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Waorthington Industries processes steel for use in the construction
automotive, hardware, lawn and garden, office furniture and many other
industries. Our 8,000 @mpﬂ©y@@s in 61 facilities throughout 10 countries lead
the way fn three business segments: steel processing, metal framing, pressure

cylinders as well as several joint ventures.

With sales of approximately $3 billion annually, our company is North America’s
oremier value-added steel processor and a leader in manufactured meteal
products such as metal framing, pressure cylinders, automotive past model

service stampings, metal ceiling grid systems and laser-welded blanks.




Our Companies

Worthington Steel was instrumental in establishing the independent steel processing industry and today is one of America's
largest independent processors of flat-rolled steel. More than 1,000 customers take-advantage of our wide range of services,
which includes acrylic coating, cleaning, cold-rolling, configured blanking, cutting-to-length, dry lubricating, edging,
galvannealing, hot-dipped galvanizing, hydrogen annealing, pickling, slitting, temper rolling and tension leveling.

Dietrich Metal Framing is the leading manufacturer of light-gauge metal framing and finishing products, systems and
services for commercial and residential construction in the U.S. and Canada. Dietrich offers the largest selection of light-gauge
steel framing and finishing products including drywall and structural framing, floor joists, roof trusses, metal lath and fire-rated
assemblies. The company also offers one of the largest selections of clips and connectors, numerous deflection systems

and an extensive line of metal, vinyl, veneer, paper-faced, plaster and stucco beads and trims,

Worthington Cylinders is a leading global supplier of pressure cylinders. The company offers the most complete
line of pressure cylinder vessels in the industry, including LPG cylinders, refrigerant cylinders, industrial/specialty gas
cylinders and consumer specialty products.




" We are excited about the opportunities that are ahead for
Worthington and for dellvering profitable growth to its
many sharenolders and employees.’

- John P MeConnell



To All Worthington Industries Shareholders:

Fiscal 2006 was an excellent year for our company. In
addition to near record sales and earnings, there were
several notable accomplishments:

- Both our Pressure Cylinders segment and our WAVE joint
venture had record years for sales and earnings.

- We sold our interest in a 10-year-old Mexican steel processing
Joint venture for a significant pre-tax gain of $27 million on an
initial investment of $6 million.

- We introduced a patented new metal framing product that, we
believe, is far superior to the basic commedity product in the
industry and sublicensed it tc a major competitor.

This is an interesting time to be a large consumer of flat-rolled steel,
as the once staid steel industry is in the process of transforming itself.
Over the past five years, consolidation in the industry has taken place
around the globe, setting the stage for a more disciplined approach
to production and pricing. Domestically, the concentration of steel
production owned by the top three producers has doubled, along
with their market share, to approximately 70%. Globally, consolidation
has resulted in a significant shift in the amount of production capacity
owned by the private sector. Prior to 2000, approximately 25% of
steel-producing assets were privately owned versus more than 75%
today. Combined with strong regional growth in Asia and Eastern
Europe, industry consolidation has produced an environment

in which steel pricing should be much less volatile than was
experienced during the preceding 10 years.

These dynamics are attracting and exciting investor interest in the
steel industry for the first time in many years, and it is a good time
for me to reiterate our strategy.

More than fifty years ago, the founder of this company was
clear in stating that the first corporate goal for Worthington
industries is to earn money for its shareholders and increase
the value of their investment.

Profitable growth continues to be our focus and earning money for
our shareholders our #1 goal. | am proud of our employees and our
success in growing to $3 billion in annual sales while remaining
profitable every year since our inception and returning almost

$1 billion in dividends to shareholders since 1968.

Our focus is to drive long-term earnings growth by leveraging our
core competency in steel processing with higher value-added
downstream businesses that consume steel, are leaders in their
markets and have strong independent growth opportunities.

With that strategic view in mind, we reshaped the company
beginning in the late ‘90s, divesting large segments of business

that did not fit this profile and acquiring and investing in several
that matched it well. As a result, we have grown sales and earnings
by double-digit percentages over the last five years. Worthington's
downstream applications, such as metal framing, pressure cylinders,
ceiling grid systems and laser-welded blanks, contributed two-thirds
of our profits in 2006. All hold significant market-share positions and
several have the potential to expand tremendously.

We continually focus on implementing our strategy by:
- Optimizing our existing cperations

- Developing and commercializing new products
and applications and

- Pursuing strategic acquisitions or joint ventures

This year our efforts to optimize existing operations included
extensive information technology upgrades, a very successful safety
and loss prevention effort, and myriad actions centered
around supply chain management, capacity utilization

and operational efficiency.

We also are developing and commercializing new products
and applications such as:

— UltraSTEEL™ metal framing

- Mid-rise light-gauge building systems

- Steel pallets

~ Primacoat acrylic coating for steel

- Balloon Time® helium tanks in global markets

— Air tanks for truck braking systems

We continue to explore acquisition and joint venture opportunities
for each of our business segments. This year, we acquired the
remaining interest in two of our joint ventures—Dietrich Metal
Framing Canada and Dietrich Residential Construction—and
obtained a favorable buyout of our interest in the Acerex

steel processing venture in Mexico. With low debt and
excellent cash-flow-generating ability, we are well-positioned

to take advantage of opportunities that strategically

and financially advance our company.

We are excited about the opportunities that are ahead for
Worthington and for delivering p{gx‘;ty\g\\r\owth to its many
shareholders and emplg) .Dipéit‘ﬁhnk yo\&\,\éj\\l for your
continued and steadfagesupport. QCG:,,E?‘?@“\

Sincerely,

John P-McConnell
Chairman and CEQ
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Financial Highlights

May 31,
FISCAL YEARS ENDED (in thousands, except per share) 2006 2005 2004
Net sales ! S 2897178 $ 3,078,884 $ 2379104
Net earnings 145,990 179,412 86,752
Per share (diluted) ) 164 $ 203§ 100
Special Items Included In Net Earnings: 2
Impairment charges and other (pre-tax) S - S (5608 § (69398)
Gain on sale of Acerex (pre-tax) 26,609 - -
Per share impact of special items (diluted) 5 0.4 $ 004) 5§ (0.49)
Operating income S 157604 267,350 110,187
Miscellaneous expense (1,524) (7991) (1,589) [
Gain on sale of Acerex (pre-tax) 26,609 - - N
Equity in net income of unconsolidated affiliates 56,339 53,871 41,064
Earnings before interest and taxes (EBIT) 3 239,028 313,230 149,662
Depreciation & amortization 58116 57874 67,302
Earnings before interest, taxes, depreciation and amortization (EB/TDA) 3 $ 208144 S 371104 S 216964
Operating income margin 54% 87% 46%
EBIT margin ? 83% 10.2% 6.3%
EBITDA margin 3 10.3 % 121% 91%
Capital expenditures 5 60,128 S 46318 S 29599
Capital expenditures (including acquisitions and investments) 66,904 112,937 30,089
Cash dividends declared S 60110 $ 57942 § 55312
Per share 0.68 0.66 0.64

! Excludes sales from unconsolidated affiliates in accordance with accounting principles
generally accepted in the United States: 5 810,271 $ 767,041 $ 604243

2 We use net earnings, excluding the special items, as a measure of our normal operating performance, which is factored into evaluations and compensation payments.

 We believe that EBIT and EBITDA measures are commonly used by interested parties to evaluate financial performance. They are not measures of financial
performance under accounting principles generally accepted in the United States.

May 31,

AT FISCAL YEAR END (In thousands, except per share) 2006 2005 2004
Net working capital § 505455 $ 392890 $ 358050
Net fixed assets 546,904 552956 555,394
Total assets 1,500,397 1,830,005 1,643,139
Total debt 252,684 388,432 289,768
Shareholders’ equity 945,306 820,836 680,374

Per share S 10.66 $ 933 S 7.83
Shares outstanding 88,691 87933 86,856
Total debt to total capital 21.1% 32.1% 299%

Return on equity 16.5% 23.9% 13.2%
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Quarterly Price and Dividend Information

Quarter Ended

Fiscal 2005 Low High Close Dividend
August 31st $18.62  $2059 $2035  $0.16
November 30th  $1932  $22.71  $21.51 50.16
February 28th $1893  $2148 52095 5017
May 31st $15.36  $21.01  $1676  $0.I7
Quarter Ended

Fiscal 2006 Low High  Close Dividend
August 31st $15.56  $1811 81810 $0.417
November 30th ~ $18.29  $21.08 §2029 3017
February 28th $1896 52089 51960 $0.17
May 31st $16.85 $2119  $1703  $017

Cash Dividends Declared (er share)

5064 5064

5064

5066

5068

2002 2003

2004

2005

* Worthington had a 4 percent dividend
yield on May 31, 2006.

2006

Shareholder Information

Shareholder Inquiries

Questions regarding dividend checks, dividend reinvestment, lost certificates,
change of address or consolidation of accounts should be directed to the
company's transfer agent and registrar:

National City Bank, Department 5352
Corporate Trust Operations

PO Box 92301

Cleveland, Ohio 44193-0900

Phone: 800-622-6757

Fax: 216-257-8508

Share Trading

The company’'s common shares trade on the New York Stock Exchange under
the symbol “WOR" and are listed in most newspapers as “Worthgtnind.”

Internet Address

Visit us on the Internet for the latest news at: wwwWorthingtonindustries.com.
Access your shareholder accounts via the Internet at: www.ncstockaccess.com.

Dividend Reinvestment Plan

Worthington's registered shareholders may join the company's dividend
reinvestment plan. The plan is a convenient method for shareholders

to increase their investment in the company without paying brokerage
commissions or service charges. A prospectus describing the plan and an
authorization card may be obtained by calling National City Bank Corporate
Trust Operations at 800-622-6757.

CEO Certification to NYSE

On October 13, 2005, John P. McConnell, Chairman of the Board and
Chief Executive Officer, submitted his annual certification to the New
York Stock Exchange (NYSE), stating that he was not aware of any
violation by Worthington Industries, Inc. of NYSE's corporate
governance listing standards, as required by Section 303A.12(a)

of the NYSE Listed Company Manual.

Section 302 Certifications

Worthington Industries, Inc. has filed the certifications of John P. McConnell,
its Chairman of the Board and Chief Executive Officer, and John S. Christie,
its President and Chief Financial Officer, required by Section 302 of the
Sarbanes-Oxley Act of 2002 and Rule 13a-14(a) under the Securities
Exchange Act of 1934, as Exhibits 31.1 and 31.2, respectively, to its

Annual Report on Form 10-K for the fiscal year ended May 31, 2006.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
(Mark One)
[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
For the fiscal year ended May 31, 2006
OR
[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
For the transition period from to

Commission File Number 1-8399

WORTHINGTON INDUSTRIES, INC.
(Exact name of Registrant as specified in its charter)

Ohio 31-1189815
(State or other jurisdiction of incorporation or organization) (LR.S. Employer Identification No.)
200 Old Wilson Bridge Road, Columbus, Ohio 43085
(Address of principal executive offices) (Zip Code)
Registrant’s telephone number, including area code (614) 438-3210
Securities registered pursuant to Section 12(b) of the Act:
Title of each class Name of each exchange on which registered
Common Shares, Without Par Value New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the Registrant is a well-known seasoned issuer, as defined in Rule 4035 of the Securities

Act. YES [X] NO []
Indicate by check mark if the Registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. YES [] NO [X]

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

YES [X] NO []

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of Registrant's knowledge, in definitive proxy or information statements
incorporated by reference in Part 111 of this Form 10-K or any amendment to this Form 10-K. O

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer [X] Accelerated filer ] . Non-accelerated filer [_]

Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
YES [] NO X

The aggregate market value of the Common Shares (the only common equity) of the Registrant held by non-
affiliates of the Registrant, based on the closing price on the New York Stock Exchange on November 30, 2005 was
approximately $1,757,447,872.

