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PART I – FINANCIAL INFORMATION
Item 1. Financial Statements.

Alcoa and subsidiaries
Condensed Statement of Consolidated Income (unaudited)
(in millions, except per-share amounts)
 

   
Third quarter ended

September 30,   
Nine months ended

September 30,  
   2007   2006   2007   2006  
Sales (M)   $ 7,387  $ 7,631  $23,361  $22,539 

Cost of goods sold (exclusive of expenses below)    5,910   6,015   18,095   17,186 
Selling, general administrative, and other expenses    365   326   1,089   1,035 
Research and development expenses    64   53   171   150 
Provision for depreciation, depletion, and amortization    338   325   959   955 
Goodwill impairment charge (N)    133   —     133   —   
Restructuring and other charges (D)    444   (3)  413   (11)
Interest expense    151   101   320   291 
Other income, net (F)    (1,731)  (48)  (1,835)  (144)

    
 

   
 

   
 

   
 

Total costs and expenses    5,674   6,769   19,345   19,462 

Income from continuing operations before taxes on income    1,713   862   4,016   3,077 
Provision for taxes on income (G)    1,079   213   1,768   836 

    
 

   
 

   
 

   
 

Income from continuing operations before minority interests’ share    634   649   2,248   2,241 
Less: Minority interests’ share    76   109   301   338 

    
 

   
 

   
 

   
 

Income from continuing operations    558   540   1,947   1,903 
Loss from discontinued operations (H)    (3)  (3)  (15)  (14)

    
 

   
 

   
 

   
 

NET INCOME   $ 555  $ 537  $ 1,932  $ 1,889 
    

 

   

 

   

 

   

 

EARNINGS (LOSS) PER COMMON SHARE (I)      
Basic:      

Income from continuing operations   $ .64  $ .62  $ 2.24  $ 2.19 
Loss from discontinued operations    —     —     (.02)  (.02)

    
 

   
 

   
 

   
 

Net income   $ .64  $ .62  $ 2.22  $ 2.17 
    

 

   

 

   

 

   

 

Diluted:      
Income from continuing operations   $ .64  $ .62  $ 2.22  $ 2.17 
Loss from discontinued operations    (.01)  (.01)  (.02)  (.01)

    
 

   
 

   
 

   
 

Net income   $ .63  $ .61  $ 2.20  $ 2.16 
    

 

   

 

   

 

   

 

Dividends paid per common share   $ .17  $ .15  $ .51  $ .45 
    

 

   

 

   

 

   

 

The accompanying notes are an integral part of the condensed consolidated financial statements.
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Alcoa and subsidiaries
Condensed Consolidated Balance Sheet (unaudited)
(in millions)
 

    
September 30,

2007   
December 31,

2006  
ASSETS    
Current assets:    

Cash and cash equivalents   $ 1,314  $ 506 
Receivables from customers, less allowances of $72 in 2007 and $68 in 2006    2,976   2,788 
Other receivables    364   301 
Inventories (J)    3,311   3,380 
Fair value of derivative contracts    140   295 
Prepaid expenses and other current assets    1,289   1,083 

    
 

   
 

Total current assets    9,394   8,353 
    

 
   

 

Properties, plants, and equipment    30,660   27,689 
Less: accumulated depreciation, depletion, and amortization    14,527   13,682 

    
 

   
 

Properties, plants, and equipment, net    16,133   14,007 
    

 
   

 

Goodwill    4,793   4,885 
Investments (O)    1,981   1,718 
Other assets    3,853   3,939 
Assets held for sale (H)    3,044   4,281 

    
 

   
 

Total assets   $ 39,198  $ 37,183 
    

 

   

 

LIABILITIES    
Current liabilities:    

Short-term borrowings   $ 575  $ 462 
Commercial paper (C)    356   340 
Accounts payable, trade    2,649   2,407 
Accrued compensation and retirement costs    977   949 
Taxes, including taxes on income    1,524   851 
Other current liabilities    1,268   1,360 
Long-term debt due within one year (C)    198   510 

    
 

   
 

Total current liabilities    7,547   6,879 
    

 
   

 

Commercial paper (C)    —     1,132 
Long-term debt, less amount due within one year (C)    6,332   4,777 
Accrued pension benefits    1,311   1,566 
Accrued postretirement benefits    2,840   2,956 
Other noncurrent liabilities and deferred credits    1,959   2,002 
Deferred income taxes    534   762 
Liabilities of operations held for sale (H)    437   678 

    
 

   
 

Total liabilities    20,960   20,752 
    

 
   

 

MINORITY INTERESTS    2,324   1,800 
    

 
   

 

COMMITMENTS AND CONTINGENCIES (K)    

