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Financial and Operating Highlights

dollars in millions, except per-share amounts

2006 2005 chang/z
Sales $30,379 | $25,568 19
Income from continuing operations 2,161 1,257 72
Total assets 37,183 33,696 10
Capital expenditures from continuing operations 3,201 2,116 51
Cash provided from continuing operations 2,563 1,644 56
Per common share data:
Basic:
Income from continuing operations 2.49 1.44 73
Net income 2.59 1.41 84
Diluted:
Income from continuing operations 2.47 1.43 73
Net income 2.57 1.40 84
Dividends paid .60 .60
Book value * 16.80 15.30 10
Number of shareholders 248,000 271,000 (8)
Average common shares outstanding — basic (000) 868,820 871,721 -
Number of employees 123,000 129,000 (5)

* Book value = (Total shareholders’ equity minus Preferred stock) divided by Common stock outstanding, end of year
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Alcoa at a Glance

e Alcoa is the world’s leading producer and
manager of primary aluminum, fabricated
aluminum, and alumina facilities and is
active in all major aspects of the industry.

e Alcoa serves the aerospace, automotive,
packaging, building and construction,
commercial transportation, and industrial
markets, bringing design, engineering,
production, and other capabilities of
Alcoa’s businesses as a single solution to
customers.

e In addition to aluminum products
and components, Alcoa also makes and
markets consumer brands including
Reynolds Wrap®, Alcoa® wheels, and
Baco®household wraps. Among its
other businesses are closures, fastening
systems, precision castings, and electrical
distribution systems for cars and trucks.

e The Company has 123,000 employees
in 44 countries. For more information,
go to www.alcoa.com

Alcoans on the Cover

From top, counter clockwise:

Mark Power, Point Henry, Australia;
Henry Hu, Hangzhou, China; Oscar
Vasquez, Torrance, California, USA;
Helio Leandro Martins, Pocos de
Caldas, Brazil; Sharon Brown, Jamaica;
Massimo Pecci, Fusina, Italy



Fellow
Shareowner:

In 2006, our top and bottom-line
performance was the best in your
Company’s history. We did this while
continuing to invest in modernizing
our existing plants and building new
operations that will enable us to deliver
strong results for years to come. We
are delivering results now and investing
in our future.
Key financial results for 2006 include:
* Income from continuing operations rose 72 percent
to $2.2 billion; $2.5 billion excluding restructuring
and impairment charges;
® Revenues up 19 percent to an all-time record of
$30.4 billion;
e Cash from operations increased 53 percent to more
than $2.5 billion, the second-best

Alain Belda, Chairman and
Chief Executive Officer

Cash from operations for the year
was more than $2.5 billion, a 53 percent
improvement from 2005 and the second
strongest performance in Company
history. This strong performance helped
lower our debt-to-capital ratio to 30.6
percent at year-end, within our stated
target range.

We are a capital-intensive Company, so return on
capital (ROC) is one of the most important indicators
of how we are performing. Alcoa ROC at the end of
2006 increased to 13.2 percent from 8.3 percent for
2005. After excluding investments in growth projects
and construction work in progress, the Company’s
ROC was 16.2 percent.

We continued to look at businesses within our
portfolio, examining them for industry

performance in Company history;

® Return on capital rose to 13.2 percent,
up 490 basis points from 20035;

® Debt-to-capital ratio within target range
at 30.6 percent; and

* Four of six segments had ATOI gains of
50 percent or more.

Our management team took full
advantage of the opportunities the market
offered, driving revenue, mitigating costs,
bringing new products and innovation
to the market, expanding our global foot-
print and growing our customer base. We

percent *1

16.2%

benefited from strong metal prices, but 3
through our actions we drove nearly
100 percent of the LME price increases to 0--------

the bottom line. We were able to offset
approximately 90 percent of the cost infla-
tion, energy cost increases and currency
impact through: improved mix, higher vol-
umes and improved productivity.

As a result of our actions, our Alumina,
Primary Metals, Engineered Solutions, and Extruded
and End Products segments showed higher full-year
margins, which is what profitable growth is all
about. Our Flat-Rolled Products segment performed
well enough to absorb the costs of growth in Russia
and Asia.

trailing 4 quarters.

Return on Capital

Bloomberg Methodology
calculates ROC based on the

* Adjusted for Growth Projects
t Reconciliation on page 74

fit, positive trends, long-term contribution,

ability to deliver above cost-of-capital

returns and overall synergies. In 2006,

we sold our home exteriors business for

$305 million. We also are creating a

joint venture of our soft alloy extrusion

business and Sapa’s aluminum profiles

business. By combining these two
operations, we can improve profitability
and create a broader global manufactur-
ing system.

In sum, we improved performance by
boosting productivity, innovating continu-
ally, serving our markets, controlling
costs, and managing our portfolio. Strong
results and conservative cash management
have allowed us to:

e [nstitute a new repurchase program to
buy back up to 10 percent of our out-
standing common stock, or approxi-
mately 87 million shares, over the next
three years;

® Increase the dividend on our common stock by more
than 13 percent to $0.68 per share annually; and

e Continue to invest in new primary plants, acquisi-
tion of new plants and modernization of our
existing plants...our highest capital investment
in more than 20 years.




Continuing to Live Our Values
We exist to provide a desired product, a service or a
solution to our customers.

In order to do it well and continuously, we have
to do it with the interest and support of all stakehold-
ers in our Company. We have to do it day in and day
out. This is where our Values of Customer, People,
Integrity, Accountability and Excellence come in.
That we have existed for 118 years means we have
done well in living our Values.

It is also where our forward-looking Environment,
Health and Safety (EHS) Value comes in. This past
year we continued to make
progress in our EHS Value. For
example, we posted dramatic
improvement trends in both
Lost Workdays (LWD) and Total
Recordables (TRR), which led to
our 20th consecutive year of
improved safety performance.

In 2006, our LWD rate was .072 —a 96 percent
improvement since 1987. More than 80 percent of
our locations worldwide did not have a single lost
workday case. Our TRR for 2006 was 1.13. This is
an 88 percent improvement since 1987. Approximately
45 percent of our locations did not have a recordable
injury. This is a remarkable achievement and shows
that even though we have made great strides in
safety, we can continue to improve. We must
improve in fatality prevention. The six fatalities we
had in 2006 are unacceptable. No fatality is. So

we will take whatever steps are necessary to improve
this vital area.

We have demonstrated over the years our
commitment to sustainability. We have gained credi-
bility from our long track record of working with
communities around the world, and that credibility
is a distinct competitive advantage.

Safety: Zero Incident Locations
Rates by Years
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“In 2006 our top and
bottom-line performance
was the best in
your Company’s history.”

When we look for new sites, new business
opportunities, or form new partnerships, we can
invite government authorities, community leaders,
and partners to see our locations. When those people
see how we operate, confer with their counterparts
around the world and review our track record, we
become the development partner of choice around
the world.

We continued to build on that reputation in
2006. We were once again named as part of the
Dow Jones Sustainability Index and one of the most
sustainable companies in the world at the World
Economic Forum in
Davos. CERES ranked
the Company second
overall in its study of
how companies man-
age climate change
and governance. And
we launched the
Alcoa Foundation Conservation and Sustainability
Fellowship program (see back cover). These are excel-
lent examples of how the outside world views Alcoa
and the way we live our Values every day.

For years, we have been recognized as leaders in
addressing climate change issues. In fact, we have
reduced GHG emissions more than 25 percent from
1990. But we know more needs to be done. Alcoa
recently helped form the United States Climate Action
Partnership (USCAP). USCAP is a new alliance
of major businesses and leading climate and environ-
mental groups that have come together to call on
the U.S. federal government to enact legislation
requiring significant reductions of GHG emissions.
The coalition also wants to help foster innovative
new technologies in energy production and efficiency.
The changes that are needed can’t be incremental;
we need major breakthroughs to get to our common
goal of protecting our world for future generations.

At the core of our Excellence Value is the Alcoa
Business System (ABS), the operating philosophy of the
Company. This year we celebrated the 10th anniver-
sary of ABS. To ensure we further embed this philoso-
phy into the way we operate, we opened the North
American Rolling and Extrusion Center of Excellence
to train all levels of management. Additional Centers
of Excellence are being planned in other regions for
2007. These centers standardize learning processes
across Alcoa by offering hands-on opportunities to
understand and apply all of the tools of ABS.

Innovation and technology are part of Alcoa’s
DNA and are a large part of our Customer Value.
This stems from our foundation when our Company



was born from the discoveries of Charles Martin

Hall. We continue in that spirit of discovery today.

We have the largest aluminum research facility in

the world and it is staffed with preeminent scientists

and researchers dedicated to discovering and develop-

ing the next product solution, the next process
improvement. This year we strengthened our global
research connection with research centers in Russia,

China, India and Europe, and U.S. universities.

As you’ll see throughout the pages of this Annual
Report, we are bringing a number of innovations to
the market. Examples include:

* Bauxite residue neutralization which provides sig-
nificant greenhouse benefits by permanently locking
CO: with the residue. This process will be taken to
all our alumina plants in the near future.

e Simultaneous Multi-Alloy Casting or SMAC. This
is a protected technology in the flat-rolled product
businesses leading to significant cost reduction.

It also expands the product range to multialloys in
the same cast.

e Continued work on the inert anode and carbothermic
initiatives for the primary business and increasing
yields in refineries. In addition, we are undertaking
a major effort aimed at
reducing overall energy

industry stays online, which is not likely, it would
require nearly 80 new smelters of 400,000 metric
tons (mt). That means adding five smelters each year,
or 2 million mt annually across the industry...not to
mention the required refining and bauxite mining and
fabricating facilities.

The same underlying growth rate trends can be
seen in aerospace, transportation, defense and energy
generation. This drives the demand for our engineered
products and solutions, flat-rolled products, and,
eventually, our consumer products.

We’re certain that now is the time to pursue our
growth objectives to meet this demand. The time to
build is when the market is good and we have strong
cash flow.

Cash from operations in 2007 will fund our
planned capital expenditures. We will be investing in
improved competitiveness and meeting market
growth in our profitable businesses. These are the
right strategies and the right time for us.

Our upstream growth projects remain on track
and we are evaluating a number of new opportuni-
ties. We completed the upgrade of the Pinjarra
refinery this year in Australia, adding 657,000
low-cost metric tons per year (mtpy) to our system.

requirements.

World Aluminum Consumption to Double by 2020

We are excited about our M tons 2020: 60.6
achievements in technology and
even more with what lies ahead.
Increase
v. 2005
Building for the Future Asia B +18.5
The future of.alun?murr.l, and North America [l +4.4
our markets, is quite bright.
The annual global Eastern Europe, Il +1.9
consumption of aluminum CIS & Other
products, both upstream and Western Europe [l +4.1
downstream, is expected to Latin America [l +0.6

double over the next 15 years.
This consumption boom will be driven primarily by
growth in China, India, Russia and Brazil, whose
demographics are accelerating development. Asia
alone will account for 60 percent of the growth and,
by 2020, will consume as much aluminum as the
entire world does today.

China aluminum consumption increased more than
20 percent in 2006. Outside of China, consumption
increased a solid three percent. In fact, in industrialized
markets such as the U.S. and Europe, consumption in
2006 grew six and three percent, respectively.

To meet this demand will require an industrywide
growth rate that is three times that of the last 20 years.
Assuming all of today’s capacity across the entire

Source: McKinsey
We also are expected to complete a 146,000-mtpy
expansion at our Jamalco refinery in Jamaica. In
Brazil, construction is underway on a bauxite mine
in Juruti and an expansion at our Sdo Luis refinery.
Both will be online in 2008.

Also in Brazil, we completed a 63,000-mtpy
expansion at the Alumar smelter. Perhaps the most
significant growth project, the Alcoa Fjardaal smelter
in Iceland, is on-target to produce its first metal in the
second quarter of 2007. It is significant because it is
our first greenfield smelter in 20 years. The work that
has been done to date has been remarkable...made
all the more so by the safety records that have been
achieved. When completed, this facility — powered by
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renewable hydropower — will be one of the most
environmentally friendly and efficient smelters in the
world and will produce 344,000 mtpy.

These upstream projects in smelting, refining
and bauxite mining — as well as many others we are
exploring — are exciting in their potential to move
us lower in our cash-cost curve and give us further
brownfield opportunities for growth potential.

Obviously, we continually watch the market
indicators closely for changes in trends and economic
value creation and take a disciplined approach before
committing to a project.

Our downstream growth initiatives have similar
promise. In 2006, we continued to grow and strengthen
our strategic downstream businesses. We extended our
aerospace sheet and plate production by 50 percent
with projects at Davenport in the U.S., Kitts Green in
England, Fusina in Italy and Belaya Kalitva in Russia.
We continue with major modernization projects at our
very successful Kofém facility in Hungary.

And, we continue to experience significant
improvement in our new fabricating facilities in
Russia. We are excited about the strategic advantage
both Samara and Belaya Kalitva hold. We will, by
year-end 2007, have increased output at these facili-
ties by about 50 percent.

Finally, we continue to increase our strategic
position in China. We believe firmly that in order to
take advantage of the significant Chinese demand for
aluminum-fabricated products, you must have manu-
facturing facilities within China and in other parts
of Asia. This is not new. We have been building our
presence in China since 1993. During 2006, we have
continued to add to our strategic position with the
Kunshan facility and the Bohai rolling mill and two
new fastening system facilities near Shanghai.

Elsewhere in our downstream businesses, the
engineered solutions business expanded its fastening
operations with two new facilities in China, and made
investments to ramp-up production in aerospace
castings in the U.S. as well as in Hungary, in addition
to expansions in Mexico. The packaging and
consumer business opened a new facility in Bulgaria,
serving the consumer products market in Europe.

Our growth strategy is the most aggressive in
the industry, and it builds on our proven competen-
cies and technology. Our strategy takes advantage
of unique brownfield opportunities; our large project
management capabilities; experience in dealing
with governments all over the world; unparalleled
product, process and market knowledge; and the
strength of the Alcoa brand.

2007

As we enter 2007, market fundamentals remain
strong. We have a successful, solid platform of
profitability to build upon. With growth projects
beginning to add to that strong base — and additional
projects finishing construction and coming onstream
this year — we have never been in a better position.

We will continue to deliver strong results, invest
in our future, and keep a strong balance sheet. We
will continue to manage our investment decisions
and portfolio actions on the basis of contribution to
profitable growth.

I am proud of our 2006 accomplishments. Am I
satisfied with it? No.

We will continue to push for improvements in areas
such as working capital turns, fixed-cost reduction,
delivering on our construction and start-up projects,
and innovation and application technologies.

I am, obviously, not satisfied with our total share-
holder return. I believe this had to do in part with the
conscious capital expenditure plan we are implement-
ing in our upstream businesses as well as the market’s
continuing insecurity around worldwide demand and
the impact of China on the overall market.

We understand these variables, and we are doing
the right things for today and tomorrow for our stake-
holders. We will have some of our growth projects
coming onstream and contributing this year, and each
of our downstream businesses should improve their
EBITDA margins in 2007.

We are improving profitability in our fabricated
and diversified groups, and we are divesting or
restructuring underperforming businesses and plants.
I believe that as we continue to focus on cash genera-
tion, return on capital and profitable growth, the
market will eventually recognize and reward our
performance, as has happened recently.

I have never seen us as well positioned, and with
as good a market. And, we have never had a better
team with which to do this. This is why I am heart-
ened as we enter 2007. As great as 2006 has been,

I believe the work done by Alcoans across the
world has laid the groundwork for 2007 to be even
better...while we continue building for the future.

Alain Belda
Chairman and Chief Executive Officer
February 16,2007



The challenge we are delivering
against is two-fold. We are gener-
ating record results and we are
building and expanding so we can
continue to deliver record results
in the future.

For example, in the second quarter
of 2007 we will commission the first new
smelter — Alcoa Fjardaal — since we opened
the Alumar smelter in S3o Luis, Brazil. And this
year we expanded Alumar smelting capacity
by 63,000 mtpy and began work to expand its
sister alumina refinery.

As we expand we are also taking steps to
limit our environmental footprint. As leading
stewards of the environment, Alcoa joined a group
of U.S. companies and NGOs to call for action
to address climate change issues in the
United States. The group, USCAP,
is committed to establishing a
pathway that will slow, stop and
reverse the growth of emissions
while expanding the economy.

The challenges and opportu-
nities ahead won’t be easy,
but through it all...Alcoans are
leading the way.

Pictured top right, Fjardaal, Iceland, smelter construction;
center right, Faye Davis, Whitehall, Mich., USA

D

USCAP

United States
Climate Action
Partnership
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Bohai Expansion

A new sheet mill expansion
project is underway at the
Bohai plant in Qinhuangdao,
China. When completed in
2008, the expansion will bring
capacity to 223,000 tons.

The $250-million investment
includes sophisticated control
technology, a hot mill, a new
cold mill, sheet finishing equip-
ment and a state-of-the-art
lithographic sheet processing
center. The expansion will
allow Bohai to produce a vari-
ety of aluminum sheet and foil
products, such as can sheet,
lithographic sheet and trans-
portation products.

N

Alcoa Alloys on
China’s Regional
Jetliner

Alcoa’s advanced aluminum
aerospace alloys are used
extensively on the ARJ21
regional jet now in production
by AVIC 1 Commercial Aircraft
Co. Ltd. (AVIC 1 consortium)
in China. High-performance,
heat-treated sheet and plate
alloys from our Davenport
(USA) plant are used through-
out the aircraft, where
high-strength, toughness,
crack resistance and corrosion
resistance are required.

AN

Integrity of

Closure Products

Alcoa CSI Japan has seen its
innovative VI-Lok and Hi-Lok
aluminum closures used on
aluminum bottles for a variety
of beverage products in Japan,
including Sapporo’s Onshu-
mikan orange juice, Aquarius
sports drink by Coca-Cola and
Pepsi Twist from Suntory. CSI
Japan’s capping machine tech-
nology, along with product
development expertise, spawned
the growth. The newly devel-
oped closure, VI-Lok, offers
superior venting capability,
helping to safely release excess
pressure, especially important
for fermentable juice
applications.
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Serving Korea’s
Aerospace Market

Korea Aerospace Industries
(KAI) is sourcing hard alloy
aluminum extrusions from
Alcoa’s Changwon Precision
Extrusions (CPE) for several
aircraft projects. CPE is
providing structural parts for
the TS50, Korea’s advanced jet
trainer. It is also supplying
extrusions for the vertical fin
assembly and horizontal
stabilizers for the Boeing 737
(one of the best-selling com-
mercial aircraft in aviation his-
tory), and a wing component
for the Boeing 747.

AN

Creating Value for
Customers

Alcoa established its fourth
flat-rolled products plant

in China — Alcoa Kunshan
Aluminum Products Co., Ltd. —
designed to produce 50,000
tons of aluminum brazing sheet
annually for the Asian automo-
tive market. Alcoa is managing
partner in a joint venture with
Shanxi Yuncheng Engraving
Group. The venture is part

of Alcoa’s global flat-rolled
products strategy to provide
customers with a common
portfolio of products world-
wide supplied by regional
manufacturing assets.

A\

Alcoa Material
Covers Hanoi
Convention Center

160 tons of Alcoa Architectural
Products’ REYNOLUX® was
used for the roof of the newly
opened National Convention
Center in Hanoi, Vietnam.

The coil-coated aluminum
material was selected because
of its exceptional resistance
against UV light and great
protection against weathering,.

A\
Wildlife Technology

Employees from Alcoa

Bohai helped band cranes,
hawks and owls and then
released them to the wild at
Qinhuangdao Beidaihe, the
largest wetland in China

and a haven for bird-watchers.
Banding birds helps understand
migration patterns, social
structure and life span.

The data collected is used to
help determine how environ-
mental changes affect birds.
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Alcoq, Leno, GM

Team Up

Alcoa collaborated with Jay
Leno’s Big Dog Garage, a
custom car shop owned by U.S.
television personality Jay Leno,
and GM’s Advanced Design
studio on Leno’s new EcoJet.
Alcoa provided engineering
expertise and space frame
technology as well as high-
performance forged aluminum
wheels for the biodiesel-

fueled car.

AN

Technical Challenge

Winner of the Business Week/
Architectural Record
“Designed for Success” Award,
the University of Toronto’s
Terrence Donnelly Centre for
Cellular and Biomolecular
Research presented several
technical challenges for the
design team. The project
required painstaking engineer-
ing to make the building

air and watertight and house
the necessary mechanical
functions. Kawneer became
involved early in the project,
and using its Modified 2500
PreGlaze Wall®, GLASSvent™
Window and ISOPORT®
Window products, the team
was able to overcome the
technical issues.

A

New Wheel Plant in
Monterrey

Alcoa Wheel Products Mexico
is the newest facility to produce
the Dura-Bright® with XBR™
technology line of forged
aluminum wheels. The facility
began operating earlier this
year and will serve customers
primarily in the U.S., Latin
America and Mexico. The
plant is currently shipping
wheels to Europe to help
shorten lead times there for
Dura-Bright® wheels, until a
new line is operational in
Hungary in 2008.

AN
EZ Grip

Supermarkets are now selling
Kraft’s Maxwell House, Sanka
and Yuban instant coffee
brands topped with the new
EZ Grip closure developed by
Kraft and manufactured by
Alcoa CSI. It’s the first launch
by a major consumer goods
company of a package using
Alcoa’s 2-shot molded technol-
ogy to provide high grip ability.
This creates a unique lid, with
a softer rubber-like material
applied to the gripping surface,
that is easy to open and closes
tight to keep in freshness.

The EZ Grip is approved by
the Arthritis Foundation’s
Ease-of-Use Program.
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Alcoa Fits Boeing’s
Need

Boeing qualified Alcoa
Fastening Systems’ (AFS) Ring
Locked fitting series, a flareless,
plug-in connector, for use on
its 787 Dreamliner. This high-
pressure, titanium hydraulic
adapter provides dual seal
protection and is lightweight,
providing nearly 50% weight
savings over the previous
design. Each aircraft employs
over 120 adapters. Boeing and
AFS are working together in
many ways to enhance aircraft
assembly and operating per-
formance. In addition, Alcoa is
working with Boeing to specify
advanced aluminum alloys

and concepts for new aircraft.

AN

Investment Plans

Alcoa is investing more than
$30 million in Alcoa Howmet
to increase global production
capacity and boost efficiencies
throughout its turbine airfoil
manufacturing sites. The com-
bination of a booming market
for jet engine components and
growing customer demand

for aerospace products has
driven the need for increased
manufacturing capacity. A
newly installed vacuum furnace
in Whitehall, Mich., equipped
with the latest control tech-
nology, is one part of the
program to increase airfoil
casting production.

AN

Aluminum Bottle Sheet

As demand and market accept-
ance grows for aluminum
bottles in the U.S. and Europe,
Alcoa is seeing greater interest
in the package produced from
aluminum bottle sheet. Alcoa
successfully negotiated its first
long-term aluminum bottle
sheet supply agreement with

a global producer and is
currently in talks with other
potential customers. Durable,
resealable, sustainable, pre-
mium image and shelf appeal
are a few reasons aluminum
bottles are gaining popularity.

AN

Interactive Education

Alcoa Baie-Comeau employees
in Quebec helped children

at a summer camp understand
the environmental impact of
energy consumption by devel-
oping an interactive program
called Kilojoue, named for

the French words kilo (unit of
energy) and joue (to play).
Campers participated in a
geothermic boat race, visited a
hydroelectric dam, and built
solar ovens; and counselors
integrated energy conservation
into their programs. Above,
campers pose at the
Manicouagan 2 hydroelectric
dam and station in Quebec.
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Power Up Brazil

Alcoa’s plans for energy self-
sufficiency in Latin America
gained ground in 2006 with
three milestones in sustainable
hydropower. Investors created
a company to construct the
210-MW Serra do Facio
hydropower plant in central
Brazil. Alcoa owns 35% of this
project, scheduled to go on
line in 2010. In northern Brazil,
Alcoa increased its stake to
25% in the 1087-MW Estreito
hydropower facility, slated for
start-up in 2011. Barra Grande,
in which Alcoa owns more
than 42 %, started its third and
final generating unit, bringing
the plant to its full 708-MW
capacity.
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Alumar Expansion
Projects

Last March, Alcoa completed
a 63,000-mtpy expansion of
the Sao Luis smelter in Brazil,
bringing the total capacity

of the Alumar consortium to
438,000-mtpy. Alcoa raised its
stake in the operation to 60%,
representing 263,000-mtpy

of smelting capacity. The
project set new benchmarks in
speed, safety and budget.

Also underway in Brazil is a
2.1-million-mtpy expansion of
the Alumar alumina refinery.
Once the expansion is com-
pleted, alumina capacity will
total 3.5 million-mtpy.

AN
In Good Company

Alcoa was named one of

the most admired and ethical
companies in Brazil in an
annual survey conducted by
CartaCapital, one of Brazil’s
leading weekly news maga-
zines. For the rankings,
CartaCapital polled more than
1,000 leading executives of
companies in 47 sectors of the
Brazilian economy.
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Itapissuma
Expansion Complete
Alcoa’s rolling mill in
Itapissuma, Brazil, is in the
process of completing a
$30-million expansion pro-
gram that will increase the
plant’s capacity by 30%.

In addition to aluminum sheet
and foil, Itapissuma produces
extrusions and closures.
Alcoa has invested more than
$150 million in this facility
since it opened in 1981.

AN

Juruti - Engaging the
Community

The Public Issues Committee
of Alcoa’s Board of Directors
visited our newest bauxite
development project, the
Juruti mine in the Par4 state of
Brazil. The mine is on track
for completion in 2008 and
expected to initially produce
2.6 million tons of bauxite a
year. The Juruti project will
employ leading-edge, sustain-
able reclamation practices

in this sensitive region. The
project consists of a port on
the Amazon River, a railway
and a bauxite facility. It is a
benchmark for best practices
in community engagement.

AN

Pocos Upgrade is

a Trifecta

A $100-million potline
modernization project at our
Pogos de Caldas smelter in

Brazil is yielding a triple benefit:

reduced particulate emissions,
better ergonomics and higher
productivity. Workers at the
plant, Alcoa’s first in Brazil,
installed “New Soderberg”
technology on trial pots with-
out interrupting production.
Once the project is completed,
smelting output will increase
from 95,000 mtpy to 105,000
mtpy, and the upgrade will
extend the life of the plant.

AN

Chilean National
Quality Award for
Alcoa CSI

Alcoa Closure Systems
International (CSI) in Chile
received the country’s presti-
gious National Quality Award
for quality management in
production and service. Alcoa
was presented the award by
President of Chile Michelle
Bachelet during a ceremony in
Santiago. Alcoa CSI Chile
annually produces more than
1.4 billion plastic closures, as
well as capping machinery and
equipment, for the Chilean
beverage industry.
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Jamalco Expansion World Cup Coke and Guinea Project Plan
An expansion project that will Pepsi Bottles Cupped Moves Ahead

be completed in early 2007
will add about 150,000-mtpy
of alumina refining capacity

to Jamalco’s output. The project
will boost Jamalco’s alumina
capacity to 1.42 million-mtpy
using advanced filtration
technology.
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by Alcoa Closures

Alcoa CSI Egypt provided

63 million promotional closures
for the 2006 World Cup soccer
tournament. Alcoa customers,
Coca-Cola and Pepsi, ordered
the closures with under-the-cap
promotions tailored specially
for the event.

The President of Guinea signed
into law an agreement officially
forming a partnership to build
a jointly owned 1.65 million-
mtpy refinery project there.
During the year, the partners
completed exploratory steps
that included a biodiversity
rapid assessment, a project
planning workshop and the
first of a series of meetings on
resettlement and community
impact.



AN

Qatar’s ASPIRE Dome
Sparkles with Alcoa
Reynobond®

Alcoa’s Reynobond®
Architecture composite panels
provide the soaring blue and
silver roofline of the world’s
largest enclosed sports facility,
the ASPIRE Dome in Doha,
Qatar. The decision to use
Reynobond® was easy: simple
processing, top-quality look,
and above all else, weather
resistant. The building is the
centerpiece of Qatar Sports
City, a 130-hectare complex
that recently hosted the 2006
Asian Games.

AN

90 Years of Alcoa

in Suriname

December 19, 2006, marked
the 90th anniversary of
Suralco, Alcoa’s bauxite,
alumina and hydropower
operation in the Republic of
Suriname. Suralco is one of
Alcoa’s longest-lasting and
most successful international
partnerships. Suralco and
the government of Suriname
celebrated the milestone
with awards, exhibits and
public ceremonies.

AN

Alcoa Wheels Roll
into South Africa

Alcoa opened its first South
African sales office in
Johannesburg last September,
specializing in aluminum
forged truck wheels for
commercial transportation.
The new office brings just-in-
time sales and service to
distributors, dealers and OEM
customers in South Africa and
Sub-Saharan Africa.

N

Valco-Alcoa
Foundation Youth
Clinic Inaugurated

Alcoa Foundation has teamed
up with Ghana Health Services
and Mercy Ships, a global
charity, to set up a community
center in Ashaiman, Ghana.
The center, which recently held
a grand opening, will be a
place where local young people
can socialize and meet in an
environment that encourages
access to health care and other
youth services.

13



AN

Iceland Smelter

on Schedule

The 344,000-mtpy Fjardaal
smelter in Reydarfjordur,
Eastern Iceland, is nearly com-
plete and start-up is expected
in the second quarter of 2007.
The final green light from the
Icelandic government certifies
that the smelter meets the
country’s strict environmental
requirements. Fjardaal will
help create more than 900 jobs
and will be one of the most
modern, environmentally-
friendly aluminum production
facilities in the world. The
smelter was designed with
state-of-the-art technology.

14

AN

Leveraging
Best Practices

Alcoa Electrical and Electronic
Solutions (formerly AFL
Automotive) was awarded
wiring systems business by
DAF Trucks N.V.,, a division of
PACCAR Inc., for the new
Euro 4 version of the mid-size
‘LF’ Truck. The Alcoa business
went on to meet a short order-
to-delivery requirement for
wire harnesses from DAF
Trucks of Eindhoven. By lever-
aging Alcoa Business System’s
best practices, Alcoa achieved
a flawless launch in a short
period of time and gained new
orders for 2007. The contracts
boost Alcoa’s customer rela-
tionship with PACCAR on a
global level.

AN
44th Country

Alcoa celebrated a move into
its 44th country with the
official opening of its packag-
ing plant in Stara Zagora,
Bulgaria. The plant produces
household wrap products
under the Reynolds® and Baco
brand names for retail markets
in the U.K., Europe and the
Middle East. Alcoa also
completed its first community
project — the renovation of a
pedestrian underpass with
motorized handicap lifts in an
area of numerous pedestrian
accidents. The lifts make it
safer for all residents as they
cross one of Bulgaria’s busiest
roadways.

®

A

First Shipments

The first order of turbine airfoils
was shipped from Alcoa-
Ko6fém last summer, following
a modernization project at the
facility. The project included

a new airfoil postcast operation
to support Alcoa’s growing

jet aircraft and industrial gas
turbine business in Europe.
These accomplishments have
strengthened Alcoa’s ability

to serve European customers
from its Hungarian operation.



AN

Strategic Supplier

Nestlé Waters Group selected
Alcoa CSI Germany as its
strategic partner for metal
closures in Europe. CSI pro-
vides several international
Nestlé beverage brands, includ-
ing Perrier and Vittel, with its
aluminum closures. Levissima,
a popular bottled water

brand in Italy, uses CSD’s all-
aluminum Alu-Star® closure
with a unique security skirt
that reduces risk of injury when
opening. CSI Germany supplies
two-thirds of the overall metal
closure demand of Nestlé
Waters in Europe.

AN

New Plant Serves
Ferrari

Alcoa opened its new automo-
tive assembly plant in Modena,
Italy, at an event attended

by Alcoa Chairman and CEO
Alain Belda and Luca di
Montezemolo, president of
Ferrari. The facility represents
a further strengthening of the
strategic partnership between
the two companies that began
more than a decade ago.
Alcoa is the sole supplier of
aluminum space frames for

all Ferrari’s Grand Turismo
vehicles. Alcoa Architectural
Products also contributed to
the building’s facade by
supplying Reynobond® metal
wall panels in Ferrari red.

A\

Upgrading

Russia Plants

Alcoa’s Russian plants in
Samara and Belaya Kalitva
have made significant progress
as part of a strategic investment
growth program. The newly
commissioned slitter line at
Samara is producing can sheet
for the beer and beverage
market, delivering higher qual-
ity, wider and heavier coils to
meet customers’ demands
worldwide. At Belaya Kalitva,
new equipment, due to come
online in 2007, will produce
aluminum plate for the
aerospace market in several
dimensions, meeting quality
standards and customers’
demands.

A\

Royal Recognition

Alcoa’s Kitts Green (U.K.)
facility assisted in developing a
new community center for
youth in Birmingham, England.
On hand for the official
opening was HRH The Prince
of Wales and his wife, The
Duchess of Cornwall. Prince
Charles personally thanked
Alcoa for being good neighbors
and for its long-term commit-
ment to the community. Here,
Alcoa Executive Vice President
Helmut Wieser (left), who
attended the grand opening,
talks with Prince Charles

and other guests.
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Commissioning
Pinjarra Upgrade

The Pinjarra efficiency

upgrade was completed in
2006, increasing the refinery’s
production capacity by about
17% and adding 657,000 mtpy
of low-cost alumina. The
upgrade is also delivering sig-

nificant environmental benefits:

energy efficiency improve-
ments, increased alumina yield
and the contribution of two
new cogeneration power
stations, which produce power
for consumers and provide
steam to the refinery.

16

AN
Industry Leader

In a first for industry in
Western Australia, Alcoa vol-
untarily issued Environmental
Improvement Plans for each
of its refineries and mines. The
plans, developed with input
from local communities, set tar-
gets and actions beyond those
specified in formal licensing
and are aimed at continually
improving environmental per-
formance. Community and
government stakeholders

who helped frame the plans
will review progress toward
the goals.

VAN
Portland Turns 20

The Portland Aluminum
smelter, one of the most
efficient smelters in the world,
celebrated its 20th anniversary
in 2006. It has produced more
than 6 million mt of aluminum
since it began operating in
1986, and 97 of its 620
employees have been working
there since the beginning.

To mark the occasion, Alcoa
Chairman and CEO Alain
Belda presented the Portland
community with an aluminum
sculpture, “Spirit of the
Albatross,” by Western
Australian artist, Ron Gomboc.



AN
Wagerup Advances

The Western Australian govern-
ment granted environmental
approval for the expansion

of the Wagerup refinery, which
would increase capacity to

4.7 million-mtpy. A pre-feasibil-
ity study is underway. Once
completed, a study on engineer-
ing and implementation will
begin. Alcoa also established the
Wagerup Sustainability Fund

to strengthen the sustainability
of the region and share the ben-
efits of the project.

A\
Competitive Edge

A new end line — an aluminum
sheet processing line — was
launched at the Yennora rolled
products plant. The upgrade
increases production capacity
of food cans and screw cap
wine bottle closures. Last year,
a new cleaning and cut-to-
length line was commissioned,
expanding Yennora’s product
range and opening new domes-
tic and export opportunities.

N

Restoring Rivers

Alcoa, Greening Australia

and the National Heritage
Trust jointly introduced

River Recovery — a national
initiative dedicated to bringing
Australian rivers back to life.
Alcoa has committed A$2 mil-
lion over three years to the
program, which brings together
landholders, natural resource
groups and scientists for the
restoration, protection and
management of Australia’s
river systems.

A\

Path to Success

The Kwinana refinery boosted
daily production by more
than 7% doing the “Three-in-
a-Row Flow Path Walk.” In
this ABS activity, more than
80 daily management systems
provide standardized tracking
of progress toward goals.
Regularly checked by man-
agers, the management board
guides discussions about the
health of the system.

17



News 2006

18

The Way to Asia
Automakers

In 2006, Alcoa hosted a series

of technology forums for Asia’s
leading automakers, including
Nissan, Toyota and Honda. We
demonstrated how Alcoa technolo-
gies and products are capable

of helping automakers enhance the
sustainability, safety, appearance
and performance of their vehicles.
These events have strengthened
Alcoa’s role as a supplier and have
resulted in several new applications
on future vehicles.

A New Frontier

Alcoa presented its advanced
technologies to Toyota in a
sustainability-themed exhibition at
the automaker’s supplier center

at its headquarters in Japan and
its U.S. technical center. The two

companies agreed on a broad
cooperative program to promote
global sustainability. Toyota also
selected Alcoa as a new supplier
of Toyota Racing Development
one-piece forged aluminum wheels
for its new 2007 Toyota Tundra.
Alcoa worked with Toyota to
optimize performance, weight and
design in an aggressive 22-inch
wheel. Alcoa is also supplying
aluminum prop shaft tubes to a
Tier 1 partner for use by Toyota.

Impressive Results

An energy-saving project initiated
in the remelt area at Alcoa’s

Kitts Green (U.K.) plant has so far
resulted in a 10% increase in energy
efficiency and environmental
improvements. The results came
from modifying the control
systems in the melting furnaces and
implementing a daily energy
monitoring system.

