expens&9i6, although a portion of the cost was incluilecbst of
sales and a much smaller portion in research anelofament expenses.

Research and development expenses (R&D$1.0 million in the third quarter 2006 were doslightly from
the $1.1 million of expense in the third quarte@20For the first nine months of the year, R&D exgewas
$3.0 million in 2006 and $3.7 million in 2005. R&Xpense was less than 1% of sales in both thedhider and
first nine months of 2006 and 2005. Our R&D effagmain closely aligned with our marketing and nfaaturing
operations to develop new products and improveqases.

The major components of other-net experfee the third quarter and first nine months of 2@0®i 2005 were

as follows:
Income/(Expense)
Third Quarter Nine Months
Ended Ended

Sept. 29 Sept. 30 Sept. 29 Sept. 30
Millions, 2006 2005 2006 2005
Exchange gains (losse $ 02 $ 0z $ 15 $ (19§
Directors deferred compensatic 0.3 (0.7) (0.7) 0.2
Derivative ineffectivenes (0.3 0.4 0.2 0.5
Write-off of deferred cost — — — (0.6)
Other items (0.9 (0.3 (3.0 (1.7)
Total $ 13 $ 02 $ 20 % (39

Exchange gains (losses) were caused by the movemtiigt U.S. dollar’s value relative to the eurenyand
pound sterling as well the impact of matured hedg#racts. The difference in the valuation adjusthos the
directors’ deferred compensation plan between geng primarily a function of the relative movengint the
market price of our common stock as our liabiltythe plan, and therefore expense, increases asitlecof the
stock increases (as was the case in the thirdequeant first nine months of 2006). The derivativefiectiveness
resulted from changes in the fair value of an auiding interest rate swap that does not qualifiHerfavorable
hedge accounting treatment. Gains on the swaptifesnl increases in the applicable market ratedentbsses are
caused by declines in the interest rates. We vat$0.6 million of deferred financing costs assted with the
early repayment of two term loans in the first qea2005. These costs were scheduled to be ambttizeugh the
fourth quarter 2008 had the loans not been paid off

The increase in the other items in the third quét®®6 and first nine months of 2006 over the respe
periods in 2005 was caused primarily by higher diration of intangible assets that were part ofréeent
acquisitions and higher metal financing fees duthéancrease in precious metal prices. Otherdsetiacludes bad
debt expense, gains and losses on the disposakdfdssets, cash discounts and other non-opeiitging.
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Operating profitwas $10.6 million in the third quarter 2006 comjgiai@ a profit of $5.8 million in the third
quarter 2005. The improved profit resulted from hiigher margin earned on the increased sales affgetrt by
higher manufacturing overhead, SG&A and othet-expenses. For the first nine months of the,y@serating profi
was $30.8 million in 2006, an $11.1 million improvent over the $19.7 million profit in 2005. Openatiprofit was
6% of sales in the first nine months of 2006 anddi%ales in the first nine months of 2005.

Interest expenseavas $1.0 million in the third quarter 2006 compat@&21.6 million in the third quarter 2005.
For the first nine months of the year, we reduceerest expense from $4.8 million in 2005 to $3iion in 2006.
While the overall level of outstanding debt washieigin the first nine months of 2006 than the fiviste months of
2005, the average borrowing rate was lower in 2898 result of the repayment of the high rate $80llton
subordinated debt in the fourth quarter 2005. Addéal borrowings were made under the revolving itr@greemen
in the first quarter 2006 primarily to finance amaisition. Subsequent to the acquisition, debtdwesn reduced by
$2.9 million in 2006. Interest capitalized in agation with long-term capital projects was immaa&éin the third
quarter and first nine months of both 2006 and 2005

Income before income taxesas $9.7 million in the third quarter 2006 and $4hiftion in the third quarter
2005. For the first nine months of the year, incdrafore income taxes was $27.5 million in 2006inaprovement
of $12.7 million (or 86%) over the $14.8 millionraad in 2005.

Income tax expensér the first nine months of 2006 was calculateihgisin estimated annual effective rate of
29.9% of income before income taxes. We had prelyaused an estimated effective rate of 31.7% tiinche first
half of the year. The reduction in the rate wasseduby revisions to the projected impact on the fratm foreign
source income, percentage depletion and otherrfactdculated during the third quarter based upon
yearto-date actual results and estimated activitytfierbalance of the year. The reduction in thenedalted in the
reversal of $0.3 million of tax expense in thedhjuarter 2006.

The tax provision of $2.6 million in the third qter 2006 and $8.2 million in the first nine mondi2006 was
calculated without regard to the domestic defetagdvaluation allowance as a result of our deteatim in the
fourth quarter 2005 that it was more likely than that an additional $5.9 million of the valuatialbowance would
be utilized and that amount was reversed to inciontieat period.

A tax provision was not applied against the incdratore income taxes in the third quarter or fiigermonths
of 2005 for certain domestic and foreign taxes e=salt of the deferred tax valuation allowanceorded in previou
periods in accordance with Statement No. 109, “Actiog for Income Taxes”, due to the uncertaintyareling full
utilization of the deferred income tax assets. Vdleation allowance was reduced, offsetting a partf the net tax
expense, in the third quarter and first nine mowofiZ005. The tax expense in the third quarter and
yearto-date periods in 2005 represents taxes relatedrious state and local jurisdictions, foreigxemin Japan
and Singapore and an expense for the alternatim@mam tax liability.

Net incomewas $7.1 million in the third quarter 2006 compat®det income of $3.9 million earned in the
third quarter 2005. Net income was $19.3 milliorthia first nine months of 2006 compared to $13.fioniin the
first nine months of 2005. The difference in taeatiment between years prevented net income fromiggaas fast
as income before income taxes. Diluted earningsipare were $0.35 in the third quarter 2006 anéléit the first
nine months of 2006 compared to $0.20 and $0.Tieimespective periods in 2005.

We aggregate our businesses into two reportablaesiy — the Metal Systems Group and the
Microelectronics Group. Our parent company andotleporate expenses, as well as the operatindtsésam
BEM Services, Inc., a wholly owned subsidiary, aoé part of either segment and remain in the Alétcolumn ir
the segment disclosures in Note F to the ConselilBinancial Statements. BEM Services charges agesnent
fee for the services it provides, primarily corgeradministrative and financial oversight, to otlver businesses on
a cost-plus basis.

The differences in the operating results within @ther between the respective periods presentegrraarily
due to the higher corporate administrative cos®0id6 and differences in the valuation adjustmantke directors’
compensation plan and the interest rate swap.
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Metal Systems Group

Third Quarter Nine Months
Ended Ended
Sept. 29, Sept. 30, Sept. 29, Sept. 30,
Millions 2006 2005 2006 2005
Sales $100.€ $73.¢ $283.t $231.7
Operating Profi $ 54 $0z2 $10C $ 6.2

The Metal Systems Group consists of Alloy Produteshnical Materials, Inc. (TMI), Beryllium Prodscand
Brush Resources. The following chart summarizessday business unit within the Metal Systems Group:

Third Quarter Nine Months
Ended Ended

Sept. 29 Sept. 30 Sept. 29 Sept. 30

Millions 2006 2005 2006 2005
Alloy Products $ 706 $ 515 $200.1 $155.1
TMI 17.C 11.¢ 53.C 37.1
Beryllium Products 10.4 8.C 28.C 33.¢
Brush Resource 2.4 2.5 2.4 5.7
Total $100.¢ $ 73.¢ $283.t $231.%

Alloy Productsmanufactures two main product families — strip pratd and bulk products. Strip products
include precision strip and thin diameter rod amcwopper and nickel beryllium alloys that aredsolto the
telecommunications and computer, automotive antlaape markets. Major applications for strip proguiaclude
connectors, contacts, switches, relays and shigl@inlk products are copper and nickel-based allogaufactured
in rod, tube, plate, bar and other customized fditras are sold into the industrial component manksbich includes
oil and gas, plastic tooling and heavy equipmestpspace and portions of the telecommunicationscantputer
and other markets. The majority of bulk productoalontain beryllium. Applications for bulk prodséhclude
plastic mold tooling, bushings, bearings and wejdinds.

