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Alcoa at a Glance

e Alcoa is the world's leading producer

Financial and Operating Highlights

dollars in millions, except per-share amounts . and manager of primary aluminum,
% fabricated aluminum, and alumina
2005 2004 change facilities and is active in all major
aspects of the industry.
Sales $26,159 $23,236 13
T . ¢ Alcoa serves the aerospace,
Income from continuing operations 1,233 1,377 (10)

automotive, packaging, building
Total assets 33,696 32,609 3 and construction, commercial
transportation, and industrial
markets, bringing design,

Cash provided from continuing operations 1,677 2,153 (22) engineering, production, and other
capabilities of Alcoa’s businesses

as a single solution to customers.

Capital expenditures from continuing operations 2,124 1,137 87

Per common share data:

Basic:
Income from continuing operations 1.41 1.58 (11) * In addition to aluminum products
and components, Alcoa also makes
Net income 1.41 1.50 (6) and markets consumer brands
Diluted: including Reynolds Wrap®, Alcoa®
wheels, and Baco® household wraps.
Income from continuing operations 1.40 1.57 (11) Among its other businesses are
Net income 1.40 1.49 ) closures, fastening systems, precision
. - castings, and electrical distribution
Dividends paid 60 60 - systems for cars and trucks.
Book value* 15.30 15.21 1
Number of shareholders 271,000 295,000 (8) : The Compar.1y has 129’00.0 employees
in 42 countries. For more information,
Average common shares outstanding (000) 871,721 869,907 — go to www.alcoa.com
Number of employees 129,000 119,000 8

* Book value = (Total shareholders’ equity minus Preferred stock) divided by Common stock
outstanding, end of year
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Fellow Shareowners:

In 2005 we made conscious decisions to grow, restructure and
invest in our future while managing our businesses to offset
unprecedented cost inflation. In the face of more than $1.2 billion
in increased costs, we delivered the highest revenue in our
117-year history and the second-highest profit in the last five years.

Highlights for the full year included:

* Revenue growth of 13% over 2004;

* Income from continuing operations of $1.23 billion;

* Debt-to-capital ratio of 30.8%;

* Mitigation of cost inflation through structural cost savings; and
* Continued execution of our aggressive growth strategy.

While I was disappointed with our share price performance
over the year, we continued to outperform direct competitors on
Return on Capital (ROC) and cash flow generation while
building for the future and delivering for today. I am convinced
we are taking the right actions for today and tomorrow for
shareowners, and that this will be proven by the long-term
sustainability of our company and higher shareowner returns.

Earning ROC in excess of the cost of capital is a require-
ment ... and our goals are higher than this. Excluding new
growth investments, the company’s ROC for the year was 9.5%,
our third consecutive year of improving ROC. Including those
investments, the company’s ROC stood at 8.3%.

Return on Capital percent

10 Alcoa ROC*
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Bloomberg Methodology calculates ROC based on the trailing 4 quarters
* Adjusted for Growth Projects 1 Reconciliation on page 67.

Cash generation and balance sheet leverage limits are also key
goals. These permit us to invest in the competitiveness of our exist-
ing assets, and build and acquire new ones. For the year, we gener-
ated cash from operations of $1.7 billion, which helped us fund
major growth projects, strengthen our pension plan and keep our
debt-to-capital ratio well within our targeted range — 30.8% at
year’s end. This is important as it permits us to make long-term
plans and weather the cycles in our industry. Capital spending was
$2.1 billion, of which $1.3 billion was devoted to growth projects.

The Future Is Bright

The aluminum industry is at a unique point in history ... along
with most of our markets. Because of evolving demographics
around the world, consumption of aluminum products, both
upstream and downstream, is expected to double by the year
2020 — 14 years from now.

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% of the
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growth and, by 2020, will consume as much aluminum as the
entire world does today.

In addition to the need for more pure aluminum, demand
for additional airplanes, trucks, buildings, automobiles and
packaging remains strong. Those markets should follow similar
growth cycles ... and use a great deal of aluminum.

From a primary metals point of view, meeting this demand
surge will require nearly 80 new smelters of 400,000 metric tons
(mt) — even if all of today’s capacity stays on-line. That means
adding five smelters each year, or 2 million mt annually, and
adding 4 million mt of refining capacity across the industry and
8 million mt of bauxite. That is three times the rate of growth
of the last 20 years!

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

In alumina, we are in an unparalleled position to take advan-
tage of this historic opportunity by expanding existing operations
through low-cost brownfield projects. The refining projects we
are working on now will add 6 million mt to our existing base of
14 million mt —a 40% increase — and will lower our overall
refining cost per ton by approximately 15%.

In aluminum, we are building upon our existing global system
of 26 smelters and leveraging our purchase of strategic raw materi-
als, construction costs and best-in-class manufacturing. And as
we do so, our upstream growth projects are being developed to be
in the lowest quintile of the cash cost curve of the industry. The
smelting projects under way will add more than 700,000 mt a year
of base capacity to our 4 million mt of capacity today. And it is
why we are in negotiations or conducting feasibility studies on more
growth projects in Trinidad, Ghana, Guinea, China and beyond.

Many of our downstream markets are also expected to be
strong, so we are investing in a series of rolling, hard-alloy
extrusion and forging facilities, as well as strengthening existing
facilities by simplifying flowpaths and improving productivity,
flexibility and customer connections. These investments will
broaden our global footprint and increase our manufacturing
flexibility and productivity, with an eye toward continuing
to produce above cost-of-capital returns.



World Aluminum Consumption to Double by 2020
M tons

2020
estimated
consumption
60.6
Increase v. 2005
2005 M tons
estimated 1.7 +0.6
consumption +19
31.6 +4.1
Latin Al i
atin America 44
Eastern Europe,
CIS & Other *
Western Europe
North America
AN +18.5

Asia 13.1

* Includes Africa and the Middle East Source: McKinsey

Our investments in Russia and China are key to capturing
growth in Asia and Eastern Europe, and they provide us with
low-cost global platforms. With these plants, we will add 500,000
mt in capacity ... at a much lower capital cost per ton of output
than new assets. By 2009, more than 40% of our production will
originate from low-cost countries.

In other segments — packaging, fasteners, investment castings,
wire harness and electronic components — we are actively following
customers, leveraging our brand and innovating with new prod-
ucts and applications.

It is these types of opportunities — investing where we create
value: focused on customers, markets, applications and technology
we know well; and in competitive geographies — that tell me the

future is bright for Alcoa.

2005 Results

Last year I said 2005 would be a challenging year as we anticipated
significant energy and raw material input cost inflation. In fact,
actual inflation was even higher than we anticipated. Compared
with 2004, we saw more than $1.2 billion in higher expenses for
raw materials, energy, currency and other input costs.

Alcoans are always up for a challenge, and in the face of this
steep inflation, we took aggressive action, made structural changes
to key businesses, and launched targeted initiatives to improve
efficiency and to cut costs.

We passed through most of our resin and alloy raw material
cost increases, raised prices where possible, shifted our mix toward
higher-value products and increased sales volumes to capture
further productivity efficiencies. These actions, coupled with LME
price increases, enabled us to more than offset cost inflation and
improve the bottom line by more than $200 million.

However, during the year we also made some difficult
decisions around investing for the future. We restructured several
businesses; sold nonstrategic assets; upgraded IT systems; realigned
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businesses and procurement globally; and invested in low-cost
operations in Russia and China. These actions negatively impacted
results by almost $350 million, but will provide good returns for us
in the future.

Finally, we had some onetime events. Items such as
hurricane impacts, a fire at our Dover, NJ, plant, legal and envi-
ronmental charges, and lower taxes combined for an unfavorable
impact of $10 million. All in all, these resulted in a year where
profits were $144 million lower than 2004. Solid results, consid-
ering the challenge.

2005 and Beyond - Growth and
Portfolio Strategy

Revenues for the year increased 13% to an all-time high of
$26.2 billion. Excluding the price effects of the LME, revenues
grew nearly $2 billion.

In aerospace, both our Howmet and Alcoa Fasteners busi-
nesses experienced strong sales and margin growth during the year,
as the aerospace market surged. In airfoils, we have more than
50% of the market and up to 100% proprietary share on the
emerging Eclipse, the Joint Strike Fighter, the A380, the F-22 and
the 787 platforms. In fasteners, we have the majority position on
every one of these programs. Year-over-year, aerospace revenues are
up 25%, driving both our flat-rolled products and hard-alloy
extrusion businesses to better returns.

In packaging, the closures business grew volume by 6% and
overall revenue by 11%.

To improve our returns and cash flow and to better focus
the company, we completed the sales of Elkem, Integris Metals,
Southern Graphic Systems, AFL Telecommunications and our
railroads. These sales generated cash that is being deployed on
higher-margin growth projects around the world. In 2006 we will
continue to review our portfolio and make adjustments, as there
are still areas that are performing below cost of capital. We are
dealing aggressively with these, and we will either turn them
around or we will exit them.

Areas of investment included expansions in refining in
Suriname; Pinjarra, Australia; Alumar in Brazil supported by the
Juruti bauxite mine; Jamaica; and an MOU in Guinea. We
invested in energy and hydroelectric projects in the U.S. and
Latin America to increase our self-sufficiency. We continued
work on smelting expansions and upgrades in Iceland, Brazil,
Ghana and Spain, and an anode plant in Mosjgen, Norway.
And our rolling and downstream expansions included Russia;
Bohai and Shanghai, China; Hungary; and our aerospace sheet
and plate facilities across the globe. All of these — and more —
are about investing in our highest-return businesses in order to
capture global growth opportunities.

Sustainability and Living Our Values

On the safety front, Alcoans improved on what is already
benchmark performance. We ended 2005 with a Lost Workday
Rate equal to 2004’s excellent performance, one of the lowest,
if not the lowest, rates of any industrial company in the world.
More than 80% of our 428 locations did not experience a lost
workday in 2005.



Our total recordable injury rate for the year was 1.37, with

400 fewer injuries than the previous year —a 19% improvement.

Nearly half our facilities had no recordable injuries. The one

disappointment in overall safety was with fatalities. In 2005 we

experienced six fatalities among Alcoans (two) and contractors

(four). That is unacceptable, and we will redouble our safety efforts.

We made step-change improvement in environmental
noncompliance incidents, reducing the number of incidents by
two-thirds in 2005. We continued to improve our audit scores,
showing we are operating with world-class control systems,
managing and anticipating impacts on the environment.

Other highlights for 2005 include:

* Once again being named one of the Most Sustainable
Corporations during the World Economic Forum in Davos,
Switzerland;

* Being named one of the Top Green Companies by BusinessWeek
magazine and the Climate Group for GHG reductions;

* Continued higher levels of participation in employee engagement
activities with a 30% increase in the number of Alcoans who
volunteered their time to serve their communities.

Zero Incident Locations

Lost Workdays Total Recordable Rate
# of
locations 82% I 44% ” 56% I
400 — 351
300 —
200 — 190
100 — 238
77
0 L

No LWD LWD No TRR TRR

| 428 Locations | | 129,000 Employees |

Operational Excellence

Through deployment of the Alcoa Business System (ABS), many
businesses improved their operational performance.

We had record production on the 220" hot mill in Davenport
and we improved output at critical plants in Lancaster, Yennora,
Swansea and Amorebieta by eliminating bottlenecks. New annual
production rates were set in six of our nine alumina refineries in
2005, and capacity grew by 2%. And Latin America Flat-Rolled
Products improved its performance in 2005 by 35% by applying
ABS tools like daily management and TPM, freeing up untapped
capacity.

This is a key strategy for us. We have launched a new ABS
self-assessment system as an additional tool for all locations to use
to drive more consistent progress. Making our equipment operate
at optimal levels — with minimal investment — to support growth
is our highest-return opportunity.

Innovation

In addition to growing through ABS and expansion, we are
leveraging another key point of differentiation for Alcoa — our
superior technology capabilities.

We are combining our industry-leading expertise with mar-
ket understanding to serve our customers with the solutions they
need. This includes new products, new technologies and expan-
sions to adjacent markets.

Innovation drove growth across our business in 2005. We
introduced hurricane-resistant panels for the building products
market, using proprietary Alcoa technology for a growing market.
A new Defense Market Sector Team was formed to capture
opportunities for Alcoa solutions in the defense industry.

Demand for aluminum bottles gained additional traction
this year. Our can sheet business successfully negotiated its first
long-term supply agreement for sheet used in aluminum bottles.
We began to expand Dura-Bright® technology to other commer-
cial vehicle and automotive applications. And we continued to
invest in several projects that have long-term potential for break-

through productivity.
2006

Demand for aluminum is high. Inflation will continue, but not
nearly as sharply as in 2005. And we are continuously improving
operational performance and driving innovation every day.

At the same time, our industry needs to change fundamen-
tally and quickly ... for defensive reasons such as energy prices,
logistical costs, and legacy issues, but also for offensive reasons of
going where markets are growing and where the customers and
opportunities are. There is no choice. If we don't seize these global
opportunities, someone else will; it is just a question of time.

We have prepared well for this the last few years. We have a
diverse group of management with international experience and
perspective, and we have grown our size so that we can absorb
risks and minimize any potential downside. We have a base that
permits us to leverage the whole for each individual business,
almost anywhere in the world.

As we move forward on our long-term goals, success will
continue to be measured by progress against the priorities of:
Sustainability and Living Our Values; Operational Excellence;
Innovation and New Products; Portfolio Management; and
Profitable Growth. We believe these will give us the cash to
invest where we get the most for our shareowners and will result
in continued market share growth.

I want to thank each of the 129,000 Alcoans across the world
who are working to make our company stronger today and for
tomorrow. We are working tirelessly to pursue profitable growth to
take advantage of a unique period in our history. We are focused
on generating above cost-of-capital returns and year-over-year EPS
growth, and maximizing total shareowner returns.

Alcoans are always up for a challenge. We invite you to
participate in our success.

Alain J. P Belda
Chairman and Chief Executive Officer
February 17, 2006



Truly Global

Distinguishing between a multinational company
and a uniquely global company

For years Alcoa has been expanding its global footprint to capture growth
opportunities across the world. To reflect this growth, the company changed
its name in 1999 from the Aluminum Company of America to Alcoa.

Since that time, the company has catapulted its global expansion with a
number of growth projects including those in Europe (Iceland, Hungary
and Russia); Asia (China); South America (Brazil); Africa (Guinea and
Ghana); and the Atlantic (Suriname and Jamaica).

As a result of this work, Alcoa today truly is a global company. We under-
stand the markets in which we operate and the opportunities that exist
within them. Each of the 129,000 Alcoans in 42 countries across the world
is pursuing profitable growth opportunities each day that strengthen the
company for today ... and for tomorrow.

Racing Around China Meeting Customer Demand

Alcoa sponsored Ferrari’s Alcoa will increase its global
15,000 mile, 45-day tour aerospace and heat-treated
of China to showcase the sheet and plate production by
performance of the Alcoa 50% over the next 18 months
aluminum spaceframe on to meet customer demand
the Ferrari 612 Scaglietti. through productivity improve-

ment and expansions at mills
in the U.S,, Italy, U.K. and
Belaya Kalitva (right) in Russia.

Energy Sustainability
A $330 million
investment at Alcoa’s
Warrick (Ind.) power
plant will increase
environmental per-
formance and further
secure long-term,
low-cost power for
the smelter.



Alcoa’s global businesses touch nearly every corner of the world. And our
management team reflects that. Well over half of senior management and
your Board of Directors have extensive global business experience.

Along with a global perspective comes an understanding of regional and
local markets, customer understanding and cultural sensitivity. Things are
done much differently in China than they are in Chicago.

While this global expansion has taken place, we are also seizing opportuni-
ties to expand and invest in North America, where more than 60 percent of
the company’s revenues are generated and where we have significant growth
projects (Warrick, Indiana, and Rockdale, Texas).

We are capturing growth opportunities by offering a variety of material
solutions to our customers in markets from aerospace to automotive to
packaging ... the right material for the right solution.

We are uniquely positioned to capture growth around the world where
global aluminum consumption is projected to double by 2020.

It is for this reason it may be apropos to say Alcoa is the Aluminum

Company of the World.

>

Alcoa Tops Green List
Alcoa was named
one of the Top Green
Companies in the
world for reducing
GHG emissions

by BusinessWeek
magazine and the
Climate Group,

an international
environment group.
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Investment in Brazil
Alcoa is leading a $1.6 billion
first greenfield smelter in investment in its world-class
20 years — Alcoa Fjardaal Brazilian operations. Sched-
in Iceland — is currently 40% uled is an expansion of the
complete, on schedule to Alumar alumina refinery;
produce metal in mid-2007. creation of a bauxite mine in
Juruti; and modernization of
the Pocos de Caldas smelter.

Smelter on Schedule
Construction of Alcoa’s

Alcoa’s World D




Rolling in China China
International Trust & Investment
and Alcoa inaugurated a new
joint venture in Qinghuangdao
to produce rolled products.

As managing partner, Alcoa

will be the first global supplier
of high-quality lithographic
sheet to have a local presence

in China.

>
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Automotive Castings Alliance Seohan
Industries Co., Ltd. of Korea formed

an alliance with Alcoa to produce

cast aluminum chassis and suspension

components and modules for the

automotive industry throughout Asia.

>

Caring for the Environment
Alcoa Shanghai is educating
students to sustain the
environment by supporting
The Jane Goodall Institute’s
Roots & Shoots® program,
which promotes community
service and educational
activities. Jane Goodall is a
renowned primatologist.

Smart Move Kyungki Bus
Company of Korea converted its
entire fleet of 3,000 buses to
Alcoa aluminum forged wheels
to reduce fuel and maintenance
costs. Kyungki CEO Myung Hoi
Hur said, “Making the switch
saved some 450,000 liters, or
120,000 gallons, a month in fuel
costs, helping provide a fast,
one-year payback on our Alcoa
wheels investment.”



Asia will account In the next 14 years, By 2020, Asia
for 60% of consumption in will consume as
projected aluminum  Asia is expected much aluminum
growth by 2020. to more than as the entire
double to 31.6 world does today.
million metric tons
per year.

Hope for the Future The Qinglong Alcoa
Hope School celebrated its grand opening
in 2005 with the help of Alcoa Foundation,
which invested $40,000 in the project

to build community relations and support
business interests in Qinghuangdao,
where Alcoa operates a joint venture,
Alcoa Bohai Aluminum.

Color for 2008 Olympics
Alcoa Architectural Products’
Reynolux® coil coated
aluminum is used on the
massive, aerodynamic roof
of Terminal 3, currently being
built at the Beijing Airport
for the 2008 Olympics. The
material is finished in glaze
yellow, an official color of
the Olympics. Reynolux’s
aesthetic appeal and excep-
tional weather resistance
make it a great choice

for designers.

Presence Grows

Alcoa took full ownership
in Alcoa (Shanghai)
Aluminum Products
Company Ltd. and the
Tianjin closures plant
from its joint-venture
partners. The businesses
produce foil products

for pharmaceuticals
Supporting Infrastructure Alcoa Fastening ) ; and plastic closures for
Systems created two new manufacturing beverages.

sites near Shanghai to be closer to its Asian
customers. The two plants support commercial
aviation, and railway and railcar production
and subassembly.




Quality Closures Quaker Milk >
Chillers and Bravo! Foods
Slammers® are using extended
shelf life dairy closures

from Alcoa Closure Systems
International (CSI) to keep
their flavored milk drinks fresh,
and Kroger is topping its
brand-name beverages with
CSl closures. CSl also uncorked
its first contract for aluminum
long caps in North America
with Sonoma Wines.

Locking a Deal Alcoa Fastening
Systems’ Huck® brand U-Spin™ fasteners
are standard for Volvo Trucks North
America’s Class 8 trucks, making Volvo
the first manufacturer to offer the
locking U-bolts to its customers.

Power for Rockdale Alcoa signed a Letter of
Intent with TXU Energy to develop a 564 MW
power station adjacent to its Rockdale, Texas,
smelter. Once finalized, Alcoa and TXU will
sign a power supply pact through 2038.

N\

Supply Chain Direct links between Alcoa’s Davenport (lowa)
plant and Boeing’'s Wing Machining Center in Frederickson,
Washington, ensured on-time deliveries and up-to-date
forecasts to keep in step with increasing build rates on
Boeing’s 737 and 777 programs.




Crushing Records Alcoa’s
Can Reclamation facility
in Tennessee set a new
production record —
814,800 pounds of metal
shredded in eight hours.
The plant recycles
enough used beverage
cans and other recy-
clables to produce 14
billion new cans a year.

>

N\

Mexico Recognition
Mexico President Vicente
Fox recognized AFL
Automotive in Torreén,
Mexico, as an Inclusive
Company for its policy
and practice of employ-
ing disabled people.

>

Premium Primary Products
Alcoa’s Bécancour and
Baie-Comeau, Canada,
smelters will raise billet
production by 75,000
mtpy and 90,000 mtpy,
respectively, in response to
strong customer orders
for value-added products.

Innovation Takes “Shape”
Reynolds® FunShapes™
Baking Cups and Cake Pans
are the latest innovation
from Alcoa Consumer
Products. Available in such
popular shapes as hearts
and stars, disposable
aluminum foil FunShapes
allow consumers to create
fun and easy homemade
treats.




Destined for Growth
The majority of the

$1.6 billion investment
set for Brazil will go to
Alcoa’s Alumar alumina
refinery in Sdo Luis,
backed by a new bauxite
mine in Juruti. The plan:
raise alumina capacity
from 1.4 million mtpy to
3.5 million mtpy.

>

energy needs for Brazil.

10

Power for Development The first power generation
unit of the Barra Grande hydropower plant, of
which Alcoa Aluminio is a partner, is now operating.
Eventually, three generating units will produce

381 MW of power to supply business and consumer

Investment in
Itapissuma

A $30 million
expansion of
the Itapissuma
aluminum rolling
mill in Brazil will
increase capacity
by 30% by 2007.

Living with Nature

The Alumar Environmental
Park in Brazil is the
natural habitat to dozens
of various types of birds,
reptiles and amphibious
animals, and hundreds
of botanic species.
Environmental programs
help raise conservation
awareness in students.
About 10,000 people
visit the park annually.