Environmental Technologies
for Smelters

Alcoa is currently evaluating
advanced prototypes of two tech-
nologies to reduce sulfur dioxide
(SO2) emissions from smelters.
The first of these concentrates SOx,
reducing the volume of smelter
gas to be treated. The second tech-
nology is a novel, wet-scrubbing
approach that has, at lab scale,
demonstrated SO: removal at
greater than 90% over convention-
al methods.

New Versatile Packaging
Invertibles™ — a plastic, two-piece
container that can be used as either
a bowl with flat lid or a plate with
dome lid — is the newest package
from Reynolds Food Packaging.
Offering the ultimate in functional-
ity, Invertibles™ can be used in

a range of temperatures for both
dine-in and take-out food orders.

Primary Metals Progress

Alcoa took full ownership of the
Intalco (Ferndale, Wash.) and
Eastalco (Frederick, Md.) smelters
by buying stakes from minority
partners. Alcoa also restarted a
second potline at Intalco, bringing
production to 180,000 mtpy.
Eastalco is idle, while the Company
explores long-term power options
there. Together, the plants have
approximately 475,000 mtpy
capacity.

Aluminum-Lithium Sheet
for Aerospace

Airbus will use Alcoa’s Al-Li alloy
sheet on the A380 Freighter, the
first use of the alloy on a commer-
cial aircraft. Al-Li alloys provide
5% to 7% lower density than
conventional aerospace alloys,
delivering weight savings for
Airbus’ largest, most advanced
aircraft.

Awesome Achievement

Alcoa Russia has embraced the
Alcoa safety culture as shown in its
2006 safety record. The Samara
and Belaya Kalitva plants dramati-
cally improved their safety
performance. Much of the credit
goes to extensive training and

the 10,000 employees who took
personal accountability to make
safety a top priority.

Smart Investment

Alcoa invested $55 million in the
Friendsville (Ill.) Mine to supply
one million tons of coal each year
to Alcoa’s Warrick (Ind.) plant,
ensuring a secure fuel source.
Separately, for the second time,
Alcoa won the National Award for
Excellence in Surface Mining for
outstanding land reclamation at its
Sandow Mine in Rockdale, Texas.



Wheel Buy-Back Program

Alcoa is the first aluminum wheel
manufacturer to buy back its used
wheels through a new program
launched in the U.K. called “Value
for Life.” Specifically, Alcoa offers
to buy back used Alcoa aluminum
wheels when customers replace
them. The program provides cus-
tomers with high-quality products
that offer a lifetime of value and an
environmentally friendly solution.

Cutting Edge Design

Alcoa supplied more than 2,500
metric tons of tube and forgings
from Alcoa’s Samara, Russia, and
Lafayette (Ind.) plants to Noble
Corporation for its newly designed
aluminum drilling risers. The
risers leverage Alcoa’s advanced
7,000 series alloys and weigh 40%
less than steel risers. By using Alcoa
aluminum, the offshore drilling
contractor can explore in deeper
waters with higher payload.

Sustainability in Action

An Outstanding Stewardship of
America’s Rivers Award was
given to Alcoa by the National
Hydropower Association for the
Tapoco Hydroelectric Project

in Tennessee and North Carolina.
The award recognizes Alcoa’s
new practice of releasing water into
two bypassed reaches of rivers in
the two states, granting conserva-
tion easements and the protecting
of 10,000 acres of land.

Up-Armoring Humvees
AM General and Armor Holdings
awarded contracts to Alcoa to
supply high-performance, light-
weight aluminum armor alloys

to retrofit more than 50,000 doors
on High-Mobility Multipurpose
Wheeled Vehicles (Humvees)

for the U.S. military.

Second Iceland Smelter

Alcoa, local authorities and the
government of Iceland have begun
feasibility studies for developing

a 250,000-mtpy smelter at Bakki in
North Iceland. It would be the first
entirely geothermal-powered
smelter in the world. If approved,
construction would start in 2010.

Technology Transfer

The Dura-Bright® patented surface
treatment, which revolutionized
wheel maintenance by eliminating
the need to polish, has expanded
its usage:

® Dura-Bright® Fuel Tank — The first
fuel tank with Alcoa’s patented
Dura-Bright® surface treatment —
no polishing required — was
introduced at the Mid-America
Truck Show.

® Dura-Bright® Wheels with XBR™
Technology — An enhanced
version of Alcoa’s original Dura-
Bright® wheels, these are 50%
more reflective, have 75% more
image clarity and a longer-
lasting shine.

Serious Virtual Reality

Alcoa partnered with Etcetera
Edutainment, an offshoot of
Carnegie Mellon University, to
develop a highly interactive, three-
dimensional professional training
tool that offers a realistic way to
learn safety procedures involving
mobile equipment. Alcoa SafeDock
puts participants behind the wheel,
virtually, in simulated loading dock

scenarios. Everyone walks away
injury-free, with a better under-
standing of how to operate safely.
The “serious video game” will be
rolled out globally in 2007.

Portfolio Management

e Alcoa Home Exteriors was
sold to Ply Gem Industries, Inc.
for $305 million.

e Alcoa sold its aerospace services
businesses to ThyssenKrupp
Services AG, of Germany.

e Alcoa agreed with Orkla’s Sapa
Group to form a joint venture
that combines Alcoa’s soft alloy
extrusion business with Sapa’s
Profiles extruded aluminum
business.

Delivering
Uncompromising Quality
Volvo Truck North America

and Mack Trucks, two leaders in
the commercial vehicle market,
selected Alcoa Wheel Products as
their primary supplier of forged
aluminum wheels. Alcoa has been
supplying Mack Trucks with
wheels for nearly 60 years.

19



News 2006

20

Hurricane-Resistant Panel

Alcoa introduced an innovative
architectural panel that can with-
stand hurricane wind-borne debris
at high speeds. This combination
of Alcoa’s Reynobond® aluminum
composite material with DuPont’s
KEVLAR® fabric can help protect
building facades in hurricane
zones. It received the key Miami-
Dade County, Florida, building
code approval.

Multiple Honors
Alcoa-Kofém was recognized by
three different organizations this
year: the Hungarian government,
business leaders and the media.
Ko6fém was ranked the “Most
Efficient Company” by business
weekly Figyelé based on key
financial indicators. It received

the “Health-Friendly Workplace
Award” from the Ministry of
Health for its health programs and
services and was acknowledged

by the Hungarian Business
Leaders Forum for its environmen-
tal programs.

Steering Innovation

The India Council of Scientific &
Industrial Research (CSIR), a
premier R&D organization, and
Alcoa signed a Memorandum of
Understanding (MOU) to collabo-
rate on energy, environment and
material science research projects.
The MOU establishes the
CSIR/Alcoa Leadership Innovation
Council, which will support
innovations that generate value
for both organizations.

Top Award

Alcoa Flexible Packaging was
awarded the “Best of Show™ at the
PLGA Global printing competition
for Neilson’s The Ultimate
Chocolate Milk™ one-liter bottle
shrink sleeve. Alcoa won the top
award among 30-plus product
categories. PLGA Global is a
leading product packaging, label
and printing association.

Operational Excellence

Ten years ago, Alcoa adopted the
Alcoa Business System (ABS) to
drive continuous process improve-
ment. Today, learning continues
through regional Centers of
Excellence opened or planned for
the U.S., Europe and Asia.
Examples of ABS at work include:

 Alcoa Howmet’s Whitehall
(Mich.) facility expanded output
of its airfoil casting operation
by 25% through deployment
of ABS. The improvements will
allow the plant to be more
responsive and flexible in
supporting their customers’
increasing demands.

At Alcoa’s Lancaster (Pa.) plant,
monthly “ABS health audits”
gauge the “health” of the manu-
facturing system. Coaches assess
a process based on audit tools
that are key to achieving stability
in an operation. Outcome: sheet
mill achieved 10% increase in
capacity over 2005 and on-time
delivery in excess of 95%.

Future of Yadkin

Stakeholders involved in the
relicensing of the Alcoa-Yadkin
hydropower project in North
Carolina reached a milestone in
the relicensing process by signing
an Agreement in Principle. The
agreement sets the stage for a final
relicensing pact that will include
recreational enhancements,
steady reservoir water levels and
protection of more than 6,000
acres of wilderness land. Alcoa
has formally requested a 50-year
extension to operate the 215-MW
Yadkin plants.

Great Hitting Power

Alcoa supplies cutting edge,
high-strength alloys to the world’s
best aluminum bat manufacturers,
including Louisville Slugger,
Worth, Rawlings and Nike. In the
2006 NCAA Men’s College World
Series®, seven of the eight teams
used bats made with Alcoa
advanced metallic alloys, which
are derived from aerospace alloys.
Strong, crack-resistant and light
weight, these advanced alloys
meet sports equipment makers’
demands for reliable, high-
performance materials. Alcoa’s
Lafayette (Ind.) plant provides

the tube.

ABI Increases Productivity

Thanks to a plant-wide culture
change that involved both
management and hourly workers,
Aluminerie de Bécancour, Inc.
(ABI), our 75%-owned smelter in
Canada, increased its tonnage
per employee by approximately
10% in 2006. Celebrating its 20th
anniversary, the plant increased
two-way communication
throughout its operations and
now serves as a model for all
operations globally.






Trends in

Major Markets

Commercial
Transportation

Building and
Construction

Automotive

Aerospace

Aluminum
and Alumina

Aerospace
10% $3.1 billion

Alcoa segments that sell products
to this market: Flat-Rolled
Products, Engineered Solutions,
Extruded and End Products

Alcoa aerospace products are
widely used in the manufacturing
of aircraft and aircraft engines,
including high-technology airfoils
for jet engines, fastening systems,
and advanced alloys for the
fuselage, wings, landing gear

and wheels. Aerospace products
are also serving defense and
space applications.

More than 60% of Alcoa
aerospace revenues come from
propulsion and fastening
systems.

Orders for large commercial
aircraft surpassed 1,800 units in
2006 — down from last year’s
record of over 2,100 — but still

aircraft to close to 5,000 units —
this record backlog now equates
to approximately five years’
worth of production from
Airbus and Boeing.

2006 deliveries by both large
commercial aircraft OEMs
surged to 832 units —a 25%
increase versus 2005. Working
off the existing backlog of unde-
livered aircraft is projected to
keep production lines humming
through at least 2010.

Large Commercial Aircraft
Orders
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Automotive American based auto manufac- chka ging and Alcoa produces aluminum that

9% $2.7 billion

Alcoa segments that sell products
to this market: Engineered
Solutions, Extruded and End
Products, and Flat-Rolled
Products

Alcoa supplies advanced compo-
nents and systems to most of the
major automotive OEMs.
Alcoa’s technology can be found
in engineered automotive com-
ponents such as wheels, suspen-
sion components, closures and
electronics as well as in sophisti-
cated system level solutions such
as full vehicle body structures
and advanced electrical systems.

Global auto production contin-
ued to grow at a robust rate of
3.4% versus 2005. Year-on-year
production growth in China

of 22% far outpaced growth in
other regions. Production in
North America, Europe and
Japan was up only 0.9% year-
on-year.

Shifts in world market share
toward Toyota, Honda,
Nissan, and Hyundai continued
unabated in 2006. North

22

turers continue to be forced to
cut production and restructure.

Alcoa is aggressively expanding
its presence in China to capital-
ize on explosive automotive
growth in the region. In 2006,
a China automotive marketing
team was formed to focus
efforts on Chinese OEMs.
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Consumer
23% $6.9 billion

Alcoa segments that sell products
to this market: Flat-Rolled
Products, Packaging

and Consumer

For the third consecutive year,
the Reynolds Wrap® brand
achieved the pinnacle award for
brand equity by placing #1 in
the 2006 U.S. Harris EquiTrend®
survey. Reynolds Wrap was
deemed to have the greatest
brand equity when compared to
more than 1,000 brands in 39
categories as rated by more than
25,000 consumers.

Sustainability and packaging
source reduction initiatives
across the globe have led to the
development of new and lighter
weight bottle finishes and
closures by Alcoa CSI to meet
the needs of key beverage
customers worldwide. Recent
developments have provided
packaging solutions that reduce
bottle finish weight by more
than 20% and reduce closure
weight by more than 10%.

is used in more than 30 billion
can bodies and 43 billion ends
each year.

Aluminum cans in the U.S.
grew by about 2.3% to over
101 billion cans in 2006, fueled
by growth in beer and energy
drinks.
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Commercial
Transportation
7% $2.1 billion

Alcoa segments that sell products
to this market: Flat-Rolled
Products, Engineered Solutions,
Extruded and End Products

In North America, 2007 EPA
legislation drove owner/operator
and fleet pre-buying resulting

in record production in 2006.
Production was up 11%.

In Western Europe, heavy truck
builds increased for a third
consecutive year.

In Asia, 2006 heavy truck
production was up 15% driven
by legislation on overloading
of trucks.

On a global basis Alcoa’s value
proposition of lightweight,

lasts longer, and looks good will
continue to be more relevant
because the industry is being
driven by:

e Increased payload

e Urbanization: Intracity
goods movement

¢ Fuel economy/
environmental drivers

e Government regulations
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Production
thousands

East Europe
1500 - West Europe
1200 —I I I South
900 — I I - America

— North

600 —
300 America
’I I I I Asia
0-
04 05 06 07e08e09%

Source: Global Insight

Aluminum Wheel Penetration
in Heavy-Duty Trucks

percent
North America
60 & I‘
50
40
30 Western Europe
]
A —— e S
1g Japan
04 05 06 07e

Source: Alcoa

Building and
Construction
8% $2 .4 billion

Alcoa segments that sell products
to this market: Flat-Rolled
Products, Extruded and

End Products

In 2006, fueled by growth in
both commercial and institu-
tional sectors, the values of
nonresidential construction
contracts awarded were up
14% over 2005. Commercial
and industrial construction
surged by 21% and institutional
construction contracts increased
by 8% in 2006. In the commer-
cial sector, hotel and office
construction were the primary
drivers. The strongest institu-
tional segments were education,
amusement and transportation
buildings.
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Aluminum
and Alumina
29% $9.0 billion

Alcoa segments that sell products
to this market: Primary Metals,
Alumina

Alcoa is the world’s largest
producer of alumina, a powdery
oxide of aluminum refined

from bauxite ore and used to
produce aluminum and alumina-
based chemicals.

Alcoa alumina production
in 2006 rose 4% to
15.1 million mtpy.

In 2006, 55% of Alcoa’s refinery
production was supplied to
outside customers.

Aluminum ingot is an interna-
tionally produced, priced and
traded commodity whose princi-
pal trading market is the London
Metal Exchange, or LME.

Worldwide aluminum capacity
was 38.5 million mtpy, 9% of
which was idle.

Alcoa’s worldwide capacity is
approximately 4.2 million mtpy,
of which 13% is idle.
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Selected Financial Data

(in millions, except per-share amounts and ingot prices)

For the year ended December 31, 2006 2005 2004 2003 2002
Sales $30,379  $25,568 $22,609 $20,282  $19,164
Income from continuing operations 2,161 1,257 1,369 1,012 478
Income (loss) from discontinued operations 87 (22) (59) (27) (92)
Cumulative effect of accounting changes — (2) — (47) 34
Net income 2,248 1,233 1,310 938 420
Earnings (loss) per share:
Basic:

Income from continuing operations 2.49 1.44 1.57 1.18 .56

Income (loss) from discontinued operations .10 (.03) (.07) (.03) (.11)

Cumulative effect of accounting changes — — — (.06) .04

Net income 2.59 1.41 1.50 1.09 49

Diluted:

Income from continuing operations 2.47 1.43 1.56 1.18 .56

Income (loss) from discontinued operations .10 (.03) (.07) (.04) (.11)

Cumulative effect of accounting changes — — — (.06) .04

Net income 2.57 1.40 1.49 1.08 49

Alcoa’s average realized price per metric ton of aluminum

ingot 2,665 2,044 1,867 1,543 1,455
LME average 3-month price per metric ton of aluminum

ingot 2,594 1,900 1,721 1,428 1,365
Cash dividends paid per common share .60 .60 .60 .60 .60
Total assets 37,183 33,696 32,609 31,711 29,810
Short-term borrowings 475 296 261 66 48
Commercial paper 1,472 912 630 — 663
Long-term debt, including amounts due within one year 5,288 5,334 5,399 7,213 7,762

The financial information for all prior periods presented has been reclassified to reflect assets held for sale and discontinued operations. See
Note B to the Consolidated Financial Statements for further information.

In addition to the operational results presented in Management’s Discussion and Analysis of Financial Condition and Results of Operations,
other significant items that impacted results included, but were not limited to, the following:

2006: Disposition of a non-core business, restructuring and other charges, including impairment charges associated with the formation of a
joint venture and other assets to be disposed of, and lower income tax expense associated with discrete items
2005: Acquisitions and dispositions of businesses, restructuring and other charges, the sale of investments, and a tax benefit resulting from

the finalization of certain tax reviews and audits

2004: Disposition of businesses, restructuring and other charges, changes in the provision for income taxes, the restructuring of debt and
associated settlement of interest rate swaps, the effects of the Bécancour strike, the sale of a portion of Alcoa’s interest in the Juruti

bauxite project, environmental charges, the termination of an alumina tolling arrangement, and discontinued operations

2003: Acquisitions and dispositions of businesses, restructuring and other charges, insurance settlements related to environmental matters,
changes in the provision for income taxes, discontinued operations, and the adoption of a new accounting standard
2002: Restructuring and other charges, the adoption of new accounting standards, goodwill impairment, and discontinued operations

The data presented in the Selected Financial Data table should be read in conjunction with the information provided in Management’s
Discussion and Analysis of Financial Condition and Results of Operations and the Notes to the Consolidated Financial Statements.
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Management’s Discussion and
Analysis of Financial Condition and
Results of Operations

(dollars in millions, except per-share amounts and ingot prices;
production and shipments in thousands of metric tons [kmtf])

Forward-Looking Statements

Certain statements in this report under this caption and
elsewhere relate to future events and expectations and, as
such, constitute forward-looking statements. Forward-
looking statements also include those containing such words
as “anticipates,” “believes,” “estimates,” “expects,”
“hopes,” “targets,” “should,” “will,” “will likely result,”
“forecast,” “outlook,” “projects,” or similar expressions.
Such forward-looking statements involve known and
unknown risks, uncertainties, and other factors that may
cause actual results, performance, or achievements of Alcoa
to be different from those expressed or implied in the
forward-looking statements. For a discussion of some of the
specific factors that may cause such a difference, see Notes
N and Y to the Consolidated Financial Statements and the
disclosures included under Segment Information and Market
Risks and Derivative Activities. For additional information
on forward-looking statements and risk factors, see Alcoa’s
Form 10-K, Part I, Item 1A. Alcoa disclaims any intention
or obligation (other than as required by law) to update or
revise any forward-looking statements.

Overview

Our Business

Alcoa is the world’s leading producer of primary aluminum,
fabricated aluminum, and alumina, and is active in all major
aspects of the industry: technology, mining, refining, smelt-
ing, fabricating, and recycling. Aluminum is a commodity
that is traded on the London Metal Exchange (LME) and
priced daily based on market supply and demand.
Aluminum and alumina represent approximately three-
fourths of Alcoa’s revenues, and the price of aluminum
influences the operating results of Alcoa. Nonaluminum
products include precision castings, industrial fasteners,
consumer products, food service and flexible packaging
products, plastic closures, and electrical distribution systems
for cars and trucks. Alcoa’s products are used worldwide in
aircraft, automobiles, commercial transportation, pack-
aging, consumer products, building and construction, and
industrial applications.

Alcoa is a global company operating in 44 countries.
North America is the largest market with 59% of Alcoa’s
revenues. Europe is also a significant market with 24% of
the company’s revenues. In addition, Alcoa has investments
and activities in Australia, Brazil, China, Iceland, Jamaica,
and Russia, which present opportunities for substantial
growth. Governmental policies and other economic factors,
including inflation and fluctuations in foreign currency
exchange rates and interest rates, affect the results of oper-
ations in these countries.

Management Review of 2006

and Outlook for the Future

Alcoa aspires to be the best company in the world. As part
of that mission, Alcoa strives to attain certain financial goals
to improve both short-term and long-term profitability,
while positioning the company to be successful in the future.

In 2006, Alcoa continued its focus on long-term value
creation through living our values, executing our growth
strategy, controlling costs and capital, and strategically
managing our portfolio of businesses. These actions con-
tributed to the following financial achievements:
® Highest annual sales in company history of $30,379,
reflecting revenue growth of $4,811, or 19%, over 2003,
with most markets showing double-digit growth;

® Income from continuing operations of $2,161, or $2.47
per diluted share, despite the continued challenge of sig-
nificantly higher expenses for raw materials, energy, and
other cost inflation;

® Second highest cash from operations in company history
of $2,567, including $236 of discretionary pension con-
tributions;

® Continued execution of our growth strategy, with sig-
nificant investments in refinery expansions, smelter
modernizations, new smelter construction in Iceland, and
flat-rolled products expansion projects in China and
Russia; and

® Debt-to-capital ratio of 30.6%, at the lower end of our
target range, the lowest in the last five years.
In 2006, the company’s results were positively impacted
by the following: higher realized prices for alumina and
aluminum; strong demand in downstream markets, partic-
ularly in aerospace, building and construction, commercial
transportation and distribution; lower income tax expense
resulting from various discrete items; a favorable legal
settlement related to a former Reynolds distribution busi-
ness; and higher interest and dividend income. In 2006,
Alcoa’s revenues rose to the highest level in company history
as the company continued to significantly expand and plan
future growth. During 2006, the company was also faced
with a number of challenges, including higher costs for
energy and raw materials; restructuring costs associated
with the re-positioning of its downstream operations and
the formation of a joint venture related to its soft alloy
extrusions business; higher stock-based compensation
expense; and labor contract and strike-related costs.
As we look to 2007 and beyond, we will work toward
the following goals:
® Continuing to globalize our footprint by entering new
markets, while continuing to grow our existing market
share by delivering new products and applications;

® Managing our debt maturity profile and strengthening our
capital structure, including extending maturities, in order
to maintain a balance between flexibility, cost and max-
imizing shareholder value;

® Sustaining our current level of capital expenditures related
to our growth projects to enable us to continue to improve
our competitiveness and better serve our customers. Some
of the actions being taken in order to achieve such goals
are as follows: the construction of a smelter in Iceland;
alumina refinery expansions in Brazil and Jamaica; the
development of a bauxite mine in Juruti, Brazil; the con-
struction of an anode facility in Norway; and expansion of
our global rolled products businesses in Russia and China.
These projects are outlined in more detail under the
Segment Information, Liquidity and Capital Resources, and
Contractual Obligations and Off-Balance Sheet Arrange-
ments sections that follow;

® Maximizing and capitalizing on our strong markets so that
our return on capital continues to exceed the cost of capi-
tal; we anticipate our cash from operations to not only
fully fund our capital expenditures, but to also generate
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excess cash from operations for other uses; managing our
debt portfolio in order to maintain our debt-to-capital
ratio within the target range of 30% to 35%; and taking
the necessary actions to strengthen our volume, mix and
productivity in order to offset cost inflation.

® Managing our investment decisions and portfolio actions
on the basis of profitable growth.

Results of Operations

Earnings Summary

Alcoa’s income from continuing operations for 2006 was
$2,161, or $2.47 per diluted share, compared with $1,257,
or $1.43 per share in 2005. The increase in income from
continuing operations was primarily due to the following:
higher realized prices for alumina and aluminum as LME
prices increased by 37% over 2005 levels; strong demand in
the downstream businesses serving the aerospace, building
and construction, commercial transportation and dis-
tribution markets; the absence of a $58 charge for the
closure of the Hamburger Aluminium-Werk facility in
Germany in 2005; a $26 favorable legal settlement related
to a former Reynolds distribution business; and higher
dividend and interest income.

Partially offsetting these increases were the following
items: continued cost increases for energy and raw materi-
als; increase in stock-based compensation expense due to the
adoption of a new accounting standard; labor contract and
strike-related costs; restructuring charges of $379 associated
with the re-positioning of downstream operations and the
formation of a joint venture related to the soft alloy
extrusions business and other assets to be disposed of; the
absence of the $180 gain related to the 2005 sale of Alcoa’s
stake in Elkem ASA (Elkem); and the absence of a $37 gain
on the sale of Alcoa’s railroad assets recognized in 20035.

Net income for 2006 was $2,248, or $2.57 per diluted
share, compared with $1,233, or $1.40, per share in 20035.
Net income of $2,248 in 2006 included income from dis-
continued operations of $87, comprised of $110 for the gain
on the sale of the home exteriors business, offset by $23
primarily related to net operating losses of discontinued
businesses.

Alcoa’s income from continuing operations for 2005 was
$1,257, or $1.43 per diluted share, compared with $1,369,
or $1.56 per share in 2004. The highlights for 2005 include:
higher realized prices for alumina and aluminum as LME
prices increased by 10% over 2004 levels; increased sales
across all segments; higher demand in upstream businesses
and in downstream businesses serving the aerospace,
commercial transportation, industrial products, distribution,
packaging, and building and construction markets; a $180
net gain related to the sale of Alcoa’s stake in Elkem; a $120
tax benefit related to the finalization of certain tax reviews
and audits during the second quarter of 2005; and a $37
gain on the sale of railroad assets.

These positive contributions were more than offset in
2005 by the following: significant cost increases for energy
and raw materials; the impact of a weakened U.S. dollar
against other currencies, primarily the Canadian dollar and
the Euro; restructuring charges of $190 associated with the
global realignment of Alcoa’s organization structure
designed to streamline operations; operating losses of $69
related to the acquired facilities in Russia; a $58 charge for
the closure of the Hamburger Aluminium-Werk facility in
Germany; an increase in environmental reserves, principally

26

related to the closed East St. Louis, IL facility; an increase in
legal reserves, primarily due to litigation involving a closed
Howmet facility; and higher costs associated with hurri-
canes and business interruptions.

Net income for 2005 was $1,233, or $1.40 per diluted
share, compared with $1,310, or $1.49 per share, in 2004.
Net income of $1,233 in 2005 included losses from dis-
continued operations of $22, comprised of $43 related to
net losses on businesses impaired or sold, partially offset by
$21 in net operating income.

2,248

Net Income

millions of dollars

1,310 1,233

938
= l

2002 2003 2004 2005 2006

Sales—Sales for 2006 were $30,379 compared with sales
of $25,568 in 2005, an increase of $4,811, or 19%. Almost
one-half of this increase was the result of a 31% increase in
the realized price of alumina and a 30% increase in the
realized price of aluminum. Volumes also increased as
demand remained strong primarily in the downstream
businesses serving the aerospace, building and construction,
commercial transportation and distribution markets. Parti-
ally offsetting these positive contributions were unfavorable
foreign currency exchange movements.

Sales for 2005 were $25,568 compared with sales of
$22,609 in 2004, an increase of $2,959, or 13%. The 9%
increase in the realized price of aluminum and the 14%
increase in the realized price of alumina contributed to the
increase in sales over the prior year, as approximately
one-half of the increase in sales was due to higher realized
prices. Demand increased in upstream businesses and in
downstream businesses serving the aerospace, commercial
transportation, industrial products, distribution, packaging,
and building and construction markets. The acquisition of
two Russian fabricating facilities provided $449 in addi-
tional revenue in 200S5. In addition, higher sales related to
metal purchased and subsequently resold and favorable
foreign currency exchange movements positively impacted
200S5. These positive contributions more than offset the
sales decreases from the divestitures in 2004 of Alcoa’s
specialty chemicals business, the Russellville, AR and St.
Louis, MO foil facilities, and the European and Brazilian
extrusion facilities.

Cost of Goods Sold—COGS as a percentage of sales was
76.8% in 2006 compared with 81.0% in 2005. Higher
realized prices for alumina and aluminum and strong
volumes more than offset global cost inflation, primarily
related to energy, raw materials, labor and transportation,
and increases in last-in, first-out (LIFO) inventory reserves.
A $36 favorable legal settlement related to a former Rey-
nolds distribution business also contributed to the
percentage improvement.

COGS as a percentage of sales was 81.0% in 2005
compared with 79.3% in 2004. Increased realized prices for
alumina and aluminum and higher volumes were more than



offset by increased costs for raw materials and energy,
Russian operating costs, unfavorable foreign currency
exchange movements, costs associated with hurricanes and
business interruptions, and an increase in environmental and
legal reserves.

Cost of Goods Sold

as a percent of sales

81.0%

79.9% .
79.4% 79.3%

76.8%

2002 2003 2004 2005 2006

Selling, General Administrative, and Other
Expenses—SG&A expenses were $1,402, or 4.6% of
sales, in 2006 compared with $1,295, or 5.1% of sales, in
2005. Expenses increased by $107 primarily due to
increases in stock-based compensation resulting from the
adoption of a new accounting standard, deferred compensa-
tion, labor contract and strike-related costs, and marketing
costs associated with consumer products.

SG&A expenses were $1,295, or 5.1% of sales, in 2005
compared with $1,194, or 5.3% of sales, in 2004. Expenses
increased by $101 primarily due to the acquisition of two
Russian facilities.

Selling, General 5.8%

19 ! 5.4% 5.3% 1o
Administrative, > %
and Other Expenses

as a percent of sales

2002 2003 2004 2005 2006

Research and Development Expenses—R&D
expenses were $213 in 2006 compared with $192 in 2005
and $178 in 2004. The increases in 2006 and 2005 were
primarily due to additional spending related to inert anode
technology within the Primary Metals segment and small
increases across various other projects.

Provision for Depreciation, Depletion, and Amor-
tization—The provision for depreciation, depletion, and
amortization was $1,280 in 2006 compared with $1,256 in
2005. The increase of $24, or 2%, was primarily due to the
start-up of operations related to the Alumar, Brazil smelter
expansion and the Pinjarra, Australia refinery expansion.

The provision for depreciation, depletion, and amor-
tization was $1,256 in 2005 compared with $1,177 in
2004. The increase of $79, or 7%, was primarily caused by
a higher asset base due to the acquisition of two Russian
fabricating facilities and unfavorable foreign currency
exchange movements.

Restructuring and Other Charges—Restructuring and
other charges for each of the three years in the period ended
December 31, 2006, were comprised of the following:

2006 2005 2004

Asset impairments $442  $8 $ 6
Layoff costs 107 238 40
Other exit costs 37 16 —
Gain on sale of specialty

chemicals business — — (53)
Reversals of previously recorded

layoff and other exit costs* (43) (48) (15)
Restructuring and other charges $543 $292 $(22)

* Reversals of previously recorded layoff and other exit costs
resulted from changes in facts and circumstances that led to
changes in estimated costs.

Employee termination and severance costs were recorded
based on approved detailed action plans submitted by the
operating locations that specified positions to be eliminated,
benefits to be paid under existing severance plans, union
contracts or statutory requirements, and the expected time-
table for completion of the plans.

2006 Restructuring Program—In November 2006, Alcoa
executed a plan to re-position several of its downstream
operations in order to further improve returns and profit-
ability, and to enhance productivity and efficiencies through
a targeted restructuring of operations, and the creation of a
soft alloy extrusion joint venture. The restructuring program
encompassed identifying assets to be disposed of, plant clos-
ings and consolidations, and will lead to the elimination of
approximately 6,700 positions across the company’s global
businesses during the next year. Restructuring charges of
$543 ($379 after-tax and minority interests) were recorded
in 2006 and were comprised of the following components:
$107 of charges for employee termination and severance
costs spread globally across the company; $442 related to
asset impairments for structures, machinery, equipment, and
goodwill, more than half of which relates to the soft alloy
extrusions business; and $37 for other exit costs, consisting
primarily of accelerated depreciation associated with assets
for which the useful life has been changed due to plans to
close certain facilities in the near term and environmental
clean-up costs. Partially offsetting these charges was $43 of
income related to the reversal of previously recorded layoff
and other exit costs resulting from new facts and circum-
stances that arose subsequent to the original estimates. Alcoa
estimates that it will record additional charges of approx-
imately $40 related to this restructuring program in 2007,
consisting primarily of accelerated depreciation. As a result
of the implementation of this restructuring plan, Alcoa
expects to eliminate approximately $130 (pretax) on an
annual basis from its cost base once the program has been
completed.

The significant components of the 2006 restructuring
program were as follows:

— The hard and soft alloy extrusions businesses, included
within the Extruded and End Products segment, were
restructured through the following actions:
® Alcoa signed a letter of intent with Orkla ASA’s SAPA

Group (Sapa) to create a joint venture that would combine
its soft alloy extrusion business with Sapa’s Profiles
extruded aluminum business. The new venture will be
majority-owned by Orkla and operated by Sapa. It is
anticipated that the joint venture will be formed early in
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2007, subject to customary government approvals. Alcoa
recorded an impairment charge of $301 (associated with
the expected contribution of assets to the soft alloy joint
venture and other assets to be disposed of) to reduce the
carrying value of the soft alloy extrusions business’ assets
to their estimated fair value.

® Consolidation of selected operations within the global hard
alloy extrusion production operations serving the aero-
space, automotive and industrial products markets,
resulting in charges of $7 for severance costs associated
with the elimination of approximately 325 positions,
primarily in the U.S. and Europe.
— Operations within the Flat-Rolled Products segment
were affected by the following actions:
® Restructuring of the can sheet operations resulting in the
elimination of approximately 320 positions, including the
closure of the Swansea facility in the United Kingdom in
the first quarter of 2007, resulting in charges of $33,
comprised of $16 for severance costs and $17 for other exit
costs, including accelerated depreciation (approximately
$20 primarily for accelerated depreciation will be recog-
nized in 2007).

® Conversion of the temporarily-idled San Antonio, Texas
rolling mill into a temporary research and development
facility serving Alcoa’s global flat-rolled products business,
resulting in a $53 asset impairment charge as these assets
have no alternative future uses.

® Charges for asset impairments of $47 related to a global
flat-rolled product asset portfolio review and ration-
alization.

— Restructuring and consolidation of the Engineered
Solutions segment’s automotive and light vehicle wire har-
ness and component operations, including the closure of the
manufacturing operations of the AFL Seixal plant in
Portugal and restructuring of the AFL light vehicle and
component operations in the U.S. and Mexico, resulting in
charges of $38, primarily related to severance charges for the
elimination of approximately 4,800 positions (approximately
$9 primarily for accelerated depreciation will be recognized
in 2007).

- Reduction within the Primary Metals and Alumina
segments’ operations by approximately 330 positions to
further strengthen the company’s position on the global cost
curve. This action resulted in charges of $44, consisting of
$24 for asset impairments, $14 for severance costs and $6
for other exit costs.

— Consolidation of selected operations within the
Packaging and Consumer segment, resulting in the elimi-
nation of approximately 440 positions and charges of $19,
consisting of $10 related to severance costs and $9 for other
exit costs, consisting primarily of accelerated depreciation
(approximately $11 primarily for accelerated depreciation
will be recognized in 2007).

— Restructuring at various other locations accounted for
the remaining charges of $35, more than half of which are
for severance costs related to approximately 400 layoffs and
the remainder for asset impairments and other exit costs.

These terminations are expected to be completed in the
next twelve months. As of December 31, 2006, 200 of the
approximately 6,700 employees had been terminated.
Approximately $2 of cash payments were made against the
2006 program reserves in 2006.

2005 Restructuring Program—As a result of the global
realignment of Alcoa’s organization structure, designed to
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optimize operations in order to better serve customers, a
restructuring plan was developed to identify opportunities
to streamline operations on a global basis. The restructuring
program consisted of the elimination of jobs across all
segments of the company, various plant closings and con-
solidations, and asset disposals. Restructuring charges of
$292 ($190 after-tax and minority interests) were recorded
in 2005 and were comprised of the following components:
$238 of charges for employee termination and severance
costs associated with approximately 8,450 salaried and
hourly employees, spread globally across the company; $86
related to asset impairments for structures, machinery, and
equipment; and $16 for exit costs, consisting primarily of
accelerated depreciation associated with assets for which the
useful life has been changed due to plans to close certain
facilities in the near term. Reversals of previously recorded
layoff and other costs were primarily due to Alcoa’s decision
to sell certain locations that it previously planned to shut
down in 2005. Alcoa expects to eliminate approximately
$180 (pre-tax) on an annual basis from its cost base once
the program has been completed.
The significant components of the 2005 restructuring
program were as follows:
— In December 2005, the company temporarily curtailed
production at its Eastalco, MD smelter because it was not
able to secure a new, competitive power supply for the
facility. A charge of $14 was recorded for the termination of
approximately 550 people.
— The automotive operations, included in the Engineered
Solutions segment, were restructured to improve efficiencies
and included the following actions:
® A restructuring of the cast auto wheels business occurred,
which ultimately included the sale of the wheels facility in
Italy. Total charges recorded in 2005 were $71, consisting
of $15 for severance costs associated with approximately
450 employees, $46 for asset impairments, and $10 loss
on sale of the facility in Italy.

® Headcount reductions in the AFL automotive business
resulted in a charge of $27 for the termination of approx-
imately 3,900 employees, primarily in Mexico.
— The global extruded and end products businesses were
restructured to optimize operations and increase pro-
ductivity and included the following actions:
® Headcount reductions across various businesses resulted in
a charge of $50 for the termination of 1,050 employees in
the U.S., Europe, and Latin America.