Sales by Alloy Products of $70.8 million in therthguarter were 38% higher than the third quar@@s2while
sales of $200.1 million in the first nine months2606 were 29% higher than the first nine montha0ifs. Sales of
strip and bulk products exhibited strong growttotlghout 2006, as both product families grew at tedipit rates
in the current quarter and nine-month period.

Total sales volumes grew 13% in the third quantel 52% for the first nine months of 2006 over the
comparable periods of 2005. The volume growth was than the sales value growth due to the imgabedigher
metal prices and an improved product mix. Stripuaués were 10% higher in the third quarter and 9§k in the
first nine months of the year than the same perilo@905. This growth was due to rod and wire pasland highe
beryllium-containing strip products. Bulk volumes were up 1f@¥dboth the quarter and first nine months ofyhai
over the respective periods in 2005. The growtiéthird quarter was primarily due to traditiobalk products.
Sales volumes of the non-beryllium-containing aleyere up slightly in the third quarter but for firet nine
months of the years the sales volumes for thes#upts have grown 25%.

Demand from a number of key markets served by Altogducts has been stronger during 2006 than 2005,
including telecommunications and computer, indastomponents and appliance. Aerospace demandedfte
during the third quarter 2006 due to an overstagkituation while the plastic tooling market renedrweak.
Automotive electronic demand has been fairly sdliding 2006, but we anticipate this to soften ia fiburth quarte

Over 35% of Alloy Products’ sales growth in thesfinine months of 2006 over the first nine month20®5
was in Asia. The Asian growth is largely from teéetommunications and computer market, which igedrin part
by the development of applications for handsetkyréales into Europe have grown at a doubtgt rate in the firs
nine months of 2006 over 2005, partially due toriowed demand from the appliance market.

TMI manufactures specialty strip products, includiregiéhlay and overlay metals, precious and baselmeta
electroplated systems, electron beam welded systamsour profiled systems and solder coated systgmour
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Lincoln, Rhode Island facility. Applications for TINbroducts include connectors, contact systems and
semiconductors with major markets for these pralbetng automotive, telecommunications and computer
medical, energy and consumer products.

TMI's sales were $17.0 million in the third quarg906 compared to $11.8 million in the third quag@05
while the third quarter year-to-date sales of $58illon in 2006 were 43% higher than sales of $3illion in the
first nine months of 2005. The majority of the gtbwvas in inlay and plated products. The growth fuased in
large part by improved demand from TMIkwo largest markets, automotive electronics atecbmmunications ar
computer. We anticipate that the automotive el@tracnarket may slow down in the fourth quarter 200 to
seasonal and other factors. The growth in TMI'esah the third quarter 2006 and first nine momth8006 was
also due to new product development activitiese$Saf materials for disk drive applications in maar have been
quite strong through the first nine months of tearyand were a major contributor to the improvenmeitMI’s
sales. New applications developed for the energynaedical markets, two smaller but growing markietse
contributed to the sales growth as well.

Beryllium Productsmanufactures pure beryllium and beryllium-basedatsetnd metal matrix composites in
rod, tube, sheet and a variety of customized foiithese materials have high stiffness and low dgmsit tend to k
premium priced due to this unique combination afgerties. Major markets for Beryllium Products ua¢ defense
and aerospace, medical, telecommunications and wemlectronics (including acoustics) and optgzanning.

Sales by Beryllium Products were $10.4 millionhe third quarter 2006, a 30% growth rate over safles
$8.0 million in the third quarter 2005. Sales foe first nine months of the year of $28.0 millioere& 17% lower
than sales of $33.8 million in the year ago peritite decline in the year-to-date sales of Berylliroducts was
due to the completion of the initial material syppbntract for the James Webb Space Telescopeldn. Zhipment
of additional materials for the Webb Telescope hav@inued at a much slower pace. Material salethioWebb
were $1.0 million in the third quarter 2006 and 2@®d $2.7 million in the first nine months of 20&Gmpared to
$11.3 million in the first nine months of 2005. &afrom Beryllium Products’ other product linesreesed 34% in
the third quarter 2006 and 12% in the first ninenthe of 2006 over the respective periods in 20@5nand for x-
ray windows and materials for acoustic applicatimese strong in the third quarter 2006, continutimg trend from
the second quarter 2006. Sales of beryllium alumicomposites have also increased in 2006 over Z0g5first
shipment under the $7.0 million material supplytecact for beryllium blanks for a nuclear fusioncea was made
during the third quarter 2006. Additional shipmeats scheduled for the fourth quarter 2006.

Orders for aerospace and defense, Beryllium Predlactjest market, began to slow down in the sedwitlof
2005 due to the U.S. government diverting fundsyafn@m the projects that utilize our materials,ibglly missile
and aerospace system applications, in order tage@dditional support for the current military gnal operations.
This slow down continued into 2006 but orders anoting activities have started to strengthen. Wecgnate that
sales for defense applications should show impr@rgsin the fourth quarter 2006 and into 2007.

Brush Resourcegroduces beryllium hydroxide primarily for use aswe material input for our other
businesses. Brush Resources also sells hydroxiebe@onal customers. External sales of berylliurdrbyide totale:
$2.4 million in the third quarter 2006 and $2.5liil in the third quarter 2005 while sales in thstfnine months ¢
the year were $2.4 million in 2006 and $5.7 milliar2005. We anticipate that there will be addiéibsales of
hydroxide in the fourth quarter 2006 but the anrsadds of hydroxide will be lower in 2006 than thvegre in 2005.

Gross marginon Metal System Group sales was $24.1 million,4%2f sales, in the third quarter 2006, an
improvement over the gross margin of $14.6 million20% of sales, in the third quarter 2005. Ferfttst nine
months of the year, the gross margin was $63.3amilh 2006, or 22% of sales, and $53.4 million28%6 of sales,
in 2005.

For the third quarter 2006 and the first nine merth2006 the main cause for the improvement igmawas
the higher sales; the incremental margin on thhdrigales was estimated at $8.5 million in the tguand
$12.9 million for the year-to-date period. The afp@m product mix effect was favorable in the tharcarter 2006
compared to the third quarter 2005. The improvedipct mix was evident in Alloy Products as welim3 M,
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with the mix improving slightly within Beryllium Rducts. For the first half of 2006, the product reffect for the
Metal Systems Group had been unfavorable compartiettfirst half of 2005 due to the large shipmdatshe
Webb Telescope project in the first half of lasaiyel'he higher raw material costs, primarily coppeduced
margins to the extent those costs could not beegabsough by $0.4 million in the third quarter BGthd

$3.0 million in the first nine months of 2006 comgato the respective periods of 2005. Manufactuaverhead
costs increased $1.4 million in the third quart@®& over the third quarter 2005 partially due ® iticrease in
activity levels. The increases were primarily & BEimore, Ohio and Lincoln, Rhode Island facilitis&nufacturing
overhead costs had been relatively unchanged édiirdt half of the year.

The Metal Systems Group’s SG&A, R&D and Other-nefpensedotaled $18.7 million in the third quarter
2006 and $14.3 million in the third quarter 2005.8A\percent of group sales, expenses declined#oii ¢he third
quarter 2006 from 20% in the third quarter 2005. the first nine months of the year, these expetwated
$53.5 million, or 19% of sales, in 2006 and $47illion, or 20% of sales, in 2005. Increases toitleentive
compensation accruals accounted for $2.0 milliothefhigher SG&A expenses in the third quarter 2006
$4.4 million of the expense increase in the filsermonths of 2006 over the comparable periodb@prior year.
Both domestic and international selling and marg#xpenses, including commissions, were high#érthird
quarter and first nine months of 2006 due to tltesased business activity levels. Corporate chaxges higher in
both the third quarter and first nine months of@@0mpared to the respective periods in 2005.