Latin American Approximately The Juruti bauxite

aluminum $1.6 billion is reserve is one of
consumption is set to expand the richest deposits
projected to the company’s in the world.
grow more than world-class
50% by 2020. Brazilian upstream

operations.

Strong Relationship Embraer has been applying Best Company
exclusive Alcoa aluminum sheet alloy 2524 Alcoa CSI operations
for the fuselage of its EMBRAER 170/190 aircraft in Argentina, Chile,
program. Close technical and commercial Colombia and Brazil
collaboration between Alcoa and the aircraft were ranked among the
manufacturer has helped the business best places to work
relationship to improve substantially. in Latin America by the
= Great Place to Work
Institute, international
consultants that assess
quality of life in the
work environment.

Fiat Deal AFL do Brasil in Itajuba has
AN enlarged its portfolio by partnering with
Fiat to provide the electric distribution
A Good Year A modernization project at Alcoa Aluminio’s systems for the Italian automaker’s Palio 1.6
Pogos de Caldas smelter will expand productivity and enable and 1.4 models and Fiat pickups produced
the plant to be more environmentally sustainable. The in Brazil for the domestic market and export.
plant also celebrated 40 years in Brazil. Tributes included
an anniversary book written by retired Alcoa geologist
Don Williams, an American involved in the start-up.




Framework Set Alcoa signed an Qualified Supplier
agreement with the Government CSI Egypt has qualified
of Guinea that sets forth the as a supplier of closures
framework for developing a jointly to several well-known
owned, 1.5-million-mtpy alumina international beverage
refinery in the country. makers, including Al
Ahram, both a regional
player and exporter of a
wide range of beverages.

<

v

Restart Accomplished
The Government of
Ghana and Alcoa
finalized agreements
to restart the Valco
aluminum smelter in

Update on Trinidad Alcoa is

Tema, Ghana. Initial working with the Government
production is 10,000 of Trinidad and Tobago to
metric tons a month. develop an aluminum facility

at Cap-de-Ville that will use
low-cost natural gas.
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Guinea has more
than 40% of

the world’s bauxite
reserves — more

than 25 billion
metric tons.

All Aboard! Jamalco is
investing $500,000 in
seed money to spearhead
the Clarendon Express,

a tourism initiative that
would use the company’s
railway to provide train
rides that showcase
Jamaica’s industries.

Mining for a Future
Alcoa Foundation
invested $100,000 over
four years in a program
at Anton de Kom
University of Suriname
to strengthen research
capabilities in the
Department of Geology
and Mining.

Alcoa’s AWAC unit
is lead partner in a
joint venture to
build a 1.5-million-
mtpy alumina
refinery adjacent
to these bauxite
ENEEY

Plans are in place to
double production
to at least 2.8 million
mtpy at the Jamalco
alumina refinery,
making it among
the world’s lowest-
cost refineries.

Conserving Biodiversity Alcoa is working with
Conservation International and Guinée Ecologie,
Guinea'’s national environment group, on
maintaining the sustainable development of the
region. Alcoa has access to some of the world’s
largest bauxite reserves in Guinea.

v
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VAN
SURINAME

Expanding Jamalco

Plans were approved
between Alcoa and the
Government of Jamaica
to more than double

the Jamalco alumina
refinery. A 150,000 mtpy
expansion is the first
phase of the overall
1.5-million-mtpy capacity
growth project.

13
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Pioneering Technology
Alcoa is upgrading its
Avilés and La Coruia
plants with advanced
smelting technology,
paving the way for envi-
ronmental leadership
within its class and sus-
tainable development for
the Spanish operations.

14

Innovative Partnership
Grows Alcoa has opened
a bigger manufacturing
plant in Modena, Italy,
to build spaceframes

for Ferrari. The Italian
automaker’s Chairman,
Luca Cordero di
Montezemolo, said, “The
relationship with Alcoa is
already a case history, and
it will be the model for
future relationships with
other Ferrari suppliers.”

Reynobond® Scores Olympic Gold
Alcoa Architectural Products in Merxheim,

France, scored Olympic gold in the transformation
of an Italian landmark - the Palavela complex —
into a 2006 Olympic Winter Games arena used for
the skating competitions. Reynobond was used
because of its high quality and ability to absorb

noise and vibrations.

Board Visits Russia
The Board of Directors

of Alcoa saw firsthand
the progress of the newly
acquired Belaya Kalitva
and Samara plants in
Russia when they toured
the facilities last Septem-
ber. Alcoa acquired the
plants to add globally
competitive capacity and
to profitably penetrate
new markets.



Total European Western European
consumption is aluminum
expected to be consumption is

15.8 million tons by  projected to grow
2020, more than by 61% by 2020.

twice the size of
the North American
market today.

Historic Flight In April
2005, the world's largest
commercial jet - the
Airbus A380 - took to
the sky for the first time
armed with more new
Alcoa products and
solutions than any other
aircraft in Alcoa’s 100+
years of aviation —

some supplied by Alcoa
operations in Europe.

Hungary Modernization An $83 million investment
at Alcoa-Kofém includes expanding flat-rolled
products capability to offer a full range of brazing
sheet gauges, adding Dura-Bright® aluminum
wheel production to its output, and launching

a new airfoil casting operation. Expected
completion: 2007.

Eastern European

aluminum

consumption is
projected to grow
by more than

60% by 2020.

>

Elegance on the Ground

The facade of the new Airbus
administration building in
Toulouse uses Alcoa’s
Reynobond® XXL aluminum
composite material, supplied
by Alcoa Architectural
Products Merxheim, which is
currently constructing a

$40 million coil coating plant.

Leveraging its Brand
Baco, part of Alcoa
Consumer Products, is
reaching new customers
with its Tub-Its!™ line of
reusable food-storage
containers. Asda, a unit of
Wal*Mart®, offers a full
product range, and Tesco,
the largest U.K. grocer, sells
the containers in 500 stores.




Pinjarra Upgrade A major efficiency

upgrade at the Pinjarra refinery will be Wagerup Expansion

finished in early 2006, adding more than A 2.1-million-mtpy

650,000 mtpy capacity and lifting total expansion of the

capacity to more than 4.2 million mtpy. Wagerup alumina refinery
moved forward when

< environmental agency

approvals were granted.
The proposal is now under
government review, with
a decision expected in
mid-2006. This would
pave the way for building
a third production unit
and upgrades to improve
efficiency and environ-
mental performance.

Doubling Can Sheet
Alcoa Australia Rolled
Products doubled its
capacity of bare-end
sheet at Yennora to serve
the growing markets
for aluminum wine
screw-cap closures in
Australia and New
Zealand, and beverage
cans in Asia.

Cogeneration Project Alcoa’s
partnership with gas utility
Alinta to build two 140 MW
cogeneration power plants is
nearly complete, paving the
way for environmental
improvements. The units will
provide steam to Alcoa’s Pin-
jarra refinery and produce
enough electricity for 180,000
homes. Alinta will also build
the first stage of two cogen-
eration units at Alcoa’s
Wagerup refinery, each with
a peak capacity of 175 MW.
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Australia consumes
approximately
37 pounds of
aluminum per

Alcoa of Australia
has many of the
lowest-cost
alumina refineries
in the world.

Alcoa operates the
Kwinana, Pinjarra
and Wagerup
alumina refineries
with combined
capacity of almost
8 million mtpy.

person annually.

Aluminum Boat Supplier

Telwater, the largest builder of
aluminum boats in Australia,

with brands Quintrex and Stacer,
selected Alcoa as its top aluminum
sheet supplier due to Alcoa’s supe-
rior product quality and service.

Greenhouse Innovation

Alcoa scientists have overcome
the biggest barrier to reusing
refinery residue — high alkalinity —
by adding carbon dioxide to the
mix. The benign residue could be
reused in construction materials.

The project won Australia’s
4 top environmental engineering
award. Here, Alcoa scientists
prepare to enter the tunnel to
check the process.
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Sustainable Development
Alcoa Anglesea was
recognized by the State
of Victoria for its out-
standing achievement in
sustainable development
for ongoing rehabilitation
of Anglesea Heath, home
to the largest range of
flora and fauna species in
Victoria. Anglesea Heath
comprises the land used
by Alcoa for mining

and power generation.

Improvements at Yennora A new cleaning and
cut-to-length line at Yennora has improved the
quality and range of aluminum sheet and coil
produced there. It has also raised capacity by
50%, resulting in an increase of customer orders.
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Cooking Up Success

Alcoa Packaging (AP) cooked up a package
for Italian pasta producer Barilla using a
creative shrink sleeve label to package the
new, uniquely shaped Restaurant Creations'
dual-stacked pasta sauce jars. In the process,
AP was granted an achievement award
from the Flexible Packaging Association.
Alcoass shrink sleeve labels can fit molded,
contoured packaging, while prominently

™M

conveying brand image with premium print.

Customer Connection

Two Alcoa businesses — AFL Europe and
Closure Systems International (CSI) — each
opened a new technology center in Europe.
The centers, in the Czech Republic and
Spain, support regional and global develop-
ment and enhance customer responsiveness.

Hyundai Picks Alcoa

Hyundai America selected Alcoa to supply
a key structural component for its 2007
Santa Fe crossover vehicle. The cast
aluminum control arm is produced using
Alcoa’s Vacuum Riser-less and Pressure
Riser-less permanent mold casting process,
a superior technology that produces
high-quality structural castings. This is

the first Alcoa component used by the
Korean automaker.

/N Hyundai 2007 Santa Fe

Workhorse Wheel

A new, stronger wheel with increased fatigue
strength was produced by Alcoa Wheel
Products in Hungary for DaimlerChrysler’s
Axor construction vehicle. The wheel was
designed to help protect the vehicle’s disc
brakes from sand and gravel.

18

Safety Mentor

In Alberta, Canada, Alcoa Kawneer was
recognized as a safety leader by the Alberta
Occupational Health and Safety Council for
its healthy and safe work culture. Kawneer
now serves as an Alberta Health and Safety
Mentor to other companies in the province.

New Energy Sources

Alcoa’s San Cipridn (Spain) and Massena
(U.S.) plants are enlightening youngsters
about energy conservation. San Cipridn
partnered with a local school to teach
students about renewable energy. Through
an Alcoa Foundation grant, Illa de Sarén
de Xove Secondary Education Institution
invested in an alternative energy generator
project, a photovoltaic solar facility connect-
ed to a power grid and wind energy genera-
tor. Massena Operations is helping Cornell
University Cooperative Extension build an
interactive energy closet where children
can monitor their energy use while at a
summer camp.

Strengthening Links

When forecasts for the 220" mill at
Davenport (Iowa) Works indicated higher-
than-projected demand for its acrospace
products, the Alcoa Business System took
over. Products must meet more than 25,000
customer specifications, requiring tight
connections throughout the plant. In just
30 days, operators from different jobs
brainstormed, experimented, and tested
improvements that generated 10 additional
hours of rolling time per month with a
bottom-line value of $500,000. Results also
included 19 environmental, health, and
safety improvements and a one-time inven-
tory reduction with a metal value of more
than $1 million.

The Right Thing to Do

Alcoa Foundation donated $8.6 million
to create a six-year, global conservation
and sustainability fellowship program to
conduct research which will be given away
free to companies and nongovernmental
organizations worldwide to spur better
sustainable development practices.

A

/N Katsue Aoya, Nogi, Japan

Customer Honors

* Tracker Marine Group, the world’s largest
aluminum boat manufacturer, named
Alcoa Supplier of the Year for quality,
on-time delivery, innovation and
competitiveness.

¢ Alcoa Mill Products received Nissan North
Americas Quality Master Award for the
third year in a row, maintaining its top
10% global supplier status.

* Alcoa received Ferrari’s President’s Award
in recognition of its partnership with the
automaker in supplying the aluminum
chassis: “... one of the essential
components in the success ...” of the
612 Scaglietti and F430 models.

* Honda Canada honored Alcoa Wheel
Products with its Plant Manager Award for
outstanding quality and service during the
launch of the Ridgeline pickup.

* AFL Europe won the VW Group Award
for product quality. Alcoa provides
the German automaker with electrical
wire harnesses.

Powerful Certification

Alcoa’s Tapoco hydroelectric project in
Tennessee has been certified as an
environmentally responsible, low-impact
hydropower project by the Low Impact
Hydropower Institute, a U.S. nonprofit.
Tapoco has met or exceeded stringent
operating requirements recommended by
state and federal agencies.



Alcoa at the Movies

Alcoa is featured in the popular movie
“Good Night and Good Luck,” about broad-
cast journalist Edward R. Murrow, written
and directed by actor George Clooney. Alcoa
was the commercial sponsor of Murrow’s See
It Now, one of television’s first news magazine
series, which Murrow hosted. Alcoa granted
Clooney the rights to use its commercials,
which appear in the movie.

First Flight

Alcoa-SIE Cargo Conversions (ASCC)
reached a milestone in its 757-200 Passenger
to Freighter Conversion Program with the
successful first flight of a prototype aircraft,
the first of many freighter conversions that
ASCC will develop to meet demands of the
air cargo industry.

Design Breakthrough

Alcoa Architectuursystemen in the
Netherlands introduced the “AA 100 Q
Twist” curtain wall system for free curved
walls, the world’s first such system to support
pivoted windows. The new system provides
architects with the freedom to design build-
ings with rounded fagade components, with
the added bonus of a window that can open.

Restoring the Bolsa Chica

Alcoa Fastening Systems aided the restoration
efforts at Bolsa Chica, a fragile southern
California wetland ecosystem, by planting
1,000 native seedlings in the ecological reserve
as part of a revegetation project aimed at
bringing the system back to its natural state.

New Orders

Alcoa CSI Korea has firmed up supply
agreements with Coca-Cola Korea Bottling
Company to provide closures for several
bottled water and juice drinks to serve the
Asian market.

Building Leadership

Alcoa has invested more than $850,000
with 23 universities across the U.S. to build
a diverse workforce that exemplifies leader-
ship and excellence. The grants will support
educational initiatives on diversity, gender
equity, and global perspectives in business,
science, engineering and technology.

Fine-Tuning Portfolio

* Alcoa completed the sale of Southern
Graphic Systems’ packaging design and
imaging business to Citigroup Venture
Capital Equity Partners, LP.

* Alcoa sold its U.S. railroad assets to
RailAmerica Inc.

* Ryerson Tull purchased Alcoa’s 50% interest
in Integris Metals, a metal services firm.

* Alcoa took ownership of AFL Automotive,
based in Detroit, from partner Fujikura
Ltd. of Japan. In turn, Fujikura bought
Alcoa’s stake in AFL Telecommunications
located in Nashville, Tenn.

* Alcoa tendered its 46.5% interest in
metal producer Elkem ASA to Orkla ASA
in Norway.

Refining Success

By putting critical production information
in the hands of operators, problem solving,
and using Alcoa Business System tools,
Alcoa’s Pinjarra, Wagerup, and Kwinana
alumina refineries in Australia identified
operational issues and improved perform-
ance. The unit ended the year with

record results. The trend of the production
rate over the last year shows an added
value of about 1,700 metric tons per day.

/\ Donald Bell, Clarendon, Jamaica

Serving Military

Alcoa’s ability to provide leading-edge design

and advanced production capabilities to

the defense sector is highlighted by these

new contracts:

* Lockheed Martin Corporation selected
Alcoa Fastening Systems to provide
millions of high-performance fasteners
plus advanced installation systems for its
military aircraft programs through 2010.

/N U.S. Army Stryker interim armored
combat vehicle

* The U.S. Army granted Alcoa a $12.5 mil-
lion, three-year, research, development and
engineering contract to develop light-
weight aluminum structures for military
ground combat and tactical vehicles.

* Alcoa signed a five-year, $30 million
contract with Klune Industries to supply
aluminum structural castings for
the U.S. Navy’s Tactical Tomahawk
missile program.

* Through close collaboration with distribu-
tors Ken Mac, Transtar and Clifton Metals,
Alcoa obtained significant contracts to
supply aluminum plate for the U.S. Army’s
Stryker interim armored combat vehicle
and sheet and plate for the HMMWV
(High Mobility Multi-purpose Wheeled
Vehicle).

Fast Cleanup for Slow Cookers
Alcoa Consumer Products is making it
easier to clean a slow cooker with its newest
product — Reynolds® Slow Cooker Liners.
The disposable, heat-resistant liners keep
food from baking on, so there is no soaking
or scrubbing.
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Vintage Year

Two of Germany’s prominent wine makers,
Schloss Vollrads and St. Antony, chose
Alcoa CSI’s top-of-the-line Vino-Lok glass
closure for premier Rieslings and its

Long Cap aluminum screw cap for standard
Rieslings. Commitment to the alternative
stopper was reinforced when both wine
makers installed CSI machinery at their
estates to top fine wines. In 2005, Vino-Lok
won the Columbus’ Egg Award from the
Innovation Foundation (Stiffung
Innovation). The award’s name is derived
from a German saying that means a simple
solution has been found for a complex
problem. Vino-Lok fills a need in the

wine industry, which has sought alternatives
to cork that meet the quality and aesthetic
demands of connoisseurs.

Preserving the Land

The first Corporate Park Achievement
Award from the U.S. National Parks
Conservation Association was given to
Alcoa for preserving 10,000 acres of
land next to the Great Smoky Mountains
National Park in Tennessee.

- weg— ~

/\ Jane Pompe, Pennsylvania, USA

Keep on Rolling

Over 11 days, teams from 46 Alcoa rolling
mills at 19 plants worldwide operated for

a collective 1,104 hours and produced
179,000 metric tons — nearly 8% more

than planned — in the Alcoa Rolling Mill
Reliability Competition. The winner:

Alcoa Consumer Products, which boosted
output by 21% — an impressive 1,220 mt/day.
The competition focused on improving mill
reliability and sharing best practices.
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/N Ryan Vincent, Kitts Green, U.K.

Creative Fix

Employees at Alcoa’s Kwinana, Australia,
refinery came up with an innovative
solution to a long-running workplace issue
that caused ergonomic problems. Workers
at the Kwinana powerhouse were incurring
sprains and strains by lifting equipment
from boiler drums with a roof height of one
meter (3 feet). By enlisting the help of a
caving expert, the team developed a cable
and pulley system to move equipment
around inside the drums, significantly reduc-
ing ergonomic risk. The clever idea won
Kwinana the Minerals Council of Australia’s
top award — the National Safety and Health
Innovation Award.

Double Value

A new, composite decking product was
developed by Alcoa Home Exteriors. Called
Oasis™ Composite Deck & Rail, it gives
homeowners an environmentally friendly,
low-maintenance alternative to treated wood
for their patios. Oasis uses 50% recycled
wood fiber. It looks like real wood, but
Qasis will not rot or splinter; does not need
to be painted or stained; and contains no
toxic chemicals.

Ubiquitous Solution

Alcoa’s Presto Products’ soil stabilizer systems
are used worldwide for a range of projects.
The Geoweb® load support system offered
environmental benefits and economic
savings to Cleveland Hopkins International
Airport for a de-icing pad. Geoweb serves

as a structural drain for groundwater, while
eliminating the need for excessive excava-
tion. The Geoblock® trail-hardening system
evened out portions of the U.S. Secret
Service-owned jogging and mountain biking
trail located in Laurel, Maryland, frequented
by U.S. President George Bush. In Alaska,
the Geoweb® earth retention system stabi-
lized the embankments of a roadway to the
Kaltag River Bridge. The same system is
used in the village of Siglufjordur, Iceland,
as an avalanche protection system.

\/ The Alcoa Geoweb® earth
retention system

Honorable Conquest

Alcoa CSI Chile won the coveted National
Quality Award of Chile in the Mid-Size
Company category given by ChileCalidad,
the country’s productivity and quality organi-
zation. Companies were ranked on seven
management criteria including leadership,
customer satisfaction and response, process
improvements, and social and environmental
responsibility. The recognition makes CSI
Chile a model for all Chilean organizations.

Commitment to

Product Development

Alcoas Kawneer U.K. and France businesses
launched the AA® 120 Sunshade system
designed to improve the overall energy
efficiency of a building by reducing the need
for air conditioning. The new system limits
direct solar radiation in a building, while still
allowing light to shine inside. By using the
new product, energy consumption is
reduced, contributing to the reduction of
greenhouse gases.



Alcoa in Australia sponsored a
major new arts partnership,
Sculpture by the Sea, bringing
arts and the community together.
This included w '
local schools gc
Primary School.
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Trends In
Major Markets

Commercial

Transportation

Building
and
Construction

Aerospace

Automotive

Aluminum
and
Alumina

Aerospace
10% $2.7 billion

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

Large Commercial Aircraft
Orders

units
2500 —
2000 — Boeing
1500 —
1000 — Airbus

500 —
;. mE

02 03 04 05
Source: Airbus, Boeing
Large Commercial Aircraft

Deliveries
units

1000 —

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 2,100 units

in 2005 — an all-time record and
over three times the number
ordered during the previous year.

Robust 2005 orders helped to
push backlogs of large commercial
aircraft to over 3,600 units.

2005 deliveries by both Large
Commercial Aircraft OEMs
surged by more than 10% versus
2004. Working off the existing
backlog of undelivered aircraft is

Packaging :Z:: project.cd to keep production lines
and 00 humming through at least 2009.
Industrial Consumer 200 -
Products " 04 05 O6e 07e 08e 0%
Source: Airline Monitor
Autom otive Alcoa supplies a wide range of PaCka g | n g an d The Reynolds Wrap® brand

10% $2.7 billion

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

North American Light Vehicle
Aluminum Content
Ibs. per vehicle
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300 —
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100 —

50 -

Source: Ducker

Light Vehicle Aluminum
Content History
Ibs. per vehicle

850 —

680 — Japan
510 —
Europe
340 —
170 — North
America

1990 2000 2006

Source: Ducker

parts and systems to this market:
from wheels and suspension com-
ponents, to wire harnesses, closure
panels and body structures.
Automotive production in the
traditional manufacturing regions
(North America, Western Europe
and Japan) remained close to 2004
levels with market shares shifting to
Asian manufacturers, particularly
in the United States.

In 2005, North American car man-
ufacturers implemented produc-
tion cuts and major restructuring
efforts that caused a ripple effect
through the industry. To compen-
sate for these market dynamics,
Alcoa worked to balance the
company’s automotive portfolio by
focusing on developing business
with strategic customers, stream-
lining operations and increasing
presence in growth regions.