® Charges of $15 were recorded for asset disposals at
various U.S. and European extrusion plants related to
certain assets which the businesses have ceased to operate.

— The restructuring associated with the packaging and
consumer businesses consisted of plant consolidations and
closures designed to strengthen the operations, resulting in
charges of $39, comprised of $23 for the termination of
1,620 employees primarily in the U.S., $8 for asset dis-
posals, and $8 for other exit costs. Other exit costs
primarily consisted of accelerated depreciation.

As of December 31, 2006, 5,380 of the approximately
8,450 employees had been terminated. In addition, it has
been determined that approximately 1,500 of the approx-
imately 8,450 employees will not be terminated due to
natural attrition and other changes in facts and circum-
stances. Approximately $45 and $69 of cash payments were
made against the 2005 program reserves in 2006 and 2005,
respectively.



2004 Restructuring Program—During 2004, Alcoa recorded
income of $22 ($41 after-tax and minority interests) for
restructuring and other items. The income recognized was
comprised of the following components: a gain of $53 ($61
after-tax and minority interests) on the sale of Alcoa’s spe-
cialty chemicals business and $15 resulting from
adjustments to prior year reserves; offset by charges of $40
related to additional layoff reserves associated with approx-
imately 4,100 hourly and salaried employees (located
primarily in Mexico and the U.S.), as the company con-
tinued to focus on reducing costs; and $6 of asset
impairments. The 2004 restructuring program is essentially
complete.

Alcoa does not include restructuring and other charges in
the segment results. The pretax impact of allocating
restructuring and other charges to the segment results would
have been as follows:

2006 2005 2004

Alumina $ 4 $ 6 $(48)
Primary Metals 26 36 (1)
Flat-Rolled Products 134 15 1
Extruded and End Products 318 70 9
Engineered Solutions 37 109 8
Packaging and Consumer 15 39 10

Segment total 534 275 (21)
Corporate 9 17 (1)
Total restructuring and other

charges $543 $292 $(22)

Interest Expense—Interest expense was $384 in 2006
compared with $339 in 20035, resulting in an increase of
$45, or 13%. Interest expense was $339 in 2005 compared
with $271 in 2004, resulting in an increase of $68, or 25%.
The increase for both periods was principally caused by
higher average effective interest rates and increased borrow-
ings, somewhat offset by an increase in interest capitalized.

Other Income, net—Other income, net, was $193 in
2006 compared with $480 in 2005. The decrease of $287,
or 60%, was primarily due to the absence of the $345 gain
on the sale of Alcoa’s stake in Elkem and the absence of the
$67 gain on the sale of railroad assets, both of which
occurred in 20035, partially offset by the absence of a $90
charge recognized in 2005 for impairment, layoff, and other
costs related to the closure of the Hamburger Aluminium-
Werk facility in Germany, an increase in dividend income of
$26 related to Alcoa’s stake in the Aluminum Corporation
of China Limited (Chalco), and higher interest income
primarily due to $15 of interest earned related to a Brazilian
court settlement.

Other income, net, was $480 in 2005 compared with
$270 in 2004. The increase of $210, or 78 %, was primarily
due to the gain of $345 on the sale of Alcoa’s stake in Elkem
and the $67 gain on the sale of railroad assets, partially
offset by the $90 charge for impairment, layoff, and other
costs related to the closure of the Hamburger Aluminium-
Werk facility in Germany and the absence of the $58 gain on
the early retirement of debt that occurred in 2004.

Income Taxes—Alcoa’s effective tax rate was 24.3% in
2006 compared with the statutory rate of 35% and Alcoa’s
effective tax rates of 23.0% in 2005 and 25.0% in 2004.
The effective tax rate in 2006 reflects the following sig-
nificant discrete tax items:

® A $60 benefit from the finalization of certain tax reviews
and audits.

® A $23 benefit attributable to the reversal of valuation
allowances related to international net operating losses.

Management anticipates that the tax rate in 2007 will be
similar to the tax rates for 2006 and 2005 excluding the
impact of discrete tax items.

Minority Interests—Minority interests’ share of income
from operations was $436 in 2006 compared with $259 in
2005. The $177 increase was primarily due to higher earn-
ings at Alcoa World Alumina and Chemicals (AWAC),
attributed primarily to higher realized prices and increased
volumes.

Minority interests’ share of income from operations was
$259 in 2005 compared with $245 in 2004. The $14
increase was primarily due to higher earnings at AWAC,
attributed primarily to higher realized prices.

Income (Loss) From Discontinued Operations—
Income from discontinued operations was $87 in 2006
compared with losses of $22 in 2005 and $59 in 2004. The
income of $87 in 2006 was comprised of a $110 after-tax
gain related to the sale of the home exteriors business, offset
by $20 of net operating losses and a loss of $3 related to the
2005 sale of the imaging and graphics communications
business. The loss of $22 in 2005 was comprised of $43 of
net losses associated with businesses impaired or sold in
2005, including a $28 loss for asset impairments associated
with the closure of Hawesville, KY automotive casting
facility, partially offset by $21 in net operating income. The
loss of $59 in 2004 was comprised of $89 in impairment
charges to reflect the estimated fair values of the protective
packaging business, the telecommunications business, and a
small casting business, somewhat offset by $25 in net
operating income and a net gain of $5 on divested busi-
nesses. See Note B to the Consolidated Financial Statements
for additional information.

In the third quarter of 2006, Alcoa reclassified its home
exteriors business to discontinued operations upon the
signing of a definitive sale agreement with Ply Gem
Industries, Inc. In the first quarter of 2006, Alcoa
reclassified the Hawesville, KY automotive casting facility to
discontinued operations upon closure of the facility. The
results of the Extruded and End Products segment and the
Engineered Solutions segment have been reclassified to
reflect the movement of the home exteriors business and the
automotive casting facility, respectively, into discontinued
operations. In October 2006, Alcoa completed the sale of
the home exteriors business to Ply Gem Industries, Inc. for
$305 in cash and recognized an after-tax gain of $110.

In the third quarter of 2005, Alcoa reclassified the
imaging and graphics communications business of Southern
Graphic Systems, Inc. (SGS) to discontinued operations
based on the decision to sell the business. The results of the
Packaging and Consumer segment were reclassified to
reflect the movement of this business into discontinued
operations. In December 2005, Alcoa completed the sale of
SGS to Citigroup Venture Capital Equity Partners, LP for
$408 in cash and recognized an after-tax gain of $9.

In 2004, Alcoa also identified businesses to be divested so
as to better focus on its core capabilities. The divestitures of
the telecommunications business and the protective pack-
aging business were completed in 2005. See Note F to the
Consolidated Financial Statements for additional
information.
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Cumulative Effect of Accounting Change —Effective
December 31, 2005, Alcoa adopted Financial Accounting
Standards Board (FASB) Interpretation No. 47, “Accounting
for Conditional Asset Retirement Obligations” (FIN 47) and
recorded a cumulative effect adjustment of $2, consisting
primarily of costs for regulated waste materials related to
the demolition of certain power facilities. See Note C to the
Consolidated Financial Statements for additional
information.

Segment Information

Alcoa’s operations consist of six worldwide segments:
Alumina, Primary Metals, Flat-Rolled Products, Extruded
and End Products, Engineered Solutions, and Packaging and
Consumer. Alcoa’s management reporting system measures
the after-tax operating income (ATOI) of each segment.
Certain items, such as interest income, interest expense,
foreign currency translation gains/losses, certain effects of
LIFO inventory accounting, minority interests, restructuring
and other charges, discontinued operations, and accounting
changes are excluded from segment ATOL. In addition,
certain expenses, such as corporate general administrative
expenses and depreciation and amortization on corporate
assets, are not included in segment ATOI. Segment assets
exclude cash, cash equivalents, short-term investments, and
all deferred taxes. Segment assets also exclude items such as
corporate fixed assets, LIFO reserves, goodwill allocated to
corporate, assets held for sale, and other amounts.

ATOI for all segments totaled $3,551 in 2006, $2,139 in
2005, and $2,105 in 2004. See Note Q to the Consolidated
Financial Statements for additional information. The
following discussion provides shipments, sales, and ATOI
data of each segment, and production data for the Alumina
and Primary Metals segments for each of the three years in
the period ended December 31, 2006. The financial
information and data on shipments for all prior periods
have been reclassified for discontinued operations.

In January 20035, Alcoa realigned its organization struc-
ture, creating global groups to better serve customers and
increase the ability to capture efficiencies. As a result, cer-
tain reportable segments were reorganized to reflect the new
organization. The businesses within the former Engineered
Products segment and the Other “group” were realigned to
form the Extruded and End Products segment and the
Engineered Solutions segment. Amounts for 2004 were
reclassified to reflect these changes. Additionally, the
Alumina and Chemicals segment was renamed the Alumina
segment, to reflect the sale of the specialty chemicals busi-
ness.

Alumina
2006 2008 2004
Alumina production
(kmt) 15,128 14,598 14,343
Third-party alumina
shipments (kmt) 8,420 7,857 8,062
Third-party sales $ 2,785 $ 2,130 $ 1,975
Intersegment sales 2,144 1,707 1,418
Total sales $ 4,929 $ 3,837 $ 3,393

ATOI $ 1,050 $ 682 0§ 632
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This segment consists of Alcoa’s worldwide alumina system
that includes the mining of bauxite, which is then refined
into alumina. Alumina is sold directly to internal and
external smelter customers worldwide or is processed into
industrial chemical products. Slightly more than half of
Alcoa’s alumina production is sold under supply contracts
to third parties worldwide, while the remainder is used
internally.

In 2006, alumina production increased by 530 kmt. Eight
of Alcoa’s nine refineries achieved production records in
2006 with the largest percentage increases coming from the
Paranam refinery in Suriname (11% increase in production)
and the efficiency upgrade expansion at the Pinjarra refinery
in Australia (8% increase in production). In 2005, alumina
production increased by 255 kmt, resulting primarily from
increased production in the Pocos de Caldas refinery in
Brazil (13% increase in production), the Kwinana, Australia
refinery (10% increase in production) and the capacity
expansion in Jamaica (5% increase in production).

Alumina 15128
Producﬁon 13.027 13,841 14,343 14,598
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Third-party sales for the Alumina segment increased
31% in 2006 compared with 20035, largely due to a 31%
increase in realized price driven by higher LME prices and a
7% increase in third-party volumes. In 20035, third-party
sales rose 8%, primarily due to a 14% increase in realized
price influenced by higher LME prices, which was some-
what offset by lower third-party volumes.

ATOI for this segment rose 54% in 2006 compared with
2005, primarily due to higher realized prices and increased
total volumes. These positive contributions were somewhat
offset by higher raw materials, energy, and maintenance
costs. ATOI for this segment rose 8% in 2005 compared
with 2004, primarily due to higher realized prices and
increased total volumes. These positive contributions were
somewhat offset by higher raw materials, energy, and
maintenance costs; unfavorable foreign currency exchange
movements; the absence of a $37 gain on the sale of a por-
tion of Alcoa’s interest in a Brazil bauxite project that
occurred in 2004; and the absence of a $15 gain on the
termination of an alumina tolling arrangement that occurred
in 2004.

In 2007, Alcoa will focus on the expansions of the Sao
Luis refinery in Brazil (total additional alumina production
of 2,100 kmt; Alcoa’s share is 1,134 kmt) targeted for 2008
and beyond, the Juruti bauxite mine in Brazil (addition of
2,600 kmt of bauxite) targeted for 2008, and ramp up of
the Early Works Program in the Clarendon refinery in
Jamaica (addition of 146 kmt Alcoa’s share) targeted for
2007. Higher LME-linked bauxite costs as well as an
increase in ocean freight rates to transport bauxite are
anticipated in 2007. Energy costs are also expected to
increase in 2007.



Primary Metals
2006 2005 2004

Aluminum production

(kmt) 3,552 3,554 3,376
Third-party aluminum

shipments (kmt) 2,087 2,154 1,882
Alcoa’s average realized

price per metric ton of

aluminum $ 2,665 $2,044 $1,867
Third-party sales $ 6,171 $4,698 $3,806
Intersegment sales 6,208 4,808 4,335
Total sales $12,379 $9,506 $8,141
ATOI $ 1,760 $ 822 $ 808

This segment consists of Alcoa’s worldwide smelter system.
Primary Metals receives alumina, primarily from the
Alumina segment, and produces primary aluminum to be
used by Alcoa’s fabricating businesses, as well as sold to
external customers, aluminum traders, and commodity
markets. Results from the sale of aluminum powder, scrap,
and excess power are also included in this segment, as well
as the results of aluminum derivative contracts. Aluminum
produced by Alcoa and used internally is transferred to
other segments at prevailing market prices. The sale of
primary aluminum represents approximately 90% of this
segment’s third-party sales.

In 2006, aluminum production decreased by 2 kmt due
to the decline in production associated with the temporary
curtailment of the Eastalco, MD smelter, partially offset by
the first quarter 2006 completion of the Alumar, Brazil
smelter expansion and the second quarter 2006 acquisition
of the minority interests in the Intalco, WA smelter. In
2005, aluminum production increased by 178 kmt, princi-
pally due to the restart of capacity at the Massena, NY and
Bécancour, Canada smelters, as well as the partial restart of
the Wenatchee, WA smelter.
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Third-party sales for the Primary Metals segment
increased 31% in 2006 compared with 2005, primarily due
to an increase in realized prices of 30%. Third-party sales
for the Primary Metals segment increased 23% in 2005
compared with 2004, primarily due to an increase in real-
ized prices of 9% and increased third-party shipments.
Intersegment sales increased 29% in 2006 and 11% in 2005
compared with previous periods due to higher realized
prices and higher internal demand.

ATOI for this segment increased 114 % in 2006 com-
pared with 2005 as higher realized prices were partially
offset by higher income taxes related to effective tax rate
changes in Canada, Brazil and Europe; increased raw
materials and energy costs; unfavorable foreign currency

exchange movements; and the Fjardaal, Iceland smelter
start-up costs. ATOI for this segment increased 2% in 2005
compared with 2004 as higher realized prices and increased
volumes were mostly offset by increased raw materials and
energy costs, unfavorable foreign currency exchange
movements, and outages and restart costs.

Alcoa currently has 545,000 metric tons per year (mtpy)
of idle capacity on a base capacity of 4,209,000 mtpy. Base
capacity increased by 62,000 mtpy in the first quarter of
2006 due to the completion of the Alumar, Brazil smelter
expansion and by 185,000 mtpy in the second quarter of
2006 with the acquisition of the minority interests in its
Intalco, WA and Eastalco, MD smelters. Idle capacity
includes the temporary curtailment of the Eastalco smelter
in December 2005.

The Iceland smelter, which will add 344,000 mtpy of
capacity, is expected to be completed in 2007 and yield
approximately 100 kmt for the year. In 2006, the company
continued construction on a new anode plant in Norway
expected to be completed in 2007 and continued the
modernization of two Spanish smelters and the Pocos de
Caldas smelter in Brazil.

The increase in ownership of the Intalco smelter and the
subsequent restart of a second potline will add an additional
95 kmt of production in 2007 compared to 2006. The full
year impact of the Alumar smelter expansion will increase
production an additional 5§ kmt in 2007 compared to 2006.

Flat-Rolled Products

2006 2005 2004

Third-party aluminum
shipments (kmt) 2,273 2,156 2,046
Third-party sales $8,297 $6,836 $5,962
Intersegment sales 246 128 89
Total sales $8,543 $6,964 $6,051
ATOI $ 255 $ 288 $ 246

This segment’s principal business is the production and sale
of aluminum plate, sheet, and foil. This segment includes
rigid container sheet (RCS), which is sold directly to
customers in the packaging and consumer market and is
used to produce aluminum beverage cans. Seasonal increases
in RCS sales are generally experienced in the second and
third quarters of the year. This segment also includes sheet
and plate used in the transportation, building and con-
struction, and distribution markets (mainly used in the
production of machinery and equipment and consumer
durables), of which approximately two-thirds is sold directly
to customers, while the remainder is sold through distrib-
utors. Approximately two-thirds of the third-party sales in
this segment are derived from sheet and plate, and foil used
in industrial markets, while the remaining one-third of
third-party sales consists of RCS. While the customer base
for flat-rolled products is large, a significant amount of sales
of RCS, sheet, and plate is to a relatively small number of
customers.

Third-party sales for the Flat-Rolled Products segment
increased 21% in 2006 compared with 2005. The increase
was primarily due to passing through material price
increases, more favorable product mix associated with
aerospace, and higher volumes in the aerospace, commercial
transportation, packaging, and distribution markets. Third-
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party sales for the Flat-Rolled Products segment increased
15% in 2005 compared with 2004. The increase was
primarily due to higher prices, higher volumes resulting
from the acquisition of two Russian facilities, favorable mix
for sheet and plate in the aerospace market, and increased
volumes for RCS, as well as favorable foreign currency
exchange movements.

ATOI for this segment decreased 11% in 2006 compared
with 2005, primarily due to higher direct material, energy
and other cost inflation, which more than offset favorable
product mix and higher volumes in the markets noted
previously. Recent acquisitions in China also contributed to
the decline in results in 2006. ATOI for this segment
increased 17% in 2005 compared with 2004, principally
due to higher volumes, favorable mix for sheet and plate,
higher prices, and increased productivity. These positive
contributions were somewhat offset by increased raw
material, energy, and transportation costs, as well as
operating losses of $52 at the Russian facilities.

In 2007, aerospace demand is expected to remain strong
and productivity is anticipated to offset cost inflation.
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* Primary aluminum product shipments are not synonymous with
aluminum shipments of the Primary Metals segment as a portion of
this segment’s aluminum shipments relate to fabricated products.

M Primary*
M Fabricated Products

Extruded and End Products

2006 2005 2004

Third-party aluminum
shipments (kmt) 877 853 843
Third-party sales $4,419 $3,729 $3,387
Intersegment sales 99 64 54
Total sales $4,518 $3,793 $3,441
ATOI $ 60 $ 39 $ 62

This segment consists of extruded products, some of which
are further fabricated into a variety of end products, and
includes hard- and soft-alloy extrusions and architectural
extrusions. These products primarily serve the building and
construction, distribution, aerospace, automotive, and
commercial transportation markets. These products are sold
directly to customers and through distributors.

Third-party sales for the Extruded and End Products
segment increased 19% in 2006 compared with 2005,
principally due to higher prices, stronger volumes and
improved mix in the industrial, distribution, and building
and construction markets. Third-party sales increased 10%
in 2005 compared with 2004, principally due to higher
prices, an increase in volumes from the Russian facilities and
the strength of the businesses serving the commercial
building and construction market, somewhat offset by lower
volumes and prices in Europe.

ATOI for this segment increased 54% in 2006 compared
with 20035, primarily as a result of volume gains, improved
pricing and mix in the aerospace and building and con-
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struction markets, somewhat offset by unfavorable con-
version costs and decreased productivity in the soft alloy
business. ATOI for this segment decreased 37% in 2005
compared with 2004, as higher prices and increased vol-
umes in the businesses serving the commercial building and
construction market were more than offset by higher raw
materials and energy costs and lower volumes in Europe. In
addition, this segment was negatively impacted by operating
losses of $7 associated with integration costs for Russian
extruded products.

The soft alloy extrusion joint venture with Sapa is
expected to close early in 2007.

Engineered Solutions

2006 2005 2004

Third-party aluminum
shipments (kmt) 139 145 126
Third-party sales $5,456 $5,032 $4,563
ATOI $ 331 $ 203 $ 216

This segment includes titanium, aluminum, and super-alloy
investment castings; forgings and fasteners; electrical dis-
tribution systems; aluminum wheels; and integrated
aluminum structural systems used in the aerospace, automo-
tive, commercial transportation, and power generation
markets. These products are sold directly to customers and
through distributors.

Third-party sales for the Engineered Solutions segment
increased 8% in 2006 compared with 2005. The increase
was primarily due to continued strong demand in the
commercial transportation and aerospace markets, market
share gains in fasteners, wheels and heavy truck, as well as
capturing raw material increases in prices. These positive
contributions were somewhat offset by volume declines in
the automotive market. Third-party sales increased 10% in
2005 compared with 2004, primarily due to increased
volumes in the businesses serving the commercial trans-
portation, aerospace, and industrial gas turbine markets.
These positive contributions were somewhat offset by
pricing pressures.

ATOI for this segment increased 63% in 2006 compared
with 20035, due to increased volumes, favorable pricing and
mix in the businesses serving the aerospace and commercial
vehicle markets and strong productivity improvements
across all of the businesses. ATOI decreased 6% in 2005
compared with 2004, primarily due to increased volumes
and favorable mix of products in the aerospace market that
were more than offset by increased raw materials costs,
Russian losses of $3 and other items.

In 2007, the aerospace market is expected to remain
strong. The North American commercial transportation
market is anticipated to decline substantially driven by new
engine emission regulations, and the outlook for the North
American automotive market remains weak due to con-
tinued production cuts. Market share gains are expected to
mitigate the market decline impacts.

Packaging and Consumer

2006 2005 2004

Third-party aluminum
shipments (kmt) 169 151 164
Third-party sales $3,235 $3,139 $2,923
ATOI $ 95 $ 105 $ 141




This segment includes consumer, foodservice, and flexible
packaging products; food and beverage closures; and plastic
sheet and film for the packaging industry. The principal
products in this segment include aluminum foil; plastic
wraps and bags; plastic beverage and food closures; flexible
packaging products; thermoformed plastic containers; and
extruded plastic sheet and film. Consumer products are
marketed under brands including Reynolds Wrap®, Dia-
mond®, Baco®, and Cut-Rite® wax paper. Seasonal
increases generally occur in the second and fourth quarters
of the year for such products as consumer foil and plastic
wraps and bags, while seasonal slowdowns for closures
generally occur in the fourth quarter of the year. Products
are generally sold directly to customers, consisting of
supermarkets, beverage companies, food processors, retail
chains, and commercial foodservice distributors.

Third-party sales for the Packaging and Consumer
segment increased 3% in 2006 compared with 2005, princi-
pally due to higher volumes in the consumer products and
closures businesses, somewhat offset by a decrease in
volume in the foodservice packaging business. Third-party
sales increased 7% in 2005 compared with 2004, principally
due to higher prices, as Alcoa was able to pass through a
significant amount of the increased resin cost. Increased
volumes in the closures and consumer products businesses
also positively impacted 2005 and were somewhat offset by
a decrease in volumes in the plastic sheet and film business.

ATOI for this segment decreased 10% in 2006 compared
with 2005 as increases in volumes and productivity gains
were more than offset by higher raw materials costs,
unfavorable mix and reduced pricing in the foodservice
packaging business. ATOI for this segment decreased 26 %
in 2005 compared with 2004, as the increases in prices and
volumes were more than offset by higher raw materials costs
and unfavorable mix in the consumer products and flexible
packaging businesses.

Reconciliation of ATOI to Consolidated Net
Income—The following table reconciles segment ATOI to
consolidated net income:

2006 2005 2004
ATOI $3,551  $2,139  $2,105
Unallocated amounts
(net of tax):
Impact of LIFO (170) (99) (73)
Interest income 58 42 26
Interest expense (250) (220) (176)
Minority interests (436) (259) (245)
Corporate expense (317) (312) (283)
Restructuring and other
charges (379) (197) 23
Discontinued
operations 87 (22) (59)
Accounting change — (2) —
Other 104 163 (8)
Consolidated net income $2,248 $1,233 $1,310

Items required to reconcile segment ATOI to con-
solidated net income include:
® The impact of LIFO inventory accounting;
® The after-tax impact of interest income and expense;

® Minority interests;

® Corporate expense comprised of general administrative and
selling expenses of operating the corporate headquarters
and other global administrative facilities, along with depre-
ciation and amortization on corporate-owned assets;

® Restructuring and other charges (excluding minority
interests);

® Discontinued operations;

® Accounting changes for conditional asset retirement obliga-
tions in 20035; and

® Other, which includes intersegment profit and other metal
adjustments, differences between estimated tax rates used
in the segments and the corporate effective tax rate, and
other nonoperating items such as foreign currency trans-
lation gains/losses.

The significant changes in the reconciling items between
ATOI and consolidated net income for 2006 compared with
2005 consisted of:
® A $71 increase related to the impacts of LIFO, primarily
due to cost inflation factors that increased the LIFO
inventory reserves;

® A $177 increase in minority interests primarily due to
higher earnings at AWAC, attributed to higher realized
prices and increased volumes;

® An increase in restructuring and other charges due to the
company’s 2006 global restructuring program, including
an after-tax impairment charge of $211 associated with
the expected contribution of assets to the previously
mentioned soft alloy joint venture and other assets to be
disposed of;

® A change of $109 in discontinued operations, primarily
due to the $110 gain recognized on the sale of the home
exteriors business; and

® A decrease in Other of $59, primarily due to the absence
of a $180 gain on the 2005 sale of Alcoa’s stake in Elkem,
partially offset by the absence of a $58 charge related to
the 2005 closure of the Hamburger Aluminium-Werk
facility in Germany; a $26 favorable legal settlement
related to a former Reynolds distribution business; a $17
increase in dividend income related to Alcoa’s stake in
Chalco; and $11 of interest earned related to a Brazilian
court settlement.

The significant changes in the reconciling items between
ATOI and consolidated net income for 2005 compared with
2004 consisted of:
® An increase in interest expense, primarily due to higher
average effective interest rates and increased borrowings,
somewhat offset by an increase in interest capitalized;

® A $220 increase in restructuring and other charges due to
the company’s 2005 global restructuring plan;

® A change in discontinued operations due to significant
impairment losses recognized in 2004 on the protective
packaging and telecommunications businesses; and

® An increase in Other, primarily due to the $180 net gain
on the sale of Alcoa’s stake in Elkem and a $120 tax
benefit related to the finalization of certain tax reviews
and audits during the second quarter of 20035, slightly
offset by the $58 charge related to the closure of the
Hamburger Aluminium-Werk facility in Germany.
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Market Risks and Derivative Activities

In addition to the risks inherent in its operations, Alcoa is
exposed to financial, market, political, and economic risks.
The following discussion provides information regarding
Alcoa’s exposure to the risks of changing commodity prices,
foreign exchange rates, and interest rates.

Alcoa’s commodity and derivative activities are subject to
the management, direction, and control of the Strategic Risk
Management Committee (SRMC). The SRMC is composed
of the chief executive officer, the chief financial officer, and
other officers and employees that the chief executive officer
selects. The SRMC reports to the Board of Directors on the
scope of its activities.

The interest rate, foreign currency, aluminum and other
commodity contracts are held for purposes other than trad-
ing. They are used primarily to mitigate uncertainty and
volatility, and to cover underlying exposures. The company
is not involved in energy-trading activities, weather
derivatives, or other nonexchange commodity trading activ-
ities.

Commodity Price Risks—Alcoa is a leading global
producer of primary aluminum and aluminum fabricated
products. As a condition of sale, customers often require
Alcoa to enter into long-term, fixed-price commitments.
These commitments expose Alcoa to the risk of higher
aluminum prices between the time the order is committed
and the time that the order is shipped. Alcoa also sells
aluminum products to third parties at then-current market
prices and is exposed to the risk of lower market prices at
the time of shipment. Alcoa uses futures and options con-
tracts, totaling approximately 595 kmt at December 31,
2006, to reduce the aluminum price risk associated with a
portion of these fixed-price firm commitments. The effects
of this hedging activity will be recognized in earnings over
the designated hedge periods, generally within three years.

Alcoa has also entered into futures and options contracts,
totaling approximately 767 kmt at December 31, 2006, to
hedge a portion of future production. The effect of this
hedging activity will be recognized in earnings over the
designated hedge periods in 2007 to 2011.

Alcoa has also entered into futures contracts to minimize
its price risk related to other customer sales and pricing
arrangements. Alcoa has not qualified these contracts for
hedge accounting treatment, and therefore, the fair value
gains and losses on these contracts are recorded in earnings.
These contracts totaled 206 kmt at December 31, 2006. In
addition, Alcoa has power supply and other contracts that
contain pricing provisions related to the LME aluminum
price. The LME-linked pricing features are considered
embedded derivatives. A majority of these embedded
derivatives have been designated as hedges of future sales of
aluminum. Gains and losses on the remainder of these
embedded derivatives are recognized in earnings.

The net mark-to-market earnings impact from aluminum
derivative and hedging activities was a gain of $9 in 2006.

Alcoa purchases natural gas, fuel oil, and electricity to
meet its production requirements and believes it is highly
likely that such purchases will continue in the future. These
purchases expose the company to the risk of higher prices.
To hedge a portion of these risks, Alcoa uses futures and
forward contracts. The effects of this hedging activity will
be recognized in earnings over the designated hedge periods,
generally within five years.
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Financial Risk

Interest Rates— Alcoa uses interest rate swaps to help
maintain a strategic balance between fixed- and floating-rate
debt and to manage overall financing costs. For a portion of
its fixed-rate debt, the company has entered into pay float-
ing, receive fixed interest rate swaps to effectively change the
fixed interest rates to floating interest rates.

Currencies—Alcoa is subject to exposure from fluctua-
tions in foreign currency exchange rates. Foreign currency
exchange contracts may be used from time to time to hedge
the variability in cash flows from the forecasted payment or
receipt of currencies other than the functional currency.
These contracts cover periods consistent with known or
expected exposures, generally not exceeding three years.

Fair Values and Sensitivity Analysis—The following
table shows the fair values of outstanding derivative con-
tracts at December 31, 2006 and the effect on fair values of
a hypothetical change (increase or decrease of 10%) in the
market prices or rates that existed at December 31, 2006:

Fair value Index change
gain/(loss) of +/-10%
Aluminum $(453) $146
Interest rates (111) 57
Other commodities,
principally energy related (134) 62
Currencies 91 4

Aluminum consists of hedge contracts with gains of
$10S. This is mostly offset by losses on embedded
derivatives in power contracts in Iceland and Brazil and our
share of losses on hedge contracts of Norwegian smelters
that are accounted for under the equity method.

Material Limitations—The disclosures with respect to
commodity prices, interest rates, and foreign exchange risk
do not take into account the underlying commitments or
anticipated transactions. If the underlying items were
included in the analysis, the gains or losses on the futures
contracts may be offset. Actual results will be determined by
a number of factors that are not under Alcoa’s control and
could vary significantly from those factors disclosed.

Alcoa is exposed to credit loss in the event of non-
performance by counterparties on the above instruments, as
well as credit or performance risk with respect to its hedged
customers’ commitments. Although nonperformance is
possible, Alcoa does not anticipate nonperformance by any
of these parties. Contracts are with creditworthy counter-
parties and are further supported by cash, treasury bills, or
irrevocable letters of credit issued by carefully chosen banks.
In addition, various master netting arrangements are in
place with counterparties to facilitate settlement of gains
and losses on these contracts.

See Notes A, K, and X to the Consolidated Financial
Statements for additional information on derivative instru-
ments.



Environmental Matters

Alcoa continues to participate in environmental assessments
and cleanups at a number of locations. These include
approximately 34 owned or operating facilities and
adjoining properties, approximately 35 previously owned or
operating facilities and adjoining properties and approx-
imately 65 waste sites, including Superfund sites. A liability
is recorded for environmental remediation costs or damages
when a cleanup program becomes probable and the costs or
damages can be reasonably estimated. See Note A to the
Consolidated Financial Statements for additional
information.

As assessments and cleanups proceed, the liability is
adjusted based on progress made in determining the extent
of remedial actions and related costs and damages. The
liability can change substantially due to factors such as the
nature and extent of contamination, changes in remedial
requirements, and technological changes. Therefore, it is not
possible to determine the outcomes or to estimate with any
degree of accuracy the potential costs for certain of these
matters.

The following discussion provides additional details
regarding the current status of Alcoa’s significant sites
where the final outcome cannot be determined or the poten-
tial costs in the future cannot be estimated.

Massena, NY — Alcoa has been conducting investigations
and studies of the Grasse River, adjacent to Alcoa’s
Massena, NY plant site, under order from the U.S.
Environmental Protection Agency (EPA) issued under the
Comprehensive Environmental Response, Compensation
and Liability Act, also known as Superfund. Sediments and
fish in the river contain varying levels of polychlorinated
biphenyls (PCBs).

In 2002, Alcoa submitted an Analysis of Alternatives
Report that detailed a variety of remedial alternatives with
estimated costs ranging from $2 to $525. Because the
selection of the $2 alternative (natural recovery) was
considered remote, Alcoa adjusted the reserve for the Grasse
River in 2002 to $30 representing the low end of the range
of possible alternatives, as no single alternative could be
identified as more probable than the others.

In June of 2003, based on river observations during the
spring of 2003, the EPA requested that Alcoa gather addi-
tional field data to assess the potential for sediment erosion
from winter river ice formation and breakup. The results of
these additional studies, submitted in a report to the EPA in
April of 2004, suggest that this phenomenon has the poten-
tial to occur approximately every 10 years and may impact
sediments in certain portions of the river under all remedial
scenarios. The EPA informed Alcoa that a final remedial
decision for the river could not be made without sub-
stantially more information, including river pilot studies on
the effects of ice formation and breakup on each of the
remedial techniques. Alcoa submitted to the EPA and the
EPA approved a Remedial Options Pilot Study (ROPS) to
gather this information. The scope of this study includes
sediment removal and capping, the installation of an ice
control structure, and significant monitoring.

In May of 2004, Alcoa agreed to perform the study at an
estimated cost of $35. Most of the construction work was
completed in 2005 with monitoring work proposed through
2008. The findings will be incorporated into a revised
Analysis of Alternatives Report, which is expected to be

submitted in 2008. This information will be used by the
EPA to propose a remedy for the entire river. Alcoa adjusted
the reserves in the second quarter of 2004 to include the $35
for the ROPS. This was in addition to the $30 previously
reserved.

The reserves for the Grasse River were re-evaluated in the
fourth quarter of 2006 and an adjustment of $4 was made.
This adjustment is to cover commitments made to the EPA
for additional investigation work, for the on-going
monitoring program including that associated with the
ROPS program, to prepare a revised Analysis of Alternatives
Report, and for an interim measure that involves, annually,
the mechanical ice breaking of the river to prevent the
formation of ice jams until a permanent remedy is selected.
This reserve adjustment is intended to cover these commit-
ments through 2008 when the revised Analysis of
Alternatives report will be submitted.

With the exception of the natural recovery remedy, none
of the existing alternatives in the 2002 Analysis of Alter-
natives Report are more probable than the others and the
results of the ROPS are necessary to revise the scope and
estimated cost of many of the current alternatives.

The EPA’s ultimate selection of a remedy could result in
additional liability. Alcoa may be required to record a
subsequent reserve adjustment at the time the EPA’s Record
of Decision is issued, which is expected in 2008 or later.

Sherwin, TX—In connection with the sale of the
Sherwin alumina refinery in Texas, which was required to
be divested as part of the Reynolds merger in 2000, Alcoa
has agreed to retain responsibility for the remediation of
the then existing environmental conditions, as well as a
pro rata share of the final closure of the active waste
disposal areas, which remain in use. Alcoa’s share of the
closure costs is proportional to the total period of oper-
ation of the active waste disposal areas. Alcoa estimated
its liability for the active disposal areas by making certain
assumptions about the period of operation, the amount of
material placed in the area prior to closure, and the
appropriate technology, engineering, and regulatory
status applicable to final closure. The most probable cost
for remediation has been reserved. It is reasonably
possible that an additional liability, not expected to
exceed $75, may be incurred if actual experience varies
from the original assumptions used.

East St. Louis, IL—In response to questions regarding
environmental conditions at the former East St. Louis, IL
operations, Alcoa entered into an administrative order with
the EPA in December 2002 to perform a remedial inves-
tigation and feasibility study of an area used for the disposal
of bauxite residue from historic alumina refining operations.
A draft feasibility study was submitted to the EPA in April
2005. The feasibility study includes remedial alternatives
that range from no further action at $0 to significant grad-
ing, stabilization, and water management of the bauxite
residue disposal areas at $75. Because the selection of the $0
alternative was considered remote, Alcoa increased the
environmental reserve for this location by $15 in the second
quarter of 2005, representing the low end of the range of
possible alternatives which met the remedy selection criteria,
as no alternative could be identified as more probable than
the others. The EPA has not completed a final review of the
feasibility study and the EPA’s selection of a remedy could
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result in additional liability. Alcoa may be required to
record a subsequent reserve adjustment at the time the
EPA’s Record of Decision is issued.

Based on the foregoing, it is possible that Alcoa’s results
of operations, in a particular period, could be materially
affected by matters relating to these sites. However, based
on facts currently available, management believes that
adequate reserves have been provided and that the dis-
position of these matters will not have a materially adverse
effect on the financial position or liquidity of the company.

Alcoa’s remediation reserve balance was $334 and $389
at December 31, 2006 and December 31, 2005 (of which
$49 and $39 was classified as a current liability),
respectively, and reflects the most probable costs to
remediate identified environmental conditions for which
costs can be reasonably estimated. In 2006, the remediation
reserve was decreased by approximately $14 due to an
adjustment for the ongoing monitoring program at the
Massena, NY facility and an adjustment for the liabilities at
the Russian fabricating facilities acquired in January 2005.
The adjustment to the reserve for the Russian fabricating
facilities was made after further investigations were com-
pleted whereby Alcoa was able to obtain additional
information about the environmental condition and the
associated liabilities with these facilities. The adjustment for
the acquired facilities was recorded as an opening balance
sheet adjustment and had no impact on net income.
Remediation expenses charged against the reserve were
approximately $41 in 2006, $53 in 2005, and $46 in 2004.
These amounts include expenditures currently mandated, as
well as those not required by any regulatory authority or
third-party.

