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Forward-looking Statements

Portions of the narrative set forth in this document that are not statements of historical or current facts are
forward-looking statements. Our actual future performance may materially differ from that contemplated by the
forward-looking statements as a result of a variety of factors. These factors include, in addition to those mentioned
elsewhere herein:

Actual sales, operating rates and margins for 2013;

Uncertainties relating to the fourth quarter 2012 physical inventory and possible theft at our Albuquerque facility,
tncluding (i) the outcome of our investigations and (ii) the timing and amount, if any, of any insurance proceeds that
we might receive;

The global economy;

The condition of the markets that we serve, whether defined geographically or by segment, with the major market
segments being: consumer electronics, industrial components and commercial aerospace, defense and science,
medical, energy, automotive electronics, telecommunications infrastructure and appliance;

€Changes in product mix and the financial condition of customers;

Our success in developing and introducing new products and new product ramp-up rates;

Our success in passing through the costs of raw materials to customers or otherwise mitigating fluctuating prices for
those materials, including the impact of fluctuating prices on inventory values;

Our success in integrating acquired businesses, including EIS Optics Limited (EIS) and Aerospace Metal Composites
Limited (AMC);

Our success in completing the announced facility consolidations and achieving the expected benefits;

Our success in implementing our strategic plans and the timely and successful completion and start-up of any capital
projects, including the new primary beryllium facility in Elmore, Ohio;

The availability of adequate lines of credit and the associated interest rates;

Other financial factors, including the cost and availability of raw materials (both base and precious metals), physical
inventory valuations (including the impact of losses due to theft), metal financing fees, tax rates, exchange rates,
pension costs and required cash contributions and other employee benefit costs, energy costs, regulatory compliance
costs, the cost and availability of insurance, and the impact of our stock price on the cost of incentive compensation
plans;

The uncertainties related to the impact of war, terrorist activities and acts of God;

Changes in government regulatory requirements and the enactment of new legislation that impacts our obligations and
operations;

The conclusion of pending litigation matters in accordance with our expectation that there will be no material adverse
effects;

The timing and ability to achieve further efficiencies and synergies resulting from our name change and product line
alignment under the Materion name and Materion brand; and

“The risk factors set forth elsewhere in Item 1A of this Form 10-K.
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Item 1.BUSINESS

Materion Corporation, through its wholly owned subsidiaries, is an integrated producer of high performance advanced
engineered materials used in a variety of electrical, electronic, thermal and structural applications. Our products are
sold into numerous markets, including consumer electronics, industrial components and commercial aerospace,
defense and science, medical, energy, automotive electronics, telecommunications infrastructure and appliance. As of
December 31, 2012, we had 2,833 employees.

The Company, through its subsidiaries, has operations in the United States, Europe and Asia. The Company has four
reportable segments: Advanced Material Technologies, Performance Alloys, Beryllium and Composites and Technical
Materials.

All Other includes our parent company expenses, other corporate charges and the operating results of Materion
Services Inc., a wholly owned subsidiary that provides administrative and financial oversight services to our other
businesses on a cost-plus basis. Corporate employees not included in a reportable segment totaled 109 as of
December 31, 2012.

We use our Investor Relations web site, http://materion.com, as a channel for routine distribution of important
information, including news releases, analyst presentations and financial information. We post filings as soon as
reasonably practicable after they are electronically filed with, or furnished to, the SEC, including our annual,
quarterly, and current reports on Forms 10-K, 10-Q, and 8-K; our proxy statements; and any amendments to those
reports or statements. All such postings and filings are available on our Investor Relations web site. In addition, this
web site allows investors and other interested persons to sign up to automatically receive e-mail alerts when we post
press releases and financial information on our web site. The SEC also maintains a web site, www.sec.gov, that
contains reports, proxy and information statements, and other information regarding issuers who file electronically
with the SEC. The content on any web site referred to in this Form 10-K is not incorporated by reference into this
Form 10-K unless expressly noted.

ADVANCED MATERIAL TECHNOLOGIES

Sales for this segment were $847.8 million, or 66% of total sales, in 2012; $1,051.8 million, or 69% of total sales, in
2011 and $879.0 million, or 67% of total sales, in 2010. As of December 31, 2012, Advanced Material Technologies
had 1,380 employees.

Advanced Material Technologies manufactures precious, non-precious and specialty metal products, including vapor
deposition targets, frame lid assemblies, clad and precious metal preforms, high temperature braze materials, ultra-fine
wire, advanced chemicals, optics, performance coatings and microelectronic packages. These products are used in
wireless, semiconductor, photonic, hybrid and other microelectronic applications within the consumer electronics and
telecommunications infrastructure markets. Other key markets for these products include medical, defense and
science, energy, industrial components and automotive electronics. Advanced Material Technologies also has metal
cleaning operations and in-house refineries that allow for the reclaim of precious metals from internally generated or
customers’ scrap.

Advanced Material Technologies’ products are sold directly from its facilities throughout the U.S., Asia and Europe, as
well as through direct sales offices and independent sales representatives throughout the world. Principal competition
includes companies such as Eastman Chemical Company, Heraeus Inc., Honeywell International Inc., JDS Uniphase
Corporation, Johnson Matthey plc, Praxair, Inc., Saint-Gobain S.A., Solar Applied Materials Technology Corp.,
Sumitomo Metals Industries, Ltd., Tanaka Holding Co., Ltd., and a number of smaller regional and national suppliers.
Advanced Material Technologies — Sales and Backlog

The backlog of unshipped orders for Advanced Material Technologies as of December 31, 2012, 2011 and 2010 was
$54.3 million, $75.5 million and $55.4 million, respectively. Backlog is generally represented by purchase orders that
may be terminated under certain conditions. We expect that substantially all of our backlog of orders for this segment
at December 31, 2012 will be filled during 2013.

Sales are made to over 3,000 customers. Government sales accounted for less than 1% of the sales volume in 2012,
2011 and 2010. Sales outside the United States, principally to Europe and Asia, accounted for approximately 23% of
sales in 2012, 16% of sales in 2011 and 19% of sales in 2010. Other segment reporting and geographic information is
contained in Note M to the Consolidated Financial Statements, which can be found in Item 8 of this Form 10-K and
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which is incorporated herein by reference.

Advanced Material Technologies — Research and Development

Active research and development programs seek new product compositions and designs as well as process
innovations. Expenditures for research and development for Advanced Material Technologies amounted to $8.0
million in 2012, $6.7 million in 2011 and $4.0 million in 2010. A staff of 45 scientists, engineers and technicians was
employed in this effort as of year-end 2012.
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PERFORMANCE ALLOYS

Sales for this segment were $292.4 million, or 23% of total sales, in 2012; $335.3 million, or 22% of total sales, in
2011 and $293.8 million, or 23% of total sales, in 2010. As of December 31, 2012, Performance Alloys had 884
employees.

Performance Alloys manufactures and sells three main product families:

Strip products, the largest of the product families, include thin gauge precision strip and thin diameter rod and wire.
These copper and nickel alloys provide a combination of high conductivity, high reliability and formability for use as
connectors, contacts, switches, relays and shielding. Major markets for strip products include consumer electronics,
telecommunications infrastructure, automotive electronics, appliance and medical. Performance Alloys’ primary direct
competitor in strip form beryllium alloys is NGK Insulators, Ltd. of Nagoya, Japan, with subsidiaries in the United
States and Europe. Performance Alloys also competes with alloy systems manufactured by Global Brass and Copper,
Inc., Wieland Electric, Inc., Stolberger Metallwerke GmbH, Nippon Mining, PMX Industries, Inc. and also with other
generally less expensive materials, including phosphor bronze, stainless steel and other specialty copper and nickel
alloys, which are produced by a variety of companies around the world;

Bulk products are copper and nickel-based alloys manufactured in plate, rod, bar, tube and other customized forms
that, depending upon the application, may provide superior strength, corrosion or wear resistance, thermal
conductivity or lubricity. While the majority of bulk products contain beryllium, a growing portion of bulk products'
sales is from non-beryllium-containing alloys as a result of product diversification efforts. Applications for bulk
products include oil and gas drilling components, bearings, bushings, welding rods, plastic mold tooling and undersea
telecommunications housing equipment. Major markets for bulk products include industrial components and
commercial aerospace, energy and telecommunications infrastructure. In the area of bulk products, in addition to
NGK Insulators, Ltd., Performance Alloys competes with several smaller regional producers such as International
Beryllium Corp., Ningxia Orient Tantalum in China and LeBronze Industriel in Europe; and

Beryllium hydroxide is produced at our milling operations in Utah from our bertrandite mine and purchased beryl ore.
The hydroxide is used primarily as a raw material input for strip and bulk products and, to a lesser extent, by the
Beryllium and Composites segment. Sales of beryllium hydroxide to NGK Insulators, Ltd. from the Utah operations
were less than 4% of Performance Alloys’ total sales in each of the four most recent years.

Strip and bulk products are manufactured at facilities in Ohio and Pennsylvania and are distributed internationally
through a network of company-owned service centers and outside distributors and agents.

Performance Alloys — Sales and Backlog

The backlog of unshipped orders for Performance Alloys as of December 31, 2012, 2011 and 2010 was $73.8 million,
$99.6 million and $98.9 million, respectively. Backlog is generally represented by purchase orders that may be
terminated under certain conditions. We expect that substantially all the backlog of orders for this segment as of
December 31, 2012 will be filled during 2013.

Sales are made to over 2,000 customers. Performance Alloys had government sales accounting for less than 1% of
segment sales in 2012, 2011 and 2010. Sales outside the United States, principally to Europe and Asia, accounted for
approximately 54% of sales in 2012, 51% of sales in 2011 and 58% of sales in 2010. Other segment reporting and
geographic information is contained in Note M to the Consolidated Financial Statements, which can be found in

Item 8 of this Form 10-K and which is incorporated herein by reference.

Performance Alloys — Research and Development

Active research and development programs seek new product compositions and designs as well as process
innovations. Expenditures for research and development amounted to $2.2 million in 2012, $2.1 million in 2011 and
$1.8 million in 2010. A staff of 10 scientists, engineers and technicians was employed in this effort as of year-end
2012.

BERYLLIUM AND COMPOSITES

Sales for this segment were $60.0 million, or 5% of total sales, in 2012; $60.6 million, or 4% of total sales, in 2011
and $61.9 million, or 5% of total sales, in 2010. As of December 31, 2012, Beryllium and Composites had 265
employees.



Edgar Filing: MATERION Corp - Form 10-K

Beryllium and Composites manufactures beryllium-based metals and metal matrix composites (MMCs) in rod, sheet,
foil and a variety of customized forms. These materials are used in applications that require high stiffness and/or with
low density, and they tend to be premium-priced due to their unique combination of properties. This segment also
manufactures beryllia
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alumina ceramic products. The acquisition of AMC provides a complementary family of non-beryllium-based alloys
and composites. Defense and science is the largest market for Beryllium and Composites, while other markets served
include industrial components and commercial aerospace, medical, energy and telecommunications infrastructure.
Products are also sold for acoustics, optical scanning and performance automotive applications. While Beryllium and
Composites is the only domestic producer of metallic beryllium, it competes primarily with designs utilizing other
materials including metals, MMCs and organic composites. Our aluminum powder metal MMCs compete with DWA
Composites and cast MMCs made by Duralcan USA. Electronic components utilizing beryllia and alumina ceramics
are used in the telecommunications infrastructure, medical, industrial components and commercial aerospace and
defense and science markets. Direct competitors include American Beryllia Inc., CBL Ceramics Limited and
CoorsTek, Inc.

Manufacturing facilities for Beryllium and Composites are located in Ohio, California, Arizona and England.
Beryllium and Composites — Sales and Backlog

The backlog of unshipped orders for Beryllium and Composites as of December 31, 2012, 2011 and 2010 was $20.5
million, $16.9 million and $26.1 million, respectively. Backlog is generally represented by purchase orders that may
be terminated under certain conditions. We expect that substantially all of our backlog of orders for this segment at
December 31, 2012 will be filled during 2013.

Sales are made to over 400 customers. Government sales accounted for less than 2% of Beryllium and Composites’
sales in 2012 and 2010, and less than 1% of sales in 2011. Sales outside the United States, principally to Europe and
Asia, accounted for approximately 31% of sales in 2012, 28% of sales in 2011 and 22% of sales in 2010. Other
segment reporting and geographic information is contained in Note M to the Consolidated Financial Statements,
which can be found in Item 8 of this Form 10-K and which is incorporated herein by reference.

Beryllium and Composites — Research and Development

Active research and development programs seek new product compositions and designs as well as process
innovations. Expenditures for research and development amounted to $2.4 million in 2012, $2.2 million in 2011 and
$1.3 million in 2010. A staff of nine scientists, engineers and technicians was employed in this effort as of year-end
2012. Some research and development projects, expenditures for which are not material, were externally sponsored
and funded.

TECHNICAL MATERIALS

Sales for this segment were $72.7 million, or 6% of total sales, in 2012; $78.7 million, or 5% of total sales, in 2011
and $67.5 million, or 5% of total sales, in 2010. As of December 31, 2012, Technical Materials had 195 employees.
Technical Materials' capabilities include clad inlay and overlay metals, precious and base metal electroplated systems,
electron beam welded systems, contour profiled systems and solder-coated metal systems. These specialty strip metal
products provide a variety of thermal, electrical or mechanical properties from a surface area or particular section of
the material. Our cladding and plating capabilities allow for a precious metal or other base metal to be applied in
continuous strip form only where it is needed, reducing the material cost to the customer as well as providing design
flexibility and performance. Major applications for these products include connectors, contacts, power lead frames and
semiconductors while the largest markets are automotive electronics and consumer electronics. The energy and
medical markets are smaller but offer further growth opportunities. Technical Materials' products are manufactured at
our Lincoln, Rhode Island facility and are sold directly and through its sales representatives. Technical Materials'
major competitors include Heraeus Inc., AMI Doduco, Inc. and other North American continuous strip plating
companies.

Technical Materials — Sales and Backlog

The backlog of unshipped orders for Technical Materials as of December 31, 2012, 2011 and 2010 was $17.6 million,
$16.3 million and $16.3 million, respectively. Backlog is generally represented by purchase orders that may be
terminated under certain conditions. We expect that substantially all of our backlog of orders for this segment at
December 31, 2012 will be filled during 2013.

Sales are made to over 200 customers. Technical Materials did not have any sales to the government for 2012, 2011 or
2010. Sales outside the United States, principally to Europe and Asia, accounted for approximately 22% of Technical
Materials’ sales in 2012, 27% of sales in 2011 and 26% of sales in 2010. Other segment reporting and geographic
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information is contained in Note M to the Consolidated Financial Statements, which can be found in Item 8 of this
Form 10-K and which is incorporated herein by reference.
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Technical Materials — Research and Development

Active research and development programs seek new product compositions and designs as well as process
innovations. Expenditures for research and development for Technical Materials were nominal in 2012, 2011 and
2010.