The number of Registrant’s Common Shares issued and outstanding as of August 1, 2006, was 88,807,354.

DOCUMENT INCORPORATED BY REFERENCE

Selected portions of the Registrant’s Proxy Statement to be furnished to shareholders of the Registrant in connection
with the Annual Meeting of Shareholders to be held on September 27, 2006, are incorporated by reference into Part
IIT of this Form 10-K to the extent provided herein.
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SAFE HARBOR STATEMENT

Selected statements contained in this Annual Report on Form 10-K, including, without limitation, in “PART

I — Item I. — Business”' and “PART II — Item 7. — Management’s Discussion and Analysis of Financial Condition
and Results of Operations,” constitute “forward-looking statements” as that term is used in the Private Securities
Litigation Reform Act of 1995 (the “Act”). These forward-looking statements include, without limitation, statements
relating to:

future or expected performance, sales, operating results and earnings per share,
projected capacity and working capital needs,

pricing trends for raw materials and finished goods;

anticipated capital expenditures and asset sales;

projected timing, results, costs, charges and expenditures related to acquisitions or to facility dispositions,
shutdowns and consolidations; i

new products and markets;

expectations for customer inventories, jobs and orders;

expectations for the economy and markets;

expected benefits from new initiatives, such as the Enterprise Resource Planning System,
effects of judicial rulings, and ’
other non-historical matters.

Because they are based on beliefs, estimates and assumptions, forward-looking statements are inherently

subject to risks and uncertainties that could cause actual results to differ materially from those projected. Any
number of factors could affect actual results, including, without limitation:

product demand and pricing;

changes in product mix and market acceptance of our products,

Sluctuations in pricing, quality or availability of raw materials (particularly steel), supplies, transportation,
utilities and other items required by operations;

effects of facility closures and the consolidation of operations;

the effect of consolidation within the steel and related industries;

Jailure to maintain appropriate levels of inventories,;

the ability to realize cost savings and operational efficiencies on a timely basis;

the overall success of or our ability to integrate and achieve synergies from newly-acquired businesses;
capacity levels and efficiencies within facilities and within the industry as a whole,

financial difficulties (including bankruptcy filings) of customers, suppliers, joint venture partners and
others with whom we do business,

the effect of national, regional and worldwide economic conditions generally and within major product
markets, including a prolonged or substantial economic downturn;

the effect of disruptions in the business of suppliers, customers, facilities and shipping operations due to
adverse weather, casualty events, equipment breakdown, acts of war or terrorist activities or other causes;
changes in customer inventories, spending patterns, product choices, and supplier choices,

risks associated with doing business internationally, including economic, political and social instability,
and foreign currency exposures,

the ability to improve and maintain processes, business practices and technologies to keep pace with the
economic, competitive and technological environment;

Adverse claims experience with respect to worker’s compensation, products recall or liability, casualty
events or other matters;

deviation of actual results from estimates and/or assumptions used in the application of significant
accounting policies;

the impact of judicial rulings and governmental regulations, both in the United States and abroad; and
other risks described from time to time in our filings with the United States Securities and Exchange
Commission, including those described in “PART I — Item 1A. — Risk Factors” of this Annual Report on
Form 10-K.

Any forward-looking statements in this Annual Report on Form 10-K are based on current information as

of the date of this Form 10-K, and we assume no obligation to correct or update any such statements in the future,
except as required by applicable law.

il



PARTI

Item 1. — Business

General Overview

Worthington Industries, Inc., an Ohio corporation (individually, the “Registrant” or “Worthington
Industries™ or, together with its subsidiaries, “Worthington™), is primarily a diversified metal processing company,
focused on value-added steel processing and manufactured metal products, such as metal framing, pressure
cylinders, automotive past-model service stampings and, through joint ventures, metal ceiling grid systems and
laser-welded blanks.

Worthington was founded in 1955 and as of August 1, 2006, operates 46 manufacturing facilities
worldwide and holds equity positions in seven joint ventures, which operate an additional 15 manufacturing
facilities worldwide.

Worthington is headquartered at 200 Old Wilson Bridge Road, Columbus, Ohio 43085, telephone (614)
438-3210. The common shares of Worthington Industries are traded on the New York Stock Exchange under the
symbol WOR.

Worthington made changes during the second quarter of the fiscal year ended May 31, 2006 (“fiscal 2006™)
to the internal organizational and reporting structure, affecting the composition of its business segments. The
Automotive Body Panels reporting segment, consisting of The Gerstenslager Company, which was previously
combined with Steel Processing in the Processed Steel Products reportable segment, was moved to the “Other”
category and the Processed Steel Products reportable segment was renamed Steel Processing. Dietrich Construction
Group was formed and includes Dietrich Building Systems, which was previously included in the Metal Framing
reportable segment, Dietrich Residential Construction, and a research and development project in China. Dietrich
Construction Group is now included in the Construction Services reporting segment, and is reported in the “Other”
category. All segment financial information for the prior periods has been reclassified to reflect these changes.

Operations are currently reported in three principal reportable segments: Steel Processing, Metal Framing
and Pressure Cylinders. All financial information included in this Annual Report on Form 10-K for periods prior to
the second quarter of fiscal 2006 has been reclassified to reflect the segment changes discussed in the immediately
preceding paragraph. The Steel Processing segment consists of the Worthington Steel business unit (“Worthington
Steel”). The Metal Framing segment consists of the Dietrich Metal Framing business unit (“Dietrich™). The
Pressure Cylinders segment consists of the Worthington Cylinder business unit (“Worthington Cylinders”). The
“Other” category includes the Automotive Body Panels, Construction Services and Steel Packaging operating
segments and also includes income and expense items not allocated to the reportable segments.

Worthington holds equity positions in seven joint ventures, further discussed below under the subheading
“Joint Ventures.” One joint venture is consolidated while the remaining six joint ventures are unconsolidated.

During fiscal 2006, the Steel Processing, Metal Framing and Pressure Cylinders segments served
approximately 1,050, 2,075 and 2,325 customers, respectively, located primarily in the United States. Foreign sales
account for less than 10% of consolidated net sales and are comprised primarily of sales to customers in Canada and

Europe. No single customer accounts for over 5% of consolidated net sales.

Worthington Industries maintains an Internet web site at www.worthingtonindustries.com. This uniform
resource locator, or URL, is an inactive textual reference only and is not intended to incorporate Worthington
Industries’ web site into this Annual Report on Form 10-K. Annual reports on Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K and amendments to those reports, filed or furnished pursuant to Section
13(a) or 15(d) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), are available free of
charge, on or through the web site, as soon as reasonably practicable after such material is electronically filed with,
or furnished to, the Securities and Exchange Commission (the “SEC™).




Recent Developments

On June 13, 2005, Worthington Industries announced that its board of directors had authorized the
repurchase of up to 10.0 million of the outstanding common shares of Worthington Industries. The purchases may
be made from time to time, on the open market or in private transactions, with consideration given to the market
price of the common shares, the nature of other investment opportunities, cash flows from operations and general
economic conditions. No repurchases of common shares pursuant to this authorization occurred during fiscal 2006.

On September 27, 2005, Dietrich entered into a joint development agreement with NOVA Chemicals
Corporation to evaluate and commercialize novel construction products that combine the structural benefits of light-
gauge steel framing with the thermal and moisture retardant properties of expandable polystyrene. On July 20,
2006, Worthington announced that Dietrich had formed a 50:50 joint venture with NOVA Chemicals Corporation
that is intended to develop and manufacture durable, energy-saving composite construction products and systems.
The joint venture’s current focus is on developing cost-effective insulated metal framing panels intended to remove
significant obstacles to using steel framing products for exterior walls in areas where interior/exterior temperature
variations may cause condensation.

On September 29, 2005, Worthington Industries amended and restated its $435,000,000 long-term
unsecured revolving credit facility. The amended and restated facility provides for an extension of the revolving
credit commitments to September 2010; replaces the leverage ratio (debt-to-EBITDA) financial covenant with an
interest coverage ratio (EBITDA-to-interest expense) financial covenant; and reduces the facility fees payable.
Borrowings under the amended and restated facility may be used to fund general corporate purposes including
working capital, capital expenditures, acquisitions and dividends. The facility was unused at May 31, 2006.

On October 17, 2005, Worthington acquired the remaining 50% interest in Dietrich Residential
Construction, LLC from its partner, Pacific Steel Construction, for $3,773,000 cash and debt assumption of
$4,153,000. This acquisition provides panelizing capabilities and further opens the door to United States military
housing and residential housing markets.

In November 2005, Dietrich launched the “UltraSTEEL™” drywall metal framing line in Florida. As of
May 31, 2006, the “UltraSTEEL™” product line had been introduced into markets in the Southeast and Northeast
and machinery conversions were underway to make “UltraSTEEL™” products in the Midwest and Southwest. A
license from Hadley Industries PLC (“Hadley”) grants Dietrich the exclusive rights to manufacture and sell metal
framing using Hadley’s patented “UltraSTEEL™ technology in North America. In February 2006, Dietrich
entered into an exclusive sublicensing arrangement with Clark-Western, which will become the only other producer
of “UltraSTEEL™” metal framing products for the North American market.

On November 30, 2005, Worthington acquired the remaining 40% interest in Dietrich Metal Framing
Canada, Inc. from the minority shareholder, Encore Coils Holdings Ltd., for $3,003,000 cash.

On April 25, 2006, Worthington Steel sold its 50% equity interest in Acerex, S.A. de C.V., a joint venture
operating a steel processing facility in Monterrey, Mexico, to its partner Ternium, S.A. for $44,604,000 cash.

Steel Processing

The Steel Processing reportable segment consists of the Worthington Steel business unit. For fiscal 2006,
the fiscal year ended May 31, 2005 (“fiscal 2005), and the fiscal year ended May 31, 2004 (“fiscal 2004”), the
percentage of consolidated net sales generated by the Steel Processing segment was 51.3%, 58.8%, and 53.2%,
respectively.

Worthington Steel is one of America’s largest independent intermediate processors of flat-rolled steel. It
occupies a niche in the steel industry by focusing on products requiring exact specifications. These products
typically cannot be supplied as efficiently by steel mills or steel end-users.

The Steel Processing segment owns and operates eight manufacturing facilities, one each located in
Alabama, Indiana, Kentucky, Maryland and Michigan, and three located in Ohio. The consolidated joint venture,
Spartan Steel Coating, LLC (**Spartan”), owns and operates a manufacturing facility in Michigan.



