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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements.
PARK ELECTROCHEMICAL CORP.
AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(Amounts in thousands)
August 27, February 26,
2006 2006%*
(Unaudited)
ASSETS
Current assets:
Cash and cash equivalents $ 75,865 $ 108,027
Marketable securities 116,593 91,625
Accounts receivable, net 41,299 35,964
Inventories (Note 2) 16,319 15,022
Prepaid expenses and other current assets 4,607 3,023
Total current assets 254,683 253,661
Property, plant and equipment, net 51,556 54,370
Other assets 6,891 3,281
Total assets $ 313,130 $ 311,312
LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Accounts payable $ 14,893 § 13,259
Accrued liabilities 16,887 14,651
Income taxes payable 7,743 10,817
Total current liabilities 39,523 38,727
Deferred income taxes 5,185 5,193
Restructuring Accruals Non-Current 4,471 4,718
Liabilities from discontinued operations (Note 4) 17,251 17,251
Total liabilities 66,430 65,889
Stockholders equity:
Common stock 2,037 2,037
Additional paid-in capital 138,605 137,513
Retained earnings 103,839 105,808
Treasury stock, at cost (1,407) (2,370)
Accumulated other non-owner changes 3,626 2,435
Total stockholders equity 246,700 245,423
Total liabilities and stockholders equity $ 313,130 $ 311,312
* The balance sheet at February 26, 2006 has been derived from the audited financial statements at that date.



Edgar Filing: PARK ELECTROCHEMICAL CORP - Form 10-Q

See accompanying Notes to the Condensed Consolidated Financial Statements.
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PARK ELECTROCHEMICAL CORP.
AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EARNINGS
(Amounts in thousands, except per share amounts)

13 weeks ended 26 weeks ended
(Unaudited) (Unaudited)
August 27, August 28, August 27, August 28,
2006 2005 2006 2005
Net sales $ 66,518 § 52442 § 129,356  $ 108,118
Cost of sales 50,474 40,847 96,949 84,493
Gross profit 16,044 11,595 32,407 23,625
Selling, general and administrative expenses 6,836 5,953 13,597 12,222
Realignment and severance charges (Note 5) 1,059
Insurance arrangement termination charge (Note 6) 1,316 1,316
Profit from operations 7,892 5,642 17,494 10,344
Interest and other income 1,792 1,483 3,741 2,819
Earnings from operations before income taxes 9,684 7,125 21,235 13,163
Income tax provision (benefit) (Note 7) (2,860) 1,068 (203) 1,778
Net earnings $ 12,544 $ 6,057 $ 21,438 $ 11,385
Earnings per share (Note 8)
Basic $ 062 $ 30 % 1.06 $ 0.57
Diluted $ 062 $ 30 8% 1.06 $ 0.57
Weighted average number of common and common equivalent
shares outstanding:
Basic shares 20,183 20,032 20,159 19,989
Diluted shares 20,295 20,223 20,311 20,149
Dividends per share $ 1.08 §$ 008 $ .16 $ 0.16

See accompanying Notes to the Condensed Consolidated Financial Statements.
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PARK ELECTROCHEMICAL CORP.
AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY
(Amounts in thousands)

13 weeks ended 26 weeks ended
(Unaudited) (Unaudited)
August 27, August 28, August 27, August 28,
2006 2005 2006 2005
Common stock and paid-in capital
Balance, beginning of period $ 140,353 $ 136,621 $ 139,550 $ 136,243
SFAS 123R compensation cost 288 583
Stock option activity 1 1,503 509 1,881
Balance, end of period 140,642 138,124 140,642 138,124
Retained earnings
Balance, beginning of period 113,093 109,184 105,808 105,450
Net income 12,544 6,057 21,438 11,385
Dividends (21,798) (1,599) (23,407) (3,193)
Balance, end of period 103,839 113,642 103,839 113,642
Treasury stock
Balance, beginning of period (1,407) (2,968) (2,370) (3,441)
Stock option activity 764 963 1,237
Balance, end of period (1,407) (2,204) (1,407) (2,204)
Accumulated other non-owner changes
Balance, beginning of period 3,349 3,326 2,435 4,605
Net unrealized investment gains (losses) 219 (233) 241 (236)
Translation adjustments 58 (635) 950 (1,911)
Balance, end of period 3,626 2,458 3,626 2,458
Total stockholders equity $ 246,700 $ 252,020 $ 246,700 $ 252,020