GENERAL

Availability of Raw Materials

The principal raw materials we use are aluminum, beryllium, cobalt, copper, gold, nickel, palladium, platinum,
ruthenium, silver and tin. Ore reserve data can be found in Item 7 of this Form 10-K. The availability of these raw
materials, as well as other materials used by us, is adequate and generally not dependent on any one supplier.

Patents and Licenses

We own patents, patent applications and licenses relating to certain of our products and processes. While our rights
under the patents and licenses are of some importance to our operations, our business is not materially dependent on
any one patent or license or on all of our patents and licenses as a group.

Regulatory Matters

We are subject to a variety of laws that regulate the manufacture, processing, use, handling, storage, transport,
treatment, emission, release and disposal of substances and wastes used or generated in manufacturing. For decades
we have operated our facilities under applicable standards of inplant and outplant emissions and releases. The
inhalation of airborne beryllium particulate may present a health hazard to certain individuals.

Standards for exposure to beryllium are under review by the United States Occupational Safety and Health
Administration (OSHA) and by other governmental and private standard-setting organizations. One result of these
reviews will likely be more stringent worker safety standards. Some organizations, such as the California
Occupational Health and Safety Administration and the American Conference of Governmental Industrial Hygienists,
have adopted standards that are more stringent than the current standards of OSHA. The development, proposal or
adoption of more stringent standards may affect the buying decisions by the users of beryllium-containing products. If
the standards are made more stringent and/or our customers or other downstream users decide to reduce their use of
beryllium-containing products, our results of operations, liquidity and financial condition could be materially
adversely affected. The impact of this potential adverse effect would depend on the nature and extent of the changes to
the standards, the cost and ability to meet the new standards, the extent of any reduction in customer use and other
factors. The magnitude of this potential adverse effect cannot be estimated.

5
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Executive Officers of the Registrant

Name

Richard J. Hipple

John D. Grampa

Gregory R. Chemnitz

Age

60

65

55

Positions and Offices

Chairman of the Board, President and Chief Executive Officer. In May 2006,

Mr. Hipple was named Chairman of the Board and Chief Executive Officer of
Materion Corporation. He had served as President since May 2005. He was Chief
Operating Officer from May 2005 until May 2006. Mr. Hipple served as President of
Performance Alloys from May 2002 until May 2005. He joined the Company in July
2001 as Vice President of Strip Products, Performance Alloys and served in that
position until May 2002. Prior to joining Materion, Mr. Hipple was President of LTV
Steel Company, a business unit of the LTV Corporation (integrated steel producer
and metal fabricator). Prior to running LTV’s steel business, Mr. Hipple held
numerous leadership positions in engineering, operations, strategic planning, sales
and marketing and procurement since 1975 at LTV. Mr. Hipple has served on the
Board of Directors of Ferro Corporation since 2007 and as its Lead Director since
April 2010. Mr. Hipple also was appointed to the Board of Directors of KeyCorp in
July 2012.

Senior Vice President Finance and Chief Financial Officer. Mr. Grampa was named
Senior Vice President Finance and Chief Financial Officer in December 2006. Prior
to that, he had served as Vice President Finance and Chief Financial Officer since
November 1999 and as Vice President Finance since October 1998. Prior to that, he
had served as Vice President, Finance for the Worldwide Materials Business of
Avery Dennison Corporation (producer of pressure sensitive materials, office
products, labels and other converted products) since March 1994 and held other
various positions at Avery Dennison Corporation from 1984.

Vice President, General Counsel. Mr. Chemnitz joined Materion Corporation in
September 2007 as its Vice President, General Counsel. Prior to that, he had served
in various roles in the Law Department at Avery Dennison Corporation beginning in
1992, including most recently, as Assistant General Counsel, Americas, where he
had responsibility for the legal affairs of Avery Dennison’s business units in North
and South America.
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Item 1A.RISK FACTORS

Our business, financial condition, results of operations and cash flows can be affected by a number of factors,
including, but not limited to, those set forth below and elsewhere in this Form 10-K, any one of which could cause our
actual results to vary materially from recent results or from our anticipated future results. Therefore, an investment in
us involves some risks, including the risks described below. The risks discussed below are not the only risks that we
may experience. If any of the following risks occur, our business, results of operations or financial condition could be
negatively impacted.

Natural disasters, equipment failures, work stoppages, bankruptcies and other unexpected events may lead our
customers to curtail production or shut down their operations.

Our customers’ manufacturing operations are subject to conditions beyond their control, including raw material
shortages, natural disasters, interruptions in electrical power or other energy services, equipment failures,
bankruptcies, work stoppages due to strikes or lockouts, including those affecting the automotive industry, which is
one of our major markets, and other unexpected events. For example, the tsunami that hit Japan in March 2011 caused
wide-scale destruction of the Tohoku region and led most manufacturers in the area, most notably those in the
automotive and consumer electronics markets, to slow or halt production. Similar events could also affect other
suppliers to our customers. Such events could cause our customers to curtail production or to shut down a portion or
all of their operations, which could reduce their demand for our products and reduce our sales.

Unexpected events and natural disasters at our mine could increase the cost of operating our business.

A portion of our production costs at our mine are fixed regardless of current operating levels. Our operating levels are
subject to conditions beyond our control that may increase the cost of mining for varying lengths of time. These
conditions include, among other things, fire, natural disasters, pit wall failures and ore processing changes. Our
mining operations also involve the handling and production of potentially explosive materials. It is possible that an
explosion could result in death and injuries to employees and others and material property damage to third parties and
us. Any explosion could expose us to adverse publicity or liability for damages and materially adversely affect our
operations. Any of these events could increase our cost of operations.

We have a limited number of manufacturing facilities, and damage to those facilities could interrupt our operations,
increase our costs of doing business and impair our ability to deliver our products on a timely basis.

Some of our facilities are interdependent. For instance, our manufacturing facility in Elmore, Ohio relies on our
mining operation for its supply of beryllium hydroxide used in production of most of its beryllium-containing
materials. Additionally, our Reading, Pennsylvania; Fremont, California and Tucson, Arizona manufacturing facilities
are dependent on materials produced by our Elmore, Ohio manufacturing facility and our Wheatfield, New York
manufacturing facility is dependent on our Buffalo, New York manufacturing facility. See Item 2 of this Form 10-K.
The destruction or closure of any of our manufacturing facilities or our mine for a significant period of time as a result
of fire, explosion, act of war or terrorism or other natural disaster or unexpected event may interrupt our
manufacturing capabilities, increase our capital expenditures and our costs of doing business and impair our ability to
deliver our products on a timely basis. In such an event, we may need to resort to an alternative source of
manufacturing or to delay production, which could increase our costs of doing business. Our property damage and
business interruption insurance may not cover all of our potential losses and may not continue to be available to us on
acceptable terms, if at all.

Equipment failures and other unexpected events at our facilities may lead to manufacturing curtailments or
shutdowns.

The manufacturing processes that take place in our mining operation, as well as in our manufacturing facilities,
depend on critical pieces of equipment. This equipment may, on occasion, be out of service because of unanticipated
failure, and some equipment is not readily available or replaceable. In addition to equipment failures, our facilities are
also subject to the risk of loss due to unanticipated events such as fires, explosions or other disasters. Material plant
shutdowns or reductions in operations could harm our ability to fulfill our customers’ demands, which could harm our
sales and cause our customers to find other suppliers. Further, remediation of any interruption in production capability
may require us to make large capital expenditures, which may have a negative effect on our profitability and cash
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flows. Our business interruption insurance may not cover all of the lost revenues associated with interruptions in our
manufacturing capabilities.

Terrorist attacks and other acts of violence or war may directly harm our operations.

Terrorist attacks or other acts of violence or war may directly impact our facilities. For example, our Elmore, Ohio
facility is located near, and derives power from, a nuclear power plant, which could be a target for a terrorist attack. In
addition, terrorist attacks, related armed conflicts or prolonged or increased tensions in the Middle East or other
regions of the world could cause consumer confidence and spending to decrease, decreasing demand for consumer
goods that contain our products. Further, when the United States armed forces are involved in active hostilities or
large-scale deployments, defense spending tends to focus more on meeting the physical needs of the troops, and
planned expenditures on weapons and other systems incorporating our products

7
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may be reduced or deferred. Any of these occurrences could also increase volatility in the United States and
worldwide financial markets, which could negatively impact our sales.

Many of our manufacturing facilities are dependent on single source energy suppliers, and interruption in energy
services may cause manufacturing curtailments or shutdowns.

Many of our manufacturing facilities depend on one source for electric power and for natural gas. For example, Utah
Power is the sole supplier of electric power to the processing facility for our mining operations in Utah. A significant
interruption in service from our energy suppliers due to equipment failures, terrorism or any other cause may result in
substantial losses that are not fully covered by our business interruption insurance. Any substantial unmitigated
interruption of our operations due to these conditions could harm our ability to meet our customers’ demands and
reduce our sales.

If the price of electrical power, fuel or other energy sources increases, our operating expenses could increase
significantly.

We have numerous milling and manufacturing facilities and a mining operation, which depend on electrical power,
fuel or other energy sources. See Item 2 of this Form 10-K. Our operating expenses are sensitive to changes in
electricity prices and fuel prices, including natural gas prices. Prices for electricity and natural gas may increase and
can fluctuate widely with availability and demand levels from other users. During periods of peak usage, supplies of
energy may be curtailed, and we may not be able to purchase energy at historical market rates. While we have some
long-term contracts with energy suppliers, we are exposed to fluctuations in energy costs that can affect our
production costs. Although we enter into forward-fixed price supply contracts for natural gas and electricity for use in
our operations, those contracts are of limited duration and do not cover all of our fuel or electricity needs.
Additionally, price increases in fuel and electricity costs, such as those increases which may occur from climate
change legislation or other environmental mandates, may increase our cost of operations.

The availability and prices of some raw materials we use in our manufacturing operations fluctuate, and increases in
raw material costs can adversely affect our operating results and our financial condition.

We manufacture advanced engineered materials using various precious and non-precious metals, including aluminum,
beryllium, cobalt, copper, gold, nickel, palladium, platinum, ruthenium, silver and tin. The availability of, and prices
for, these raw materials are subject to volatility and are influenced by worldwide economic conditions, speculative
action, world supply and demand balances, inventory levels, availability of substitute metals, the U.S. dollar exchange
rate, production costs of United States and foreign competitors, anticipated or perceived shortages and other factors.
Precious metal prices, including prices for gold and silver, have increased significantly in recent years. These higher
prices can cause adjustments to our inventory carrying values, whether as a result of quantity discrepancies, normal
manufacturing losses, differences in scrap rates, theft or other factors, to have a greater impact on our profitability and
cash flows. Also, the price of our products has increased in tandem with the rising metal prices, as a result of changes
in precious metal prices that are passed through to our customers, which could deter them from purchasing our
products and adversely affect our sales.

Further, we maintain some precious metals on a consigned inventory basis. The owners of the precious metals charge
a fee that fluctuates based on the market price of those metals and other factors. A significant increase in the market
price of precious metals or the consignment fee could increase our financing costs, which could increase our operating
costs.

We are dependent on our new primary beryllium facility for our future supply of pure beryllium.

In 2008, we entered into an agreement with the Department of Defense to share in the cost of a new beryllium plant
for primary beryllium feedstock. Installation and start-up of our new beryllium facility continued throughout 2012 at
the Elmore, Ohio plant site. The resulting additional operating and material costs and manufacturing inefficiencies
reduced gross margin by an estimated $5.2 million in 2012 and an estimated $5.3 million in 2011.

Construction is now complete, and we are ramping up production, but any delay in further transitioning the operation
to run at required production levels could negatively impact our sales and/or cost structure as would unexpected
quality problems in qualifying the new beryllium feedstock in our beryllium metal product lines.

The availability of competitive substitute materials for beryllium-containing products may reduce our customers’
demand for these products and reduce our sales.
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In certain product applications, we compete with manufacturers of non-beryllium-containing products, including
organic composites, metal alloys or composites, titanium and aluminum. Our customers may choose to use substitutes
for beryllium-containing products in their products for a variety of reasons, including, among other things, the lower
costs of those substitutes, the health and safety concerns relating to these products and the risk of litigation relating to
beryllium-containing products. If our customers use substitutes for beryllium-containing products in their products,
the demand for our beryllium-containing products may decrease, which could reduce our sales.
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The markets for our products are experiencing rapid changes in technology.

We operate in markets characterized by rapidly changing technology and evolving customer specifications and
industry standards. New products may quickly render an existing product obsolete and unmarketable. For example, for
many years thermal and mechanical performance have been at the forefront of device packaging for wireless
communications infrastructure devices. In recent years, a tremendous effort has been put into developing simpler
packaging solutions composed of copper and other similar components. Our growth and future results of operations
depend in part upon our ability to enhance existing products and introduce newly developed products on a timely basis
that conform to prevailing and evolving industry standards, meet or exceed technological advances in the marketplace,
meet changing customer specifications, achieve market acceptance and respond to our competitors’ products.

The process of developing new products can be technologically challenging and requires the accurate anticipation of
technological and market trends. We may not be able to introduce new products successfully or do so on a timely
basis. If we fail to develop new products that are appealing to our customers or fail to develop products on time and
within budgeted amounts, we may be unable to recover our research and development costs, which could adversely
affect our margins and profitability.

Our products are deployed in complex applications and may have errors or defects that we find only after deployment.
Our products are highly complex, designed to be deployed in complicated applications and may contain undetected
defects, errors or failures. Although our products are generally tested during manufacturing, prior to deployment, they
can only be fully tested when deployed in specific applications. For example, we sell beryllium-copper alloy strip
products in a coil form to some customers, who then stamp the alloy for its specific purpose. On occasion, it is not
until such customer stamps the alloy that a defect in the alloy is detected. Consequently, our customers may discover
errors after the products have been deployed. The occurrence of any defects, errors, or failures could result in
installation delays, product returns, termination of contracts with our customers, diversion of our resources, increased
service and warranty costs and other losses to our customers, end users or to us. Any of these occurrences could also
result in the loss of, or delay in, market acceptance of our products and could damage our reputation, which could
reduce our sales.

Our lengthy and variable sales and development cycle makes it difficult for us to predict if and when a new product
will be sold to customers.