SHAREHOLDERS’ EQUITY    
Preferred stock    55   55 
Common stock    925   925 
Additional capital    5,760   5,817 
Retained earnings    12,405   11,066 
Treasury stock, at cost    (2,510)  (1,999)
Accumulated other comprehensive loss (L)    (721)  (1,233)

    
 

   
 

Total shareholders’ equity    15,914   14,631 
    

 
   

 

Total liabilities and equity   $ 39,198  $ 37,183 
    

 

   

 

The accompanying notes are an integral part of the condensed consolidated financial statements.
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Alcoa and subsidiaries
Condensed Statement of Consolidated Cash Flows (unaudited)
(in millions)
 

   
Nine months ended

September 30,  
   2007   2006  
CASH FROM OPERATIONS    
Net income   $ 1,932  $ 1,889 
Adjustments to reconcile net income to cash from operations:    

Depreciation, depletion, and amortization    959   955 
Deferred income taxes    518   (78)
Equity income, net of dividends    (79)  (65)
Goodwill impairment charge (N)    133   —   
Restructuring and other charges (D)    413   (11)
Gains from investing activities – asset sales (O)    (1,772)  (11)
Provision for doubtful accounts    13   16 
Loss from discontinued operations (H)    15   14 
Minority interests    301   338 
Stock-based compensation    83   57 
Excess tax benefits from stock-based payment arrangements    (77)  (16)
Other    (33)  (181)

Changes in assets and liabilities, excluding effects of acquisitions, divestitures, and foreign currency translation adjustments:    
Decrease (increase) in receivables    224   (287)
Decrease (increase) in inventories    184   (518)
(Increase) in prepaid expenses and other current assets    (100)  (200)
(Decrease) in accounts payable and accrued expenses    (145)  (460)
Increase in taxes, including taxes on income    341   270 
Cash received on long-term aluminum supply contract (N)    93   —   
Pension contributions    (297)  (344)
Net change in noncurrent assets and liabilities    (188)  (28)
(Increase) in net assets held for sale    (49)  (106)

    
 

   
 

CASH PROVIDED FROM CONTINUING OPERATIONS    2,469   1,234 
CASH USED FOR DISCONTINUED OPERATIONS    (1)  —   

    
 

   
 

CASH PROVIDED FROM OPERATIONS    2,468   1,234 
    

 
   

 

FINANCING ACTIVITIES    
Net change in short-term borrowings    102   86 
Net change in commercial paper (C)    (1,116)  1,281 
Additions to long-term debt (C)    2,049   20 
Debt issuance costs (C)    (126)  —   
Payments on long-term debt (C)    (848)  (32)
Common stock issued for stock compensation plans    819   141 
Excess tax benefits from stock-based payment arrangements    77   16 
Repurchase of common stock    (1,548)  (290)
Dividends paid to shareholders    (447)  (392)
Dividends paid to minority interests    (310)  (281)
Contributions from minority interests    369   64 

    
 

   
 

CASH (USED FOR) PROVIDED FROM FINANCING ACTIVITIES    (979)  613 
    

 
   

 

INVESTING ACTIVITIES    
Capital expenditures    (2,615)  (2,054)
Capital expenditures of discontinued operations    —     (4)
Proceeds from the sale of assets    87   19 
Additions to investments    (123)  (52)
Sales of investments (O)    1,981   7 
Net change in short-term investments and restricted cash    (23)  (3)
Other    (13)  15 

    
 

   
 

CASH USED FOR INVESTING ACTIVITIES    (706)  (2,072)
    

 
   

 

EFFECT OF EXCHANGE RATE CHANGES ON CASH AND CASH EQUIVALENTS    25   25 
    

 
   

 

Net change in cash and cash equivalents    808   (200)
Cash and cash equivalents at beginning of year    506   762 

    
 

   
 

CASH AND CASH EQUIVALENTS AT END OF PERIOD   $ 1,314  $ 562 
    

 

   

 

The accompanying notes are an integral part of the condensed consolidated financial statements.
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Alcoa and subsidiaries
Notes to the Condensed Consolidated Financial Statements (unaudited)
(dollars in millions, except per-share amounts)

A. Basis of Presentation – The Condensed Consolidated Financial Statements (the “Financial Statements”) are unaudited. The Financial Statements include all
adjustments, consisting of normal recurring adjustments, considered necessary by management to fairly state the results of operations, financial position, and cash
flows. The results reported in these Financial Statements are not necessarily indicative of the results that may be expected for the entire year. The 2006 year-end
balance sheet data was derived from audited financial statements, but does not include all disclosures required by accounting principles generally accepted in the
United States of America. This Form 10-Q report should be read in conjunction with Alcoa’s Annual Report on Form 10-K for the year ended December 31,
2006, which includes all disclosures required by accounting principles generally accepted in the United States of America. Certain amounts in the prior period
Condensed Statement of Consolidated Cash Flows have been reclassified to conform to the current period presentation.