See accompanying Notes to the Condensed Consolidated Financial Statements.
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PARK ELECTROCHEMICAL CORP.
AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amounts in thousands)

26 Weeks Ended
(Unaudited)
August 27, August 28,
2006 2005

Cash flows from operating activities:

Net earnings $ 21,439 $ 11,385
Depreciation and amortization 4,516 4,861
Change in operating assets and liabilities (11,193) (1,984)
Net cash provided by operating activities 14,762 14,262
Cash flows from investing activities:

Purchases of property, plant and equipment, net (1,169) (1,967)
Purchases of marketable securities (70,784) (24,670)
Proceeds from sales and maturities of marketable securities 46,404 6,000
Net cash used in investing activities (25,549) (20,637)
Cash flows from financing activities:

Dividends paid (23,407) (3,193)
Proceeds from exercise of stock options 1,472 2,801
Net cash used in financing activities (21,935) (392)
Change in cash and cash equivalents before exchange rate changes (32,722) (6,767)
Effect of exchange rate changes on cash and cash equivalents 561 (1,314)
Change in cash and cash equivalents (32,161) (8,081)
Cash and cash equivalents, beginning of Period 108,026 86,071
Cash and cash equivalents, end of period $ 75,865 $ 77,990

Supplemental cash flow information:
Cash paid (refunded) during the period for income taxes $ 5810 $ 2,131
See accompanying Notes to the Condensed Consolidated Financial Statements.
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PARK ELECTROCHEMICAL CORP.
AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(Amounts in thousands, except per share amounts)

CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

The condensed consolidated balance sheet as of August 27, 2006, the consolidated statements of earnings and stockholders equity for the
13 weeks and 26 weeks ended August 27, 2006 and August 28, 2005 and the condensed consolidated statements of cash flows for the 26
weeks then ended have been prepared by the Company, without audit. In the opinion of management, these unaudited consolidated
financial statements contain all adjustments (which include only normal recurring adjustments) necessary to present fairly the financial
position at August 27, 2006 and the results of operations, stockholders equity and cash flows for all periods presented.

Certain information and footnote disclosures normally included in financial statements prepared in accordance with accounting principles
generally accepted in the United States have been condensed or omitted. It is suggested that these consolidated financial statements be
read in conjunction with the consolidated financial statements and notes thereto included in the Company s Annual Report on Form 10-K
for the fiscal year ended February 26, 2006.

INVENTORIES

Inventories consisted of the following:

August 27, February 26,
2006 2006
Raw materials $ 6,775 $ 6,092
Work-in-process 3,695 3,412
Finished goods 5,444 5,195
Manufacturing supplies 405 323
$ 16,319 $ 15,022

STOCK OPTIONS

As of August 27, 2006, the Company had a 1992 Stock Option Plan and a 2002 Stock Option Plan, and no other equity-based
compensation plan. Both Stock Option Plans have been approved by the Company s stockholders and provide for the grant of stock
options to directors and key employees of the Company. All options granted under such Plans have exercise prices equal to the market
value of the underlying common stock of the Company on the dates of grants. Options granted under the Plans become exercisable 25%
one year from the date of grant, with an additional 25% exercisable each succeeding anniversary of the date of grant and expire 10 years
from the date of grant. The authority to grant additional options under the 1992 Stock Option Plan expired on March 24, 2002, and
options to purchase a total of 900,000 shares of common stock were authorized for grant under the 2002 Stock Option Plan. At August
27,2006, 1,434,244 shares of common stock of the Company were reserved for issuance upon exercise of stock options
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under the 1992 Stock Option Plan and the 2002 Stock Option Plan and 335,880 shares were available for future grant under the 2002
Stock Option Plan. Options to purchase 174,700 shares of common stock were granted during the 13 weeks and 26 weeks ended August
27, 2006.