Our sales and development cycle, which is the period from the generation of a sales lead or new product idea through
the development of the product and the recording of sales, may typically take up to two or three years, making it very
difficult to forecast sales and results of operations. Our inability to accurately predict the timing and magnitude of
sales of our products, especially newly introduced products, could affect our ability to meet our customers’ product
delivery requirements or cause our results of operations to suffer if we incur expenses in a particular period that do not
translate into sales during that period, or at all. In addition, these failures would make it difficult to plan future capital
expenditure needs and could cause us to fail to meet our cash flow requirements.

Our business could be adversely impacted if we fail to adequately address information security issues.

We have taken measures to protect the integrity of our technology infrastructure and the privacy of confidential
information. However, our technology infrastructure is potentially vulnerable to physical or electronic break-ins,
viruses or similar problems. If a person or entity circumvents our security measures, they could jeopardize the security
of confidential information stored on our systems, misappropriate proprietary information or cause interruptions in our
operations. We may be required to make substantial additional investments and efforts to protect against or remedy
security breaches. Security breaches that result in access to confidential information could damage our reputation and
expose us to a risk of loss or liability.

A portion of our revenue is derived from the sale of defense-related products through various contracts and
subcontracts. These contracts may be suspended or canceled, which could have an adverse impact on our revenues.

In 2012, 10% of our revenue was derived from sales to customers in the defense and science market. A portion of
these customers operate under contracts with the U.S. Government, which are vulnerable to termination at any time,
for convenience or default. Some of the reasons for cancellation include, but are not limited to, budgetary constraints
or re-appropriation of government funds, timing of contract awards, violations of legal or regulatory requirements, and
changes in political agenda. If cancellations were to occur, it would result in a reduction in our revenue.
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Additionally, the impact of sequestration is yet to be fully determined. Significant additional reductions to defense
spending could occur over the next decade, which could have a significant adverse impact on us. While congressional
leadership is considering a variety of options to avoid sequestration, it remains uncertain as to whether the government
will actually do so. In the event the sequestration is implemented as currently mandated, there could be a material
adverse effect on our business and results of operations.

9
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Disruptions or volatility in global financial markets could adversely impact our financial performance.

Global economic conditions may cause volatility and disruptions in the capital and credit markets. Should global
economic conditions deteriorate or access to credit markets be reduced, customers may experience difficulty in
obtaining adequate financing, thereby impacting our sales. Our exposure to bad debt losses may also increase if
customers are unable to pay for products previously ordered. The recent global economic crisis and the resulting
recession have also caused higher unemployment rates, which could have an adverse impact on demand for consumer
electronics, which comprised 41% of our sales in 2012. Any additional negative or uncertain financial and
macroeconomic conditions may have a significant adverse impact on our sales, profitability and results of operations.
For example, if the current economic conditions in Europe further deteriorate, it could trigger a global economic
downturn similar to the one experienced in 2008 and 2009. This could have a negative impact on our sales to Europe,
which accounted for approximately 11% of our sales in 2012.

The businesses of many of our customers are subject to significant fluctuations as a result of the cyclical nature of
their industries and their sensitivity to general economic conditions, which could adversely affect their demand for our
products and reduce our sales and profitability.

A substantial number of our customers are in the consumer electronics, telecommunications infrastructure, defense
and science, industrial components and commercial aerospace, automotive electronics and appliance industries. Each
of these industries is cyclical in nature, influenced by a combination of factors which could have a negative impact on
our business, including, among other things, periods of economic growth or recession, strength or weakness of the
U.S. dollar, the strength of the consumer electronics, automotive electronics and computer industries and the rate of
construction of telecommunications infrastructure equipment and government spending on defense.

Also, in times when growth rates in our markets slow down, there may be temporary inventory adjustments by our
customers that may negatively affect our business.

Because we experience seasonal fluctuations in our sales, our quarterly results will fluctuate, and our annual
performance will be affected by the fluctuations.

We expect seasonal patterns to continue, which may cause our quarterly results to fluctuate. For example, the
Christmas season generates increased demand from our customers that manufacture consumer products. If our revenue
during any quarter were to fall below the expectations of investors or securities analysts, our share price could decline,
perhaps significantly. Unfavorable economic conditions, lower than normal levels of demand and other occurrences in
any of the other quarters could also harm our results of operations. For example, toward the end of 2010, customers
were building inventory in anticipation of increased demand, whereas in the same period of 2011, demand decreased
because our customers had excess inventory.

We conduct our sales and distribution operations on a worldwide basis and are subject to the risks associated with
doing business outside the United States.

We sell to customers outside of the United States from our United States and international operations. We have been
and are continuing to expand our geographic reach in Europe and Asia. Shipments to customers outside of the United
States accounted for approximately 31% of our sales in 2012, 25% in 2011 and 28% in 2010. We anticipate that
international shipments will account for a significant portion of our sales for the foreseeable future. Revenue from
international operations (principally Europe and Asia) amounted to approximately 16% of our sales in 2012, 14% in
2011 and 17% in 2010. There are a number of risks associated with international business activities, including:
burdens to comply with multiple and potentially conflicting foreign laws and regulations, including export
requirements, tariffs and other barriers, environmental health and safety requirements and unexpected changes in any
of these factors;

difficulty in obtaining export licenses from the United States Government;

political and economic instability and disruptions, including terrorist attacks;

disadvantages of competing against companies from countries that are not subject to U.S. laws and regulations,
including the Foreign Corrupt Practices Act (FCPA);

potentially adverse tax consequences due to overlapping or differing tax structures; and

fluctuations in currency exchange rates.
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Any of these risks could have an adverse effect on our international operations by reducing the demand for our
products or reducing the prices at which we can sell our products, which could result in an adverse effect on our
business, financial position, results of operations or cash flows.
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20



Edgar Filing: MATERION Corp - Form 10-K

In addition, we could be adversely affected by violations of the FCPA and similar worldwide anti-bribery laws. The
FCPA and similar anti-bribery laws in other jurisdictions generally prohibit companies and their intermediaries from
making improper payments to non-U.S. officials for the purpose of obtaining or retaining business. Our policies
mandate compliance with these anti-bribery laws. We operate in many parts of the world that have experienced
governmental corruption to some degree and, in certain circumstances, strict compliance with anti-bribery laws may
conflict with local customs and practices. We cannot assure you that our internal controls and procedures always will
protect us from the reckless or criminal acts committed by our employees or agents. If we are found to be liable for
FCPA violations, we could suffer from criminal or civil penalties or other sanctions, which could have a material
adverse effect on our business.

We are subject to fluctuations in currency exchange rates, which may negatively affect our financial performance.

A significant portion of our sales is conducted in international markets and priced in currencies other than the U.S.
dollar. Revenues from customers outside of the United States (principally Europe and Asia) amounted to 31% of sales
in 2012, 25% in 2011 and 28% in 2010. A significant part of these international sales are priced in currencies other
than the U.S. dollar. Significant fluctuations in currency values relative to the U.S. dollar may negatively affect our
financial performance. In the past, fluctuations in currency exchange rates, particularly for the euro and the yen, have
impacted our sales, margins and profitability. The fair value of our net asset relating to outstanding foreign currency
contracts was $0.3 million at December 31, 2012, indicating that the average hedge rates were favorable compared to
the actual year-end market exchange rates. While we may hedge our currency transactions to mitigate the impact of
currency price volatility on our earnings, hedging activities may not be successful. For example, hedging activities
may not cover the Company’s complete exposure which could have an unfavorable impact on our results of operations.
We may not be able to complete our acquisition strategy or successfully integrate acquired businesses.

We have been active over the last several years in pursuing niche acquisitions. For example, we completed the
acquisition of AMC in 2012 and EIS in 2011. We intend to continue to consider further growth opportunities through
the acquisition of assets or companies and routinely review acquisition opportunities. We cannot predict whether we
will be successful in pursuing any acquisition opportunities or what the consequences of any acquisition would be.
Future acquisitions may involve the expenditure of significant funds and management time. Depending upon the
nature, size and timing of future acquisitions, we may be required to raise additional financing, which may not be
available to us on acceptable terms. Further, we may not be able to successfully integrate any acquired business with
our existing businesses or recognize any expected advantages from any completed acquisition.

In addition, there may be liabilities that we fail, or are unable, to discover in the course of performing due diligence
investigations on the assets or companies we have already acquired or may acquire in the future. We cannot assure
that rights to indemnification by the sellers of these assets or companies to us, even if obtained, will be enforceable,
collectible or sufficient in amount, scope or duration to fully offset the possible liabilities associated with the business
or property acquired. Any such liabilities, individually or in the aggregate, could have a materially adverse effect on
our business, financial condition and results of operations.

The terms of our indebtedness may restrict our operations, including our ability to pursue our growth and acquisition
strategies.

The terms of our credit facilities contain a number of restrictive covenants, including restrictions in our ability to,
among other things, borrow and make investments, acquire other businesses and consign additional precious metals.
These covenants could adversely affect our business by limiting our ability to plan for or react to market conditions or
to meet our capital needs, as well as adversely affect our ability to pursue our growth, acquisition strategies and other
strategic initiatives.

Our failure to comply with the covenants contained in the terms of our indebtedness could result in an event of
default, which could materially and adversely affect our operating results and our financial condition.

The terms of our credit facilities require us to comply with various covenants, including financial covenants. If the
global economic downturn returns, it could have a material adverse impact on our earnings and cash flow, which
could adversely affect our ability to comply with our financial covenants and could limit our borrowing capacity. Our
ability to comply with these covenants depends, in part, on factors over which we may have no control. A breach of
any of these covenants could result in an event of default under one or more of the agreements governing our
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indebtedness which, if not cured or waived, could give the holders of the defaulted indebtedness the right to terminate
commitments to lend and cause all amounts outstanding with respect to the indebtedness to be due and payable
immediately. Acceleration of any of our indebtedness could result in cross defaults under our other debt instruments.
Our assets and cash flow may be insufficient to fully repay borrowings under all of our outstanding debt instruments if

some or all of these instruments are accelerated upon an event of default, in which case we may be required to seek
legal protection from our creditors.
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A major portion of our bank debt consists of variable-rate obligations, which subjects us to interest rate fluctuations.
Our credit facilities are secured by substantially all of our assets (other than non-mining real property and certain other
assets). Our working capital line of credit includes variable-rate obligations, which expose us to interest rate risks. If
interest rates increase, our debt service obligations on our variable-rate indebtedness would increase even if the
amount borrowed remained the same, resulting in a decrease in our net income. We have developed a hedging
program to manage the risks associated with interest rate fluctuations, but our program may not effectively eliminate
all of the financial exposure associated with interest rate fluctuations. Additional information regarding our market
risks is contained in Item 7A of this Form 10-K.
We may be unable to access the financial markets on favorable terms.
The inability to raise capital on favorable terms, particularly during times of uncertainty in the financial markets,
could impact our ability to sustain and grow our business and would increase our capital costs. In particular, the
substantial volatility in world capital markets due to the global economic crisis has had a significant negative impact
on the global financial markets.
We rely on access to financial markets as a significant source of liquidity for capital requirements not satisfied by cash
on hand or operating cash flow. Our access to the financial markets could be adversely impacted by various factors,
including:
changes in credit markets that reduce available credit or the ability to renew existing credit facilities on acceptable
terms;
& deterioration of our credit;
a deterioration in the financial condition of the banks with which we do business;

extreme volatility in our markets that increases margin or credit

requirements; and
the collateral pledge of substantially all of our assets in connection with our existing indebtedness, which limits our
flexibility in raising additional capital.
These factors have adversely impacted our access to the financial markets from time to time. Negative or uncertain
global economic conditions may make it difficult for us to access the credit market and to obtain financing or
refinancing, as the case may be, to the extent necessary, on satisfactory terms or at all.
A lower interest rate environment coupled with less than expected investment performance may require us to increase
our pension liability and expense, which may require us to fund a portion of our pension obligations and divert funds
from other potential uses.
We provide defined benefit pension plans to eligible employees. Our pension expense and our required contributions
to our pension plans are directly affected by the value of plan assets, the projected rate of return on plan assets, the
actual rate of return on plan assets and the actuarial assumptions we use to measure our defined benefit pension plan
obligations, including the rate at which future obligations are discounted to a present value, or the discount rate.
Lower investment performance of our pension plan assets resulting from a decline in the stock market could
significantly increase the deficit position of our plans. Should the pension asset return fall below our expectations, it is
likely that future pension expenses would increase. The actual return on our plan assets for the year ended
December 31, 2012 was a gain of approximately 13%. For 2013, for pension accounting purposes, we assumed a
7.50% expected rate of return on pension assets.
We establish the discount rate used to determine the present value of the projected and accumulated benefit obligation
at the end of each year based upon the available market rates for high quality, fixed income investments. An increase
in the discount rate would reduce the future pension expense and, conversely, a lower discount rate would raise the
future pension expense. As of December 31, 2012, for pension accounting purposes, we assumed a 4.00% discount
rate for our domestic defined benefit plan compared to 4.75% for the year ended December 31, 2011.
Based on current guidelines, assumptions and estimates, including stock market prices and interest rates, we anticipate
that we will make cash contributions of approximately $13.0 million to our pension plan in 2013. If our current
assumptions and estimates are not correct, contributions in 2013 and beyond may be greater than our current or future
projections.
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We cannot predict whether changing market or economic conditions, regulatory changes or other factors will further
increase our pension expenses or funding obligations, diverting funds we would otherwise apply to other uses.
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Our expenditures for post-retirement health benefits could be materially higher than we have predicted if our
underlying assumptions prove to be incorrect.

We provide post-retirement health benefits to eligible employees. Our retiree health expense is directly affected by the
assumptions we use to measure our retiree health plan obligations, including the assumed rate at which health care
costs will increase and the discount rate used to calculate future obligations. For retiree health accounting purposes,
we maintained the assumed rate at which health care costs will increase for the next year at 8% for both December 31,
2012 and December 31, 2011. In addition, we have assumed that this health care cost increase trend rate will decline
to 5% by 2019.

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. A one
percentage point increase in assumed health care cost trend rates would have increased the post-employment benefit
obligation by $0.8 million at December 31, 2012.

We cannot predict whether changing market or economic conditions, regulatory changes or other factors will further
increase our retiree health care expenses or obligations, diverting funds we would otherwise apply to other uses.
Utilizing precious metal in the manufacturing process creates challenges in physical inventory valuations that may
impact earnings.

We manufacture precious, non-precious and specialty metal products and also have metal cleaning operations and
in-house refineries that allow for the reclaim of precious metals from internally generated or customer scrap. We
refine that scrap through our internal operations and externally through outside vendors.