B. Recently Issued and Recently Adopted Accounting Standards – In February 2007, the Financial Accounting Standards Board (FASB) issued Statement of
Financial Accounting Standards (SFAS) No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities – including an amendment of FASB
Statement No. 115,” (SFAS 159). SFAS 159 permits entities to choose to measure many financial instruments and certain other assets and liabilities at fair value
on an instrument-by-instrument basis (the fair value option). SFAS 159 becomes effective for Alcoa on January 1, 2008. Management is currently evaluating the
potential impact of SFAS 159 on the Financial Statements.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” (SFAS 157). SFAS 157 defines fair value, establishes a framework for
measuring fair value in generally accepted accounting principles, and expands disclosures about fair value measurements. The provisions of this standard apply to
other accounting pronouncements that require or permit fair value measurements. SFAS 157 becomes effective for Alcoa on January 1, 2008. Upon adoption, the
provisions of SFAS 157 are to be applied prospectively with limited exceptions. The adoption of SFAS 157 is not expected to have a material impact on the
Financial Statements.

In April 2007, the FASB issued FASB Staff Position (FSP) No. FIN 39-1, “Amendment of FASB Interpretation No. 39,” (FSP FIN 39-1). FSP FIN 39-1
amends FASB Interpretation No. 39, “Offsetting of Amounts Related to Certain Contracts,” by permitting entities that enter into master netting arrangements as
part of their derivative transactions to offset in their financial statements net derivative positions against the fair value of amounts (or amounts that approximate
fair value) recognized for the right to reclaim cash collateral or the obligation to return cash collateral under those arrangements. FSP FIN 39-1 becomes effective
for Alcoa on January 1, 2008. Management is currently evaluating the potential impact of FSP FIN 39-1 on the Financial Statements.

In March 2007, the Emerging Issues Task Force (EITF) issued EITF Issue No. 06-10, “Accounting for Collateral Assignment Split-Dollar Life Insurance
Arrangements,” (EITF 06-10). Under the provisions of EITF 06-10, an employer is required to recognize a liability for the postretirement benefit related to a
collateral assignment split-dollar life insurance arrangement in accordance with either SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other
Than Pensions,” or Accounting Principles Board Opinion No. 12, “Omnibus Opinion – 1967,” if the employer has agreed to maintain a life insurance policy
during the employee’s retirement or provide the employee with a death benefit based on the substantive arrangement with the employee. The provisions of EITF
06-10 also require an employer to recognize and measure the asset in a collateral assignment split-dollar life insurance arrangement based on the nature and
substance of the arrangement. EITF 06-10 becomes effective for Alcoa on January 1, 2008. Management is currently evaluating the potential impact of EITF 06-
10 on the Financial Statements.

On January 1, 2007, Alcoa adopted FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes – an interpretation of FASB Statement
No. 109,” (FIN 48). FIN 48 prescribes a comprehensive model for how a company should recognize, measure, present, and disclose in its financial statements,
uncertain tax positions that it has taken or expects to take on a tax return. This Interpretation requires that a company recognize in its financial statements the
impact of tax positions that meet a “more likely than not” threshold, based on the technical merits of the position. The tax benefits recognized in the financial
statements from such a position should be measured based on the largest benefit that has a greater than fifty percent likelihood of being realized upon ultimate
settlement. The adoption of FIN 48 did not have an impact on the accompanying Financial Statements. In accordance with the disclosure provisions of FIN 48,
the following information is presented as of the date of adoption.
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Alcoa has $23 of unrecognized tax benefits, all of which, if recorded, would change the 2007 annual effective tax rate by less than one percent. The
company’s results of operations were not materially impacted during the nine-month period ended September 30, 2007 from changes in its unrecognized tax
benefits, nor does the company anticipate such an impact during the fourth quarter of 2007.

It is Alcoa’s policy to recognize interest and penalties related to income taxes as a component of the provision for income taxes on the accompanying
Condensed Statement of Consolidated Income. The amount of interest and penalties accrued at the date of adoption is approximately $5.

Alcoa and its subsidiaries file income tax returns in the U.S., various states and foreign jurisdictions. With few exceptions, Alcoa is no longer subject to
income tax examinations by tax authorities for years prior to 2001. All U.S. tax years prior to 2006 have been audited by the Internal Revenue Service. Various
state and foreign jurisdiction tax authorities are in the process of examining Alcoa’s income tax returns for various tax years ranging from 2001 to 2005.