Effective February 27, 2006, the Company began recording compensation expense associated with stock options, the only form of equity
compensation issued by the Company, in accordance with Statement of Financial Accounting Standards No. 123(R), Share-Based
Payment ( SFAS 123R ), and Securities and Exchange Commission Staff Accounting Bulletin No. 107. Prior to February 27, 2006, the
Company accounted for equity compensation according to the provisions of Accounting Principles Board ( APB ) Opinion No. 25,

Accounting for Stock Issued to Employees ( APB 25 ), and, therefore, no related compensation expense was recorded in the statements of
earnings for awards granted with no intrinsic value. The Company adopted the modified prospective transition method pursuant to SFAS
123R, and, consequently, has not retroactively adjusted results from prior periods. Under this transition method, compensation costs
associated with equity compensation recognized during the 13 weeks and 26 weeks ended August 27, 2006, included (1) quarterly
amortization related to the remaining unvested portion of all stock options granted prior to February 27, 2006 based on the grant date fair
value estimated in accordance with the original provisions of Statement of Financial Accounting Standards No. 123, Accounting for
Stock-Based Compensation ( SFAS 123 ), and (2) quarterly amortization related to all stock options granted subsequent to February 27,
2006 based on the grant date fair value estimated in accordance with the provisions of SFAS 123R.

The Company determines the fair value of stock options on the dates of grants using an option pricing model with assumptions regarding
a number of highly complex and subjective variables. These variables include, but are not limited to, the risk-free interest rate of the
options, the expected life of the options, the expected volatility over the term of the options, the expected dividends of the options, and an
estimate of the amount of options that are expected to be forfeited. The Company uses the Black-Scholes option-pricing model to
determine the fair value of options under SFAS 123R and the original SFAS 123. The compensation expense for stock options includes
an estimate for forfeitures and is recognized over the vesting term using the ratable method. Prior to the Company s adoption of SFAS
123R, benefits of tax deductions in excess of recognized compensation costs were reported as operating cash flows. SFAS 123R requires
that such benefits be recorded as a financing cash inflow rather than as a reduction of taxes paid. For the 13 weeks and 26 weeks ended
August 27, 2006, no excess tax benefits were generated from option exercises.

As a result of the adoption of SFAS 123R, the Company s income from operations before income taxes for the 13 weeks and 26 weeks
ended August 27, 2006 was $288 and $583, respectively, lower than under the previous accounting methodology for share-based
compensation.

If compensation expense for the Company s stock option plans had been determined based upon estimated fair values at the grant dates in
accordance with SFAS 123R, the Company s pro forma net income and basic and diluted earnings per common share for the three months
and six months ended August 28, 2005 for stock options granted prior to the adoption of SFAS 123R would have been as follows (in
thousands, except for per share data):

10
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13 weeks ended 26 weeks ended
August 28, 2005  August 28, 2005

(in thousands, except
per share data)

Net income: $ 6,057 $ 11,385
As reported

Stock based employee compensation expense not included in reported net income, net of

tax (399) (839)
Pro forma $ 5,658 $ 10,546
Basic earnings per share:

As reported $ 030 $ 0.57
Pro-forma $ 028 §$ 0.53
Diluted earnings per share:

As reported $ 030 $ 0.57
Pro-forma $ 028 $ 0.52

The fair value of options is estimated on the date of grant using the Black-Scholes option-pricing model based on the assumptions set

forth below:
13 weeks ended 13 weeks ended
August 27, 2006 August 28, 2005
Expected term 4.0 5.6 years 4.0 years
Risk free interest rate 4% 5% 4% 5%
Volatility 34.4% 58.8% 34.4% 58.8%
Dividend yield 1.0% 1.6% 1.0% 1.6%

The expected term of the options is based on evaluations of historical and expected future employee exercise behavior. The risk free
interest rate is based on U.S. Treasury rates at the date of grant with maturity dates approximately equal to the expected term of the

options at the date of the grant. Volatility is based on historical volatility of the company stock.