When taking periodic physical inventories in our refinery operations, we reconcile the actual precious metals to what
was estimated prior to the physical inventory. Those estimates are based on assays or samples of precious metals taken
during the refining process. If those estimates are inaccurate, we may have an inventory long (more physical precious
metal than what we had estimated) or short (less physical precious metal than what we had estimated). These
fluctuations could have a material impact on our financial statements and may impact earnings. For example, we
reported a net inventory valuation loss of $3.6 million in the fourth quarter 2011 as a result of the reconciliation of the
amount of metal on hand with amounts financed. Higher precious metal prices may magnify the value of any
inventory long or short.

Because we maintain a significant inventory of precious metals, we may experience losses due to employee error and
theft.

Because we manufacture products that contain precious metals, we maintain a significant amount of precious metals at
certain of our manufacturing facilities. Accordingly, we are subject to the risk of precious metal shortages resulting
from employee error and theft. For example, in December 2012, the Company became aware of a potential theft of
precious metal from its Albuquerque, New Mexico refinery. An investigation ensued, an arrest was made and a minor
amount of stolen material was recovered. The Company began further investigations, including an analysis of the
fourth quarter physical inventory results, and engaged an outside team of forensic experts and criminal investigators.
While the results of these investigations are not yet complete, preliminary indications are that some, or all, of this
year-end inventory short may be due to theft.

While we maintain controls to prevent employee theft, including physical security measures, if our controls do not
operate effectively or are structured ineffectively, our profitability could be adversely affected, including any charges
that we might incur as a result of the shortage of our inventory and by costs associated with increased security,
preventative measures and insurance.

Our financial results are likely to be negatively impacted by an impairment of goodwill should our shareholder equity
exceed our market capitalization for a number of quarters.

A goodwill impairment charge may be triggered by a reduction in actual and projected cash flows, which could be
negatively impacted by the market price of our common shares. Our goodwill balance at December 31, 2012 was
$88.8 million. Any required non-cash impairment charge could significantly reduce this balance and have a material
impact on our reported financial position and results of operations.

Changes in laws or regulations or the manner of their interpretation or enforcement could adversely impact our
financial performance and restrict our ability to operate our business or execute our strategies.
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New laws or regulations, or changes in existing laws or regulations or the manner of their interpretation or
enforcement, could increase our cost of doing business and restrict our ability to operate our business or execute our
strategies. This includes, among other things, the possible taxation under U.S. law of certain income from foreign
operations, compliance costs and enforcement under the Dodd-Frank Wall Street Reform and Consumer Protection
Act, and costs associated with complying with the Patient Protection and Affordable Care Act of 2010 and the
regulations promulgated thereunder.
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We are exposed to lawsuits in the normal course of business, which could harm our business.

During the ordinary conduct of our business, we may become involved in certain legal proceedings, including those
involving product liability claims, third-party lawsuits relating to exposure to beryllium and claims against us of
infringement of intellectual property rights of third parties. Due to the uncertainties of litigation, we can give no
assurance that we will prevail at the conclusion of future claims. Certain of these matters involve types of claims that,
if they result in an adverse ruling to us, could give rise to substantial liability which could have a material adverse
effect on our business, operating results or financial condition.

We are presently uninsured for beryllium-related claims where the claimants’ first exposure to beryllium occurred on
or after January 1, 2008, and we have not undertaken to estimate the impact of such claims, which have yet to be
asserted. In addition, some jurisdictions preclude insurance coverage for punitive damage awards. Accordingly, our
profitability could be adversely affected if any current or future claimants obtain judgments for any uninsured
compensatory or punitive damages. Further, an unfavorable outcome or settlement of a pending beryllium case or
adverse media coverage could encourage the commencement of additional similar litigation.

Health issues, litigation and government regulations relating to our beryllium operations could significantly reduce
demand for our products, limit our ability to operate and adversely affect our profitability.

If exposed to respirable beryllium fumes, dusts or powder, some individuals may demonstrate an allergic reaction to
beryllium and may later develop a chronic lung disease known as chronic beryllium disease, or CBD. Some people
who are diagnosed with CBD do not develop clinical symptoms at all. In others, the disease can lead to scarring and
damage of lung tissue, causing clinical symptoms that include shortness of breath, wheezing and coughing. Severe
cases of CBD can cause disability or death.

Further, some scientists claim there is evidence of an association between beryllium exposure and lung cancer, and
certain standard-setting organizations have classified beryllium and beryllium compounds as human carcinogens.
The health risks relating to exposure to beryllium have been, and will continue to be, a significant issue confronting
the beryllium-containing products industry. The health risks associated with beryllium have resulted in product
liability claims, employee and third-party lawsuits. As of December 31, 2012, we had one CBD case outstanding.
The increased levels of scrutiny by federal, state, foreign and international regulatory authorities could lead to
regulatory decisions relating to the approval or prohibition of the use of beryllium-containing materials for various
uses. Concerns over CBD and other potential adverse health effects relating to beryllium, as well as concerns
regarding potential liability from the use of beryllium, may discourage our customers’ use of our beryllium-containing
products and significantly reduce demand for our products. In addition, adverse media coverage relating to our
beryllium-containing products could damage our reputation or cause a decrease in demand for beryllium-containing
products, which could adversely affect our profitability.

Our bertrandite ore mining and beryllium-related manufacturing operations and some of our customers’ businesses are
subject to extensive health and safety regulations that impose, and will continue to impose, significant costs and
liabilities, and future regulation could increase those costs and liabilities or effectively prohibit production or use of
beryllium-containing products.

Our customers and we are subject to laws regulating worker exposure to beryllium. Standards for exposure to
beryllium are under review by OSHA, the Department of Energy and by other governmental and private
standard-setting organizations. One result of these reviews will likely be more stringent worker safety standards. Some
organizations, such as the California Occupational Health and Safety Administration and the American Conference of
Governmental Industrial Hygienists, have adopted standards that are more stringent than the current standards of
OSHA. The development, proposal or adoption of more stringent standards may affect buying decisions by the users
of beryllium-containing products. If the standards are made more stringent and/or our customers or other downstream
users decide to reduce their use of beryllium-containing products, our results of operations, liquidity and financial
condition could be materially adversely affected. The impact of this potential adverse effect would depend on the
nature and extent of the changes to the standards, the cost and ability to meet the new standards, the extent of any
reduction in customer use and other factors. The magnitude of this potential adverse effect cannot be estimated.

Our bertrandite ore mining and manufacturing operations are subject to extensive environmental regulations that
impose, and will continue to impose, significant costs and liabilities on us, and future regulation could increase these
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costs and liabilities or prevent production of beryllium-containing products.

We are subject to a variety of governmental regulations relating to the environment, including those relating to our
handling of hazardous materials and air and wastewater emissions. Some environmental laws impose substantial
penalties for non-compliance. Others, such as the federal Comprehensive Environmental Response, Compensation,
and Liability Act, or CERCLA, impose strict, retroactive and joint and several liability upon entities responsible for
releases of hazardous substances. Bertrandite ore mining is also subject to extensive governmental regulation on
matters such as permitting and licensing requirements, plant and wildlife protection, reclamation and restoration of
mining properties, the discharge of materials into the environment and the
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effects that mining has on groundwater quality and availability. Future requirements could impose on us significant
additional costs or obligations with respect to our extraction, milling and processing of ore. If we fail to comply with
present and future environmental laws and regulations, we could be subject to liabilities or our operations could be
interrupted. In addition, future environmental laws and regulations could restrict our ability to expand our facilities or
extract our bertrandite ore deposits. These environmental laws and regulations could also require us to acquire costly
equipment, obtain additional financial assurance, or incur other significant expenses in connection with our business,
which would increase our costs of production.

Item 1B.UNRESOLVED STAFF COMMENTS

None.
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We operate manufacturing plants, service and other facilities throughout the world. During 2012, we made effective
use of our productive capacities at our principal facilities. We believe that the quality and production capacity of our
facilities is sufficient to maintain our competitive position for the foreseeable future. Information as of December 31,
2012, with respect to our significant facilities that are owned or leased, and the respective segments in which they are

included, is set forth below:

Location

Corporate and Administrative Offices
Mayfield Heights, Ohio (1)(2)(3)(5)

Manufacturing Facilities
Albuquerque, New Mexico (1)
Bloomfield, Connecticut (1)
Brewster, New York (1)
Buellton, California (1)
Buffalo, New York (1)

Delta, Utah (2)

Elmore, Ohio (2)(3)
Farnborough, England (3)
Fremont, California (3)
Limerick, Ireland (1)

Lincoln, Rhode Island (4)
Lorain, Ohio (2)

Milwaukee, Wisconsin (1)
Newburyport, Massachusetts (1)
Reading, Pennsylvania (2)
Santa Clara, California (1)
Shanghai, China (1)
Singapore (1)

Subic Bay, Philippines (1)
Suzhou, China (1)

Taipei, Taiwan (1)

Tucson, Arizona (3)
Tyngsboro, Massachusetts (1)
Westford, Massachusetts (1)
Wheatfield, New York (1)
Windsor, Connecticut (1)
Service and Distribution Centers
Elmhurst, Illinois (2)

Fukaya, Japan (2)(3)(4)
Reading, England (2)(3)
Singapore (2)(3)(4)

Stuttgart, Germany (2)
Tokyo, Japan (2)(3)(4)
Warren, Michigan (2)

(1) Advanced Material Technologies

Owned or Leased

Leased

Owned/Leased
Leased
Leased
Leased
Owned
Owned
Owned/Leased
Leased
Leased
Leased
Owned/Leased
Owned
Owned/Leased
Owned
Owned
Leased
Leased
Leased
Leased
Leased
Leased
Owned
Leased
Leased
Owned
Leased

Leased
Owned
Leased
Leased
Leased
Leased
Leased

Approximate
Number of
Square Feet

79,000

13,000/80,200
23,400

75,000

35,000

97,000

86,000
681,000/191,000
10,000

40,000

18,000
130,000/12,000
55,000
99,000/7,300
30,000
123,000

5,800

101,400
30,000

5,000

22,400

11,500

53,000

38,000

75,000

35,000

34,700

28,500
35,500
9,700
2,500
24,800
7,200
34,500
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(2)Performance Alloys
(3)Beryllium and Composites
(4) Technical Materials

(5) All Other
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In addition to the above, the Company holds certain mineral rights on 7,500 acres in Juab County, Utah from which
the beryllium-bearing ore, bertrandite, is mined by the open pit method. A portion of these mineral rights are held
under lease. Ore reserve data can be found in Item 7 of this Form 10-K.

Item 3.LEGAL PROCEEDINGS

Our subsidiaries and our holding company are subject, from time to time, to a variety of civil and administrative
proceedings arising out of our normal operations, including, without limitation, product liability claims, health, safety
and environmental claims and employment-related actions. Among such proceedings are cases alleging that plaintiffs
have contracted, or have been placed at risk of contracting, beryllium sensitization or chronic beryllium disease or
other lung conditions as a result of exposure to beryllium (“beryllium cases”). The plaintiffs in beryllium cases seek
recovery under negligence and various other legal theories and demand compensatory and often punitive damages, in
many cases of an unspecified sum. Spouses of some plaintiffs claim loss of consortium.

Beryllium Claims

As of December 31, 2012, our subsidiary, Materion Brush Inc., was a defendant in one beryllium case (involving one
plaintiff, plus one spouse with a consortium claim) in the federal district court in Philadelphia. This case was filed
during September 2012. On January 16, 2013, the Company filed a motion for judgment on the pleadings in this case.
The Company has some insurance coverage, subject to an annual deductible.

As of December 31, 2011, there were no pending beryllium cases, and as of December 31, 2012, there was one
pending beryllium case (involving two plaintiffs).

Item 4. MINE SAFETY DISCLOSURES

Information concerning mine safety violations or other regulatory matters required by Section 1503(a) of the
Dodd-Frank Wall Street Reform and Consumer Protection Act and Item 104 of Regulation S-K (17 CFR 229.104) is
included in Exhibit 95 to this Form 10-K.
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PART II

Item 5 MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
"ISSUER PURCHASES OF EQUITY SECURITIES

Market Information and Dividends

The Company's common shares are listed on the New York Stock Exchange under the symbol “MTRN”. As of February

20, 2013, there were 1,183 shareholders of record. The table below is a summary of the range of market prices with

respect to common shares during each quarter of fiscal years 2012 and 2011 and the dividends declared per common

share.

Stock Price Range
Fiscal Quarters High Low Dividends
2012
First $32.91 $24.77 $—
Second 29.37 20.37 0.075
Third 25.57 17.59 0.075
Fourth 25.93 18.84 0.075
2011
First $44.94 $33.99 $—
Second 44.00 33.02 —
Third 42.05 21.11 —
Fourth 30.15 19.53 —

We did not pay any dividends in 2011, but began paying dividends in June 2012. We expect to pay comparable cash
dividends in the future, subject to the continuing determination by our Board of Directors that paying dividends
remains in the best interest of our shareholders. The agreements governing our credit facilities restrict the amount of
cash dividends that we can pay. Any determinations by our Board of Directors to pay cash dividends in the future will
take into account various factors, including our financial condition, results of operations, current and anticipated cash
needs, plans for expansion and restrictions under the agreements governing our credit facilities and any agreement
governing our future debt. We cannot provide assurance that dividends will be paid in the future or that, if paid, the
dividends will be at the same amount or frequency.
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Performance Graph

The following graph sets forth the cumulative shareholder return on our common shares as compared to the
cumulative total return of the S&P SmallCap 600 Index and the Russell 2000 Index as Materion Corporation is a
component of these indices.

2007 2008 2009 2010 2011 2012
Materion Corporation $100 $34 $50 $104 $66 $70
S&P SmallCap 600 $100 $69 $87 $109 $110 $128
Russell 2000 $100 $66 $84 $107 $102 $119

The above graph assumes that the value of our common shares and each index was $100 on December 31, 2007 and
that all dividends, if paid, were reinvested.