Included in annual operating expenses are the recurring
costs of managing hazardous substances and environ-
mental programs. These costs are estimated to be
approximately 2% of cost of goods sold.

Liquidity and Capital Resources

Alcoa takes a disciplined approach to cash management and
strengthening its balance sheet, as it undertook aggressive
capital controls, management of working capital, continued
monitoring of growth projects, and continued focus on
divestitures in 2006. Capital spending increased 50%, as
Alcoa made continued progress on brownfield expansions in
refining and smelting and continued construction on the
greenfield smelter project in Iceland.

Cash from 2,567

Operations

millions of dollars

2,434
2,199

I ]

1,844

2002 2003 2004 2005 2006

Cash provided from operations and from financing activ-
ities is anticipated to be adequate to cover dividends, debt
repayments, capital expenditures, and other business needs
over the next 12 months.
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Cash from Operations

Cash from operations in 2006 was $2,567 compared with
$1,676 in 2005, resulting in an increase of $891, or 53%.
Cash inflows were principally due to a significant increase in
earnings in 2006, partially offset by a $593 increase in
receivables and inventories, primarily due to increased
prices; $397 in pension contributions; and a $294 decrease
in accounts payable and accrued expenses.

Cash from operations in 2005 was $1,676 compared
with $2,199 in 2004, resulting in a decrease of $523, or
24%. Cash outflows were principally due to increases in
receivables and inventories of $936 due to increased sales
and higher prices; $383 in pension contributions; a reduc-
tion in tax liabilities of $96; and the payment of $93
associated with the long-term aluminum supply contract
entered into as part of the acquisition of two Russian fab-
ricating facilities. These items were partially offset by an
increase in accounts payable and accrued expenses of $659
due to increased raw materials costs and increased payment
terms.

Financing Activities

Cash used for financing activities was $20 in 2006 com-
pared with $324 in 2005. The change of $304 was
primarily due to an increase in net borrowings of $368 in
2006 as compared to 20035, and an $84 increase in common
stock issued for stock compensation plans. Partially off-
setting these cash inflows was an increase of $182 in cash
paid for the repurchase of approximately nine million shares
of common stock related to Alcoa’s share repurchase pro-
gram.

Cash used for financing activities was $324 in 2005
compared with $1,525 in 2004. The change of $1,201 was
primarily due to net debt repayments of $898 in 2004
compared with net borrowings of $311 in 2003.

Alcoa maintains $3,000 of revolving-credit agreements
with varying expiration dates as backup to its commercial
paper program. In April 2005, Alcoa refinanced its $1,000
revolving-credit agreement that was to expire in April 2005
into a new $1,000 revolving-credit agreement that will
expire in April 2010. Alcoa also has a $1,000 revolving-
credit agreement that will expire in April 2008 and a $1,000
revolving-credit agreement that will expire in April 2009.
Under these agreements, a certain ratio of indebtedness to
consolidated net worth must be maintained. There were no
amounts outstanding under the revolving-credit agreements
at December 31, 2006 and 2005. The interest rate on the
agreements expiring in 2008 and 2009, if drawn upon, is
Libor plus 17 basis points, which is subject to adjustment if
Alcoa’s credit rating changes, to a maximum interest rate of
Libor plus 83.5 basis points. The interest rate on the agree-
ment expiring in 2010 is Libor plus 18 basis points, which is
subject to adjustment if Alcoa’s credit rating changes, to a
maximum interest rate of Libor plus 60 basis points. Alcoa
had $3,000 of available borrowings at December 31, 2006.
Debt of $843 will mature in 2007.

Standard and Poor’s Rating Services’ (S&P) long-term
debt rating of Alcoa is BBB+ and its short-term rating is
A-2. The current outlook, which was revised in January
2007, is stable, as S&P cited Alcoa’s implementation of
necessary strategic initiatives at its upstream operations to
maintain its long-term competitive business position as a
result of inflationary pressures and growth prospects in the
aluminum markets. Moody’s Investors Service’s (Moody’s)
long-term debt rating of Alcoa is A-2, and its short-term



debt rating of Alcoa is Prime-1. The current outlook, which
was revised in December 2006, is negative, as Moody’s cited
an increase in debt, continued restructuring of the down-
stream operations and continued increase in capital
spending as the primary reasons.

Debt as a 43.0
Percent 35.2
of Invested

Capital

209 30.7 30.6
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Investing Activities

Cash used for investing activities was $2,841 in 2006
compared with $1,035 in 2005. The increase of $1,806 was
primarily due to an increase in capital expenditures of
$1,067 as Alcoa continues to invest in growth projects,
including refining expansions, bauxite mine development
and the construction of the greenfield smelter in Iceland; a
decrease of $1,046 in proceeds from the sale of investments
due to the 2005 sales of Alcoa’s interests in Elkem and
Integris Metals; and a decrease of $133 in proceeds from the
sale of assets, primarily due to the $305 in cash proceeds
received in 2006 for the sale of the home exteriors business
as compared to the $408 in cash proceeds received from the
sale of the SGS business in 2005. These changes were parti-
ally offset by a decrease of $468 in acquisitions, including
minority interests, due to the 2005 acquisitions of two
Russian facilities and the minority interest in AFL.

Cash used for investing activities was $1,035 in 2005
compared with $802 in 2004, resulting in a change of $233.
The increase was primarily caused by an increase in capital
expenditures of $995 as Alcoa continued to invest in growth
projects, including alumina and smelting expansions and the
greenfield smelter construction in Iceland. Cash paid for
acquisitions of $262 related to the acquisition of two Rus-
sian facilities, and cash paid of $199 for the acquisition of
minority interests was primarily related to AFL. These
increases were largely offset by proceeds from the sale of
investments of $1,081, including $869 from the sale of
Alcoa’s stake in Elkem and $205 from the sale of Alcoa’s
interest in Integris Metals in 2005, and a $113 increase in
the proceeds from the sale of assets and businesses, princi-
pally due to the $408 cash proceeds from the sale of the SGS
business in 2005.

Capital expenditures were $3,205 in 2006 compared
with $2,138 and $1,143 in 2005 and 2004, respectively. Of
the total capital expenditures in 2006, approximately 61%
related to growth projects, including the construction of the
Iceland smelter, the investment in the Mosjoen anode
facility, the alumina refinery expansions in Jamaica and
Brazil, and the development of the Juruti bauxite mine. Also
included are costs related to environmental control in new
and expanded facilities totaling $182 in 2006, $95 in 2005,
and $70 in 2004. Total capital expenditures are anticipated
to be in the range of $3,000 to $3,200 in 2007.

Alcoa added $58, $30, and $69 to its investments in
2006, 2005, and 2004, respectively. In 2006 and 20035,

Alcoa invested an additional $26 and $19, respectively, in
the Dampier to Bunbury Natural Gas Pipeline in Western
Australia. In 2004, Alcoa paid $32 to acquire approx-
imately 44 million additional shares of Chalco to maintain
its 8% ownership interest.

For a discussion of long-term liquidity, see the disclosure
included in Contractual Obligations and Off-Balance Sheet
Arrangements that follows.
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Critical Accounting Policies and
Estimates

The preparation of the financial statements in accordance
with generally accepted accounting principles requires
management to make judgments, estimates, and assump-
tions regarding uncertainties that affect the reported
amounts of assets and liabilities, disclosure of contingent
assets and liabilities, and the reported amounts of revenues
and expenses. Areas that require significant judgments,
estimates, and assumptions include the accounting for
derivatives and hedging activities; environmental matters;
asset retirement obligations; the testing of goodwill and
other intangible assets for impairment; the impairment of
properties, plants, and equipment; estimated proceeds on
businesses to be divested; pension plans and other
postretirement benefits; stock-based compensation; and
income taxes.

Management uses historical experience and all available
information to make these judgments and estimates, and
actual results will inevitably differ from those estimates and
assumptions that are used to prepare the company’s con-
solidated financial statements at any given time. Despite
these inherent limitations, management believes that
Management’s Discussion and Analysis of Financial Con-
dition and Results of Operations and the Consolidated
Financial Statements and related footnotes provide a mean-
ingful and fair perspective of the company. A discussion of
the judgments and uncertainties associated with accounting
for derivatives and hedging activities and environmental
matters can be found in the Market Risks and Derivative
Activities and the Environmental Matters sections.

A summary of the company’s significant accounting
policies is included in Note A to the Consolidated Financial
Statements. Management believes that the application of
these policies on a consistent basis enables the company to
provide the users of the consolidated financial statements
with useful and reliable information about the company’s
operating results and financial condition.

Asset Retirement Obligations. Alcoa recognizes
asset retirement obligations (AROs) related to legal obliga-
tions associated with the normal operation of Alcoa’s
bauxite mining, alumina refining, and aluminum smelting
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facilities. These AROs consist primarily of costs associated
with spent pot lining disposal, closure of bauxite residue
areas, mine reclamation, and landfill closure. Alcoa also
recognizes AROs for any significant lease restoration obliga-
tion, if required by a lease agreement, and for the disposal
of regulated waste materials related to the demolition of
certain power facilities. The fair values of these AROs are
recorded on a discounted basis, at the time the obligation is
incurred, and accreted over time for the change in present
value. Additionally, Alcoa capitalizes asset retirement costs
by increasing the carrying amount of the related long-lived
assets and depreciating these assets over their remaining
useful life.

Certain conditional asset retirement obligations (CAROs)
related to alumina refineries and aluminum smelters have
not been recorded in the consolidated financial statements
because the fair value of such potential retirement obliga-
tions cannot be reasonably estimated. A CARO is a legal
obligation to perform an asset retirement activity in which
the timing and (or) method of settlement are conditional on
a future event that may or may not be within Alcoa’s con-
trol. The perpetual nature of the refineries and smelters,
maintenance and upgrade programs, and other factors
prevent a reasonable estimation to be made due to
uncertainties surrounding the ultimate settlement date. At
the date a reasonable estimate can be made, Alcoa would
record a retirement obligation for the removal, treatment,
transportation, storage and (or) disposal of various regu-
lated assets and hazardous materials such as asbestos,
underground and aboveground storage tanks, PCBs, various
process residuals, solid wastes, electronic equipment waste
and various other materials. Such amounts may be material
to the consolidated financial statements in the period in
which they are recorded.

Goodwill and Other Intangible Assets. Goodwill
and indefinite-lived intangible assets are tested annually for
impairment and whenever events or circumstances change,
such as a significant adverse change in business climate or
the decision to sell a business, that would make it more
likely than not that an impairment may have occurred. The
evaluation of impairment involves comparing the current
fair value of each reporting unit to the recorded value,
including goodwill. Alcoa uses a discounted cash flow
model (DCF model) to determine the current fair value of its
reporting units. A number of significant assumptions and
estimates are involved in the application of the DCF model
to forecast operating cash flows, including markets and
market share, sales volumes and prices, costs to produce,
discount rate, and working capital changes. Management
considers historical experience and all available information
at the time the fair values of its reporting units are esti-
mated. However, fair values that could be realized in an
actual transaction may differ from those used to evaluate
the impairment of goodwill.

Properties, Plants, and Equipment. Properties,
plants, and equipment are reviewed for impairment when-
ever events or changes in circumstances indicate that the
carrying amount of such assets (asset group) may not be
recoverable. Recoverability of assets is determined by
comparing the estimated undiscounted net cash flows of the
operations to which the assets (asset group) related to their
carrying amount. An impairment loss would be recognized
when the carrying amount of the assets (asset group)
exceeds the estimated undiscounted net cash flows. The
amount of the impairment loss to be recorded is calculated
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as the excess of the carrying value of the assets (asset group)
over their fair value, with fair value determined using the
best information available, which generally is a discounted
cash flow analysis.

Discontinued Operations and Assets Held For
Sale. The fair values of all businesses to be divested are
estimated using accepted valuation techniques such as a
DCF model, valuations performed by third parties, earnings
multiples, or indicative bids, when available. A number of
significant estimates and assumptions are involved in the
application of these techniques, including the forecasting of
markets and market share, sales volumes and prices, costs
and expenses, and multiple other factors. Management
considers historical experience and all available information
at the time the estimates are made; however, the fair values
that are ultimately realized upon the sale of the businesses to
be divested may differ from the estimated fair values
reflected in the consolidated financial statements.

Pension Plans and Other Postretirement
Benefits. Liabilities and expenses for pension plans and
other postretirement benefits are determined using actuarial
methodologies and incorporate significant assumptions,
including the rate used to discount the future estimated
liability, the long-term rate of return on plan assets, and
several assumptions relating to the employee workforce
(salary increases, medical costs, retirement age, and
mortality). The rate used to discount future estimated
liabilities is determined considering the rates available at
year-end on debt instruments that could be used to settle the
obligations of the plan. The impact on the liabilities of a
change in the discount rate of 1/4 of 1% is approximately
$410 and either a charge or credit of $19 to after-tax earn-
ings in the following year. The long-term rate of return on
plan assets is estimated by considering historical returns and
expected returns on current and projected asset allocations
and is generally applied to a five-year average market value
of assets. A change in the assumption for the long-term rate
of return on plan assets of 1/4 of 1% would impact after-tax
earnings by approximately $14 for 2007. The 10-year
moving average of actual performance has consistently
exceeded 9% over the past 20 years.

In 2006, a net charge of $1,065 ($693 after-tax) was
recorded in shareholders’ equity comprised of a charge of
$1,353 ($877 after-tax) related to the adoption of Statement
of Financial Accounting Standards (SFAS) No. 158,
“Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans-an amendment of FASB State-
ments No. 87, 88, 106 and 132(R),” (SFAS 158), partially
offset by a credit of $288 ($184 after-tax) due to the reduc-
tion in the minimum pension liability, as a result of asset
returns of 11% and a decrease to the accumulated benefit
obligations resulting from a 235 basis point increase in the
discount rate. In 2005, a net charge of $228 ($148 after-tax)
was recorded in shareholders’ equity as asset returns of 8%
were more than offset by higher accumulated benefit obliga-
tions caused by a 30 basis point decline in the discount rate.

Stock-based Compensation. Alcoa recognizes
compensation expense for employee equity grants using the
non-substantive vesting period approach, in which the
expense (net of estimated forfeitures) is recognized ratably
over the requisite service period based on the grant date fair
value. Determining the fair value of stock options at the
grant date requires judgment including estimates for the
average risk-free interest rate, expected volatility, expected



exercise behavior, expected dividend yield, and expected
forfeitures. If any of these assumptions differ significantly
from actual, stock-based compensation expense could be
impacted. Prior to 2006, Alcoa used the nominal vesting
approach related to retirement-eligible employees, in which
the compensation expense is recognized ratably over the
original vesting period. As part of Alcoa’s stock-based
compensation plan design, individuals that are retirement-
eligible have a six-month requisite service period in the year
of grant. Equity grants are issued in early January each year.
As a result, a larger portion of expense will be recognized in
the first and second quarters of each year for these
retirement-eligible employees. Compensation expense
recorded in 2006 was $72 ($48 after-tax). Of this amount,
$20 pertains to the acceleration of expense related to
retirement-eligible employees.

As of January 1, 2005, Alcoa switched from the Black-
Scholes pricing model to a lattice model to estimate fair
value at the grant date for future option grants. On
December 31, 2005, Alcoa accelerated the vesting of
11 million unvested stock options granted to employees in
2004 and on January 13, 2005. The 2004 and 2005 accel-
erated options had weighted average exercise prices of
$35.60 and $29.54, respectively, and in the aggregate repre-
sented approximately 12% of Alcoa’s total outstanding
options. The decision to accelerate the vesting of the 2004
and 2005 options was made primarily to avoid recognizing
the related compensation expense in future consolidated
financial statements upon the adoption of a new accounting
standard. The accelerated vesting of the 2004 and 2005
stock options reduced Alcoa’s after-tax stock option
compensation expense in 2006 by $21. In 2007, it is esti-
mated that the accelerated vesting will reduce after-tax stock
option compensation expense by $7.

An additional change has been made to the stock-based
compensation program for 2006 grants. Plan participants
can choose whether to receive their award in the form of
stock options, restricted stock units (stock awards), or a
combination of both. This choice is made before the grant is
issued and is irrevocable. This choice resulted in an
increased stock award expense in comparison to 2005.

Taxes. As a global company, Alcoa records an esti-
mated liability for income and other taxes based on what it
determines will likely be paid in the various tax jurisdictions
in which it operates.

Management uses its best judgment in the determination
of these amounts. However, the liabilities ultimately
incurred and paid are dependent on various matters,
including the resolution of tax audits in the various affected
tax jurisdictions, and may differ from the amounts recorded.
An adjustment to the estimated liability would be recorded
through income in the period in which it becomes probable
that the amount of the actual liability differs from the
amount recorded. Alcoa has unamortized tax-deductible
goodwill of $409 resulting from intercompany stock sales
and reorganizations (generally at a 34% rate). Alcoa recog-
nizes the tax benefits associated with this tax-deductible
goodwill as it is being amortized for local income tax
purposes from 2004 through 2009, rather than in the period
in which the transaction was consummated.

Related Party Transactions

Alcoa buys products from and sells products to various
related companies, consisting of entities in which Alcoa
retains a 50% or less equity interest, at negotiated arms-

length prices between the two parties. These transactions
were not material to the financial position or results of
operations of Alcoa for all periods presented.

Recently Adopted Accounting
Standards

Alcoa adopted SFAS 158 effective December 31, 2006.
SFAS 158 requires an employer to recognize the funded
status of each of its defined pension and postretirement
benefit plans as a net asset or liability in its statement of
financial position with an offsetting amount in accumulated
other comprehensive income, and to recognize changes in
that funded status in the year in which changes occur
through comprehensive income. Following the adoption of
SFAS 158, additional minimum pension liabilities and
related intangible assets are no longer recognized. The
provisions of SFAS 158 are to be applied on a prospective
basis; therefore, prior periods presented are not restated.
The adoption of SFAS 158 resulted in the following impacts:
a reduction of $119 in existing prepaid pension costs and
intangible assets, the recognition of $1,234 in accrued
pension and postretirement liabilities, and a charge of
$1,353 ($877 after-tax) to accumulated other compre-
hensive loss. See Note W to the Consolidated Financial
Statements for additional information.

Additionally, SFAS 158 requires an employer to measure
the funded status of each of its plans as of the date of its
year-end statement of financial position. This provision
becomes effective for Alcoa for its December 31, 2008 year-
end. The funded status of the majority of Alcoa’s pension
and other postretirement benefit plans are currently meas-
ured as of December 31.

In September 2006, the Securities and Exchange Commis-
sion issued Staff Accounting Bulletin No. 108, “Considering
the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements,” (SAB
108). SAB 108 was issued to provide interpretive guidance
on how the effects of the carryover or reversal of prior year
misstatements should be considered in quantifying a current
year misstatement. The provisions of SAB 108 are effective
for Alcoa for its December 31, 2006 year-end. The adoption
of SAB 108 did not have a material impact on Alcoa’s
consolidated financial statements.

On January 1, 2006, Alcoa adopted SFAS No. 123
(revised 2004), “Share-Based Payment”, (SFAS 123(R)),
which requires the company to recognize compensation
expense for stock-based compensation based on the grant
date fair value. SFAS 123(R) revises SFAS No. 123,
“Accounting for Stock-Based Compensation,” and super-
sedes Accounting Principles Board Opinion No. 235,
“Accounting for Stock Issued to Employees,” and related
interpretations (APB 25). Alcoa elected the modified pro-
spective application method for adoption, and prior period
financial statements have not been restated. As a result of
the implementation of SFAS 123(R), Alcoa recognized addi-
tional compensation expense of $29 ($19 after-tax) in 2006
comprised of $11 ($7 after-tax) and $18 ($12 after-tax)
related to stock options and stock awards, respectively. See
Note R to the Consolidated Financial Statements for addi-
tional information.

Effective January 1, 2006, Alcoa adopted Emerging
Issues Task Force (EITF) Issue No. 04-6, “Accounting for
Stripping Costs Incurred During Production in the Mining
Industry,” (EITF 04-6). EITF 04-6 requires that stripping
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costs incurred during the production phase of a mine are to
be accounted for as variable production costs that should
be included in the costs of the inventory produced (that is,
extracted) during the period that the stripping costs are
incurred. Upon adoption, Alcoa recognized a cumulative
effect adjustment in the opening balance of retained earn-
ings of $3, representing the reduction in the net book value
of post-production stripping costs of $8, offset by a related
deferred tax liability of $3 and minority interests of $2.

Recently Issued Accounting Standards

In September 2006, the FASB issued SFAS No. 157, “Fair
Value Measurements,” (SFAS 157). SFAS 157 defines fair
value, establishes a framework for measuring fair value in
generally accepted accounting principles, and expands
disclosures about fair value measurements. The provisions
of this standard apply to other accounting pronouncements
that require or permit fair value measurements. SFAS 157

becomes effective for Alcoa on January 1, 2008. Upon
adoption, the provisions of SFAS 157 are to be applied
prospectively with limited exceptions. The adoption of
SFAS 157 is not expected to have a material impact on
Alcoa’s consolidated financial statements.

In July 2006, the FASB issued FASB Interpretation No.
48, “Accounting for Uncertainty in Income Taxes - an
Interpretation of FASB Statement No. 109,” (FIN 48). FIN
48 prescribes a comprehensive model for how a company
should recognize, measure, present, and disclose in its
financial statements uncertain tax positions that it has
taken or expects to take on a tax return. On January 17,
2007, the FASB affirmed its previous decision to make FIN
48 effective for fiscal years beginning after December 135,
2006. Accordingly, FIN 48 is effective for Alcoa on January
1, 2007. Management has determined that the adoption of
FIN 48 will not have a material impact on Alcoa’s con-
solidated financial statements.

Contractual Obligations and Off-Balance Sheet Arrangements

The company is obligated to make future payments under various contracts such as long-term purchase obligations, debt
agreements, and lease agreements, and has certain commitments such as guarantees. The company has grouped these con-
tractual obligations and off-balance sheet arrangements into operating activities, financing activities, and investing activities
in the same manner as they are classified in the Statement of Consolidated Cash Flows in order to provide a better under-
standing of the nature of the obligations and arrangements and to provide a basis for comparison to historical information.
The table below provides a summary of contractual obligations and off-balance sheet arrangements as of December 31,

2006:
Total 2007  2008-2009  2010-2011 Thereafter
Operating activities:
Energy-related purchase obligations $13,535 $1,277 $2,253 $1,732 $8,273
Raw material and other purchase obligations 6,186 3,421 1,910 630 225
Operating leases () 1,347 245 369 337 396
Estimated minimum required pension funding ) 219 680 450 2)
Postretirement benefit payments ) 354 700 685 2)
Layoff and other restructuring payments ) 208 163 45 — —
Deferred revenue arrangements 350 81 129 16 124
Financing activities:
Total debt @ 7,235 1,325 299 2,003 3,608
Dividends to shareholders )
Investing activities:
Capital projects (6 3,535 2,342 1,145 48 —
Payments related to acquisitions (7) 13 13 — — —
Other:
Standby letters of credit ®) 444 — — — —
Guarantees () 498 — — — —
Totals 9,440 7,530 5,901

(1 See Note U to the Consolidated Financial Statements for further details on operating leases.
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for Operating Activities section that follows.
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Annual payments and funding are expected to continue into the foreseeable future at the amounts or ranges noted in the Obligations

See Note D to the Consolidated Financial Statements for further details on layoff and other restructuring payments.
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See Note K to the Consolidated Financial Statements for further details on debt and associated interest. The amounts in the table above
do not include the related interest.

See the Obligations for Financing Activities section that follows.

See the Obligations for Investing Activities section that follows.

See Note F to the Consolidated Financial Statements for further details on required payments related to acquisitions. Additional
contingent payments not included in the above table may be required if certain financial and operational thresholds are met.

This amount represents the total amount committed under standby letters of credit, which expire at various dates in 2007 through
2014. As the amounts under these standby letters of credit are contingent on nonpayment to third parties, it is not practical to present
annual payment information.

This amount represents the total maximum potential future payments for guarantees issued on behalf of third parties. These guarantees
expire at various dates in 2007 through 2018 and relate primarily to project financing for hydroelectric power projects in Brazil. As the
amounts under these guarantees are contingent on nonperformance of third parties, it is not practical to present annual payment
information.



Obligations for Operating Activities

The table provides a summary of the type or nature of the
company’s obligations associated with operating activities
that exceed $5 annually or $10 in total over the life of the
contract. Energy-related purchase obligations consist
primarily of electricity and natural gas contracts with
expiration dates ranging from less than one year to 40 years.
The majority of raw material and other purchase obligations
have expiration dates of 24 months or less. Operating leases
represent multi-year obligations for certain equipment,
ocean vessels and warehousing and office space.

Estimated minimum required pension funding and post-
retirement benefit payments are based on actuarial estimates
using current assumptions for discount rates, expected
return on long-term assets, rate of compensation increases,
and health care cost trend rates. The minimum required
cash outlays for pension funding are estimated to be $219
for 2007 and $330 for 2008. The increase in the projected
funding is the result of the reduction of available pension
funding credits from 2007 to 2008. The funding estimate is
$350 for 2009, $310 for 2010 and $140 for 2011. The
expected pension contributions in 2009 and later also reflect
the impacts of the Pension Protection Act of 2006 that was
signed into law on August 17, 2006. Contributions are
expected to decline beginning in 2011 if all actuarial
assumptions are realized and remain the same in the future.
Postretirement benefit payments are expected to approx-
imate $350 annually. Annual payments will vary based on
actuarial estimates. See Note W to the Consolidated Finan-
cial Statements for additional information.

Deferred revenue arrangements require Alcoa to deliver
aluminum and alumina over the specified contract period.
While these obligations are not expected to result in cash
payments, they represent contractual obligations for which
the company would be obligated if the specified product
deliveries could not be made.

Obligations for Financing Activities

Cash outlays for financing activities consist primarily of
debt and dividend payments to shareholders. The company
has historically paid quarterly dividends to shareholders.
Shareholder dividends are subject to quarterly approval by

the company’s Board of Directors and were at a rate of
$524 annually for the three-year period ended December 31,
2006. In January 2007, Alcoa announced an increase in its
annual common stock dividend from $0.60 per share to
$0.68 per share. It is expected that the increase in the
annual common stock dividend will be offset over time due
to the repurchase of common stock. Alcoa has an existing
share repurchase program that authorizes the repurchase of
up to 50 million shares of common stock from time to time
and has no expiration date. As of December 31, 2006,
approximately 33 million shares have been repurchased
under this program. In January 2007, Alcoa announced a
new share repurchase program that authorizes the
repurchase of up to 10% of the company’s outstanding
common stock at December 31, 2006 over the next three
years.

Obligations for Investing Activities

Alcoa has made announcements indicating its participation
in several significant expansion projects. These projects
include the construction of a smelter in Iceland; the con-
struction of an anode facility in Mosjoen, Norway; the
expansion of an alumina refinery in Sdao Luis, Brazil; the
development of a bauxite mine in Juruti, Brazil; global
rolled products expansion projects in Russia and China; and
the continued investment in several hydroelectric power
construction projects in Brazil. These projects are in various
stages of development and, depending on business and (or)
regulatory circumstances, may not be completed. The
amounts included in the preceding table for capital projects
represent the amounts which have been approved by
management for these projects as of December 31, 2006.
Funding levels vary in future years based on anticipated
construction schedules of the projects.

It is anticipated that significant expansion projects will be
funded through various sources, including cash provided
from operations. Alcoa anticipates that financing required
to execute all of these investments will be readily available
over the time frame required.
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Management’s Reports
to Alcoa Shareholders

Management’s Report on

Financial Statements and Practices

The accompanying consolidated financial statements of
Alcoa Inc. and its subsidiaries (the “Company”) were pre-
pared by management, which is responsible for their
integrity and objectivity. The statements were prepared in
accordance with generally accepted accounting principles
and include amounts that are based on management’s best
judgments and estimates. The other financial information
included in the annual report is consistent with that in the
financial statements.

Management also recognizes its responsibility for con-
ducting the Company’s affairs according to the highest
standards of personal and corporate conduct. This
responsibility is characterized and reflected in key policy
statements issued from time to time regarding, among other
things, conduct of its business activities within the laws of
the host countries in which the Company operates and
potentially conflicting outside business interests of its
employees. The Company maintains a systematic program
to assess compliance with these policies.

Management’s Report on

Internal Control over Financial Reporting
Management is responsible for establishing and maintaining
adequate internal control over financial reporting for the
Company. In order to evaluate the effectiveness of internal
control over financial reporting, as required by Section 404
of the Sarbanes-Oxley Act, management has conducted an
assessment, including testing, using the criteria in Internal
Control—Integrated Framework, issued by the Committee
of Sponsoring Organizations of the Treadway Commission
(COSO). The Company’s system of internal control over
financial reporting is designed to provide reasonable assur-
ance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in
accordance with generally accepted accounting principles.
The Company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the
maintenance of records that, in reasonable detail, accurately
and fairly reflect the transactions and dispositions of the
assets of the Companys; (ii) provide reasonable assurance
that transactions are recorded as necessary to permit prepa-
ration of financial statements in accordance with generally
accepted accounting principles, and that receipts and
expenditures
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of the Company are being made only in accordance with
authorizations of management and directors of the Com-
pany; and (iii) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition,
use, or disposition of the Company’s assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over
financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may
deteriorate.

Based on the assessment, management has concluded that
the Company maintained effective internal control over
financial reporting as of December 31, 2006, based on cri-
teria in Internal Control—Integrated Framework issued by
the COSO. Management’s assessment of the effectiveness of
the Company’s internal control over financial reporting as
of December 31, 2006, has been audited by Pricewaterhou-
seCoopers LLP, an independent registered public accounting
firm, as stated in their report which is included herein.

Management’s Certifications

The certifications of the Company’s Chief Executive Officer
and Chief Financial Officer required by the Sarbanes-Oxley
Act have been included as Exhibits 31 and 32 in the
Company’s Form 10-K. In addition, in 2006, the Compa-
ny’s Chief Executive Officer provided to the New York
Stock Exchange the annual CEO certification regarding the
Company’s compliance with the New York Stock
Exchange’s corporate governance listing standards.

827

Alain J. P. Belda
Chairman and
Chief Executive Officer

g

Charles D. McLane, Jr.
Vice President and

Chief Financial Officer



Report of Independent Registered Public
Accounting Firm

To the Shareholders and Board of Directors of Alcoa Inc.:

We have completed integrated audits of Alcoa Inc.’s
consolidated financial statements and of its internal control
over financial reporting as of December 31, 2006 in accord-
ance with the standards of the Public Company Accounting
Oversight Board (United States). Our opinions, based on
our audits, are presented below.

Consolidated financial statements

In our opinion, the accompanying consolidated balance
sheets and the related consolidated statements of income,
shareholders’ equity and cash flows present fairly, in all
material respects, the financial position of Alcoa Inc. and its
subsidiaries (Alcoa) at December 31, 2006 and 2005, and
the results of their operations and their cash flows for each
of the three years in the period ended December 31, 2006 in
conformity with accounting principles generally accepted in
the United States of America. These financial statements are
the responsibility of Alcoa’s management. Our responsibility
is to express an opinion on these financial statements based
on our audits. We conducted our audits of these statements
in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those stan-
dards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements
are free of material misstatement. An audit of financial
statements includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and
significant estimates made by management, and evaluating
the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

As discussed in Note A to the consolidated financial
statements, Alcoa changed the manner in which they
account for their benefit plans, stock-based compensation
and mine stripping costs in 2006.

As discussed in Note C to the consolidated financial
statements, Alcoa changed its method of accounting for
conditional asset retirement obligations in 2005.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in
the accompanying Management’s Report on Internal Con-
trol over Financial Reporting, that Alcoa maintained
effective internal control over financial reporting as of
December 31, 2006 based on criteria established in Internal
Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission
(COSO), is fairly stated, in all material respects, based on
those criteria. Furthermore, in our opinion, Alcoa main-
tained, in all material respects, effective internal control over

financial reporting as of December 31, 2006, based on cri-
teria established in Internal Control—Integrated Framework
issued by the COSO. Alcoa’s management is responsible for
maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of
internal control over financial reporting. Our responsibility
is to express opinions on management’s assessment and on
the effectiveness of Alcoa’s internal control over financial
reporting based on our audit. We conducted our audit of
internal control over financial reporting in accordance with
the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan
and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting
was maintained in all material respects. An audit of internal
control over financial reporting includes obtaining an
understanding of internal control over financial reporting,
evaluating management’s assessment, testing and evaluating
the design and operating effectiveness of internal control,
and performing such other procedures as we consider neces-
sary in the circumstances. We believe that our audit
provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is a
process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance
with generally accepted accounting principles. A company’s
internal control over financial reporting includes those poli-
cies and procedures that (i) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the
company; (ii) provide reasonable assurance that transactions
are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the com-
pany are being made only in accordance with authorizations
of management and directors of the company; and
(iii) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or dis-
position of the company’s assets that could have a material
effect on the financial statements.