In the coming years, growth is
expected in developing regions like
China and Eastern Europe. Alcoa
is continuing to position in these
regions to seize growth opportu-
nities and diversify its portfolio.

Consumer
24% $6.2 billion

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

Aluminum Consumption
for Beverage Cans
billions of Ibs.

Pacific
200 — Middle East

& Africa

150 —
Europe

100 — Latin America
U.S., Canada
& Mexico

01 02 03 04 05
Source: CRU Alcoa

U.S. Market -
Foil, Wraps and Bags
millions of dollars

3600 —

2400 —
1200 —
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Source: A.C. Nielsen — FDM with Wal*Mart® Scanning

achieved the pinnacle award for
brand equity by placing #1 in

the 2005 U.S. Harris EquiTrend®
survey for the second straight year.
Reynolds Wrap was deemed

to have the greatest brand equity
when compared to more than
1,100 brands in 35 categories

as rated by more than 27,000
consumers.

A recent research publication
ranked “Product Security” as a top
packaging trend that will make
consumers buy in 2006

[ ExpertClick.com). Tamper
evidence is a core competency of
Alcoa CST and is a key selling
point with its closures. In Europe,
Reynolds Food Packaging com-
mercialized a new line of tamper
evident deli packaging with major
retailers for Marks & Spencer
salads and produce.

Alcoa produces aluminum that
is used in more than 35 billion
can bodies and 50 billion ends
each year.
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Commercial
Transportation
7% $1.8 billion

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

Global Heavy Truck
Production
thousands

1500 — East Europe

1200 — \SNesthEurope
out
900 — America
600 — North
300 — America
Asia

01 02 03 04 05

Source: Global Insight

Aluminum Wheel Penetration
in Heavy-Duty Trucks

Freight demand drove North
America production for Class 8
trucks to a level that was up 30% in
2005. In 2006, freight demand
will support an equally strong year.

In W. Europe heavy truck builds
were up approximately 7% in 2005.
Proposed legislation in this region
could increase fines and penalties
for trucks that exceed weight
limitations which could lead to
increased aluminum penetration.

In China, the 2004 heavy truck
production boom was driven by
legislation on overloading of
trucks. The market has slowed
slightly in 2005 and 2006 as
highway infrastructure is built.

With the price of diesel increasing
and as environmental regulations
continue to become stricter for
heavy duty truck and trailers,
Alcoa’s weight savings technological

breakthroughs will become more

Building and
Construction
10% $2.6 billion

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

Total U.S. Nonresidential
Building Contract Activity
billions

200 —

150 —
100 — I I

00 01 02 03 04 05

Source: McGraw-Hill Construction Data, Euroconstruct

U.S. Repair and Improvement
Expenditures

After a slow start due to the
deferral of projects from higher
material costs, the nonresidential
sector registered positive gains

of 3%.

Growth of 6% was seen in the
institutional sector with gains
in healthcare, dormitories and
education.

On the commercial side, retail
and hotel building both posted
gains over 2004.

percent valuable to OEMs and fleet owners. billions of dollars
60 — North 180 —
50— M America 160 —
40— 150 —
:z B .—._._.— Western 140 —
10 — ﬂ Europe 130 -
0_ Japan 120 —
02 03 04 05 95 97 99 01 03 05
Source: Alcoa Source: U.S. Census
AI uminum Alcoa is the world’s largest producer In d ustria | Alcoa’s revenues from this market
. of alumina, a powdery oxide include sales of aluminum sheet,
an d Al umina of aluminum refined from bauxite P I"Od ucts plate and extrusions to distribu-

26% $6.8 billion

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

Worldwide Aluminum
Ingot Inventory
millions of metric tons
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Source: LME, IAl

Western World Alumina
Demand

millions of metric tons
Total imports

into CIS and
40 — China
30 — Non- )
metallurgical
20 - alumina
10 - Smelter-grade
alumina

" 01 02 03 04 05

Source: CRU

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

Alcoa alumina production in 2005
rose 2% to 14.6 million mtpy.

In 2005, 54% of Alcoas refinery
production was supplied to
outside customers.

Aluminum ingot is an inter-
nationally produced, priced and
traded commodity whose principal
trading market is the London
Metal Exchange, or LME.

Worldwide aluminum capacity
was 36.5 million mtpy, 9.5% of
which was idle.

Alcoa’s worldwide capacity is
approximately 4.0 million mepy,
of which 13% is idle.

and Other
13% $3.4 billion

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

Heavy Duty IGT Engine Builds
number of turbines
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Source: Howmet and OEMs

tors and sales of products and
services for power generation.

After reaching bottom in 2005,
the projected heavy-duty gas
turbine build rates are beginning
to experience an increase. This

is being driven primarily by the
increased power demand in the
Asian and Middle Eastern markets.

Growth opportunities also

exist for the supply of spare parts
over the next few years, as the
installed turbine base from the
U.S. boom of 1999-2001 prepares
for the first round of overhauls.
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Selected Financial Data

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

For the year ended December 31 2005 2004 2003 2002 2001
Sales $26,159  $23,236  $20,871  $19,728  $21,750
Income from continuing operations 1,233 1,377 1,027 493 886
Income (loss) from discontinued operations 2 (67) (42) (107) 22
Cumulative effect of accounting changes (2) — (47) 34 —
Net income 1,233 1,310 938 420 908
Earnings (loss) per share:
Basic:

Income from continuing operations 1.41 1.58 1.20 .58 1.03

(Loss) income from discontinued operations — (.08) (.05) (.13) .03

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

Net income 1.41 1.50 1.09 .49 1.06

Diluted:

Income from continuing operations 1.40 1.57 1.19 .58 1.02

(Loss) income from discontinued operations — (.08) (.05) (.13) .03

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

Net income 1.40 1.49 1.08 .49 1.05

Alcoa’s average realized price per metric ton of aluminum ingot 2,044 1,867 1,543 1,455 1,587
LME average 3-month price per metric ton of aluminum ingot 1,900 1,721 1,428 1,365 1,454
Cash dividends paid per common share .60 .60 .60 .60 .60
Total assets 33,696 32,609 31,711 29,810 28,355
Short-term borrowings 300 267 50 34 163
Commercial paper 912 630 — 665 220
Long-term debt 5,337 5,402 7,216 7,784 6,264

The financial information for all prior periods 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:

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 settle-
ment 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

2001: Restructuring and other charges, dispositions of businesses, and various charges to cost of goods sold and selling, general administrative, and other
expenses

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;
shipments in thousands of metric tons [mt])

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, smelting,
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, vinyl siding, consumer products, food service and
flexible packaging products, plastic closures, and electrical dis-
tribution systems for cars and trucks. Alcoa’s products are used
worldwide in aircraft, automobiles, commercial transportation,
packaging, consumer products, building and construction, and
industrial applications.

Alcoa is a global company operating in 42 countries. North
America is the largest market with 61% of Alcoa’s revenues.
Europe is also a significant market with 23% of the company’s
revenues. In addition, Alcoa has investments and activities in
Australia, Brazil, China, Iceland, Jamaica, Russia, and Trinidad,
which present opportunities for substantial growth. Gov-
ernmental policies and other economic factors, including
inflation and fluctuations in foreign currency exchange rates and
interest rates, affect the results of operations in these countries.

Management Review of 2005
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 2005, Alcoa focused 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 contributed to the following achieve-
ments:
® Highest annual sales in company history of $26,159, reflecting
revenue growth of $2,923, or 13%, over 2004;

® Income from continuing operations of $1,233, despite the
challenge of significantly higher expenses for raw materials,
energy, and other cost inflation;

® Cash from operations of $1,676, including a $300 discre-
tionary pension contribution;

® Continued execution of our growth strategy, with significant
investments in refinery expansions, smelter expansions and
modernizations, as well as new smelter construction in Ice-
land; and

® Debt-to-capital ratio of 30.8%, well within our target range of
25% to 35%, considering $2,138 in capital expenditures.

In 2005, the company’s results were positively impacted by the
following: higher realized prices for aluminum and alumina; higher
demand in downstream markets, particularly in higher value-added
markets such as aerospace and commercial transportation; the sale
of Alcoa’s stake in Elkem ASA; an income tax benefit resulting from
the finalization of certain tax reviews and audits; and the sale of
railroad assets. In 2005, Alcoa’s revenues rose to the highest level in
company history while the company continued to significantly
expand and plan future growth. During 2005, the company was
also faced with a number of challenges, including higher than
expected costs for energy and raw materials, restructuring costs
driven by a new global business structure designed to optimize
operations, integration of the acquired Russian facilities, the impact
of Gulf Coast hurricanes, and business interruptions due to
unplanned outages and labor strikes in Europe.
As we look to 2006 and beyond, we will work toward the
following goals:
® Managing our portfolio of businesses by monitoring the
progress of underperforming assets and making appropriate
adjustments to strengthen the portfolio;

® Capitalizing on strong markets, using technology as an advan-
tage, and continuing to fully integrate investments in Russia
and China;

® Expanding our global reach to better serve customers, to
improve competitiveness, and to grow our businesses. Alcoa is
taking the following actions to achieve these goals: purchasing
fabricating facilities in Russia and a rolling mill in China;
expanding rolling capacity in the U.S. and England; and posi-
tioning our primary businesses lower on the cost curve by
(i) opening a bauxite mine in Brazil, (ii) expanding alumina
refinery capacity in Australia, Jamaica, and Brazil,
(iii) expanding smelting capacity in Brazil, and
(iv) constructing a smelter in Iceland and an anode facility in
Norway. Capital expenditures for these major growth projects
and other sustaining projects are projected to be in the range
of $2,500 to $3,000 in 2006. These projects are outlined in
more detail under Segment Information, Liquidity and
Capital Resources, and Contractual Obligations and
Off-Balance Sheet Arrangements; and

® Continuing to drive operational excellence through deploy-
ment of the Alcoa Business System (ABS), while focusing on
cost savings to offset increased energy and input costs for raw
materials.

Forward-Looking Statements

Certain statements in this report under this caption and else-
where relate to future events and expectations and, as such,
constitute forward-looking statements. Forward-looking state-
ments also include those containing such words as “anticipates,”
“believes,” “estimates,” “expects,” “hopes,” “targets,” “should,”
outlook,” “projects,” or
similar expressions. Such forward-looking statements involve

» «

“will,” “will likely result,” “forecast,

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
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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.

Results of Operations

Earnings Summary

Alcoa’s income from continuing operations for 2005 was
$1,233, or $1.40 per diluted share, compared with $1,377, or
$1.57 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 ASA; 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 $221 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 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 hurricanes 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 income from discontinued operations
of $2, comprised of $17 in net operating income, mostly offset by
$15 related to net losses on businesses impaired or sold in 2005.

Alcoa’s income from continuing operations for 2004 was
$1,377, or $1.57 per diluted share, compared with $1,027, or
$1.19 per share, in 2003. The increase in income from
continuing operations was primarily due to higher realized
prices for alumina and aluminum; improved profitability across
five of six segments; a $38 gain related to the retirement of debt
and associated interest rate swap settlement; a $37 gain on the
sale of a portion of Alcoa’s interest in the Juruti bauxite project
to Alumina Limited; continued focus on completion of divest-
itures, which included a $61 gain on the sale of the specialty
chemicals business; and a $15 gain from the termination of an
alumina tolling arrangement. Partially offsetting these increases
were higher energy and raw materials costs, the unfavorable
impact of the U.S. dollar against foreign currencies, the impact
of a strike at the Bécancour smelter; a $41 increase in environ-
mental and legal reserves, principally related to the Grasse River
site and El Campo, and the absence of $79 in insurance settle-
ments that occurred in 2003.

Net income for 2004 was $1,310, or $1.49 per diluted share,
compared with $938, or $1.08 per share, in 2003. Net income
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of $1,310 in 2004 included a loss of $67 in discontinued oper-
ations, 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 net operating income of $17 and a net gain
of $5 on divested businesses.

1,310
Net Income 1,233

millions of dollars
908 938
I . I
01 02 03 04 05

Sales—Sales for 2005 were $26,159 compared with sales of
$23,236 in 2004, an increase of $2,923, 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, dis-
tribution, packaging, and building and construction markets. The
acquisition of two Russian fabricating facilities provided $449 in
additional revenue in 2005. In addition, higher sales related to
metal purchased and subsequently resold and favorable foreign
currency exchange movements positively impacted 2005. 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.

Sales in 2004 were $23,236 compared with sales of $20,871
in 2003, an increase of $2,365, or 11%. The 21% increase in
the realized price of aluminum and 23% increase in the realized
price of alumina contributed significantly to the increase in sales
over the prior year, as two-thirds of the increase in sales was due
to higher realized prices. Demand increased in downstream
businesses serving the commercial transportation, building and
construction, aerospace, and packaging markets. In addition, the
acquisition of the remaining 50% of KAAL Australia in October
2003 provided $370 in additional revenue in 2004. Partly off-
setting these increases were sales decreases due to the divestitures
noted above.

Cost of Goods Sold—COGS as a percentage of sales was
81.1% in 2005 compared with 79.5% in 2004. Increased real-
ized 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 inter-
ruptions, and an increase in environmental and legal reserves.

COGS as a percentage of sales was 79.5% in 2004 compared
with 79.6% in 2003. Increased realized prices for alumina and
aluminum, higher volumes, and cost savings were mostly offset
by higher costs associated with energy and raw materials, the



Bécancour strike, an increase of $42 in environmental reserves,
and unfavorable foreign currency exchange movements.

Cost of 81.1%
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Selling, General Administrative, and Other
Expenses—SG&A expenses were $1,352, or 5.2% of sales, in
2005 compared with $1,252, or 5.4% of sales, in 2004.
Expenses increased by $100 primarily due to the acquisition of
two Russian facilities.

SG&A expenses were $1,252, or 5.4% of sales, in 2004
compared with $1,221, or 5.9% of sales, in 2003. Expenses
increased by $31 due to unfavorable foreign currency exchange
movements, increased bad debt expense, and stock awards
granted in 2004, somewhat offset by lower deferred compensa-
tion costs.

Selling, General 5.9%
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as a percent of sales

Research and Development Expenses—R&D expenses
were $194 in 2005 compared with $182 in 2004 and $190 in
2003. The increase in 2005 was principally due to increased
spending in the Primary Metals segment related to inert anode
technology. The decrease in 2004 compared with 2003 was
primarily driven by Alcoa’s continued focus to reduce spending
and control costs.

Provision for Depreciation, Depletion, and Amor-
tization—The provision for depreciation, depletion, and
amortization was $1,265 in 2005 compared with $1,189 in
2004. The increase of $76, or 6%, was primarily caused by a
higher asset base due to the acquisition of two Russian
fabricating facilities and unfavorable foreign currency exchange
movements.

The provision for depreciation, depletion, and amortization
was $1,189 in 2004 compared with $1,159 in 2003. The
increase of $30, or 3%, was primarily caused by 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, 2005, were comprised of:

2005 2004 2003

Asset impairments $131 $ 6 $—
Layoff costs 240 41 44
Other costs 16 — —
Gain on sale of specialty chemicals

business — (53) —
Net reversals of previously recorded

layoff and other costs* (48) (15) (38)
Net reversals of previously recorded

gains/losses on assets held for sale — — (33)
Restructuring and other charges $339 $21)  $(27)

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

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 pro-
gram consisted of the elimination of jobs across all segments of
the company, various plant closings and consolidations, and
asset disposals. Restructuring charges of $339 ($221 after tax
and minority interests) were recorded in 2005 and were com-
prised of the following components: $240 of charges for
employee termination and severance costs associated with
approximately 8,600 salaried and hourly employees, spread
globally across the company; $131 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 the
implementation of this restructuring plan to eliminate approx-
imately $200 (pretax) from its cost base when completed.

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:

2005 2004 2003

Alumina $ 6 $(48) $ (1)
Primary Metals 36 (1) 4
Flat-Rolled Products 15 1 13
Extruded and End Products 73 9 7
Engineered Solutions 153 9 (11)
Packaging and Consumer 39 10 (44)
Segment total 322 (20) (32)
Corporate 17 (1) 5
Total restructuring and other
charges $339 $(21) $(27)

The following discussion details the significant components of
the 2005 restructuring program:

— 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
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charge of $14 was recorded for the termination of approx-
imately 550 people.
— The automotive operations, included in the Engineered
Solutions segment, were restructured to improve efficiencies and
included the following actions:
® The closure of the Hawesville, KY automotive casting facility
was announced on May 19, 2005. This closure, originally
scheduled to occur by year-end, will occur in the first quarter
of 2006 in order to fulfill certain extended customer
commitments. The closure is a result of excess capacity in
Alcoa’s automotive castings manufacturing system. A charge
of $44 was recorded, $1 for the termination of 158 employees
and $43 for the impairment of assets.

® 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 productivity
and included the following actions:
® Headcount reductions across various businesses resulted in a
charge of $51 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 disposals, and $8
for other exit costs. Other exit costs primarily consisted of accel-
erated depreciation.

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 con-
tracts or statutory requirements, and the expected timetable for
completion of the plans. These terminations are expected to be
completed in the next twelve months. As of December 31,
2005, 3,550 of the approximately 8,600 employees had been
terminated. Approximately $69 of cash payments were made
against the 2005 program reserves in 2005.

2004 Restructuring Program—During 2004, Alcoa
recorded income of $21 ($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 specialty
chemicals business and $15 resulting from adjustments to prior
year reserves; offset by charges of $41 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 continued to focus on reducing costs; and $6 of asset
impairments. The 2004 restructuring program is essentially
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complete. Approximately $16 of cash payments were made in
2005 related to prior year restructuring programs.

2003 Restructuring Program—During 2003, Alcoa
recorded income of $27 ($25 after tax and minority interests)
for restructuring and other charges. The income recognized was
comprised of the following components: $44 of charges for
employee termination and severance costs associated with
approximately 1,600 hourly and salaried employees (located
primarily in Europe, the U.S., and Brazil), as the company
continued to focus on cost reductions in businesses that con-
tinued to be impacted by market declines; $33 of net favorable
adjustments on assets held for sale; and $38 of income resulting
from adjustments to prior year layoff reserves due to changes in
facts and circumstances that led to changes in estimated costs.
The 2003 restructuring program is essentially complete.

Interest Expense—Interest expense was $339 in 2005
compared with $271 in 2004, resulting in an increase of $68, or
25%. This increase was principally caused by higher average
effective interest rates and increased borrowings, somewhat
offset by an increase in interest capitalized.

Interest expense was $271 in 2004 compared with $314 in
2003, resulting in a decrease of $43, or 14%. This decrease was
principally caused by lower average debt levels.

Other Income—Other income was $480 in 2005 compared
with $271 in 2004. The increase of $209, or 77%, was
primarily due to the gain of $345 on the sale of Alcoa’s stake in
Elkem ASA 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.

Other income of $271 in 2004 was relatively flac compared
with $274 in 2003. In 2004, a $58 gain recognized on the early
retirement of debt, a $53 change in favorable foreign currency
exchange movements, and a $35 gain on the termination of an
alumina tolling arrangement were mostly offset by the $105 gain
in 2003 from insurance settlements of a series of historical envi-
ronmental matters in the U.S., as well as a decrease in the cash
surrender value of employee life insurance, among other smaller
items.

Income Taxes—Alcoa’s effective tax rate was 22.8% in 2005

compared with the statutory rate of 35% and Alcoa’s effective

tax rates of 25.1% in 2004 and 24.2% in 2003. The effective

tax rate in 2005 reflects two significant discrete tax items:

® A $43 tax impact of recognizing the previously undistributed
equity earnings related to Alcoa’s stake in Elkem ASA
increased the rate by approximately 2.2 percentage points.

® The finalization of certain tax reviews and audits decreased
the rate by approximately 6.2 percentage points.

Management anticipates that the tax rate in 2006 will be similar

to the tax rates for 2005 and 2004 excluding the impact of

discrete tax items.

In October of 2004, the American Job Creation Act of 2004
(AJCA) was signed into law. Alcoa did not utilize the AJCA
provision that allows companies to repatriate earnings from
foreign subsidiaries at a reduced U.S. tax rate.



Minority Interests—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
Alcoa World Alumina and Chemicals (AWAC), attributed
primarily to higher realized prices.

Minority interests’ share of income from operations was
$245 in 2004 compared with $238 in 2003. The $7 increase in
2004 was due to higher earnings at AWAC, attributed to higher
realized prices, increased volumes, and the gain associated with
the termination of an alumina tolling arrangement. This
increase was partially offset by Alcoa’s acquisition of the
minority interest in Alcoa Aluminio in August 2003 and the sale
of the specialty chemicals business in 2004.

Income (Loss) From Discontinued Operations—Income
from discontinued operations was $2 in 2005 compared with
losses of $67 in 2004 and $42 in 2003. The income of $2 in
2005 was comprised of $17 in net operating income, mostly
offset by $15 of net losses associated with businesses impaired or
sold in 2005. The loss of $67 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 $17 in net
operating income and a net gain of $5 on divested businesses.
The loss of $42 in 2003 was comprised of an impairment of
$45 related to a reduction in the estimated fair value of the
automotive fasteners business, slightly offset by $3 of operating
income. See Note B to the Consolidated Financial Statements
for further information.

In the third quarter of 2005, Alcoa reclassified the imaging
and graphic 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 have been reclassified to reflect the move-
ment 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 packaging
business were completed in 2005. See Note F to the Con-
solidated Financial Statements for additional information.

Cumulative Effect of Accounting Changes—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.

In 2003, Alcoa adopted Statement of Financial Accounting
Standards (SFAS) No. 143, “Accounting for Asset Retirement
Obligations” and recorded a cumulative effect adjustment of
$47, consisting primarily of costs to establish assets and
liabilities related to spent pot lining disposal for pots currently
in operation. See Note C to the Consolidated Financial State-
ments for further 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 $2,143 in 2005, $2,111 in
2004, and $1,721 in 2003. See Note Q to the Consolidated
Financial Statements for additional information. The following
discussion provides shipments, sales, and ATOI data of each
segment for each of the three years in the period ended
December 31, 2005. The financial information and data on
shipments for all prior periods have been reclassified for dis-
continued operations.