Effective January 1, 2007, Alcoa adopted FSP No. FIN 48-1, “Definition of Settlement in FASB Interpretation No. 48,” (FSP FIN 48-1), which was issued
on May 2, 2007. FSP FIN 48-1 amends FIN 48 to provide guidance on how an entity should determine whether a tax position is effectively settled for the purpose
of recognizing previously unrecognized tax benefits. The term “effectively settled” replaces the term “ultimately settled” when used to describe recognition, and
the terms “settlement” or “settled” replace the terms “ultimate settlement” or “ultimately settled” when used to describe measurement of a tax position under FIN
48. FSP FIN 48-1 clarifies that a tax position can be effectively settled upon the completion of an examination by a taxing authority without being legally
extinguished. For tax positions considered effectively settled, an entity would recognize the full amount of tax benefit, even if the tax position is not considered
more likely than not to be sustained based solely on the basis of its technical merits and the statute of limitations remains open. The adoption of FSP FIN 48-1 did
not have an impact on the accompanying Financial Statements.

C. Debt – In January 2007, Alcoa completed a public debt offering under its existing shelf registration statement for $2,000 in new senior notes. The $2,000 is
comprised of $750 of 5.55% Notes due 2017, $625 of 5.9% Notes due 2027, and $625 of 5.95% Notes due 2037 (collectively, the “Senior Notes”). Alcoa
received $1,979 in net proceeds from the public debt offering reflecting original issue discounts and the payment of financing costs. A portion of the net proceeds
from the Senior Notes was used by Alcoa to repay $1,132 of its commercial paper outstanding as of December 31, 2006 in January 2007. The $1,132 was
reflected as long-term on the December 31, 2006 Condensed Consolidated Balance Sheet due to the fact that this amount was refinanced with new long-term debt
instruments. Additionally, Alcoa used a portion of the net proceeds to pay $338 related to a tender offer of its 4.25% Notes due 2007 (see below). The remaining
net proceeds were used to repay new commercial paper that was borrowed in January 2007 prior to the issuance of the Senior Notes and for general corporate
purposes. Alcoa paid $15 in financing costs associated with the issuance of the Senior Notes. These costs were deferred and will be amortized, along with the
original issue discounts, to interest expense using the effective interest method over the respective terms of the Senior Notes. Interest on the Senior Notes will be
paid semi-annually in February and August commencing August 2007. Alcoa has the option to redeem the Senior Notes, as a whole or in part, at any time or from
time to time, on at least 30 days but not more than 60 days prior notice to the holders of the Senior Notes at a redemption price specified in the Senior Notes. The
Senior Notes are subject to repurchase upon the occurrence of a change in control repurchase event (as defined in the Senior Notes) at a repurchase price in cash
equal to 101% of the aggregate principal amount of the Senior Notes repurchased, plus any accrued and unpaid interest on the Senior Notes repurchased. The
Senior Notes rank pari passu with Alcoa’s other senior unsecured unsubordinated indebtedness.

Also in January 2007, Alcoa commenced a tender offer (the “Offer”) to purchase for cash any and all of its 4.25% Notes due 2007 (the “2007 Notes”).
Upon expiration of the Offer, $333 of the aggregate outstanding principal amount of the 2007 Notes was validly tendered and accepted. At December 31, 2006,
the 2007 Notes had an outstanding balance of $792 and an original maturity of August 15, 2007. The $333 was reflected as long-term on the December 31, 2006
Condensed Consolidated Balance Sheet due to the fact that this amount was refinanced with new long-term debt instruments. Alcoa paid a total of $338, which
consisted of the purchase price of $331 for the tendered 2007 Notes plus $7 in accrued and unpaid interest, to the holders of the tendered 2007 Notes on
February 1, 2007. An immaterial gain was recognized for the early retirement of the $333 principal amount. On August 15, 2007, Alcoa repaid the $459 of
outstanding principal of the 2007 Notes that was not tendered under the Offer.
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Lastly, in January 2007, Alcoa commenced offers to exchange up to $500 of each of its outstanding 7.375% Notes due 2010 (2010 notes), 6.5% Notes due
2011 (2011 notes), and 6% Notes due 2012 (2012 notes), (collectively, the “old notes”), for up to $1,500 of new Notes due 2019 and 2022. At December 31,
2006, each of the old notes had an outstanding balance of $1,000. Upon expiration of the exchange offers in February 2007, principal amounts of $489 of 2010
notes, $416 of 2011 notes, and $483 of 2012 notes were validly tendered and accepted. In exchange for the tendered amounts, Alcoa issued $750 of 5.72% Notes
due 2019 and $627 of 5.87% Notes due 2022 (collectively, the “new notes”), and paid $98 in cash. The $98 consisted of $75 for the exchange price, which
included an early participation incentive for those holders that tendered old notes by February 5, 2007, $11 in principal to retire tendered old notes not exchanged,
and the remainder was for accrued and unpaid interest on the tendered old notes. The $75, along with $6 in financing costs associated with the exchange offers
plus the remaining unamortized debt issuance costs, original issue discounts, and terminated interest rate swaps associated with the old notes, were deferred and
will be amortized to interest expense using the effective interest method over the respective terms of the new notes. Alcoa recognized an immaterial loss for the
early retirement of the $11 in old notes. Interest on the new notes will be paid semi-annually in February and August commencing August 2007. Alcoa has the
option to redeem the new notes, as a whole or in part, at any time or from time to time, on at least 30 days but not more than 60 days prior notice to the holders of
the new notes at a redemption price specified in the new notes. The new notes are subject to repurchase upon the occurrence of a change in control repurchase
event (as defined in the new notes) at a repurchase price in cash equal to 101% of the aggregate principal amount of the new notes repurchased, plus any accrued
and unpaid interest on the new notes repurchased. The new notes rank pari passu with Alcoa’s other senior unsecured unsubordinated indebtedness.