19

34



Edgar Filing: MATERION Corp - Form 10-K

Item 6. SELECTED FINANCIAL DATA

Materion Corporation and Subsidiaries

(Thousands except per share data) 2012 2011 2010 2009 2008
For the year

Net sales $1,273,008 $1,526,730 $1,302,314 $715,186 $909,711
Cost of sales 1,074,295 1,311,409 1,079,666 623,764 757,836
Gross margin 198,783 215,321 222,648 91,422 151,875
Operating profit (loss) 36,776 57,078 73,633 (19,485 ) 28,071
Interest expense - net 3,134 2,812 2,665 1,299 1,995
Income (loss) before income taxes 33,642 54,266 70,968 (20,784 ) 26,076
Income taxes (benefit) 8,978 14,287 24,541 (8,429 ) 7,719
Net income (loss) 24,664 39,979 46,427 (12,355 ) 18,357
Earnings per share of common

stock:

Basic 1.21 1.96 2.29 (0.61 ) 0.90
Diluted 1.19 1.93 2.25 (0.61 ) 0.89
Dividends per share of common 0225 o . o o
stock

Depreciation and amortization 37,695 44,194 35,932 32,369 34,204
Capital expenditures 34,088 28,187 42314 44,173 35,515
Mine development expenditures 10,573 560 11,348 808 421
Year-end position

Working capital 251,922 231,230 208,365 140,482 189,899
Ratio of current assets o current 5 7 27101 24101 20101 28101
liabilities

Property and equipment:

At cost $779,785 $752,726 $719,953 $665,361 $635,266
Cost less depreciation, 272,542 263,398 265,868 227,766 207,254
amortization and depletion

Total assets 814,917 772,103 735,410 621,953 581,897
Long-term liabilities 203,335 184,143 157,571 131,630 116,524
Long-term debt 44,880 40,463 38,305 8,305 10,605
Shareholders’ equity 414,995 405,982 384,356 339,859 347,097
Weighted-average number of

shares of stock outstanding:

Basic 20,418 20,365 20,282 20,191 20,335
Diluted 20,679 20,754 20,590 20,191 20,543

Capital expenditures shown above include amounts spent under government contracts for which reimbursements were
received from the government in the amounts of $1.0 million in 2012, $5.4 million in 2011, $21.9 million in 2010,
$28.2 million in 2009 and $8.0 million in 2008.
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See Notes to Consolidated Financial Statements.
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Item 7.MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS
OVERVIEW
We are an integrated producer of high performance advanced engineered materials used in a variety of electrical,
electronic, thermal and structural applications. Our products are sold into numerous markets, including consumer
electronics, industrial components and commercial aerospace, defense and science, medical, energy, automotive
electronics, telecommunications infrastructure and appliance.
Sales of $1.3 billion in 2012 were 17% lower than our record-high sales of $1.5 billion in 2011. Market conditions and
the associated demand levels were mixed during 2012. We were encouraged by the continuing improvement of our
medical market sales and shipments into the industrial components and commercial aerospace market. Consumer
electronics sales were adversely impacted by changes within the LED sector while energy sales softened due to a
reduction in the oil and gas rig count and the weakness of the solar energy sector. Within the defense and science
market, sales for defense applications softened as a result of government budget cuts and the timing of programs while
sales for science applications improved. Our sales in 2012 were also affected by differences in the metal price
pass-through, the use of customer-supplied metal and our discontinuation of a product line.
Gross margin of $198.8 million in 2012 was $16.5 million lower than the gross margin in 2011. Margins were
negatively impacted by the lower volumes in 2012 but benefitted from a favorable change in product mix and
improved pricing. The gross margin in 2012 was also negatively impacted by a physical inventory loss recorded in the
fourth quarter. Implementation and start-up of the new beryllium facility continued in 2012 and, while the associated
additional costs reduced margins, improvements in the output and manufacturing efficiencies were made throughout
the year.
During 2012, we announced the consolidation of various operations that included the closing of three small facilities
and the relocation of their businesses to other facilities. These actions were designed to improve customer service
levels and operating efficiencies while reducing costs over the long term. One-time costs associated with the
consolidation plan totaled $4.8 million in 2012.
As a result of the lower gross margin and the facility consolidation costs, as well as an increase in expenses, operating
profit declined from $57.1 million in 2011 to $36.8 million in 2012. Earnings per share were $1.19 in 2012 and $1.93
in 2011.
Cash flow from operations was solid once again, as we generated $38.6 million in 2012. Cash flow in the fourth
quarter 2012 was particularly strong.
We declared a quarterly dividend on our common shares starting in the second quarter 2012 and paid $4.6 million to
shareholders during the year.
In the first quarter 2012, we acquired the outstanding stock of Aerospace Metal Composites Limited (AMC), a small
manufacturing operation that produces metal matrix composites. The AMC acquisition followed the acquisition of the
outstanding stock of EIS Optics Limited (EIS), a producer of optical filters and related materials, in the fourth quarter
2011.
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RESULTS OF OPERATIONS

(Millions except per share amounts) 2012 2011 2010
Net sales $1,273.1 $1,526.7 $1,302.3
Operating profit 36.8 57.1 73.6
Income before income taxes 33.6 54.3 71.0

Net income 24.7 40.0 46.4
Diluted earnings per share 1.19 1.93 2.25

Sales were $1.3 billion in 2012, a decline of $253.6 million, or 17%, from sales of $1.5 billion in 2011. Sales in 2011
were $224.4 million, or 17%, higher than sales of $1.3 billion in 2010. The decline in sales in 2012 was partially due
to a lower metal price pass-through, an increase in the use of customer-supplied metal and the discontinuation of a
non-strategic product line, while the changes in sales by market were mixed.

Sales to the consumer electronics market, our largest market, improved slightly in 2012 over 2011 after adjusting for
differences in metal price pass-through and use of customer-supplied metal. The growth was primarily due to the
acquisition of EIS. Sales to the consumer electronics market in 2012 were negatively affected by softer sales for LED
applications due to changes in market conditions. Sales to the consumer electronics market grew approximately 10%
in 2011 over 2010, but this growth was mainly due to higher metal pass-through prices.

End-use applications for our materials in the consumer electronics market include cell phones, tablets, gaming systems
and other hand-held devices, and the market's demand for increased power and miniaturization in these applications
favors the use of our high-performance materials. As a material supplier, we sell to stamping houses and sub-assembly
shops so we are several steps removed from the final consumer. Our sales to this market in a given period, therefore,
are affected by downstream inventory levels and production schedules and changes in market share of the
intermediaries within the supply chain and not necessarily by changes in sales of the final product or in consumer
demand in that period. While our marketing staff works closely with various demand generators to develop new
applications, technologies can be closely guarded for competitive reasons and we do lose applications from time to
time due to rapid changes in technologies and applications that have short life spans.

Underlying volumes sold to the industrial components and commercial aerospace market continued to grow in both
2012 and 2011. The growth in both years was driven by higher sales of materials for heavy equipment, as a result of
product development and market penetration efforts, and improved aerospace market conditions. Sales of x-ray
windows for industrial applications also contributed to the sales growth in 2011 over 2010 but sales of these products
softened in 2012. Sales to the industrial components and aerospace market were approximately 12% of our total sales
in 2012.

Defense and science market sales, which were approximately 10% of our total sales in 2012, declined at a double-digit
rate in 2012 from 2011 primarily as a result of government delays and spending cuts. The majority of the decline was
in optics and precious metal applications as our traditional beryllium-based defense and science sales showed a more
minor decline. Defense and science sales in 2011 were relatively unchanged from 2010.

Sales to the medical market grew in 2012 and 2011 over the respective prior year largely due to increased sales for
blood glucose test strip applications. Medical sales, which also include x-ray window applications, accounted for
approximately 8% of our total sales in 2012.

Energy market sales softened in 2012 from 2011 after growing significantly in 2011 over 2010. Sales for oil and gas
applications, which were a main driver for the growth in 2011, declined in 2012 due to a reduction in the rig count.
Sales of materials for solar energy, fuel cells and other alternative energy applications contributed to the growth in
2011 but declined in 2012 due to weaker market conditions. Energy market sales were 8% of our total sales in 2012.
Automotive electronics sales declined slightly in 2012 from 2011 after growing at a double-digit rate in 2011 over
2010. The growth in beryllium copper strip sales, primarily in the U.S., was partially offset by softer demand in
Europe and weaker sales of optics. The growth in 2011 was largely due to solid demand in the domestic and European
markets. Automotive electronics sales were approximately 6% of total sales in 2012.

The order entry rate strengthened in the first half of 2012 over a weak fourth quarter 2011, but then softened in the
second half of the year. Total order entry was 2% higher than sales in 2012. Similar to 2012, order entry rates started
2011 off fairly strong, but weakened in the second half of the year and in the fourth quarter in particular. The total
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order entry level in 2011, while higher than the order entry level in 2010, was approximately 3% lower than sales in
2011.
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Our sales are affected by metal prices, as changes in the prices we pay for precious metals and various base metals,
primarily copper, are passed on to our customers. The average prices for the metals we purchased in 2012 were lower
than they were in 2011 when the prices for various metals reached all-time or near-term record highs. The net change
in metal prices resulted in an estimated $5.3 million decrease in sales in 2012 from 2011 and an estimated $195.6
million increase in sales in 2011 over 2010.

We manufacture precious metal products using our metal that we sell to the customer or on a toll basis using metal
that the customer supplies to us. Shifts in the relationship between the use of owned versus customer-supplied metal
can affect the sales comparisons between periods, and in 2012, customer-supplied metal increased as a percent of the
total metal shipped. This shift in the source of metal reduced our sales of precious metal by an estimated $73.0 million
in 2012 compared to 2011. Since the cost of the precious metal is a pass-through, a change in the metal's source does
not have a corresponding impact on gross margin.

As part of our product rationalization efforts, we exited the silver investment bar business in 2012. This non-strategic
product line generated extremely low margins that could not support the associated level of working capital and
overhead. This action resulted in a reduction of sales of approximately $44.6 million in 2012 from 2011 with an
immaterial impact on profitability.

The acquisition of AMC in the first quarter 2012 had a minor impact on sales as did having a full year of EIS in 2012
after it was acquired in the fourth quarter 2011.

Domestic sales declined 23% in 2012 from 2011 after growing 23% in 2011 over 2010. Domestic sales include the
majority of the impact of the differences in metal price pass-through between periods. International sales, which are
included in each of our reportable segments, grew 2% in 2012 over 2011 and 4% in 2011 over 2010.

Gross margin was $198.8 million, or 16% of sales, in 2012 versus $215.3 million, or 14% of sales, in 2011 and $222.6
million, or 17% of sales, in 2010.

The lower sales volumes reduced gross margin by an estimated $31.0 million in 2012 from 2011 while differences in
the volumes sold by the four segments between 2011 and 2010 resulted in a net increase of $9.2 million in gross
margin in 2011 over 2010. The change in product mix was favorable in 2012 partially due to higher sales of precious
metal products for medical applications and pure beryllium metal products that generally generate higher margins.
The change in product mix effect was unfavorable in 2011. Margins also benefited from improved pricing in portions
of our business in both 2012 and 2011. Improved yields on nickel products generated a margin benefit in 2012 as
compared to 2011 after the lower yields and associated higher costs reduced margins in 2011 from 2010.

Installation and start-up of our new beryllium facility continued throughout 2012 and 2011 at the Elmore, Ohio plant
site. The resulting additional operating and material costs and manufacturing inefficiencies reduced gross margin by
an estimated $5.2 million in 2012 and an estimated $5.3 million in 2011.

The gross margin in 2012 was reduced by a net physical inventory adjustment of $7.4 million recorded in the fourth
quarter at a facility within the Advanced Material Technologies segment. We believe that a portion, and perhaps a
significant portion, of this loss may be due to theft. While a minor amount of stolen material was recovered and an
arrest was made, the full scope of the potential theft has not yet been determined as the internal and criminal
investigations were still in progress as of early in the first quarter of 2013. We have insurance for theft and the carrier
was notified accordingly. Since the amount of any recovery was still uncertain, an insurance recoverable was not
recorded in 2012 and the benefit from any insurance proceeds will be recorded in a future period. Shipments to
customers were not affected by the inventory short. Physical inventories were taken at this facility in the first and
second quarters in 2012 that resulted in a combined net short of $0.2 million.

We recorded a net unfavorable inventory valuation adjustment of $3.6 million in the fourth quarter 2011. This loss
was also recorded within the Advanced Material Technologies segment. We have no evidence to believe that this loss
was due to theft.

The acquisitions of EIS and AMC provided additional gross margin in 2012 over 2011 while EIS provided a minor
margin increase in 2011 over 2010.

We recorded a $4.4 million benefit to gross margin in 2010 as a result of the depletion of a last-in, first-out (LIFO)
inventory layer. There was no corresponding benefit recorded in 2012 or 2011.
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The annual expense on the domestic defined benefit pension plan was $9.8 million in 2012, $8.0 million in 2011 and
$5.8 million in 2010. The increase in the pension expense in 2012 and 2011 was due to changes in the discount rate,
the performance of the plan assets and other factors and affected cost of sales, selling, general and administrative
expenses and, to a lesser extent, research and development expenses. See “Critical Accounting Policies”.
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During 2012, we announced the consolidation of several of our smaller operations in order to improve efficiencies and
cash flows. Specifically:

Our microelectronics packaging business will relocate from Massachusetts to Singapore in order to more effectively
service the customer base in Malaysia. The relocation is planned to be completed in the first half of 2013.

The precious metal facility in the Czech Republic was shut down in the fourth quarter 2012 and going forward the
existing customer base will be serviced from our facility in Ireland. The Czech operation had limited market
penetration and was unprofitable.

We had excess manufacturing capacity in our optical coatings operations, partially due to softer demand for these
products for defense applications, and, as a result, we will close a facility in California and relocate strategic assets to
other facilities during 2013. We also reduced the headcount at the related facility in China in the second half of 2012.
The Albuquerque, New Mexico operations will be consolidated from four separate buildings into two buildings in
2013 in order to improve work flow and space utilization and reduce overhead costs.

Costs associated with these actions, including severance, equipment write-offs, relocations and other related items,
totaled $4.8 million in 2012 with $1.6 million recorded in cost of sales, $1.6 million recorded in selling, general and
administrative expense and $1.6 million recorded in net-other expense. Approximately 150 employees, or 5% of our
work force, will be affected once all of these actions are completed. We estimate that there will be no net impact on
pre-tax income from these actions in 2013 as the additional costs to finalize the consolidations will offset the
associated benefits gained. We also estimate that these actions should generate savings in 2014.

Selling, general and administrative (SG&A) expenses were $133.9 million (11% of sales) in 2012, $131.4 million (9%
of sales) in 2011 and $126.5 million (10% of sales) in 2010.

Legal, administrative and marketing expenses associated with the change of our name to Materion Corporation in the
first quarter 2011 totaled $3.9 million in 2011 and $0.9 million in 2010. Costs associated with the name change were
immaterial in 2012.

The incentive compensation expense on plans that pay in cash was $3.1 million lower in 2012 than in 2011 and $7.0
million lower in 2011 than 2010. The changes in the annual expense between years were caused primarily by the
performance of the individual operations relative to their plans' objectives. Stock-based compensation expense,
including the expense for stock appreciation rights, restricted stock and performance restricted shares, was $5.9
million in 2012, $5.0 million in 2011 and $4.1 million in 2010. The comparison of stock-based compensation expense
between years may be affected by changes in plan design, the number of grants in a given year, actual performance
relative to the plans' objectives, movement in our stock price, forfeitures, vesting schedules and other factors.
Expenses incurred by EIS and AMC subsequent to their acquisitions increased SG&A expenses by $5.1 million in
2012 over 2011 and $1.4 million in 2011 over 2010.