In January 2005, Alcoa realigned its organization structure,
creating global groups to better serve customers and increase the
ability to capture efficiencies. As a result, certain 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. Prior period amounts have been reclassified
to reflect these changes. Additionally, the Alumina and Chem-
icals segment has been renamed the Alumina segment, to reflect
the sale of the specialty chemicals business.

Alumina
2005 2004 2003
Alumina production (mt) 14,598 14,343 13,841
Third-party alumina shipments
(mo)* 7,857 8,062 8,101
Third-party sales $2,130 $1,975 $2,002
Intersegment sales 1,707 1,418 1,021
Total sales $3,837 $3,393 $3,023
ATOI $ 682 $ 632 $ 415

* Alumina shipments have been restated to reflect total alumina shipments
rather than only smelter-grade alumina shipments.

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. Alcoa’s alumina operations in Australia are a
significant component of this segment. Slightly more than half
of Alcoa’s alumina production is sold under supply contracts to
third parties worldwide, while the remainder is used internally.
Alcoa’s specialty chemicals business was sold in the first quarter
of 2004.
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In 2005, alumina production increased by 255,000 mt,
resulting primarily from increased production in the Pogos de
Caldas refinery in Brazil (13% increase in production) and the
Kwinana, Australia refinery (10% increase in production) and
the capacity expansion in Jamaica (5% increase in production).
In 2004, alumina production increased by 502,000 mt,
resulting primarily from the capacity expansion in Jamaica (14%
increase in production) and the restart of capacity at Point
Comfort, TX (13% increase in production), as well as an 11%
increase in production at the San Cipridn, Spain refinery.
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Third-party sales for the Alumina segment increased $155,
or 8%, in 2005 compared with 2004, primarily due to a 14%
increase in realized price influenced by higher LME prices,
which was somewhat offset by lower third-party volumes.
Third-party sales remained relatively flat in 2004 compared with
2003. The increase in realized prices of 23% in 2004 was more
than offset by lower third-party volumes due to the expiration of
an alumina purchase agreement in 2003, which resulted in
higher intersegment sales in 2004. Also, the sale of the specialty
chemicals business in 2004 negatively impacted sales by $287.

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 portion 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 arrange-
ment that occurred in 2004. ATOI for this segment rose 52%
in 2004 compared with 2003, primarily due to higher realized
prices, increased total volumes, and gains totaling $52 as pre-
viously mentioned. These positive contributions were somewhat
offset by unfavorable foreign currency exchange movements,
higher raw material costs, and the loss of profit associated with
the sale of the specialty chemicals business.

In 2006, Alcoa will continue its brownfield projects at refin-
eries in Brazil (addition of 2,100,000 mt—1,134,000 mt is
Alcoa’s share); Pinjarra, Western Australia (657,000 mt
addition); and Jamaica (addition of 1,500,000 mt). Higher raw
material costs are anticipated in 2006, and energy costs will be
dependent on the cost of natural gas and fuel oil.
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Primary Metals

2005 2004 2003
Aluminum production (mt) 3,554 3,376 3,508
Third-party aluminum
shipments (mt) 2,154 1,882 1,952
Alcoa’s average realized price per
metric ton of aluminum ingot  $2,044 $1,867 $1,543
Third-party sales $4,698 $3,806 $3,229
Intersegment sales 4,808 4,335 3,098
Total sales $9,506 $8,141 $6,327
ATOI $ 822 $ 808 $ 657

This segment consists of Alcoa’s worldwide smelter system.
Primary Metals receives alumina primarily from the Alumina
segment and produces aluminum ingot 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 ingot produced by Alcoa and
used internally is transferred to other segments at prevailing
market prices. The sale of ingot represents approximately 90%
of this segment’s third-party sales. In 2005, aluminum pro-
duction increased by 178,000 mt, principally due to the restart
of the Massena, NY and Bécancour, Canada smelters, as well as
the partial restart of the Wenatchee, WA smelter. In 2004,
aluminum production decreased by 132,000 mt, principally due
to the strike at the Bécancour facility.
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Third-party sales for the Primary Metals segment increased
23% in 2005 compared with 2004, primarily due to an increase
in realized prices of 9% and increased third-party shipments.
Third-party sales increased 18% in 2004 compared with 2003,
primarily due to an increase in realized prices of 21%, which
more than offset lower third-party shipments. An electrical
outage at the Alumar smelter in Brazil also had a negative
impact on third-party sales in 2003. Intersegment sales
increased 11% in 2005 and 40% in 2004 compared with pre-
vious periods due to higher realized prices and higher internal
demand.

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. ATOI for this segment increased 23% in 2004
compared with 2003 as higher realized prices and higher total
shipments were somewhat offset by the impact of unfavorable



foreign currency exchange movements, higher costs for energy
and purchased metal, and the effects of a strike at Bécancour in
2004.

Alcoa currently has 509,000 metric tons per year (mtpy) of
idle capacity on a base capacity of 4,004,000 mtpy. Idle capacity
includes the temporary curtailment of the Eastalco smelter in
Maryland. The Iceland smelter, which will add 346,000 mtpy
of capacity, is expected to be completed in 2007. The com-
pletion of the expansion at the Alumar smelter in Brazil will also
add approximately 63,000 mtpy of capacity. In 2005, the
company continued construction on a new anode plant in
Norway and began modernization of two Spanish smelters and
the Pocos de Caldas smelter in Brazil. In 2006, the additional
capacity from restarts and growth projects will more than offset
the reduction of capacity due to the temporary curtailment of
the Eastalco smelter.

Flat-Rolled Products

2005 2004 2003

Third-party aluminum
shipments (mt) 2,156 2,046 1,819
Third-party sales $6,836 $5,962 $4.815
Intersegment sales 128 89 66
Total sales $6,964 $6,051 $4,881
ATOI $ 288 $ 246 $ 221

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 distributor
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 distributors. 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 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.
Third-party sales for the Flat-Rolled Products segment increased
24% in 2004 compared with 2003. The increase was due to the
acquisition of the remaining 50% interest in KAAL Australia
(can sheet rolling mills) in October of 2003, higher prices, the
favorable impact of foreign currency exchange movements in
Europe, and increased volumes for sheet and plate. Increased
volumes for these products resulted from improved performance
in businesses serving the commercial transportation, aerospace,
and distribution markets.

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 acquired Russian facilities. ATOI for this
segment increased 11% in 2004 compared with 2003, princi-
pally due to higher volumes, higher prices, improved
productivity, and favorable mix for sheet and plate; favorable
foreign currency exchange movements in Europe; and the con-
tribution of KAAL Australia. These positive contributions were
somewhat offset by a hot mill interruption at the Kitts Green
facility in the U.K. and temporary throughput issues at the
Tennessee can sheet facility. These issues were resolved in 2004.

In 2006, operating costs at the Russian facilities are expected
to decrease, and price pressure is expected in common alloy
sheet.
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Extruded and End Products
2005 2004 2003
Third-party aluminum
shipments (mt) 894 895 851
Third-party sales $4,304 $3,974 $3,529
Intersegment sales 64 54 34
Total sales $4,368 $4,028 $3,563
ATOI $ 50 $ 73 $ 58

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, architectural extrusions, and
vinyl siding. These products primarily serve the building and
construction, distribution, aerospace, automotive, and commer-
cial transportation markets. These products are sold directly to
customers and through distributors.

Third-party sales for the Extruded and End Products seg-
ment increased 8% in 2005 compared with 2004, principally
due to higher prices. The increase in volumes from the Russian
facilities and the strength of the businesses serving the commer-
cial building and construction market were somewhat offset by
lower volumes in the residential building products business and
lower volumes and prices in Europe. Third-party sales increased
13% in 2004 compared with 2003, principally due to increased
volumes in the building and construction market, higher prices,
and favorable foreign currency exchange movements.

ATOI for this segment decreased 32% in 2005 compared
with 2004, as higher prices and increased volumes in the busi-
nesses serving the commercial building and construction market
were more than offset by higher raw materials and energy costs
and lower volumes in Europe and in the residential building
products business. In addition, this segment was negatively
impacted by operating losses of $7 associated with integration
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costs for Russian extruded products. ATOI for this segment
increased 26% in 2004 compared with 2003, principally
resulting from increased volumes due to improved market
conditions as noted previously, higher prices, and strong pro-
ductivity gains.

Engineered Solutions

2005 2004 2003

Third-party aluminum
shipments (mt) 148 133 115
Third-party sales $5,048 $4,603 $4,385
ATOI $ 196 $ 211 $ 182

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, automotive, commer-
cial transportation, and power generation markets. These
products are sold directly to customers and through distributors.

Third-party sales for the Engineered Solutions segment
increased 10% in 2005 compared with 2004. The increase was
due primarily to increased volumes in the businesses serving the
commercial transportation, acrospace, and industrial gas turbine
markets. These positive contributions were somewhat offset by
pricing pressures. Third-party sales increased 5% in 2004
compared with 2003, primarily due to higher prices and favor-
able foreign currency exchange movements.

ATOI for this segment decreased 7% in 2005 compared with
2004, as increased volumes and favorable mix in the businesses
serving the aerospace market positively impacted results. This
positive contribution was more than offset by increased raw
materials costs, operating losses of $3 related to the acquired
Russian facilities, increased litigation expenses related to a closed
Howmet facility, the resolution of a local tax audit, and the
adverse impact of a fire and business interruption at Howmet’s
Dover, NJ facility. ATOI increased 16% in 2004 compared
with 2003, primarily due to productivity improvements in the
automotive parts business and cost savings, which were slightly
offset by decreased volumes and higher raw materials costs.

In 2006, the acrospace market is expected to remain strong,
and automotive volumes are projected to increase, including
AFL automotive.

Packaging and Consumer

2005 2004 2003

Third-party aluminum
shipments (mt) 151 164 167
Third-party sales $3,139 $2,923 $2,894
ATOI $ 105 $ 141 $ 188

This segment includes consumer, foodservice, and flexible
packaging products; food and beverage closures; and plastic
sheet and film for the packaging industry. The principal prod-
ucts 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 generally occur in the second and
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fourth quarters of the year for such products as consumer foil
and plastic wraps and bags, while seasonal slowdowns for clo-
sures generally occur in the fourth quarter of the year. Products
are generally sold directly to customers, consisting of super-
markets, beverage companies, food processors, retail chains, and
commercial foodservice distributors.

Third-party sales for the Packaging and Consumer segment
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 costs. 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. Third-party sales
for the Packaging and Consumer segment remained relatively
flat in 2004 compared with 2003, as increased volumes in the
closures and plastic sheet and film businesses and higher prices
were offset by the impact of the sale of Alcoa’s Latin America
PET business.

ATOI for this segment decreased 26% in 2005 compared
with 2004, as the increases in prices and volumes noted pre-
viously, along with productivity gains, were more than offset by
higher raw materials costs and unfavorable mix in the consumer
products and flexible packaging businesses. ATOI for this
segment in 2004 decreased 25% compared with 2003, primarily
due to significantly higher resin and metal costs, unfavorable
foreign currency exchange movements, and the divestitures of
the Latin America PET business and Latasa, which were
somewhat offset by increased volumes as noted above.

In 2006, higher input costs are anticipated for resin and

metal.
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Reconciliation of ATOI to Consolidated Net Income—
The following table reconciles segment ATOI to consolidated

net income.
2005 2004 2003
ATOI $2,143 $2,111 $1,721
Impact of intersegment profit
adjustments 37 52 9
Unallocated amounts (net of tax):
Interest income 42 26 24
Interest expense (220) (176) (204)
Minority interests (259) (245) (238)
Corporate expense (312) (283) (287)
Restructuring and other
charges (226) 23 26
Discontinued operations 2 (67) (42)
Accounting changes ) — (47)
Other 28 (131) (24)
Consolidated net income $1,233 $1,310 $ 938




Items required to reconcile segment ATOI to consolidated

net income include:

® Corporate adjustments to eliminate any remaining profit or
loss between segments;

® 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 depreciation
on corporate-owned assets;

® Restructuring and other charges (excluding minority
interests);

® Discontinued operations;

® Accounting changes for conditional asset retirement obliga-
tions in 2005 and asset retirement obligations in 2003; and

® Other, which consists of the impact of LIFO, differences
between estimated tax rates used in the segments and the
corporate effective tax rate, and other nonoperating items such
as foreign currency translation gains/losses.

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 $249 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 ASA and a $120 tax benefit related
to the finalization of certain tax reviews and audits during the
second quarter of 2005, slightly offset by the $58 charge related
to the closure of the Hamburger Aluminium-Werk facility in
Germany and an increase in LIFO inventory adjustments due to
the increase in raw materials and energy costs.

The significant changes in the reconciling items between ATOI

and consolidated net income for 2004 compared with 2003

consisted of:

® A decrease in interest expense, primarily due to lower average
debt levels;

® An increase in the loss from discontinued operations due to
the reclassification of the protective packaging business, the
telecommunications business, and a small casting business to
discontinued operations, which resulted in an $89 impairment
loss in 2004 to reflect the estimated fair values of these busi-
nesses; and

® An increase in Other, principally caused by an increase in
LIFO inventory adjustments due to the increase in the price of
aluminum, as well as $79 lower proceeds from insurance
settlements compared with 2003. Partially offsetting the
increase are $49 in favorable foreign currency exchange
movements and a $38 gain recognized on the restructuring of
debt in 2004. See Note K to the Consolidated Financial
Statements for additional information on this transaction.

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.

All of the interest rate, foreign currency, aluminum and other
commodity contracts are held for purposes other than trading.
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 activities.

Commodity Price Risks—Alcoa is a leading global producer of
aluminum ingot 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 contracts, totaling approximately
560,000 mt at December 31, 2005, to reduce the aluminum price
risk associated with a portion of these fixed-price firm commit-
ments. 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 options contracts, totaling approx-
imately 150,000 mt at December 31, 2005, 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 and 2008.

Alcoa has also entered into futures contracts to minimize its
price risk related to other customer sales and pricing arrange-
ments. 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 con-
tracts totaled 23,000 mt at December 31, 2005.

In addition, Alcoa has power supply 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 mark-to-market earnings impact from aluminum
derivative and hedging activities was a loss of $11 in 2005. The
loss was principally due to a loss of $21 for an embedded
derivative in a power contract that was offset by gains of $11 for
the ineffective portion of aluminum hedge contracts.

Alcoa purchases natural gas, fuel oil, and electricity to meet
its production requirements and believes it is highly likely that
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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 earn-
ings over the designated hedge periods, generally within three
years.

Financial Risk

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. For a portion of its fixed-rate
debt, the company has entered into pay floating, receive fixed
interest rate swaps to effectively change the fixed interest rates to
floating interest rates.

Currencies—Alcoa is subject to exposure from fluctuations 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 curren-
cies other than the functional currency. These contracts cover
periods consistent with known or expected exposures, generally
within three years.

Fair Values and Sensitivity Analysis—The following
table shows the fair values of outstanding derivative contracts at
December 31, 2005 and the effect on fair values of a hypo-
thetical change (increase or decrease of 10%) in the market
prices or rates that existed at December 31, 2005.

Fair value Index change
gain/(loss) of +/-10%

Aluminum $ 4 $119
Interest rates (100) 65
Other commodities, principally natural gas 201 80
Currencies 83 4

Aluminum consists of hedge contracts with gains of $245. 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 antici-
pated 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 custom-
ers’ commitments. Although nonperformance is possible, Alcoa
does not anticipate nonperformance by any of these parties.
Contracts are with creditworthy counterparties 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 facili-
tate settlement of gains and losses on these contracts.

For additional information on derivative instruments, see
Notes A, K, and X to the Consolidated Financial Statements.
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Environmental Matters

Alcoa continues to participate in environmental assessments and
cleanups at a number of locations. These include approximately
35 owned or operating facilities and adjoining properties,
approximately 33 previously owned or operating facilities and
adjoining properties, and approximately 61 waste sites,
including Superfund sites. A liability is recorded for environ-
mental remediation costs or damages when a cleanup program
becomes probable and the costs or damages can be reasonably
estimated. See Note A 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 techno-
logical changes. Therefore, it is not possible to determine the
outcomes or to estimate with any degree of accuracy the poten-
tial 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 potential 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 biphenyl (PCB).

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 alter-
native (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 alter-
native 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 additional
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 potential 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 substantially more information,
including river pilot studies on the effects of ice formation and
breakup on each of the remedial techniques. Alcoa submitted to
EPA and 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 proposed for 2006. The
findings will be incorporated into a revised Analysis of Alter-
natives Report, which is expected to be submitted in 2007. 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. With the exception of the natural recovery
remedy, none of the existing alternatives in the 2002 Analysis of
Alternatives Report is more probable than the others, and the
results of the ROPS are necessary to revise the scope and esti-
mated 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 sub-
sequent 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 then-existing environ-
mental 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 assump-
tions about the period of operation, the amount of material
placed in the area prior to closure, and the appropriate technol-
ogy, 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 envi-
ronmental 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 investigation and
feasibility study of an area used for the disposal of bauxite
residue from historic alumina refining operations. A draft feasi-
bility 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 grading, 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 loca-
tion by $15 in the second quarter of 2005, representing the low
end of the range of possible alternatives which meets 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 disposition of these matters will not have
a materially adverse effect on the financial position or liquidity
of the company.

Alcoa’s remediation reserve balance at the end of 2005 and
2004 was $390 and $391 (of which $40 and $73 were classified
as a current liability), respectively, and reflects the most probable
costs to remediate identified environmental conditions for which
costs can be reasonably estimated. Remediation expenses charged

to the reserve were approximately $53 in 2005, $46 in 2004, and
$32 in 2003. These amounts include expenditures currently
mandated, as well as those not required by any regulatory
authority or third party. The reserve balance was increased by $52
in 2005, primarily due to the reserve recorded for the acquired
Russian fabricating facilities in the first quarter and for the East
St. Louis, IL facility which was recorded in the second quarter of
2005. In 2004, the reserve increased by $42, primarily for the
additional reserve recorded for the Grasse River site.

Included in annual operating expenses are the recurring costs
of managing hazardous substances and environmental programs.
These costs are estimated to be about 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 2005.
Capital spending increased 87%, as Alcoa made continued
progress on brownfield expansions in refining and smelting and
continued construction on the greenfield smelter project in
Iceland.
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Cash provided from operations and from financing activities
is anticipated to be adequate to cover dividends, debt repay-
ments, capital expenditures, and other business needs over the
next 12 months.

Cash from Operations

Cash from operations in 2005 was $1,676 compared with
$2,199 in 2004. The decrease of $523, or 24%, was principally
due to increases in receivables and inventories of $518 due to
increased sales and higher prices; $282 increase in pension
contributions in 2005; a reduction in tax liabilities of $206; and
the payment of $93 associated with the long-term aluminum
supply contract entered into as part of the acquisition of two
Russian fabricating facilities. These items were partially offset by
an increase in accounts payable and accrued expenses of $573
due to increased raw materials costs and increased payment
terms.

Cash from operations in 2004 was $2,199 compared with
$2,434 in 2003. The decrease of $235, or 10%, was principally
due to increases in inventories due to higher metal prices and
the absence of proceeds from a $440 advance payment against a
long-term aluminum supply contract that occurred in 2003.
Partially offsetting these items were stronger earnings in 2004
compared with 2003 and an increase in taxes payable and
accounts payable. See the Results of Operations discussion for

further details.
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Financing Activities

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 2005.

Cash used for financing activities was $1,525 in 2004
compared with $1,714 in 2003. The change of $189 was
primarily due to an increase in short-term borrowings related to
accounts payable arrangements.

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 agree-
ment 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, 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 adjust-
ment 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 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, 2005. Debt of
$58 will mature in 2006.

Standard and Poor’s Rating Services’ (S&P) long-term debt
rating of Alcoa is A- and its short-term rating is A-2. The cur-
rent outlook, which was revised in January 2005, is negative, as
S&P cited higher capital expenditures in 2005 and future years.
Moody’s Investors Service long-term debt rating of Alcoa and its
rated subsidiaries is A2, and its short-term debrt rating of Alcoa
is Prime-1.
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Investing Activities

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 Russian 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 ASA and $205 from the sale of
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Alcoa’s interest in Integris Metals in 2005, and a $113 increase
in the proceeds from the sale of assets and businesses, principally
due to the $408 cash proceeds from the sale of the Southern
Graphic Systems, Inc. business in 2005.

Cash used for investing activities was $802 in 2004 com-
pared with $526 in 2003, resulting in a change of $276. The
increase was caused primarily by an increase in capital spending
of $273 as Alcoa invested in alumina and smelting expansions,
as well as the greenfield smelter construction in Iceland in 2004.
Cash proceeds from the sale of assets and businesses were $228
higher in 2004, due to the substantial completion of the
company’s 2002 divestiture plan, partially offset by a $129
decrease in cash received on the sale of investments.

Capital expenditures were $2,138 in 2005 compared with
$1,143 and $870 in 2004 and 2003, respectively. Of the total
capital expenditures in 2005, approximately 60% related to
growth projects, including the construction of the Iceland
smelter, the investment in the Mosjeen anode facility, the
expansion of the Alumar smelter, and the alumina refinery
expansions in Jamaica, Australia, and Brazil. Also included are
costs related to environmental control in new and expanded
facilities totaling $95 in 2005, $70 in 2004, and $37 in 2003.
Total capital expenditures are anticipated to be in the range of
$2,500 to $3,000 in 2006.

Alcoa added $30, $69, and $11 to its investments in 2005,
2004, and 2003, respectively. In 2005, Alcoa invested an addi-
tional $19 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.

Capital
Expenditures
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Depreciation
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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 assumptions 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; environmental matters; asset retire-
ment 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;
pensions and other postretirement benefits; and tax matters.



Management uses historical experience and all available
information to make these judgments and estimates, and actual
results will inevitably differ from those estimates and assump-
tions that are used to prepare the company’s financial statements
at any given time. Despite these inherent limitations, manage-
ment believes that Management’s Discussion and Analysis of
Financial Condition and Results of Operations (MD&A) and
the 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 environmental matters can be found in the
Market Risks and Derivative Activities and the Environmental
Matters sections of MD&A.

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
financial statements with useful and reliable information about
the company’s operating results and financial condition.