On February 23, 2007, Alcoa entered into a registration rights agreement (the “Agreement”) related to the new notes. Under the Agreement, Alcoa agreed
to file a registration statement in order to exchange the new notes for registered securities having terms identical in all material respects to the new notes, except
that the registered securities would not contain transfer restrictions. Alcoa filed the registration statement with the Securities and Exchange Commission (SEC) on
March 19, 2007 and it was declared effective on April 2, 2007. The registered exchange offer was made on April 3, 2007 and expired on May 2, 2007. Upon
expiration of the registered exchange offer, virtually all of the new notes were exchanged for registered securities. This exchange had no impact on the
accompanying Financial Statements. Under the Agreement, Alcoa also agreed that under certain circumstances it would file a shelf registration statement with the
SEC covering resales by holders of the new notes in lieu of the registered exchange offer. In the event of a registration default, as defined in the Agreement,
additional interest would accrue on the aggregate principal amount of the new notes affected by such default at a rate per annum equal to 0.25% during the first 90
days immediately following the occurrence of any registration default, and would increase to a maximum of 0.50% thereafter. As of September 30, 2007, Alcoa is
not in default under the Agreement and management has determined that the likelihood of such a default is remote. The Agreement had no impact on the
accompanying Financial Statements.

D. Restructuring and Other Charges – In the third quarter and nine-month period of 2007, Alcoa recorded charges of $444 ($311 after tax and minority
interests) and $413 ($308 after tax and minority interests), respectively. The net charge in both periods included $357 ($251 after tax) in asset impairments related
to the Packaging and Consumer businesses, the Electrical and Electronic Solutions business, and the Automotive Castings business; $53 ($36 after tax) in
severance charges associated with the Electrical and Electronic Solutions business; and $34 ($24 after tax and minority interests) in net charges, primarily for
severance charges and asset impairments of various other facilities (see Note N for additional information related to the Packaging and Consumer businesses, the
Electrical and Electronic Solutions business, and the Automotive Castings business). The 2007 nine-month period also includes net charges, primarily for
accelerated depreciation associated with the shutdown of certain facilities in 2007, of $34 ($24 after tax and minority interests) related to the restructuring
program initiated in the fourth quarter of 2006. All of these amounts were slightly offset in the nine-month period of 2007 by a $65 ($27 after tax) adjustment to
the original impairment charge recorded in the fourth quarter of 2006 related to the estimated fair value of the soft alloy extrusion business, which was
contributed to a joint venture effective June 1, 2007 (see Note O for additional information). In the third quarter and nine-month period of 2006, Alcoa recorded
income of $3 ($2 after tax and minority interests) and $11 ($7 after tax and minority interests), respectively, primarily resulting from adjustments to prior year
severance and other exit cost reserves due to changes in facts and circumstances.

As of September 30, 2007, approximately 3,100 of the 6,200 employees associated with the 2006 restructuring program have been terminated. Also, the
terminations associated with the 2005 restructuring program are essentially complete. For further details on the 2006 and 2005 restructuring programs, see Note D
to the audited consolidated financial statements contained in the Annual Report on Form 10-K for the year ended December 31, 2006.
 

7



In the 2007 nine-month period, cash payments of $72 and $18 were made against total reserves related to the 2006 and 2005 restructuring programs,
respectively. The remaining reserves are expected to be paid in cash through 2007, with the exception of approximately $50 to $55, which is expected to be paid
over the next several years for ongoing site remediation work and special termination benefit payments. Restructuring and other charges are not included in the
segment results.