The following is a summary of the outstanding options for the six month period ended August 27, 2006:

11
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Weighted
Average
Weighted Remaining
Average Contract Aggregated
Exercise Life In Intrinsic
Shares Price Months Value
Outstanding at February 26, 2006 1,003,454 $ 20.80 61.32
Granted 174,700 25.35 119.3
Exercised 68,411 16.72 18.02
Forfeited 11,378 27.24 96.86
Expired
Outstanding at August 27, 2006 1,098,365 21.71 70.0 $ 9,869
Vested or expected to vest at end of period 735,190 20.29 36.0 5,065
Exercisable at end of period 735,190 20.29 36.0 5,065

The Company granted options on August 3, 2006 and on August 24, 2005, and the weighted average fair values of such options on such
grant dates were $1,894 and $1,191, respectively. The total values realized (the market value of the underlying shares on the date of
exercise, less the exercise price, times the number of share acquired) from the exercise of options during the 26 weeks ended August 27,
2006 and August 28, 2005 were $1,069 and $1,182, respectively.

DISCONTINUED OPERATIONS

On February 4, 2004, the Company announced that it was discontinuing its financial support of its Dielektra GmbH ( Dielektra )
subsidiary located in Cologne, Germany, due to the continued erosion of the European market for the Company s high technology
products. Without Park s financial support, Dielektra filed an insolvency petition, which may result in the reorganization, sale or
liquidation of Dielektra. In accordance with Statement of Financial Accounting Standards No. 144, Accounting for the Impairment or
Disposal of Long-Lived Assets , Dielektra is treated as a discontinued operation. As a result of the discontinuation of financial support
for Dielektra, the Company recognized an impairment charge of $22,023 for the write-off of Dielektra assets and other costs during the
fourth quarter of the 2004 fiscal year. The liabilities from discontinued operations are reported separately on the consolidated balance
sheet. These liabilities from discontinued operations included $12,094 for Dielektra s deferred pension liability. The Company expects to
recognize a gain of approximately $17 million related to the reversal of these liabilities when the Dielektra insolvency process is
completed, although it is unclear when the process will be completed.

Liabilities for discontinued operations as of the August 27, 2006 and February 26, 2006 consisted of the following:

12
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August 27, February 26,
2006 2006
Current and other liabilities $ 5,157 $ 5,157
Pension liabilities 12,094 12,094
Total liabilities $ 17,251 $ 17,251

REALIGNMENT AND SEVERANCE CHARGES

During the 2006 fiscal year first quarter ended May 29, 2005, the Company recorded a $1,059 charge for one-time employment
termination benefits for workforce reductions at its Neltec Europe SAS subsidiary in Mirebeau, France.

The Company recorded pre-tax charges of $1,934 and $6,504 during the first and second quarters, respectively, of fiscal year 2004
related to the realignment of its North American volume printed circuit materials operations in Newburgh, New York and Fullerton,
California. During the fourth quarter of fiscal year 2004, the Company recorded pre-tax charges of $112 related to workforce reductions
in Europe.

The components of these charges and the related liability balances and activity through August 27, 2006 are set forth below.

8/27/06
Original Paid in Balance Charges Remaining
Charge Prior Years Reversals 2/26/06 Paid Liabilities

Neltec Europe termination

benefits $ 1,059 $ (683) $ (170) $ 206 $ (10) $ 196
New York and California and

other realignment charges:

Lease payments, taxes utilities

and other 7,292 (2,079) 5,213 (246) 4,967
Termination benefits 1,258 (1,258)
$ 9,609 $ (4,020) $ a70) $ 5419 $ (256) $ 5,163

13
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The termination benefits were for the termination of hourly and salaried, administrative, manufacturing and support employees. Such
employees were terminated in France during the 2006 fiscal year second quarter and in North America during the 2004 fiscal year first,
second and third quarters. The major portion of the termination benefits were paid for such employees in France during the second, third
and fourth quarters of the 2006 fiscal year, and the termination benefits were paid for such employees in North America in installments
during fiscal year 2004. The lease charges covered one lease obligation payable through December 2004 and a portion of another lease
obligation payable through September 2013. For the 13 and 26 weeks ended August 27, 2006, the Company applied $123 and $246,
respectively, of payments against the liability.