Goodwill and indefinite-lived intangible assets are tested annu-
ally for impairment and whenever events or circumstances change,
such as a significant adverse change in business climate or the deci-
sion 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, 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 goodwill.

Properties, plants, and equipment are reviewed for impair-
ment whenever 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 undis-
counted 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
generally determined using a discounted cash flow analysis.

The fair values of all businesses to be divested are estimated
using accepted valuation techniques such as a DCF model,
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 ulti-
mately realized upon the sale of the businesses to be divested
may differ from the estimated fair values reflected in the finan-
cial statements.

Other areas of significant judgments and estimates include
the liabilities and expenses for pensions and other postretire-
ment benefits. These amounts 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 assump-
tions 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 $390 and a charge or credit of $19 to after-tax
earnings in the following year. The long-term rate of return 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 2006. The 10-year moving average of actual perform-
ance has consistently exceeded 9% over the past 20 years.

In 2003, a net charge of $39 was recorded in shareholders’
equity as strong asset returns of 19.75% almost entirely offset
higher accumulated benefit obligations resulting from a 50 basis
point decline in the discount rate. A net charge of $21 in share-
holders’ equity in 2004 reflected asset returns of 12%, which
were more than offset by higher accumulated benefit obligations
caused by a 25 basis point decline in the discount rate. In 2005,
a net charge of $148 was recorded in shareholders’ equity as
asset returns of 8% were more than offset by higher accumu-
lated benefit obligations caused by a 30 basis point decline in
the discount rate.

As a global company, Alcoa records an estimated 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 esti-
mated 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 $507 resulting from
intercompany stock sales and reorganizations (generally at a
34% rate). Alcoa recognizes 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 at

December 31, 2005.

37



Recently Adopted Accounting
Standards

Alcoa adopted FASB Interpretation No. 47, “Accounting for
Conditional Asset Retirement Obligations” (FIN 47), effective
December 31, 2005. See Note C to the Consolidated Financial
Statements for additional information.

Recently Issued Accounting Standards

In December 2004, the FASB issued SFAS No. 123 (revised
2004) “Share-Based Payment.” This standard requires compa-
nies to measure and recognize the cost of employee services
received in exchange for an award of equity instruments based
on the grant-date fair value. Alcoa will begin expensing stock
options in the first quarter of 2006, using the modified pro-
spective application. In addition, the company is required to
reflect compensation expense for these individuals using the
non-substantive vesting period approach, in which the compen-
sation expense is recognized ratably over the requisite service
period following the date of grant.

SEAS No. 154, “Accounting Changes and Error Corrections,
a replacement of APB Opinion No. 20 and FASB Statement
No. 3,” was issued in June 2005. SFAS No. 154 requires retro-

spective application to financial statements of prior periods for
changes in accounting principle that are not adopted pro-
spectively. This statement is effective January 1, 2006. This
standard has no impact on Alcoa’s 2005 financial statements.

SFAS No. 153, “Exchanges of Nonmonetary Assets—an
amendment of APB Opinion No. 29,” was issued in December
2004. This standard eliminates the exception for nonmonetary
exchanges of similar productive assets to be measured based on
the fair value of the assets exchanged and replaces it with a
general exception for exchanges of nonmonetary assets that do
not have commercial substance. This standard is effective Jan-
uary 1, 2006. This standard has no impact on Alcoa’s 2005
financial statements.

In 2005, the FASB issued Emerging Issues Task Force
(EITF) Issue No. 04-6, “Accounting for Stripping Costs
Incurred during Production in the Mining Industry.”

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. EITF 04-6 is effective for the
first reporting period in fiscal years beginning after December
15, 2005. Alcoa is currently evaluating the impact of this state-
ment on the company.

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,

lease agreements, and unconditional purchase obligations and has certain commitments such as debt guarantees. The company has

grouped these contractual 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, 2005:

Contractual obligations Total 2006 2007-2008 2009-2010 Thereafter
Operating activities:
Energy-related purchase obligations $9,934 $ 800 $1,507 $1,224 $6,403
Raw material and other purchase obligations 2,340 1,509 634 102 95
Operating leases 1,025 215 310 227 273
Estimated minimum required pension funding @ 154 800 250 @
Postretirement benefit payments @ 352 700 700 @
Layoff and other restructuring payments 177 177 — — —
Deferred revenue arrangements 422 81 163 55 123
Financing activities:
Total debt @ 6,549 1,270 1,138 1,040 3,101
Dividends to shareholders
Investing activities:
Capital projects © 4,410 2,750 1,590 70 —
Payments related to acquisitions ) 142 115 27 — —
Other:
Standby letters of credit ® 501 267 23 8 203
Guarantees ® 431 1 15 19 396
Total contractual obligations $7,691 $6,907 $3,695

 See Note U to the Consolidated Financial Statements for further details on operating leases.

@ Annual payments and funding are expected to continue into the foreseeable future at the amounts or ranges noted in the discussion that follows.
® See Note D to the Consolidated Financial Statements for further details on layoff and other restructuring payments.

@ See Note K to the Consolidated Financial Statements for further details on debt and associated interest.

© See discussion that follows under Obligations for Financing Activities.
© See discussion that follows under Obligations for Investing Activities.

@ See Note F to the Consolidated Financial Statements for further details on required payments related to acquisitions.
® See Note N to the Consolidated Financial Statements for further details on standby letters of credit and guarantees.
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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 elec-
tricity 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 obliga-
tions for rental of facilities and equipment.

Estimated minimum required pension funding and
postretirement 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 pen-
sion funding are estimated to be $154 for 2006 and $350 for
2007. The increase in 2007 is a result of the depletion of prior
pension-funding credits that are projected to be fully used
during 2006, requiring additional funding in 2007. The
funding estimate for 2008 is $450, and the estimate for 2009
and 2010 is $250. Postretirement benefit payments are expected
to approximate $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. Share-
holder dividends are subject to quarterly approval by the
company’s Board of Directors and are currently at a rate of
$524 annually.

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 construction of an
anode facility in Mosjoen, Norway; the expansion of alumina
refineries at Sao Luis, Brazil; Pinjarra, Australia; and Clarendon,
Jamaica. In addition, Alcoa announced its intention to partic-
ipate in the construction of a smelter in Trinidad; a smelter
joint venture project in China; and the investment in several
hydroelectric power construction projects in Brazil. These proj-
ects are in various stages of development and, depending on
business and/or regulatory circumstances, may not be com-
pleted. 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, 2005.
Funding levels vary in future years based on anticipated con-
struction 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 prepared 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 conducting
the Company’s affairs according to the highest standards of
personal and corporate conduct. This responsibility is charac-
terized 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 assess-
ment, including testing, using the criteria in /nternal 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 assurance regarding the reli-
ability 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 dis-
positions 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 Company are being made only in accord-
ance with authorizations of management and directors of the
Company; 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.
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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.

Management has excluded two facilities in the Russian
Federation (the “Russian Facilities”) and the Alcoa Bohai
Aluminum Industries Company Limited joint venture from its
assessment of internal control over financial reporting as of
December 31, 2005 because they were acquired by the Com-
pany in purchase business combinations in 2005. The Russian
Facilities and Alcoa Bohai Aluminum Industries Company
Limited joint venture are majority-owned subsidiaries of the
Company that represent, on a combined basis, 2% of con-
solidated total assets and 2% of consolidated revenue as of and
for the year ended December 31, 2005.

Based on the assessment, management has concluded that
the Company maintained effective internal control over finan-
cial reporting as of December 31, 2005, based on criteria 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,
2005, has been audited by PricewaterhouseCoopers 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 2005, the Company’s Chief Execu-
tive 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.
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Alain J. P. Belda
Chairman and

Chief Executive Officer
oAl C Mo

Joseph C. Muscari
Executive 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 2005
and 2004 consolidated financial statements and of its internal
control over financial reporting as of December 31, 2005, and
an audit of its 2003 consolidated financial statements 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 sheet
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, 2005 and 2004, and the results of their oper-
ations and their cash flows for each of the three years in the
period ended December 31, 2005 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 con-
ducted our audits of these statements in accordance with the
standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and per-
form 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 sig-
nificant 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 C to the consolidated financial state-
ments, Alcoa changed its methods of accounting for conditional
asset retirement obligations in 2005 and asset retirement obliga-
tions in 2003.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in the
accompanying Management’s Report on Internal Control over
Financial Reporting, that Alcoa maintained effective internal
control over financial reporting as of December 31, 2005 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 maintained, in all material respects, effective internal con-
trol over financial reporting as of December 31, 2005, based on
criteria established in /nternal 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 per-
forming such other procedures as we consider necessary 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 policies and procedures
that (i) pertain to the maintenance of records that, in reasonable
detail, accurately and fairly reflect the transactions and dis-
positions 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 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.

As described in Management’s Report on Internal Control
over Financial Reporting, management has excluded two facili-
ties in the Russian Federation (the “Russian Facilities”) and the
Alcoa Bohai Aluminum Industries Company Limited joint
venture from its assessment of internal control over financial
reporting as of December 31, 2005 because these entities were
acquired by Alcoa in purchase business combinations in 2005.
We have also excluded the Russian Facilities and Alcoa Bohai
Aluminum Industries Company Limited joint venture from our
audit of internal control over financial reporting. The Russian
Facilities and Alcoa Bohai Aluminum Industries Company
Limited joint venture are majority-owned subsidiaries that
represent, on a combined basis, 2% of consolidated total assets
and 2% of consolidated revenue as of and for the year ended
December 31, 2005.

/. % ; 7

Pittsburgh, Pennsylvania
February 17, 2006
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Statement of Consolidated Income Alcoa and subsidiaries

(in millions, except per-share amounts)

For the year ended December 31 2005 2004 2003
Sales (Q) $26,159 $23,236 $20,871
Cost of goods sold 21,217 18,469 16,618
Selling, general administrative, and other expenses 1,352 1,252 1,221
Research and development expenses 194 182 190
Provision for depreciation, depletion, and amortization 1,265 1,189 1,159
Restructuring and other charges (D) 339 (21) 27)
Interest expense (V) 339 271 314
Other income, net (O) (480) (271) (274)
24,226 21,071 19,201

Income from continuing operations before taxes on income 1,933 2,165 1,670
Provision for taxes on income (T) 441 543 405
Income from continuing operations before minority interests” share 1,492 1,622 1,265
Less: Minority interests’ share 259 245 238
Income from continuing operations 1,233 1,377 1,027
Income (loss) from discontinued operations (B) 2 (67) (42)
Cumulative effect of accounting changes (C) 2) — (47)
Net Income $ 1,233 $ 1,310 $ 938

Earnings (loss) per Share (S)
Basic:

Income from continuing operations $ 141 $ 1.58 $ 1.20
Loss from discontinued operations — (.08) (.05)
Cumulative effect of accounting changes — — (.06)

Net income $ 1.41 $ 1.50 $ 1.09

Diluted:

Income from continuing operations $ 1.40 $ 157 $ 1.19
Loss from discontinued operations — (.08) (.05)
Cumulative effect of accounting changes — — (.06)

Net income $ 1.40 $ 1.49 $ 1.08

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

Alcoa and subsidiaries

(in millions)
December 31 2005 2004
Assets
Current assets:
Cash and cash equivalents (X) $ 762 $ 457
Receivables from customers, less allowances: 2005—$80; 2004—$86 2,916 2,694
Other receivables 427 256
Inventories (G) 3,452 2,968
Fair value of derivative contracts 520 311
Prepaid expenses and other current assets 713 756
Total current assets 8,790 7,442
Properties, plants, and equipment, net (H) 13,163 12,325
Goodwill (E and F) 6,249 6,412
Investments (I) 1,370 2,066
Other assets (J) 4,090 3,822
Assets held for sale (B) 34 542
Total Assets $33,696 $32,609
Liabilities
Current liabilities:
Short-term borrowings (K and X) $ 300 $ 267
Commercial paper (K and X) 912 630
Accounts payable, trade 2,661 2,218
Accrued compensation and retirement costs 1,102 1,013
Taxes, including taxes on income 874 1,018
Other current liabilities 1,461 1,073
Long-term debt due within one year (K and X) 58 57
Total current liabilities 7,368 6,276
Long-term debt, less amount due within one year (K and X) 5,279 5,345
Accrued pension benefits (W) 1,500 1,513
Accrued postretirement benefits (W) 2,105 2,150
Other noncurrent liabilities and deferred credits (L) 1,823 1,727
Deferred income taxes (T) 875 789
Liabilities of operations held for sale (B) 8 93
Total liabilities 18,958 17,893
Minority interests (M) 1,365 1,416
Commitments and contingencies (N)
Shareholders’ Equity
Preferred stock (R) 55 55
Common stock (R) 925 925
Additional capital 5,720 5,775
Retained earnings 9,345 8,636
Treasury stock, at cost (1,899) (1,926)
Accumulated other comprehensive loss (773) (165)
Total shareholders’” equity 13,373 13,300
Total Liabilities and Equity $33,696 $32,609

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 2005 2004 2003
Cash from Operations
Net income $ 1,233 $ 1,310 $ 938
Adjustments to reconcile net income to cash from operations:
Depreciation, depletion, and amortization 1,267 1,197 1,168
Deferred income taxes (16) 95) 128
Equity loss (income), net of dividends 35 (54) (94)
Restructuring and other charges (D) 339 (21) 27)
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) (4006) (44) (37)
Provision for doubtful accounts 20 24 11
(Income) loss from discontinued operations (B) 2) 67 42
Accounting changes (C) 2 — 47
Minority interests 259 245 238
Other 5 80 116
Changes in assets and liabilities, excluding effects of acquisitions and divestitures:
Increase in receivables (483) (94) (136)
(Increase) reduction in inventories (526) (397) 93
(Increase) reduction in prepaid expenses and other current assets 3) 93) 54
Increase (reduction) in accounts payable and accrued expenses 691 118 (161)
(Reduction) increase in taxes, including taxes on income (93) 113 (248)
Cash paid on early retirement of debt and interest rate swap settlements (K) — (52) —
Cash (paid) received on long-term aluminum supply contract 93) — 440
Pension contributions (383) (101) (87)
Net change in other noncurrent assets and liabilities (169) (137) (169)
Reduction in net assets held for sale — 145 70
Cash provided from continuing operations 1,677 2,153 2,386
Cash (used for) provided from discontinued operations (1) 46 48
Cash from operations 1,676 2,199 2,434
Financing Activities
Net changes to short-term borrowings 5 213 12
Common stock issued for stock compensation plans 72 83 98
Repurchase of common stock (108) (67) —
Dividends paid to shareholders (524) (524) (516)
Dividends paid to minority interests (75) (119) (207)
Net change in commercial paper 282 630 (665)
Additions to long-term debt 278 180 387
Payments on long-term debt (254) (1,921) (823)
Cash used for financing activities (324) (1,525) (1,714)
Investing Activities
Capital expenditures (2,124) (1,137) (857)
Capital expenditures of discontinued operations (14) 6) (13)
Acquisition of minority interests (F and P) (199) — —
Acquisitions, net of cash acquired (F and P) (262) ) 9)
Proceeds from the sale of assets and businesses 505 392 164
Additions to investments (30) (69) (11)
Sale of investments (F) 1,081 — 129
Changes in short-term investments (8) 30 19
Other 16 (10) 52
Cash used for investing activities (1,035) (802) (526)
Effect of exchange rate changes on cash (12) 9 38
Net change in cash and cash equivalents 305 (119) 232
Cash and cash equivalents at beginning of year 457 576 344
Cash and cash equivalents at end of year $ 762 $ 457 $ 576

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

Statement of Shareholders’ Equity

(in millions, except per-share amounts)

Accumulated Total
Comprehensive | Preferred Common Additional Retained Treasury other compre-  shareholders’
December 31 income stock stock capital  earnings stock hensive loss equity
Balance at end of 2002 $55 $925 $6,1011  $7,428  $(2,828) $(1,754) $ 9,927
Comprehensive income—2003:
Net income—2003 $ 938 938 938
Other comprehensive income (loss):
Change in minimum pension liability,
net of $21 tax benefit (39)
Currency translation adjustments 818
Unrealized gains on available-for-sale
securities, net of $183 tax expense 340
Unrecognized gains/(losses) on
derivatives, net of tax and minority
interests of $(53):
Net change from periodic revaluations 115
Net amount reclassified to income (49)
Net unrecognized gains on derivatives 66
Comprehensive income $2,123 1,185 1,185
Cash dividends: Preferred @ $3.75 per share 2) 2)
Common @ $.60 per share (514) (514)
Stock issued: Alcoa Aluminio minority interest
acquisition (F) (193) 603 410
Stock issued: compensation plans 77) 208 131
Balance at end of 2003 55 925 5,831 7,850 (2,017) (569) 12,075
Comprehensive income—2004:
Net income—2004 $1,310 1,310 1,310
Other comprehensive income (loss):
Change in minimum pension liability,
net of $11 tax benefit (21)
Currency translation adjustments 535
Unrealized losses on available-for-sale
securities, net of $51 tax benefit (X) (94)
Unrecognized gains/(losses) on
derivatives, net of tax and minority
interests of $34 (X):
Net change from periodic revaluations 120
Net amount reclassified to income (136)
Net unrecognized losses on derivatives (16)
Comprehensive income $1,714 404 404
Cash dividends: Preferred @ $3.75 per share 2) 2)
Common @ $.60 per share (522) (522)
Stock issued: compensation plans (56) 91 35
Balance at end of 2004 55 925 5,775t 8,636 (1,926) (165) 13,300
Comprehensive income—2005:
Net income—2005 $1,233 1,233 1,233
Other comprehensive income (loss):
Change in minimum pension liability,
net of $80 tax benefit (148)
Currency translation adjustments (542)
Unrealized gains on available-for-sale
securities, net of $52 tax expense (X) 96
Unrecognized gains/(losses) on
derivatives, net of tax and minority
interests of $87 (X):
Net change from periodic revaluations 123
Net amount reclassified to income (137)
Net unrecognized losses on derivatives (14)
Comprehensive income $ 625 (608) (608)
Cash dividends: Preferred @ $3.75 per share 2) 2)
Common @ $.60 per share (522) (522)
Stock issued: compensation plans (55) 27 (28)
Balance at end of 2005 $55 $925 $5,7207 _ $9,345  $(1,899) _$ (773)* $13,373

* Comprised of unrealized translation adjustments of $(7), minimum pension liability of $(1,120), unrealized gains on available-for-sale securities of $317,

and unrecognized gains/(losses) on derivatives of $37, net of tax
+ Includes stock to be issued under options of $67 in 2005, $96 in 2004, $130 in 2003, and $130 in 2002

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 State-
ments 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 reso-
lution of identified matters.

Principles of Consolidation. The Consolidated Finan-
cial Statements include the accounts of Alcoa and companies in
which Alcoa has a controlling interest. Intercompany 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) Interpretation 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 con-
struction 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 impair-
ment whenever events or changes in circumstances indicate that
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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 undis-
counted 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
generally determined using a discounted cash flow analysis.

Goodwill and Other Intangible Assets. Goodwill
and intangibles with indefinite useful lives are not amortized.
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 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. 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, 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 trans-
action may differ from those used to evaluate the impairment of
goodwill. See Note E for additional information.

Accounts Payable Arrangements. Alcoa participates
in computerized payable settlement arrangements with certain
vendors and third-party intermediaries. The arrangements
provide that, at the vendor’s request, the third-party interme-
diary advances the amount of the scheduled 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 arrangements 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 Con-
solidated Cash Flows. Alcoa records imputed interest related to
these arrangements as interest expense in the Statement of
Consolidated 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 recog-
nized 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 cur-
rent operations are expensed or capitalized, as appropriate.
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 reasonably estimated. The liability
may include costs such as site investigations, consultant fees,
feasibility studies, outside contractor, and monitoring expenses.
Estimates are generally 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 periodically
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 obligations asso-
ciated with the normal operation of Alcoa’s bauxite mining,
alumina refining, and aluminum smelting facilities. These
ARO:s consist primarily of costs associated with spent pot lining
disposal, closure of bauxite residue areas, mine reclamation, and
landfill closure. Alcoa would also recognize an ARO for any
significant lease restoration obligation if required by a lease
agreement. 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 the remaining useful life.

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. Valuation 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
goodwill 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 accounts for stock-
based compensation in accordance with the provisions of
Accounting Principles Board Opinion No. 25, “Accounting for
Stock Issued to Employees,” and related interpretations using
the intrinsic value method, which resulted in no compensation
cost for options granted.

Alcoa’s net income and earnings per share would have been
reduced to the pro forma amounts shown below if compensa-
tion cost had been determined based on the fair value at the
grant dates in accordance with Statement of Financial
Accounting Standards (SFAS) Nos. 123 and 148, “Accounting
for Stock-Based Compensation.”

2005 2004 2003

Net income, as reported $1,233 $1,310 $938
Less: compensation cost

determined under the fair

value method, net of tax 63 35 30
Pro forma net income $1,170 $1,275 $908
Basic net income per share:

As reported $ 1.41 $ 150  $1.09

Pro forma 1.34 1.46 1.06
Diluted net income per share:

As reported 1.40 1.49 1.08

Pro forma 1.33 1.45 1.06

Alcoa currently discloses the pro forma and actual compensa-
tion expense related to retiree-eligible employees using the
nominal vesting approach, in which the compensation expense
is recognized ratably over the original vesting period. Upon
adoption of SFAS No. 123 (revised 2004) “Share-Based Pay-
ment” (SFAS No. 123(R)), the company is required to
recognize compensation expense for these employees using the
non-substantive vesting period approach, in which the compen-
sation expense is recognized ratably over the requisite service
period following the date of grant. The impact of this change on
the attribution period would not have had a material impact on
the results of operations for the periods presented herein.

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 accelerated
options have weighted average exercise prices of $35.60 and
$29.54, respectively, and in the aggregate, represent approx-
imately 12 percent 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 compensa-
tion cost in future financial statements upon the adoption of
SFAS No. 123(R), which Alcoa will adopt on January 1, 2006.
The accelerated vesting of the 2004 and 2005 stock options will
reduce Alcoa’s after-tax stock option compensation expense in
2006 by $21 and in 2007 by $7.