Operating profitfor the Metal Systems Group was $5.4 million fog third quarter 2006, a $5.2 million
improvement over the $0.2 million profit in therthiquarter 2005. For the first nine months of teary operating
profit was $10.0 million in 2006 and $6.3 milliom 2005, an improvement of 59%.

Microelectronics Group

Third Quarter Nine Months
Ended Ended
Sept. 29, Sept. 30,  Sept. 29, Sept.30,
Millions 2006 2005 2006 2005
Sales $99.¢ $61.¢ $271.7 $168.¢
Operating Profi $ 6.2 $ 57 $241 $ 141

The Microelectronics Group consists of WAM and HElecic Products. The following chart summarizes
business unit sales within the Microelectronicspro

Third Quarter Nine Months
Ended Ended
Sept. 29 Sept. 30 Sept. 29 Sept. 30
Millions 2006 2005 2006 2005
WAM $ 92.( $ 55.¢ $250.: $149.€
Electronic Product 7.€ 6.3 21.4 19.2
Total $ 99.¢ $ 61.C $271.% $168.¢

WAM manufactures precious, non-precious and speciatalmproducts, including vapor deposition targets,
frame lid assemblies, clad and precious metal pmefphigh temperature braze materials, ultra-fiire @wnd
specialty inorganic materials. Major markets for YA products include magnetic and optical data stgnampdica
and the wireless, semiconductor, photonic and dydettors of the microelectronics market. WAM diss an in-
house refinery that allows for the reclaim of poers metals from its own or customers’ scrap, anthhoéeaning
operations.

WAM’s sales of $92.0 million in the third quarted@ were 66% higher than sales in the third qua@es
while sales of $250.3 million in the first nine ntbs of 2006 were 67% higher than sales in the firg¢ months of
2005. The cost of the precious metal sold by WAMa&ssed through to its customers and changes in \&/Adw
material costs will be reflected in changes inrtkelling prices in either direction. In both thérd quarter 2006 and
the first nine months of 2006, metal prices, orrage, were higher than in the respective period)06, thereby
increasing sales without a proportional flow thrbig margins.
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Sales from WAM's Brewster, New York facility of giamagnetic resistance thin film and other appilicet
within the magnetic data storage market continoegtdw in the third quarter and first nine montfi@06. The
Brewster facility also continued to develop newlagapions and expand its sales of ruthenium-baargkts for use
in the magnetic media storage market. Sales ofquecnetal targets and other products into thelesgesector (i.e
cell phone applications) remained strong througR@@6. Sales of lids and related materials gre@0@6 partially
due to increased demand from the photonics sda@nand for performance film applications from thedical
market, while still relatively minor, grew as wellales of specialty metal products, a smaller prolitoe, continued
to lag last year’s pace and are not expected toowepin the fourth quarter. Sales of targets fgitedl versatile disc
application continue to be under competitive ppoessures from alternative materials.

Early in the first quarter 2006, WAM acquired CERAfcorporated. CERAC provides physical vapor
deposition and specialty inorganic materials far phecision optics, semiconductor and other inthstCERAC an
the acquisitions of Thin Film Technology, Inc. retfourth quarter 2005 and OMC Scientific Holdihgsited in
the second quarter 2005 have expanded WAM’s capabjlproduct offerings and customer base. Begimim
2006, the OMC technology was also being used at WsABUIffalo, New York facility in order to provide befits to
domestic customers. Incremental sales from these #icquisitions were responsible for 20% of tloswgjn in
WAM's sales in the third quarter 2006 over thedtquarter 2005 and 24% of the growth in WAMales in the fir:
nine months of 2006 over the first nine months @2

Electronic Productsncludes Brush Ceramic Products Inc. and Zentrighfelogies Inc., two wholly owned
subsidiaries. These operations produce berylliangs, electronic packages and circuitry for safe the
telecommunications and computer, medical, eleatmrautomotive and defense markets. Sales froniraiec
Products were $7.8 million in the third quarter @8@rsus $6.3 million in the third quarter 2005r f first nine
months of the year, sales of $21.4 million were Higher in 2006 than in the comparable period iB52®Bales of
beryllia ceramics, a mature product line, were 2¥gher in the third quarter 2006 than the thirdrtegra2005 and
accounted for the majority of the increase in saldhe third quarter 2006. Sales of these prodwet® slightly
higher in the first nine months of 2006 than thmstfnine months of 2005. Sales of electronic paekagere also
higher in the current quarter and year-to-dateopisrdue to improved demand from the telecommuiicatand
computer market. Sales to the automotive marke¢ wskghtly higher in the third quarter 2006 thaa third quarter
2005 but down 10% for the first nine months of ykear. Sales of circuitry, one of our smaller pradines,
increased slightly in the third quarter 2006 arel Sieptember year-to-date sales were marginallyehitan last
year.

Gross marginon Microelectronics Group sales was $16.0 milliotthie third quarter 2006, an increase of
$4.3 million over the gross margin earned in thedthuarter 2005. For the first nine months of year, the gross
margin was $51.6 million in 2006 and $31.3 millior2005. The gross margin was 19% of sales initeerfine
months of both years.

The higher sales volumes generated an estimat&chdiion of margin in the third quarter 2006 and
$25.8 million in the first nine months of 2006 otke comparable periods in 2005. However, a podithis
benefit was offset in both the quarter and yeaddte periods by an unfavorable change in the ptadic
Manufacturing ramp-up and process development ¢ostsithenium-based products at the Brewster, Nevk
facility also reduced margins in the third quage06. The manufacturing overhead costs incurred/By’s three
acquisitions were $1.3 million higher in the thgdarter 2006 and $4.2 million higher in the firstexmonths of
2006 than the comparable periods of 2005.

Microelectronics Group’s SG&A, R&D and Other-net pensesvere $9.8 million in the third quarter 2006, an
increase of $3.7 million over the third quarter 2@Xpense. Expenses for the first nine monthsef/éar were
$27.4 million in 2006 and $17.2 million in 2005.#enses were 10% of sales in the first nine mortheth 2006
and 2005. The acquisitions by WAM added $1.2 millio expense in the third quarter 2006 and $4.liamifor the
first nine months of 2006. Incentive compensatigpense was $0.5 million higher in the third qua@®6 and
$1.2 million higher in the first nine months of Z08s compared to the respective periods of 2005altre
improved performance relative to the plans’ objexgi Various sales-related expenses increaseé iguidrter and
yearto-date periods in support of and as a resulhefiiigher sales volumes. SG&A expenses incurr&dA¥l’'s
newly created subsidiaries in Japan and Korea agid&dmillion of expense in the third quarter 2@08!
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$0.4 million of expense in the first nine monthglwé year. Administrative expenses, including legsits and
manpower, also increased in 2006, partially dugogis incurred by WAM to support its expanded ojp@na, as dic
charges from the corporate office. Metal finandiegs were higher in the third quarter 2006 anditsenine
months of 2006 than the same periods in 2005 dtleetbigher metal prices; the financing fee is dagson the
market value of the metal and prices on average Wigher in 2006 than in 2005.

Operating profitfrom the Microelectronics Group was $6.2 milliontire third quarter 2006 and $5.7 million in
the third quarter 2005. For the first nine monththe year, operating profit was $24.1 million,386 of group sales,
in 2006 and $14.1 million, or 8% of group sales2@05.