Activity and reserve balances for restructuring charges are as follows:
 

   

Employee
termination and
severance costs   

Other exit
costs   Total  

Reserve balances at December 31, 2005   $ 121  $ 38  $159 

2006:     
Cash payments    (39)  (2)  (41)
Restructuring charges    100   16   116 
Reversals of previously recorded restructuring charges    (29)  (12)  (41)

    
 

   
 

   
 

Reserve balances at December 31, 2006    153   40   193 
    

 
   

 
   

 

2007:     
Cash payments    (83)  (14)  (97)
Restructuring charges    72   15   87 
Reversals of previously recorded restructuring charges    (7)  (1)  (8)

    
 

   
 

   
 

Reserve balances at September 30, 2007   $ 135  $ 40  $175 
    

 
   

 
   

 

E. Pension Plans and Other Postretirement Benefits – The components of net periodic benefit cost are as follows:
 

   
Third quarter ended

September 30,   
Nine months ended

September 30,  
Pension benefits   2007   2006   2007   2006  
Service cost   $ 49  $ 52  $ 149  $ 156 
Interest cost    165   158   495   467 
Expected return on plan assets    (196)   (184)  (588)   (553)
Amortization of prior service cost    4   4   11   10 
Recognized actuarial loss    32   28   96   91 
Curtailment    —     —     2   —   

    
 

   
 

   
 

   
 

Net periodic benefit cost   $ 57  $ 58  $ 165  $ 171 
    

 
   

 
   

 
   

 

In the nine months ended September 30, 2007, Alcoa recorded a curtailment charge of $2 due to the contribution of Alcoa’s soft alloy extrusion business to
a newly formed joint venture (see Note O for additional information).

Alcoa made discretionary contributions of $135 and $200 and required contributions of $71 and $42 in the third quarter of 2007 and 2006, respectively, to
its pension plans. In the nine-month period of 2007 and 2006, Alcoa made discretionary contributions of $158 and $200 and required contributions of $139 and
$144, respectively, to its pension plans.
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Third quarter ended

September 30,   
Nine months ended

September 30,  
Postretirement benefits   2007   2006   2007   2006  
Service cost   $ 8  $ 8  $ 22  $ 24 
Interest cost    49   54   147   155 
Expected return on plan assets    (5)   (4)  (13)   (12)
Amortization of prior service cost    (1)   3   (3)   7 
Recognized actuarial loss    14   12   42   52 
Curtailment    (7)   —     (3)   —   

    
 

   
 

   
 

   
 

Net periodic benefit cost   $ 58  $ 73  $ 192  $ 226 
    

 
   

 
   

 
   

 

In the third quarter of 2007, Alcoa recorded curtailment income of $7 due to the elimination of the retiree life insurance benefit for certain U.S. employees
who retire subsequent to April 1, 2008. In the nine months ended September 30, 2007, the income of $7 was offset by a curtailment charge of $4 recorded in the
second quarter of 2007 due to the contribution of Alcoa’s soft alloy extrusion business to a newly formed joint venture.

F. Other Income, Net
 

   
Third quarter ended

September 30,   
Nine months ended

September 30,  
   2007   2006   2007   2006  
Equity income   $ 7  $ 15  $ 58  $ 61 
Interest income    15   35   46   67 
Dividend income    14   —     14   24 
Foreign currency losses, net    (69)   (9)  (47)  (25)
Gain on sales of assets    1,771   4   1,772   12 
Other (expense) income, net    (7)   3   (8)  5 

    
 

   
 

   
 

   
 

  $ 1,731  $ 48  $ 1,835  $ 144 
    

 
   

 
   

 
   

 

The Gain on sales of assets in both the third quarter and nine-month period of 2007 include the gain from the sale of Alcoa’s investment in the Aluminum
Corporation of China Limited (see Note O for additional information).

G. Income Taxes – The effective tax rate for the third quarter of 2007 and 2006 was 63.0% and 24.7%, respectively. The rate for the third quarter of 2007 differs
from the U.S. federal statutory rate of 35% primarily due to a discrete income tax charge of $464 related to goodwill that is non-deductible for tax purposes
associated with the planned sale of the Packaging and Consumer businesses (see Note N for additional information). The rate for the third quarter of 2006 differs
from the U.S. federal statutory rate of 35% primarily due to lower taxes on foreign income and a discrete tax benefit of $18 related to the cumulative correction of
Alcoa’s deferred tax assets attributable to an international location.

The effective tax rate for the 2007 and 2006 nine-month periods was 44.0% and 27.2%, respectively. The rate for the 2007 nine-month period differs from
the U.S. federal statutory rate of 35% primarily due to the aforementioned $464 discrete income tax charge, partially offset by foreign income being taxed in
lower rate jurisdictions. The rate for the 2006 nine-month period differs from the U.S. federal statutory rate of 35% primarily due to foreign income being taxed in
lower rate jurisdictions.

See Note B for discussion of the adoption of FIN 48 and FSP FIN 48-1.