In addition to stock option awards described above, begin-
ning in 2004 the company granted stock awards and
performance share awards that vest in three years from the date
of grant. Compensation expense is calculated based on the fair
value at the grant dates, and the after-tax expense recognized on
these awards in 2005 and 2004 was $16 and $9, respectively.

In anticipation of the adoption of SFAS No. 123(R), Alcoa
switched from the Black-Scholes pricing model to a lattice
model to estimate fair value at grant date for options granted in
2005. The financial impact of this change was not material.
Alcoa will begin expensing options using the modified pro-
spective application.
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The fair value of each option is estimated on the date of
grant or subsequent reload using the lattice or Black-Scholes
pricing model, as applicable, with the following assumptions:
December 31 2005 2004 2003

Average risk-free interest rate 2.65-4.2%  2.1% 2.2%

Expected dividend yield 1.8 1.6 2.5
Expected volatility 27-35 32 38
Expected life (years):
New option grants 3.8 3.0 3.0
Reload option grants — 3.0 2.5
Exercise behavior assumption 32 — —

The weighted average fair value per option granted was
$6.18 in 2005, $7.72 in 2004, and $5.75 in 2003. See Note R
for additional information.

Derivatives and Hedging. Derivatives are held as part
of a formally documented risk management program. All
derivatives are straightforward and are held for purposes other
than trading. For derivatives designated as fair value hedges,
Alcoa measures hedge effectiveness by formally assessing, at least
quarterly, the historical high correlation 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 $11 was recorded in 2005 (loss of $18 in 2004) for the
ineffective portion of aluminum hedges. If the hedging relation-
ship ceases to be highly effective 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 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
derivatives and changes in the fair values of the underlying
hedged items are reported in other current and noncurrent
assets and liabilities in the Consolidated 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, consistent with the underlying hedged item.

Alcoa accounts for hedges of foreign currency exposures and
certain forecasted transactions, principally purchases of natural
gas, 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
other comprehensive income (a gain of $37 at December 31,
2005) 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 within three
years. Assuming market rates remain constant with the rates at
December 31, 2005, a gain of $102 is expected to be recognized
in earnings over the next 12 months.
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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 addi-
tional 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 func-
tional 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 State-
ment of Consolidated Income since the dates of the
acquisitions. See Note F for additional information.

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, 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 experi-
ence 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 financial statements.

Businesses to be divested are classified in the Consolidated
Financial Statements as either discontinued operations or assets
held for sale. For businesses classified as discontinued oper-
ations, 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 Bal-
ance 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
operations for all periods presented. Additionally, segment
information does not include the results of businesses classified
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 continu-
ing 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
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 businesses
following the sale, primarily in the form of ongoing aluminum
or other significant supply contracts.

Recently Adopted Accounting Standards. Alcoa
adopted FASB Interpretation No. 47, “Accounting for Condi-
tional Asset Retirement Obligations” (FIN 47), effective
December 31, 2005. See Note C for additional information.

Recently Issued Accounting Standards. SFAS No.
123 (revised 2004) “Share-Based Payment” was issued in
December 2004. This standard requires companies to measure
and recognize the cost of employee services received in exchange
for an award of equity instruments based on the grant-date fair
value. Alcoa will begin expensing stock options in the first
quarter of 2006, using the modified prospective application. In
addition, the company is required to reflect compensation
expense for these individuals using the non-substantive vesting
period approach, in which the compensation expense is recog-
nized ratably over the requisite service period following the date
of grant.

SFAS No. 154, “Accounting Changes and Error Corrections,
a replacement of APB Opinion No. 20 and FASB Statement
No. 3,” was issued in June 2005. SFAS No. 154 requires retro-
spective application to financial statements of prior periods for
changes in accounting principle that are not adopted pro-
spectively. This statement is effective January 1, 2006. This
standard has no impact on Alcoa’s 2005 financial statements.

SFAS No. 153, “Exchanges of Nonmonetary Assets—an
amendment of APB Opinion No. 29,” was issued in December
2004. This standard eliminates the exception for nonmonetary
exchanges of similar productive assets to be measured based on
the fair value of the assets exchanged and replaces it with a general
exception for exchanges of nonmonetary assets that do not have
commercial substance. This standard is effective January 1, 2006.
This standard has no impact on Alcoa’s 2005 financial state-
ments.

In 2005, the FASB issued Emerging Issues Task Force
(EITF) Issue No. 04-6, “Accounting for Stripping Costs
Incurred during Production in the Mining Industry.” 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. EITF 04-6 is effective for the first reporting
period in fiscal years beginning after December 15, 2005. Alcoa
is currently evaluating the impact of this statement on the
company.

Reclassification. Certain amounts in previously issued
financial statements were reclassified to conform to 2005 pre-
sentations. See Note B for further information.

B. Discontinued Operations

and Assets Held for Sale

In the third quarter of 2005, Alcoa reclassified the imaging and
graphic communications business of Southern Graphic Systems,
Inc. to discontinued operations based on the decision to sell the
business. The results of the Packaging and Consumer segment
have been reclassified to reflect the movement of this business

into discontinued operations. The sale was completed in the
fourth quarter of 2005.

The divestitures of the following businesses were completed
in 2005: the telecommunications business, the protective pack-
aging business, and the imaging and graphic communications
business. See Note F for additional details.

At the end of 2005, businesses classified as discontinued
operations included the wireless component of the tele-
communications 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.

2005 2004 2003
Sales $442 $ 725 $857
Income (loss) from operations $ 32 $ 25 $ @)
Gain on sale of businesses 50 8 —
Loss from impairment (12) (153) (69)
Pretax income (loss) 70 (120) (76)
(Provision)/benefit for taxes (70) 10 27
Minority interests 2 43 7
Income (loss) from discontinued
operations $ 2 $ (67) $(42)

The income of $2 in discontinued operations in 2005 was
comprised of $17 in net operating income, mostly offset by $15
of net losses associated with businesses impaired or sold in 2005.
The loss of $67 in discontinued operations in 2004 was com-
prised of impairment losses of $89 to reflect the estimated fair
values of the protective packaging and telecommunications
businesses, as well as the U.K. automotive casting business,
somewhat offset by $17 of net operating income of these busi-
nesses and a net gain of $5 on businesses sold in 2004. The loss
of $42 in discontinued operations in 2003 was comprised of an
impairment loss of $45 related to a reduction in the estimated
fair value of the automotive fasteners business, slightly offset by
$3 of operating income.

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

December 31 2005 2004
Assets:
Receivables $22 $147
Inventories 1 44
Properties, plants, and equipment, net 8 84
Other assets 3 267
Total assets held for sale $34 $542
Liabilities:
Accounts payable, accrued expenses and other $8 $ 93
Total liabilities of operations held for sale $ 8 $ 93

For all of the businesses to be divested, the fair values were
estimated utilizing 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 financial statements.

C. Asset Retirement Obligations
Alcoa adopted FIN 47, effective December 31, 2005. FIN 47

clarifies the accounting for conditional asset retirement obliga-
tions (CAROs), as referenced in SFAS No. 143, “Accounting
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for Asset Retirement Obligations.” A CARO is a legal obligation
to perform an asset retirement activity in which the obligation is
unconditional, 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 estimation
of the fair value of the CARO. Upon adoption, Alcoa recog-
nized 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.

Historically, Alcoa has either operated locations or sold them
and, in certain circumstances, has curtailed them for possible
future use while continuing with ongoing security, utility and
other maintenance costs as deemed necessary. In the event of a
decision to permanently shutdown and/or demolish a facility,
Alcoa would record an ARO for the removal, treatment, trans-
portation, storage and/or disposal of various regulated assets and
hazardous materials such as asbestos, underground and above-
ground storage tanks, PCBs, various process residuals, solid
wastes, electronic equipment waste, and various other materials.

AROs have not been recorded in the financial statements for
any Alcoa operating location—other than those with specific
legal obligations for spent pot lining disposal, closure of bauxite
residue areas, mine reclamation, landfill closure, and specific
lease restoration requirements—because the fair value of such
potential retirement obligations cannot be measured as the
settlement dates for these operating locations cannot be esti-
mated. Such amounts may be material to the financial
statements in the period in which they are recorded.

Effective January 1, 2003, Alcoa adopted SFAS No. 143.
The cumulative effect adjustment recognized upon adoption of
this standard was $47, consisting primarily of costs to establish
assets and liabilities related to spent pot lining disposal for pots
currently in operation.

The following table details the changes in the carrying
amount of AROs.

December 31 2005 2004
Balance at beginning of year $233 $217
Accretion expense 14 15
Payments (31) (25)
Liabilities incurred 46 30
Translation and other (4) (4)
Balance at end of year $258 $233

D. Restructuring and Other Charges
Restructuring and other charges for each of the three years in
the period ended December 31, 2005, were comprised of:

2005 2004 2003

Asset impairments $131 $ 6 $—
Layoff costs 240 41 44
Other costs 16 — —
Gain on sale of specialty chemicals

business — (53) —
Net reversals of previously recorded

layoff and other costs* (48) (15) (38)
Net reversals of previously recorded

gains/losses on assets held for sale — — (33)
Restructuring and other charges $339 $(21) $(27)

* Reversals of previously recorded layoff and other costs resulted from
changes in facts and circumstances that led to changes in estimated
costs.
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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 pro-
gram consisted of the elimination of jobs across all segments of
the company, various plant closings and consolidations, and
asset disposals. Restructuring charges of $339 ($221 after tax
and minority interests) were recorded in 2005 and were com-
prised of the following components: $240 of charges for
employee termination and severance costs associated with
approximately 8,600 salaried and hourly employees, spread
globally across the company; $131 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.

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:

2005 2004 2003

Alumina $ 6 $(48) $ (1)
Primary Metals 36 (1) 4
Flat-Rolled Products 15 1 13
Extruded and End Products 73 9 7
Engineered Solutions 153 9 (11)
Packaging and Consumer 39 10 (44)
Segment total 322 (20) (32)
Corporate 17 1) 5
Total restructuring and other
charges $339 $(21) $(27)

The following discussion details the significant components of
the 2005 restructuring program:

— 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 approxi-
mately 550 people.
— The automotive operations, included in the Engineered
Solutions segment, were restructured to improve efficiencies and
included the following actions:
® The closure of the Hawesville, KY automotive casting facility
was announced on May 19, 2005. This closure, originally
scheduled to occur by year-end, will occur in the first quarter
of 2006 in order to fulfill certain extended customer commit-
ments. The closure is a result of excess capacity in Alcoa’s
automotive castings manufacturing system. A charge of $44
was recorded, $1 for the termination of 158 employees and
$43 for the impairment of assets.

® 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 approxi-
mately 3,900 employees, primarily in Mexico.
— The global extruded and end products businesses were
restructured to optimize operations and increase productivity
and included the following actions:
® Headcount reductions across various businesses resulted in a
charge of $51 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 disposals, and $8
for other exit costs. Other exit costs primarily consisted of accel-
erated depreciation.

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 con-
tracts or statutory requirements, and the expected timetable for
completion of the plans. These terminations are expected to be
completed in the next twelve months. As of December 31,
2005, 3,550 of the approximately 8,600 employees had been
terminated. Approximately $69 of cash payments were made
against the 2005 program reserves in 2005.

2004 Restructuring Program. During 2004, Alcoa
recorded income of $21 ($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 specialty
chemicals business and $15 resulting from adjustments to prior
year reserves, offset by charges of $41 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 continued to focus on reducing costs, and $6 of asset
impairments. The 2004 restructuring program is essentially
complete. Approximately $16 of cash payments were made in
2005 related to prior year restructuring programs.

2003 Restructuring Program. During 2003, Alcoa
recorded income of $27 ($25 after tax and minority interests)
for restructuring and other charges. The income recognized was
comprised of the following components: $44 of charges for
employee termination and severance costs associated with
approximately 1,600 hourly and salaried employees (located
primarily in Europe, the U.S., and Brazil), as the company
continued to focus on cost reductions in businesses that con-
tinued to be impacted by market declines; $33 of net favorable
adjustments on assets held for sale; and $38 of income resulting
from adjustments to prior year layoff reserves due to changes in
facts and circumstances that led to changes in estimated costs.
The 2003 restructuring program is essentially complete.

Activity and reserve balances for restructuring charges are as
follows:

Employee
termination and Other
severance costs exit costs Total

Reserve balances at

December 31, 2002 $ 161 $ 84 §$245
2003:
Cash payments (120) 27 (147)
2003 restructuring charges 44 — 44
Reversals of previously recorded

restructuring charges (38) 9) (47)
Reserve balances at

December 31, 2003 $ 47 $48 $ 95
2004:
Cash payments (52) 5) (57)
2004 restructuring charges 41 — 41
Reversals of previously recorded

restructuring charges (11) (4) (15)
Reserve balances at

December 31, 2004 $ 25 $39 $ 64
2005:
Cash payments (78) ) (85)
2005 restructuring charges 240 6 246
Reversals of previously recorded

restructuring charges (48) — (48)
Reserve balances at

December 31, 2005 $ 139 $38 $177

E. Goodwill and Other Intangible Assets

The following table details the changes in the carrying amount

of goodwill.

December 31 2005 2004
Balance at beginning of year $6,412 $6,314
Divestiture of businesses (16) —
Translation and other adjustments (147) 98
Balance at end of year $6,249 $6,412

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, 2005 amount amortization
Computer software $ 771 $(258)
Patents and licenses 155 (72)
Other intangibles 367 (117)
Total amortizable intangible assets 1,293 (447)
Indefinite-lived trade names and
trademarks 166 —
Total other intangible assets $1,459 $(447)
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Gross

carrying Accumulated
December 31, 2004 amount amortization
Computer software $ 689 $(215)
Patents and licenses 155 (70)
Other intangibles 373 (118)
Total amortizable intangible assets 1,217 (403)
Indefinite-lived trade names and
trademarks 173 —
Total other intangible assets $1,390 $(403)

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

Amortization expense for intangible assets for the years ended
December 31, 2005, 2004, and 2003 was $84, $73, and $76,
respectively. Amortization expense is expected to be in the range
of approximately $60 to $90 annually from 2006 to 2010.

F. Acquisitions and Divestitures

2005 Acquisitions. In December 2005, Alcoa purchased the
remaining 30 percent 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, established 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 (CITIC). Alcoa holds a 73% interest and will be
the managing partner in the new venture, which will produce
aluminum rolled products at the Bohai plant in Qinghuangdao,
China. Alcoa is required to contribute an additional $115 in
2006 and $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 percent 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 telecommunications
business through a tax-free exchange. Fujikura exchanged all of
its AFL shares for shares of a new telecommunications entity
and $176 in cash. The transaction resulted in a reduction of
goodwill for the AFL automotive business of $44, subject to
adjustment based upon valuation and other studies that have
not been completed. 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 automotive business exceed a targeted amount. This con-
tingent payment, if paid, will be recorded as an adjustment to
the transaction value. AFL automotive business results are
recorded in the Engineered Solutions segment.
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On January 31, 2005, Alcoa acquired two fabricating facili-
ties 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 pay-
ment related to a long-term aluminum supply contract, which is
recorded in other noncurrent assets in the accompanying finan-
cial statements. Based on the current purchase price allocation,
no goodwill was recorded on this transaction. The final alloca-
tion of the purchase price will be based upon valuation and
other studies, including environmental and other contingent
liabilities, which will be completed in the first quarter of 2006.
The purchase agreement also provides for contingent payments
over the next five years 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 $85. These contingent payments, if paid, will be recorded as
an adjustment to purchase price. No contingent payments were
made during 2005. 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 completed
the sale of its imaging and graphics communications business,
Southern Graphic Systems, Inc. (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 accompanying financial statements.

In September 2005, Alcoa sold its railroad assets to
RailAmerica Transportation Corp., a subsidiary of RailAmerica
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 protective
packaging business to Forest Resources LLC for $13 in cash and
recorded a loss of $6 ($4 after tax). This business was reflected
in discontinued operations in the accompanying 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 transactions had
a material impact on Alcoa’s financial statements.

2004 Divestitures. In 2004, Alcoa substantially completed
its 2002 plan to divest certain noncore businesses, 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 obligations. 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 Consolidated Income.

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).

2003 Acquisitions. In October 2003, Alcoa expanded its
aluminum alliance with Kobe Steel Ltd. (Kobe) in Japan on the
joint development of aluminum products for the automotive
market. As part of this arrangement and due to changes in the
business environment, Alcoa and Kobe discontinued their
association in three can sheet joint ventures: KAAL Australia,
KAAL Japan, and KAAL Asia. Based on terms of the agreement,
Alcoa acquired from Kobe the remaining 50% interest in KAAL
Australia, as well as the remaining 20% interest in KAAL Asia.
In turn, Kobe purchased a 47% interest in KAAL Japan from
Alcoa. These transactions, which were recorded at fair value,
resulted in net cash proceeds to Alcoa of $9 and recognition of a
gain of $17 ($26 after tax). Also, Alcoa and Kobe amended an
existing aluminum supply agreement related to the KAAL Japan
operations, which resulted in an acceleration of the delivery
term of the agreement to two years.

In August of 2003, Alcoa acquired the remaining 40.9%
shareholding in Alcoa Aluminio (Aluminio) held by Camargo
Cbrrea Group (Camargo Group) since 1984. Alcoa issued to the
Camargo Group 17.8 million shares of Alcoa common stock,
with a fair value of approximately $410, in exchange for the
Camargo Group’s holdings. The agreement also provides for
contingent payments through 2008, based on the performance
of the South American operations. The maximum amount of
contingent payments is $235. The contingent payments will be
reduced by appreciation on the Alcoa shares issued in the trans-
action, as specified in the agreement. No contingent payments
related to this agreement were required in 2004 or 2005. The
purchase price allocation resulted in goodwill of approximately
$56.

2003 Divestitures. In October of 2003, Alcoa completed
the sale of its Latin America PET business to Amcor PET Pack-
aging for $75, which resulted in an immaterial gain on the
transaction. Alcoa also sold investments for approximately $129,
comprised primarily of its interest in Latasa, a Latin America
aluminum can business.

In connection with acquisitions made prior to 2003, Alcoa
could be required to make additional payments of approx-

imately $50 from 2006 through 2007 based upon the achieve-
ment of various financial and operating targets. During 2005,
Alcoa made a contingent payment of approximately $13 related
to the Fairchild acquisition, which was recorded as an adjust-
ment to goodwill.

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

G. Inventories

December 31 2005 2004
Finished goods $ 987 $ 913
Work in process 1,032 909
Bauxite and alumina 486 456
Purchased raw materials 714 472
Operating supplies 233 218

$3,452 $2,968

Approximately 45% of total inventories at December 31, 2005
were valued on a LIFO basis. If valued on an average-cost basis,
total inventories would have been $872 and $700 higher at the
end of 2005 and 2004, respectively.

H. Properties, Plants, and Equipment, at Cost

December 31 2005 2004
Land and land rights, including mines $ 458 $ 461
Structures 6,303 6,170
Machinery and equipment 18,190 17,947
24,951 24,578

Less: accumulated depreciation and
depletion 13,854 13,244
11,097 11,334
Construction work in progress 2,066 991
$13,163 $12,325

I. Investments

December 31 2005 2004
Equity investments $ 631 $1,517
Other investments 739 549
$1,370 $2,066

Equity investments are primarily comprised of a 50% investment
in Elkem Aluminium ANS, a joint venture between Alcoa and
Elkem that owns and operates two aluminum smelters in Nor-
way, and investments in several hydroelectric power construction
projects in Brazil. See Note N for additional information. In
2005, Alcoa sold its 46.5% investment in Elkem and its 50%
interest in Integris Metals Inc. During 2005, Alcoa recorded an
impairment charge of $90 related to the closure of the Ham-
burger Aluminium-Werk facility, which was recorded in equity
income.

Other investments are primarily comprised of Alcoa’s 8%
interest in Aluminum Corporation of China (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 $318 in 2005 and $221 in 2004.
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J. Other Assets

December 31 2005 2004
Intangibles, net (E) $1,012 $ 987
Deferred income taxes 1,600 1,604

Prepaid pension benefit (W) 144 83

Deferred charges and other 1,334 1,148
$4,090 $3,822
K. Debt
Long-Term Debt.
December 31 2005 2004
4.25% Notes, due 2007 $ 792 $ 800
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 2006-2013 (8.1%
and 8.2% average rates) 110 142
Alcoa Aluminio
7.5% Export notes, due 2006-2008 58 74
Fair value adjustments (37) 33
Other 114 53
5,337 5,402
Less: amount due within one year 58 57
$5,279 $5,345

The amount of long-term debt maturing in each of the next five
years, including the effects of fair value adjustments, is $58 in
2006, $857 in 2007, $281 in 2008, $32 in 2009, and $1,007 in
2010.

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 calcu-
lation 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 $(37) in 2005, $(100)
related to outstanding hedges and $63 related to hedges that
were settled early. Of the $33 in 2004, $(42) related to out-
standing hedges and $75 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). For
additional information on interest rate swaps, see Note X.

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:
® 2 premium paid for early retirement of debt and related

expenses of $67;
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® 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

® 2 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 $912 at
December 31, 2005 and $630 at December 31, 2004.
Commercial paper matures at various times within one year and
has an annual weighted average interest rate of 4.3%. 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 agree-
ment 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, 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
included $233 and $216 at December 31, 2005 and 2004,
respectively, related to accounts payable settlement arrange-
ments with certain vendors and third-party intermediaries.

L. Other Noncurrent Liabilities and Deferred

Credits
December 31 2005 2004
Deferred alumina sales revenue $ 164 $ 179
Deferred aluminum sales revenue 186 260
Environmental remediation (Y) 350 318
Deferred credits 88 96
Asset retirement obligations 238 204
Other noncurrent liabilities 797 670
$1,823 $1,727

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

December 31 2005 2004
Alcoa of Australia $ 888 $ 798
Alcoa World Alumina LLC 236 200
Alcoa Fujikura Ltd. (F) — 273
Other 241 145

$1,365 $1,416




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 mat-
ters. While the amounts claimed may be substantial, the
ultimate liability cannot now be determined because of the
considerable uncertainties that exist. Therefore, 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 dis-
position 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 subsidiary
of Alcoa, is a participant in several hydroelectric power con-
struction 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 project was completed in 2002. Aluminio
committed to taking a share of the output of the completed
Machadinho project 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 accord-
ance with the agreement, if Aluminio funds any such deficiency,
its participation and share of the output from the project will
increase proportionately.