INSURANCE ARRANGEMENT TERMINATION CHARGE

During the 2007 fiscal year second quarter ended August 27, 2006, the Company terminated a split-dollar life insurance arrangement
Jerry Shore, the Company s founder and former Chairman, President and Chief Executive Officer. The insurance arrangement, which
involved two life insurance policies payable on the death of the survivor of Jerry Shore and his spouse with an aggregate face value of $5
million and annual premium payments by the Company of approximately $128,852, was implemented in 1997 but discontinued in 2004
in light of certain provisions of the Sarbanes-Oxley Act of 2002 and due to changes in the income taxation of split-dollar life insurance
arrangements. The arrangement is more fully described in the Company s annual proxy statements for each of the years 1998 through
2006. Pursuant to an agreement entered into between Jerry Shore and the Company, the termination of the insurance arrangement will
involve a payment $1,335 by the Company to Mr. Shore in January 2007. Such termination and payment will result in a net cash cost to
the Company of $685, after the Company s receipt of a portion of the cash surrender value of the life insurance policies. The Company
recorded a pre-tax charge of $1,316 in the 2007 fiscal year second quarter ended August 27, 2006 in connection with this termination and
recognized a $499 tax benefit relating to this insurance termination charge.

INCOME TAX PROVISION

As part of its quarterly evaluation of deferred tax assets, the Company recognized a tax benefit of $3,500 during the 2007 fiscal year
second quarter relating to the reversal of certain valuation allowances against U.S. deferred tax assets. The Company believes that it is
more likely than not that the tax benefits associated with these deferred tax assets will be realized during the next five fiscal years. In
addition, during the 2007 fiscal year second quarter, the Company recognized a tax benefit of $1,391 relating to the elimination of
reserves no longer required as the result of the completion of a tax audit.

EARNINGS PER SHARE

Basic earnings per share are computed by dividing net earnings by the weighted average number of shares of common stock outstanding
during the period. Diluted earnings per share are computed by dividing net earnings by the sum of (a) the weighted average number of
shares of common stock outstanding during the period and (b) the potential common stock equivalents outstanding during the period.
Stock options

14
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are the only common stock equivalents, and the number of dilutive options is computed using the treasury stock method.

The following table sets forth the basic and diluted weighted average number of shares of common stock and potential common stock
equivalents outstanding during the periods specified:

13 weeks ended 26 weeks ended
August 27, August 28, August 27, August 28,
2006 2005 2006 2005
Weighted average shares outstanding for basic EPS 20,183 20,032 20,159 19,989
Net effect of dilutive options 112 191 152 160
Weighted average shares outstanding for diluted EPS 20,295 20,223 20,311 20,149

Common stock equivalents, which were not included in the computation of diluted earnings per share because either the effect would
have been antidilutive or the options exercise prices were greater than the average market price of the common stock, were 8 and 241 for
the 13 weeks ended August 27, 2006 and August 28, 2005, respectively, and 5 and 184 for the 26 weeks ended August 27, 2006 and
August 28, 2005, respectively.

BUSINESS SEGMENTS

The Company considers itself to operate in one business segment because the Company s advanced composite materials product line
comprises less than 10% of the Company s assets, revenues, and profit from operations on an absolute basis. The Company s printed
circuit materials (the Nelco® product line) are marketed primarily to leading independent printed circuit board fabricators, electronic
manufacturing service companies, electronic contract manufacturers and major electronic original equipment manufacturers ( OEMs )
located throughout North America, Europe and Asia. The Company s advanced composite materials (the Nelcote product line) customers,
the majority of which are located in the United States, include OEMs, independent firms and distributors in the electronics, aerospace,
and industrial industries.