Legal

One of our subsidiaries, Brush Wellman Inc., ifeddant in proceedings in various state and fédetats
brought by plaintiffs alleging that they have caicted chronic beryllium disease or other lung cmil as a result
of exposure to beryllium. Plaintiffs in berylliunagses seek recovery under negligence and varioas letial
theories and seek compensatory and punitive damagemny cases of an unspecified sum. Spousasyifclaim
loss of consortium.

The following table summarizes the associated #gtivith beryllium cases.

Quarter Ended Quarter Ended
Sept. 29, 2006 June 30, 2006

Total cases pendir 12 14
Total plaintiffs 53 56
Number of claims (plaintiffs) filed during perioti@ed 0(0) 1(2)
Number of claims (plaintiffs) settled during perieddec 1(2) 0(0)
Aggregate cost of settlements during period endedafs in thousands $ 200 % 0
Number of claims (plaintiffs) otherwise dismiss 1(1) 0(0)

Settlement payment and dismissal for a single o&genot occur in the same period.

Additional beryllium claims may arise. Managemeelidves that we have substantial defenses in tteeses
and intends to contest the suits vigorously. Emgdogases, in which plaintiffs have a high burdeprobf, have
historically involved relatively small losses to. Usird-party plaintiffs (typically employees of tomers or
contractors) face a lower burden of proof than mipleyees or former employees, but these casesaeraly
covered by varying levels of insurance. A reseras wecorded for beryllium litigation of $2.1 milticat
September 29, 2006, unchanged from December 35, 20feceivable of $2.0 million was recorded at
September 29, 2006 and $2.2 million at DecembeR305 from our insurance carriers as recoveriemfarred
claims. An additional $0.4 million was reservedath September 29, 2006 and December 31, 20053ohiencies
related to claims still outstanding as well asrmakfor which partial payments 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 astmiatigation
is subject to many uncertainties, and it is possibat some of these actions could be decided ardhly 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 unalbb
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 insuranee do not believe that resolution of these pdoegs 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 September 29, 206 fhurported
class actions were pending.

In the third quarter 2006, the court issued a sumijuaigment in our favor in our lawsuit against éoimer
insurers. We brought this action against them tibesa dispute over how insurance coverage shoave been
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applied to legal defense costs and indemnity paysndime court agreed with our position and awatgedamages
of $7.8 million. The damage award is based uponuatsopreviously paid by us and accrued intereshose
payments. At this time, we believe the defendairillsagpeal the ruling and, given the uncertainaesund the
timing and outcome of the appeal process and thsilpitity that the damage award may be reduceéwersed upc
appeal, we have not recorded the impact of thisrfhe ruling in our financial statements as oft8eyer 29, 200

Regulatory Matters. Standards for exposure to beryllium are undeiereby the United States Occupational
Safety and Health Administration, and by other gowgental 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 pratd. If the standards are made more stringentiocastomers
decide to reduce their use of beryllium-containingducts, our operating results, liquidity and tapiesources
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.

Financial Position

Net cash provided from operating activiti@gas $4.4 million in the first nine months of 20G5reet income,
changes in various assets and liabilities and ¢émetits of depreciation and amortization more tbfiget the
unfavorable changes in accounts receivable andhiome Cash balances stood at $11.8 million aetia of the
third quarter 2006, an increase of $1.2 milliomirDecember 31, 2005.

Accounts receivablevas $104.4 million at the end of the third qua2@®6, an increase of $34.5 million during
the first nine months of 2006. This increase wasiddarge part to the higher sales as sales ithile: quarter 2006
were 43% higher than sales in the fourth quart®éb2The average collection time, as measured bygdle sales
outstanding (DSO), increased from the fourth qua®®5 level thereby contributing to the highereigable
balance. Accounts written off to bad debt expeneeev0.1 million lower in the first nine months2gf06 than in
the first nine months of 2005.

Inventoriesincreased by $39.7 million, or 38%, during thetfirie months of 2006 in part to support the
higher sales level. The inventory turnover ratimmeasure of how quickly inventory is sold on averagas
unchanged from the end of last year. The invergaxighin the Microelectronics Group increased 86940
first-in, first-out (FIFO) basis during the firsine months of the year. The acquisition of CERACoamted for
$5.1 million of the increase in Microelectronic @minventories. In addition to the impact of theF¥C
acquisition, inventories increased at the Brew$leny York facility in response to and in supportlodé significant
growth in sales from that facility, including thew products utilizing ruthenium. Within the Metalssems Group,
the FIFO inventory value increased 26% during 2id0érge part due to the higher production levekthiv the
Alloy Products manufacturing facilities. Alloy pods in inventory grew 12% in the first nine montfi006. TMI's
inventories also grew in support of the increassailes volumes, including international applicagion

The higher cost of precious and base metal prioegibuted to the increase in the value of the imi@gy within
both the Metal Systems Group and Microelectronioupron a FIFO basis during the first nine month2Q¥6.
However, the price impact on the net inventory eadfi$143.8 million was largely offset by the u$ehe
last-in, first-out (LIFO) valuation method. The [@Feserve increased $18.4 million in the first mimenths of 2006
mainly as an offset to the higher metal costs mRH-O inventory value and the higher prices hatbae minor
impact on the net inventory value. The LIFO methegllts in the more recent costs being chargedgbaf sales il
the current period; the higher copper and otheerratcosts incurred in 2006 therefore were chatgembst of sale
and not into inventory, resulting in a better matghof the revenues and costs.

As previously indicated the percentage of our cojipased sales without the copper cost pass-thrbaglibeen
reduced and we anticipate that it will be furthexiuced in future periods. As a result, in the sdaprarter 2006 we
terminated portions of our outstanding copper a@give contracts that were initially designated eddes of our
copper price exposure and scheduled to maturdunefperiods. While the contracts were terminatealgain of
$2.3 million, in accordance with accounting guidel, the cash received from the financial insbngiwas credited
against the fair value of the derivatives and thia gvas deferred into other comprehensive income, a
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component of shareholders’ equity. The $2.3 mili®being relieved from other comprehensive incame
credited to cost of sales on the consolidated ircetatement in accordance with the original matutittes of the
derivative contracts and matching the timing of whige underlying designated hedged transactiodwitharged
against cost of sales beginning in the third qu&®96 and continuing through the second quarté820

Prepaid expensewere $15.0 million at the end of the third qua2ed6 compared to $14.4 million at the en
2005. Increases in the fair value of derivativafioial instruments, prepaid manufacturing supgres other items
were partially offset by the amortization of prepaisurance and property taxes and movements ér atttounts.

Capital expenditures for property, plant and equipmttotaled $9.7 million in the first nine months of@as
capital spending remained below the level of dépten. The majority of the capital spending in BG@as for sma
discrete pieces of equipment and infrastructure@avgments. The Metal Systems Group accounted & ojer hal
of the spending in the current year. Spending withe Elmore, Ohio facility, which supports alltbe businesses
within the Metal Systems Group, was $2.7 milliorthie first nine months of the year. Spending atiheoln,
Rhode Island facility totaled $1.2 million. Withihe Microelectronic Group, spending on equipmerct ather
capital items at the various WAM facilities total®d.5 million.

In addition to the capital expenditure total nosdsbve, WAM acquired the stock of CERAC, incorpodatethe
first quarter 2006 for $26.2 million in cash, inding advisor fees. Included in the $26.2 millionghase price was
$3.8 million placed in escrow pending final detaration of the value of various assets and liabgitissumed as
stipulated in the purchase agreement. Goodwilbassi to the transaction totaled $2.7 million, whichay be
adjusted in future periods subject to finalizat@frappraisals and other valuation studies.