Because of its inherent limitations, internal control over
financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may
deteriorate.

ricnidoicLags B

Pittsburgh, Pennsylvania
February 15, 2007
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Statement of Consolidated Income Alcoa and subsidiaries

(in millions, except per-share amounts)

For the year ended December 31, 2006 2005 2004
Sales (Q) $30,379 $25,568 $22,609
Cost of goods sold (exclusive of expenses below) 23,318 20,704 17,928
Selling, general administrative, and other expenses 1,402 1,295 1,194
Research and development expenses 213 192 178
Provision for depreciation, depletion, and amortization 1,280 1,256 1,177
Restructuring and other charges (D) 543 292 (22)
Interest expense (V) 384 339 271
Other income, net (O) (193) (480) (270)
Total costs and expenses 26,947 23,598 20,456
Income from continuing operations before taxes on income 3,432 1,970 2,153
Provision for taxes on income (T) 835 454 539
Income from continuing operations before minority interests” share 2,597 1,516 1,614
Less: Minority interests’ share 436 259 245
Income from continuing operations 2,161 1,257 1,369
Income (loss) from discontinued operations (B) 87 (22) (59)
Cumulative effect of accounting change (C) — (2) —
Net Income $ 2,248 $ 1,233 $ 1,310
Earnings (loss) per Common Share (S)
Basic:
Income from continuing operations $ 249 § 144 § 1.57
Income (loss) from discontinued operations .10 (.03) (.07)

Cumulative effect of accounting change — — —

Net income $ 259 § 141 $ 1.50

Diluted:
Income from continuing operations $ 247 § 143 § 1.56
Income (loss) from discontinued operations .10 (.03) (.07)
Cumulative effect of accounting change — — —
Net income $ 257 $ 140 $ 149

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Balance Sheet

(in millions)

Alcoa and subsidiaries

December 31, 2006 2005
Assets
Current assets:
Cash and cash equivalents (X) $ 506 $ 762
Receivables from customers, less allowances: 2006—$75; 2005—$62 3,127 2,616
Other receivables 308 420
Inventories (G) 3,805 3,191
Fair value of derivative contracts 295 520
Prepaid expenses and other current assets 1,116 704
Total current assets 9,157 8,213
Properties, plants, and equipment, net (H) 14,813 12,571
Goodwill (E and F) 6,166 6,108
Investments (I) 1,722 1,370
Other assets (J) 4,346 4,057
Assets held for sale (B) 979 1,377
Total Assets $37,183  $33,696
Liabilities
Current liabilities:
Short-term borrowings (K and X) $ 475 $ 296
Commercial paper (K and X) 340 912
Accounts payable, trade 2,680 2,420
Accrued compensation and retirement costs 995 1,069
Taxes, including taxes on income 875 874
Other current liabilities 1,406 1,433
Long-term debt due within one year (K and X) 510 58
Total current liabilities 7,281 7,062
Commercial paper (K and X) 1,132 —
Long-term debt, less amount due within one year (K and X) 4,778 5,276
Accrued pension benefits (W) 1,567 1,500
Accrued postretirement benefits (W) 2,956 2,103
Other noncurrent liabilities and deferred credits (L) 2,023 1,820
Deferred income taxes (T) 762 865
Liabilities of operations held for sale (B) 253 332
Total liabilities 20,752 18,958
Minority interests (M) 1,800 1,365
Commitments and contingencies (N)
Shareholders’ Equity
Preferred stock (R) 55 55
Common stock (R) 925 925
Additional capital 5,817 5,720
Retained earnings 11,066 9,345
Treasury stock, at cost (1,999) (1,899)
Accumulated other comprehensive loss (1,233) (773)
Total shareholders’ equity 14,631 13,373
Total Liabilities and Equity $37,183  $33,696

The accompanying notes are an integral part of the consolidated financial statements.
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Statement of Consolidated Cash Flows Alcoa and subsidiaries

(in millions)

For the year ended December 31, 2006 2005 2004
Cash from Operations
Net income $ 2,248 $ 1,233 $ 1,310
Adjustments to reconcile net income to cash from operations:
Depreciation, depletion, and amortization 1,280 1,258 1,185
Deferred income taxes (69) (16) (995)
Equity (income) loss, net of dividends (89) 35 (54)
Restructuring and other charges (D) 543 292 (22)
Net gain on early retirement of debt and interest rate swap settlements (K and O) — — (58)
Gains from investing activities—sale of assets and businesses (O) (25) (406) (44)
Provision for doubtful accounts 22 19 24
(Income) loss from discontinued operations (B) (87) 22 59
Minority interests 436 259 245
Cumulative effect of accounting change (C) — 2 —
Stock-based compensation 72 25 14
Excess tax benefits from stock-based payment arrangements (17) — —
Other (169) 5 80
Changes in assets and liabilities, excluding effects of acquisitions and divestitures:
Increase in receivables (97) (475) (99)
Increase in inventories (496) (461) (387)
Increase in prepaid expenses and other current assets (167) (16) (87)
(Decrease) increase in accounts payable and accrued expenses (294) 659 78
(Decrease) increase in taxes, including taxes on income (35) (96) 119
Cash paid on early retirement of debt and interest rate swap settlements (K) — — (52)
Cash paid on long-term aluminum supply contract — (93) —
Pension contributions (397) (383) (101)
Net change in other noncurrent assets and liabilities (23) (201) (128)
(Increase) decrease in net assets held for sale (73) (18) 145
Cash provided from continuing operations 2,563 1,644 2,132
Cash provided from discontinued operations 4 32 67
Cash provided from operations 2,567 1,676 2,199
Financing Activities
Net changes to short-term borrowings 126 5 213
Common stock issued for stock compensation plans 156 72 83
Repurchase of common stock (290) (108) (67)
Dividends paid to shareholders (524) (524) (524)
Dividends paid to minority interests (400) (75) (119)
Contributions from minority interests 342 — —
Net change in commercial paper 560 282 630
Additions to long-term debt 29 278 180
Payments on long-term debt (36) (254) (1,921)
Excess tax benefits from stock-based payment arrangements 17 — —
Cash used for financing activities (20) (324) (1,525)
Investing Activities
Capital expenditures (3,201) (2,116) (1,137)
Capital expenditures of discontinued operations (4) (22) (6)
Acquisitions of minority interests (F and P) (1) (199) —
Acquisitions, net of cash acquired (F and P) 8 (262) (2)
Proceeds from the sale of assets and businesses 372 505 392
Additions to investments (58) (30) (69)
Sale of investments (F) 35 1,081 —
Net change in short-term investments and restricted cash (4) (8) 30
Other 12 16 (10)
Cash used for investing activities (2,841) (1,035) (802)
Effect of exchange rate changes on cash and cash equivalents 38 (12) 9
Net change in cash and cash equivalents (256) 305 (119)
Cash and cash equivalents at beginning of year 762 457 576
Cash and cash equivalents at end of year $ 506 $ 762 $§ 457

The accompanying notes are an integral part of the consolidated financial statements.
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Statement of Shareholders’ Equity

(in millions, except per-share amounts)

December 31,

Comprehensive
income

Alcoa and subsidiaries

Accumulated

Preferred Common Additional Retained Treasury other compre-
stock stock capital earnings stock  hensive loss

Total
shareholders’
equity

Balance at end of 2003
Comprehensive income:
Net income
Other comprehensive (loss) income:
Change in minimum pension liability, net
of tax and minority interests of $11
Currency translation adjustments
Unrealized losses on available-for-sale
securities, net of $51 tax benefit
Unrecognized gains/(losses) on derivatives,
net of tax and minority interests of $34:
Net change from periodic revaluations
Net amount reclassified to income

Net unrecognized losses on derivatives
Comprehensive income

Cash dividends: Preferred @ $3.75 per share

Common @ $.60 per share
Common stock issued: compensation plans
Repurchase of common stock

$1,310

(21)
535

(94)

120
(136)

(16)
$1,714

$55 $925 $5,831  $ 7,850  $(2,017) $ (569)

1,310

404

(56) 158
(67)

$12,075

1,310

404

(2)
(522)
102

(67)

Balance at end of 2004
Comprehensive income:
Net income
Other comprehensive (loss) income:
Change in minimum pension liability, net
of tax and minority interests of $80
Currency translation adjustments
Unrealized gains on available-for-sale
securities, net of $52 tax expense (X)
Unrecognized gains/(losses) on derivatives,
net of tax and minority interests of $87
(X):
Net change from periodic revaluations
Net amount reclassified to income

Net unrecognized losses on derivatives
Comprehensive income

Cash dividends: Preferred @ $3.75 per share

Common @ $.60 per share
Common stock issued: compensation plans
Repurchase of common stock

$1,233

55 925 5,775 8,636 (1,926) (165)

1,233

(608)

(2)

(522)
(55) 135
(108)

13,300

1,233

(608)

(522)
80
(108)

Balance at end of 2005
Comprehensive income:
Net income
Other comprehensive (loss) income:
Change in minimum pension liability, net
of tax and minority interests of $104
Currency translation adjustments
Unrealized gains on available-for-sale
securities, net of $53 tax expense (X)
Unrecognized losses on derivatives, net of
tax and minority interests of $152 (X):
Net change from periodic revaluations
Net amount reclassified to income

Net unrecognized losses on derivatives
Comprehensive income

Cash dividends: Preferred @ $3.75 per share
Common @ $.60 per share

Stock-based compensation

Common stock issued: compensation plans

Repurchase of common stock

Cumulative effect adjustment due to the adoption
of SFAS 158, net of tax and minority interests

Cumulative effect adjustment due to the adoption
of EITF 04-6

Other

$2,248

184
659

98

(473)
(51)

(524)
$2,665

55 925 5,720 9,345 (1,899) (773)

2,248

417

(13) 190
(290)

(877)

38

13,373

2,248

(290)
(877)

(3)
38

Balance at end of 2006

$55 $925 $5,817  $11,066  $(1,999) $(1,233)*

$14,631

* Comprised of unrealized translation adjustments of $652, unrecognized losses and prior service cost, net, related to pension and other
postretirement benefits of $(1,813), unrealized gains on available-for-sale securities of $415, and unrecognized net losses on derivatives of

$(487), net of tax.

The accompanying notes are an integral part of the consolidated financial statements.
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Notes to the Consolidated Financial
Statements

(dollars in millions, except per-share amounts)

A. Summary of Significant Accounting Policies
Basis of Presentation. The Consolidated Financial
Statements are prepared in conformity with accounting
principles generally accepted in the United States of America
and require management to make certain estimates and
assumptions. These may affect the reported amounts of
assets and liabilities and the disclosure of contingent assets
and liabilities at the date of the financial statements. They
also may affect the reported amounts of revenues and
expenses during the reporting period. Actual results could
differ from those estimates upon subsequent resolution of
identified matters.

Principles of Consolidation. The Consolidated
Financial Statements include the accounts of Alcoa and
companies in which Alcoa has a controlling interest. Inter-
company transactions have been eliminated. The equity
method of accounting is used for investments in affiliates
and other joint ventures over which Alcoa has significant
influence (ownership between twenty and fifty percent) but
does not have effective control. Investments in affiliates in
which Alcoa cannot exercise significant influence
(ownership interest less than twenty percent) are accounted
for on the cost method.

Alcoa also evaluates consolidation of entities under
Financial Accounting Standards Board (FASB) Inter-
pretation No. 46, “Consolidation of Variable Interest
Entities” (FIN 46). FIN 46 requires management to evaluate
whether an entity or interest is a variable interest entity and
whether Alcoa is the primary beneficiary. Consolidation is
required if both of these criteria are met. Alcoa does not
have any variable interest entities requiring consolidation.

Cash Equivalents. Cash equivalents are highly liquid
investments purchased with an original maturity of three
months or less.

Inventory Valuation. Inventories are carried at the
lower of cost or market, with cost for a substantial portion
of U.S. and Canadian inventories determined under the
last-in, first-out (LIFO) method. The cost of other
inventories is principally determined under the average-cost
method. See Note G for additional information.

Properties, Plants, and Equipment. Properties,
plants, and equipment are recorded at cost. Depreciation is
recorded principally on the straight-line method at rates
based on the estimated useful lives of the assets, averaging
33 years for structures and approximately 16 years for
machinery and equipment, as useful lives range between 5
and 25 years. Gains or losses from the sale of assets are
generally recorded in other income (see policy that follows
for assets classified as held for sale and discontinued
operations). Repairs and maintenance are charged to
expense as incurred. Interest related to the construction of
qualifying assets is capitalized as part of the construction
costs. Depletion related to mineral reserves is recorded using
the units of production method. See Notes H and V for
additional information.

Properties, plants, and equipment are reviewed for
impairment whenever events or changes in circumstances
indicate that the carrying amount of such assets (asset
group) may not be recoverable. Recoverability of assets is
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determined by comparing the estimated undiscounted net
cash flows of the operations to which the assets (asset
group) related to their carrying amount. An impairment loss
would be recognized when the carrying amount of the assets
(asset group) exceeds the estimated undiscounted net cash
flows. The amount of the impairment loss to be recorded is
calculated as the excess of the carrying value of the assets
(asset group) over their fair value, with fair value
determined using the best information available, which
generally is a discounted cash flow analysis.

Goodwill and Other Intangible Assets. Goodwill
and intangibles with indefinite useful lives are not amor-
tized. Intangible assets with finite useful lives are amortized
generally on a straight-line basis over the periods benefited,
with a weighted average useful life of 13 years.

Goodwill and indefinite-lived intangible assets are tested
annually for impairment and whenever events or circum-
stances change, such as a significant adverse change in
business climate or the decision to sell a business, that
would make it more likely than not that an impairment may
have occurred. If the carrying value of goodwill or an
indefinite-lived intangible asset exceeds its fair value, an
impairment loss is recognized. The evaluation of impairment
involves comparing the current fair value of each of the
reporting units to the recorded value, including goodwill.
Alcoa uses a discounted cash flow model (DCF model) to
determine the current fair value of its reporting units. A
number of significant assumptions and estimates are
involved in the application of the DCF model to forecast
operating cash flows, including markets and market share,
sales volumes and prices, costs to produce, discount rate and
working capital changes. Management considers historical
experience and all available information at the time the fair
values of its reporting units are estimated. However, fair
values that could be realized in an actual transaction may
differ from those used to evaluate the impairment of good-
will. See Note E for additional information.

Accounts Payable Arrangements. Alcoa partic-
ipates in computerized payable settlement arrangements
with certain vendors and third-party intermediaries. The
arrangements provide that, at the vendor’s request, the
third-party intermediary advances the amount of the sched-
uled payment to the vendor, less an appropriate discount,
before the scheduled payment date. Alcoa makes payment to
the third-party intermediary on the date stipulated in
accordance with the commercial terms negotiated with its
vendors. The amounts outstanding under these arrange-
ments that will be paid through the third-party
intermediaries are classified as short-term borrowings in the
Consolidated Balance Sheet and as cash provided from
financing activities in the Statement of Consolidated Cash
Flows. Alcoa records imputed interest related to these
arrangements as interest expense in the Statement of Con-
solidated Income. See Note K for additional information.

Revenue Recognition. Alcoa recognizes revenue when
title, ownership, and risk of loss pass to the customer.

Alcoa periodically enters into long-term supply contracts
with alumina and aluminum customers and receives advance
payments for product to be delivered in future periods.
These advance payments are recorded as deferred revenue,
and revenue is recognized as shipments are made and title,
ownership, and risk of loss pass to the customer during the
term of the contracts.

Environmental Expenditures. Expenditures for
current operations are expensed or capitalized, as appro-



priate. Expenditures relating to existing conditions caused
by past operations, and which do not contribute to future
revenues, are expensed. Liabilities are recorded when
remedial efforts are probable and the costs can be reason-
ably estimated. The liability may include costs such as site
investigations, consultant fees, feasibility studies, outside
contractor, and monitoring expenses. Estimates are gen-
erally not discounted or reduced by potential claims for
recovery. Claims for recovery are recognized as agreements
are reached with third parties. The estimates also include
costs related to other potentially responsible parties to the
extent that Alcoa has reason to believe such parties will not
fully pay their proportionate share. The liability is periodi-
cally reviewed and adjusted to reflect current remediation
progress, prospective estimates of required activity, and
other factors that may be relevant, including changes in
technology or regulations. See Note Y for additional
information.

Asset Retirement Obligations. Alcoa recognizes
asset retirement obligations (AROs) related to legal obliga-
tions associated with the normal operation of Alcoa’s
bauxite mining, alumina refining, and aluminum smelting
facilities. These AROs consist primarily of costs associated
with spent pot lining disposal, closure of bauxite residue
areas, mine reclamation, and landfill closure. Alcoa also
recognizes AROs for any significant lease restoration obliga-
tion, if required by a lease agreement, and for the disposal
of regulated waste materials related to the demolition of
certain power facilities. The fair values of these AROs are
recorded on a discounted basis, at the time the obligation is
incurred, and accreted over time for the change in present
value. Additionally, Alcoa capitalizes asset retirement costs
by increasing the carrying amount of the related long-lived
assets and depreciating these assets over their remaining
useful life.

Certain conditional asset retirement obligations (CAROs)
related to alumina refineries and aluminum smelters have
not been recorded in the consolidated financial statements
because the fair value of such potential retirement obliga-
tions cannot be reasonably estimated. A CARO is a legal
obligation to perform an asset retirement activity in which
the timing and (or) method of settlement are conditional on
a future event that may or may not be within Alcoa’s con-
trol. The perpetual nature of the refineries and smelters,
maintenance and upgrade programs, and other factors
prevent a reasonable estimation to be made due to
uncertainties surrounding the ultimate settlement date. At
the date a reasonable estimate can be made, Alcoa would
record a retirement obligation for the removal, treatment,
transportation, storage and (or) disposal of various regu-
lated assets and hazardous materials such as asbestos,
underground and aboveground storage tanks, poly-
chlorinated biphenyls (PCBs), various process residuals,
solid wastes, electronic equipment waste and various other
materials. Such amounts may be material to the con-
solidated financial statements in the period in which they
are recorded.

Income Taxes. The provision for income taxes is
determined using the asset and liability approach of
accounting for income taxes. Under this approach, deferred
taxes represent the future tax consequences expected to
occur when the reported amounts of assets and liabilities are
recovered or paid. The provision for income taxes represents
income taxes paid or payable for the current year plus the
change in deferred taxes during the year. Deferred taxes

result from differences between the financial and tax bases
of Alcoa’s assets and liabilities and are adjusted for changes
in tax rates and tax laws when changes are enacted. Valu-
ation allowances are recorded to reduce deferred tax assets
when it is more likely than not that a tax benefit will not be
realized. Alcoa also has unamortized tax-deductible good-
will resulting from intercompany stock sales and
reorganizations. Alcoa recognizes the tax benefits associated
with this tax-deductible goodwill as it is being amortized for
local income tax purposes rather than in the period in which
the transaction is consummated.

Stock-Based Compensation. Alcoa recognizes
compensation expense for employee equity grants using the
non-substantive vesting period approach, in which the
expense (net of estimated forfeitures) is recognized ratably
over the requisite service period based on the grant date fair
value. Determining the fair value of stock options at the
grant date requires judgment including estimates for the
average risk-free interest rate, expected volatility, expected
exercise behavior, expected dividend yield, and expected
forfeitures. If any of these assumptions differ significantly
from actual, stock-based compensation expense could be
impacted. Prior to 2006, Alcoa used the nominal vesting
approach related to retirement-eligible employees, in which
the compensation expense is recognized ratably over the
original vesting period. As part of Alcoa’s stock-based
compensation plan design, individuals that are retirement-
eligible have a six-month requisite service period in the year
of grant. Equity grants are issued in early January each year.
As a result, a larger portion of expense will be recognized in
the first and second quarters of each year for these
retirement-eligible employees. Compensation expense
recorded in 2006 was $72 ($48 after-tax). Of this amount,
$20 pertains to the acceleration of expense related to
retirement-eligible employees.

As of January 1, 2005, Alcoa switched from the Black-
Scholes pricing model to a lattice model to estimate fair
value at the grant date for future option grants. On
December 31, 2005, Alcoa accelerated the vesting of
11 million unvested stock options granted to employees in
2004 and on January 13, 2005. The 2004 and 2005 accel-
erated options had weighted average exercise prices of
$35.60 and $29.54, respectively, and in the aggregate repre-
sented approximately 12% of Alcoa’s total outstanding
options. The decision to accelerate the vesting of the 2004
and 2005 options was made primarily to avoid recognizing
the related compensation expense in future financial state-
ments upon the adoption of a new accounting standard. The
accelerated vesting of the 2004 and 2005 stock options
reduced Alcoa’s after-tax stock option compensation
expense in 2006 by $21. In 2007, it is estimated that the
accelerated vesting will reduce after-tax stock option
compensation expense by $7.

An additional change has been made to the stock-based
compensation program for 2006 grants. Plan participants
can choose whether to receive their award in the form of
stock options, restricted stock units (stock awards), or a
combination of both. This choice is made before the grant is
issued and is irrevocable. This choice resulted in an
increased stock award expense in comparison to 20035.

Derivatives and Hedging. Derivatives are held as
part of a formally documented risk management program.
The derivatives are straightforward and are held for pur-
poses other than trading. For derivatives designated as fair
value hedges, Alcoa measures hedge effectiveness by for-

49



mally assessing, at least quarterly, the historical high correla-
tion of changes in the fair value of the hedged item and the
derivative hedging instrument. For derivatives designated as
cash flow hedges, Alcoa measures hedge effectiveness by
formally assessing, at least quarterly, the probable high
correlation of the expected future cash flows of the hedged
item and the derivative hedging instrument. The ineffective
portions of both types of hedges are recorded in revenues or
other income or expense in the current period. A gain of
$10 was recorded in 2006 (gain of $11 in 2005 and a loss
of $18 in 2004) for the ineffective portion of aluminum
hedges. If the hedging relationship ceases to be highly effec-
tive or it becomes probable that an expected transaction will
no longer occur, future gains or losses on the derivative are
recorded in other income or expense. Two interest rate
swaps ceased to qualify as hedges in 2004, due to the
restructuring of debt, and were terminated. See Notes K and
X for additional information. No other hedging transactions
ceased to qualify as hedges in 2006, 2005 or 2004.

Alcoa accounts for interest rate swaps related to its
existing long-term debt and hedges of firm customer
commitments for aluminum as fair value hedges. As a result,
the fair values of the derivatives and changes in the fair
values of the underlying hedged items are reported in other
current and noncurrent assets and liabilities in the Con-
solidated Balance Sheet. Changes in the fair values of these
derivatives and underlying hedged items generally offset and
are recorded each period in sales or interest expense, con-
sistent with the underlying hedged item.

Alcoa accounts for hedges of foreign currency exposures
and certain forecasted transactions as cash flow hedges. The
fair values of the derivatives are recorded in other current
and noncurrent assets and liabilities in the Consolidated
Balance Sheet. The effective portions of the changes in the
fair values of these derivatives are recorded in accumulated
other comprehensive loss (a loss of $487 and a gain of $37
at December 31, 2006 and 20035, respectively) and are
reclassified to sales, cost of goods sold, or other income in
the period in which earnings are impacted by the hedged
items or in the period that the transaction no longer qualifies
as a cash flow hedge. These contracts cover the same periods
as known or expected exposures, generally not exceeding five
years. Assuming market rates remain constant with the rates
at December 31, 2006, a loss of $113 is expected to be
recognized in earnings over the next 12 months.

If no hedging relationship is designated, the derivative is
marked to market through earnings.

Cash flows from financial instruments are recognized in
the Statement of Consolidated Cash Flows in a manner
consistent with the underlying transactions. See Notes K and
X for additional information.

Foreign Currency. The local currency is the functional
currency for Alcoa’s significant operations outside the U.S.,
except certain operations in Canada, where the U.S. dollar is
used as the functional currency. The determination of the
functional currency for Alcoa’s operations is made based on
the appropriate economic and management indicators.

Acquisitions. Alcoa’s acquisitions are accounted for
using the purchase method. The purchase price is allocated
to the assets acquired and liabilities assumed based on their
estimated fair market values. Any excess purchase price over
the fair market value of the net assets acquired is recorded as
goodwill. For all acquisitions, operating results are included
in the Statement of Consolidated Income since the dates of
the acquisitions. See Note F for additional information.

50

Discontinued Operations and Assets Held For
Sale. For those businesses where management has
committed to a plan to divest, each business is valued at the
lower of its carrying amount or estimated fair value less cost
to sell. If the carrying amount of the business exceeds its
estimated fair value, a loss is recognized. The fair values are
estimated using accepted valuation techniques such as a
DCF model, valuations performed by third parties, earnings
multiples, or indicative bids, when available. A number of
significant estimates and assumptions are involved in the
application of these techniques, including the forecasting of
markets and market share, sales volumes and prices, costs
and expenses, and multiple other factors. Management
considers historical experience and all available information
at the time the estimates are made; however, the fair values
that are ultimately realized upon the sale of the businesses to
be divested may differ from the estimated fair values
reflected in the consolidated financial statements.

Businesses to be divested are classified in the Con-
solidated Financial Statements as either discontinued
operations or assets held for sale. For businesses classified as
discontinued operations, the balance sheet amounts and
income statement results are reclassified from their historical
presentation to assets and liabilities of operations held for
sale on the Consolidated Balance Sheet and to discontinued
operations in the Statement of Consolidated Income for all
periods presented. The gains or losses associated with these
divested businesses are recorded in income (loss) from
discontinued operations in the Statement of Consolidated
Income. The Statement of Consolidated Cash Flows is also
reclassified for assets held for sale and discontinued oper-
ations for all periods presented. Additionally, segment
information does not include the results of businesses classi-
fied as discontinued operations. Management does not
expect any continuing involvement with these businesses
following the sales, and these businesses are expected to be
disposed of within one year.

For businesses classified as assets held for sale that do not
qualify for discontinued operations treatment, the balance
sheet and cash flow amounts are reclassified from their
historical presentation to assets and liabilities of operations
held for sale. The income statement results continue to be
reported in the historical income statement categories as
income from continuing operations. The gains or losses
associated with these divested businesses are generally
recorded in restructuring and other charges in the Statement
of Consolidated Income. The segment operating results
include the results of businesses classified as assets held for
sale for all periods presented. Management expects that
Alcoa will have continuing involvement with these busi-
nesses following the sale, primarily in the form of equity
participation, or ongoing aluminum or other significant
supply contracts.

Recently Adopted Accounting Standards. Alcoa
adopted Statement of Financial Accounting Standards
(SFAS) No. 158, “Employers’ Accounting for Defined
Benefit Pension and Other Postretirement Plans — an
amendment of FASB Statements No. 87, 88, 106 and
132(R),” (SFAS 158), effective December 31, 2006. The
adoption of SFAS 158 resulted in the following impacts: a
reduction of $119 in existing prepaid pension costs and
intangible assets, the recognition of $1,234 in accrued
pension and postretirement liabilities, and a charge of
$1,353 ($877 after-tax) to accumulated other compre-
hensive loss. See Note W for additional information.



In September 2006, the Securities and Exchange Commis-
sion issued Staff Accounting Bulletin No. 108, “Considering
the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements,” (SAB
108). SAB 108 was issued to provide interpretive guidance
on how the effects of the carryover or reversal of prior year
misstatements should be considered in quantifying a current
year misstatement. The provisions of SAB 108 are effective
for Alcoa for its December 31, 2006 year-end. The adoption
of SAB 108 did not have a material impact on Alcoa’s
consolidated financial statements.

On January 1, 2006, Alcoa adopted SFAS No. 123
(revised 2004), “Share-Based Payment,” (SFAS 123(R)),
which requires the company to recognize compensation
expense for stock-based compensation based on the grant
date fair value. SFAS 123(R) revises SFAS No. 123,
“Accounting for Stock-Based Compensation,” and super-
sedes Accounting Principles Board Opinion No. 235,
“Accounting for Stock Issued to Employees,” and related
interpretations (APB 25). Alcoa elected the modified pro-
spective application method for adoption, and prior period
financial statements have not been restated. As a result of
the implementation of SFAS 123(R), Alcoa recognized addi-
tional compensation expense of $29 ($19 after-tax) in 2006
comprised of $11 ($7 after-tax) and $18 ($12 after-tax)
related to stock options and stock awards, respectively. See
Note R for additional information.

Effective January 1, 2006, Alcoa adopted Emerging
Issues Task Force (EITF) Issue No. 04-6, “Accounting for
Stripping Costs Incurred During Production in the Mining
Industry,” (EITF 04-6). EITF 04-6 requires that stripping
costs incurred during the production phase of a mine are to
be accounted for as variable production costs that should be
included in the costs of the inventory produced (that is,
extracted) during the period that the stripping costs are
incurred. Upon adoption, Alcoa recognized a cumulative
effect adjustment in the opening balance of retained earn-
ings of $3, representing the reduction in the net book value
of post-production stripping costs of $8, offset by a related
deferred tax liability of $3 and minority interests of $2.

Recently Issued Accounting Standards. In Sep-
tember 2006, the FASB issued SFAS No. 157, “Fair Value
Measurements,” (SFAS 157). SFAS 157 defines fair value,
establishes a framework for measuring fair value in gen-
erally accepted accounting principles, and expands
disclosures about fair value measurements. The provisions
of this standard apply to other accounting pronouncements
that require or permit fair value measurements. SFAS 157
becomes effective for Alcoa on January 1, 2008. Upon
adoption, the provisions of SFAS 157 are to be applied
prospectively with limited exceptions. The adoption of SFAS
157 is not expected to have a material impact on Alcoa’s
consolidated financial statements.

In July 2006, the FASB issued FASB Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes - an Inter-
pretation of FASB Statement No. 109,” (FIN 48). FIN 48
prescribes a comprehensive model for how a company should
recognize, measure, present, and disclose in its financial
statements uncertain tax positions that it has taken or expects
to take on a tax return. On January 17, 2007, the FASB
affirmed its previous decision to make FIN 48 effective for
fiscal years beginning after December 15, 2006. Accordingly,
FIN 48 is effective for Alcoa on January 1, 2007. Management
has determined that the adoption of FIN 48 will not have a
material impact on Alcoa’s consolidated financial statements.

Reclassification. Certain amounts in previously issued
financial statements were reclassified to conform to 2006
presentations. See Note B for further information.

B. Discontinued Operations and Assets Held for
Sale

In the third quarter of 2006, Alcoa reclassified its home
exteriors business to discontinued operations upon the
signing of a definitive sale agreement with Ply Gem
Industries, Inc. The sale of the home exteriors business was
completed in the fourth quarter of 2006 (See Note F for
additional details). In the first quarter of 2006, Alcoa
reclassified the Hawesville, KY automotive casting facility to
discontinued operations upon closure of the facility. The
results of the Extruded and End Products segment and the
Engineered Solutions segment have been reclassified to
reflect the movement of the home exteriors business and the
automotive casting facility, respectively, into discontinued
operations. The consolidated financial statements for all
prior periods presented have been reclassified to reflect these
businesses in discontinued operations.

In the third quarter of 2005, Alcoa reclassified the
imaging and graphics communications business of Southern
Graphic Systems, Inc. (SGS) to discontinued operations
based on the decision to sell the business. The results of the
Packaging and Consumer segment were reclassified to
reflect the movement of this business into discontinued
operations. The sale was completed in the fourth quarter of
200S. The divestitures of the following businesses were
completed in 2005: the telecommunications business, the
protective packaging business, and the imaging and graphics
communications business. See Note F for additional details.

In 2006, businesses classified as discontinued operations
included the home exteriors business, the Hawesville, KY
automotive casting facility, the wireless component of the
telecommunications business and a small automotive casting
business in the U.K.

The following table details selected financial information
for the businesses included within discontinued operations
in the Statement of Consolidated Income:

2006 2005 2004

Sales $517  $1,033  $1,352

(Loss) income from

operations $(26) $ 38 $ 37
Gain on sale of businesses 176 50 8
Loss from impairment (1) (55) (153)
Pretax income (loss) 149 33 (108)
(Provision)/benefit for taxes (62) (57) 6
Minority interests — 2 43

Income (loss) from

discontinued operations $ 87 $ 22) $ (59)

The income of $87 in discontinued operations in 2006
was comprised of a $110 gain related to the sale of the
home exteriors business, offset by $20 of net operating
losses and a loss of $3 related to the 2005 sale of the
imaging and graphics communications business. The loss of
$22 in discontinued operations in 2005 was comprised of
$43 of net losses associated with businesses impaired or sold
in 2005, including a $28 loss for asset impairments asso-
ciated with the Hawesville, KY automotive casting facility,
partially offset by $21 in net operating income. The loss of
$59 in discontinued operations in 2004 was comprised of
impairment losses of $89 to reflect the estimated fair values
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of the protective packaging and telecommunications busi-
nesses, as well as the U.K. automotive casting business,
somewhat offset by $25 of net operating income of these
businesses and a net gain of $5 on businesses sold in 2004.

In addition to the businesses discussed above, in the
fourth quarter of 2006, Alcoa reclassified its soft alloy
extrusion business to assets held for sale upon the determi-
nation that it would be disposed of including the signing of
a letter of intent with Orkla ASA’s SAPA Group (Sapa) to
create a joint venture that would combine the soft alloy
extrusion business with Sapa’s Profiles extruded aluminum
business (See Note D for additional information). This joint
venture will be accounted for on the equity method. The
consolidated financial statements for all prior periods pre-
sented have been reclassified to reflect these businesses as
held for sale.

The major classes of assets and liabilities of operations held
for sale in the Consolidated Balance Sheet are as follows:

The following table details the changes in the carrying
amount of AROs and CAROs:

December 31, 2006 2005
Balance at beginning of year $258 $233
Accretion expense 13 14
Payments (42) (31)
Liabilities incurred 51 46
Translation and other 11 4)
Balance at end of year $291 $258

D. Restructuring and Other Charges
Restructuring and other charges for each of the three years
in the period ended December 31, 2006, were comprised of
the following:

2006 2005 2004

Asset impairments $442 $ 86 $ 6
Layoff costs 107 238 40
Other costs 37 16 —
Gain on sale of specialty

chemicals business — — (53)
Reversals of previously recorded

layoff and other exit costs* (43) (48) (15)
Restructuring and other charges $543 $292 $(22)

December 31, 2006 2005
Assets:
Receivables, less allowances $342 $ 329
Inventories 226 263
Properties, plants, and equipment, net 382 600
Goodwill — 140
Other assets 29 45
Total assets held for sale $979 $1,377
Liabilities:
Accounts payable, accrued expenses $238 $ 319
Other liabilities 15 13
Total liabilities of operations held for
sale $253 $ 332

For all of the businesses to be divested, the fair values
were estimated utilizing the best information available and
accepted valuation techniques. The fair values that are
ultimately realized upon the sale of the businesses to be
divested may differ from the estimated fair values reflected
in the consolidated financial statements.

C. Asset Retirement Obligations

Alcoa adopted FASB Interpretation No. 47, “Accounting for
Conditional Asset Retirement Obligations,” (FIN 47), effec-
tive December 31, 2005. FIN 47 clarifies the accounting for
conditional asset retirement obligations (CAROs), as refer-
enced in SFAS No. 143, “Accounting for Asset Retirement
Obligations.” A CARO is a legal obligation to perform an
asset retirement activity in which the obligation is uncondi-
tional, but uncertainty exists about the timing and (or)
method of settlement, which may or may not be under the
control of Alcoa, and which prevents the reasonable estima-
tion of the fair value of the CARO. Upon adoption, Alcoa
recognized a cumulative effect adjustment of $2, consisting
primarily of costs for regulated waste materials related to
the demolition of certain power facilities. Pro forma
amounts related to prior periods are not presented, as there
is no impact on prior period financial statements.

In addition to the above CAROs, Alcoa has recorded
AROs related to legal obligations associated with the
normal operations of bauxite mining, alumina refining, and
aluminum smelting facilities. These AROs consist primarily
of costs associated with spent pot lining disposal, closure of
bauxite residue areas, mine reclamation, and landfill clo-
sure.
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*Reversals of previously recorded layoff and other exit costs
resulted from changes in facts and circumstances that led to
changes in estimated costs.

Employee termination and severance costs were recorded
based on approved detailed action plans submitted by the
operating locations that specified positions to be eliminated,
benefits to be paid under existing severance plans, union
contracts or statutory requirements, and the expected time-
table for completion of the plans.

2006 Restructuring Program. In November 2006,
Alcoa executed a plan to re-position several of its down-
stream operations in order to further improve returns and
profitability, and to enhance productivity and efficiencies
through a targeted restructuring of operations, and the
creation of a soft alloy extrusion joint venture. The
restructuring program encompassed identifying assets to be
disposed of, plant closings and consolidations, and will lead
to the elimination of approximately 6,700 positions across
the company’s global businesses during the next year.
Restructuring charges of $543 ($379 after-tax and minority
interests) were recorded in 2006 and were comprised of the
following components: $107 of charges for employee termi-
nation and severance costs spread globally across the
company; $442 related to asset impairments for structures,
machinery, equipment, and goodwill, more than half of
which relates to the soft alloy extrusions business; and $37
for other exit costs, consisting primarily of accelerated
depreciation associated with assets for which the useful life
has been changed due to plans to close certain facilities in
the near term and environmental clean-up costs. Partially
offsetting these charges was $43 of income related to the
reversal of previously recorded layoff and other exit costs
resulting from new facts and circumstances that arose
subsequent to the original estimates. Alcoa estimates that it
will record additional charges of approximately $40 related
to this restructuring program in 2007, consisting primarily
of accelerated depreciation.



The significant components of the 2006 restructuring
program were as follows:
— The hard and soft alloy extrusions businesses, included
within the Extruded and End Products segment, were
restructured through the following actions:
® Alcoa signed a letter of intent with Sapa to create a joint
venture that would combine its soft alloy extrusion busi-
ness with Sapa’s Profiles extruded aluminum business. The
new venture will be majority-owned by Orkla and oper-
ated by Sapa. It is anticipated that the joint venture will be
formed early in 2007, subject to customary government
approvals. Alcoa recorded an impairment charge of $301
(associated with the expected contribution of assets to the
soft alloy joint venture and other assets to be disposed of)
to reduce the carrying value of the soft alloy extrusions
business’ assets to their estimated fair value.

® Consolidation of selected operations within the global
hard alloy extrusion production operations serving the
aerospace, automotive and industrial products markets,
resulting in charges of $7 for severance costs associated
with the elimination of approximately 325 positions,
primarily in the U.S. and Europe.
— Operations within the Flat-Rolled Products segment
were affected by the following actions:
® Restructuring of the can sheet operations resulting in the
elimination of approximately 320 positions, including
the closure of the Swansea facility in the United
Kingdom in the first quarter of 2007, resulting in
charges of $33, comprised of $16 for severance costs
and $17 for other exit costs, including accelerated
depreciation (approximately $20 primarily for accel-
erated depreciation will be recognized in 2007).

® Conversion of the temporarily-idled San Antonio, Texas
rolling mill into a temporary research and development
facility serving Alcoa’s global flat-rolled products business,
resulting in a $53 asset impairment charge as these assets
have no alternative future uses.

® Charges for asset impairments of $47 related to a global
flat-rolled product asset portfolio review and ration-
alization.

— Restructuring and consolidation of the Engineered
Solutions segment’s automotive and light vehicle wire
harness and component operations, including the closure of
the manufacturing operations of the AFL Seixal plant in
Portugal and restructuring of the AFL light vehicle and
component operations in the U.S. and Mexico, resulting in
charges of $38, primarily related to severance charges for
the elimination of approximately 4,800 positions
(approximately $9 primarily for accelerated depreciation
will be recognized in 2007).

- Reduction within the Primary Metals and Alumina
segments’ operations by approximately 330 positions to
further strengthen the company’s position on the global cost
curve. This action resulted in charges of $44, consisting of
$24 for asset impairments, $14 for severance costs and $6
for other exit costs.

— Consolidation of selected operations within the Pack-
aging and Consumer segment, resulting in the elimination of
approximately 440 positions and charges of $19, consisting
of $10 related to severance costs and $9 for other exit costs,
consisting primarily of accelerated depreciation
(approximately $11 primarily for accelerated depreciation
will be recognized in 2007).