Sales are generally attributed to geographic region based upon the region from which the materials were shipped to the customer. Sales
between geographic regions were not significant.

Financial information concerning the Company s operations by geographic region follows:

15
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13 weeks ended 26 weeks ended
August 27, August 28, August 27, August 28,

2006 2005 2006 2005
Sales:
North America $ 33,447 $ 29,855 % 68,872 % 60,647
Europe 9,831 7,911 18,202 16,249
Asia 23,240 14,676 42,282 31,222
Total sales $ 66,518 $ 52,442 $ 129,356 $ 108,118

August 27, February 26,
2006 2006

Long-lived assets:
North America $ 30,723  $ 29,344
Europe 7,175 7,796
Asia 20,549 20,511
Total long-lived assets $ 58,447 $ 57,651

COMPREHENSIVE INCOME

Total comprehensive income for the 13 weeks ended August 27, 2006 and August 28, 2005 was $12,821 and $5,189, respectively. Total
comprehensive income for the 26 weeks ended August 27, 2006 and August 28, 2005 was $22,629 and $9,238, respectively.
Comprehensive income consisted primarily of net income and foreign currency translation adjustments and unrealized gains and losses
on marketable securities.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In May 2005, the Financial Accounting Standards Board (the FASB ) issued Statement of Financial Accounting Standards No. 154,
Accounting Changes and Error Corrections, a replacement of APB Opinion No. 20 and FASB Statement No. 3 ( SFAS 154 ). SFAS No.
154 requires retrospective application to prior periods financial statements for changes in accounting principle, unless it is impracticable
to determine either the period-specific effects or the cumulative effect of the change. SFAS No. 154 also requires that retrospective
application of a change in accounting principle be limited to the direct effects of the change. Indirect effects of a change in accounting
principle should be recognized in the period of the accounting change. SFAS No. 154 further requires a change in depreciation,
amortization or depletion method for long-lived, non-financial assets to be accounted for as a change in accounting estimate effected by a
change in accounting principle. SFAS No. 154 became effective for the Company s 2007 fiscal year and is not expected to have a material
effect on the Company s Consolidated Financial Statements.

FASB Interpretation No. 47, Accounting for Conditional Asset Retirement Obligations ( FIN 47 ), was issued by the FASB in March
2005. FIN 47 provides guidance relating to the identification of and financial reporting for legal obligations to perform an asset

16



Edgar Filing: PARK ELECTROCHEMICAL CORP - Form 10-Q

15

retirement activity. FIN 47 requires recognition of a liability for the fair value of a conditional asset retirement obligation when incurred
if the liability s fair value can be reasonably estimated. FIN 47 is effective no later than the end of fiscal years ending after December 15,
2005. The adoption of FIN 47 did not have a material effect on the Company s Consolidated Financial Statements.

In March 2006, the FASB issued Statement of Financial Accounting Standards No. 156, Accounting for Servicing of Financial Assets

( SFAS 156 ), an amendment of Statement of Financial Accounting Standards 140, Accounting for Transfers and Servicing of Financial
Assets and Extinguishment of Liabilities . SFAS 156 requires all separately recognized servicing assets and servicing liabilities to be
initially measured at fair value, if practicable, and permits an entity to subsequently measure those servicing assets and servicing
liabilities at fair value. SFAS 156 is effective for fiscal years beginning after September 15, 2006. The Company does not expect the
adoption of SFAS 156 to have a material effect on the Company s Consolidated Financial Statements.

In July 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes an interpretation of FASB
Statement No. 109 ( FIN 48 ). This interpretation clarifies the accounting for uncertainty in income taxes recognized in an entity s
financial statements in accordance with SFAS No. 109, Accounting for Income Taxes . It prescribes a recognition threshold and
measurement methodology for financial statement reporting purposes and promulgates a series of new disclosures of tax positions taken

or expected to be taken on a tax return for which less than all of the resulting tax benefits are expected to be realized. This interpretation

is effective for fiscal years beginning after December 15, 2006. The Company will adopt this interpretation in the first quarter of its 2008
fiscal year, which will begin February 26, 2007. The Company is currently evaluating the requirements of FIN 48 and has not yet
determined the impact of such requirements on the Company s Consolidated Financial Statements.