In the fourth quarter 2005, Brush Wellman Inc. reed a $9.0 million award under the U.S. Departrma#nt
Defense’s (DOD) Defense Production Act, Title ItbBram for the design of a new facility for the guotion of
primary beryllium, the feedstock material used nefacture beryllium metal products. It is antitgzhthat this
phase of the project will take two years to cormmld@through the third quarter 2006, we had invoitedDOD
$3.0 million for reimbursement of costs incurrealenthis contract, including the development ofiaibess plan
and preliminary facility design work. The incurregists are not included in the $6.0 million capitgbenditure total
since the DOD is reimbursing us. The total cogheffacility will be determined by the design phabee
construction and start-ugf the facility, which we will own, is anticipatdd take an additional two to three years
will require additional Title 11l approval. A podn of the total cost will be borne by us. Since @il of our
metallic beryllium requirements have been suppiieth materials purchased from the National Defedtaekpile
and international vendors. Successful completiothisfproject will allow for the creation of the lgrdomestic
facility capable of producing primary beryllium.

Other assetsvere $17.9 million at the end of the third qua&866, an increase of $9.6 million during the year.
The intangible assets acquired with the CERAC pmseland the funds being held in escrow were the oaises
for this increase.

Other liabilities and accrued itemef $50.6 million at the end of the third quarte080vas $12.1 million
higher than at the end of 2005. The increase gelardue to the recording of the incentive compgosaccruals
based upon the current year performance. In addi#i®.4 million was reclassified from the long-teratirement
and post-employment benefit liability to a shortsigpension liability during 2006. After making artdbution of
$0.9 million to the domestic defined benefit plarthe third quarter 2006, the current short teahility, which
represents the estimated contributions to be natieetplan over the next twelve months, was $3ldomias of the
end of the third quarter 2006. Other accruals &arées, insurance, commissions and other itemsibated to the
change in the total other liabilities and accruechibalance during 2006.

Unearned revenue which is a liability representing products invaicto customers but not shipped, was
$0.4 million as of September 29, 2006 comparedt8 #illion at December 31, 2005.

Other long-term liabilitiestotaled $7.5 million as of the end of the third qea2006 compared to $8.2 million
at December 31, 2005. This decline primarily resifrom changes in the long-term portion of the ¥alue of an
interest rate swap due to changes in the marked eatd quarterly payments against the swap. Tl egerve for
litigation not associated with chronic berylliunsdase declined slightly as well.
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The retirement and post-employment benefit obligatibalancewas $66.7 million at the end of the third quarted@, an increase of
$1.4 million during the current year. This balanepresents the long-term liability under our doneedéfined benefit pension plan, the retiree
medical plan and other retirement plans and pogti@yment obligations. The increase in the obligatias due to the current year expense
net of payments made and the reclassification ¢f 88lllion to a short-term pension liability. Seetd C to the Consolidated Financial
Statement for additional pension and post-employrbenefit details.

Total balance sheet delof $80.5 million at the end of the third quarte©8Gvas $23.3 million higher than at December 30520 he
increase in debt was primarily due to the purcledi$BERAC in the first quarter 2006. Since the astjigin, debt has declined as a result of
cash flow from operations and cash received fragretkercise of employee stock options. As of Sepé&er@dB, 2006, short-term debt totaled
$31.6 million, which included foreign currency demoated loans and a gold-denominated loan. Thesotportion of long-term debt totaled
$0.6 million and long-term debt totaled $48.3 roifliat the end of the third quarter 2006. We wereompliance with all of our debt
covenants as of the end of the third quarter 2006.

Total shareholders’ equityncreased from $211.5 million at the beginningtef year to $246.6 million at the end of the thiudder
2006. The increase was due primarily to comprekeriscome of $24.5 million, which includes net ine® and changes in the cumulative
translation adjustment and the valuation of deiveafinancial instruments (see Note E to the Cadsted Financial Statements), and the
exercise of options. We received $9.4 million fog £xercise of approximately 642,000 options talpase shares of our common stock
during the first nine months of 2006. The numbeojation exercises increased over the prior yearddiee higher market price for our
common stock in 2006.

The balance outstanding under the off-balance gireetous metal consigned inventory arrangemegteased $15.4 million during the
first nine months of 2006, which was largely dugh®e higher metal prices as of the end of the thirdrter 2006 compared to December 31,
2005.

There have been no substantive changes in the synofneontractual payments under long-term debeegrents, operating leases and
material purchase commitments as of September@®@® 2om the year-end 2005 totals as disclosedage 25 of our annual report to
shareholders for the period ended December 31, g&& as Exhibit 13 to our Annual Report on Fot@K for the period ended
December 31, 2005).

Net cash provided from operations was $1.6 miliiothe first nine months of 2005 as the net incame benefits of depreciation offset
the net unfavorable changes in working capital ggimcluding increases to accounts receivable anehitory, payment of the employee
incentive compensation for 2004 and a $5.0 miléontribution to the domestic defined benefit pengtan. Receivables grew $8.3 million
primarily due to the higher sales volume in thertgraThe DSO declined slightly from the fourth e@a 2004 level. Total inventories
increased $4.5 million, or 5%, in the first ninemtfts of 2005, although the inventory turnover péfmaproved. The majority of the inventory
increase was in the Metal Systems Group, due intpémventory mix shifts and higher raw materiasts. Capital expenditures totaled
$9.1 million for the first three quarters of 20@apital spending in the third quarter 2005 of $#illion was the highest since the third qus
2001. We also purchased the stock of OMC Scieritifibe second quarter 2005 for $4.0 million intcddnearned revenue, associated
primarily with the JWST program, was reduced tazarthe end of the third quarter 2005 from $7.Bioni at the beginning of 2005. Balance
sheet debt was $58.3 million as of September 30528 decline of $14.2 million in the first nine nibs of 2005. The exercise of employee
stock options generated $0.4 million of cash infite nine months of 2005.

We believe funds from operations and the availlbleowing capacity are adequate to support operaéquirements, capital
expenditures, projected pension plan contributipoggntial acquisitions and environmental remediapirojects. We had approximately
$53.1 million of available borrowing capacity undlee existing lines of credit as of September 202

Critical Accounting Policies

Deferred Taxes: A valuation allowance was initially recorded agaidomestic and certain foreign deferred tax asadghe fourth
quarter 2002 as a result of our operating loss@9@1 and 2002. The valuation allowance was adjustsubsequent periods through the t
quarter 2005 and charged or credited to incometmra@omprehensive income as appropriate. In theHauarter 2005, in addition to
reversing amounts from the
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valuation allowance to offset the current periogense, we determined that it was more likely thatrtimat we would utilize an additional

$5.9 million of our deferred tax assets and we n&ae that amount of the valuation allowance agaisexpense in that period. Therefore,
beginning in the first quarter 2006, we are reaogdi tax expense based upon our estimated effaativate for all jurisdictions and without
regard to the domestic valuation allowance. Infthueth quarter 2006, we will re-evaluate the defdrtax asset once again to determine if it is
more likely than not that any additional portionadirof the asset will be realized. If so, the \aian allowance will be reduced and income
taxes credited at that time. A reduction in theuatibn allowance in the fourth quarter may reduhé earnings trend from the first nine
months of the year were to continue through thetfoguarter.

For additional information regarding this and otbetical accounting policies, please refer to 86 to 28 of our annual report to
shareholders for the period ended December 31,.2005

Market Risk Disclosures

For additional information regarding market rispkgase refer to pages 28 and 29 of our annualtrépshareholders for the period
ended December 31, 2005.

Outlook

Improved demand and conditions within a numberwflkey markets is a major contributor to the sglesvth in 2006. However, in
addition to the improved demand, our new produdtapplication development efforts have also gerdraales growth across our busines
including within TMI, Alloy Products and WAM, alloing us to further penetrate our existing and newketa. WAM'’s acquisitions have
added to the sales growth while providing additi@yaergistic opportunities. We also are continudng attempts to expand our product re
geographically as we explore additional opportesitn Asia and Europe.