- Restructuring at various other locations accounted for
the remaining charges of $35, more than half of which are

for severance costs related to approximately 400 layoffs and
the remainder for asset impairments and other exit costs.
These terminations are expected to be completed in the
next twelve months. As of December 31, 2006, 200 of the
approximately 6,700 employees had been terminated.
Approximately $2 of cash payments were made against the
2006 program reserves in 2006.
2005 Restructuring Program. As a result of the
global realignment of Alcoa’s organization structure,
designed to optimize operations in order to better serve
customers, a restructuring plan was developed to identify
opportunities to streamline operations on a global basis.
The restructuring program consisted of the elimination of
jobs across all segments of the company, various plant
closings and consolidations, and asset disposals.
Restructuring charges of $292 ($190 after-tax and minority
interests) were recorded in 2005 and were comprised of the
following components: $238 of charges for employee termi-
nation and severance costs associated with approximately
8,450 salaried and hourly employees, spread globally across
the company; $86 related to asset impairments for struc-
tures, machinery, and equipment; and $16 for exit costs,
consisting primarily of accelerated depreciation associated
with assets for which the useful life has been changed due to
plans to close certain facilities in the near term. Reversals of
previously recorded layoff and other costs were primarily
due to Alcoa’s decision to sell certain locations that it pre-
viously planned to shut down in 2005.
The significant components of the 2005 restructuring
program were as follows:
— In December 2005, the company temporarily curtailed
production at its Eastalco, MD smelter because it was not
able to secure a new, competitive power supply for the
facility. A charge of $14 was recorded for the termination of
approximately 550 people.
— The automotive operations, included in the Engineered
Solutions segment, were restructured to improve efficiencies
and included the following actions:
® A restructuring of the cast auto wheels business occurred,
which ultimately included the sale of the wheels facility in
Italy. Total charges recorded in 2005 were $71, consisting
of $15 for severance costs associated with approximately
450 employees, $46 for asset impairments, and $10 loss
on sale of the facility in Italy.

® Headcount reductions in the AFL automotive business
resulted in a charge of $27 for the termination of approx-
imately 3,900 employees, primarily in Mexico.
— The global extruded and end products businesses were
restructured to optimize operations and increase pro-
ductivity and included the following actions:
® Headcount reductions across various businesses resulted in
a charge of $50 for the termination of 1,050 employees in
the U.S., Europe, and Latin America.

® Charges of $15 were recorded for asset disposals at
various U.S. and European extrusion plants related to
certain assets which the businesses have ceased to operate.

— The restructuring associated with the packaging and
consumer businesses consisted of plant consolidations and
closures designed to strengthen the operations, resulting in
charges of $39, comprised of $23 for the termination of
1,620 employees primarily in the U.S., $8 for asset dis-
posals, and $8 for other exit costs. Other exit costs
primarily consisted of accelerated depreciation.

As of December 31, 2006, 5,380 of the approximately
8,450 employees had been terminated. In addition, it has
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been determined that approximately 1,500 of the approx-
imately 8,450 employees will not be terminated due to
natural attrition and other changes in facts and circum-
stances. Approximately $45 and $69 of cash payments were
made against the 2005 program reserves in 2006 and 20035,
respectively.

2004 Restructuring Program. During 2004, Alcoa
recorded income of $22 ($41 after-tax and minority inter-
ests) for restructuring and other items. The income
recognized was comprised of the following components: a
gain of $53 ($61 after-tax and minority interests) on the sale
of Alcoa’s specialty chemicals business and $15 resulting
from adjustments to prior year reserves, offset by charges of
$40 related to additional layoff reserves associated with
approximately 4,100 hourly and salaried employees (located
primarily in Mexico and the U.S.), as the company con-
tinued to focus on reducing costs, and $6 of asset
impairments. The 2004 restructuring program is essentially
complete.

While restructuring charges are not reflected in the
segment results, the following table details what the impact
of allocating these items to segment results would have been
as follows:

2006 2005 2004

E. Goodwill and Other Intangible Assets
The following table details the changes in the carrying
amount of goodwill:

December 31, 2006 2005
Balance at beginning of year $6,108 $6,266
Acquisition of businesses 17 (27)
Divestiture of businesses — (16)
Translation and other adjustments 41 (115)
Balance at end of year $6,166 $6,108

Alumina $ 4 $ 6 $(48)
Primary Metals 26 36 (1)
Flat-Rolled Products 134 15 1
Extruded and End Products 318 70 9
Engineered Solutions 37 109 8
Packaging and Consumer 15 39 10
Segment total 534 275 (21)
Corporate 9 17 (1)

Total restructuring and other
charges $543 $292 $(22)

Activity and reserve balances for restructuring charges
are as follows:

Employee

termination and

severance costs

Other
exit costs Total

Reserve balances at

December 31, 2003 $ 47 $ 48 $ 95
2004:
Cash payments (52) (5) (57)
2004 restructuring charges 40 — 40

Reversals of previously
recorded restructuring
charges (11) (4) (15)

Reserve balances at

December 31, 2004 24 39 63
2005:
Cash payments (78) (7) (85)
2005 restructuring charges 238 6 244
Reversals of previously

recorded restructuring

charges (48) — (48)
Reserve balances at

December 31, 2005 136 38 174
2006:
Cash payments (44) (3) (47)
2006 restructuring charges 107 17 124
Reversals of previously

recorded restructuring

charges (31) (12) (43)
Reserve balances at

December 31, 2006 $168 $ 40 $208
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The divestiture of businesses is primarily related to the
sale of railroad assets within the Primary Metals segment.
The following tables detail other intangible assets:

Gross
carrying Accumulated
December 31, 2006 amount amortization
Computer software $ 849 $(317)
Patents and licenses 153 (81)
Other intangibles 377 (132)
Total amortizable intangible assets 1,379 (530)
Indefinite-lived trade names and
trademarks 158 —
Total other intangible assets $1,537 $(530)
Gross
carrying Accumulated
December 31, 2005 amount amortization
Computer software $ 741 $(249)
Patents and licenses 153 (71)
Other intangibles 364 (116)
Total amortizable intangible assets 1,258 (436)
Indefinite-lived trade names and
trademarks 165 —
Total other intangible assets $1,423 $(436)

Computer software costs consisted primarily of software
costs associated with an enterprise business solution (EBS)
within Alcoa to drive common systems among all busi-
nesses. Other intangibles, recorded within other assets in the
Consolidated Balance Sheet, consisted primarily of acquired
customer relationship intangibles.

Amortization expense related to the intangible assets in
the tables above for the years ended December 31, 2006,
2005, and 2004 was $93, $80, and $70, respectively.
Amortization expense is expected to be in the range of
approximately $95 to $105 annually from 2007 to 2011.

F. Acquisitions and Divestitures

2006 Acquisitions. In September 2006, Alcoa completed
the acquisition of its 70% interest in the aluminum brazing
sheet venture in Kunshan City, China. Alcoa will be the
managing partner in the venture, with the remaining 30%
shares held by Shanxi Yuncheng Engraving Group. The
total acquisition price was approximately $61.

In June 2006, Alcoa completed the acquisition of the
minority interests (including the purchase of certain raw
material inventories) in its Intalco and Eastalco aluminum
smelters in Ferndale, Washington, and Frederick, Maryland,
respectively, in exchange for the assumption of certain
liabilities related to the facilities and receipt of a net cash
payment of $25.

2006 Divestitures. In October 2006, Alcoa completed
the sale of the home exteriors business to Ply Gem



Industries, Inc. for $305 in cash and recognized a gain of
$181 ($110 after-tax). The home exteriors business was
reflected in discontinued operations in the consolidated
financial statements.

2005 Acquisitions. In December 2005, Alcoa pur-
chased the remaining 30% minority interest in the Alcoa
Closure Systems International (Tianjin) Co., Ltd. joint
venture owned by its partner, China Suntrust Investment
Group Co., Ltd., for $7 in cash. The joint venture, estab-
lished in 1994 to produce plastic closures for beverages, is
now a wholly-owned subsidiary.

In October 2005, Alcoa completed the formation of
Alcoa Bohai Aluminum Industries Company Limited, a
consolidated joint venture between Alcoa and the China
International Trust & Investment Corporation (CITIC).
Alcoa holds a 73% interest and is the managing partner in
the new venture, which produces aluminum rolled products
at the Bohai plant in Qinghuangdao, China. Alcoa con-
tributed an additional $118 in 2006 and is required to
contribute an additional $27 in 2007 to the new entity. The
transaction resulted in $2 of goodwill.

In June 2005, Alcoa completed the purchase of the
remaining 40% interest in the Alcoa (Shanghai) Aluminum
Products Ltd. joint venture from its partner Shanghai Light
Industrial Equipment (Group) Company, Ltd. for $16 in
cash. Alcoa (Shanghai) Aluminum Products Ltd. is now a
wholly-owned subsidiary and will continue to sell foil
products to customers throughout Asia. The transaction
resulted in $2 of goodwill.

On March 31, 2005, Alcoa finalized an agreement with
Fujikura Ltd. of Japan in which Alcoa obtained complete
ownership of the AFL automotive business and Fujikura
obtained complete ownership of the AFL telecommuni-
cations business through a tax-free exchange. Fujikura
exchanged all of its AFL shares for shares of a new tele-
communications entity and $176 in cash. The transaction
resulted in a reduction of goodwill for the AFL automotive
business of $44 based upon valuation and other studies. The
agreement provides for a contingent payment to Fujikura in
2008 based upon the amount, if any, by which the average
annual earnings from 2005 through 2007 for the automo-
tive business exceed a targeted amount. This contingent
payment, if paid, will be recorded as an adjustment to the
transaction value. AFL automotive business results are
recorded in the Engineered Solutions segment.

On January 31, 20035, Alcoa acquired two fabricating
facilities located in the Russian Federation. The facilities,
located in Belaya Kalitva and Samara, were purchased for
$257 in cash. In connection with this transaction, Alcoa also
made a $93 payment related to a long-term aluminum
supply contract, which is recorded in other noncurrent
assets in the consolidated financial statements. In January
2007, this $93 was repaid to Alcoa as allowed under the
contract. The long-term aluminum supply contract remains
in place. Goodwill of $4 was recorded on this transaction.
The final allocation of the purchase price was based upon
valuation and other studies, including environmental and
other contingent liabilities, which were completed in 2006.
The purchase agreement also provides for contingent
payments over the next five years between 2006 and 2010,
based on the performance of the Russian facilities, with a
potential carryforward period of an additional five years.
The maximum amount of total contingent payments is $835.
These contingent payments, if paid, will be recorded as an
adjustment to the purchase price. No contingent payments
were made during 2005 or 2006.

The results of these facilities are recorded in the Flat-
Rolled Products segment, the Extruded and End Products
segment, and the Engineered Solutions segment.

2005 Divestitures. In December 2005, Alcoa com-
pleted the sale of its imaging and graphics communications
business, SGS, to Citigroup Venture Capital Equity Partners,
LP for $408 in cash and recognized a gain of $63 ($9 after-
tax). SGS was reflected in discontinued operations in the
consolidated financial statements.

In September 2005, Alcoa sold its railroad assets to
RailAmerica Transportation Corp., a subsidiary of Rail-
America Inc., for $78 in cash, resulting in a gain of $67
($37 after-tax). Alcoa and RailAmerica have entered into
long-term service agreements under which RailAmerica will
provide services to Alcoa facilities that utilize the railroads.

In September 2005, Alcoa completed the sale of its pro-
tective packaging business to Forest Resources LLC for $13
in cash and recorded a loss of $6 ($4 after-tax). This busi-
ness was reflected in discontinued operations in the
consolidated financial statements.

In April 2005, Alcoa sold its stock in Elkem ASA (Elkem)
to Orkla ASA for $869 in cash, resulting in a gain of $345
($180 after-tax), which was recorded in other income in the
Statement of Consolidated Income.

In January 2005, Alcoa sold its interest in Integris Metals
Inc., a metals distribution joint venture in which Alcoa
owned a 50% interest, to Ryerson Tull. The investment was
sold for $410 in cash and the assumption of Integris’ debt,
which was approximately $234. Alcoa received cash of
$205, and no material gain or loss was recorded on the
transaction.

2004 Acquisitions. During 2004, Alcoa completed
two acquisitions at a cash cost of $2. None of these trans-
actions had a material impact on Alcoa’s consolidated
financial statements.

2004 Divestitures. In 2004, Alcoa substantially
completed its 2002 plan to divest certain noncore busi-
nesses, as outlined below:

During the fourth quarter of 2004, Alcoa sold an
extrusion facility in Brazil, and no material gain or loss
was recorded on the transaction. Alcoa also sold 40% of
its interest in the Juruti bauxite project in Brazil to
Alumina Limited, its partner in Alcoa World Alumina
and Chemicals (AWAC). Alcoa holds 60% of AWAC,
and Alumina Limited holds the remaining 40%. In
exchange for 40% of Alcoa’s interest in the Juruti project,
Alumina Limited contributed $40 to AWAC, and Alcoa
realized a gain of $37 ($37 after-tax) on the transaction.

During the second quarter of 2004, Alcoa sold its Russell-
ville, AR and St. Louis, MO foil facilities and an extrusion
facility in Europe for $37 in cash. Alcoa also sold its flexible
packaging business in South America, which had been
included in discontinued operations. There was no material
gain or loss recognized on these transactions.

In the first quarter of 2004, Alcoa completed the sale of
its specialty chemicals business to two private equity firms
led by Rhone Capital LLC for an enterprise value of $342,
which included the assumption of debt and other obliga-
tions. Alcoa received cash of $248 and recognized a gain of
approximately $53 ($61 after-tax and minority interests) in
restructuring and other charges in the Statement of Con-
solidated Income.
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Additionally, in the first quarter of 2004, Alcoa sold two
businesses that were included in discontinued operations:
the packaging equipment business was sold for $44 in cash
and resulted in the recognition of a gain of $15 ($10 after-
tax), and the automotive fasteners business was sold for $17
in cash and notes receivable and resulted in an additional
loss of $7 ($5 after-tax).

In connection with acquisitions made prior to 2004,
Alcoa could be required to make additional contingent
payments of approximately $248 from 2007 through 2008
based upon the achievement of various financial and
operating targets. During 2006 and 2005, Alcoa made
contingent payments in each year of $13 related to the
Fairchild acquisition. These payments were recorded as
adjustments to goodwill.

Pro forma results of the company, assuming all acquis-
itions had been made at the beginning of each period
presented, would not have been materially different from
the results reported.

G. Inventories

December 31, 2006 2005
Finished goods $1,137 $ 918
Work in process 1,157 907
Bauxite and alumina 535 486
Purchased raw materials 729 667
Operating supplies 247 213

$3,805 $3,191

Approximately 44% and 43% of total inventories at
December 31, 2006 and 20035, respectively, were valued on
a LIFO basis. If valued on an average-cost basis, total
inventories would have been $1,077 and $836 higher at the
end of 2006 and 2003, respectively.

H. Properties, Plants, and Equipment, at Cost

December 31, 2006 2005
Land and land rights, including
mines $ 472 $ 425
Structures 6,481 6,080
Machinery and equipment 18,762 17,208
25,715 23,713
Less: accumulated depreciation and
depletion 14,535 13,168
11,180 10,545
Construction work in progress 3,633 2,026
$14,813  $12,571
I. Investments
December 31, 2006 2005
Equity investments $ 826 $ 631
Other investments 896 739
$1,722 $1,370

Equity investments are primarily comprised of a 50% invest-
ment in Elkem Aluminium ANS, a joint venture between
Alcoa and Elkem that owns and operates two aluminum
smelters in Norway, and investments in several hydroelectric
power construction projects in Brazil (See Note N for addi-
tional information). In 20035, Alcoa sold its 46.5% invest-
ment in Elkem and its 50% interest in Integris Metals Inc.
(See Note F for additional information). During 2005, Alcoa
recorded an impairment charge of $90 related to the closure
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of the Hamburger Aluminium-Werk facility, which was
recorded in equity income.

Other investments are primarily comprised of Alcoa’s
8% interest in the Aluminum Corporation of China Limited
(Chalco). The investment in Chalco is classified as an
available-for-sale security and is carried at fair value, with
unrealized gains/losses recorded in other comprehensive
income. Cumulative unrealized gains, net of taxes, were
$414 in 2006 and $318 in 2005.

J. Other Assets

December 31, 2006 2005
Intangibles, net (E) $1,007 $ 987
Deferred income taxes 1,859 1,592

Prepaid pension benefit (W) 90 144

Deferred charges and other 1,390 1,334
$4.346 $4,057
K. Debt
Long-Term Debt.
December 31, 2006 2005
4.25% Notes, due 2007 $ 792 $ 792
6.625% Notes, due 2008 150 150
7.375% Notes, due 2010 1,000 1,000
6.5% Notes, due 2011 1,000 1,000
6% Notes, due 2012 1,000 1,000
5.375% Notes, due 2013 600 600
6.5% Bonds, due 2018 250 250
6.75% Bonds, due 2028 300 300
Medium-term notes, due 2007-2013

(7.2% and 8.1% average rates) 73 110
Alcoa Aluminio

7.5% Export notes, due 2007-

2008 40 58
Fair value adjustments (57) (37)
Other 140 111

5,288 5,334
Less: amount due within one year 510 58
$4,778 $5,276

The amount of long-term debt maturing in each of the next
five years, including the effects of fair value adjustments, is
$510 in 2007, $277 in 2008, $22 in 2009, $1,002 in 2010,
and $1,001 in 2011. Of the outstanding $792 of 4.25%
Notes due 2007, $333 was reflected as long-term on the
December 31, 2006 Consolidated Balance Sheet due to the
fact that this amount was refinanced with the new long-term
debt instruments in January 2007. See Note Z for additional
information and other events that occurred subsequent to
December 31, 2006.

Alcoa Aluminio’s export notes are collateralized by receiv-
ables due under an export contract. Certain financial ratios
must be maintained, including the maintenance of a
minimum debt service ratio, as well as a certain level of
tangible net worth of Aluminio and its subsidiaries. The
tangible net worth calculation excludes the effects of foreign
currency changes.

The fair value adjustments result from changes in the
carrying amounts of certain fixed-rate borrowings that have
been designated as being hedged. Of the $(57) in 2006,
$(111) related to outstanding hedges and $54 related to
hedges that were settled early. Of the $(37) in 2005, $(100)
related to outstanding hedges and $63 related to hedges that
were settled early. The adjustments for hedges that were
settled early are being recognized as reductions of interest



expense over the remaining maturity of the related debt
(through 2028). See Note X for additional information on
interest rate swaps.
In 2004, Alcoa retired early $1,200 of debt securities,
consisting of the following: $200 of 6.125% Bonds due in
2005, $500 of 7.25% Notes due in 2005, and $500 of
5.875% Notes due in 2006. These debt securities were
retired primarily with proceeds from commercial paper
borrowings and cash provided from operations. Alcoa
recognized a net gain of $58 in other income on the early
retirement of long-term debt and the associated settlement
of interest rate swaps. The net gain of $58 is comprised of
the following;:
® 3 premium paid for early retirement of debt and related
expenses of $67;

® 3 gain of $48 from previously settled interest rate swaps
that hedged the retired debt and was reflected as an
increase in its carrying value; and

® a gain of $77 from the settlement of interest rate swaps
that hedged anticipated borrowings between June 2005
and June 2006. See Note X for additional information.

Commercial Paper. Commercial paper was $1,472 at
December 31, 2006 and $912 at December 31, 2005. The
commercial paper outstanding at December 31, 2006
included $1,132 that was classified as long-term on the
Consolidated Balance Sheet because this amount was
refinanced with new long-term debt instruments in January
2007 (See Note Z for additional information). Commercial
paper matures at various times within one year and had an
annual weighted average interest rate of 5.1% and 4.3%
during 2006 and 2003, respectively. Alcoa maintains $3,000
of revolving-credit agreements with varying expiration dates
as backup to its commercial paper program. In April 20035,
Alcoa refinanced its $1,000 revolving-credit agreement that
was to expire in April 2005 into a new $1,000 revolving-
credit agreement that will expire in April 2010. Alcoa also
has a $1,000 revolving-credit agreement that will expire in
April 2008 and a $1,000 revolving-credit agreement that will
expire in April 2009. Under these agreements, a certain ratio
of indebtedness to consolidated net worth must be main-
tained. There were no amounts outstanding under the
revolving-credit agreements at December 31, 2006 and
2005. The interest rate on the agreements expiring in 2008
and 2009, if drawn upon, is Libor plus 17 basis points,
which is subject to adjustment if Alcoa’s credit rating
changes, to a maximum interest rate of Libor plus 83.5 basis
points. The interest rate on the agreement expiring in 2010,
if drawn upon, is Libor plus 18 basis points, which is subject
to adjustment if Alcoa’s credit rating changes, to a maximum
interest rate of Libor plus 60 basis points.

Short-Term Borrowings. Short-term borrowings
were $475 and $296 at December 31, 2006 and 2003,
respectively. These amounts included $300 and $233 at
December 31, 2006 and 20035, respectively, related to
accounts payable settlement arrangements with certain
vendors and third-party intermediaries.

L. Other Noncurrent Liabilities and Deferred

Credits
December 31, 2006 2005
Deferred alumina sales revenue $ 156 $ 164
Deferred aluminum sales revenue 113 186
Environmental remediation (Y) 285 350
Deferred credits 78 88
Asset retirement obligations 258 234
Other noncurrent liabilities 1,133 798
$2,023 $1,820

M. Minority Interests
The following table summarizes the minority shareholders’
interests in the equity of consolidated subsidiaries:

December 31, 2006 2005
Alcoa of Australia $1,031 $ 888
Alcoa World Alumina LLC 341 236
Other 428 241

$1,800 $1,365

During 2006, Alcoa received $342 in contributions from
minority shareholders’ related to Alcoa World Alumina LLC
and other interests in Brazil, Norway, Russia and China.

N. Commitments and Contingencies

Various lawsuits, claims and proceedings have been or may
be instituted or asserted against Alcoa, including those
pertaining to environmental, product liability, and safety
and health matters. While the amounts claimed may be
substantial, the ultimate liability cannot now be determined
because of the considerable uncertainties that exist. There-
fore, it is possible that results of operations or liquidity in a
particular period could be materially affected by certain
contingencies. However, based on facts currently available,
management believes that the disposition of matters that are
pending or asserted will not have a materially adverse effect
on the financial position or liquidity of the company.

Alcoa Aluminio S.A. (Aluminio), a wholly-owned sub-
sidiary of Alcoa, is a participant in several hydroelectric
power construction projects in Brazil for purposes of
increasing its energy self-sufficiency and providing a long-
term, low-cost source of power for its facilities. The
Machadinho and Barra Grande projects have been com-
pleted. Aluminio’s investment participation in these projects
is 27.23% for Machadinho and 42.18% for Barra Grande.

Aluminio committed to taking a share of the output of
the Machadinho project, completed in 2002, for 30 years at
cost (including cost of financing the project). In the event
that other participants in this project fail to fulfill their
financial responsibilities, Aluminio may be required to fund
a portion of the deficiency. In accordance with the agree-
ment, if Aluminio funds any such deficiency, its
participation and share of the output from the project will
increase proportionately.

Barra Grande operations started up in November 2005
and full capacity was reached in February 2006. With
Machadinho and Barra Grande, Aluminio’s current power
self-sufficiency is approximately 38%, to meet a total energy
demand of approximately 690 megawatts from Brazilian
primary plants. Aluminio accounts for the Machadinho and
Barra Grande hydroelectric projects on the equity method.
Its total investment in these projects was $175 and $152 at
December 31, 2006 and December 31, 2005, respectively.
Alcoa’s maximum exposure to loss on these completed
projects is $491, which represents Alcoa’s investment and
guarantees of debt.

In the first quarter of 2006, Aluminio acquired an addi-
tional 6.41% share in the Estreito hydroelectric power
project, reaching 25.49% of total participation in the con-
sortium. This additional share entitles Aluminio to 38
megawatts of assured energy. The project will have total
installed capacity of 1,087 megawatts and assured power of
589 megawatts. In December 2006, the consortium
obtained the environmental installation license, after com-
pletion of certain socioeconomic and cultural impact studies
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as required by a governmental agency. Construction is
expected to begin in the first quarter of 2007.

In October of 2004, Alcoa agreed to acquire a 20%
interest in a consortium formed to acquire the Dampier to
Bunbury Natural Gas Pipeline (DBNGP) in Western
Australia in exchange for an initial cash investment of $17,
which was classified as an equity investment. Alcoa has
made additional contributions of $26 and $19 in 2006 and
2005, respectively, and committed to invest an additional
$63 to be paid as the pipeline expands through 2009. The
investment in the DBNGP was made in order to secure a
competitively priced long-term supply of natural gas to
Alcoa’s refineries in Western Australia. In addition to its
equity ownership, Alcoa has an agreement to purchase gas
transmission services from the DBNGP. Alcoa’s maximum
exposure to loss on the investment and the related contract
is approximately $340.

In July 2006, the European Commission (EC) announced
that it has opened an investigation to establish whether an
extension of the regulated preferential electricity tariff
granted by Italy to some energy intensive industries complies
with European Union state aid rules. The new Italian power
tariff modifies the preferential tariff that was in force until
December 31, 2005 and extends it through 2010. Alcoa has
been operating in Italy for more than 10 years under a
power supply structure approved by the EC in 1996. That
measure, like the new one, was based on Italian state legis-
lation that provides a competitive power supply to the
primary aluminum industry and is not considered state aid
by the Italian Government. The EC’s announcement states
that it has doubts about the measure’s compatibility with
European Union legislation and concerns about distortion of
competition in the European market of primary aluminum,
where energy is an important part of the production costs.
The opening of an in-depth investigation gives interested
parties the opportunity to comment on the proposed meas-
ures. It does not prejudge the outcome of the procedure. It is
Alcoa’s understanding that the Italian Government’s con-
tinuation of the electricity tariff was done in conformity
with all applicable laws and regulations. Alcoa believes that
the total potential impact from a loss of the tariff would be
approximately $17 (pre-tax) per month in higher power
costs at its Italian smelters. While Alcoa believes that any
additional cost would only be assessed prospectively from
the date of the EC’s decision on this matter, it is possible
that the EC could rule that the assessment must be retro-
actively applied to January 2006. A decision by the EC is
not expected until mid to late 2007.

Alcoa is party to unconditional purchase obligations for
energy that expire between 2007 and 2017. Commitments
related to these contracts total $88 in 2007, $67 in 2008,
$65 in 2009, $56 in 2010, $56 in 2011, and $151 there-
after. Expenditures under these contracts totaled $86 in
2006, $26 in 2005, and $23 in 2004. Additionally, Alcoa
has entered into other purchase commitments for energy
and raw materials which total $4,610 in 2007, $2,295 in
2008, $1,736 in 2009, $1,147 in 2010, $1,103 in 2011, and
$8,347 thereafter.

Alcoa has standby letters of credit related to environ-
mental, insurance, and other activities. The total amount
committed under these letters of credit, which expire at
various dates in 2007 through 2014, was $444 at
December 31, 2006.

Alcoa has issued guarantees, primarily related to project
financing for the Machadinho and Barra Grande hydro-
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electric power projects in Brazil. The total amount
committed under these guarantees, which expire at various
dates in 2007 through 2018, was $498 at December 31,
2006.

O. Other Income, Net
2006 2005 2004

Equity income $ 72 $ 26 $145
Interest income 89 65 41
Foreign currency losses (48) (27) (30)
Net gains on sales of assets 25 406 44
Net gain on early retirement of
debt and interest rate swap
settlements (K) — — 58
Other income 55 10 12
$193  $480  $270

Interest income in 2006 included $15 of interest earned
related to a Brazilian court settlement. Other income in
2006 included $45 in dividend income related to Alcoa’s
stake in Chalco.

Equity income in 20035 included an impairment charge of
$90 related to the closure of the Hamburger Aluminium-
Werk facility in Hamburg, Germany. The charge was
comprised of $65 for asset impairments and $25 for
employee layoff costs and other shutdown costs. Net gains
on sales of assets in 2005 included the $345 gain on the sale
of Alcoa’s stake in Elkem and the $67 gain on the sale of
railroad assets.

Net gains on sales of assets in 2004 included the sale of
Alcoa’s 40% interest in the Juruti bauxite project in Brazil,
which resulted in a $37 gain. In 2004, Alcoa recognized a
gain of $58 on the early retirement of long-term debt and
the associated settlement of interest rate swaps.

P. Cash Flow Information
Cash payments for interest and income taxes are as follows:

2006 2005 2004

Interest, net of amount

capitalized $550  $386  $318
Income taxes, net of amount
refunded 695 413 294
The details related to acquisitions are as follows:
2006 2005 2004
Fair value of assets acquired $ 84 $ 373 $7
Liabilities assumed (91) (102) (5)
Minority interests — 190 —
Cash (received) paid (7) 461 2
Less: cash acquired — — —
Net cash (received) paid $ (7)) $461 $2

Q. Segment and Geographic Area Information
Alcoa is primarily a producer of aluminum products.
Aluminum and alumina represent approximately three-
fourths of Alcoa’s revenues. Nonaluminum products include
precision castings, industrial fasteners, consumer products,
food service and flexible packaging products, plastic clo-
sures, and electrical distribution systems for cars and trucks.
Alcoa’s segments are organized by product on a worldwide
basis. Alcoa’s management reporting system evaluates
performance based on a number of factors; however, the



primary measure of performance is the after-tax operating
income (ATOI) of each segment. Certain items such as
interest income, interest expense, foreign currency trans-
lation gains/losses, certain effects of LIFO inventory
accounting, minority interests, restructuring and other
charges, discontinued operations, and accounting changes
are excluded from segment ATOL. In addition, certain
expenses, such as corporate general administrative expenses
and depreciation and amortization on corporate assets, are
not included in segment ATOI. Segment assets exclude cash,
cash equivalents, short-term investments, and all deferred
taxes. Segment assets also exclude items such as corporate
fixed assets, LIFO reserves, goodwill allocated to corporate,
assets held for sale, and other amounts.

The accounting policies of the segments are the same as
those described in the Summary of Significant Accounting
Policies (Note A). Transactions among segments are estab-
lished based on negotiation among the parties. Differences
between segment totals and Alcoa’s consolidated totals for
line items not reconciled are primarily due to corporate
allocations.

Alcoa’s products are used worldwide in packaging,
consumer products, transportation (including aerospace,
automotive, truck trailer, rail, and shipping), building and
construction, and industrial applications. Total exports
from the U.S. from continuing operations were $2,588 in
2006, $2,021 in 2005, and $1,825 in 2004.

In January 2005, Alcoa realigned its organization struc-
ture, creating global groups to better serve customers and
increase the ability to capture efficiencies. As a result, cer-
tain reportable segments have been reorganized to reflect the
new organization. The businesses within the former
Engineered Products segment and the Other “group” have
been realigned to form the new Extruded and End Products
segment and the new Engineered Solutions segment.
Amounts for 2004 have been reclassified to reflect these
changes. Additionally, the Alumina and Chemicals segment
has been renamed the Alumina segment, to reflect the sale of
the specialty chemicals business.

Alcoa’s reportable segments are as follows.

Alumina. This segment consists of Alcoa’s worldwide
alumina system that includes the mining of bauxite, which is
then refined into alumina. Alumina is sold directly to
internal and external smelter customers worldwide or is
processed into industrial chemical products. Slightly more
than half of Alcoa’s alumina production is sold under
supply contracts to third parties worldwide, while the
remainder is used internally.

Primary Metals. This segment consists of Alcoa’s world-
wide smelter system. Primary Metals receives alumina,
primarily from the Alumina segment, and produces primary
aluminum to be used by Alcoa’s fabricating businesses, as
well as sold to external customers, aluminum traders, and
commodity markets.

Results from the sale of aluminum powder, scrap, and
excess power are also included in this segment, as well as
the results of aluminum derivative contracts. Primary
aluminum produced by Alcoa and used internally is trans-
ferred to other segments at prevailing market prices. The
sale of primary aluminum represents approximately 90% of
this segment’s third-party sales.

Flat-Rolled Products. This segment’s principal business is
the production and sale of aluminum plate, sheet, and foil.
This segment includes rigid container sheet (RCS), which is
sold directly to customers in the packaging and consumer
market and is used to produce aluminum beverage cans.
Seasonal increases in RCS sales are generally experienced in
the second and third quarters of the year. This segment also
includes sheet and plate used in the transportation, building
and construction, and distribution markets (mainly used in
the production of machinery and equipment and consumer
durables), of which approximately two-thirds is sold directly
to customers, while the remainder is sold through distrib-
utors. Approximately two-thirds of the third-party sales in
this segment are derived from sheet and plate, and foil used
in industrial markets, while the remaining one-third of
third-party sales consists of RCS. While the customer base
for flat-rolled products is large, a significant amount of sales
of RCS, sheet, and plate is to a relatively small number of
customers.

Extruded and End Products. This segment consists of
extruded products, some of which are further fabricated
into a variety of end products, and includes hard- and soft-
alloy extrusions and architectural extrusions. These
products primarily serve the building and construction,
distribution, aerospace, automotive, and commercial trans-
portation markets. These products are sold directly to
customers and through distributors.

Engineered Solutions. This segment includes titanium,
aluminum, and super-alloy investment castings; forgings and
fasteners; electrical distribution systems; aluminum wheels;
and integrated aluminum structural systems used in the
aerospace, automotive, commercial transportation, and
power generation markets. These products are sold directly
to customers and through distributors.

Packaging and Consumer. This segment includes
consumer, foodservice, and flexible packaging products;
food and beverage closures; and plastic sheet and film for
the packaging industry. The principal products in this
segment include aluminum foil; plastic wraps and bags;
plastic beverage and food closures; flexible packaging
products; thermoformed plastic containers; and extruded
plastic sheet and film. Consumer products are marketed
under brands including Reynolds Wrap®, Diamond®,
Baco®, and Cut-Rite® wax paper. Seasonal increases gen-
erally occur in the second and fourth quarters of the year for
such products as consumer foil and plastic wraps and bags,
while seasonal slowdowns for closures generally occur in the
fourth quarter of the year. Products are generally sold
directly to customers, consisting of supermarkets, beverage
companies, food processors, retail chains, and commercial
foodservice distributors.
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Alcoa’s reportable segments, as reclassified for discontinued operations and assets held for sale, are as follows:

Flat- Extruded Packaging
Primary Rolled  and End Engineered and
Segment information Alumina Metals Products  Products Solutions  Consumer Total
2006
Sales:
Third-party sales $2,785 $ 6,171  $8,297 $4,419 $5,456 $3,235 $30,363
Intersegment sales 2,144 6,208 246 99 — — 8,697
Total sales $4,929  $12,379  $8,543  $4,518 $5,456 $3235  $39,060
Profit and loss:
Equity (loss) income $ 2) $ 82 $ (2 $ — $ (4 $ 1 $ 75
Depreciation, depletion, and
amortization 192 395 219 118 169 124 1,217
Income taxes 428 726 68 18 101 33 1,374
ATOI 1,050 1,760 255 60 331 95 3,551
Assets:
Capital expenditures $ 837 $ 1,440 § 399 $ 135 $ 139 $ 90 $ 3,040
Equity investments 238 568 — — 8 3 817
Goodwill 16 930 178 88 2,553 818 4,583
Total assets 5,250 10,530 5,192 1,178 5,972 2,757 30,879
2005
Sales:
Third-party sales $2,130  $ 4,698  $6,836  $3,729 $5,032 $3,139  $25,564
Intersegment sales 1,707 4,808 128 64 — — 6,707
Total sales $3,837 $ 9,506  $6,964  $3,793 $5,032 $3,139  $32,271
Profit and loss:
Equity (loss) income $ — $ (12 $ — $ — $ 1 $ 1 $  (10)
Depreciation, depletion, and
amortization 172 368 217 119 176 126 1,178
Income taxes 246 307 111 20 89 50 823
ATOI 682 822 288 39 203 105 2,139
Assets:
Capital expenditures $ 608 $ 869 § 185 $ 114 $ 131 $ 100 $ 2,007
Equity investments 215 384 4 — 8 3 614
Goodwill 15 923 158 98 2,503 814 4,511
Total assets 4268 8,566 3,963 884 5,733 2,787 26,201
2004
Sales:
Third-party sales $1,975  $ 3,806  $5,962 $3,387 $4,563 $2,923 $22,616
Intersegment sales 1,418 4,335 89 54 — — 5,896
Total sales $3,393 § 8,141  $6,051 $3,441 $4,563 $2,923 $28,512
Profit and loss:
Equity income (loss) $ 1 3 58 $ (1 $ — $ — $ 1 $ 59
Depreciation, depletion, and
amortization 153 326 198 113 188 126 1,104
Income taxes 240 314 75 22 96 72 819
ATOI 632 808 246 62 216 141 2,105
Assets:
Capital expenditures $ 339 § 281 § 153 $ 99 $ 103 $ 73 $ 1,048
Equity investments 187 563 6 — 6 2 764
Goodwill 15 931 168 102 2,603 834 4,653
Total assets 3,605 8,121 3,672 752 5,701 2,805 24,656
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The following tables reconcile segment information to
consolidated totals:
2006 2005 2004

Sales:
Total sales $39,060 $32,271 $28,512
Elimination of intersegment sales (8,697) (6,707) (5,896)
Corporate 16 4 (7)

$30,379 $25,568 $22,609

Consolidated sales

Net income:
ATOI
Unallocated amounts (net of tax):

$ 3,551 $ 2,139 $ 2,105

Impact of LIFO (170) (99) (73)
Interest income 58 42 26
Interest expense (250) (220) (176)
Minority interests (436) (259) (245)
Corporate expense (317) (312) (283)
Restructuring and other

charges (379)  (197) 23
Discontinued operations 87 (22) (59)
Accounting change — (2) —
Other 104 163 (8)

Consolidated net income ~ $ 2,248 $ 1,233 $ 1,310

Assets:
Total segment assets
Elimination of intersegment
receivables
Unallocated amounts:
Cash, cash equivalents, and
short-term investments 512 769 463

$30,879 $26,201 $24,656

(727)  (193)  (438)

Deferred tax assets 2,241 1,783 1,871
Corporate goodwill 1,583 1,597 1,613
Corporate fixed assets 791 753 595
LIFO reserve (1,077)  (836)  (670)
Assets held for sale 979 1,377 1,953
Other 2,002 2245 2,566

Consolidated assets $37,183 $33,696 $32,609

Geographic information for revenues and long-lived
assets is as follows:
2006 2005 2004

Revenues:
U.S. $17,141 $14,923 $13,660
Australia 3,160 2,464 1,971
Spain 1,813 1,451 1,307
Hungary 1,148 855 604
Brazil 1,093 787 603
United Kingdom 956 887 830
Germany 768 779 770
Other 4,284 3,418 2,871

$30,363 $25,564 $22,616

Long-lived assets:*

U.S. $10,892 $10,907 $11,271
Australia 3,029 2,703 2,262
Canada 2,437 2,508 2,537
Brazil 1,525 1,116 797
Iceland 1,274 505 108
United Kingdom 754 686 796
Other 3,374 2,462 2,305

$23,285 $20,887 $20,076

* Long-lived assets include intangible assets.