Worthington Steel serves approximately 1,050 customers from these facilities, principally in the
automotive, construction, lawn and garden, hardware, furniture, office equipment, electrical control, leisure and
recreation, appliance, farm implements, HVAC, container, and aerospace markets. No single customer represented
greater than 8% of net sales for the Steel Processing segment during fiscal 2006.

Worthington Steel buys coils of steel from major integrated steel mills and mini-mills and processes them
to the precise type, thickness, length, width, shape, temper and surface quality required by customer specifications.
Computer-aided processing capabilities include, among others:

o pickling, a chemical process using an acidic solution to remove surface oxide which develops on hot-
rolled steel,

o slitting, which cuts steel to specific widths;
e cold reduction, which achieves close tolerances of thickness and temper by rolling;
¢ hot-dipped galvanizing, which coats steel with zinc and zinc alloys through a hot-dipped process;

¢ hydrogen annealing, a thermal process that changes the hardness and certain metallurgical
characteristics of steel;

¢ cutting-to-length, which cuts flattened steel to exact lengths;

¢ tension leveling, a method of applying pressure to achieve precise flatness tolerances for steel;
o edging, which conditions the edges of the steel by imparting round, smooth or knurled edges;
¢ non-metallic coatings including dry lube, acrylic and paint; and

¢ configured blanking, which stamps steel into specific shapes.

Worthington Steel also toll processes steel for steel mills, large end-users, service centers, and other
processors. Toll processing is different from typical steel processing because the mill, end-user, or other party
retains title to the steel and has the responsibility for selling the end product. Toll processing enhances Worthington
Steel’s participation in the market for wide sheet steel and large standard orders, which is a market generally served
by steel mills rather than by intermediate steel processors.

The steel processing industry is fragmented and highly competitive. There are many competitors, including
other independent intermediate processors. Competition is primarily on the basis of product quality, ability to meet
delivery requirements, and price. Technical service and support for material testing and customer-specific
applications enhance the quality of products (See “Item 1. — Business — Technical Services™). However, the extent
to which technical service capability has improved Worthington Steel’s competitive position has not been
quantified. Worthington Steel’s ability to meet tight delivery schedules is, in part, based on the proximity of
facilities to customers, suppliers, and one another. The extent to which plant location has impacted Worthington
Steel’s competitive position has not been quantified. Processed steel products are priced competitively, primarily
based on market factors, including, among other things, the cost and availability of raw materials, transportation and
shipping costs, and overall economic conditions in the United States and abroad.

Metal Framing

The Metal Framing reportable segment, consisting of the Dietrich Metal Framing business unit, designs and
produces metal framing components and systems and related accessories for the commercial and residential
construction markets within the United States and Canada. For fiscal 2006, fiscal 2005, and fiscal 2004, the
percentage of consolidated net sales generated by the Metal Framing segment was 27.5%, 27.4%, and 27.4%,
respectively.

Metal Framing products include steel studs and track, floor and wall system components, roof trusses and
other building product accessories, such as metal corner bead, lath, lath accessories, clips, fasteners and vinyl beads
and trim.




In November 2005, Dietrich successfully launched its “UltraSTEEL™” drywall metal framing product line
in Florida. The “UltraSTEEL™” product line is being readily accepted by architects, engineers and material
specifiers for its performance capabilities and by contractors for its ease of use. As of May 31, 2006,
“UltraSTEEL™" had also been introduced into additional markets in the Southeast and Northeast and machinery
conversions were underway to make “UltraSTEEL™” products in the Midwest and Southwest for sales in those
markets. In February 2006, Dietrich entered into an exclusive sublicensing agreement with Clark-Western, which
will become the only other producer of “UltraSTEEL™" metal framing products for the North American market.

The Metal Framing segment has 23 operating facilities located throughout the United States: one each in
Colorado, Georgia, Hawaii, lllinois, Kansas, Maryland, Massachusetts, New Jersey, South Carolina and
Washington; two each in Arizona, California, Indiana, Ohio and Texas; and three in Florida. This segment also has
three operating facilities in Canada: one each in British Columbia, Ontario and Quebec.

Dietrich is the largest metal framing manufacturer in the United States, supplying between 40% and 45% of
the metal framing products and accessories sold in the United States. Dietrich is the second largest metal framing
manufacturer in Canada with a market share of between 15% and 20%. Dietrich serves approximately 2,075
customers, primarily consisting of wholesale distributors, commercial and residential building contractors, and mass
merchandisers. During fiscal 2006, Dietrich’s two largest customers represented approximately 15% and 12%,
respectively, of the net sales for the segment, while no other customer represented more than 5% of net sales for the
segment.

The light-gauge metal framing industry is very competitive. Dietrich competes with seven large regional or
national competitors and numerous small, more localized competitors, primarily on the basis of quality, service and
price. As is the case in the Steel Processing segment, the proximity of facilities to customers and their project sites
provides a service advantage and impacts freight and shipping costs. The products sold are transported by both
common and dedicated carriers. The extent to which facility location has impacted Dietrich’s competitive position
has not been quantified.

Dietrich uses numerous trademarks and patents in its business. Dietrich licenses from Hadley the
“UltraSTEEL™” trademark and the United States and Canadian patents to manufacture “UltraSTEEL™” metal
framing and accessory products. The “Spazzer®” trademark is used in connection with wall component products
that are the subject of four United States patents, one foreign patent, one pending United States patent application,
and several pending foreign patent applications. The trademark “TradeReady®” is used in connection with floor-
system products that are the subject of four United States patents, seventeen foreign patents, one pending United
States patent application, and five pending foreign patent applications. The “Clinch-On®” trademark is used east of
the Rockies in connection with corner bead and metal trim products for gypsum wallboard. Dietrich licenses the
“SLP-TRK®” trademark as well as the patent to manufacture “SLP-TRK®” slotted track in the United States from
Brady Construction Innovations, Inc. Aegis Metal Framing, LLC, an unconsolidated joint venture, uses the *“Ultra-
Span®” registered trademark in connection with certain patents for proprietary roof trusses. Dietrich intends to
continue to use and renew these registered trademarks. Dietrich also has a number of other patents and trade names
relating to spectalized products.

Pressure Cylinders

The Pressure Cylinders segment consists of the Worthington Cylinders business unit. For fiscal 2006,
fiscal 2005, and fiscal 2004, the percentage of consolidated net sales generated by Worthington Cylinders was
15.9%, 13.3%, and 13.8%, respectively.

Worthington Cylinders operates eight manufacturing facilities: three in Ohio, one in Wisconsin, and one
each in Austria, Canada, the Czech Republic, and Portugal.

The Pressure Cylinders segment produces a diversified line of pressure cylinders, including low-pressure
liquefied petroleum gas ("LPG") and refrigerant gas cylinders and high-pressure and industrial/specialty gas
cylinders. LPG cylinders are sold to manufacturers, distributors and mass merchandisers and are used for gas
barbecue grills, recreational vehicle equipment, residential heating systems, industrial forklifts, propane-fueled
camping equipment, hand torches, and commercial/residential cooking (the latter, generally outside North America).



Refrigerant gas cylinders are sold primarily to major refrigerant gas producers and distributors and are used to hold
refrigerant gases for commercial and residential air conditioning and refrigeration systems and for automotive air
conditioning systems. High-pressure industrial/specialty gas cylinders are sold primarily to gas producers and
distributors as containers for gases used in: cutting and welding metals; breathing (medical, diving and firefighting);
semiconductor production; beverage delivery; and compressed natural gas systems. Worthington Cylinders also
produces recovery tanks for refrigerant gases, air reservoirs for truck and trailer original equipment manufacturers,
and “Balloon Time®” helium kits which include non-refillable cylinders. While a large percentage of cylinder sales
are made to major accounts, Worthington Cylinders has approximately 2,325 customers. During fiscal 2006, no
single customer represented more than 9% of net sales for the segment.

Worthington Cylinders produces low-pressure steel cylinders with refrigerant capacities of 15 to 1,000 lbs.
and steel and aluminum cylinders with LPG capacities of 14.1 oz. to 420 Ibs. Low-pressure cylinders are produced
by precision stamping, drawing, welding and/or brazing component parts to customer specifications. They are then
tested, painted and packaged, as required. High-pressure steel cylinders are manufactured by several processes,
including deep drawing, tube spinning and billet piercing. In the United States and Canada, high-pressure and low-
pressure cylinders are primarily manufactured in accordance with U.S. Department of Transportation and Transport
Canada specifications. Outside the United States and Canada, cylinders are manufactured according to European
norm specifications, as well as various other international standards.

In the United States and Canada, Worthington Cylinders has one principal domestic competitor in the low-
pressure non-refillable refrigerant market, one principal domestic competitor in the low-pressure LPG cylinder
market, and two principal domestic competitors in the high-pressure cylinder market. There are also several smaller
foreign competitors in these markets. Worthington Cylinders believes that it has the largest domestic market share
in both low-pressure cylinder markets. In the European high-pressure cylinder market, there are several
competitors. Worthington Cylinders believes that it is a leading producer in both the high-pressure cylinder and
low-pressure non-refillable cylinder markets in Europe. As with Worthington’s other segments, competition is on
the basis of service, price and quality.

The Pressure Cylinders segment uses the trade name “Worthington Cylinders” to conduct business and the
registered trademark “Balloon Time®” to market low-pressure helium balloon kits and intends to continue to use
and renew this registered trademark. This intellectual property is important to the Pressure Cylinders segment but is
not considered material.

Other

The “Other” category consists of reporting segments that do not meet the materiality tests for purposes of
separate disclosure and other corporate related entities. These reporting segments are Automotive Body Panels,
Construction Services and Steel Packaging, which includes the Worthington Steelpac business unit (“Steelpac™).

The Automotive Body Panels reporting segment, consisting of the Gerstenslager business unit, provides
stamping, blanking, assembly, painting, packaging, die management, warehousing, distribution management and
other services to customers, primarily in the automotive industry. Gerstenslager is a major supplier to the
automotive past-model market and manages more than 3,000 finished good part numbers and more than 11,000
stamping dies/fixture sets for the past- and current-model year automotive and truck manufacturers, both domestic
and transplant.

The Construction Services reporting segment consists of Dietrich Building Systems, which designs and
builds mid-rise light-gauge steel framed commercial structures and multi-family housing units; Dietrich Residential
Construction, which is involved in the supply and construction of metal framing products for, and in the framing of,
single family housing, with a focus on military; and a mid-rise light-gauge steel framed construction project in
China entered into primarily for research and development purposes.

Steel Packaging consists of Steelpac, which is an ISO-9001: 2000 certified manufacturer of engineered,
recyclable steel shipping solutions, designs and manufactures reusable custom crates, racks, and pallets made of
steel for supporting, protecting and handling products throughout the shipping process for industries such as
automotive, lawn and garden and recreational vehicles.




Segment Financial Data

Financial information for the reportable segments is provided in “Item 8. — Financial Statements and
Supplementary Data — Notes to Consolidated Financial Statements — Note H — Industry Segment Data.”