17
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Item 2 Management s Discussion and Analysis of Financial Condition and Results of Operations.
General:

Park is a global advanced materials company which develops, manufactures and markets high technology digital and RF/microwave
printed circuit materials (the Nelco® product line) and advanced composite materials (the Nelcote product line) principally for the
telecommunications and internet infrastructure, high-end computing and aerospace markets. The Company s manufacturing facilities are located
in Singapore, China, France, Connecticut, New York, Arizona and California.

The Company s net sales increased in both the three-month period and the six-month period ended August 27, 2006 compared with last
year s comparable periods as a result of increases in sales of the Company s printed circuit materials products in North America, Asia and Europe
and increases in sales of the Company s advanced composite materials products, and the Company achieved higher operating profits in the 2007
fiscal year second quarter and first half than in the 2006 fiscal year comparable periods. The Company s net earnings also increased in the
three-month and six-month periods ended August 27, 2006 compared with last year s comparable periods.

The condition of the global markets for the Company s printed circuit materials products improved somewhat in the second half of the
2006 fiscal year and the first half of the 2007 fiscal year. Consequently, sales of the Company s printed circuit materials products increased in the
2007 fiscal year first quarter and first half compared to the 2006 fiscal year first quarter and first half. The markets for the Company s advanced
composite materials products were healthy during the 2007 fiscal year first and second quarters, and, as a result, sales of the Company s
advanced composite materials products increased in the first quarter and first half of the 2007 fiscal year compared to the comparable periods in
the prior fiscal year.

The Company s operating profits in the 2007 fiscal year second quarter and first half were greater than its operating profits in the 2006
fiscal year second quarter and first half as a result of higher total sales, higher percentages of sales of higher margin, high performance printed
circuit materials products and reduced costs and expenses as percentages of sales, in spite of significant increases in the cost of copper foil, one
of the Company s primary raw materials, during the first and second quarters of the 2007 fiscal year.

While the global markets for the Company s printed circuit materials continue to be very difficult to forecast, the Company believes that
the condition of the global markets for the Company s printed circuit materials products in the 2007 fiscal year third quarter is similar to the
condition of such markets during the 2007 fiscal year first and second quarters and the 2006 fiscal year third and fourth quarters. The Company
also believes that the markets for its advanced composite materials products will continue to be healthy during the 2007 fiscal year third quarter.

In the first quarter of the 2007 fiscal year, the Company completed the construction of a new manufacturing facility in the Zhuhai Free
Trade Zone in Guangdong Province in southern China to support the growing demand for advanced printed circuit materials in China, and the
Company is in the process of employee training and internal and external qualifications for the facility.
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The Company is in the process of acquiring a facility in Singapore which the Company intends to utilize as its new advanced composites
manufacturing plant in Singapore and is also in the process of upgrading its printed circuit materials treating operation in Singapore so that such
operation will be capable of treating the Company s full line of advanced printed circuit materials in Singapore, except polytetrafluoroethylene
( PTFE ) materials. The Company is also engaged in the development stage of installing hot melt coating capability for advanced composite
materials in the United States.

While the Company continued to expand and invest in its business during the 2006 fiscal year, it made additional adjustments to certain of
its operations, which resulted in workforce reductions. In the 2006 fiscal year first and second quarter, the Company reduced the size of the
workforce at its Neltec Europe SAS subsidiary in Mirebeau, France, as a result of further deterioration of the European market for
high-technology printed circuit materials, and it recorded an employment termination benefits charge of $1.1 million during the 2006 fiscal year
first quarter ended May 29, 2005, $0.2 million of which was reversed in the 2006 fiscal year fourth quarter.