R. Preferred and Common Stock

Preferred Stock. Alcoa has two classes of preferred stock.
Serial preferred stock has 660,000 shares authorized with a
par value of $100 per share and an annual $3.75 cumulative
dividend preference per share. There were 546,024 of such

shares outstanding at the end of each year presented. Class
B serial preferred stock has 10 million shares authorized
(none issued) and a par value of $1 per share.

Common Stock. There are 1.8 billion shares
authorized at a par value of $1 per share, and 924,574,538
shares were issued at the end of each year presented. As of
December 31, 2006, 126 million shares of common stock
were reserved for issuance under Alcoa’s stock-based
compensation plans. Alcoa issues treasury shares for the
exercise of employee stock options. Alcoa has a policy of
repurchasing shares to cover the dilution associated with
option exercises and expects to repurchase shares in an
amount that approximates options exercised each year.

In addition to this policy, Alcoa has an existing share
repurchase program that authorizes the repurchase of up to
50 million shares of common stock from time to time and
has no expiration date. As of December 31, 2006,
approximately 33 million shares have been repurchased
under this program. In January 2007, Alcoa announced a
new share repurchase program that authorizes the
repurchase of up to 10% of the company’s outstanding
common stock at December 31, 2006 over the next three
years.

Share Activity (number of shares)
Common stock

Treasury Net outstanding
Balance at end of 2003 (56,083,852) 868,490,686
Treasury shares purchased (1,777,354) (1,777,354)
Stock issued:

Compensation plans 4,266,751 4,266,751
Balance at end of 2004 (53,594,455) 870,980,083
Treasury shares purchased (4,334,000) (4,334,000)
Stock issued:

Compensation plans 3,622,430 3,622,430
Balance at end of 2005 (54,306,025) 870,268,513
Treasury shares purchased (9,100,000) (9,100,000)
Stock issued:

Compensation plans 6,571,031 6,571,031
Balance at end of 2006 (56,834,994) 867,739,544

Stock options under Alcoa’s stock-based compensation
plans have been granted at not less than market prices on
the dates of grant. Beginning in 2006, performance stock
options were granted to certain individuals. The final
number of options granted is based on the outcome of
Alcoa’s annual return on capital results against the results of
a comparator group of companies. However, an individual
can earn a minimum number of options if Alcoa’s return on
capital meets or exceeds its cost of capital. Stock option
features based on date of original grant are as follows:

Date of

original grant Vesting Term Reload feature
2002 and One year 10 years One reload
prior over option
term
2003 3 years 10 years One reload in
(1/3 each year) 2004 for 1/3
vesting in
2004
2004 and 3 years 6 years None
forward  (1/3 each year)
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In addition to the stock options described above, Alcoa
granted stock awards that vest in three years from the date
of grant. Certain of these stock awards were granted with
the same performance conditions described above for per-
formance stock options.

In 2006, plan participants can choose whether to receive
their award in the form of stock options, stock awards, or a
combination of both. This choice is made before the grant is
issued and is irrevocable. This choice resulted in an
increased stock award expense in comparison to 2005.

The following table summarizes the total compensation
expense recognized for all stock options and stock awards:

2006 2005 2004

Compensation expense reported in

income:

Stock option grants $11 $— $—

Stock award grants 61 25 14
Total compensation expense

before income taxes 72 25 14
Income tax benefit 24 9 5

Total compensation expense, net
of income tax benefit $48 $16 $9

Prior to January 1, 2006, no stock-based compensation
expense was recognized for stock options. As a result of the
implementation of SFAS 123(R), Alcoa recognized addi-
tional compensation expense of $11 ($7 after-tax) in 2006
related to stock options. This amount impacted basic and
diluted earnings per share by $.01. There was no stock-
based compensation expense capitalized in 2006, 2005 or
2004. Alcoa’s net income and earnings per share for 2005
and 2004 would have been reduced to the pro forma
amounts shown below if employee stock option compensa-
tion expense had been determined based on the grant date

As of January 1, 2005, Alcoa switched from the Black-
Scholes pricing model to a lattice model to estimate fair
value at the grant date for future option grants. The fair
value of each option is estimated on the date of grant or
subsequent reload using the lattice pricing model with the
following assumptions:

2006 2005 2004
Weighted average fair value
per option $5.98 $6.18  $7.72
Average risk-free interest
rate 4.42-4.43% 2.65-4.2% 2.1%
Expected dividend yield 2.0% 1.8% 1.6%
Expected volatility 27-32%  27-35%  32%

Expected annual forfeiture

rate 3% — —
Expected exercise behavior 23% 2% —
Expected life (years):

New option grants 3.6 3.8 3.0

Reload option grants — — 3.0

The range of risk-free interest rates is based on a yield
curve of interest rates at the time of the grant based on the
contractual life of the option. Expected dividend yield is
based on a five-year average. Expected volatility is based on
historical and implied volatilities over the term of the
option. Alcoa utilizes historical option exercise and for-
feiture data to estimate expected annual pre and post-
vesting forfeitures. The expected exercise behavior
assumption represents a weighted average exercise ratio of
gains resulting from historical employee exercise behavior.
The 2006 expected exercise behavior assumption is based
on exercise patterns for grants issued from 2000 forward.

The activity for stock options is as follows (shares and
aggregate intrinsic value in millions):

fair value in accordance with SFAS No. 123, “Accounting 2006 2005 2004
for Stock-Based Compensation,” and SFAS No. 148, Outstanding, beginning of
“Accounting for Stock-Based Compensation—Transition year:
and Disclosure an amendment of FASB Statement No. 123.” Number of options 88.6 89.6 87.8
2005 2004 Welghted average
exercise price $33.50 $33.34 $32.50
Net income, as reported $1,233 $1,310 Granted:
Add: stock-option compensation Number of options 3.2 7.0 8.8
expense reported in net income, net Weighted average
of income tax — — exercise price $29.15 $29.48 $35.63
Less: stock-option compensation Exercised:
expense determined under the fair Number of options (6.8) (3.7) (5.6)
value method, net of income tax 63 35 Weighted average
Pro forma net income $1,170  $1,275 exercise price $23.82  $20.14  $23.34
Expired or forfeited:
Basic earnings per share: Number of options (5.0) (4.3) (1.4)
As reported $ 1.41 $ 1.50 Weighted average
Pro forma 1.34 1.46 exercise price $35.99  $35.34  $37.87
Diluted earnings per share: Outstanding, end of year:
As reported 1.40 1.49 Number of options 80.0 88.6 89.6
Pro forma 1.33 1.45 Weighted average
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$33.97 $33.50 $33.34

exercise price

Exercisable, end of year:
Number of options 77.0 84.4 73.5
Weighted average

exercise price $34.17

$34.03 $34.39




The total intrinsic value of options exercised during the
years ended December 31, 2006, 2005 and 2004 was $61,
$31 and $68 respectively. The cash received from exercises
for the year ended December 31, 2006 was $156, and the
tax benefit realized was $17.

The following tables summarize certain stock option
information at December 31, 2006 (shares and intrinsic
value in millions):

Options Fully Vested and/or Expected to Vest™*
Weighted Weighted

average  average
Range of contractual exercise Intrinsic
exercise price Number life price Value
$ 4.38-%12.15 0.1 0.89 $11.67 $2
$12.16 - $19.93 0.9 1.01 17.03 12
$19.94 - $27.71 9.4 4.82 22.29 73
$27.72 - $35.49 23.2 3.34 30.83 8
$35.50 - $45.59 46.4 3.06 38.29 —
Total 80.0 3.35 33.97 $95

* Expected forfeitures are immaterial to the company and are not
reflected in the table above.

Options Fully Vested and Exercisable

Weighted Weighted
average  average

Range of contractual exercise Intrinsic
exercise price Number life price Value
$ 4.38-%12.15 0.1 0.89 $11.67 $2
$12.16 - $19.93 0.9 1.01 17.03 12
$19.94 - $27.71 9.3 4.82 22.26 72
$27.72 - $35.49 20.3 3.10 31.08 N
$35.50 - $45.59 46.4 3.06 38.29 —
Total 77.0 3.28 34.17 $91

At December 31, 2006, there was $10 (pre-tax) of
unrecognized compensation expense related to stock option
grants, and $49 (pre-tax) of unrecognized compensation
expense related to stock award grants. These expenses are
expected to be recognized over a weighted average period of
1.8 years. As of December 31, 2006, the following table
summarizes the unrecognized compensation expense
expected to be recognized in future periods.

Stock-based compensation
expense (pre-tax)

2007 $34
2008 24
2009 1
Totals $59

S. Earnings Per Share

Basic earnings per common share (EPS) amounts are com-
puted by dividing earnings after the deduction of preferred
stock dividends by the average number of common shares

outstanding. Diluted EPS amounts assume the issuance of

common stock for all potentially dilutive share equivalents
outstanding.

The information used to compute basic and diluted EPS
on income from continuing operations is as follows (shares
in millions):

2006 2005 2004

Income from continuing

operations $2,161 $1,257 $1,369
Less: preferred stock dividends 2 2 2
Income from continuing

operations available to

common shareholders $2,159 $1,255 $1,367

Beginning in January of 2004, in addition to stock option
awards, the company has granted stock awards and
performance share awards. Both vest three years from the
date of grant. Performance share awards are issued at target
and the final award amount is determined at the end of the
performance period.

The following table summarizes the outstanding stock
and performance share awards (shares in millions):

Weighted
average
Stock  Performance FMV
Awards Share Awards Total per award
Outstanding,

January 1, 2006 2.1 0.5 2.6 $31.66
Granted 2.3 0.3 2.6 29.06
Forfeited (0.3) — (0.3) 30.68
Performance share

adjustment — (0.2) (0.2) 29.54
Outstanding,

December 31, 2006 4.1 0.6 4.7 30.38

Average shares outstanding—

basic 869 872 870
Effect of dilutive securities:
Shares issuable upon exercise of

dilutive stock options 6 5 7

Average shares outstanding—
diluted 875 877 877

Options to purchase 59 million, 73 million, and
56 million shares of common stock at an average exercise
price of $37.03, $36.02, and $38.05 per share were out-
standing as of December 31, 2006, 2005, and 2004,
respectively, were not included in the computation of
diluted EPS because the option exercise price was greater
than the average market price of the common shares.
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T. Income Taxes
The components of income from continuing operations
before taxes on income were as follows:

2006 2008 2004
u.s. $ 374 $ 220 $ 257
Foreign 3,058 1,750 1,896
$3,432  $1,970  $2,153
The provision (benefit) for taxes on income from
continuing operations consisted of the following:
2006 2005 2004
Current:
U.S. federal® $ 30  $(50) $174
Foreign 918 482 445
State and local (44) 38 15
904 470 634
Deferred:
U.S. federal® (120) 25 (161)
Foreign (26) (28) 54
State and local 77 (13) 12
(69) (16) (95)
Total $835  $454  § 539

*Includes U.S. taxes related to foreign income

Included in discontinued operations is a tax cost of $62
in 2006 and $57 in 2005, and a tax benefit of $6 in 2004.

The exercise of employee stock options generated a tax
benefit of $17 in 2006, $9 in 2005, and $21 in 2004. This
amount was credited to additional capital and reduced
current taxes payable.

Reconciliation of the U.S. federal statutory rate to
Alcoa’s effective tax rate for continuing operations is as
follows:

2006 2005 2004

U.S. federal statutory rate 35.0% 35.0% 35.0%
Taxes on foreign income (7.3) (7.5) (9.6)
Permanent differences on asset

disposals 0.6 2.4 (1.1)
Audit and other adjustments to

prior years’ accruals® (3.4) (7.0) 0.7
Other (0.6) 0.1
Effective tax rate 24.3% 23.0% 25.0%

#2006 and 2005 include the finalization of certain tax reviews and
audits, decreasing the effective tax rate by approximately 1.7%
and 6.2%, respectively.
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The components of net deferred tax assets and liabilities are
as follows:

2006 2005
Deferred Deferred Deferred Deferred
tax tax tax tax
December 31, assets liabilities assets liabilities
Depreciation $ — $1,390 § — $1,422
Employee benefits 1,794 — 1,452 —
Loss provisions 417 — 388 —
Deferred income/
expense 51 99 26 97
Tax loss
carryforwards 717 — 755% —
Tax credit
carryforwards 321 — 229* —
Unrealized gains on
available-for-sale
securities — 222 — 171
Derivatives and
hedging activities 185 — — 53
Other 196 69 286* 147
3,681 1,780 3,135 1,890
Valuation allowance (536) — (467)* —
$3,145 $1,780 $2,668 $1,890

* These amounts have been revised from the prior year presentation
to include amounts previously excluded to reflect them on a
“gross” basis. Such amounts were not included in the valuation
allowance balances nor in the related gross deferred tax asset
balances in the prior year financial statements, but were instead
reflected as a reduction of the deferred tax assets, effectively
presenting them on a “net” basis. The change to “gross” rather
than “net” presentation of these amounts had no impact on
reported income tax expense for any period.

Of the total deferred tax assets associated with the tax
loss carryforwards, $175 expires over the next ten years,
$322 over the next 20 years, and $220 is unlimited. Of the
tax credit carryforwards, $85 is unlimited, with the balance
expiring over the next fifteen years. Generally, the valuation
allowance relates to loss carryforwards because the ability
to generate sufficient future income in some jurisdictions is
uncertain. Approximately $23 of the valuation allowance
relates to acquired companies for which subsequently
recognized benefits will reduce goodwill.

The cumulative amount of Alcoa’s foreign undistributed
net earnings for which no deferred taxes have been provided
was $8,470 at December 31, 2006. Management has no
plans to distribute such earnings in the foreseeable future. It
is not practical to determine the deferred tax liability on
these earnings.



U. Lease Expense

Certain equipment, ocean vessels, and warehousing and
office space are under operating lease agreements. Total
expense from continuing operations for all leases was $286
in 2006, $261 in 2005 and $245 in 2004. Under long-term
operating leases, minimum annual rentals are $245 in 2007,
$199 in 2008, $170 in 2009, $155 in 2010, $182 in 2011,
and a total of $396 for 2012 and thereafter.

V. Interest Cost Components
2006 2005 2004

Amount charged to expense $384 $339 $271
Amount capitalized 128 58 27

$512 $397 $298

W. Pension Plans and Other Postretirement
Benefits

Alcoa maintains pension plans covering most U.S.
employees and certain other employees. Pension benefits
generally depend on length of service, job grade, and
remuneration. Substantially all benefits are paid through
pension trusts that are sufficiently funded to ensure that all
plans can pay benefits to retirees as they become due. Most
U.S. salaried and non-union hourly employees hired after
March 1, 2006 will participate in a defined contribution
plan instead of the current defined benefit plan.

Alcoa maintains health care and life insurance benefit
plans covering most eligible U.S. retired employees and
certain other retirees. Generally, the medical plans pay a
percentage of medical expenses, reduced by deductibles and
other coverages. These plans are generally unfunded, except
for certain benefits funded through a trust. Life benefits are

generally provided by insurance contracts. Alcoa retains the
right, subject to existing agreements, to change or eliminate
these benefits. All U.S. salaried and certain hourly
employees hired after January 1, 2002 will not have post-
retirement health care benefits. Alcoa uses a December 31
measurement date for the majority of its plans.

Alcoa adopted SFAS 158 effective December 31, 2006.
SFAS 158 requires an employer to recognize the funded
status of each of its defined pension and postretirement
benefit plans as a net asset or liability in its statement of
financial position with an offsetting amount in accumulated
other comprehensive income, and to recognize changes in
that funded status in the year in which changes occur
through comprehensive income. Following the adoption of
SFAS 158, additional minimum pension liabilities (AML)
and related intangible assets are no longer recognized. The
provisions of SFAS 158 are to be applied on a prospective
basis; therefore, prior periods presented are not restated.
The adoption of SFAS 158 resulted in the following impacts:
a reduction of $119 in existing prepaid pension costs and
intangible assets, the recognition of $1,234 in accrued
pension and postretirement liabilities, and a charge of
$1,353 ($877 after-tax) to accumulated other compre-
hensive loss. See the table labeled “Change due to the AML
and adoption of SFAS 158 at December 31, 2006 for
details of these impacts.

Additionally, SFAS 158 requires an employer to measure
the funded status of each of its plans as of the date of its
year-end statement of financial position. This provision
becomes effective for Alcoa for its December 31, 2008 year-
end. The funded status of the majority of Alcoa’s pension
and other postretirement benefit plans are currently meas-
ured as of December 31.
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Obligations and Funded Status

Pension benefits

Postretirement benefits

December 31, 2006 2005 2006 2005
Change in projected benefit obligation
Benefit obligation at beginning of year $11,332  $10,751 $ 3,654  $3,827
Service cost 209 209 32 33
Interest cost 628 619 208 216
Amendments 32 — (89) (26)
Actuarial (gains) losses (3) 487 56 (47)
Acquisitions — 20 — —
Divestitures — (5) 1 (1)
Benefits paid, net of participants’ contributions (717) (685) (354) (349)
Other transfers, net — — — —
Exchange rate 133 (64) 1 1
Projected benefit obligation at end of year $11,614 $11,332 $ 3,509 $ 3,654
Change in plan assets
Fair value of plan assets at beginning of year $ 9,323 $ 8,800 $ 170 $ 157
Actual return on plan assets 1,001 866 19 13
Acquisitions — 16 — —
Employer contributions 369 383 — —
Participants’ contributions 30 26 — —
Benefits paid (719) (690) — —
Administrative expenses (20) (24) — —
Other transfers, net — — — —
Exchange rate 113 (54) — —
Fair value of plan assets at end of year $10,097 $ 9,323 $ 189 $ 170
Funded status $(1,517)  $(2,009) $(3,320)  $(3,484)
Amounts attributed to joint venture partners 12 12 10 36
Net funded status (1,505) (1,997) (3,310) (3,448)
Unrecognized net actuarial loss 1,856 2,187 999 1,028
Unrecognized net prior service cost (benefit) 66 51 (123) (37)
Less: Amounts attributed to joint venture partners 11 2 4 (2)
Net amount recognized $ 406 $ 239 $(2,438)  $(2,455)
Amounts recognized in the Consolidated Balance Sheet
consist of:
Before the adoption of SFAS 158
Prepaid benefit $ 157 $§ 144 $ - 5 —

Accrued benefit liability

(1,233)  (1,654)

Intangible asset 52 31 — —
Accumulated other comprehensive loss 1,430 1,718 — —
Net amount recognized $ 406 $ 239 $(2,438)  $(2,455)
After the adoption of SFAS 158
Noncurrent assets $ 20 $ — $ — & —
Current liabilities (28) — (354) —
Noncurrent liabilities (1,567) — (2,956) —
Net amount recognized $(1,505) % — $3,310) $ —
Amounts recognized in Accumulated Other
Comprehensive Income consist of:
Net actuarial loss $ 1,856 $ — $ 999 $ —
Prior service cost (benefit) 66 — (123) —
Total, before tax effect 1,922 — 876 —
Less: Amounts attributed to joint venture partners 11 — 4 —
Net amount recognized, before tax effect $ 1,911 $ — $ 872 $ —

The December 31, 2006 and 2005 postretirement benefit obligations and the net amount recognized have each decreased by

$2 due to the reclassification of assets held for sale.
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Balance Balance
Prior to Balance After AML
AML & Prior to & SFAS
SFAS 158 AML SFAS 158 SFAS 158 158

Adjustments

Adjustments Adjustments Adjustments

Adjustments

Change due to the AML and adoption of
SFAS 158 at December 31, 2006

Pension benefits

Prepaid pension costs™ $ 157 $ — $ 157 $ (67) $ 90
Intangible assets* 54 (2) 52 (52) —
Accrued compensation and retirement costs (219) — (219) 191 (28)
Accrued pension benefits (1,168) 154 (1,014) (553) (1,567)
Accumulated other comprehensive loss

(before tax and minority interests) $ 1,582 $(152) $ 1,430 $ 481 $ 1,911
Deferred tax assets® 549 (55) 494 159 653
Minority interests — — — 12 12
Accumulated other comprehensive loss (after-

tax and minority interests) $ 1,033 $ (97) $ 936 $ 310 $ 1,246

Postretirement benefits

Other current liabilities $ (354) $ — $ (354) $ — $ (354)
Accrued postretirement benefits (2,084) — (2,084) (872) (2,956)
Accumulated other comprehensive loss

(before tax and minority interests) $§ — $ — $ — $ 872 $ 872
Deferred tax assets* — — — 305 305
Accumulated other comprehensive loss (after-

tax and minority interests) $ — $ — 5 — $ 567 $ 567

* Included in Other assets on the Consolidated Balance Sheet

Components of Net Periodic Benefit Costs

Pension benefits Postretirement benefits

2006 2005 2004 2006 2005 2004
Service cost $209 $209 $204 $32 $33 $31
Interest cost 628 619 617 208 216 221
Expected return on plan assets (740) (719) (719) (15) (14) (13)
Amortization of prior service cost (benefit) 14 22 39 10 4 (6)
Recognized actuarial loss 118 95 61 63 59 46
Net periodic benefit costs $229 $226 $202  $298  $298  $279
Amounts Expected to be Recognized in Net Periodic Benefit Costs
Pension Postretirement
benefits benefits
2007 2007
Prior service cost (benefit) recognition $ 11 $(6)
Actuarial loss recognition 121 49

For pension benefits, a decrease in the minimum pension
liability resulted in a credit to shareholders’ equity of $184
in 2006, $97 of which is due to the remeasurement at
December 31, 2006. The adoption of SFAS 158 resulted in a
charge to shareholders’ equity of $310. The charge to
shareholders’ equity at December 31, 2006 as a result of the
decrease in the minimum pension liability and the adoption
of SFAS 158 is $213. The net charge to shareholders’ equity
in 2006 is $126. An increase in the liability in 2005 resulted
in $148 charge in 2005. For postretirement benefits, the
adoption of SFAS 158 resulted in a charge to shareholders’
equity of $567 in 2006.

The projected benefit obligation for all defined benefit
pension plans was $11,614 and $11,332 at December 31,
2006 and 2003, respectively. The accumulated benefit

obligation for all defined benefit pension plans was $11,187
and $10,876 at December 31, 2006 and 2005, respectively.

The aggregate projected benefit obligation and fair value
of plan assets for the pension plans with benefit obligations
in excess of plan assets were $11,365 and $9,817,
respectively, as of December 31, 2006, and $11,071 and
$8,982, respectively, as of December 31, 2005. The
aggregate accumulated benefit obligation and fair value of
plan assets with accumulated benefit obligations in excess of
plan assets were $10,413 and $9,244, respectively, as of
December 31, 2006, and $10,163 and $8,504, respectively,
as of December 31, 2005.

The unrecognized net actuarial loss for pension benefit
plans at December 31, 2006 of $1,851 has primarily
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resulted from the overall decline in interest rates over the
past five years. To the extent those losses exceed certain
thresholds, the excess will continue to be recognized as
prescribed under SFAS No. 87, “Employers’ Accounting for
Pensions.” Generally, these amounts are amortized over the
estimated future service of plan participants, which is 12
years.

The benefit obligation for postretirement benefit plans
and net amount recognized were $3,509 and $3,310,
respectively, as of December 31, 2006, and $3,654 and
$2,455, respectively, as of December 31, 2005. Of the net
amount recognized, the noncurrent and current amounts
were $2,956 and $354, respectively, as of December 31,
2006, and $2,103 and $352, respectively, as of
December 31, 2005.

On December 8, 2003, the Medicare Prescription Drug,
Improvement and Modernization Act of 2003 (the Act) was
signed into law. The Act introduced a prescription drug
benefit under Medicare (Medicare Part D), as well as a
federal subsidy to sponsors of retiree health care benefit
plans that provide a benefit that is at least actuarially equiv-
alent to Medicare Part D.

Currently, Alcoa pays a portion of the prescription drug
cost for certain retirees. The benefits were determined to be
actuarially equivalent based on an analysis of Alcoa’s
existing prescription drug plan provisions and claims
experience as compared to the Medicare Part D prescription
drug benefit that was effective in 2006.

Alcoa recognized the effects of the Act in the measure of
its Accumulated Postretirement Benefit Obligation (APBO)
for certain retiree groups in accordance with FASB Staff
Position No. FAS 106-2, “Accounting and Disclosure
Requirements Related to the Medicare Prescription Drug,
Improvement and Modernization Act of 2003.” At
December 31, 2003, recognition of the subsidy for certain
retiree groups as an offset to plan costs resulted in a $190
reduction in the APBO. The reduction in the APBO is
included with other deferred actuarial gains and losses. For
other retiree groups not previously recognized at
December 31, 2003, the impact of the potential subsidy
benefit was recognized at December 31, 2005 and resulted
in a $220 reduction to the APBO. Alcoa has not reflected
any changes in participation in the company plan as a result
of the Act. The reduction in APBO represents the value of
the subsidy and does not reflect any other changes. The
subsidy is estimated to reduce the prescription drug portion
of the per capita cost by 24% for Medicare-eligible retirees.

The net periodic benefit cost for postretirement benefits
for the years ended December 31, 2006 and 2005 reflected a
reduction of $53 and $24, respectively, related to the recog-
nition of the federal subsidy under Medicare Part D.
Subsequent net periodic postretirement benefit costs will be
adjusted to reflect the lower interest cost due to the lower
APBO. To the extent deferred gains and losses exceed cer-
tain thresholds, the excess will continue to be recognized as
prescribed under SFAS No. 106, “Employers’ Accounting
for Postretirement Benefits Other Than Pensions.”

The unrecognized net actuarial loss for postretirement
benefit plans at December 31, 2006 of $999 primarily
resulted from the overall decline in interest rates over the
past five years. To the extent those losses exceed certain
thresholds, the excess will continue to be recognized. Gen-
erally, these amounts are amortized over the estimated
future service of plan participants, which is 12 years.
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The four-year labor agreement between Alcoa and the
United Steelworkers that was ratified on June 22, 2006
required a remeasurement of certain pension and
postretirement benefit plans liabilities due to plan amend-
ments. The discount rate was updated from the
December 31, 2005 rate of 5.7% to 6.5% at May 31, 2006.
The remeasurement resulted in a decrease in the pension and
postretirement obligations of $276 and $76, respectively.
The decrease in the liabilities reduces the plans’ unrecog-
nized net actuarial losses. To the extent that the
unrecognized net actuarial losses exceed certain thresholds,
the excess will continue to be recognized as prescribed under
SFAS No. 87 and SFAS No. 106. Generally, these amounts
are amortized over the estimated future service of plan
participants. The net periodic benefit cost increases were
approximately $4 for pension and $23 for postretirement
plans, $15 of which was included in the second quarter of
2006. Other comprehensive income included $94 due to the
reduction in the minimum pension liability, primarily
resulting from the remeasurement of the plan liability.

Assumptions
Weighted average assumptions used to determine benefit
obligations are as follows:

December 31, 2006 2005
Discount rate 5.95%  5.70%
Rate of compensation increase 4.00 4.00

The discount rate is determined using a yield curve model
developed by the company’s external actuaries. The plans’
projected benefit obligation cash flows are discounted using
yields on high quality corporate bonds to produce a single
equivalent rate. The plans’ cash flows have an average
duration of 11 years. The rate of compensation increase is
based upon actual experience.

Weighted average assumptions used to determine the net
periodic benefit cost are as follows:

2006 2005 2004

Discount rate 5.70% 6.00% 6.25%
Expected long-term return on plan

assets 9.00 9.00 9.00
Rate of compensation increase 4.00 4.50 5.00

The expected long-term return on plan assets is based on
historical performance as well as expected future rates of
return on plan assets considering the current investment
portfolio mix and the long-term investment strategy. The
10-year moving average of actual performance has con-
sistently exceeded 9% over the past 20 years.

Assumed health care cost trend rates are as follows:

2006 2005 2004

Health care cost trend rate

assumed for next year 7.0% 8.0% 8.0%
Rate to which the cost trend rate

gradually declines 5.0%  5.0% 5.0%
Year that the rate reaches the

rate at which it is assumed to

remain 2011 2010 2009

The health care cost trend rate in the calculation of the
2005 benefit obligation was 8.0% from 2005 to 2006 and
7.0% from 2006 to 2007. Actual annual company health care
trend experience over the past three years has ranged from
0% to 5.3%. The 7% trend rate will be maintained for 2007.



Assumed health care cost trend rates have an effect on
the amounts reported for the health care plan. A
one-percentage point change in these assumed rates would
have the following effects:

Other Plans

Alcoa also sponsors a number of defined contribution
pension plans. Expenses were $134 in 2006, $127 in 2005,
and $118 in 2004.

1% 1%
increase _ decrease X. Derivatives and Other Financial Instruments
Effect on total of service and interest Derivatives. Alcoa uses derivative financial instruments
cost components $ 3 $ (3) for purposes other than trading. Fair value gains (losses) of
Effect on postretirement benefit material hedging contracts were as follows:
obligations 46 (42) 2006 2005
Aluminum $(453) $ 4
Plan Assets Interest rates (111) (100)
Alcoa’s pension and postretirement plans’ investment policy, Other commodities, principally energy
weighted average asset allocations at December 31, 2006 related (134) 201
and 20035, and target allocations for 2007, by asset cat- Currencies 91 83

egory, are as follows:

Plan assets at Target

December 31, %
Asset category Policy range 2006 2005 2007
Equity securities 35-60% 57% 57% 48%
Debt securities 30-55% 34 34 40
Real estate 5-15% 5 5 6
Other 0-15% 4 4 6

Total 100% 100%  100%

The basic goal underlying the pension plan and
postretirement plans investment policy is to ensure that the
assets of the plans, along with expected plan sponsor con-
tributions, will be invested in a prudent manner to meet the
obligations of the plans as those obligations come due.
Investment practices must comply with the requirements of
the Employee Retirement Income Security Act of 1974
(ERISA) and any other applicable laws and regulations.

Numerous asset classes with differing expected rates of
return, return volatility, and correlations are utilized to
reduce risk by providing diversification. Debt securities
comprise a significant portion of the portfolio due to their
plan-liability-matching characteristics and to address the
plans’ cash flow requirements. Additionally, diversification
of investments within each asset class is utilized to further
reduce the impact of losses in single investments. The use of
derivative instruments is permitted where appropriate and
necessary for achieving overall investment policy objectives.
Currently, the use of derivative instruments is not significant
when compared to the overall investment portfolio.

Cash Flows
In 2006, contributions to Alcoa’s pension plans were $397,
of which $236 was voluntary. The minimum required cash
contribution to the pension plans in 2007 is estimated to be
$219.

Benefit payments expected to be paid to plan participants
and expected subsidy receipts are as follows:

Post-

Pension retirement Subsidy
Year ended December 31, benefits benefits receipts
2007 $ 740 $ 354 $ 25
2008 750 350 25
2009 770 350 25
2010 790 345 30
2011 810 340 30
2012 through 2016 4,270 1,650 180

$8,130 $3,389 $315

Aluminum consists of hedge contracts with gains of
$105. This is offset by losses on embedded derivatives in
power contracts in Iceland and Brazil and our share of
losses on hedge contracts of Norwegian smelters that are
accounted for under the equity method.

Fair Value Hedges
Aluminum. Customers often require Alcoa to enter into
long-term, fixed-price commitments. These commitments
expose Alcoa to the risk of higher aluminum prices between
the time the order is committed and the time that the order
is shipped. Alcoa’s aluminum commodity risk management
policy is to manage, principally through the use of futures
and options contracts, the aluminum price risk associated
with a portion of its firm commitments. These contracts
cover known exposures, generally within three years.
Interest Rates. Alcoa uses interest rate swaps to help main-
tain a strategic balance between fixed- and floating-rate debt
and to manage overall financing costs. As of December 31,
2006, the company had pay floating, receive fixed interest
rate swaps that were designated as fair value hedges. These
hedges effectively convert the interest rate from fixed to
floating on $2,500 of debt, through 2018. See Note K for
additional information on interest rate swaps and their
effect on debt and interest expense.
Currencies. Alcoa uses cross-currency interest rate swaps
that effectively convert its U.S. dollar denominated debt into
Brazilian reais debt at local interest rates.

There were no transactions that ceased to qualify as a
fair value hedge in 2006 and 2005.

Cash Flow Hedges

Interest Rates. There were no cash flow hedges of interest
rate exposures outstanding as of December 31, 2006 and
2005. Alcoa previously used interest rate swaps to establish
fixed interest rates on anticipated borrowings between June
2005 and June 2006. Due to a change in forecasted
borrowing requirements, resulting from the early retirement
of debt in June 2004 and a forecasted increase in future
operating cash flows resulting from improved market con-
ditions, it was judged no longer probable that the anticipated
borrowings would occur in 2005 and 2006. Therefore, Alcoa
recognized $33 of gains that had been deferred on previously
settled swaps and $44 of additional gains to terminate the
remaining interest rate swaps. These gains were recorded in
other income in the second quarter of 2004.

Currencies. Alcoa is subject to exposure from fluctuations
in foreign currency exchange rates. Foreign currency
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exchange contracts may be used from time to time to hedge
the variability in cash flows from the forecasted payment or
receipt of currencies other than the functional currency.
These contracts cover periods commensurate with known or
expected exposures, generally within three years. The U.S.
dollar notional amount of all foreign currency contracts was
approximately $154 and $240 as of December 31, 2006
and 2003, respectively. The majority of these contracts were
hedging foreign currency exposure in Brazil.

Commodities. Alcoa anticipates the continued requirement
to purchase aluminum and other commodities such as
natural gas, fuel oil, and electricity for its operations. Alcoa
enters into futures and forward contracts to reduce volatility
in the price of these commodities.

Other

Alcoa has also entered into certain derivatives to minimize
its price risk related to other customer sales and pricing
arrangements. Alcoa has not qualified these contracts for
hedge accounting treatment and therefore, the fair value
gains and losses on these contracts are recorded in earnings.
The impact to earnings was a gain of $37 in 2006 and $29
in 2004. The earnings impact was not significant in 20035.

Alcoa has entered into power supply and other contracts
that contain pricing provisions related to the London Metal
Exchange (LME) aluminum price. The LME-linked pricing
features are considered embedded derivatives. A majority of
these embedded derivatives have been designated as cash
flow hedges of future sales of aluminum. Gains and losses
on the remainder of these embedded derivatives are recog-
nized in earnings. The impact to earnings was a loss of $38
in 2006, $21 in 2005 and $24 in 2004.

The disclosures with respect to commodity prices,
interest rates, and foreign exchange risk do not take into
account the underlying commitments or anticipated trans-
actions. If the underlying items were included in the
analysis, the gains or losses on the futures contracts may be
offset. Actual results will be determined by a number of
factors that are not under Alcoa’s control and could vary
significantly from those factors disclosed.

Alcoa is exposed to credit loss in the event of non-
performance by counterparties on the above instruments, as
well as credit or performance risk with respect to its hedged
customers’ commitments. Although nonperformance is
possible, Alcoa does not anticipate nonperformance by any
of these parties. Contracts are with creditworthy counter-
parties and are further supported by cash, treasury bills, or
irrevocable letters of credit issued by carefully chosen banks.
In addition, various master netting arrangements are in
place with counterparties to facilitate settlement of gains
and losses on these contracts.

See Notes A and K for further information on Alcoa’s
hedging and derivatives activities.
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Other Financial Instruments. The carrying values and
fair values of Alcoa’s financial instruments are as follows:

2006 2005
Carrying Fair Carrying Fair
December 31, value value value value
Cash and cash
equivalents $ 506 $ 506 $ 762 $ 762
Short-term investments 6 6 7 7
Noncurrent receivables 139 139 138 138
Available-for-sale
investments 891 891 733 733
Short-term debt 510 510 58 58
Short-term borrowings 475 475 296 296
Commercial paper 1,472 1,472 912 912
Long-term debt 4,778 4,992 5276 5,576

The methods used to estimate the fair values of certain
financial instruments follow.
Cash and Cash Equivalents, Short-Term Investments,
Short-Term Debt, Short-Term Borrowings, and Commer-
cial Paper. The carrying amounts approximate fair value
because of the short maturity of the instruments. The
commercial paper outstanding at December 31, 2006
included $1,132 that was classified as long-term on the
Consolidated Balance Sheet because this amount was
refinanced with new long-term debt instruments in January
2007 (See Note Z for additional information). However,
this classification does not impact the actual maturity of the
commercial paper for purposes of estimating fair value.
Noncurrent Receivables. The fair value of noncurrent
receivables is based on anticipated cash flows which approx-
imates carrying value.
Available-for-Sale Investments. The fair value of invest-
ments is based on readily available market values.
Investments in marketable equity securities are classified as
“available for sale” and are carried at fair value.
Long-Term Debt. The fair value is based on interest rates
that are currently available to Alcoa for issuance of debt
with similar terms and remaining maturities.