Financial Information About Geographic Areas

Foreign operations and exports represent less than 10% of production and consolidated net sales. Summary
information about our foreign operations is set forth in “Item 8. —~ Financial Statements and Supplementary Data —
Notes to Consolidated Financial Statements — Note A — Summary of Significant Accounting Policies — Risks and
Uncertainties.” For fiscal 2006 and fiscal 2005, Worthington had operations in North America and Europe, while
prior years included operations in South America. Net sales by geographic region are provided in “Item 8. —
Financial Statements and Supplementary Data — Notes to Consolidated Financial Statements — Note H — Industry
Segment Data.”

Suppliers

In fiscal 2006, Worthington purchased approximately four million tons of steel on a consolidated basis.
Steel is purchased in large quantities at regular intervals from major primary producers, both domestic and foreign.
In the Steel Processing segment, steel is primarily purchased and processed based on specific customer orders. The
Metal Framing and Pressure Cylinders segments purchase steel to meet production schedules. Raw materials are
generally purchased in the open market on a negotiated spot-market basis at prevailing market prices. Supply
contracts are also entered into, some of which have fixed pricing. During fiscal 2006, major suppliers of steel were,
in alphabetical order: Gallatin Steel Company; Mittal Steel; North Star BlueScope Steel LLC; Nucor Corporation;
SeverStal North America, US Steel Corporation; and WCI Steel, Inc. Alcoa, Inc. was the primary aluminum
supplier for the Pressure Cylinders segment in fiscal 2006. Worthington believes its supplier relationships are good.

Technical Services

Worthington employs a staff of engineers and other technical personnel and maintains fully-equipped
modern laboratories to support operations. These facilities enable verification, analysis and documentation of the
physical, chemical, metallurgical, and mechanical properties of raw materials and products. Technical service
personnel also work in conjunction with the sales force to determine the types of flat-rolled steel required for
customer needs. Additionally, technical service personnel design and engineer metal framing structures and provide
sealed shop drawings to the building construction markets. To provide these services, Worthington maintains a
continuing program of developmental engineering with respect to product characteristics and performance under
varying conditions. Laboratory facilities also perform metallurgical and chemical testing as dictated by the
regulations of the U.S. Department of Transportation, Transport Canada, and other associated agencies, along with
International Organization for Standardization (ISO) and customer requirements. All design work complies with
current local and national building code requirements. IAS (International Accreditations Service, Incorporated)
accredited product-testing laboratory supports these design efforts.

Seasonality

Our financial results are generally lower in the third quarter of our fiscal year, primarily due to reduced
activity in the building and construction industry as a result of the weather, as well as customer plant shutdowns in
the automotive industry due to holidays.

Employees

As of May 31, 2006, Worthington employed approximately 8,200 employees in its operations, excluding
the unconsolidated joint ventures, approximately 11% of whom were covered by collective bargaining agreements,
including those at the Hammond facility as discussed below. Worthington believes it has good relationships with its
employees in general, including those covered by collective bargaining agreements. However, the union employees
at the Dietrich facility in Hammond, Indiana have been on strike since May 5, 2006, as the parties have not reached



agreement on a new contract covering the facility. The Hammond facility has continued to operate during this time
period at approximately 90% of pre-strike production levels.

Joint Ventures

As part of a strategy to selectively develop new products, markets, and technological capabilities and to
expand an international presence, while mitigating the risks and costs associated with those activities, Worthington
participates in one consolidated and six unconsolidated joint ventures.

Consolidated
¢ Spartan Stee! Coating, LLC, (“Spartan™) a 52%-owned consolidated joint venture with Severstal North
America, Inc., operates a cold-rolled, hot-dipped galvanizing facility in Monroe, Michigan.

Unconsolidated

e Aegis Metal Framing, LLC, a 60%-owned joint venture with MiTek Industries, Inc., headquartered in
Chesterfield, Missouri, offers design, estimating and management software, a full line of metal framing
products, and integrated professional engineering services to light-gauge metal component manufacturers
and contractors.

e Dietrich/NOVA, LLC, a 50%-owned joint venture with NOVA Chemicals Corporation, evaluates,
develops, tests, manufactures, sells and otherwise commercializes construction products which combine or
use in combination light-gauge steel framing products and styrenic and copolymer resin products.

e TWB Company, LLC ("TWB"), a 50%-owned joint venture with ThyssenKrupp Steel North America, Inc.,
produces laser-welded blanks for use in the automotive industry for products such as inner-door panels.
TWB operates facilities in Monroe, Michigan; Columbus, Indiana; and Saltillo and Hermosillo, Mexico.

e Viking & Worthington Steel Enterprise, LLC, a 49%-owned joint venture with Bainbridge Steel, LLC, an
affiliate of Viking Industries, LLC, operates a steel processing facility in Valley City, Ohio, and is a
qualified minority business enterprise.

e  Worthington Armstrong Venture ("WAVE"), a 50%-owned joint venture with Armstrong World Industries,
Inc., is one of the three leading global manufacturers of suspended ceiling grid systems for concealed and
lay-in panel! ceilings. WAVE operates facilities in Aberdeen, Maryland; Benton Harbor, Michigan; North
Las Vegas, Nevada; Shanghai, China; Team Valley, United Kingdom; Valenciennes, France; and Madrid,
Spain.

e Worthington Specialty Processing, a 50%-owned joint venture with U.S. Steel Corporation (“U.S. Steel”)
in Jackson, Michigan, operates primarily as a toll processor for U.S. Steel.

See “Item 8. — Financial Statements and Supplementary Data — Notes to Consolidated Financial Statements
— Note J — Investments in Unconsolidated Affiliates” for further information about Worthington’s participation in
unconsolidated joint ventures.

Environmental Regulation

Worthington’s manufacturing facilities, generally in common with those of similar industries making
similar products, are subject to many federal, state and local requirements relating to the protection of the
environment. Worthington continually examines ways to reduce emissions and waste and to decrease costs related
to environmental compliance. The cost of compliance or capital expenditures for environmental control facilities
required to meet environmental requirements are not anticipated to be material when compared with overall costs
and capital expenditures and, accordingly, are not anticipated to have a material effect on our financial position,
results of operations or cash flows, or the competitive position of the Company.




Item 1A. — Risk Factors

Future results and the market price for Worthington Industries’ common shares are subject to numerous
risks, many of which are driven by factors that cannot be controlled or predicted. The following discussion, as well
as other sections of this Annual Report on Form 10-K, including “ltem 7. — Management's Discussion and Analysis
of Financial Condition and Results of Operations,” describe certain business risks. Consideration should be given to
the risk factors described below as well as those in the Safe Harbor Statement at the beginning of this Form 10-K, in
conjunction with reviewing the forward-looking statements and other information contained in this Form 10-K.

Raw Material Prices

Our future operating results may be affected by fluctuations in raw material prices. Our principal raw
material is flat-rolled steel, which we purchase from multiple primary steel producers. The steel industry as a whole
is very cyclical, and at times availability and pricing can be volatile due to a number of factors beyond our control.
These factors include general economic conditions, domestic and worldwide demand, curtailed production at major
mills due to factors such as equipment breakdowns, repairs or catastrophic events, labor costs or problems,
competition, import duties, tariffs, energy costs, availability and cost of steel inputs (e.g. ore, scrap, coke, energy,
etc.), currency exchange rates and those other factors described under “Raw Material Availability.” This volatility
can significantly affect our steel costs. In an environment of increasing prices for steel and other raw materials,
competitive conditions may impact how much of the price increases we can pass on to our customers and to the
extent we are unable to pass on future price increases in our raw materials to our customers, our financial results
could be adversely affected. Also, if steel prices in general decrease, competitive conditions may impact how
quickly we must reduce our prices to our customers and we could be forced to use higher-priced raw materials to
complete orders for which the sales prices have decreased.

Raw Material Availability

The costs of manufacturing our products and the ability to supply our customers could be negatively
impacted if we experience interruptions in deliveries of needed raw materials or supplies. If for any reason our
supply of flat-rolled steel or other key raw materials, such as aluminum and zine, is curtailed or we are otherwise
unable to obtain the quantities we need at competitive prices, our business could suffer and our financial results
could be adversely affected. Such interruptions might result from a number of factors including events such as a
shortage of capacity in the supplier base or of the raw materials, energy or the inputs needed to make steel or other
supplies, financial difficulties of suppliers, significant events affecting their facilities, significant weather events,
those factors listed under “Raw Material Prices” or other factors beyond our control. Further, the number of
suppliers has decreased in recent years due to industry consolidation and the financial difficulties of certain
suppliers, and consolidation may continue. Accordingly, if delivery from a major supplier is disrupted, it may be
more difficult to obtain an alternative supply than in the past.

Inventories

Our business could be harmed if we fail to maintain proper inventory levels. We are required to maintain
substantial inventories to accommodate the needs of our customers, including in many cases, short lead times and
just-in-time delivery requirements. Although we typically have customer orders in hand prior to placement of our
raw material orders for Steel Processing, we anticipate and forecast customer demand for all business segments. We
purchase raw materials on a regular basis in an effort to maintain our inventory at levels that we believe are
sufficient to satisfy the anticipated needs of our customers based upon orders, customers volume expectations,
historic buying practices and market conditions. Inventory levels in excess of customer demand may result in the
use of higher-priced inventory to fill orders reflecting lower sales prices, if steel prices have significantly decreased.
These events could adversely affect our financial results. Conversely, if we underestimate demand for our products
or if our suppliers fail to supply quality products in a timely manner, we may experience inventory shortages.
Inventory shortages might result in unfilled orders, negatively impact customer relationships, and result in lost
revenues, any of which could harm our business and adversely affect our financial results.



Economic or Industry Downturns

Downturns or weakness in the economy in general or in key industries, such as commercial construction or
automotive, may adversely affect our customers, which may cause the demand for our products and services to
decline and adversely affect our financial results. Many of our customers are in industries and businesses that are
cyclical in nature and affected by changes in general economic conditions or conditions specific to their respective
markets, such as the commercial construction and automotive industries. Product demand in our customer’s end
markets is based on numerous factors such as interest rates, general economic conditions, consumer confidence, and
other factors beyond our control. Downturns in demand from the commercial construction industry, the automotive
industry or any of the other industries we serve, or a decrease in the margins that we can realize from sales of our
products to customers in any of these industries, could adversely affect our financial results.

Reduced commercial construction activity, especially office building, could negatively impact our financial
results. The commercial construction market is a key end market with approximately 41% of our net sales going to
that market in fiscal 2006. If commercial construction activity in the United States, in general, or by one or more of
our major customers, in particular, were to be reduced significantly, it could negatively affect our sales and financial
results.

Reduced automotive/truck production and the financial difficulties of customers in this market could
negatively impact our financial results. The automotive and truck market remains a key customer group with
approximately 33% of our net sales derived from that market in fiscal 2006. Total domestic automotive production
in fiscal 2006 was at a relatively high level on an historical basis. [f domestic automotive production, in general, or
by one or more of our major domestic customers, in particular, were to be reduced significantly, it could negatively
affect our sales and financial results.