The strength in the new sales order entry ratherthird quarter 2006 continued into the earlyiparbf the fourth quarter. The soften
that we often experience in certain portions of markets in the third quarter of a given year watsas significant as in the past. We are
anticipating portions of our markets, including@ubtive electronics, to soften during the fourtlager. However, demand from defense and
aerospace applications appears to be strengthdniagddition, shipments for the nuclear fusion teashould add to our sales in the fourth
quarter 2006.

Prices for various raw materials, including coppemain high and somewhat volatile. The additicteps we took earlier the year to
increase the percentage of copper-based salexstdpecost pass-through should help to mitigageimpact of the higher copper prices
going forward.

While the high level of demand has put a straiportions of our manufacturing operations, in gehemahave sufficient capacity to
meet the near term production requirements. Howelierlevel of capital expenditures in future qaestmay increase somewhat as we ex
our manufacturing capabilities at certain faciitie satisfy the demand for our new products asageatiue to the geographic expansion of our
business.

Despite the significant increase in accounts rext#e/and inventory, cash flow from operations hesrbpositive this year and our
outstanding debt has declined since the acquisitid®ERAC in early January. We will continue oufoefs to properly control our working
capital investments and manage our debt levelsraicmy.

As of early in the fourth quarter 2006, we are@péting that sales for the fourth quarter 2006 bel in the range of $180.0 to
$190.0 million and that earnings per share willrba range of $0.34 to $0.42.

Forward-Looking Statements

Portions of the narrative set forth in this docuttbat are not statements of historical or curfaats are forward-looking statements.
Our actual future performance may materially diffem that contemplated by the forward-looking staénts as a result of a variety of
factors. These factors include, in addition to thogentioned elsewhere herein:

 The global economy

 The condition of the markets which we serve, whetledined geographically or by segment, with thganmarket segments being
telecommunications and computer, magnetic and @pdiEta storage, aerospace and defense, autoretgteonics, industrial
components and applianc
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» Changes in product mix and the financial conditégustomers
« Actual sales, operating rates and margins for s 2006
« Our success in developing and introducing new prtedand application:

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

» Our success in integrating newly acquired busire:
* The availability of adequate lines of credit and #ssociated interest rat

« Other financial factors, including cost and avaligbof materials, tax rates, exchange rates, jmmand othe
employee benefit costs, energy costs, regulatamyptiance costs and the cost and availability ofiiaace;

» The uncertainties related to the impact of war nabrist activities

» Changes in government regulatory requirements lamémactment of new legislation that impacts our
obligations; and

* The conclusion of pending litigation matters in@ci@ance with our expectation that there will benmeterial
adverse effect:

Item 3. Quantitative and Qualitative Disclosure about Markd Risk

For information regarding the Company’s marketsjgdease refer to pages 28 and 29 of the Compamyiue
report to shareholders for the period ended DeceBibe2005.

Iltem 4. Controls and Procedures

We carried out an evaluation under the superviaimhwith participation of management, including @teef
Executive Officer and Chief Financial Officer, tieteffectiveness of the design and operation ofi@malosure
controls and procedures as of September 29, 20G6iant to Rule 13a-15(b) under the Securities Bxgbact of
1934, as amended. Based upon that evaluation, anagement, including the Chief Executive Officed &hief
Financial Officer, concluded that our disclosuratcols and procedures were effective as of theuatimn date.

There have been no changes in our internal corkas financial reporting identified in connectiaith the
evaluation required by Rule 13a-15 under the SeesifExchange Act of 1934, as amended, that oadwiweng the
quarter ended September 29, 2006 that have mateaffdcted, or are reasonably likely to materiaffect, our
internal control over financial reporting.

26




Table of Contents

PART Il OTHER INFORMATION

Item 1. Legal Proceedings

Our subsidiaries and our holding company are stifj@n time to time, to a variety of civil and advistrative
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 deddydlew.

Beryllium Claims

As of September 29, 2006, our subsidiary, BrushiMéa Inc., was a defendant in 12 proceedings ifouar
state and federal courts brought by plaintiffsgitig that they have contracted, or have been platadk of
contracting, chronic beryllium disease or otheglgonditions as a result of exposure to berylligtaintiffs in
beryllium cases seek recovery under negligenceraridus other legal theories and seek compensataihpunitive
damages, in many cases of an unspecified sum. &pofisome plaintiffs claim loss of consortium.

During the third quarter of 2006, the number ofyierm cases decreased from 14 (involving 56 piffsjtas of
June 30, 2006 to 12 cases (involving 53 plaintdfs)of September 29, 2006. During the third quactee thirdparty
case (involving two plaintiffs) was settled andndissed, and one purported class action (involvimg mamed
plaintiff) was dismissed.

The 12 pending beryllium cases as of Septembe2@% fall into two categories: Nine cases involvihiyd-
party individual plaintiffs, with 13 individuals (& six spouses who have filed claims as part dof gpouse’s case
and two children who have filed claims as partheiit parent’s case); and three purported claseragtinvolving
32 plaintiffs, as discussed more fully below. Claitmought by third-party plaintiffs (typically engylees of our
customers or contractors) are generally coveredabying levels of insurance.

The first purported class action is Manuel Madrgl. , v. Brush Wellman Inc., filed in Superior Court of
California, Los Angeles County, case number BC289@5 July 15, 2003. The named plaintiffs are Maherin,
Lisa Marin, Garfield Perry and Susan Perry. Theddénts are Brush Wellman, Appanaitis Enterprises, and
Doe Defendants 1 through 100. A First Amended Camplvas filed on September 15, 2004, naming five
additional plaintiffs. The five additional nameajitiffs are Robert Thomas, Darnell White, Leondoffrion, Jame
Jones and John Kesselring. The plaintiffs allege ey have been sensitized to beryllium while leygd at the
Boeing Company. The plaintiffs’ wives claim lossaminsortium. The plaintiffs purport to represend telasses of
approximately 250 members each, one consistingookevs who worked at Boeing or its predecessorsaaad
beryllium sensitized and the other consisting efrtepouses. They have brought claims for negligesirict
liability — design defect, strict liability —failure to warn, fraudulent concealment, breachmgflied warranties, ar
unfair business practices. The plaintiffs seekrnfive relief, medical monitoring, medical and liealare provider
reimbursement, attorneys’ fees and costs, revacafidusiness license, and compensatory and pardtvnages.
Messrs. Marin, Perry, Thomas, White, Joffrion, Joard Kesselring represent current and past emgdayeBoein
in California; and Ms. Marin and Ms. Perry are sggsl Defendant Appanaitis Enterprises, Inc. wasidiged on
May 5, 2005.