Acquisition-related expenses for legal, accounting and due diligence services totaled $1.8 million in 2011 and $0.1
million in 2010. As a result of a change in accounting regulations effective January 1, 2009, acquisition-related
expenses must be charged against income as incurred. Previously, these expenses would have been capitalized as part
of the cost of the acquisitions.

Various corporate costs increased in 2012 over 2011 after increasing in 2011 over 2010. A portion of the higher costs
was due to various initiatives, including a new centralized procurement function, that are designed to produce
long-term savings and improve profitability across the organization. Other costs, including information technology,
environmental, health and safety, business development and communications, have increased in order to support a
larger and more diverse organization. Legal compliance costs were also higher in 2011 over 2010 but leveled off in
2012.

Research and development (R&D) expenses were $12.5 million in 2012, $11.1 million in 2011 and $7.1 million in
2010. While R&D expenses increased in 2012 and 2011 over the respective prior year, the expense was less than 1%
of sales in each of the three years presented. The majority of the increase in 2012 was due to expenses incurred by
EIS. The higher expense in 2011 was due to an increase in activity levels and various special projects. Our R&D staff
works closely with production engineers, sales engineers and marketing to support the development of new products
and applications as well as to make improvements in the current product portfolio.
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Derivative ineffectiveness expense was $0.6 million in 2010. There was no derivative ineffectiveness recorded in

2012 or 2011. The ineffectiveness recorded in 2010 related to copper-based derivatives that did not qualify for hedge
accounting and matured during that year.
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Other-net expense totaled $15.6 million in 2012, $15.8 million in 2011 and $14.8 million in 2010. See Note N to the
Consolidated Financial Statements for the details of the major components of other-net expense for each of the three
years. The major differences in other-net expense between the years are described below.

The metal consignment fee was $0.9 million lower in 2012 than in 2011, mainly due to differences in the rate charged
by the financial institutions and lower average metal prices. The consignment fee increased $3.3 million in 2011 over
2010 as a result of higher metal prices and increased quantities of metal on hand.

The net foreign currency exchange and translation gains totaled $1.5 million in 2012 compared to net losses of $2.8
million in 2011 and $0.8 million in 2010. These gains and losses result from movements in the value of the U.S. dollar
versus other currencies, primarily the euro and yen, and the related impact on certain foreign currency denominated
assets, liabilities and transactions and the maturity of foreign currency hedge contracts.

The purchase agreement for our acquisition of the outstanding stock of Barr Associates, Inc. in 2009 included an
earn-out feature that would require us to make additional payments to the prior owners of Barr based upon Barr's
performance against identified benchmarks over the 2010 to 2013 period. The present value of the earn-out was
estimated to be $1.9 million at the time of the acquisition and was recorded in other long-term liabilities. No payments
were required to be made in 2010, 2011 or 2012 based upon Barr's actual performance relative to the individual
benchmarks for those years. We determined that the fair value of this liability, based upon the facts and circumstances
and updated projections, should be reduced to zero as of December 31, 2011. We had previously reduced the fair
value of the liability to $1.1 million as of December 31, 2010 based upon a review of the facts and circumstances at
that time. The $1.1 million benefit from the reduction to the liability in the fourth quarter 2011 and the $0.8 million
benefit from the liability reduction taken in the fourth quarter 2010 were recorded as income in those respective
periods in accordance with accounting guidelines.

Other-net in 2011 included a $1.3 million benefit from the favorable resolution of a lawsuit that we had filed against a
utility provider for raising our billing rates, which was in violation of our contract. In the fourth quarter 2011, the
court ruled in our favor and we received $1.3 million in full satisfaction of our claim.

We donated our former headquarters building and the associated land to a non-profit organization, which resulted in a
write-off of the carrying value of $0.5 million to other-net expense in 2010. The majority of this unfavorable impact
on income before income taxes was offset by a favorable income tax adjustment in that year.

Operating profit was $36.8 million in 2012 compared to $57.1 million in 2011. The $20.3 million decline in
profitability was due to lower gross margin as a result of the reduced volumes, the physical inventory differences and
other factors, the charges recorded for the plant consolidations and higher SG&A expenses. Operating profit in 2011
was $16.5 million lower than the operating profit of $73.6 million generated in 2010. The decline resulted from the
margin benefit from changes in the sales volume being more than offset by the additional plant start-up costs, other
margin issues, higher SG&A expenses, an increase in metal consignment fees and other factors.

Interest expense - net was $3.1 million in 2012, $2.8 million in 2011 and $2.7 million in 2010. The increase in
expense in 2012 over 2011 was due primarily to higher average debt levels and, to a lesser extent, an increase in the
average borrowing rate. The average outstanding debt levels were similar in 2011 and 2010, while the average
effective borrowing rate was slightly higher in 2011 than in 2010, particularly in the second half of 2011.

Income before income taxes and income tax expense for each of the past three years were as follows:

(Millions) 2012 2011 2010

Income before income taxes $33.6 $54.3 $71.0

Income tax expense 9.0 14.3 24.5

Effective tax rate 26.7 % 26.3 % 34.6 %

The effects of percentage depletion (a tax benefit resulting from our mining operations), foreign source income and
deductions, the production deduction, executive compensation, discrete events and other items were major causes of
the differences between the effective and statutory rates in each of the three years.

The research and experimentation credit provided a tax benefit in 2011, but this credit was not extended by the federal
government for 2012 until January 2013. Accounting regulations require us to record the tax expense based upon the
laws in effect at the end of the year and, even though the research and experimentation credit will be used to determine
our actual liability on our 2012 tax return, the 2012 benefit of this credit will not be recorded in our Consolidated
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Statement of Income until the first quarter 2013.
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The 2012 tax expense included net favorable discrete items of $0.3 million as a result of a change in tax rates in Japan
that affected the carrying value of certain deferred tax assets, a reduction to the tax reserves due to the lapse of the
statute of limitations, adjustments to the 2011 tax returns that were finalized during 2012 and other items.

The tax expense in 2011 included net favorable discrete items of $2.0 million due to a combination of a reduction to
the tax reserves as a result of the lapse of the statute of limitations, adjustments to the 2010 tax returns that were
finalized in the third quarter 2011 and other items.

The tax expense in 2010 included $1.5 million for the reduction of a deferred tax asset as a result of the Patient
Protection and Affordable Care Act, as amended by the Health Care and Education Reconciliation Act. Beginning in
2013, we will no longer be able to claim an income tax deduction for prescription drug benefits provided to our
retirees and reimbursed under the Medicare Part D retiree drug subsidy program.

The 2010 tax expense also included the unfavorable impact of a net $0.6 million increase in the tax reserves that was
recorded in accordance with accounting guidelines.

See Note P to the Consolidated Financial Statements for a reconciliation of the statutory and effective tax rates.

Net income was $24.7 million, or $1.19 per share diluted, in 2012 compared to $40.0 million, or $1.93 per share
diluted, in 2011 and $46.4 million, or $2.25 per share diluted, in 2010.

Segment Disclosures

Results by segment are shown in Note M to the Consolidated Financial Statements. The All Other column in Note M
includes our parent company expenses, other corporate charges and the operating results of Materion Services Inc., a
wholly owned subsidiary that provides administrative and financial oversight services to our other businesses on a
cost-plus basis. In 2011, we changed our name from Brush Engineered Materials Inc. to Materion Corporation. We
changed the names of the majority of our subsidiaries as well. We also changed the names of our four reportable
segments but the name change did not alter our operating structure nor did it change the make-up of those segments.
The All Other column shows an operating loss of $6.6 million in 2012 compared to $10.1 million in 2011 and $8.3
million in 2010. The reduction in the loss in 2012 from 2011 was due to the costs associated with the company name
change incurred in 2011 and an increase in costs charged to the business units offset in part by an increase in various
corporate costs and other factors. The primary difference between the 2011 and 2010 results was due to the costs
associated with the company name change, due diligence and acquisition costs, various corporate initiatives and other
factors offset in part by lower incentive compensation and an increase in costs charged out to the business units.
Advanced Material Technologies

(Millions) 2012 2011 2010
Net sales $847.8 $1,051.8 $879.0
Operating profit 16.7 33.5 39.5

Advanced Material Technologies manufactures precious, non-precious and specialty metal products, including vapor
deposition targets, frame lid assemblies, clad and precious metal preforms, high temperature braze materials, ultra-fine
wire, advanced chemicals, optics, performance coatings and microelectronic packages. These products are used in
wireless, semiconductor, photonic, hybrid and other microelectronic applications within the consumer electronics and
telecommunications infrastructure markets. Other key markets for these products include medical, defense and
science, energy and industrial components. Advanced Material Technologies also has metal cleaning operations and
in-house refineries that allow for the reclaim of precious metals from internally generated or customers' scrap. This
segment has domestic facilities in New York, Connecticut, Wisconsin, New Mexico, Massachusetts and California
and international facilities in Asia and Europe.

Sales from Advanced Material Technologies were $847.8 million, a decline of $204.0 million, or 19%, from sales of
$1.1 billion in 2011. Sales in 2011 were an improvement of $172.8 million, or 20%, over sales of $879.0 million in
2010.

The previously discussed impact of changes in the amount of customer-supplied metal flowed through this segment's
sales as did the discontinuation of investment bar sales.

We adjust our selling prices to reflect the price we pay for the precious and various non-precious metals sold. While a
change in the cost of the metal is generally a pass-through to the customer, we generate a margin on our fabrication
efforts irrespective of the type of metal used in a given application. On average, the applicable metal prices were
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than the respective prior years, although the increase in prices in 2012 was not substantial. We estimate that the higher
metal price pass-through increased Advanced Material Technologies' sales an estimated $3.2 million in 2012 from
2011 and $180.5 million in 2011 over 2010. While the metal price impact was greater than the total sales increase in
2011, underlying volumes processed grew in 2011 due to differences in product mix, customer-supplied metal and
other factors.

After adjusting for differences in the metal price pass-through and the use of customer-supplied metal, Advanced
Material Technologies' sales to the consumer electronics and medical markets increased in 2012 over 2011 while sales
to its other major markets were flat to down.

The majority of the sales into the consumer electronics market from this segment are vapor deposition targets, lids,
wire and other related precious and non-precious metal products for semiconductors and other microelectronic
applications. These materials are used in wireless, LED, handheld devices and other applications as well as in a
number of applications within the defense and science market. The growth in consumer electronics sales in 2012 was
largely due to the acquisition of EIS, which produces optical coatings and related products for projection display,
gaming and other applications. Consumer electronic sales in 2011 were flat with 2010 as strong sales in the first half
of that year were offset by a weaker second half of the year due to stagnant demand.

Sales of precious metal products for LED applications into the consumer electronics market declined in 2012 due to
the slower than anticipated growth in end-use consumer demand for LED products driven by the high price to the final
customer. As a result, manufacturers of LED products have been designing ways to reduce costs, including reducing
the consumption of high cost materials. These new designs use less of our materials and therefore negatively impact
the level of our shipments for these applications. This change also resulted in excess downstream inventories during
2012 that needed to be worked down, further depressing our sales in the short term.

Since we are an up-front material supplier, changes in our consumer electronics sales levels do not necessarily
correspond to changes in the end-use consumer demand in the same period due to downstream inventory positions, the
time to develop and deploy new products and manufacturing lead times and scheduling. While our product and market
development efforts allow us to capture new applications, we do lose existing applications and customers from time to
time due to the rapid change in technologies and other factors.

Sales of large area coatings products, primarily precision precious metal coated polymer films, grew approximately
35% in 2012 over 2011 and 50% in 2011 over 2010 after adjusting for the estimated metal price difference. The
growth in 2012 was predominately due to application development efforts and geographic expansion of our sales of
blood glucose test strip materials into the medical market as well as share gains within the existing customer base.
Lower manufacturing yields and the inability to hold tolerances resulted in missed sales to a key customer and the loss
of a portion of the business to our competitor in 2010. New processes were developed and qualified with the customer
and shipment levels improved during 2011. The sales growth in 2011 was also due to product development and share
gains with other customers.

Sales of advanced chemical products for LED, optics, security, photovoltaic and other applications from the
Wisconsin operations declined approximately 22% in 2012 from 2011 after growing approximately 5% in 2011 over
2010. Weaker conditions within the solar energy market were a main cause for the decline in advanced chemical sales
in 2012. The majority of the growth in 2011 was due to the expanded use of LED technologies and the development
of new applications. However, the growth rate slowed down in the second half of 2011 and LED sales in 2012 were
affected by the previously discussed changes in market conditions.

Precision optical coating sales were higher in 2012 than in 2011 due to the acquisition of EIS. Absent the EIS
acquisition, optics sales declined approximately 9% in 2012 from 2011 largely due to lower defense and science sales
resulting from changes in government spending patterns and cutbacks. This decline in sales was a main cause for the
decision to close our small optical coating operation in California. Sales of optics for medical applications, which
were minor, also declined in 2012 as did sales for infra-red camera applications within the automotive electronics
market. The EIS acquisition was the main cause for the slight increase in optics sales in 2011 over 2010. Optics sales
into the defense and science market declined while sales to the medical and other markets improved slightly in 2011
over 2010.

48



Edgar Filing: MATERION Corp - Form 10-K

Refining and chamber cleaning revenue was lower in 2012 than in 2011 partially due to the lower business levels at
the now-closed Czech operation. Refining revenue grew in 2011 over 2010 in part due to the expansion of our
operations and increased marketing efforts. Refining revenue is also partially a function of the volume of precious
metal products sold and the available quantity of metal in the market to be reclaimed.

Order entry for the Advanced Material Technologies segment was approximately 2% higher than sales in 2012 and
1% lower than sales in 2011.
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All of the facilities affected by the previously discussed consolidation program in 2012 are part of the Advanced
Material Technologies segment and the associated costs were recorded against the segment's cost of sales, SG&A and
other-net expenses.

Advanced Material Technologies generated a gross margin of $104.2 million in 2012 (12% of sales), $112.2 million
(11% of sales) in 2011 and $113.3 million (13% of sales) in 2010.

The decline in gross margin dollars in 2012 as compared to 2011 was due in part to the previously discussed $7.4
million physical inventory loss recorded in the fourth quarter 2012. Margins also declined due to the impact of the
lower sales volume in 2012, but this was partially offset by the incremental margin generated by EIS. Margins
benefited from a favorable change in product mix due to the increase in higher margin medical market sales and a
decline in investment bar sales and manufacturing overhead costs decreased approximately 7% in 2012 from 2011.