The financial difficulties and internal strategies of customers could adversely affect us. A portion of our
business is highly dependent on automotive manufacturers, many of which have publicly announced plans to reduce
production levels and eliminate excess manufacturing capacity including plans to eliminate jobs and reduce costs.
The financial difficulties of certain customers and the efforts under way by our customers to improve their overall
financial condition could result in numerous changes that are beyond our control, including additional unannounced
customer plant closings, decreased production, changes in product mix or distribution patterns, volume reductions,
labor disruptions, changes or disruptions in our accounts receivable, mandatory reductions or other unfavorable
changes in our pricing, terms or service conditions or market share losses, as well as other changes we may not
accurately anticipate. These events could adversely impact our financial results.

The loss of significant volume from key customers could adversely affect us. In fiscal 2006, our largest
customer accounted for approximately 5% of our gross sales, and our ten largest customers accounted for
approximately 25% of our gross sales. A significant loss of or decrease in business from customers could have an
adverse effect on our sales and financial results if we cannot obtain replacement business. Also, due to
consolidation in the industries we serve, including the commercial construction, automotive and retail industries, our
gross sales may be increasingly sensitive to deterioration in the financial condition of, or other adverse
developments with respect to, one or more of our top customers.

Competition

Our business is highly competitive, and increased competition could negatively impact our financial
results. Generally, the markets in which we conduct business are highly competitive. Competition for most of our
products is primarily on the basis of product quality, ability to meet delivery requirements, and price. Increased
competition could cause us to lose market share, increase expenditures, lower our margins or offer additional
services at a higher cost to us, which could adversely impact our financial results.

Material Substitution

In certain applications, steel competes with other materials, such as aluminum (particularly in the
automobile industry), cement and wood (particularly in the construction industry), composites, glass and plastic.
Prices of all of these materials fluctuate widely and differences between them and steel prices may adversely affect




demand for our products and/or encourage substitution, which could adversely affect prices and demand for steel
products.

Freight and Energy

The availability and cost of freight and energy, such as electricity, natural gas, and diesel fuel, is important
in the manufacture and transport of our products. Qur operating costs increase when energy costs rise. During
periods of increasing freight and energy costs, we might not be able to fully recover our operating cost increases
through price increases without reducing demand for our products. Our financial results could be adversely affected
if we are unable to pass all of the increases on to our customers or if we are unable to obtain the necessary freight
and energy.

Information Systems

We are subject to information system security risks and systems integration issues that could disrupt our
internal operations. We are dependent upon information technology for the distribution of information internally
and also to our customers and suppliers. This information technology is subject to damage or interruption from a
variety of sources, including but not limited to computer viruses, security breaches and defects in design. There also
could be system or network disruptions if new or upgraded business management systems are defective or are not
installed properly. We are currently in the process of implementing a new software-based enterprise resource
planning system (“ERP”). For more information related to the new ERP, see “Part II — Item 9A. — Controls and
Procedures — New ERP System.” Various measures have been implemented to manage our risks related to
information system and network disruptions, but a system failure or failure to implement new systems properly
could negatively impact our operations and financial results.

Business Disruptions

Disruptions to our business or the business of our customers or suppliers, could adversely impact our
operations and financial results. Business disruptions, including increased costs for or interruptions in the supply of
energy or raw materials, resulting from severe weather events such as hurricanes, floods, blizzards, from casualty
events, such as fires or material equipment breakdown, from acts of terrorism, or from other events such as required
maintenance shutdowns, can cause interruptions to our businesses as well as the operations of our customers and
suppliers. Such interruptions can have an adverse effect on our operations and financial results.

Foreign

Economic, political and other visks associated with foreign operations could adversely affect our
international financial results. Although the majority of our business activity takes place in the United States, we
derive a portion of our revenues and earnings from operations in foreign countries, and are subject to risks
associated with doing business internationally. Our sales originating outside the United States represented
approximately 10% of our consolidated net sales in fiscal 2006. We have wholly-owned facilities in Austria,
Canada, the Czech Republic, and Portugal and joint venture facilities in China, France, Mexico, Spain and the
United Kingdom. The risks of doing business in foreign countries include the potential for adverse changes in the
local political climate, in diplomatic relations between foreign countries and the United States or in government
policies, laws or regulations, terrorist activity that may cause social disruption, logistical and communications
challenges, costs of complying with a variety of laws and regulations, difficulty in staffing and managing
geographically diverse operations, deterioration of foreign economic conditions, currency rate fluctuations, foreign
exchange restrictions, differing local business practices and cultural considerations, restrictions on imports and
exports or sources of supply and changes in duties or taxes. We believe that our business activities outside of the
United States involve a higher degree of risk than our domestic activities.

Acquisitions

We may not be able to manage and integrate future acquisitions successfully. Some of our growth has been
through acquisitions. We continue to seek additional businesses to acquire in the future. There are no assurances,
however, that any acquisition opportunities will arise or if they do, that they will be consummated, or that any
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needed additional financing will be available on satisfactory terms when required. In addition, acquisitions involve
risks that the businesses acquired will not perform in accordance with expectations, that business judgments
concerning the value, strengths and weaknesses of businesses acquired will prove incorrect, that the acquired
businesses may not be integrated successfully and that the acquisitions may strain our management resources.

Accounting & Tax Estimates

We are required to make accounting and tax-related estimates and judgments in preparing our
consolidated financial statements. In preparing our consolidated financial statements in accordance with accounting
principles generally accepted in the United States, we make certain estimates and assumptions that affect the
accounting for and recognition of assets, liabilities, revenues and expenses. These estimates and assumptions must
be made because certain information that is used in the preparation of our consolidated financial statements is
dependent on future events, cannot be calculated with a high degree of precision from data available or is not
capable of being readily calculated based on generally accepted methodologies. In some cases, these estimates are
particularly difficult to determine and we must exercise significant judgment. The estimates and the assumptions
having the greatest amount of uncertainty, subjectivity and complexity are related to our accounting for bad debts,
returns and allowances, self-insurance, derivatives, deferred income taxes, and asset impairments. Actual results
could differ materially from the estimates and assumptions that we use, which could have a material adverse effect
on our financial condition and results of operations.

Claims and Insurance

Adverse claims experience, to the extent not covered by insurance, may have an adverse effect on our
financial results. We self-insure a significant portion of our potential liability for workers’ compensation costs,
product liability claims and recall exposure, general liability claims, employee medical claims and casualty risks. In
order to reduce risk and better manage our overall loss exposure, we purchase stop-loss or other insurance from
licensed insurance carriers that covers most claims in excess of the deductible or retained amounts. We maintain an
accrual for the estimated cost to resolve open claims as well as an estimate of the cost of claims that have been
incurred but not reported. The occurrence of a significant claims, losses on recalls, our failure to adequately reserve
for such claims, a significant cost increase to maintain our insurance, or the failure of our insurance provider to
perform, could have an adverse impact on our financial results.

Principal Shareholder

Our principal shaveholder may have the ability to exert significant influence in matters requiring a
shareholder vote and could delay, deter or prevent a change in control of Worthington Industries. Pursuant to our
charter documents, certain matters such as those in which a person would attempt to acquire or take control of the
Company, must be approved by the vote of 75% of Worthington Industries’ outstanding voting power.
Approximately 15.9% of our outstanding common shares may be voted by John H. McConnell, our Founder, As a
result of his voting power, John H. McConnell may have the ability to exert significant influence in these matters
and other proposals which our shareholders vote upon.

Item 1B, — Unresolved Staff Comments

Worthington Industries has no unresolved SEC staff comments.
Item 2. — Properties

General

> The principal corporate offices, as well as the corporate oftices for Worthington Cylinders and Worthington

Steel, are located in a leased office building in Columbus, Ohio. As of May 31, 2006, Worthington owned or leased
a total of approximately 9,200,000 square feet of space for operations, of which approximately 8,800,000 square feet
is devoted to manufacturing, product distribution and sales offices. Major leases contain renewal options for periods
of up to ten years. For information concerning rental obligations, see the discussion of contractual obligations under
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“Item 7. — Management’s Discussion and Analysis of Financial Condition and Results of Operations — Contractual
Cash Obligations and Other Commercial Commitments” as well as “Item 8. — Financial Statements and
Supplementary Data — Notes to Consolidated Financial Statements — Note L — Operating Leases.” Distribution and
office facilities provide adequate space for operations and are well maintained and suitable.

Excluding joint ventures, Worthington operates 46 manufacturing facilities and two warehouses. The
facilities are generally well maintained and in good operating condition, and are believed to be sufficient to meet
current needs.

Steel Processing

The Steel Processing reportable segment operates eight manufacturing facilities, seven of which are owned
and one of which is leased. These facilities are located in Alabama, Indiana, Kentucky, Maryland, Michigan and
Ohio (3). This segment also maintains a warehouse in Columbus, Ohio. In addition, the segment includes Spartan,
a consolidated joint venture which owns and operates a manufacturing facility in Michigan.

Metal Framing

The Metal Framing segment operates 26 manufacturing facilities: 23 in the United States and three in
Canada. In the United States, these facilities are located in Arizona (2), California (2), Colorado, Florida (3),
Georgia, Hawalii, Illinois, Indiana (2), Kansas, Maryland, Massachusetts, New Jersey, Ohio (2), South Carolina,
Texas (2), and Washington. The facilities in Canada are located in British Columbia, Ontario and Quebec. Of these
facilities, 12 are leased and 14 are owned. This segment also leases administrative offices in Pittsburgh and
Blairsville, Pennsylvania.

Pressure Cylinders

The Pressure Cylinders segment operates eight manufacturing facilities. The manufacturing facilities
located in Ohio (3), Austria, Canada, and the Czech Republic are all owned, and the manufacturing facilities located
in Wisconsin and Portugal are leased.

Other

Steelpac operates one leased manufacturing facility located in Pennsylvania. Gerstenslager owns and
operates two manufacturing facilities, both located in Ohio. Construction Services has administrative offices in
Ohio, Tennessee and China.

Joint Ventures

The Spartan consolidated joint venture owns and operates one manufacturing facility in Michigan which is
included in the Steel Processing segment. The unconsolidated joint ventures operate 14 manufacturing facilities,
located in Indiana, Maryland, Michigan (3), Missouri, Nevada and Ohio, domestically, and in China, France,
Mexico (2), Spain, and the United Kingdom, internationally.

Item 3. — Legal Proceedings

Various legal actions, which generally have arisen in the ordinary course of business, are pending against
Worthington. None of this pending litigation, individually or collectively, is expected to have a material adverse
effect on our financial position, results of operation or cash flows.

Item 4. — Submission of Matters to a Vote of Security Holders

None
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Supplemental Item. — Executive Officers of the Registrant. .