The Barra Grande project was completed in November 2005
and is expected to reach full capacity in May 2006. Aluminio
accounts for the Machadinho and Barra Grande hydroelectric
projects on the equity method. Its total investment in these
projects was $152 and $124 at December 31, 2005 and 2004,
respectively. Alcoa’s maximum exposure to loss on these com-
pleted projects is $447, which represents Alcoa’s investment and
guarantees of debt.

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 classi-
fied as an equity investment. Alcoa has made additional
contributions of $19 and committed to invest an additional $53
to be paid as the pipeline expands through 2008. The invest-
ment in the DBNGP was made in order to secure a
competitively priced long-term supply of power to Alcoa’s refin-
eries in Western Australia. In addition to its equity ownership,
Alcoa has an agreement to purchase gas transmission services
from the DBNGP with the ability to terminate the agreement at
its discretion. Alcoa’s maximum exposure to loss on the invest-
ment and the related contract is approximately $300.

Alcoa is party to unconditional purchase obligations that
expire between 2006 and 2017. Commitments related to these
contracts total $92 in 2006, $97 in 2007, $92 in 2008, $78 in
2009, $75 in 2010, and $306 thereafter. Expenditures under
these contracts totaled $26 in 2005, $23 in 2004, and $21 in
2003. Additionally, Alcoa has entered into other purchase
commitments for energy and raw materials which total $2,217
in 2006, $1,115 in 2007, $838 in 2008, $614 in 2009, $560 in
2010, and $6,192 thereafter.

Alcoa has standby letters of credit related to environmental,
insurance, and other activities. The total amount committed

under these letters of credit, which expire at various dates in
2006 through 2015, was $501 at December 31, 2005.

Alcoa has issued guarantees, primarily related to project
financing for the Machadinho and Barra Grande hydroelectric
power projects in Brazil. The total amount committed under
these guarantees, which expire at various dates in 2006 through
2017, was $431 at December 31, 2005.

0. Other Income, Net
2005 2004 2003

Equity income $ 26 $145 $138
Interest income 65 41 38
Foreign currency losses (27) (30) (83)
Net gains on sales of assets 406 44 37

Net gain on early retirement of

debt and interest rate swap

settlements (K) — 58 —
Other income 10 13 144

$480 $271 $274

Equity income in 2005 included an impairment charge of $90
related to the closure of the Hamburger Aluminium-Werk
facility in Hamburg, Germany. The charge is 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
ASA and the $67 gain on the sale of railroad assets. Net gains on
sales of assets in 2004 were primarily the result of the sale of
Alcoa’s 40% interest in the Juruti bauxite project in Brazil,
which resulted in a $37 gain. Net gains on sales of assets in
2003 were primarily associated with dispositions of office space
and other smaller noncore business assets. In 2004, Alcoa
recognized a gain of $58 on the early retirement of long-term
debt and the associated settlement of interest rate swaps. Other
income in 2003 included a $105 gain from insurance settle-
ments of a series of historical environmental matters in the
United States.

P. Cash Flow Information
Cash payments for interest and income taxes follow.

2005 2004 2003
Interest $386 $318 $352
Income taxes 413 294 303

The details related to acquisitions follow.

2005 2004 2003
Fair value of assets acquired $ 373 $ 7 $ 275
Liabilities assumed (102) (5) (80)
Minority interests 190 — 224
Stock issued — — (410)
Cash paid 461 2 9

Less: cash acquired — — _

$ 461 $2 $ 9

Net cash paid

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, vinyl siding, consumer products, food
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service and flexible packaging products, plastic closures, 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 perform-
ance is 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 deprecia-
tion 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 established based
on negotiation among the parties. Differences between segment
totals and Alcoa’s consolidated totals for line items not recon-
ciled are primarily due to corporate allocations.

Alcoa’s products are used worldwide in packaging, consumer
products, transportation (including acrospace, automotive, truck
trailer, rail, and shipping), building and construction, and
industrial applications. Total exports from the U.S. from con-
tinuing operations were $2,021 in 2005, $1,825 in 2004, and
$1,646 in 2003.

In January 2005, Alcoa realigned its organization structure,
creating global groups to better serve customers and increase the
ability to capture efficiencies. As a result, certain 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. Prior period amounts have been reclassified
to reflect these changes. Additionally, the Alumina and Chem-
icals 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. Alcoa’s alumina operations in
Australia are a significant component of this segment. 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 the first quarter of 2004, Alcoa sold its
specialty chemicals business.

Primary Metals. This segment consists of Alcoa’s worldwide
smelter system. Primary Metals receives alumina primarily from
the Alumina segment and produces aluminum ingot to be used
by Alcoa’s fabricating businesses, as well as sold to external

customers, aluminum traders, and commodity markets. Results
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from the sale of aluminum powder, scrap, and excess power are
also included in this segment, as well as the results from
aluminum derivative contracts. Aluminum ingot produced by
Alcoa and used internally is transferred to other segments at
prevailing market prices. The sale of ingot represents approx-
imately 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 distributor 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 distributors. 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 rela-
tively 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, architectural extrusions, and vinyl siding. These
products primarily serve the building and construction, dis-
tribution, aerospace, automotive, and commercial transportation
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 pack-
aging 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 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.



Alcoa’s reportable segments, as reclassified for discontinued operations and assets held for sale, follow.

Extruded Packaging
Primary Flat-Rolled and End Engineered and
Segment information Alumina Metals Products Products Solutions Consumer Total
2005
Sales:
Third-party sales $2,130 $4,698 $6,836 $4,304 $5,048 $3,139 $26,155
Intersegment sales 1,707 4,808 128 64 — — 6,707
Total sales $3,837 $9,506 $6,964 $4,368 $5,048 $3,139 $32,862
Profit and loss:
Equity income (loss) $ — $ (12) $ — $ — $ 1 $ 1 $ (10)
Depreciation, depletion, and
amortization 172 368 217 148 178 133 1,216
Income taxes 246 307 111 28 85 50 827
ATOI 682 822 288 50 196 105 2,143
Assets:
Capital expenditures $ 608 $ 869 $ 185 $ 121 $ 133 $ 100 $ 2,016
Equity investments 215 384 4 — 8 3 614
Goodwill 15 923 158 224 2,503 814 4,637
Total assets 4,268 8,566 3,963 2,218 5,747 2,787 27,549
2004
Sales:
Third-party sales $1,975  $3,806 $5,962 $3,974 $4,603 $2,923 $23,243
Intersegment sales 1,418 4,335 89 54 — — 5,896
Total sales $3,393 $8,141 $6,051 $4,028 $4,603 $2,923 $29,139
Profit and loss:
Equity income (loss) $ 1 $ 58 $ 1) $ — $ — $ 1 $ 59
Depreciation, depletion, and
amortization 153 326 198 120 193 126 1,116
Income taxes 240 314 75 30 93 72 824
ATOI 632 808 246 73 211 141 2,111
Assets:
Capital expenditures $ 339 $ 281 $ 153 $ 109 $ 103 $ 73 $ 1,058
Equity investments 187 563 6 — 6 2 764
Goodwill 15 931 168 233 2,603 834 4,784
Total assets 3,605 8,121 3,672 2,224 5,761 2,805 26,188
2003
Sales:
Third-party sales $2,002  $3,229 $4,815 $3,529 $4,385 $2,894 $20,854
Intersegment sales 1,021 3,098 66 34 — — 4,219
Total sales $3,023 $6,327 $4,881 $3,563 $4,385 $2,894 $25,073
Profit and loss:
Equity income (loss) $ — $ 55 $ ) $ — $ — $ 3 $ 57
Depreciation, depletion, and
amortization 147 310 192 110 196 126 1,081
Income taxes 161 256 70 15 95 85 682
ATOI 415 657 221 58 182 188 1,721
Assets:
Capital expenditures $ 173 $ 169 $ 149 $ 87 $ 80 $ 76 § 734
Equity investments 163 489 13 — 6 2 673
Goodwill 17 918 165 233 2,552 822 4,707
Total assets 3,077 7,398 3,380 2,146 6,000 2,787 24,788

The difference between the segment totals and consolidated totals is in Corporate.

57



The following reconciles segment information to consolidated

totals.
2005 2004 2003
Sales:
Total sales $32,862  $29,139  $25,073
Elimination of intersegment sales (6,707) (5,896) (4,219)
Corporate 4 7) 17
Consolidated sales $26,159  $23,236  $20,871
Net income:
ATOI $ 2,143 $ 2,111 $ 1,721
Impact of intersegment profit
adjustments 37 52 9
Unallocated amounts (net of tax):
Interest income 42 26 24
Interest expense (220) (176) (204)
Minority interests (259) (245) (238)
Corporate expense (312) (283) (287)
Restructuring and other
charges (226) 23 26
Discontinued operations 2 (67) (42)
Accounting changes 2) — (47)
Other 28 (131) (24)
Consolidated net income $ 1,233 $ 1,310 $ 938

Assets:

Total segment assets $27,549  $26,188  $24,788
Elimination of intersegment
receivables (193) (556) (370)

Unallocated amounts:
Cash, cash equivalents, and

short-term investments 769 463 606
Deferred tax assets 1,797 1,884 1,610
Corporate goodwill 1,612 1,628 1,607
Corporate fixed assets 753 595 810
LIFO reserve (872) (700) (558)
Assets held for sale 34 542 1,116
Other 2,247 2,565 2,102

Consolidated assets $33,696  $32,609  $31,711

Geographic information for revenues and long-lived assets
follows.

2005 2004 2003
Revenues:
U.S. $15,514  $14,287  $12,636
Australia 2,464 1,971 1,615
Spain 1,451 1,307 1,119
United Kingdom 887 830 714
Hungary 855 604 493
Brazil 787 603 617
Germany 779 770 785
Other 3,418 2,871 2,875
$26,155  $23,243  $20,854
Long-lived assets:*

uU.S. $11,404 $11,834  $12,227
Canada 2,508 2,537 2,604
Australia 2,703 2,262 2,050
United Kingdom 750 869 828
Brazil 1,116 797 708
Iceland 505 108 15
Other 2,659 2,528 2,311
$21,645  $20,935  $20,743

* Long-lived assets include intangible assets.
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R. Preferred and Common Stock

Preferred Stock. Alcoa has two classes of preferred stock.
Serial preferred stock has 660,000 shares authorized and
546,024 shares outstanding, with a par value of $100 per share
and an annual $3.75 cumulative dividend preference per share.
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. As of December 31, 2005, 133 mil-
lion shares of common stock were reserved for issuance under
the long-term stock incentive plans.

Stock options under the company’s stock incentive plans
have been granted, at not less than market prices on the dates of
grant. 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
(1/3 each year) in 2004 for
1/3 vesting
in 2004
2004 and 3 years 6 years None
forward (1/3 each year)

The transactions for shares under options were: (shares in

millions)
2005 2004 2003
Outstanding, beginning of
year:
Number of options 89.6 87.8 81.6
Weighted average exercise
price $33.34  $32.50 $33.19
Granted:
Number of options 7.0 8.8 16.8
Weighted average exercise
price $29.48  $35.63  $24.93
Exercised:
Number of options (3.7) (5.6) (8.0)
Weighted average exercise
price $20.14  $23.34  $23.29
Expired or forfeited:
Number of options (4.3) (1.4) (2.6)
Weighted average exercise
price $35.34  $37.87  $32.58
Outstanding, end of year:
Number of options 88.6 89.6 87.8
Weighted average exercise
price $33.50  $33.34  $32.50
Exercisable, end of year:
Number of options 84.4 73.5 71.6
Weighted average exercise
price $34.03  $34.39  $34.22
Shares available for future
options 32.4 35.1 13.1




The following tables summarize certain stock option
information at December 31, 2005: (shares in millions)

Options Outstanding

Range of Weighted average Weighted average
exercise price Number remaining life exercise price
$ 4.38 - $12.15 0.3 1.00 $11.46
$12.16 - $19.93 1.6 1.63 16.78
$19.94 - $27.71 13.8 5.54 22.58
$27.72 - $35.49 23.0 3.99 31.06
$35.50 - $45.59 49.9 3.89 38.30
Total 88.6 4.12 33.50
Options Exercisable
Range of Weighted average
exercise price Number exercise price
$ 4.38-$12.15 0.3 $11.46
$12.16 - $19.93 1.6 16.78
$19.94 - $27.71 9.7 22.58
$27.72 - $35.49 22.9 31.06
$35.50 - $45.59 49.9 38.30
Total 84.4 34.03

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 non-vested stock and
performance share awards: (shares in millions)

2005 2004
Outstanding, beginning of year 1.5 —
Granted 1.7 1.5
Forfeited 0.2) —
Performance share adjustment (0.4) —
Outstanding, end of year 2.6 1.5
Shares reserved for future grants 9.3 10.5
After-tax compensation expense $ 16 $ 9

Share Activity (number of shares)

Common stock

Treasury Net outstanding
Balance at end of 2002 (79,755,076) 844,819,462
Stock issued:
Alcoa Aluminio minority
interest acquisition (F) 17,773,541 17,773,541

Compensation plans 5,897,683 5,897,683
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 (54,3006,025) 870,268,513

There were 546,024 shares of preferred stock outstanding
and 924,574,538 shares of common stock issued at the end of
each year presented.

S. Earnings Per Share
Basic earnings per common share (EPS) amounts are computed
by dividing earnings after the deduction of preferred stock
dividends by the average number of common shares out-
standing. Diluted EPS amounts assume the issuance of common
stock for all potentially dilutive equivalents outstanding.

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

2005 2004 2003

Income from continuing operations $1,233 $1,377 $1,027
Less: preferred stock dividends 2 2 2

Income from continuing operations

available to common shareholders $1,231 $1,375 $1,025
Average shares outstanding—basic 871.7 869.9 853.4
Effect of dilutive securities:
Shares issuable upon exercise of
dilutive stock options 5.2 7.5 3.2
Average shares outstanding—
diluted 876.9 877.4 856.6

Options to purchase 73 million shares of common stock at
an average exercise price of $36 per share were outstanding as of
December 31, 2005. Options to purchase 56 million shares of
common stock at an average exercise price of $38 per share were
outstanding as of December 31, 2004. Options to purchase
51 million shares of common stock at an average exercise price
of $38 per share were outstanding as of December 31, 2003.
These amounts 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.

T. Income Taxes
The components of income from continuing operations before
taxes on income were:

2005 2004 2003

U.S. $ 183 $ 269 $ 335
Foreign 1,750 1,896 1,335
$1,933 $2,165 $1,670

The provision for taxes on income from continuing oper-
ations consisted of:

2005 2004 2003
Current:

U.S. federal* $(63) $ 178 $ (44)
Foreign 482 445 304
State and local 38 15 17
457 638 277

Deferred:
U.S. federal* 25 (161) 132
Foreign (28) 54 (4)
State and local (13) 12 —
(16) 95) 128
Total $441 $ 543 $405

* Includes U.S. taxes related to foreign income

Included in discontinued operations is a tax cost of $69 in
2005 and tax benefits of $10 in 2004 and $27 in 2003.

59



The exercise of employee stock options generated a tax
benefit of $9 in 2005, $21 in 2004, and $23 in 2003. This
amount was credited to additional capital and reduced current
taxes payable.

Reconciliation of the U.S. federal statutory rate to Alcoa’s effec-
tive tax rate for continuing operations follows.

2005 2004 2003
35.0% 35.0% 35.0%
(7.6) 9.5) (7.4)

U.S. federal statutory rate
Taxes on foreign income

State taxes net of federal benefit 0.8 0.7 0.9
Minority interests 0.6 0.5 1.1
Permanent differences on asset disposals 2.5 (1.1) (0.1)
Audit and other adjustments to prior

years’ accruals* (7.1) 0.7 (4.1)
Other (1.4) (1.2) (1.2)

Effective tax rate 22.8% 25.1% 24.2%

* 2005 includes the finalization of certain tax reviews and audits,
decreasing the effective tax rate by approximately 6.2 percentage
points.

The components of net deferred tax assets and liabilities follow.

2005 2004
Deferred Deferred Deferred  Deferred
tax tax tax tax
December 31 assets liabilities assets  liabilities
Depreciation $ — $1,432 $ —  $1,434
Employee benefits 1,455 — 1,422 —
Loss provisions 392 — 420 —
Deferred income/expense 116 188 113 202
Tax loss carryforwards 492 — 498 —
Tax credit carryforwards 206 — 348 —
Unrealized gains on
available-for-sale
securities — 171 — 119
Other 218 178 199 156
2,879 1,969 3,000 1,911
Valuation allowance (127) — (120) —
$2752  $1,969 $2,880  $1,911

Of the total deferred tax assets associated with the tax loss
carryforwards, $86 expires over the next ten years, $183 over the
next 20 years, and $223 is unlimited. Of the tax credit
carryforwards, $92 is unlimited, with the balance expiring over
the next ten years. A substantial portion of the valuation allow-
ance relates to the loss carryforwards because the ability to
generate sufficient foreign taxable income in future years is
uncertain. The net change in the valuation allowance for foreign
net operating losses and tax credits resulted in a tax cost of $7 in
2005 and the recognition of a tax benefit of $21 in 2004.
Approximately $31 of the valuation allowance relates to
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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
$7,562 at December 31, 2005. Management has no plans to
distribute such earnings in the foreseeable future. It is not prac-
tical to determine the deferred tax liability on these earnings.
Alcoa did not utilize the American Job Creation Act of 2004
provision that allows companies to repatriate earnings from
foreign subsidiaries at a reduced U.S. tax rate.

U. Lease Expense

Certain equipment, warehousing and office space, and ocean-
going vessels are under operating lease agreements. Total
expense from continuing operations for all leases was $267 in
2005, $251 in 2004, and $219 in 2003. Under long-term
operating leases, minimum annual rentals are $215 in 2006,
$178 in 2007, $132 in 2008, $109 in 2009, $118 in 2010, and
a total of $273 for 2011 and thereafter.

V. Interest Cost Components
2005 2004 2003

Amount charged to expense $339 $271 $314
Amount capitalized 58 27 21
$397 $298 $335

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. sal-
aried and certain hourly employees hired after January 1, 2002
will not have postretirement health care benefits. Alcoa uses a
December 31 measurement date for the majority of its plans.



Obligations and Funded Status

Pension benefits

Postretirement benefits

December 31 2005 2004 2005 2004
Change in projected benefit obligation
Benefit obligation at beginning of year $10,751 $10,268 $ 3,829 $ 3,661
Service cost 209 204 33 31
Interest cost 619 617 216 221
Amendments — (4) (26) 6)
Actuarial losses (gains) 487 220 (47) 276
Acquisitions 20 — — —
Divestitures (5) (10) (1) —
Benefits paid, net of participants’ contributions (685) (668) (349) (355)
Other transfers, net — 46 — —
Exchange rate (64) 78 1 1
Projected benefit obligation at end of year $11,332 $10,751 $ 3,656 $ 3,829
Change in plan assets
Fair value of plan assets at beginning of year $ 8,800 $ 8,386 $ 157 $ 137
Actual return on plan assets 866 927 13 20
Acquisitions 16 — — —
Employer contributions 383 101 — —
Participants’ contributions 26 24 — —
Benefits paid (690) (676) — —
Administrative expenses (24) (28) — —
Other transfers, net — 27 — _
Exchange rate (54) 39 — —
Fair value of plan assets at end of year $ 9,323 $ 8,800 $ 170 $ 157
Funded status $(2,009) $(1,951) $(3,486) $(3,672)
Unrecognized net actuarial loss 2,187 1,912 1,028 1,133
Unrecognized net prior service cost (benefit) 51 73 (37) (7)
Net amount recognized $ 229 $ 34 $(2,495) $(2,546)
Amounts recognized in the Consolidated Balance
Sheet consist of:
Prepaid benefit $ 150 $ 83 $  — $ —
Accrued benefit liability (1,674) (1,587) (2,495) (2,546)
Intangible asset 35 53 — —
Accumulated other comprehensive loss 1,718 1,485 — —
Amount recognized 229 34 (2,495) (2,546)
Amounts attributed to joint venture partners 10 17 38 38
Net amount recognized $ 239 $ 51 $(2,457) $(2,508)
Components of Net Periodic Benefit Costs
Pension benefits Postretirement benefits
2005 2004 2003 2005 2004 2003
Service cost $ 209 $ 204 $ 194 $ 33 $ 31 $ 31
Interest cost 619 617 609 216 221 237
Expected return on plan assets (719) (719) (727) (14) (13) (11)
Amortization of prior service cost (benefit) 22 39 38 4 (32)
Recognized actuarial loss 95 61 8 59 46 40
Net periodic benefit costs $ 226 $ 202 $ 122 $298 $279 $265

An increase in the minimum pension liability resulted in a charge to shareholders’ equity of $148 in 2005 and $21 in 2004.
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The projected benefit obligation for all defined benefit
pension plans was $11,332 and $10,751 at December 31, 2005
and 2004, respectively.

The accumulated benefit obligation for all defined benefit
pension plans was $10,876 and $10,326 at December 31, 2005
and 2004, 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 $11,071 and $8,982, respectively, as
of December 31, 2005, and $10,518 and $8,343, respectively,
as of December 31, 2004. The aggregate accumulated benefit
obligation and fair value of plan assets with accumulated benefit
obligations in excess of plan assets were $10,163 and $8,504,
respectively, as of December 31, 2005, and $10,086 and
$8,320, respectively, as of December 31, 2004.

At December 31, 2005 and 2004, the long-term accrued
pension benefits on the Consolidated Balance Sheet were
$1,500 and $1,513, respectively. The total accrued benefit
liability was $1,674 in 2005 and $1,587 in 2004, which
included the current portion of the liability of $154 in 2005 and
$57 in 2004 and the amounts attributed to joint venture part-
ners of $20 in 2005 and $17 in 2004. At December 31, 2005
and 2004, the prepaid pension benefits on the Consolidated
Balance Sheet were $144 and $83, respectively. The total pre-
paid benefit was $150 in 2005 and $83 in 2004, which
included amounts attributed to joint venture partners of $6 in
2005. At December 31, 2005 and 2004, the intangible pension
asset on the Consolidated Balance Sheet was $31 and $53,
respectively. The total intangible asset was $35 in 2005 and $53
in 2004, which included amounts attributed to joint venture
partners of $4 in 2005.