In addition to the improved product mix, the gross margin as a percent of sales was higher in 2012 than in 2011 as a
result of the increase in the use of customer-supplied metal.

The net change in volume and product mix shift provided a benefit to gross margin in 2011. This was evident in the
increased sales to the medical market and sales of various advanced chemical products, which typically generate
higher margins. These benefits were more than offset by higher manufacturing overhead costs, including the costs
totaling $1.2 million incurred by EIS, and other factors, which included a net unfavorable inventory valuation
adjustment of $3.6 million that was recorded in the fourth quarter 2011 as a result of the reconciliation of the amount
of metal on hand with amounts financed.

The gross margin as a percent of sales was lower in 2011 than in 2010 in part due to the significant increase in the
metal price pass-through in sales.

SG&A, R&D and other-net expenses totaled $87.5 million (10% of sales) in 2012, $78.8 million (7% of sales) in 2011
and $73.8 million (8% of sales) in 2010.

A full year of EIS was the main cause for the increase in expenses in 2012 over 2011. The expenses incurred by EIS in
the fourth quarter 2011 subsequent to its acquisition contributed to the increase in expenses in 2011 over 2010.
Precious metal consignment fees were $0.9 million lower in 2012 than in 2011 largely due to lower consignment rates
offset in part by an increased quantity on hand. The consignment fee was $3.2 million higher in 2011 than 2010 due to
the additional quantities of metal on hand and higher metal prices. The rates charged by the financial institutions were
higher in 2011 than in 2010 as well.

Incentive compensation expense was $2.5 million lower in 2012 than in 2011 and $1.6 million lower in 2011 than in
2010 due to the differences in performance relative to the plans' objectives. R&D costs were relatively flat in 2012
compared to 2011 after increasing in 2011 over 2010 in order to support the growth in the business. Corporate charges
were $1.7 million higher in 2012 than in 2011 and $2.1 million higher in 2011 than in 2010. This segment's expenses
were net of the previously discussed favorable adjustments of the acquisition earn-out liability of $1.1 million in 2011
and $0.8 million in 2010.

Advanced Material Technologies' operating profit was $16.7 million in 2012, a decline of $16.8 million from the
operating profit of $33.5 million generated in 2011 due to the margin differences from the lower volumes, physical
inventory losses, product mix shifts and other factors affecting gross margins and the increase in expenses. The
operating profit in 2011 was a $6.0 million decline from the operating profit of $39.5 million generated in 2010. The
margin benefits from the changes in volumes and mix were more than offset by the fourth quarter inventory valuation
adjustment, higher overhead costs and the increase in consignment fees and other expenses. Operating profit was 2%
of sales in 2012, 3% of sales in 2011 and 4% of sales in 2010.

Performance Alloys

(Millions) 2012 2011 2010
Net sales $2924 $335.3 $293.8
Operating profit 24.0 27.2 27.2

Performance Alloys manufactures and sells three main product families:

Strip products, the largest of the product families, include thin guage precision strip and thin diameter rod and wire.
These copper and nickel alloys provide a combination of high conductivity, high reliability and formability for use as
connectors, contacts, switches, relays and shielding. Major markets for strip products include consumer electronics,

50



Edgar Filing: MATERION Corp - Form 10-K

telecommunications infrastructure, automotive electronics, appliance and medical;
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Bulk products are copper and nickel-based alloys manufactured in plate, rod, bar, tube and other customized forms
that, depending upon the application, may provide superior strength, corrosion or wear resistance, thermal
conductivity or lubricity. While the majority of bulk products contain beryllium, a growing portion of bulk products'
sales is from non-beryllium-containing alloys as a result of product diversification efforts. Applications for bulk
products include oil and gas drilling components, bearings, bushings, welding rods, plastic mold tooling and undersea
telecommunications housing equipment. Major markets for bulk products include industrial components and
commercial aerospace, energy and telecommunications infrastructure; and,

Beryllium hydroxide is produced at our milling operations in Utah from our bertrandite mine and purchased beryl ore.
The hydroxide is used primarily as a raw material input for strip and bulk products and, to a lesser extent, by the
Beryllium and Composites segment. Sales of hydroxide are also made on a limited basis.

Strip and bulk products are manufactured at facilities in Ohio and Pennsylvania and are distributed internationally
through a network of company-owned service centers and outside distributors and agents.

Sales from Performance Alloys declined $42.9 million, or 13%, from $335.3 million in 2011 to $292.4 million in
2012. Sales in 2011 grew 14% over sales of $293.8 million in 2010.

The fall-off in Performance Alloys' sales in 2012 was largely due to weaker demand for strip products from the
consumer electronics and appliance markets. Our materials are used in the early stages of the manufacture of
consumer electronics products and our sales to the intermediaries typically are made well in advance of the sale of the
ultimate finished product to the consumer. After a strong first half of 2011, consumer electronics sales softened in the
second half of 2011 and then remained relatively flat throughout 2012. Appliance sales declined over 40% in 2012
from 2011 largely due to the weaker economic conditions in Europe. Appliance sales had also declined in 2011 from a
strong 2010.

Sales to the energy market, predominately bulk products for oil and gas applications, declined in 2012 from a strong
2011 due to a reduction in the rig count. Energy sales were approximately 20% higher in 2011 than in 2010. Due to
the performance characteristics of our products, we remain well-positioned in oil and gas applications and we
anticipate that sales for these applications will grow once the rig count starts to increase.

The impact of the softer sales to these markets in 2012 was partially offset by growth in sales by Performance Alloys
to other key markets, including industrial components and aerospace and automotive electronics.

Sales to the industrial component and commercial aerospace market, the largest market for bulk products, grew at
double digit rates in 2012 and 2011 over the respective prior year. Demand for ToughMet®, a
non-beryllium-containing alloy bulk product, for heavy equipment and other applications continued to grow through
market penetration and product development efforts, while demand for traditional alloys for aerospace applications
was solid.

Sales to the automotive electronics market, primarily in North America and Europe, improved slightly in 2012 over
2011 after growing 20% in 2011 over 2010. Sales over the first nine months of 2012 were below the first nine months
of 2011 but sales in the fourth quarter 2012 strengthened due to improving market conditions. Automotive
applications for Performance Alloys include under the hood electronic connectors and other sensors that require a high
degree of reliability.

Strip product volumes shipped declined 18% in 2012 from 2011 after declining 7% in 2011 from 2010. Bulk product
volumes declined 3% in 2012 from 2011, although shipments of non-beryllium-containing bulk alloys grew 28% and
established a record high. Bulk volumes grew 6% in 2011 over 2010, largely due to higher shipments of traditional
alloys.

Average selling prices for strip and bulk products were higher in 2012 and 2011 than the respective prior years as a
result of the implementation of pricing improvement programs.

Copper prices were lower on average in 2012 than in 2011 and the reduced copper price pass-through accounted for
an estimated $8.4 million of the decline in sales between periods. Copper prices increased on average in 2011 over
2010 and accounted for an estimated $15.1 million of the sales growth in 2011.

Sales of beryllium hydroxide grew in 2012 over 2011 and in 2011 over 2010 but remained relatively small at less than
4% of sales in 2012.
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The order entry rate improved in 2012 and was 6% higher than sales for the year. The order entry rate was 8% lower
than sales in 2011 as order entry levels started the year strong but then slowed down in the second half of the year,
primarily for strip products.

The gross margin generated on Performance Alloys' sales was $68.4 million in 2012, $74.6 million in 2011 and $74.2
million in 2010. Gross margin was 23% of sales in 2012, 22% of sales in 2011 and 25% of sales in 2010.
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The lower sales volume was the major cause of the $6.2 million reduction in gross margin in 2012 from 2011. Gross
margin was also affected by the increased cost of bertrandite ore. The ore cost, which is a function of the cost to
construct a mine and the quantity of the ore to be excavated from that mine, increased in 2012 due to the higher cost to
remove the overburden during the construction of our most recent mine. This higher ore cost coupled with slightly
higher extraction mill costs resulted in a $1.8 million decrease in gross margin in 2012 as compared to 2011.

The negative impact of the lower sales volume and higher ore cost on Performance Alloys' gross margin was partially
offset by higher selling prices, improved yields on nickel products and lower manufacturing overhead costs.

During 2012, we improved the yields on certain nickel-containing products resulting in lower scrap rates and rework
costs and leading to a $3.3 million increase in gross margin in 2012 over 2011.

Manufacturing overhead costs at the Elmore, Ohio plant site, including rent, depreciation and outside services, were
approximately 10% lower in 2012 than in 2011.

The higher selling prices, changes in foreign exchange rates and other factors contributed to improve gross margin in
2011 over 2010, but this benefit was largely offset by an unfavorable change in product mix, higher conversion cost in
our extraction mill, additional manufacturing costs on nickel products, differences due to the depletion of a LIFO layer
in 2010 and higher overhead costs.

The weaker product mix in 2011 was due to a 20% decline in shipments of higher beryllium-containing strip products
compared to 2010.

The higher conversion costs at the Utah extraction mill in 2011 were primarily chemicals and other commodities used
for converting the bertrandite ore into beryllium hydroxide.

The aforementioned lower yields on nickel products did not negatively affect sales in 2011, but the associated higher
costs resulted in a $3.1 million reduction in gross margin in 2011 as compared to 2010.

The depletion of a LIFO inventory layer resulted in a net benefit to gross margin of $4.4 million in 2010. This benefit
did not repeat in 2012 or 2011 as there were no significant LIFO layers depleted in those years.

SG&A, R&D and other-net expenses totaled $44.4 million in 2012 compared to $47.4 million in 2011. The 2011
expenses were a slight increase over the total expense of $47.0 million in 2010. Expenses were 15% of sales in 2012,
14% of sales in 2011 and 16% of sales in 2010.

The $3.0 million reduction in expenses in 2012 from 2011 was largely due to differences in foreign currency exchange
gains and losses between years and a reduction in domestic selling expenses. These reductions were partially offset by
higher corporate costs in 2012 and a one-time litigation gain from a lawsuit against a utility provider over billing rates
recorded in 2011. R&D expenses and incentive compensation costs were relatively unchanged in 2012 as compared to
2011.

R&D expenses increased a modest amount in 2011 over 2010 due to higher activity levels, while foreign currency
exchange losses and corporate charges were also higher in 2011 than in 2010. These increases were largely offset by a
reduction in the incentive compensation expense, due to differences in the performance levels against the plan targets
between years, and the litigation gain. Selling and administrative expenses were relatively unchanged in 2011 from
2010.

Performance Alloys' operating profit of $24.0 million was $3.2 million lower than the operating profit of $27.2
million earned in 2011. The decline in profitability resulted from the lower gross margin (due to lower volumes and
higher ore costs partially offset by improved pricing, lower overhead costs and other factors) net of a reduction in
expenses. Operating profit in 2011 was unchanged from 2010. Operating profit was 8% of sales in 2012 and 2011 and
9% of sales in 2010.

Beryllium and Composites

(Millions) 2012 2011 2010
Net sales $60.0 $60.6 $61.9
Operating (loss) profit 3.9 ) (0.8 ) 10.0

Beryllium and Composites manufactures beryllium-based metals and metal matrix composites in rod, sheet, foil and a
variety of customized forms. These materials are used in applications that require high stiffness and/or low density
and they tend to be premium-priced due to their unique combination of properties. This segment also manufactures
beryllia ceramic products. The acquisition of AMC provides a complementary family of non-beryllium-based alloys
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and composites. Defense and science is the
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largest market for Beryllium and Composites, while other markets served include industrial components and
commercial aerospace, medical, energy and telecommunications infrastructure. Products are also sold for acoustics,
optical scanning and performance automotive applications. Manufacturing facilities for Beryllium and Composites are
located in Ohio, California, Arizona and England.

Beryllium and Composites' sales were $60.0 million in 2012 compared to $60.6 million in 2011. Sales in 2011 were
2% lower than sales of $61.9 million in 2010.

Sales to the defense and science market, which accounted for approximately half of Beryllium and Composites' sales
in 2012, declined 6% in 2012 from 2011 after declining 8% in 2011 from 2010. Sales for defense applications, which
include strategic missile defense, optical payloads and advanced lightweight avionic packaging, are affected by
government funding delays and budget cuts as well as program timing in a given year. Softer defense sales in 2012
were partially offset by improved sales for science applications, including shipments for a nuclear fusion test reactor
(ITER) and the Large Hadron Collider in Europe.

Despite the ongoing pressures on government budgets, based on order patterns and other analyses, we believe the
outlook for defense and science applications in 2013 is solid. Our materials are designed into applications for SM-3
missile defense system and the EOTS on the new F-35 fighter jet that are funded for 2013. We also anticipate an
increase in sales for nuclear science applications in 2013.

Industrial components and commercial aerospace market sales grew in 2012 and 2011 over the respective prior years.
The growth in 2012 was due to the acquisition of AMC. The growth in 2011 over 2010 was primarily due to increased
sales of x-ray windows and assemblies for industrial applications, but sales for these applications declined in 2012 due
to lower demand from a key customer and other factors. Sales of AlIBeMet®, a metal matrix composite, for
applications in semiconductor manufacturing and inspection equipment remained soft in 2012 and 2011 due to weak
conditions in the capital equipment market.

Sales of beryllium speaker domes for acoustic diaphragm assemblies grew modestly in 2012 and 2011 despite weak
market conditions and excess downstream inventories. Beryllium's unique combination of properties reduces
mechanical deformation in sound, shifting the resonant frequencies inherent in other materials outside of the audible
range. Our speaker domes are used in high-end commercial, entertainment and consumer applications and, while sales
remained minor in 2012, we believe that this application represents a long-term growth opportunity for our materials.
Medical market sales declined 17% in 2012 from 2011 after declining 10% in 2011 from 2010. The majority of the
decline in 2012 was due to lower shipments of beryllia ceramics for medical laser applications while the decline in
2011 was largely due to reduced shipments of x-ray windows and assemblies.

Beryllia ceramic sales for applications within the telecommunications infrastructure market declined in 2012 and
2011. Sales to the energy market, after growing in 2011 over 2010, were unchanged in 2012 from 2011.

Beryllium and Composites' gross margin was $11.3 million (19% of sales) in 2012, $12.1 million (20% of sales) in
2011 and $21.5 million (35% of sales) in 2010.

We constructed a new facility at our Elmore plant site that is designed to produce pure beryllium metal from beryllium
hydroxide that is mined by our Utah operations allowing us to significantly reduce our dependency upon external
sources for pure beryllium metal. The operation was placed in service during 2012, but the equipment did not generate
the output as planned or designed on a consistent basis. Additional start-up costs, maintenance costs and other
inefficiencies were incurred to allow for the simultaneous operation of all of the equipment at full production volumes
for extended periods of time and the production output levels improved by year end. Improvements were ongoing into
the first quarter of 2013. The costs and inefficiencies associated with the delay in the start-up of the facility reduced
margins by an estimated $5.2 million in 2012. In 2011, the start-up and inefficiency costs reduced gross margin by an
estimated $5.3 million.