The following table lists the names, positions held and ages of the Registrant’s executive officers as of
August 1, 2006: ‘

Present Office

Name Age Position(s) with the Registrant Held Since
John P. McConnell 52 Chairman of the Board and Chief Executive Officer 1996
John S. Christie 56 President and Chief Financial Officer 2004
Dale T. Brinkman 53 Vice President-Administration, General Counsel and . 2000
Secretary
Harry A. Goussetis 52 President, Worthington Cylinder Corporation 2006
Joe W. Harden 56 President, The Worthington Steel Company 2003
Lester V. Hess 51 Treasurer 2006
Edmund L. Ponko, Jr. 48 President, Dietrich Industries, Inc. 2001
Ralph V. Roberts 59 Senior Vice President-Marketing 2001
George P. Stoe 60 Executive Vice President and Chief Operating Officer 2006
Richard G. Welch 48 Controller 2000
Virgil L. Winland 58 Senior Vice President-Manufacturing 2001

John P. McConnell has served as Worthington Industries’ Chief Executive Officer since June 1993, as a
director of Worthington Industries continuously since 1990, and as Chairman of the Board of Worthington
Industries since September 1996. Mr. McConnell also serves as the Chairman of the Executive Committee of
Worthington Industries’ Board of Directors. Mr. McConnell has served in various positions with Worthington
Industries since 1975.

John 8. Christie has served as President and as a director of Worthington Industries continuously since June
1999. He became interim Chief Financial Officer of Worthington Industries in September 2003 and Chief Financial
Officer in January 2004. He also served as Chief Operating Officer of Worthington Industries from June 1999 until
September 2003,

Dale T. Brinkman has served as Worthington Industries’ Vice President-Administration since 1998 and
General Counsel since 1982. He has been Secretary of Worthington Industries since 2000 and served as Assistant
Secretary of Worthington Industries from 1982 to 2000.

Harry A. Goussetis has served as President of Worthington Cylinder Corporation since December 2005.
He served as Vice President Human Resources for Worthington Industries from January 2001 to December 2003,
and held various other positions with Worthington Industries from November 1983 to January 2001.

Joe W. Harden has served as President of The Worthington Steel Company since February 2003. From
February 1999 through February 2003, Mr. Harden served as President of Buckeye Steel Castings Company in
Columbus, Ohio, which filed a voluntary petition under the Federal Bankruptcy Act in December 2002,

Lester V. Hess has served Worthington Industries as Treasurer since February 2006. Prior thereto he
served Worthington Industries as Assistant Treasurer from November 2003 to February 2006; and as Director of
Treasury from August 2002 to November 2003. Prior to August 2002, Mr. Hess served in various accounting and
finance positions with MeadWestvaco Corporation (formerly, The Mead Corporation), a $6 billion global packaging
company, for more than five years.
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Edmund L. Ponko, Jr. has served as President of Dietrich Industries, Inc. since June 2001. Prior thereto,
Mr. Ponko served Dietrich Industries, Inc. as Executive Vice President from 1998 to 2001, as marketing manager
from 1987 to 1998, and as a sales representative from 1981 to 1987.

Ralph V. Roberts has served as Senior Vice President-Marketing of Worthington Industries since January
2001. From June 1998 through January 2001, he served as President of The Worthington Steel Company. Prior to
that time, Mr. Roberts served Worthington Industries since 1973 in various positions, including Vice President-
Corporate Development and President of the WAVE joint venture.

George P. Stoe has served as Executive Vice President and Chief Operating Officer of Worthington
Industries since December 2005 and as President of Worthington Cylinder Corporation from January 2003 to
December 2005. Mr. Stoe served as President of Zinc Corporation of America, the nation’s largest zinc producer,
located in Monaca, Pennsylvania, from November 2000 until May 2002.

Richard G. Welch has served as Controller of Worthington Industries since March 2000. He served as
Assistant Controller of Worthington Industries from September 1999 to March 2000.

Virgil L. Winland has served as Senior Vice President-Manufacturing of Worthington Industries since
January 2001. He has served in various positions with Worthington Industries since 1971, including President of
Worthington Cylinder Corporation from June 1996 through January 2001.

Executive officers serve at the pleasure of the directors of the Registrant. There are no family relationships

among any of the Registrant's executive officers or directors. No arrangements or understandings exist pursuant to
which any individual has been, or is to be, selected as an executive officer of the Registrant.

14



PART II

Item 5. — Market for Registrant's Common Equity, Related Stockholder Matters, and Issuer Purchases of
Equity Securities

The common shares of Worthington Industries, Inc. (“Worthington Industries™) trade on the New York
Stock Exchange (“NYSE”) under the symbol "WOR" and are listed in most newspapers as "Worthgtnlnd." As of
August 1, 2006, Worthington Industries had approximately 8,200 registered shareholders. The following table sets
forth (i) the low and high closing prices and the closing price for Worthington Industries’ common shares for each
quarter of fiscal 2005 and fiscal 2006, and (ii) the cash dividends per share declared on Worthington Industries’
common shares during each quarter of fiscal 2005 and fiscal 2006.

Cash
Market Price Dividends

Low High Closing Declared
Fiscal 2005
Quarter Ended
August 31, 2004 $18.62 $20.59 $20.35 $0.16
November 30, 2004 $19.32 $22.71 $21.51 $0.16
February 28, 2005 $18.93 $21.48 $20.95 $0.17
May 31, 2005 $15.36 $21.01 $16.76 $0.17
Fiscal 2006
Quarter Ended
August 31, 2005 $15.56 $18.11 $18.10 $0.17
November 30, 2005 $18.29 $21.08 $20.29 $0.17
February 28, 2006 $18.96 $20.89 $19.60 $0.17
May 31, 2006 $16.85 $21.19 $17.03 $0.17

Dividends are declared at the discretion of the board of directors. Worthington Industries declared
quarterly dividends of $0.17 per share in fiscal 2006. The board of directors reviews the dividend quarterly and
establishes the dividend rate based upon Worthington Industries’ financial condition, resuits of operations, capital
requirements, current and projected cash flows, business prospects, and other factors which the directors may deem
relevant. While Worthington Industries has paid a dividend every quarter since becoming a public company in
1968, there is no guarantee that this will continue in the future.
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The following table provides information about purchases made by, or on behalf of, Worthington Industries
or any “affiliated purchaser” (as defined in Rule 10b — 18(a) (3) under the Securities Exchange Act of 1934) of
comimon shares of Worthington Industries during each month of the fiscal quarter ended May 31, 2006:

Total Number Maximum Number
of Common (or Approximate
Shares Dollar Value) of
Purchased as Common Shares that
Total Number Average Part of Publicly May Yet Be
of Common Price Paid Announced Purchased Under the
Shares per Common Plans or Plans or Programs
Period Purchased Share Programs 1
March 1-31, 2006 - - - 10,000,000
April 1-30, 2006 - - - 10,000,000
May 1-31, 2006 - - - 10,000,000
Total - - - 10,000,000

On June 13, 2005, Worthington Industries announced that the board of directors had authorized the repurchase of up
to 10,000,000 of its outstanding common shares. The common shares may be purchased from time to time, with
consideration given to the market price of the common shares, the nature of other investment opportunities, cash
flows from operations and general economic conditions. Repurchases may be made on the open market or through
privately negotiated transactions. During the fourth quarter of fiscal 2006, there were no repurchases of common
shares.
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Item 6. - Selected Financial Data
Fiscal Years Ended May 31,

| In thousands, except per share 2006 2005 2004 2003 2002

FINANCIAL RESULTS

}Net sales $ 2,897,179  § 3,078,884 $ 2,379,104 § 2,219,891 $ 1,744,961

iCost of goods sold 2,525,545 2,580,011 2,003,734 1,916,990 1,480,184

‘ Gross margin 371,634 498,873 375,370 302,901 264,777

{Selling, general and administrative

4 expense 214,030 225915 195,785 182,692 165,885

Impairment charges and other - 5,608 69,398 (5,622) 64,575
Operating income 157,604 267,350 110,187 125,831 34,317

‘!Miscellaneous income (expense) (1,524) (7,991) (1,589) (7,240) (3,224)

3Nomecurring losses - - - (5,400) (21,223)

|Gain on sale of Acerex 26,609

Interest expense (26,279) (24,761) (22,198) (24,766) (22,740)

:Equity in net income of unconsolidated

I affiliates 56,339 53,871 41,064 29,973 23,110

i Earnings from continuing operations

} before income taxes 212,749 288,469 127,464 118,398 10,240

ilncome tax expense 66,759 109,057 40,712 43,215 3,738
Earnings from continuing operations 145,990 179,412 86,752 75,183 6,502

[ .
'Discontinued operations, net of taxes - - - - -
‘Extraordinary item, net of taxes - - - - -
Cumulative effect of accounting

change, net of taxes - - - - -

Net earnings § 145990 § 179412 % 86,752  § 75,183  $ 6,502
Earnings per share - diluted:
Continuing operations $ 164 § 203§ 1.00 $ 087 § 0.08

Discontinued operations, net of taxes - - - - -
Extraordinary item, net of taxes - - - - -
Cumulative effect of accounting

change, net of taxes - - - - .

Net earnings per share $ 164§ 203§ 100 3 087 S 0.08
jCominuing operations:

| Depreciation and amortization $ 59,116  § 57874 % 67,302 $ 69,419 § 68,887
: Capital expenditures (including

i acquistions and investments)* 66,904 112,937 30,089 139,673 60,100
‘Cash dividends declared 60,110 57,942 55,312 54,938 54,667
i Per share $ 068 § 0.66 $ 064 §$ 064 § 0.64
%Average shares outstanding - diluted 88,976 88,503 86,950 86,537 85,929
|

FINANCIAL POSITION

‘Current assets $ 996241 § 938,333 § 833,110 $ 506,246 $ 490,340
;Current liabilities 490,786 545,443 475,060 318,171 339,351
| Working capital $§ 505455 § 392,890 $ 358050 $ 188,075 $ 150,989
P\Iet fixed assets $ 546,904 § 552956 $ 555,394 § 743,044 § 766,596
[Total assets 1,900,397 1,830,005 1,643,139 1,478,069 1,457,314
Total debt** 252,684 388,432 289,768 292,028 295,613
Shareholders' equity 945,306 820,836 680,374 636,294 606,256
| Per share $ 1066 $ 933 § 783 § 740 % 7.09
Shares outstanding 88,691 87,933 86,856 85,949 85,512

;
|

The acquisition of the Western Cylinder Assets has been included since September 2004, The disposition of certain Decatur assets has been reflected since August
2‘004. The acquisition of Unimast Incorporated has been included since July 2002, All financial data includes the results of The Gerstenslager Company, which was
acquired in February 1997 through a pooling of interests. The acquisition of Dietrich Industries, Inc. has been included since February 1996.
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Fiscal Years Ended May 31,
2001 2000 1999 1998 1997 1996

$ 1,826,100 $ 1,962,606 $ 1,763,072 $ 1,624,449 $ 1428346 $ 1,126,492

1,581,178 1,629,455 1,468,886 1,371,841 1,221,078 948,505
244,922 333,151 294,186 252,608 207,268 177,987
173,264 163,662 147,990 117,101 96,252 78,852

6,474 - - - . ;
65,184 169,489 146,196 135,507 111,016 99,135
(928) 2,653 5,210 1,396 906 1,013

- (8,553) - - ; .
(33,449) (39,779) (43,126) (25,577) (18,427) (8,687)
25,201 26,832 24,471 19,316 13,959 28,710
56,008 150,642 132,751 130,642 107,454 120,171
20,443 56,491 49,118 48,338 40,844 46,130
35,565 94,151 83,633 82,304 66,610 74,041
- . (20,885) 17,337 26,708 26,932

- - - 18,771 - .