The second purported class action is Neal Paekal, , v. Brush Wellman Inc., filed in Superior Court of
Fulton County, State of Georgia, case humber 20@B08Y7, on January 29, 2004. The case was remobae to
U.S. District Court for the Northern District of Gmgia, case number 04-CV-606, on May 4, 2004. Tdraed
plaintiffs are Neal Parker, Wilbert Carlton, Steph&éng, Ray Burns, Deborah Watkins, Leonard Ponder,
Barbara King and Patricia Burns. The defendant8aush Wellman; Schmiede Machine and Tool Corporgti
Thyssenkrupp Materials NA Inc., d/b/a Copper andsBrSales; Axsys Technologies Inc.; Alcoa, Inc.Clslitn
Aerospace Machining Corporation; Cobb Tool, Inag &ockheed Martin Corporation. Messrs. Parker/tGar
King and Burns and Ms. Watkins are current empleysdd_ockheed. Mr. Ponder is a retired employed, an
Ms. King and Ms. Burns and Ms. Watkins are familgmbers. The plaintiffs have brought claims for iggice,
strict liability, fraudulent concealment, civil cgpiracy and punitive damages. The plaintiffs sepkrananent
injunction requiring the defendants to fund a ceaupervised medical monitoring program, attorndéges and
punitive damages. On March 29, 2005, the Courtredtan order directing plaintiffs to amend thegauling to
segregate out those plaintiffs who have endured suitbclinical, cellular and subcellular effectsnfréthose who
have sustained actionable tort injuries, and thiéiing such amendment, the Court will enter ateordismissing
the claims asserted by the former subset of claispan
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dismissing Count | of the Complaint, which soudt# treation of a medical monitoring fund; and dssinig the
claims against defendant Axsys Technologies IncA@vil 20, 2005, the plaintiffs filed a Substitutégnended
Complaint for Damages, contending that each o&tgbt named plaintiffs and the individuals listedtbe
attachment to the original Complaint, and eacthefgutative class members have sustained persguaes;
however, they allege that they identified five widuals whose injuries have manifested themselueh that they
have been detected by physical examination andbaratory test. On March 10, 2006, the Court edtareorder
construing Defendants’ Motion to Enforce the Ma2&h 2005 Order as a Motion for Summary Judgment and
granted summary judgment in the Company’s favowewer, the plaintiffs have filed an appeal, anddase is now
in the U.S. Court of Appeals for the Eleventh Citcoase number 06-12243-D.

The third purported class action is George legaal, v. Brush Engineered Materials Inetal. , filed in the
U.S. District Court for the Southern District of 88issippi, case number 1:04CV597, on June 30, Z0&named
plaintiffs are George Paz, Barbara Faciane, Joad,&onald Jones, Ernest Bryan, Gregory Condiffil&&ondiff,
Odie Ladner, Henry Polk, Roy Tootle, William Stety&drlargaret Ann Harris, Judith Lemon, Theresa Ladmel
Yolanda Paz. The defendants are Brush Engineeré¢elrislia Inc.; Brush Wellman Inc.; Wess-Del Inc.dahe
Boeing Company. Plaintiffs seek the establishméatrmedical monitoring trust fund as a result @ittalleged
exposure to products containing beryllium, attos\éges and expenses, and general and equitakgé fidie
plaintiffs purport to sue on behalf of a class mgent or former Defense Contract Management Aditnation
(DCMA) employees who conducted quality assurancekwab Stennis Space Center and the Boeing Compaits/ a
facility in Canoga Park, California; present andhier employees of Boeing at Stennis; and spouststafdren of
those individuals. Messrs. Paz and Lewis and MsiaRa represent current and former DCMA employeées a
Stennis. Mr. Jones represents DCMA employees ab@zaRark. Messrs. Bryan, Condiff, Ladner, Polk, tleoand
Stewart and Ms. Condiff represent Boeing employestennis. Ms. Harris, Ms. Lemon, Ms. Ladner arsl Rbz
are family members. We filed a Motion to DismissSeptember 28, 2004, which was granted and judgmast
entered on January 11, 2005; however, the plariléd an appeal. Brush Engineered Materials Wwas dismissed
for lack of personal jurisdiction on the same datieich plaintiffs did not appeal. On April 7, 20G6e U.S. Court ¢
Appeals for the Fifth Circuit, in case number 0360, certified the question regarding whether Misigipi has a
medical monitoring cause of action to the Missigsiupreme Court. The case is now in the Supremet©b
Mississippi, case nhumber 2006-FC-00771-SCT.

As reported above, one purported class action &as dismissed. The fourth purported class actich®axy
Anthony v. Brush Wellman Incet al. , filed in the Court of Common Pleas of Philade#p@iounty, Pennsylvania,
case number 01718, on March 3, 2005. The caseemazved to the U.S. District Court for the Easterstiirt of
Pennsylvania, case number 05-CV-1202, on Marcl20d5. The only named plaintiff was Gary AnthonyeTh
defendants were Brush Wellman Inc., Gary Kowalshi] Dickinson & Associates Manufacturers Represieeta
The plaintiff purported to sue on behalf of a clasurrent and former employees of the U.S. Gdagiity in
Sellersville, Pennsylvania who had ever been exptsberyllium for a period of at least one monthiles employet
at U.S. Gauge. The plaintiff brought claims for ligggnce. Plaintiff sought the establishment of alival
monitoring trust fund, cost of publication of apped guidelines and procedures for medical screeamirly
monitoring of the class, attorneys’ fees and expsnBlaintiff filed a motion to remand to state tpwhich the
District Court denied on February 14, 2006. On Baby 28, 2006, plaintiff filed a notice of appealthe Third
Circuit Court of Appeals. On August 15, 2006, theu@ of Appeals dismissed plaintiff's appeal as ioger. On
August 11, 2006, plaintiff filed a Stipulation ofdbnissal of the underlying action in the U.S. D&tCourt, which
was approved by the Court on August 22, 2006; hewetie Court further ordered that the action wamissed
without prejudice for plaintiff to refile.

Other Claims

One of our subsidiaries, Williams Advanced Mateariac. (WAM) is a party to patent litigation withafiget
Technology Company, LLC (Target). In first actidited in April 2003 by WAM against Target in the &l.District
Court, Western District of New York, consolidatettder case number 03-CV-0276A (SR), WAM has asked th
Court for a judgment declaring certain Target pgtas invalid and/or unenforceable and awarding Walvhages
in related cases. Target has counterclaimed alilaginngement and seeking a judgment for infringem an
injunction against further infringement and damafgegpast infringement. On August 3, 2005, the C8urt of
Appeals for the Federal Circuit, case number 0421&€firmed the District Court’s decision denyingINdms’
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motion to enjoin Target from suing and threaterimgue Williams’ customers. The case reverteddahér
proceedings to the District Court, which has dis®is without prejudice to their refiling, all othegnding motions.
Williams’ substitute revised supplemental and aneehcbmplaint with a proposed stipulated order veailed with
the court on January 31, 2006, which the court@pgat on February 2, 2006. Trial is scheduled fdr&ary 2007.
In September 2004, Target filed a separate actiopdtent infringement in U.S. District Court, CahDistrict of
California, case number SAC04-1083 DOC (MLGXx), whaction named as defendants, among others, WAM and
WAM customers who purchase certain WAM alloys uisetthe production of DVDs. In the California actjorarge
alleges that the patent at issue, which is relatele patents at issue in the New York actiontgmts the use of
certain silver alloys to make the semi-reflectiagdr in DVDs, and that in DVD-9s, a metal film {gpdied to the
semi-reflective layer by a sputtering process, thiatl raw material for the procedure is called atsping target.
Target alleges that WAM manufactures and sellstspng targets made of a silver alloy to DVD marotii@ers witt
knowledge that these targets are used by its cestoto manufacture the semi-reflective layer of\DED. In that
action, Target seeks judgment that its patentlid @ad that it is being infringed by the defendarn injunction
permanently restraining the defendants, damagepiatketo compensate plaintiff for the infringemergble
damages and attorneys’ fees and costs.