The unrecognized net actuarial loss for pension benefit plans
at December 31, 2005 of $2,187 has primarily resulted from the
decline in interest rates over the past four 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 amor-
tized over the estimated future service of plan participants,
which is 14 years.

The benefit obligation for postretirement benefit plans and
net amount recognized were $3,656 and $2,495, respectively, as
of December 31, 2005, and $3,829 and $2,546, respectively, as
of December 31, 2004. Of the net amount recognized, the long-
term, current, and amounts attributed to joint venture partners
were $2,105, $352, and $38, respectively, as of December 31,
2005, and $2,150, $358, and $38, respectively, as of December
31, 2004.

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 equivalent to Medicare Part D.

Currently, Alcoa pays a portion of the prescription drug cost
for certain retirees. The benefits were determined to be actuar-
ially 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
will be effective in 2006.
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As of December 31, 2005 and 2004, 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 Dis-
closure 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 reduc-
tion 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 year ended December 31, 2005 reflected a reduction of $24
related to the recognition 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 certain
thresholds, the excess will continue to be recognized as pre-
scribed under SFAS No. 106, “Employers’ Accounting for
Postretirement Benefits Other Than Pensions.” Additionally,
the projected reduction to the 2006 net periodic postretirement
benefit cost, due to the $220 reduction to the APBO
determined in 2005, is $26.

The unrecognized net actuarial loss for postretirement benefit
plans at December 31, 2005 of $1,028 primarily resulted from
the decline in interest rates over the past four years. To the extent
those losses exceed certain thresholds, the excess will continue to
be recognized. Generally, these amounts are amortized over the
estimated future service of plan participants, which is 12 years.

Assumptions

Weighted average assumptions used to determine benefit obliga-
tions are as follows:

December 31 2005 2004
Discount rate 5.70%  6.00%
Rate of compensation increase 4.00 4.50

The discount rate is determined using a yield curve model
developed by the company’s external actuaries. The plan’s
projected benefit obligation cash flows are discounted using
yields on high quality corporate bonds to produce a single
equivalent rate. The plan’s cash flows have an average duration
of 13 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:

2005 2004 2003

Discount rate 6.00% 6.25% 6.75%
Expected long-term return on plan

assets 9.00 9.00 9.00
Rate of compensation increase 4.50 5.00 5.00




The expected 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 consistently exceeded 9% over the past
20 years.

Assumed health care cost trend rates are as follows:

2005 2004 2003

Health care cost trend rate assumed

for next year 8.0% 8.0% 9.0%
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 2010 2009 2009

The health care cost trend rate in the calculation of the 2004
benefit obligation was 8.0% from 2004 to 2005 and 8.0% from
2005 to 2006. Actual annual company health care trend experi-
ence over the past three years has ranged from 5.0% to 7.5%.
The 8% trend rate will be maintained for 2006.

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:

1% 1%
increase decrease
Effect on total of service and interest cost
components $ 8 $ O
Effect on postretirement benefit obligations 129 (108)
Plan Assets

Alcoa’s pension and postretirement plans’ investment policy,
weighted average asset allocations at December 31, 2005 and
2004, and target allocations for 20006, by asset category, are as
follows:

Plan assets at Target
December 31 %
Asset category Policy range 2005 2004 2006
Equity securities 35-60% 57% 56% 53%
Debt securities 30-55% 34 35 35
Real estate 5-15% 5 5 6
Other 0-15% 4 4 6
Total 100% 100% 100%

The basic goal underlying the pension plan investment policy
is to ensure that the assets of the plan, along with expected plan
sponsor contributions, will be invested in a prudent manner to
meet the obligations of the plan 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 plan’s 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.

Cash Flows

In 2005, contributions to Alcoa’s pension plans were $383, of

which $300 was voluntary. The minimum required cash con-

tribution to the pension plans in 2006 is estimated to be $154.
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
2006 $ 700 $ 352 $ 25
2007 700 350 25
2008 700 350 30
2009 750 350 30
2010 750 350 30
2011 through 2015 4,100 1,750 180

$7,700 $3,502 $320

Other Plans

Alcoa also sponsors a number of defined contribution pension
plans. Expenses were $127 in 2005, $118 in 2004, and $107 in
2003.

X. Other Financial Instruments and Derivatives
Other Financial Instruments. The carrying values and fair
values of Alcoa’s financial instruments follow.

2005 2004
Carrying Fair Carrying Fair
December 31 value value value value
Cash and cash
equivalents $ 762 $ 762 $ 457 $ 457
Short-term investments 7 7 6 6
Noncurrent receivables 138 138 18 18
Available-for-sale
investments 733 733 527 527
Short-term debt 58 58 57 57
Short-term borrowings 300 300 267 267
Commercial paper 912 912 630 630
Long-term debt 5,279 5,576 5,345 5,967

The methods used to estimate the fair values of certain finan-
cial instruments follow.
Cash and Cash Equivalents, Short-Term Investments, Short-
Term Debt, Short-Term Borrowings, and Commercial Paper.
The carrying amounts approximate fair value because of the
short maturity of the instruments.
Noncurrent Receivables. The fair value of noncurrent receivables
is based on anticipated cash flows which approximates carrying
value.
Available-for-Sale Investments. The fair value of investments is
based on readily available market values. Investments in market-
able 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.
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Derivatives. Alcoa uses derivative financial instruments for
purposes other than trading. Fair value gains (losses) of material
hedging contracts were:

2005 2004
Aluminum $ 4 $211
Interest rates (100) (42)
Other commodities, principally natural gas 201 53
Currencies 83 38

Aluminum consists of hedge contracts with gains of $245.
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.

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 maintain a
strategic balance between fixed- and floating-rate debt and to
manage overall financing costs. As of December 31, 2005, 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. For additional information on interest rate
swaps and their effect on debt and interest expense, see Note K.
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 2005.

Cash Flow Hedges

Interest Rates. There were no cash flow hedges of interest rate
exposures outstanding as of December 31, 2005. Alcoa pre-
viously 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 conditions, it was judged no longer probable that the
anticipated borrowings would occur in 2005 and 2006. There-
fore, Alcoa recognized $33 of gains that had been deferred on
previously settled swaps and $44 of additional gains to termi-
nate 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 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
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currency contracts was approximately $240 and $400 as of
December 31, 2005 and 2004, 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 arrange-
ments. 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 earn-
ings was not significant in 2005 and was a gain of $29 in 2004.

Alcoa has entered into power supply 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 cash flow hedges of future sales of aluminum.
Gains and losses on the remainder of these embedded
derivatives are recognized in earnings. The impact to earnings
was a loss of $21 in 2005 and a loss of $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 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 custom-
ers’ commitments. Although nonperformance is possible, Alcoa
does not anticipate nonperformance by any of these parties.
Contracts are with creditworthy counterparties 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 facili-
tate settlement of gains and losses on these contracts.

For further information on Alcoa’s hedging and derivatives
activities, see Notes A and K.

Y. Environmental Matters

Alcoa continues to participate in environmental assessments and
cleanups at a number of locations. These include approximately
35 owned or operating facilities and adjoining properties,
approximately 33 previously owned facilities and adjoining
properties, and approximately 61 waste sites, including Super-
fund 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 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 techno-



logical changes. Therefore, it is not possible to determine the
outcomes or to estimate with any degree of accuracy the poten-
tial 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 potential 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 Pro-
tection 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 biphenyl (PCB).

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, repre-
senting 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 additional
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 potential 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 substantially more information,
including river pilot studies on the effects of ice formation and
breakup on each of the remedial techniques. Alcoa submitted to
EPA and 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 proposed for 2006. The
findings will be incorporated into a revised Analysis of Alter-
natives Report, which is expected to be submitted in 2007. 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. With the exception of the natural recovery
remedy, none of the existing alternatives in the 2002 Analysis of
Alternatives Report is more probable than the others, and the
results of the ROPS are necessary to revise the scope and esti-
mated 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 sub-
sequent 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 then-existing environ-
mental 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 assump-
tions about the period of operation, the amount of material
placed in the area prior to closure, and the appropriate technol-
ogy, 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 oper-
ations, Alcoa entered into an administrative order with the EPA
in December 2002 to perform a remedial investigation and
feasibility study of an area used for the disposal of bauxite
residue from historic alumina refining operations. A draft feasi-
bility 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 grading, 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 loca-
tion by $15 in the second quarter of 2005, representing the low
end of the range of possible alternatives which meets 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 disposition of these matters will not have
a materially adverse effect on the financial position or liquidity
of the company.

Alcoa’s remediation reserve balance at the end of 2005 and
2004 was $390 and $391 (of which $40 and $73 were classified
as a current liability), respectively, and reflects the most prob-
able costs to remediate identified environmental conditions for
which costs can be reasonably estimated. Remediation expenses
charged to the reserve were approximately $53 in 2005, $46 in
2004, and $32 in 2003. These amounts include expenditures
currently mandated, as well as those not required by any regu-
latory authority or third party. The reserve balance was
increased by $52 in 2005, primarily due to the reserve recorded
for the acquired Russian fabricating facilities in the first quarter
and for the East St. Louis, IL facility which was recorded in the
second quarter of 2005. In 2004, the reserve increased by $42,
primarily for the additional reserve recorded for the Grasse River
site.

Included in annual operating expenses are the recurring costs
of managing hazardous substances and environmental programs.
These costs are estimated to be about 2% of cost of goods sold.
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Supplemental Financial Information (unaudited)

Quarterly Data

(dollars in millions, except per-share amounts)

The 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.

First Second Third Fourth Year
2005
Sales $6,226 $6,698 $6,566 $6,669 $26,159
Income from continuing operations 267 466 290 210 1,233
(Loss) income from discontinued operations (B) (7) (6) (1) 16 2
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 .53 .33 24 1.41
(Loss) income from discontinued operations (.01) — — .02 —
Cumulative effect of accounting change — — — — —
Net income .30 .53 .33 .26 1.41
Diluted:
Income from continuing operations .30 53 .33 24 1.40
(Loss) income from discontinued operations — (.01) — .02 —
Cumulative effect of accounting change — — — — —
Net income .30 .52 .33 .26 1.40
First Second Third Fourth Year
2004
Sales $5,527 $5,912 $5,818 $5,979 $23,236
Income from continuing operations 345 399 293 340 1,377
Income (loss) from discontinued operations (B) 10 5 (10) (72) (67)
Net income 355 404 283 268 1,310
Earnings (loss) per share:
Basic:
Income from continuing operations .40 46 .33 .39 1.58
Income (loss) from discontinued operations .01 — (.01) (.08) (.08)
Net income 41 46 32 31 1.50
Diluted:
Income from continuing operations .39 45 .33 .39 1.57
Income (loss) from discontinued operations .02 .01 (.01) (.09) (.08)
Net income 41 46 .32 .30 1.49

Number of Employees

2005 2004 2003

u.S. 45,300 47,800 49,300
Other Americas 35,800 35,200 35,300
Europe 39,300 28,500 27,700
Pacific 8,600 7,500 7,700
129,000 119,000 120,000
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Supplemental Financial Information (unaudited)

Reconciliation of Return on Capital

(dollars in millions)

2005 2004 2003 2002
Net income $ 1,233 $ 1,310 $ 938 $ 420
Minority interests 259 245 238 172
Interest expense (after tax) 261 201 238 240
Numerator (sum total) $ 1,753 $ 1,756 $ 1,414 $ 832
Average Balances (1)
Short-term borrowings $ 283 $ 158 $ 42 $ 99
Short-term debt 58 291 303 92
Commercial paper 771 315 333 443
Long-term debt 5,312 6,019 7,197 6,933
Preferred stock 55 55 55 55
Minority interests 1,391 1,378 1,317 1,303
Common equity (2) 13,282 12,633 10,946 10,216
Denominator (sum total) $21,152 $20,849 $20,193 $19,141
Return on capital* 8.3% 8.4% 7.0% 4.3%

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

Reconciliation of Adjusted Return on Capital

(dollars in millions)

2005 2004 2003 2002
Numerator $ 1,753 $ 1,756 $ 1,414 $ 832
Russia net income impact 69 — — —
Adjusted numerator $ 1,822 $ 1,756 $ 1,414 $ 832
Average Balances (1)
Short-term borrowings $ 283 $ 158 $ 42 $ 99
Short-term debt 58 291 303 92
Commercial paper 771 315 333 443
Long-term debt 5,312 6,019 7,197 6,933
Preferred stock 55 55 55 55
Minority interests 1,391 1,378 1,317 1,303
Common equity (2) 13,282 12,633 10,946 10,216
Denominator (sum total) 21,152 20,849 20,193 19,141
Capital projects in progress and Russia capital base (1,913) (1,140) (1,132) (1,184)
Adjusted denominator $19,239 $19,709 $19,061 $17,957
Return on capital, excluding growth investments 9.5% 8.9% 7.4% 4.6%

(1) Calculated as (ending balance current year + ending balance prior year) divided by 2
(2) Calculated as total sharcholders” equity, less preferred stock

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 pre-
viously noted, with expected completion dates over the next several years. As these investments generally require a period of time
before they are productive, management believes that a return on capital measure excluding these growth investments is more repre-
sentative of current operating performance.
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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 has been reclassified to reflect assets held for sale and discontinued operations.

For the year ended December 31 2005 2004 2003
Operating Results Sales $ 26,159 $ 23,236 $ 20,871
Cost of goods sold 21,217 18,469 16,618
Selling, general administrative, and other expenses 1,352 1,252 1,221
Research and development expenses 194 182 190
Depreciation, depletion, and amortization 1,265 1,189 1,159
Restructuring and other charges—expense (income) 339 (21) (27)
Interest expense 339 271 314
Other income, net 480 271 274
Taxes on income 441 543 405
Less: Minority interests” share 259 245 238
Income from continuing operations 1,233 1,377 1,027
Income (loss) from discontinued operations 2 (67) (42)
Cumulative effect of accounting changes* ) — (47)
Net income 1,233 1,310 938
Alcoa’s average realized price per metric ton of aluminum
ingot 2,044 1,867 1,543
LME average 3-month price per metric ton of aluminum ingot 1,900 1,721 1,428
Dividends Declared Preferred stock 2 2 2
Common stock 522 522 514
Financial Position Properties, plants, and equipment, net 13,163 12,325 12,244
Total assets 33,696 32,609 31,711
Total debt 6,549 6,299 7,266
Minority interests 1,365 1,416 1,340
Shareholders” equity 13,373 13,300 12,075
Common Share Data  Basic earnings per sharet 1.41 1.50 1.09
(dollars per share) Diluted earnings per share? 1.40 1.49 1.08
Dividends declared .600 .600 .600
Book value (based on year-end outstanding shares) 15.30 15.21 13.84
Price range: High 32.29 39.44 38.92
Low 22.28 28.51 18.45
Shareholders (number) 271,000 295,000 278,400
Average shares outstanding (thousands) 871,721 869,907 853,352
Operating Data Alumina shipments? 7,857 8,062 8,101
(thousands of metric tons) Aluminum product shipments:
Primary 2,124 1,853 1,834
Fabricated and finished products 3,379 3,267 3,213
Total 5,503 5,120 5,047
Primary aluminum capacity:
Consolidated 4,004 4,004 4,020
Total, including affiliates’ and others’ share of joint
ventures 4,940 4,955 4,969
Primary aluminum production:
Consolidated 3,554 3,376 3,508
Total, including affiliates’ and others’ share of joint
ventures 4,406 4,233 4,360
Other Statistics Capital expenditures $ 2,138 $ 1,143 $ 870
Number of employees 129,000 119,000 120,000
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*

retirement obligations in 2003, goodwill in 2002, and revenue recognition in 2000
t Represents earnings per share on net income

Reflects the cumulative effect of the accounting change for conditional asset retirement obligations in 2005, asset

% 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.



2002 2001 2000 1999 1998 1997 1996 1995
$19,728 $ 21,750 $ 21,909 $ 15,871 $ 15,003 $ 13,014 $ 12,741 $ 12,220
15,797 16,935 16,543 12,168 11,659 10,030 9,817 9,251
1,083 1,191 1,038 823 760 662 696 699
209 197 189 126 126 140 164 140
1,083 1,203 1,182 879 834 729 747 713
413 562 — — — (96) 199 16
350 371 427 195 198 141 134 120
178 307 155 124 148 163 64 153
306 508 896 537 503 517 348 432
172 204 348 228 229 261 202 229
493 886 1,441 1,039 842 793 498 773
(107) 22 48 15 11 12 17 18
34 — 5) — — — — —

420 908 1,484 1,054 853 805 515 791
1,455 1,587 1,698 1,477 1,477 1,653 1,609 1,786
1,365 1,454 1,567 1,388 1,380 1,619 1,536 1,832

2 2 2 2 2 2 2 2

507 516 416 296 263 169 232 160
11,857 11,320 12,210 8,620 8,013 6,268 6,581 6,524
29,810 28,355 31,691 17,066 17,463 13,071 13,450 13,643
8,483 6,647 8,125 3,055 3,478 1,946 2,066 1,897
1,293 1,313 1,514 1,458 1,476 1,440 1,611 1,609
9,927 10,614 11,422 6,318 6,056 4,419 4,462 4,445
.49 1.06 1.81 1.44 1.22 1.17 74 1.11

.49 1.05 1.79 1.41 1.21 1.15 73 1.10
.600 .600 .500 403 375 244 333 225
11.69 12.46 13.13 8.51 8.18 6.49 6.39 6.23
39.75 45.71 43.63 41.69 20.31 22.41 16.56 15.06
17.62 27.36 23.13 17.97 14.50 16.06 12.28 9.22
273,000 266,800 265,300 185,000 119,000 95,800 88,300 83,600
845,439 857,990 814,229 733,888 698,228 688,904 697,334 712,072
7,486 7,217 7,472 7,054 7,130 7,223 6,406 6,407
1,912 1,776 2,032 1,411 1,367 920 901 673
3,324 3,216 3,366 3,067 2,584 2,036 1,940 1,909
5,236 4,992 5,398 4,478 3,951 2,956 2,841 2,582
3,948 4,165 4,219 3,182 3,159 2,108 2,101 1,905
4,851 5,069 5,141 4,024 3,984 2,652 2,642 2,428
3,500 3,488 3,539 2,851 2,471 1,725 1,708 1,506
4,318 4,257 4,395 3,695 3,158 2,254 2,240 2,037

$ 1,273 $ 1,177 $ 1,102 $ 917 $ 931 $ 913 $ 996 $ 887
127,000 129,000 142,000 107,700 103,500 81,600 76,800 72,000
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Directors

Alain J. P. Belda, 62, 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 1995, and executive vice president in 1994.
President of Alcoa Aluminio S.A. from 1979 to 1994. Director
of Alcoa since 1998.

Kathryn S. Fuller, 59, public policy scholar at the Woodrow
Wilson International Center for Scholars, a nonpartisan institute
established by Congress for advanced study of national and world
affairs, since October 2005. Ms. Fuller served as president and
chief executive officer of the World Wildlife Fund U.S. (WWF),
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 WWZF’s public policy and wildlife trade monitoring
programs. Director of Alcoa since 2002.

Carlos Ghosn, 51, president and chief executive officer, Nissan
Motor Company, Ltd., since 2001 and president and chief execu-
tive officer, Renault S.A., since April 2005. Mr. Ghosn served as
chief operating officer 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, 68, 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.

Judith M. Gueron, 64, 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.

o
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Klaus Kleinfeld James W. Owens
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Henry B. Schacht

Klaus Kleinfeld, 48, president and chief executive officer, Siemens
AG, a global electronics and industrial conglomerate, since January
2005. 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, 60, chairman and chief executive officer,
Caterpillar Inc., a manufacturer of construction and mining
equipment, diesel and natural gas engines and industrial gas tur-
bines, 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, 71, managing director 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. He also
previously served as senior advisor (1998 to 1999 and 2003) to
Lucent. Mr. Schacht was managing director of Warburg Pincus
LLC from February 1999 until October 2000. Director of Alcoa
since 1994.

Franklin A. Thomas, 71, consultant, The Study Group, a non-
profit institution assisting development in South Africa, since
1996 and chairman, September 11 Fund, since 2001. Mr. Thomas
served as president and chief executive officer of The Ford
Foundation from 1979 to 1996. Director of Alcoa since 1977.

Ernesto Zedillo, 54, 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.

Joseph T. Gorman

Ernesto Zedillo

Franklin A. Thomas
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Shareowner Information

Annual Meeting

The annual meeting of shareowners will be at 9:30 a.m.
Friday, April 21, 20006, 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 at 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 2005 Sustainability Highlights Report,

visit www.alcoa.com or write Director — Sustainability,
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.

To support this objective, Alcoa pays a quarterly dividend of
15 cents per common share and 93.75 cents per preferred
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 additional 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/equiserve

Telecommunications Device for the Deaf (TDD):
1 800 952 9245

For shareowner questions on other matters related to Alcoa,
write to Donna C. Dabney, Office of the Secretary, 390 Park
Avenue, New York, NY 10022-4608 or call 1 412 553 4707.

Stock Listing

Common: New York Stock Exchange and exchanges
in Australia, Belgium, Germany, Switzerland, and the
United Kingdom

Preferred: American Stock Exchange

Ticker symbol: AA

Quarterly Common Stock Information
2005 2004

Quarter High Low Dividend High Low Dividend
First $32.29 $28.01 $.15  $39.44 $32.60 $.15
Second 31.80 25.91 15 36.60 28.51 15
Third 2998 23.81 15 3370 29.44 15
Fourth  29.84 22.28 15 34.99  30.63 15

Year $32.29 $22.28 $.60  $39.44 $28.51 $.60

Common Share Data

Estimated number Average shares

of shareowners* outstanding (000)
2005 271,000 871,721
2004 295,000 869,907
2003 278,400 853,352
2002 273,000 845,439
2001 266,800 857,990

*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 innova-

tive 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.



The aluminum
industry is at an
unprecedented point
in history ... along with
most of our markets.
Consumption of
aluminum is expected
to double by 2020.
And Alcoa is uniquely
positioned to

seize this growth.
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