- - (7,836) - . -

$ 35,565 % 94,151 § 54912 & 118412 § 93,318 & 100,973

$ 042 $ 1.06 $ 090 $ 085 § 069 $ 0.76
- - (0.23) 0.18 0.27 0.28
- - - 0.19 . -
- - (0.08) - - -
$ 042 $ 1.06 $ 059 $ 122§ 096 §$ 1.04

§ 70,582 $ 70,997 $ 64,087 § 41,602 % 34,150  $ 26,931

64,943 72,649 132,458 297,516 287,658 275,052
54,762 53,391 52,343 51,271 45,965 40,872
$ 064 3 061 8§ 057 % 053 % 049 8 0.45
85,623 88,598 93,106 96,949 96,841 96,822

$ 449719 § 624229 $§ 624255 $ 642,995 § 594,128 % 505,104
306,619 433,270 427,725 410,031 246,794 167,585

143,100 & 190,959 § 196,530 § 232964 § 347334 § 337,519
836,749 § 862,512 § 871,347 $§ 933,158 8§ 691,027 $ 544,052

1,475,862 1,673,873 1,686,951 1,842,342 1,561,186 1,282,424
324,750 525,072 493,313 501,950 417,883 317,997
649,665 673,354 689,649 780,273 715,518 667,318

$ 7.61 $ 785 § 7.67 $ 807 % 740 % 6.91
85,375 85,755 89,949 96,657 96,711 96,505

*Includes $113,000 of Worthington Industries, Inc. common shares exchanged for shares of The Gerstenslager Company during fiscal year ended May 31, 1997.
**Excludes Debt Exchangeable for Common Stock of Rouge Industries, Inc. of $52,497, §75,745 and $88,494 at May 31, 1999, (998 and 1997, respectively.
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Item 7. - Management’s Discussion and Analysis of Financial Condition and Results of Operations

Selected statements contained in this “ltem 7. — Management’s Discussion and Analysis of Financial
Condition and Results of Operations " constitute “forward-looking statements” as that term is used in the Private
Securities Litigation Reform Act of 1995, Such forward-looking statements are based, in whole or in part, on
management’s beliefs, estimates, assumptions and currently available information. For a more detailed discussion
of what constitutes a forward-looking statement and of some of the factors that could cause actual results to differ
materially from such forward-looking statements, please refer to the “Safe Harbor Statement” in the beginning of
this Annual Report on Form 10-K and “Part I - Item 1A. — Risk Factors” of this Annual Report on Form 10-K.

Overview

3% <

Worthington Industries, Inc., together with its subsidiaries (collectively, “we,” “our,” “Worthington,” or the
“Company”), is a diversified metal processing company that focuses on value-added steel processing and
manufactured metal products. As of May 31, 2006, excluding our joint ventures, we operated 47 manufacturing
facilities worldwide, principally in three reportable business segments: Steel Processing, Metal Framing and
Pressure Cylinders. We also held equity positions in 6 joint ventures, which operated 15 manufacturing facilities
worldwide as of May 31, 2006.

Several changes occurred during fiscal 2006 in our internal organizational and reporting structures. The
Automotive Body Panels operating segment, consisting of The Gerstenslager Company, which was previously
combined with Steel Processing in the Processed Steel Products segment, was moved to the “Other” category, and
the Processed Steel Products segment was renamed Steel Processing. Dietrich Construction Group was formed and
includes Dietrich Building Systems, Inc. (which was previously included in the Metal Framing segment), Dietrich
Residential Construction, LLC (“DRC”), and a research and development project in China. Dietrich Construction
Group is now included in the Construction Services operating segment, which is reported in the “Other” category.
The “Other” category now includes the Automotive Body Panels, Construction Services and Steel Packaging
operating segments and also includes income and expense items not allocated to the reportable segments. All prior
period segment financial information has been restated to reflect the changes mentioned above.

The following discussion and analysis of business strategy, key economic and industry indicators, steel
pricing, and the results of operations and financial condition of Worthington, should be read in conjunction with our
consolidated financial statements included in “Item 8. — Financial Statements and Supplementary Data.”

Business Strategy

Our number one goal is to increase shareholder value. We believe that our business strategy, centered on
our core competency of adding value to flat-rolled steel, provides an excellent platform to deliver that value. Our
focus is to grow shareholder value by effectively managing and growing our Company’s downstream, value-added
capabilities. Each of our reportable business segments—Steel Processing, Metal Framing, Pressure Cylinders—and
our largest joint venture holds a leadership position in its market, which we expect to leverage and grow. We have
the capacity in each of our business segments to handle additional sales growth without significantly increasing
capital investment.

The three primary ways we seek to accomplish our strategic goal are optimizing existing operations;
developing and commercializing new products and applications; and pursuing strategic acquisitions and joint
ventures. Over the last several years, this focus has resulted in investing in growth markets and products,
consolidating facilities and divesting certain non-strategic assets or other assets that were not delivering appropriate
returns. We will continue our efforts to optimize existing operations by improving efficiencies, consolidating
operations when necessary, and reducing the costs and risks of our existing operations.

Although no individual customer provides more than five percent of our consolidated net sales, diversifying
our customer base through new products and new applications for existing products is a priority. We are developing
new products and services in our Steel Processing segment. We are developing and testing innovative building
products and systems to expand the application of metal framing, and we have developed and acquired, and will
continue to develop and acquire, new pressure cylinder products.




We have added products and operations, including joint ventures, which we believe complement our
existing business and strengths. Our strong balance sheet provides the financial flexibility to acquire or invest in
companies that further extend our product lines or penetrate new markets. Because of our success with joint
ventures and alliances, we continue to look for additional opportunities where we can bring together complementary
skill sets, manage our risk and effectively invest our capital. Some of these joint ventures and alliances have served
as entry points into markets not previously served and have resulted in later buyouts of the other joint venture

parties.

During fiscal 2006, we took the following actions:

On September 22, 2005, we announced to the North American market, Dietrich “UltraSTEEL™"
metal framing products using patented technology of Hadley Industries PLC. The licensing
agreement grants us the exclusive rights to manufacture and sell light-gauge steel framing using
the “UltraSTEEL™” technology in North America. Our Metal Framing plants are converting a
significant portion of their manufactured products to “UltraSTEEL™”. On February 27, 2006,
Dietrich Metal Framing announced an exclusive sublicensing agreement with Clark-Western for
the “UltraSTEEL™” products. Having a second manufacturer of these products should help to
make them more readily available in the marketplace and accelerate their adoption as a preferred
product.

On September 27, 2005, Dietrich entered into a joint development agreement with NOVA
Chemicals Corporation to evaluate and commercialize novel construction products that combine
the structural benefits of light-gauge steel framing with the thermal and moisture retardant
properties of expandable polystyrene. The relationship became an 50:50 unconsolidated joint
venture in July 2006. The joint venture’s current focus is on developing cost-effective, insulated
metal framing panels intended to remove significant obstacles to using steel framing products for
exterior walls in areas where interior/exterior temperature variations may cause condensation.

On October 17, 2005, we acquired the remaining 50% interest in Dietrich Residential
Construction, LLC (“DRC”) from our partner, Pacific Steel Construction (“Pacific”) for cash of
$3.8 million and debt assumption of $4.2 million. The acquisition was recorded using the
purchase accounting method, and the results of DRC, which were previously reported as an
unconsolidated joint venture, have been included in the consolidated results of the “Other”
category since the date of acquisition. DRC provides panelizing capabilities and opens the door to
United States military and restdential housing markets.

On November 30, 2005, we acquired the remaining 40% interest in Dietrich Metal Framing
Canada, Inc. (“DMFC”), from the minority shareholder, Encore Coils Holdings Ltd. (“Encore™)
for $3.0 million cash. The joint venture had been formed in November 2004 as a platform to
provide our Metal Framing segment’s light-gauge steel framing, proprietary products, building
systems and services to the Canadian construction market. The acquisition was recorded using the
purchase accounting method, and 100% of the results of DMFC, which had been previously
reduced by the minority interest, have been included in the consolidated results of the Metal
Framing segment since the date of acquisition.

On March 2, 2006, we announced the planned closure of our Metal Framing manufacturing
facility in LaPorte, Indiana. Forty-nine people were employed at this location. Operations ceased
during June 2006. The facility processed small-walled, galvanized steel coils, which have become
increasingly scarce over the past several years. The move to “UltraSTEEL™" further decreased
our need for the processing capabilities of the LaPorte facility.

On April 25, 2006, we sold our 50% equity interest in Acerex, S.A. de C.V. (“Acerex”™), a joint
venture operating a steel processing facility in Monterrey, Mexico, to our partner Ternium, S.A.
(“Ternium™) for $44.6 million cash. This sale resulted in a pre-tax gain of $26.6 million. The
joint venture was formed in 1994 with Hylsa, S.A. de C.V., which was recently acquired by
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Ternium. This ownership change prompted the sale of the joint venture. We remain interested in
the Mexican steel processing market and are exploring opportunities to continue the success that
we have enjoyed there for over a decade.

Key Economic and Industry Indicators

To better understand the markets in which each of our business segments operates and the performance of
those segments, we monitor certain economic and industry data. During the fiscal year ended May 31, 2006 (“fiscal
2006™), Gross Domestic Product continued to expand, up 3.4% over the fiscal year ended May 31, 2005 (“fiscal
2005™).

Commercial construction, the end market for approximately 41% of our net sales, improved in fiscal 2006
as indicated by the U.S. Census Bureau’s Index of Private Construction Spending, which was 8% above fiscal 2005.
According to this same index, our largest construction market sector, office buildings, improved 11%. These
improvements increased demand, which generally leads to rising prices.

The hurricanes that hit the Gulf Coast states during the first' part of fiscal 2006 had no direct impact on our
facilities. However, some Metal Framing customers’ plants, representing approximately 2-3% of Metal Framing’s
business, were shut down temporarily. While we estimate that recovery in the region may take several years, the
rebuilding effort should benefit demand. The hurricanes were also a factor in the increase in zinc, energy and
transportation costs. Excluding the impact of volume, these costs were $17.4 million higher than in fiscal 2005.