During the current year s second quarter, the Company recorded a pre-tax charge of $1.3 million in connection with the termination of an
insurance arrangement with Jerry Shore, the Company s founder and former Chairman, President and Chief Executive Officer, and recognized a
$0.5 million tax benefit relating to this insurance termination charge. The termination of the insurance arrangement will involve a payment of
$1.3 million by the Company to Mr. Shore in January 2007, which will result in a net cash cost to the Company of $0.7 million, after the
Company s receipt of a portion of the cash surrender value of the insurance policies. During the second quarter, the Company also recognized a
tax benefit of $3.5 million relating to the elimination of certain valuation allowances previously established relating to deferred tax assets in the
United States and a tax benefit of $1.4 million relating to the elimination of reserves no longer required as the result of the completion of a tax
audit.

The Company is not engaged in any related party transactions involving relationships or transactions with persons or entities that derive
benefits from their non-independent relationship with the Company or the Company s related parties, or in any transactions with parties with
whom the Company or its related parties have a relationship that enables the parties to negotiate terms of material transactions that may or would
not be available from other, more clearly independent parties on an arm s-length basis, or in any trading activities involving non-exchange traded
commodity or other contracts that are accounted for at fair value or otherwise or in any energy trading or risk management activities.

The Company believes that an evaluation of its ongoing operations would be difficult if the disclosure of its financial results were limited
to generally accepted accounting principles ( GAAP ) financial measures, which include special items, such as the insurance arrangement
termination charge and the tax benefits recognized in the 2007 fiscal year second quarter and the employment termination benefits charge in the
2006 fiscal year. Accordingly, in addition to disclosing its financial results determined in accordance with GAAP, the Company discloses
non-GAAP operating results that exclude certain items in order to assist its shareholders and other readers in assessing the Company s operating
performance, since the Company s on-going, normal business operations do not include such special items. Such non-GAAP financial measures
are provided to supplement the results provided in accordance with GAAP.
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Three and Six Months Ended August 27, 2006 Compared with Three and Six Months Ended August 28, 2005:

The Company s total net sales increased in Asia, North America and Europe during the three-month period and during the six-month
period ended August 27, 2006 compared to the three-month and six-month periods ended August 28, 2005. The Company s net sales of printed
circuit materials products increased in all geographic regions during the three-month and six-month periods ended August 27, 2006 compared to
the three-month and six-month periods ended August 28, 2005. Net sales of the Company s advanced composite materials products increased
during the six-month period ended August 27, 2006 compared to the six-month period ended August 28, 2005, although net sales of such
products declined slightly during the three-month period ended August 27, 2006 compared to the three-month period ended August 28, 2005.
Sales of advanced composite materials were 7% of the Company s total net sales worldwide in the three-month and six-month periods ended
August 27, 2006 quarter compared to 8% of the Company s total net sales worldwide in the 2006 fiscal year comparable periods.

The Company s gross profits in the three-month and six-month periods ended August 27, 2006 were higher than the gross profits in the
prior year s comparable periods primarily as a result of higher total sales, higher percentages of sales of higher margin, high performance printed
circuit materials products and reduced costs and expenses as percentages of sales, in spite of significant increases in the cost of copper foil, one
of the Company s primary raw materials, in the first and second quarters of the 2007 fiscal year.

The Company s net earnings for the three-month and six-month periods ended August 27, 2006 were enhanced by the tax benefits relating
to the insurance arrangement termination charge, the elimination of certain valuation allowances previously established relating to deferred tax
assets in the United States and the elimination of reserves no longer required as a result of the completion of a tax audit which were only
partially offset by the charge resulting from the termination of an insurance arrangement, while the results for the six-month period ended
August 28, 2005 were negatively affected by the $1.1 million employment termination benefits charge related to a workforce reduction at the
Company s Neltec Europe SAS facility in France.

Results of Operations

The Company s total net sales for the three-month period ended August 27, 2006 increased 27% to $66.5 million from $52.4 million for
last fiscal year s comparable period. Sales volumes increased 58% in Asia, 24% in Europe and 12% in North America during the 2007 fiscal year
second quarter compared to the sales for the comparable period in t