On April 17, 2003, the Company filed a complainthie Court of Common Pleas for Ottawa County, Obisg
no. 03-CVH-089, seeking a declaration of certagts under insurance policies issued by Lloyd’karidon,
certain London Market companies and certain doméssurers, and damages and breach of contracAugust 30
2006, the court granted Brushihotion 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 have appealed the grant of pautiahgry judgment. The parties agreed separatelgpgmaimately
$0.5 million in damages related to claims not ceddny the partial summary judgment order.

ltem 6. Exhibits
(a) Exhibits

10.1  Fifth Amendment to Credit Agreement dated Septer@gbe2006 among Brush Engineered Materials
and other borrowers and JP Morgan Chase Bank Nthgafor itself and as agent for certain other
banking institutions as lenders (filed as Exhil§it19to the Current Report on Form 8-K filed on
September 29, 2006), incorporated herein by refe:

10.2  Third Amendment to Precious Metals Agreement d&egkember 25, 2006 with Bank of America, N.A.
(filed as Exhibit 99.1 to the Current Report onrR@-K filed on September 29, 2006), incorporated
herein by referenct

10.3  Trust Agreement between the Company and Fifth TRadk dated September 25, 2006 relating to the
Key Employee Share Option Plan (filed as Exhibi39® the Current Report on Form 8-K filed on
September 29, 2006), incorporated herein by refex

10.4  Trust Agreement between the Company and Fidelirgstments dated September 26, 2006 for certain
deferred compensation plans for non-employee dire¢filed as Exhibit 99.4 to the Current Report on
Form &K filed on September 29, 2006), incorporated hergbseterence

105 Amendment No. 1 (effective January 1, 2007) toBhesh Engineered Materials Inc. 2006 Nemployes
Director Equity Plan

11 Statement regarding computation of per share egs

31.1  Certification of Chief Executive Officer requireg¢t 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 Sarbanes-
Oxley Act of 200z
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SIGNATURES
Pursuant to the requirements of the Securities Exange Act of 1934, the registrant has duly causedith
report to be signed on its behalf by the undersigriethereunto duly authorized.

BRUSH ENGINEERED MATERIALS INC.

Dated: November 2, 2006
/sl John D. Grampa

John D. Grampa
Vice President Finance
and Chief Financial Officer
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Exhibit 10.5

AMENDMENT NO. 1
TO
BRUSH ENGINEERED MATERIALS INC.
2006 NON-EMPLOYEE DIRECTOR EQUITY PLAN

Recitals

WHEREAS, Brush Engineered Materials Inc. (the “Camyg’) has adopted the Brush Engineered Materials
2006 Non-employee Director Equity Plan (the “Plan”)

WHEREAS, the Company now desires to amend the (@ “Amendment No. 1”) to increase the minimum
value of a participant account requiring distribatin the form of an immediate lump sum paymerddrdless of
whether a participant has elected installment pays)én order to create uniformity with the CompaniQ92
Deferred Compensation Plan for Non-employee Dirscand 2005 Deferred Compensation Plan for Non-eyes!
Directors.

WHEREAS, the Governance and Organization Comm{fteenerly named the Governance Committee) of the
Board of Directors of the Company has approvedAhiendment No. 1 pursuant to Section 12 of the .Plan

Amendment

NOW, THEREFORE, the Plan is hereby amended byAhisndment No. 1, effective as of January 1, 2087, a
follows:

1. Section 8(d)(i) of the Plan is hereby amendedhanging “$10,000” to “$17,500".
2. Except as amended by this Amendment No. 1, ldre $hall remain in full force and effect.

/sl Michael C. Hasychak

Michael C. Hasychak
Vice President, Treasurer and Secretary

Dated: September 12, 2006
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BRUSH ENGINEERED MATERIALS INC. AND SUBSIDIARIES
COMPUTATION OF PER SHARE EARNINGS

Third Quarter Ended Nine Months Ended
Sept 29 Sept 30 Sept 29 Sept 30
2006 2005 2006 2005
Basic:
Average shares outstandi 19,784,000 19,227,000 19,547,00  19,216,00
Net Income $ 7,087,000 $ 3,908,000 $19,282,00 $13,725,00
Per share amou $ 0.3¢ $ 0.2C $ 0.9¢ $ 0.71
Diluted:
Average shares outstandi 19,784,000 19,227,000 19,547,000  19,216,00
Dilutive stock securities based on the treasurglstc
method using average market pr 327,00( 145,00( 451,00( 156,00(
Totals 20,111,000 19,372,000 19,998,00 19,372,00
Net Income $ 7,087,000 $ 3,908,000 $19,282,00 $13,725,00
Per share amoul $ 0.3t $ 02C $ 0.9¢ $ 0.71
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Exhibit 31.1

CERTIFICATIONS

I, Richard J. Hipple , certify that:

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

2) Based on my knowledge, this report does not comajnuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circuntgts. under which such statements were made, nietadisg with respect to the period
covered by this repor

3) Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the Company as of, andlierperiods presented in this rep

4) The Companys other certifying officer and | are responsibledstablishing and maintaining disclosure contanid procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))imtednal control over financial reporting (as definin Exchange Act Rules 13a-15(f)
and 15«15(f)) for the Company and we hay

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 Company, including its consolidatatsidiaries, is made known to us

others within those entities, particularly durihg tperiod in which this report is being prepal

b) designed such internal control over finah@porting, or caused such internal control owearicial reporting to be designed under our
supervision, to provide reasonable assurance rieggttie reliability of financial reporting and tipeeparation of financial statements
for external purposes in accordance with geneeabepted accounting principle

c) evaluated the effectiveness of the Compagigslosure controls and procedures and presenteisi report our conclusions about the
effectiveness of the disclosure controls and proes]j as of the end of the period covered by #psnt based on such evaluation;

d) disclosed in this report any change in tben@any’s internal control over financial reportitigit occurred during the Company’s most
recent fiscal quarter (the Company'’s fourth fispadrter in the case of an annual report) that hetemally affected, or is reasonably
likely to materially affect, the Compa’s internal control over financial reporting; a

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

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

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

/sl Richard J. Hippl

Dated: November 2, 20( Richard J. Hipple
Chairman, Chief Executive Officer and Presic






Exhibit 31.

CERTIFICATIONS

[, John D. Grampa, certify that:

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

2) Based on my knowledge, this report does not comajnuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circuntgts. under which such statements were made, nietadisg with respect to the period
covered by this repor

3) Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the Company as of, andlierperiods presented in this rep

4) The Companys other certifying officer and | are responsibledstablishing and maintaining disclosure contanid procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))imtednal control over financial reporting (as definin Exchange Act Rules 13a-15(f)
and 15«15(f)) for the Company and we hay

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 Company, including its consolidatatsidiaries, is made known to us

others within those entities, particularly durihg tperiod in which this report is being prepal

b) designed such internal control over finah@porting, or caused such internal control owearicial reporting to be designed under our
supervision, to provide reasonable assurance rieggttie reliability of financial reporting and tipeeparation of financial statements
for external purposes in accordance with geneeabepted accounting principle

c) evaluated the effectiveness of the Compagigslosure controls and procedures and presenteisi report our conclusions about the
effectiveness of the disclosure controls and proes]j as of the end of the period covered by #psnt based on such evaluation;

d) disclosed in this report any change in tben@any’s internal control over financial reportitigit occurred during the Company’s most
recent fiscal quarter (the Company'’s fourth fispadrter in the case of an annual report) that hetemally affected, or is reasonably
likely to materially affect, the Compa’s internal control over financial reporting; a

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

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

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

/s/ John D. Gramp

Dated: November 2, 20( John D. Gramp
Vice President Finance and Chief Financial Off







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 adoptedignirso Section 906 of the Sarbanes-Oxley Act ®22@ connection with the fling of the
Quarterly Report on Form 10-Q of Brush Engineereatdvials Inc. (the “Company”) for the quarter en&sgbtember 29, 2006, as filed with
the Securities and Exchange Commission on thelsatof (the “Report”), each of the undersignedceffs of the Company certifies, that, to
such officer’s knowledge:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities ExchangeoA 1934 (15 U.S.C. 78m or 780
(d)), and

2. The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of operations of the
Company as of the dates and for the periods exguaiéaghe Repor

Dated: November 2, 2006

/sl Richard J. Hippl

Richard J. Hipple
Chairman of the Board, Chi
Executive Officer and Preside

/s/ John D. Gramp

John D. Gramp
Vice President Finance and Chief Financial Off