The automotive end market, which represents approximately 33% of our net sales, had mixed results. Total
North American vehicle production was 3% higher than last year. However, “Big Three” automotive (collectively,
DaimlerChrysler AG, Ford Motor Co. and General Motors Corp.) production was down 2% compared to last year.
While our tons shipped directly to the Big Three increased 29% over last year, our total automotive volumes
decreased slightly from fiscal 2005. The financial condition of some automotive manufacturers and suppliers has
deteriorated and the debt of several automotive manufacturers and automotive suppliers has been rated below
investment grade. In recent years, certain automotive suppliers have filed voluntary petitions for Chapter 11
bankruptcy protection. We are concerned about the viability of several other automotive suppliers and continue to
monitor their status. ‘

Steel Pricing

During the last several fiscal years, the steel industry experienced unprecedented steel price fluctuations.
Early in the fiscal year ended May 31, 2004 (“fiscal 2004™), the People’s Republic of China (“China”) was a net
importer of steel as its demand for steel exceeded its production capabilities, increasing the demand for steel in the
worldwide market and reducing the availability of foreign steel in the United States of America (“U.S.”). A weaker
U.S. dollar and higher transportation costs made foreign steel more expensive than domestic steel, further reducing
the supply of imports to the U.S. As China increased its production capabilities, it required more steel-making raw
materials, especially coke and scrap steel. This resulted in shortages of these key raw materials, fueling further
increases in steel prices. Finally, the consolidation of the steel industry within the U.S. reduced the availability of
steel. All of these factors combined during this period of time to cause an unprecedented increase in steel prices,
which peaked in September 2004,

Since then, China increased steel production significantly, contributing to global supply and placing
significant downward pressure on steel prices. In addition, excess inventories and lower production from
automotive and other key metalworking sectors reduced demand. As a resuit, benchmark commodity steel prices
began to weaken and continued to decline through the end of our fiscal 2006 first quarter. However, since our fiscal
2006 first quarter, steel prices have increased 23% due to improved overall demand, constrained domestic supply,
and lower levels of available imports. On average, published benchmark commeodity steel prices for our fiscal 2006
were lower by $119 per ton, or 18% from last fiscal year, because of generally weaker demand and greater supply.
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The following graph shows the volatility of steel prices over the last four years:

Hot-Rolled Sheet Steel Prices
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Prices are the quarterly averages of the Purchasing Magazine, CRU and American Metals Markets indexes.

The consolidation of the industry around the globe has set the stage for a more disciplined approach to
production and pricing. Domestically, the concentration of steel production owned by the top three producers has
doubled, along with their market share, to approximately 70%. Globally, consolidation has resulted in a significant
shift in the amount of production capacity owned by the private sector. Prior to 2000, approximately 25% of steel-
producing assets were privately owned versus more than 75% today. Combined with strong regional growth in Asia
and Eastern Europe, industry consolidation has produced an environment which may lead to steel pricing being
much less volatile than was experienced during the preceding 10 years.

Volatile steel prices combined with our first-in first-out (“FIFO”) inventory flow, can have a dramatic
affect on the results of our operations. In a rising steel-price environment, our reported income is often favorably
impacted as lower-priced inventory, acquired during the previous two to three months, flows through cost of goods
sold while our selling prices increase to meet the rising cost of steel. In a decreasing steel-price environment, the
inverse often occurs as higher-priced inventory on hand flows through cost of goods sold and our selling prices
decrease. This results in what we refer to as inventory holding gains or losses. We strive to limit this impact by
controlling inventory levels and monitoring our selling prices.

Results of Operations
Fiscal 2006 Compared to Fiscal 2005

Consolidated Operations

The impact of inventory holding gains and losses continued to be a major factor when comparing our
results against the prior year. Average hot-roll prices were 18% lower during fiscal 2006 versus fiscal 2005.
Operating income for the twelve months ended May 31, 2006, was negatively impacted by an inventory holding loss
estimated at $7.9 million, while operating income for fiscal 2005 contained an estimated inventory holding gain of
$78.5 million.

A majority of our full-time employees receive a significant portion of their compensation through profit
sharing and bonuses, which are tied to the performance of our Company. When earnings are up, so is profit sharing
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and bonus expense, and when earnings are down, so is profit sharing and bonus expense. Because of this
relationship, profit sharing and bonus expense tends to minimize the volatility of earnings.

The following table presents our consolidated operating results for the fiscal years indicated:

2006 2005
% of % % of
In millions, except per share Actual Net Sales _Change Actual Net Sales
Net sales $ 28972 100.0% 6% § 3,0789 100.0%
Cost of goods sold 2,525.6 87.2% 2% 2,580.0 83.8%
Gross margin 371.6 12.8% -26% 498.9 16.2%
Selling, general and administrative expense 214.0 7.4% -5% 2259 7.3%
Impairment charges and other - 5.6 0.2%
Operating income 157.6 5.4% -41% 267.4 8.7%
Other income (expense):
Miscellaneous expense (1.5) (8.0)
Gain on sale of Acerex 26.6 0.9% -
Interest expense (26.3) -0.9% 6% (24.8) -0.8%
Equity in net income of unconsolidated affiliates 56.3 1.9% 4% 53.9 1.7%
Earnings before income taxes 2127 7.3% -26% 288.5 9.4%
Income tax expense 66.7 2.3% -39% 109.1 3.5%
Net earnings $ 146.0 5.0% -19%  $ 179.4 5.8%
Average common shares outstanding - diluted 89.0 88.5
Earnings per share - diluted $ 1.64 -19%  § 2.03

Net earnings decreased $33.4 million, to $146.0 million for fiscal 2006, from $179.4 million for fiscal
2005. Diluted earnings per share decreased $0.39 per share to $1.64 per share from $2.03 per share for the prior
fiscal year. Net sales decreased 6%, or $181.7 million, to $2,897.2 million for fiscal 2006 from $3,078.9 million for
fiscal 2005. The decrease was due to lower selling prices, reflecting the lower steel prices that prevailed during
fiscal 2006 versus fiscal 2005, which reduced net sales by $228.9 million. Higher overall volumes slightly offset the
negative impact of the decline in selling prices. The volume increase was primarily due to increased volumes in the
Metal Framing and Pressure Cylinders segments and in Construction Services, which is included in the Other
category, but the impact of these volume increases was somewhat offset by slightly lower volumes in the Steel
Processing segment, due largely to the sale of the cold mill in Decatur, Alabama, in the first quarter of fiscal 2005.

Gross margin decreased 26%, or $127.3 million, to $371.6 million for fiscal 2006 from $498.9 million for
fiscal 2005. The decrease was due to a $138.2 million decline in pricing spread and a $7.2 million increase in direct
labor and manufacturing expenses, partially offset by an increase in overall volume of $18.1 million. The increase
in direct labor and manufacturing expenses was mainly due to increases in freight, zinc, and energy expenses. Gross
margin as a percentage of net sales decreased to 12.8% for fiscal 2006 compared to 16.2% for fiscal 2005.

SG&A expense, as a percentage of net sales, increased to 7.4% for fiscal 2006 compared to 7.3% of net
sales for the prior year. In total, SG&A expense decreased 5%, or $11.9 million, to $214.0 million for fiscal 2006
from $225.9 million for fiscal 2005. This decrease was primarily due to a $19.6 million decrease in profit sharing
and bonus expense resulting from lower earnings and a $9.7 million reduction in bad debt expense, offset by
increases in professional fees of $7.4 million, wages of $7.3 million, and insurance and taxes of $1.9 million. The
reduction in bad debt expense reflects the favorable settlement of our claim in a large bankruptcy case in fiscal 2006.

Miscellaneous expense decreased $6.5 million in fiscal 2006 compared to fiscal 2005. This was due to an

increase in, and higher returns on, cash and short-term investments and the reduced minority interest elimination for
our consolidated joint venture due to its lower earnings.
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f Results for fiscal 2006 include a $26.6 million pre-tax gain on the sale of our 50% equity interest in Acerex
v,' to our partner, Ternium.

Interest expense increased 6% or $1.5 million due to higher average borrowings.

Equity in net income of unconsolidated affiliates increased to $56.3 million for fiscal 2006 from $53.9
million for fiscal 2005, primarily due to increased earnings of the WAVE joint venture, partially offset by a $6.0
million adjustment for the under-accrual of income taxes over the last five years at our Acerex joint venture. The
unconsolidated joint ventures generated $810.3 million in sales and net income of $108.7 million during fiscal 2006.
Joint venture income has been a consistent and significant contributor to our profitability over the last several years.
Our aggregate annual return on the investment in these joint ventures has averaged 43%. The joint ventures are also
a source of cash to us, and aggregate annual distributions have ranged from $12 to $57 million.

Income tax expense decreased 39%, or $42.4 million, mainly due to lower earnings. However, the
effective tax rate also decreased to 31.4% for fiscal 2006 from 37.8% for fiscal 2005. The rate decrease was due to
higher foreign earnings that were taxed at a lower rate, modifications to the corporate tax laws for the state of Ohio
that reduced tax expense, deferred tax adjustments for foreign earnings, offset by special taxes on foreign earnings
repatriations and the sale of Acerex. The rate was further reduced by the elimination of the reserves established for
the disallowance of investment tax credits in the State of Ohio when the program was ruled unconstitutional by the
Sixth Circuit Court of Appeals in fiscal 2005. This reserve became unnecessary due to the recent ruling by the U.S.
Supreme Court, which vacated the Sixth Circuit’s ruling.

Segment Operations

Steel Processing

Our Steel Processing segment represented approximately 51% of consolidated net sales in fiscal 2006. The
steel-pricing environment and the automotive industry, which accounts for approximately 60% of this segment’s net
sales, significantly impacted the results of this segment. After having risen steadily for the first four months of fiscal
2005 to an all time high in September 2004, steel prices declined significantly for the next twelve months. As a
result, average steel prices were significantly lower in fiscal 2006 than in fiscal 2005, which led to a reduced spread
between our average selling price and material cost. In addition, sales to the automotive market in fiscal 2006 were
8% lower than in fiscal 2005.

Effective August 1, 2004, we sold our Decatur, Alabama, steel-processing facility and its cold-rolling
assets (“Decatur’) to Nucor Corporation (*Nucor”) for $80.4 million cash. The assets sold at Decatur included the
land and buildings, the four-stand tandem cold mill, the temper mill, the pickle line and the annealing furnaces. The
sale excluded the slitting and cut-to-length assets and net working capital. The retained assets provide basic steel-
processing services to our customers at the Decatur site, which is leased from Nucor. A pre-tax charge of $5.6
million, mainly related to contract termination costs, was recognized during the first quarter of fiscal 2005.
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The following table presents a summary of operating results for the Stee] Processing segment for the fiscal
years indicated:

2006 2005
% of % % of

Dollars in millions, tons in thousands Actual Net Sales Change Actual Net Sales
Net sales $  1,486.2 100.0% -14% §  1,7193 100.0%
Cost of goods sold 1,347.6 90.7% -10% 1,492.2 86.8%
Gross margin 138.6 9.3% -39% 227.1 13.2%
Selling, general and administrative expense 76.8 5.2% -19% 94.4 5.5%
Impairment charges and other - 5.6 0.3%
Operating income $ 61.8 4.2% 51%  $ 127.1 7.4%

Tons shipped 3611 -1% 3,663
Material cost $  1,139.1 76.6% -10% $ 1,2679 73.7%

Operating income decreased 51%, or $65.3 million, to $61.8 million, or 4.2% of net sales, in fiscal 2006
from $127.1 miliion, or 7.4% of net sales, for fiscal 2005. Net sales decreased 14%, or $233.1 million, to $1,486.2
million from $1,719.3 million, due to a decrease in pricing of $144.5 million and a decrease in volume of $88.6
million, of which $79.6 million was due to the sale of certain Decatur assets. Gross margin declined 39%, or $88.5
million, to $138.6 million, or 9.3% of net sales, for fiscal 2006 versus $227.1 million, or 13.2% of net sales, for
fiscal 2005. A narrower spread between average selling price and material cost, and a decrease in volume, reduced
gross margin by $81.5 million and $12.3 million, respectively. Gross margin was favorably impacte