H. Discontinued Operations and Assets Held for Sale – For all periods presented in the accompanying Condensed Statement of Consolidated Income,
businesses classified as discontinued operations include the Hawesville, KY automotive casting facility, the wireless component of the telecommunications
business, and a small automotive casting business in the U.K. The home exteriors business was also included in discontinued operations in the 2006 third quarter
and nine-month period.
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The following table details selected financial information for the businesses included within discontinued operations:
 

   
Third quarter ended

September 30,   
Nine months ended

September 30,  
   2007   2006   2007   2006  
Sales   $ —    $ 154  $ —    $ 471 

    
 

   
 

   
 

   
 

Loss from operations   $ (1)  $ (3) $ (2)  $ (12)
Gain (loss) on sale of businesses    —     (1)  (17)   (3)
Loss from impairment    (3)   —     (3)   (1)

    
 

   
 

   
 

   
 

Total pretax loss    (4)   (4)  (22)   (16)
Income tax benefit    1   1   7   2 

    
 

   
 

   
 

   
 

Loss from discontinued operations   $ (3)  $ (3) $ (15)  $ (14)
    

 
   

 
   

 
   

 

In the third quarter of 2007, Alcoa recorded a loss of $3 (after tax) from discontinued operations primarily due to the write-off of the carrying value of
assets related to the Hawesville, KY automotive casting facility. In the third quarter of 2006, Alcoa recorded a loss of $3 (after tax) from discontinued operations
consisting primarily of net operating losses.

In the 2007 nine-month period, Alcoa recorded a loss of $15 (after tax) from discontinued operations primarily related to working capital and other
adjustments associated with the 2006 fourth quarter sale of the home exteriors business and the previously mentioned write-off of the carrying value of assets
related to the Hawesville, KY automotive casting facility. In the 2006 nine-month period, Alcoa recorded a loss of $14 (after tax) from discontinued operations
consisting of net operating losses of $11 and a loss of $3 related to the 2005 fourth quarter sale of the imaging and graphics communications business.

For both periods presented in the accompanying Condensed Consolidated Balance Sheet, the assets and liabilities of operations classified as held for sale
include the Hawesville, KY automotive casting facility, the wireless component of the telecommunications business, a small automotive casting business in the
U.K., and the net assets of three soft alloy extrusion facilities in the U.S. that were not contributed to the newly formed joint venture. Additionally, in the third
quarter of 2007, Alcoa classified the assets and related liabilities of the remaining Automotive Castings business and the businesses within the Packaging and
Consumer segment as held for sale for all periods presented based upon management’s decision to sell these businesses (see Note N for additional information).
The net assets of the soft alloy extrusion business that were contributed to the joint venture in June 2007 were also classified as held for sale as of December 31,
2006 (see Note O for additional information).

The major classes of assets and liabilities of operations held for sale are as follows:
 

   
September 30,

2007   
December 31,

2006
Assets:     

Receivables, less allowances   $ 388  $ 672
Inventories    436   651
Properties, plants, and equipment, net    705   1,188
Goodwill    1,069   1,285
Intangibles    379   404
Other assets    67   81

        

Assets held for sale   $ 3,044  $ 4,281
        

Liabilities:     
Accounts payable   $ 328  $ 487
Accrued expenses    88   164
Other liabilities    21   27

        

Liabilities of operations held for sale   $ 437  $ 678
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I. Earnings Per Share – The information used to compute basic and diluted EPS on income from continuing operations is as follows (shares in millions):
 

   
Third quarter ended

September 30,   
Nine months ended

September 30,
   2007   2006   2007   2006
Income from continuing operations   $ 558  $ 540  $1,947  $1,903
Less: preferred stock dividends    —     —     1   1

                

Income from continuing operations available to common shareholders   $ 558  $ 540  $1,946  $1,902
                

Average shares outstanding – basic    868   868   869   869
Effect of dilutive securities:         

Potential shares of common stock, attributable to stock options, stock awards, and performance
awards    10   5   9   6

                

Average shares outstanding – diluted    878   873   878   875
                

Options to purchase 17 million and 70 million shares of common stock at a weighted average exercise price of $42.42 and $35.80 per share were
outstanding as of September 30, 2007 and 2006, respectively, but were not included in the computation of diluted EPS because they were anti-dilutive, as the
exercise prices of the options were greater than the average market price of Alcoa’s common stock.

J. Inventories
 

   
September 30,

2007   
December 31,

2006
Finished goods   $ 828  $ 925
Work in process    1,034   1,121
Bauxite and alumina    627   535
Purchased raw materials    580   574
Operating supplies    242   225

        

  $ 3,311  $ 3,380
        

Approximately 41% and 43% of total inventories at September 30, 2007 and December 31, 2006, respectively, were valued on a LIFO basis. If valued on
an average-cost basis, total inventories would have been $1,074 and $1,028 higher at September 30, 2007 and December 31, 2006, respectively.