Gross margin in 2012 benefited from a favorable change in product mix, primarily due to an increase in sales of
higher-margin beryllium metal products and a decrease in sales of AlBeMet®, a metal matrix composite that
generates lower margins. Improved pricing on beryllia ceramic products also provided a margin benefit in 2012.
Offsetting these benefits was the negative impact of the slightly lower sales volume and the related lower production
volumes. Manufacturing overhead costs increased $0.6 million in Elmore in 2012 and 2011, largely depreciation and
utilities associated with the new facility. Manufacturing overhead costs at the Fremont, California facility also
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increased, including manpower and outside services.

The change in product mix was unfavorable in 2011 as compared to 2010 as defense sales, which typically generate
higher margins, were lower. Higher operating costs, particularly in the fourth quarter 2011, reduced margins compared
to 2010 and largely offset the benefit from the yield improvements made on welded products during 2011. The lower
sales volume in 2011 had a minor impact on the decline in margins in 2011 from 2010. Lower production levels at the
Arizona facility also negatively
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impacted gross margin in 2011. Manufacturing overhead costs were $2.7 million higher in 2011 than in 2010 partially
due to the additional ongoing overhead costs for the new facility in Elmore. Overhead costs increased at the Fremont
facility, primarily salaries and fringe benefits, in order to support the higher business levels there.

Total SG&A, R&D and other-net expenses were $15.3 million (26% of sales) in 2012, $12.9 million (21% of sales) in
2011 and $11.5 million (19% of sales) in 2010.

The expenses incurred by AMC subsequent to its acquisition were a major cause of the increase in expenses in 2012
over 2011. R&D expenses grew 8% in 2012 over 2011 after growing 75% in 2011 over 2010 due to increased activity
and various projects. Corporate charges also increased in 2012 and 2011 over the respective prior year while incentive
compensation declined in both years due to the segment's performance against the design of the plans. Selling
expenses grew in 2011 over 2010 while differences in other non-operating items contributed to the higher expense
levels in 2012 and 2011.

Beryllium and Composites incurred an operating loss of $3.9 million in 2012 and $0.8 million in 2011. In 2010, this
segment generated an operating profit of $10.0 million. The increased operating loss in 2012 was due to the reduced
gross margin, caused by the lower sales volume and other factors, and the additional expenses. The $10.8 million
decline in profitability in 2011 from 2010 was due to a reduction in gross margin caused by inefficiencies and
additional costs resulting from the delay in the start-up of the new beryllium facility, additional overhead costs and
other factors, and higher SG&A expenses. Operating profit was 16% of sales in 2010.

Technical Materials

(Millions) 2012 2011 2010
Net sales $72.7 $78.7 $67.5
Operating profit 6.6 7.3 5.3

Technical Materials' capabilities include clad inlay and overlay metals, precious and base metal electroplated systems,
electron beam welded systems, contour profiled systems and solder-coated metal systems. These specialty strip metal
products provide a variety of thermal, electrical or mechanical properties from a surface area or particular section of
the material. Our cladding and plating capabilities allow for a precious metal or other base metal to be applied in
continuous strip form only where it is needed, reducing the material cost to the customer as well as providing design
flexibility and performance. Major applications for these products include connectors, contacts, power lead frames and
semiconductors while the largest markets are automotive electronics and consumer electronics. The energy and
medical markets are smaller but offer further growth opportunities. Technical Materials' products are manufactured at
our Rhode Island facility.

Technical Materials' sales were $72.7 million in 2012, a decline of 8% from sales of $78.7 million in 2011. Sales in
2011 were $11.2 million, or 17% higher, than sales of $67.5 million in 2010.

Sales to the automotive electronics market softened approximately 8% in 2012 from 2011 largely due to lower sales in
Europe due to weaker market conditions there. Automotive electronics market sales were strong in 2011, particularly
in the first half of the year, having grown 22% over 2010.

Consumer electronics market sales were 7% lower in 2012 than in 2011 as customers started to phase out of the
current design of disk drive arm materials faster than initially anticipated. We have developed a new design for disk
drive applications as well as other applications that offer long-term growth potential in this market. Consumer
electronics sales were 8% higher in 2011 than 2010 with a portion of the growth due to an 11% increase in shipments
of disk drive arm materials despite shipment levels being disrupted in the fourth quarter 2011 by flooding in Thailand
that affected the downstream supply chain.

Sales for solar energy, fuel cells and other alternative energy applications showed solid growth in 2011 and 2010 due
to product and market development activities but softened in 2012 due to market conditions. Medical market sales
were flat in 2012 with 2011 and remained minor.

The majority of Technical Materials' product lines showed a decline in sales in 2012, with the largest decline in inlay
products. Sales of selective plating products grew in 2012 and in 2011 while sales of inlay products improved in 2011
over 2010. The growth in the segment's total sales in 2011 was partially due to higher prices and changes in product
mix.

58



Edgar Filing: MATERION Corp - Form 10-K

Order entry levels were inconsistent throughout 2012 and total order entry was approximately 8% less than sales for
the year.

Technical Materials generated a gross margin of $16.0 million (22% of sales) in 2012, $16.6 million (21% of sales) in
2011 and $14.5 million (22% of sales) in 2010.
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The $0.6 million reduction in the gross margin in 2012 was due to the lower sales volume offset in part by a favorable
change in product mix. Manufacturing overhead costs were relatively unchanged in 2012 as compared to 2011.

The higher sales volume was the main cause for the $2.1 million increase in gross margin in 2011 over 2010.
Manufacturing overhead costs increased due to higher utility costs, maintenance and other items, but this increase was
largely offset by lower inventory provision adjustments.

SG&A, R&D and other-net expenses were $9.3 million in 2012 compared to $9.4 million in 2011 and $9.2 million in
2010. These expenses were 13% of sales in 2012, 12% of sales in 2011 and 14% of sales in 2010.

Expenses in this segment were managed in 2012 to be relatively flat with the prior year given the softer sales volumes.
A decline in incentive compensation was partially offset by an increase in corporate charges.

The slight increase in the dollar amount of these expenses in 2011 over 2010 was caused primarily by higher
commissions, due to the higher level of sales, and increases in fringe benefits costs and corporate charges offset in part
by lower bad debt expense.

Technical Materials earned an operating profit of $6.6 million in 2012 compared to $7.3 million in 2011. The 2011
operating profit was a $2.0 million improvement over the $5.3 million of profit generated in 2010. Operating profit
was 9% of sales in 2012 and 2011 and 8% of sales in 2010.

International Sales and Operations

We operate in worldwide markets and our international customer base continues to expand geographically due to the
development of various foreign nations' economies and the relocation of U.S. businesses overseas. In Asia, we have
strategically located our facilities in Japan, Singapore, China, Korea, Taiwan and the Philippines while our European
facilities are in Germany, the United Kingdom and Ireland. Our two most recent acquisitions, AMC and EIS, are
based overseas.

Our international operations provide a combination of manufacturing, finishing operations, local sales support and
distribution services and are designed to provide a cost-effective method of capturing the growing overseas demand
for our products over the long term. We also augment our sales and distribution efforts with an established network of
independent distributors and agents throughout the world.

The following table summarizes total international sales by region for the last three years:

(Millions) 2012 2011 2010

Asia $219.8 $203.9 $216.3

Europe 137.6 147.6 127.5

Rest of world 33.7 31.5 25.3

Total $391.1 $383.0 $369.1

Percent of total sales 31 % 25 % 28 %

International sales include sales from international operations and direct exports from our U.S. operations. The
international sales in the above chart are included in the individual segment sales previously discussed.

Total international sales improved approximately 2% in 2012 over 2011. This growth was due to the acquisitions of
EIS and AMC as sales from the existing operations were lower in 2012 than in 2011. The lower sales to Europe in
2012 were reflective of weaker economic conditions and the decline in shipments to the appliance market.
International sales grew 4% in 2011 over 2010. Sales to Europe improved in 2011 in part due to stronger automotive
electronics sales, while sales to Asia softened partially due to the weaker sales to the consumer electronics market in
the second half of the year.

Sales from the European and certain Asian operations are denominated in their local currencies. Exports from the U.S.
and the balance of the sales from the Asian operations are typically denominated in U.S. dollars. Local competition
generally limits our ability to adjust selling prices upwards to compensate for short-term unfavorable exchange rate
movements.

We have a hedge program with the objective of minimizing the impact of fluctuating currency values on our
consolidated operating profit. See “Critical Accounting Policies” below.

Legal Proceedings

One of our subsidiaries, Materion Brush Inc., is a defendant from time to time in proceedings in various state and
federal courts brought by plaintiffs alleging that they have contracted chronic beryllium disease or other lung
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exposure to beryllium. Plaintiffs in beryllium cases generally seek recovery under negligence and various other legal
theories and seek compensatory and punitive damages, in many cases of an unspecified sum. Spouses, if any, often
claim loss of consortium.

One beryllium case was filed during 2012 and it remained pending as of December 31, 2012. We recorded a reserve of
less than $0.1 million for this case. There were no settlement payments made for beryllium cases in 2012. There were
no new cases filed against us during 2011. Two beryllium cases were pending as of year-end 2010, one of which was
dismissed and the other was settled for less than $0.1 million during 2011. Two cases were settled in 2010 at an
aggregate cost of less than $0.1 million.

Additional beryllium claims may arise. Management believes that we have substantial defenses in these types of cases
and intends to contest the suits vigorously should they arise. Employee cases, in which plaintiffs have a higher burden
of proof, have historically involved relatively small losses to us. Third-party plaintiffs (typically employees of
customers or contractors) face a lower burden of proof than do employees or former employees, but these cases are
generally covered by varying levels of insurance.

Although it is not possible to predict the outcome of any litigation, we provide for costs related to these matters when
a loss is probable and the amount is reasonably estimable. Litigation is subject to many uncertainties, and it is possible
that some of these actions could be decided unfavorably in amounts exceeding our reserves. An unfavorable outcome
or settlement of a beryllium case or adverse media coverage could encourage the commencement of additional similar
litigation. We are unable to estimate our potential exposure to unasserted claims.

Based upon currently known facts and our experience with beryllium cases and assuming collectibility of insurance,
we do not believe that resolution of future beryllium proceedings will have a material adverse effect on our financial
condition or cash flow. However, our results of operations could be materially affected by unfavorable results in one
or more of these cases.

Regulatory Matters. Standards for exposure to beryllium are under review by the United States Occupational Safety
and Health Administration (OSHA) and by other governmental and private standard-setting organizations. One result
of these reviews will likely be more stringent worker safety standards. Some organizations, such as the California
Occupational Health and Safety Administration and the American Conference of Governmental Industrial Hygienists,
have adopted standards that are more stringent than the current standards of OSHA. The development, proposal or
adoption of more stringent standards may affect the buying decisions by the users of beryllium-containing products. If
the standards are made more stringent and/or our customers or other downstream users decide to reduce their use of
beryllium-containing products, our results of operations, liquidity and financial condition could be materially
adversely affected. The impact of this potential adverse effect would depend on the nature and extent of the changes to
the standards, the cost and ability to meet the new standards, the extent of any reduction in customer use and other
factors. The magnitude of this potential adverse effect cannot be estimated.

FINANCIAL POSITION

Net cash provided from operations provided from operations was $38.6 million in 2012 as net income and the effects
of depreciation more than offset a net increase in working capital items. Cash provided from operations was a strong
$46.0 million in the fourth quarter 2012 partially due to the collection of accounts receivable and a reduction in
inventory.

In 2011, cash provided from operations was $56.8 million. Cash used in operations totaled $11.7 million through the
first three quarters of 2011 as a result of increases in receivables and inventory, contributions to the domestic pension
plan, payment of the 2010 incentive compensation and changes in other items. In the fourth quarter 2011, however, a
decline in receivables, coupled with other improvements, resulted in cash flow from operations of $68.5 million in
that period.

In 2010, cash provided from operations totaled $31.0 million as net income and the effects of depreciation, deferred
taxes and other items more than offset increases in working capital, primarily accounts receivable and inventory. The
majority of the working capital build in 2010 occurred in the first half of the year as sales levels ramped up from the
low levels in 2009.

As previously noted, changes in the cost of precious and base metals are essentially passed on to customers.
Therefore, while sudden movements in the price of metals can cause a temporary imbalance in our cash receipts and
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payments in either direction, once prices stabilize our cash flow tends to stabilize as well.

Working Capital

Cash totaled $16.1 million as of December 31, 2012, an increase of $3.8 million from the cash balance of $12.3
million as of year-end 2011.

Cash declined $3.8 million in 2011 as excess cash, coupled with the cash provided from operations, were used to
finance the acquisition of EIS, capital expenditures, a reduction in debt and the repurchase of shares.
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Accounts receivable totaled $126.5 million as of year-end 2012, an increase of $8.7 million, or 7%, from the year-end
2011 balance of $117.8 million. The growth was primarily due to a slowdown in the days sales outstanding (DSO), a
measure of how fast receivables are collected, from approximately 32 days at year-end 2011 to approximately 37 days
at year-end 2012. The DSO of 37 days is within our normal operating range.

The year-end 2011 accounts receivable balance was $21.6 million, or 16%, lower than the accounts receivable balance
of $139.4 million as of year-end 2010. This decrease was due to a combination of changes in the sales volume, as
sales in the fourth quarter 2011 were 6% lower than sales in the fourth quarter 2010, and a 4 day improvement in the
DSO.

The expense for accounts written off to bad debts and changes in the allowance for doubtful accounts remained low at
$0.4 million in 2012 and $0.1 million in 2011.

We have procedures in place to closely monitor our accounts receivable aging and to follow-up on past due accounts.
We evaluate the credit position of new customers in advance of the initial sale and we evaluate our existing customers'
credit positions on an ongoing basis. We will revise credit terms offered to our customers as conditions warrant in
order to minimize our exposures. Credit terms may vary by country based upon local customary practice and
competition. Billings for precious metals tend to have tighter payment terms than billings for other products. Advance
billings are used from time to time to help reduce credit exposures and speed up the collection of cash.

Other receivables were $0.4 million as of December 31, 2012 compared to $4.6 million as of December 31, 2011. The
majority of the amount due at year-end 2011 was for reimbursement for equipment purchased under a government
contract. The project was completed in 2012.

Inventories totaled $206.1 million as of year-end 2012 compared t