Y. Environmental Matters

Alcoa continues to participate in environmental assessments
and cleanups at a number of locations. These include
approximately 34 owned or operating facilities and
adjoining properties, approximately 35 previously owned or
operating facilities and adjoining properties and approx-
imately 65 waste sites, including Superfund sites. A liability
is recorded for environmental remediation costs or damages
when a cleanup program becomes probable and the costs or
damages can be reasonably estimated. See Note A for addi-
tional information.

As assessments and cleanups proceed, the liability is
adjusted based on progress made in determining the extent
of remedial actions and related costs and damages. The
liability can change substantially due to factors such as the
nature and extent of contamination, changes in remedial
requirements, and technological changes. Therefore, it is not
possible to determine the outcomes or to estimate with any
degree of accuracy the potential costs for certain of these
matters.

The following discussion provides additional details
regarding the current status of Alcoa’s significant sites
where the final outcome cannot be determined or the poten-
tial costs in the future cannot be estimated.



Massena, NY — Alcoa has been conducting inves-
tigations and studies of the Grasse River, adjacent to Alcoa’s
Massena, NY plant site, under order from the U.S.
Environmental Protection Agency (EPA) issued under the
Comprehensive Environmental Response, Compensation
and Liability Act, also known as Superfund. Sediments and
fish in the river contain varying levels of PCBs.

In 2002, Alcoa submitted an Analysis of Alternatives
Report that detailed a variety of remedial alternatives with
estimated costs ranging from $2 to $525. Because the
selection of the $2 alternative (natural recovery) was
considered remote, Alcoa adjusted the reserve for the Grasse
River in 2002 to $30 representing the low end of the range
of possible alternatives, as no single alternative could be
identified as more probable than the others.

In June of 2003, based on river observations during the
spring of 2003, the EPA requested that Alcoa gather addi-
tional field data to assess the potential for sediment erosion
from winter river ice formation and breakup. The results of
these additional studies, submitted in a report to the EPA in
April of 2004, suggest that this phenomenon has the poten-
tial to occur approximately every 10 years and may impact
sediments in certain portions of the river under all remedial
scenarios. The EPA informed Alcoa that a final remedial
decision for the river could not be made without sub-
stantially more information, including river pilot studies on
the effects of ice formation and breakup on each of the
remedial techniques. Alcoa submitted to the EPA and the
EPA approved a Remedial Options Pilot Study (ROPS) to
gather this information. The scope of this study includes
sediment removal and capping, the installation of an ice
control structure, and significant monitoring.

In May of 2004, Alcoa agreed to perform the study at an
estimated cost of $35. Most of the construction work was
completed in 2005 with monitoring work proposed through
2008. The findings will be incorporated into a revised
Analysis of Alternatives Report, which is expected to be
submitted in 2008. This information will be used by the
EPA to propose a remedy for the entire river. Alcoa adjusted
the reserves in the second quarter of 2004 to include the $35
for the ROPS. This was in addition to the $30 previously
reserved.

The reserves for the Grasse River were re-evaluated in the
fourth quarter of 2006 and an adjustment of $4 was made.
This adjustment is to cover commitments made to the EPA
for additional investigation work, for the on-going
monitoring program including that associated with the
ROPS program, to prepare a revised Analysis of Alternatives
Report, and for an interim measure that involves, annually,
the mechanical ice breaking of the river to prevent the
formation of ice jams until a permanent remedy is selected.
This reserve adjustment is intended to cover these commit-
ments through 2008 when the revised Analysis of
Alternatives report will be submitted.

With the exception of the natural recovery remedy, none
of the existing alternatives in the 2002 Analysis of Alter-
natives Report are more probable than the others and the
results of the ROPS are necessary to revise the scope and
estimated cost of many of the current alternatives.

The EPA’s ultimate selection of a remedy could result in
additional liability. Alcoa may be required to record a
subsequent reserve adjustment at the time the EPA’s Record
of Decision is issued, which is expected in 2008 or later.

Sherwin, TX—In connection with the sale of the
Sherwin alumina refinery in Texas, which was required to
be divested as part of the Reynolds merger in 2000, Alcoa
has agreed to retain responsibility for the remediation of the
then existing environmental conditions, as well as a pro rata
share of the final closure of the active waste disposal areas,
which remain in use. Alcoa’s share of the closure costs is
proportional to the total period of operation of the active
waste disposal areas. Alcoa estimated its liability for the
active disposal areas by making certain assumptions about
the period of operation, the amount of material placed in
the area prior to closure, and the appropriate technology,
engineering, and regulatory status applicable to final clo-
sure. The most probable cost for remediation has been
reserved. It is reasonably possible that an additional
liability, not expected to exceed $75, may be incurred if
actual experience varies from the original assumptions used.

East St. Louis, IL—In response to questions regarding
environmental conditions at the former East St. Louis, IL
operations, Alcoa entered into an administrative order with
the EPA in December 2002 to perform a remedial inves-
tigation and feasibility study of an area used for the disposal
of bauxite residue from historic alumina refining operations.
A draft feasibility study was submitted to the EPA in April
2005. The feasibility study includes remedial alternatives
that range from no further action at $0 to significant grad-
ing, stabilization, and water management of the bauxite
residue disposal areas at $75. Because the selection of the $0
alternative was considered remote, Alcoa increased the
environmental reserve for this location by $15 in the second
quarter of 2005, representing the low end of the range of
possible alternatives which met the remedy selection criteria,
as no alternative could be identified as more probable than
the others. The EPA has not completed a final review of the
feasibility study and the EPA’s selection of a remedy could
result in additional liability. Alcoa may be required to
record a subsequent reserve adjustment at the time the
EPA’s Record of Decision is issued.

Based on the foregoing, it is possible that Alcoa’s results
of operations, in a particular period, could be materially
affected by matters relating to these sites. However, based
on facts currently available, management believes that
adequate reserves have been provided and that the dis-
position of these matters will not have a materially adverse
effect on the financial position or liquidity of the company.

Alcoa’s remediation reserve balance was $334 and $389
at December 31, 2006 and December 31, 2005 (of which
$49 and $39 was classified as a current liability),
respectively, and reflects the most probable costs to
remediate identified environmental conditions for which
costs can be reasonably estimated. In 2006, the remediation
reserve was decreased by approximately $14 due to an
adjustment for the ongoing monitoring program at the
Massena, NY facility and an adjustment for the liabilities at
the Russian fabricating facilities acquired in January 20035.
The adjustment to the reserve for the Russian fabricating
facilities was made after further investigations were com-
pleted whereby Alcoa was able to obtain additional
information about the environmental condition and the
associated liabilities with these facilities. The adjustment for
the acquired facilities was recorded as an opening balance
sheet adjustment and had no impact on net income.
Remediation expenses charged against the reserve were
approximately $41 in 2006, $53 in 2005, and $46 in 2004.
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These amounts include expenditures currently mandated, as
well as those not required by any regulatory authority or
third-party.

Included in annual operating expenses are the recurring
costs of managing hazardous substances and environmental
programs. These costs are estimated to be approximately
2% of cost of goods sold.

Z. Subsequent Events

In January 2007, Alcoa completed a public debt offering
under its existing shelf registration statement for $2,000 in
new senior notes. The $2,000 is comprised of $750 of
5.55% Notes due 2017, $625 of 5.9% Notes due 2027, and
$625 of 5.95% Notes due 2037 (collectively, the “Senior
Notes”). A portion of the net proceeds from the Senior
Notes was used by Alcoa to repay $1,132 of its commercial
paper outstanding as of December 31, 2006 in January
2007. Additionally, Alcoa used a portion of the net proceeds
to pay $338 related to its recently announced tender offer
(see below). The $1,132 was reflected as long-term on the
December 31, 2006 Consolidated Balance Sheet due to the
fact that this amount was refinanced with new long-term
debt instruments. The remaining net proceeds were used to
repay new commercial paper that was borrowed in January
2007 prior to the issuance of the Senior Notes and for
general corporate purposes. The financing costs paid asso-
ciated with the issuance of the Senior Notes will be deferred
and amortized to interest expense using the effective interest
method over the terms of the Senior Notes, along with the
original issue discounts.

Also in January 2007, Alcoa commenced a tender offer
(the “Offer”) to purchase for cash any and all of its 4.25%
Notes due 2007 (the “2007 Notes”). The Offer expired at
the close of business on January 30, 2007, and $333 of the
aggregate outstanding principal amount of the 2007 Notes
was validly tendered and accepted. At December 31, 2006,
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the 2007 Notes had an outstanding balance of $792 and an
original maturity of August 15, 2007. The $333 was
reflected as long-term on the December 31, 2006 Con-
solidated Balance Sheet due to the fact that this amount was
refinanced with new long-term debt instruments. Alcoa paid
a total of $338 to the holders of the tendered notes which
includes accrued and unpaid interest through February 1,
2007. An immaterial gain was recognized for the early
retirement of the $333 principal amount.

Lastly, in January 2007, Alcoa announced that it has
commenced offers to exchange up to $500 of each of its
outstanding 7.375% Notes due 2010, 6.5% Notes due
2011 and 6% Notes due 2012 (collectively, the “old notes™)
for up to $1,500 of new Notes due 2019 and 2022
(collectively, the “new notes”). At December 31, 2006, each
of the old notes had an outstanding balance of $1,000.
Consummation of the exchange offers is subject to a
number of conditions, including the absence of certain
adverse legal and market developments and the issuance of
at least $500 principal amount of each series of new notes.
For each $1,000 (in whole dollars) principal amount of old
notes validly tendered and accepted, Alcoa will exchange
$1,000 (in whole dollars) principal amount of new notes of
a series plus a cash amount equal to the total exchange
price, which will be based on a fixed-spread pricing formula
that will be calculated on February 15, 2007. The exchange
offers included an early participation payment provision,
which expired on February 5, 2007, and $483 of 7.375%
Notes due 2010, $417 of 6.5% Notes due 2011 and $479
of 6% Notes due 2012 were validly tendered and accepted
under this provision and may no longer be withdrawn. The
exchange offers will expire at midnight, Eastern Standard
Time, on February 20, 2007, unless extended or earlier
terminated. The new notes will bear interest at a fixed
annual rate determined two business days prior to the
expiration of the exchange offers. The new notes will not be
registered under the Securities Act of 1933. Alcoa will enter
into a registration rights agreement pursuant to which Alcoa
will agree to file a registration statement with the Securities
and Exchange Commission with respect to the new notes.



Supplemental Financial Information (unaudited)

The supplemental financial information for all periods presented has been reclassified to reflect assets held for sale and

discontinued operations. See Note B to the Consolidated Financial Statements for further information.

Quarterly Data

(dollars in millions, except per-share amounts)

First  Second Third Fourth Year
2006
Sales $7,111 $7,797  $7,631  $7,840  $30,379
Income from continuing operations 614 749 540 258 2,161
(Loss) income from discontinued operations (B) (6) (5) (3) 101 87
Net income 608 744 537 359 2,248
Earnings (loss) per share:
Basic:
Income from continuing operations 71 .86 .62 .30 2.49
(Loss) income from discontinued operations (.01) (.01) — 11 .10
Net income .70 .85 .62 41 2.59
Diluted:
Income from continuing operations .70 .85 .62 29 2.47
(Loss) income from discontinued operations (.01) — (.01) 12 .10
Net income .69 .85 .61 41 2.57
First ~ Second Third Fourth Year
2005
Sales $6,099  $6,532  $6,401  $6,536  $25,568
Income from continuing operations 269 490 285 213 1,257
(Loss) income from discontinued operations (B) 9) (30) 4 13 (22)
Cumulative effect of accounting change (C) — — — (2) (2)
Net income 260 460 289 224 1,233
Earnings (loss) per share:
Basic:
Income from continuing operations 31 56 33 24 1.44
(Loss) income from discontinued operations (.01) (.03) — .02 (.03)
Cumulative effect of accounting change — — — — —
Net income .30 53 .33 .26 1.41
Diluted:
Income from continuing operations 31 56 32 24 1.43
(Loss) income from discontinued operations (.01) (.04) .01 .02 (.03)
Cumulative effect of accounting change — — — — —
Net income .30 52 .33 .26 1.40

Number of Employees

2006 2005 2004

U.S. 43,400 45,300 47,800
Other Americas 33,400 35,800 35,200
Europe 37,100 39,300 28,500
Pacific 9,100 8,600 7,500
123,000 129,000 119,000
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Supplemental Financial Information (unaudited)

Reconciliation of Return on Capital

(dollars in millions)

2006 2005 2004 2003
Net income $ 2,048 $ 1,233 $ 1,310 $ 938
Minority interests 436 259 245 238
Interest expense (after-tax) 291 261 203 239
Numerator $ 2,975 $ 1,753 $ 1,758 $ 1,415
Average Balances (1)
Short-term borrowings $ 386 $ 279 $ 164 $ 57
Short-term debt 284 58 290 303
Commercial paper 1,192 771 315 332
Long-term debt 5,028 5,309 6,016 7,185
Preferred stock 55 55 55 55
Minority interests 1,583 1,391 1,378 1,317
Common equity (2) 13,947 13,282 12,633 10,946
Denominator $22,475 $21,145 $20,851 $20,195
Return on capital 13.2% 8.3% 8.4% 7.0%

Return on capital (ROC) is presented based on the Bloomberg Methodology which calculates ROC based on a trailing four quarters.

(1) Calculated as (ending balance current year + ending balance prior year) divided by 2
(2) Calculated as total shareholders’ equity, less preferred stock

Reconciliation of Adjusted Return on Capital

(dollars in millions)

2006 2005 2004 2003

Numerator, per above Reconciliation of ROC $ 2,975 $ 1,753 $ 1,758 $ 1,415
Russia and Bohai net loss 74 71 — —

Adjusted numerator $ 3,049 $ 1,824 $ 1,758 $ 1,415
Denominator, per above Reconciliation of ROC $22,475 $21,145 $20,851 $20,195
Capital projects in progress and Russia and Bohai capital

base (3,655) (1,913) (1,140) (1,132)

Adjusted denominator $18,820 $19,232 $19,711 $19,063
Return on capital, excluding growth investments 16.2% 9.5% 8.9% 7.4%

Return on capital, excluding growth investments, is a non-GAAP financial measure. Management believes that this measure is meaningful to
investors because it provides greater insight with respect to the underlying operating performance of the company’s productive assets. The
company has significant growth investments underway in its upstream and downstream businesses, as previously noted, with expected
completion dates over the next several years. As these investments generally require a period of time before they are productive, manage-
ment believes that a return on capital measure excluding these growth investments is more representative of current operating performance.

Reconciliation of Adjusted Income from Continuing Operations

(dollars in millions)

2006 2005
Income from continuing operations $2,161 $1,257
Restructuring and other charges 379 197
Income from continuing operations, excluding restructuring and other charges $2,540 $1,454

Income from continuing operations, excluding restructuring and other charges, is a non-GAAP financial measure. Management believes that
this measure is meaningful to investors because management reviews the operating results of Alcoa excluding the impacts of restructuring
and other charges. There can be no assurance that additional restructuring and other charges will not occur in future periods. To compen-
sate for this limitation, management believes that it is appropriate to consider both income from continuing operations determined under
GAAP as well as income from continuing operations excluding restructuring and other charges.
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Stock Performance Graphs (unaudited)

The following graphs compare the most recent five-year and 10-year performance of Alcoa Inc. common stock with (1) the
Standard & Poor’s 5009 Index and (2) the Standard & Poor’s 500® Materials Index. Alcoa Inc. is a component of the

Standard & Poor’s 500® Materials Index, a group of 33 companies which closely mirror the companies we use for return on
capital comparisons to establish performance awards for senior management.

Five-Year Cumulative Total Return

Based upon an initial investment of $100 on December 31, 2001 with dividends reinvested.

$200 [T
-@- Alcoa Inc.
 ®-sgpso00”
$150 -@- S&P 500° Materials Index
$100 O———
L7 e e s A
L4 0 e
Dec. 01 Dec.'02 Dec.’'03 Dec. 04 Dec.'05 Dec.'06
As of December 31, 2001 2002 2003 2004 2005 2006
Alcoa Inc. $100  $65  $112 $ 94 $91 §$ 94
S&P 500® 100 78 100 111 117 135
S&P 500® Materials Index 100 95 131 148 154 183

10-Year Cumulative Total Return

Based upon an initial investment of $100 on December 31, 1996 with dividends reinvested.

$300 [T
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$200 | |-
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$100 Alcoalnc, |
$50 -@-S&P 500 -~ - -~ ---- -~
-@- |S&P 500 Materials Index
$0 T e
Dec.’ 96 Dec.'97 Dec.’98 Dec.’99 Dec.'00 Dec.'0O1 Dec.'02 Dec.'03 Dec.'04 Dec.’'05 Dec. '06
As of December 31, 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Alcoa Inc. $100 $112 $121 $273 $224 $242 $158 $270 $228 $219 $226
S&P 5009 100 133 171 208 189 166 129 167 185 194 224
S&P 500® Materials Index 100 108 102 127 107 111 105 145 164 172 204

Copyright © 2007, Standard & Poor’s, a division of The McGraw-Hill Companies, Inc. All rights reserved.
Source: Georgeson Shareholder Communications, Inc.
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11-Year Summary of Financial and Other Data (unaudited)

(dollars in millions, except per-share amounts and ingot prices)

The financial information for all periods presented has been reclassified to reflect assets held for sale and discontinued oper-

ations.
For the year ended December 31, 2006 2005 2004
Operating Results Sales $ 30,379 $ 25,568 $ 22,609
Cost of goods sold (exclusive of expenses below) 23,318 20,704 17,928
Selling, general administrative, and other expenses 1,402 1,295 1,194
Research and development expenses 213 192 178
Provision for depreciation, depletion, and amortization 1,280 1,256 1,177
Restructuring and other charges 543 292 (22)
Interest expense 384 339 271
Other income, net 193 480 270
Provision for taxes on income 835 454 539
Minority interests’ share 436 259 245
Income from continuing operations 2,161 1,257 1,369
Income (loss) from discontinued operations 87 (22) (59)
Cumulative effect of accounting changes (1) — (2) —
Net income 2,248 1,233 1,310
Ingot Prices Alcoa’s average realized price per metric ton of aluminum
ingot 2,665 2,044 1,867
LME average 3-month price per metric ton of aluminum
ingot 2,594 1,900 1,721
Dividends Declared  Preferred stock 2 2 2
Common stock 522 522 522
Financial Position Properties, plants, and equipment, net 14,813 12,571 11,641
Total assets 37,183 33,696 32,609
Total debt 7,235 6,542 6,290
Minority interests 1,800 1,365 1,416
Shareholders’ equity 14,631 13,373 13,300
Common Share Data Basic earnings per share (2) 2.59 1.41 1.50
(dollars per share) Diluted earnings per share (2) 2.57 1.40 1.49
Dividends declared .600 .600 .600
Book value (based on year-end outstanding shares) 16.80 15.30 15.21
Price range: High 36.96 32.29 39.44
Low 26.39 22.28 28.51
Estimated number of shareholders 248,000 271,000 295,000
Average shares outstanding — basic (thousands) 868,820 871,721 869,907
Operating Data Alumina shipments (3) 8,420 7,857 8,062
(thousands of metric tons) Aluminum product shipments:
Primary (4) 2,057 2,124 1,853
Fabricated and finished products 3,488 3,335 3,208
Total 5,545 5,459 5,061
Primary aluminum capacity:
Consolidated 4,209 4,004 4,004
Total, including affiliates” and others’ share of joint
ventures 4,920 4,940 4,955
Primary aluminum production:
Consolidated 3,552 3,554 3,376
Total, including affiliates” and others’ share of joint
ventures 4,280 4,406 4,233
Other Statistics Capital expenditures (5) $ 3,205 $ 2,138 $ 1,143
Number of employees 123,000 129,000 119,000
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(1) Reflects the cumulative effect of the accounting change for conditional asset retirement obligations in

2003, asset retirement obligations in 2003, goodwill in 2002, and revenue recognition in 2000.

(2) Represents earnings per share on net income.

(3) Alumina shipments for 2003 through 2005 have been restated to reflect total alumina shipments rather
than only smelter-grade alumina shipments. Restatement of information prior to 2003 is impractical.
(4) Primary aluminum product shipments are not srnonymous with aluminum shiEments of the Primary

Metals segment as a portion of this segment’s a

uminum shipments relate to fa

(5) Capital expenditures include expenditures associated with discontinued operations.

ricated products.



2003 2002 2001 2000 1999 1998 1997 1996
$20,282 $19,164 $21,190 $21,386 $15,346 $14,524 $12,530 $12,238
16,114 15,319 16,425 16,051 11,731 11,278 9,638 9,426
1,173 1,030 1,131 992 777 714 618 656
187 206 194 187 124 124 138 162
1,149 1,074 1,190 1,169 867 822 717 734
(27) 413 547 — — — (95) 195
314 350 371 427 195 198 141 134
273 176 305 154 122 146 161 60
395 298 522 906 526 489 504 328
238 172 204 348 228 229 261 202
1,012 478 911 1,460 1,020 816 769 461
(27) (92) (3) 29 34 37 36 54
(47) 34 — () — — — —
938 420 908 1,484 1,054 853 805 515
1,543 1,455 1,587 1,698 1,477 1,477 1,653 1,609
1,428 1,365 1,454 1,567 1,388 1,380 1,619 1,536
2 2 2 2 2 2 2 2

514 507 516 416 296 263 169 232
11,576 11,198 10,702 11,610 8,067 8,041 6,127 6,426
31,711 29,810 28,355 31,691 17,066 17,463 13,071 13,450
7,279 8,473 6,637 8,095 3,041 3,468 1,902 2,056
1,340 1,293 1,313 1,514 1,458 1,476 1,440 1,611
12,075 9,927 10,614 11,422 6,318 6,056 4,419 4,462
1.09 49 1.06 1.81 1.44 1.22 1.17 74
1.08 49 1.05 1.79 1.41 1.21 1.15 73
.600 .600 .600 .500 403 375 244 333
13.84 11.69 12.46 13.13 8.51 8.18 6.49 6.39
38.92 39.75 45.71 43.63 41.69 20.31 22.41 16.56
18.45 17.62 27.36 23.13 17.97 14.50 16.06 12.28
278,400 273,000 266,800 265,300 185,000 119,000 95,800 88,300
853,352 845,439 857,990 814,229 733,888 698,228 688,904 697,334
8,101 7,486 7,217 7,472 7,054 7,130 7,223 6,406
1,834 1,912 1,776 2,032 1,411 1,367 920 901
3,153 3,266 3,159 3,315 3,021 2,540 1,994 1,897
4,987 5,178 4,935 5,347 4,432 3,907 2,914 2,798
4,020 3,948 4,165 4,219 3,182 3,159 2,108 2,101
4,969 4,851 5,069 5,141 4,024 3,984 2,652 2,642
3,508 3,500 3,488 3,539 2,851 2,471 1,725 1,708
4,360 4,318 4,257 4,395 3,695 3,158 2,254 2,240
$ 870 $1,273 $ 1,177 $ 1,102 $ 917 $ 931 $ 913 $ 9%
120,000 127,000 129,000 142,000 107,700 103,500 81,600 76,800
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Directors

Alain J. P. Belda, 63, chairman of the
board of Alcoa since
January 2001 and
chief executive officer
since May 1999.
Elected president and
chief operating officer
in January 1997,

vice chairman in 19935, and executive

vice president in 1994. President

of Alcoa Aluminio S.A. from 1979 to

1994. Director of Alcoa since 1998.

Kathryn S. Fuller, 60, chair, The

Ford Foundation.

Ms. Fuller served as

president and chief

executive officer of the

World Wildlife Fund

U.S. (WWE), one

of the world’s largest
nature conservation organizations,
from 1989 to July 2005, and held
various positions with WWF from
1982 to 1989, including executive vice
president, general counsel, and director
of WWF’s public policy and wildlife
trade monitoring programs. Director
of Alcoa since 2002.

Carlos Ghosn, 52, president and
chief executive officer,
Nissan Motor
Company, Ltd., since
2001 and president
and chief executive
officer, Renault S.A.,
since April 2005.

Mt. Ghosn served as chief operating offi-

cer of Nissan 1999-2001. From 1996

to 1999 he was executive vice president

of Renault S.A., and from 1979 to 1996

he served in various capacities with

Compagnie Générale des Etablissements

Michelin. Director of Alcoa since 2002.

Joseph T. Gorman, 69, chairman
and chief executive
officer of Moxahela
Enterprises, LLC,
a venture capital
firm, since 2001. He
was chairman and
chief executive officer
of TRW Inc., a global company serving
the automotive, space, and information
systems markets, 1988-2001. Director
of Alcoa since 1991.
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Judith M. Gueron, 65, scholar in
residence since
September 2005 and
president emerita of
MDRC, a nonprofit
research organization
that designs, manages,
and studies projects
to increase the self-sufficiency of
economically disadvantaged groups,
since September 2004. Dr. Gueron was
a visiting scholar at the Russell Sage
Foundation, a foundation devoted to
research in the social sciences, from
2004 to 2005. She was president of
MDRC from 1986 to August 2004.
Director of Alcoa since 1988.

Klaus Kleinfeld, 49, president and
chief executive officer,
Siemens AG, a global
electronics and indus-
trial conglomerate,
since January 200S.
Mr. Kleinfeld served
as deputy chairman of
the Managing Board and executive vice
president of Siemens AG from 2004
to January 2005. He served as president
and chief executive officer of Siemens
Corporation, the U.S. arm of Siemens
AG, from 2002 to 2004 and as chief
operating officer of Siemens Corporation
from January to December 2001. He has
been a member of the Managing Board
of Siemens AG since 2002. Prior to his
U.S. assignment, Mr. Kleinfeld was
executive vice president and a member
of the Executive Board of the Siemens
AG Medical Engineering Group from
January to December 2000. Director of
Alcoa since 2003.

James W. Owens, 61, chairman and
chief executive officer,
Caterpillar Inc., a
manufacturer of con-
struction and mining
equipment, diesel and
natural gas engines and
industrial gas turbines,
since February 2004. Mr. Owens served
as vice chairman of Caterpillar from
December 2003 to February 2004 and as
a group president from 1995 to 2003,
responsible at various times for 13 of the
company’s 25 divisions. Mr. Owens
joined Caterpillar in 1972. Director of
Alcoa since 2005.

Henry B. Schacht, 72, managing direc-
tor and senior advisor
of Warburg Pincus
LLC, a global private
equity firm, since 2004.
Mr. Schacht served as
chairman (1996 to
1998; October 2000 to

February 2003) and chief executive

officer (1996 to 1997; October 2000 to

January 2002) of Lucent Technologies Inc.

Mr. Schacht retired in 19935 as chairman

and in 1994 as chief executive officer of

Cummins Inc., a leading manufacturer

of diesel engines. Director of Alcoa

since 1994.

Ratan N. Tata, 69, chairman since 1991,
Tata Sons Limited, the
holding company of the
Tata Group and major
group companies
including Tata Motors,
Tata Steel, Tata
Consultancy Services,
Tata Power, Tata Tea, Tata Chemicals,
Indian Hotels, Tata Teleservices and

Tata AutoComp. Mr. Tata joined the
Tata Group in December 1962. Director
of Alcoa since 2007.

Franklin A. Thomas, 72, consultant,
The Study Group, a
nonprofit institution
assisting development
in South Africa, since
1996 and advisor to
the United Nations
Fund for International

Partnerships since 1998. Mr. Thomas

served as president and chief executive

officer of The Ford Foundation from

1979 to 1996. Director of Alcoa

since 1977.

Ernesto Zedillo, 55, director, Yale
Center for the Study
of Globalization,
since September 2002.
Former president of
Mexico, elected in
1994 and served until
2000; held various

positions in the Mexican federal

government and in Mexico’s Central

Bank before his election. Director of

Alcoa since 2002.
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Audit Committee

Joseph T. Gorman

Judith M. Gueron

Klaus Kleinfeld

Henry B. Schacht — Chair
Ernesto Zedillo

Compensation and
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James W. Owens
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Executive Committee
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Officers

(As of February 15, 2007)

Kevin J. Anton

Vice President

President, Alcoa Materials
Management

Margaret A. Aupke
Assistant Treasurer

Alain J. P. Belda
Chairman and
Chief Executive Officer

Julie A. Caponi
Vice President — Audit

William F. Christopher
Executive Vice President
Group President, Engineered
Products and Solutions

Alan Cransberg

Vice President
President, Global
Manufacturing, Global
Primary Products

Donna C. Dabney
Secretary and Corporate
Governance Counsel

Denis A. Demblowski
Assistant General Counsel

Ronald D. Dickel
Vice President — Tax

Janet F. Duderstadt
Assistant Secretary

Franklin L. Feder
Vice President
President, Alcoa Latin America

Brenda A. Hart
Assistant Secretary

Paul A. Hayes
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Vice President
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Cynthia E. Holloway
Assistant Treasurer

Rudolph P. Huber
Vice President
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Olivier M. Jarrault

Vice President

President, Alcoa Fastening
Systems

Barbara S. Jeremiah
Executive Vice President
Corporate Development

Paula J. Jesion
Assistant General Counsel

Denise H. Kluthe
Assistant Controller

Joseph R. Lucot
Vice President and
Corporate Controller

Charles D. McLane, Jr.
Vice President and
Chief Financial Officer

Thomas J. Meek
Senior Assistant General
Counsel

Colleen P. Miller
Assistant Secretary

Raymond B. Mitchell
Vice President

President, Alcoa Investment
Cast and Forged Products

Judith L. Nocito
Assistant General Counsel

William J. O’Rourke, Jr.
Vice President
President, Alcoa Russia

Wayne G. Osborn
Vice President
President, Alcoa World
Alumina Australia

Dale C. Perdue
Assistant General Counsel

Lawrence R. Purtell
Executive Vice President and
General Counsel;

Chief Compliance Officer

Bernt Reitan

Executive Vice President
Group President, Global
Primary Products

Richard L. (Jake) Siewert, Jr.
Vice President — EHS,

Global Communications and
Public Strategy

Paul D. Thomas
Executive Vice President
Group President, Packaging
and Consumer Products

Kurt R. Waldo
Senior Assistant General
Counsel

Michael G. (Mick) Wallis
Vice President

President, North American
Rolled Products

Robert G. Wennemer
Vice President — Pension Fund
Investments and Analysis

Helmut Wieser

Executive Vice President
Group President, Global
Rolled Products and

Hard Alloy Extrusions and Asia

Russell C. Wisor
Vice President —
Government Affairs

Mohammad A. Zaidi
Executive Vice President —
Market Strategy,
Technology, and Quality

The Financials:

Matthew Dinardo, Mary Zik
Contributors: Brad Fisher,
Mary Ellen Gubanic, Ella
Kupermine, Joyce Saltzman
Design: Arnold Saks Associates
Maps: Eric Gaba

Financial typography:

R. R. Donnelley Financial Press
Printing: Wetmore & Company

Special thanks to Alcoans
worldwide who helped make
this annual report possible.

Printed in USA 0702
Form A07-15028
© 2007 Alcoa

A portion of this annual report
is printed on recycled paper
with soy-based, low-VOC inks.
The paper was manufactured
with 100% renewable energy.

79



Shareowner Information

Annual Meeting

The annual meeting of shareowners will be at 9:30 a.m.
Friday, April 20, 2007, at the Westin Convention Center
Hotel Pittsburgh.

Company News

Visit www.alcoa.com for Securities and Exchange
Commission (SEC) filings, quarterly earnings reports,
and other company news.

Copies of the annual report and Forms 10-K and 10-Q
may be requested at no cost at www.alcoa.com or by
writing to Corporate Communications at the Corporate
Center address.

Investor Information

Securities analysts and investors may write to Director —
Investor Relations, Alcoa, 390 Park Avenue, New York,
NY 10022-4608, call 1 212 836 2674, or e-mail
investor.relations@alcoa.com.

Other Publications

For more information on Alcoa Foundation and Alcoa
community investments, visit www.alcoa.com under
“community.”

For Alcoa’s 2006 Sustainability Highlights Report,
visit www.alcoa.com or write Director — Sustainability,
Alcoa, 390 Park Avenue, New York, NY 10022-4608
or e-mail sustainability@alcoa.com.

Dividends

Alcoa’s objective is to pay common stock dividends at rates
competitive with other investments of equal risk and
consistent with the need to reinvest earnings for long-term
growth. In January 2007, Alcoa’s Board of Directors
approved a 13% increase in the quarterly common stock
dividend from 15 cents per share to 17 cents per share.
Quarterly dividends are paid to shareowners of record at
each quarterly distribution date.

Dividend Reinvestment

The company offers a Dividend Reinvestment and Stock
Purchase Plan for shareowners of Alcoa common and
preferred stock. The plan allows shareowners to reinvest
all or part of their quarterly dividends in shares of Alcoa
common stock. Shareowners also may purchase addi-
tional shares under the plan with cash contributions. The
company pays brokerage commissions and fees on these
stock purchases.

Direct Deposit of Dividends

Shareowners may have their quarterly dividends deposited
directly to their checking, savings, or money market
accounts at any financial institution that participates in
the Automated Clearing House (ACH) system.
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Shareowner Services

Shareowners with questions on account balances,
dividend checks, reinvestment, or direct deposit; address
changes; lost or misplaced stock certificates; or other
shareowner account matters may contact Alcoa’s stock
transfer agent, registrar, and dividend disbursing agent:

Computershare Trust Company, N.A. at 1 800 317 4445
(in the U.S. and Canada) or 1 781 575 2724 (all other calls)
or through the Computershare Web site at
www.computershare.com.

Telecommunications Device for the Deaf (TDD):
1800 952 9245

For shareowner questions on other matters related
to Alcoa, write to Corporate Secretary, Alcoa,

390 Park Avenue, New York, NY 10022-4608,
call 1212 836 2732, or e-mail
corporate.secretary@ alcoa.com.

Stock Listing
Common: New York Stock Exchange

Preferred: American Stock Exchange
Ticker symbol: AA

Quarterly Common Stock Information
2006 2005

Quarter High Low Dividend High Low Dividend
First $32.20 $28.39 $.15  $32.29 $28.01 $.15
Second 36.96 28.55 A5 31.80 25.91 15
Third 34.00 26.60 A5 29.98 23.81 1S5
Fourth  31.33 26.39 A5 29.84 22.28 15
Year 36.96 26.39 $.60 3229 22.28 $.60

Common Share Data

Estimated number Average shares

of shareowners* outstanding (000)

2006 248,000 868,820
2005 271,000 871,721
2004 295,000 869,907
2003 278,400 853,352
2002 273,000 845,439

* These estimates include shareowners who own stock registered
in their own names and those who own stock through banks
and brokers.

Corporate Center

Alcoa

201 Isabella St.

Pittsburgh, PA 15212-5858
Telephone: 1412 553 4545
Fax: 1412 553 4498
Internet: www.alcoa.com

Alcoa Inc. is incorporated
in the Commonwealth
of Pennsylvania.



Vision
Alcoa aspires to be the best company
in the world.

Values

Integrity

Alcoa’s foundation is our integrity. We are open, honest and trustworthy
in dealing with customers, suppliers, coworkers, shareholders and the
communities where we have an impact.

Environment, Health and Safety
We work safely in a manner that protects and promotes the health and
well-being of the individual and the environment.

Customer
We support our customers’ success by creating exceptional value through
innovative product and service solutions.

Excellence
We relentlessly pursue excellence in everything we do, every day.

People
We work in an inclusive environment that embraces change, new ideas,
respect for the individual and equal opportunity to succeed.

Profitability
We earn sustainable financial results that enable profitable growth
and superior shareholder value.

Accountability
We are accountable — individually and in teams — for our behaviors,
actions and results.

We live our Values and measure our success by the success of our
customers, shareholders, communities and people.



ALCOA

Advancing Sustainability

Our future well-being depends on
taking actions now for conservation
and environmental sustainability.
The Alcoa Foundation’s Conservation
and Sustainability Fellowship
program brings together many of the
world’s best minds from academia,
government, NGOs and industry to
find new paths toward sustainability.
The initiative is designed to fund
step change through innovation and
concerted action.

From Australia to Zambia, dozens
of Alcoa Foundation fellows are
currently conducting research and
tackling issues that have local impact
and global implications.

Included in the effort are studies
as diverse as Mangrove Stands in
South Western Cameroon (top);
protection of blue whale habitat in
Chile; and Coral Bleaching Response
in Kenya.

Upon completion, the results of
the Alcoa Foundation Conservation
and Sustainability Fellowship
Program will be made available free
of charge, to help encourage adoption
of best practices in sustainability.