K. Commitments and Contingencies

Litigation

Effective January 1, 2007, Alcoa engaged a financial liability cap for medical benefits provided to retirees, who retired on or after June 1, 1993, along with
their spouses, eligible dependents, and their surviving spouses (collectively, the “participants”) as permitted under a four-year collective bargaining agreement
that was ratified by Alcoa and the United Steelworkers Union on June 22, 2006. The cap requires that the participants pay a portion of their monthly premiums
and increased their deductibles and co-payments for their Alcoa-provided medical coverage. On March 20, 2007, as part of a lawsuit brought against Alcoa in the
United States District Court for the Eastern District of Tennessee, approximately 3,000 retirees, who retired between June 1, 1993 and September 30, 2006, along
with their spouses, eligible dependents, and their surviving spouses filed a motion for a preliminary injunction seeking the reinstatement of retiree medical
benefits as they existed prior to January 1, 2007 under the Employees’ Group Benefits Plan of Alcoa, Plan II. The plaintiffs allege that Alcoa’s implementation of
the financial liability cap violates their purportedly vested right to lifetime retiree medical benefits at a lower cost than they are now required to pay under the
January 1, 2007 plan. Alcoa’s position is that the plaintiffs had no such right. The cap on Alcoa’s contribution toward retiree medical benefits was part of every
collective bargaining agreement dating back to 1993, and those agreements were ratified by the retirees. Alcoa estimates that, in the event of an unfavorable
outcome, its maximum exposure would be an additional postretirement benefit liability of approximately $300 and approximately $40 of expense (includes an
interest cost component) annually, on average, for the next 11 years, all of which includes an estimate for approximately 10,000 additional retirees, who retired
from June 1, 1993 through May 31, 2006, and their spouses who are not parties to the litigation. This litigation is in its preliminary stages and the company is
unable to reasonably predict an outcome. However, Alcoa believes that it has valid defenses and intends to defend this matter vigorously.
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In addition to the litigation discussed above, various other lawsuits, claims, and proceedings have been or may be instituted or asserted against Alcoa,
including those pertaining to environmental, product liability, and safety and health matters. While the amounts claimed may be substantial, the ultimate liability
cannot now be determined because of the considerable uncertainties that exist. Therefore, it is possible that the company’s financial position, liquidity, or results
of operations in a particular period could be materially affected by certain contingencies. However, based on facts currently available, management believes that
the disposition of matters that are pending or asserted will not have a material adverse effect, individually or in the aggregate, on the financial position, liquidity,
or the results of operations of the company.

Environmental Matters

Alcoa continues to participate in environmental assessments and cleanups at a number of locations. These include approximately 32 owned or operating
facilities and adjoining properties, approximately 33 previously owned or operating facilities and adjoining properties, and approximately 66 waste sites,
including Superfund sites. A liability is recorded for environmental remediation costs or damages when a cleanup program becomes probable and the costs or
damages can be reasonably estimated.

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

The following discussion provides additional details regarding the current status of Alcoa’s significant sites where the final outcome cannot be determined
or the 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 biphenyls (PCBs).

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

In June of 2003, based on river observations during the spring of 2003, the EPA requested that Alcoa gather 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 the EPA, and the EPA approved, a Remedial Options
Pilot Study (ROPS) to gather this information. The scope of this study includes sediment removal and capping, the installation of an ice control structure, and
significant monitoring.

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

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

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

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

East St. Louis, IL. In response to questions regarding environmental conditions at the former East St. Louis, IL operations, Alcoa entered into an
administrative order with the EPA in December 2002 to perform a remedial investigation and feasibility study of an area used for the disposal of bauxite residue
from historic alumina refining operations. A draft feasibility study was submitted to the EPA in April 2005. The feasibility study includes remedial alternatives
that range from no further action at $0 to significant 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 location by $15 in the second quarter of 2005,
representing the low end of the range of possible alternatives, which met the remedy selection criteria, as no alternative could be identified as more probable than
the others. Recently, the EPA temporarily suspended their final review of the feasibility study based on Alcoa’s request for additional time to fully explore site
redevelopment and material use options. Ultimately, the EPA’s selection of a remedy could result in additional liability, and Alcoa may be required to record a
subsequent reserve adjustment at the time the EPA’s Record of Decision is issued, which is expected in 2008 or later.

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 material adverse effect on the financial position, liquidity, or the results of operations of the company.

Alcoa’s remediation reserve balance was $293 and $332 at September 30, 2007 and December 31, 2006 (of which $54 and $49 was classified as a current
liability), respectively, and reflects the most probable costs to remediate identified environmental conditions for which costs can be reasonably estimated. In the
2007 nine-month period, the remediation reserve was decreased by $17 consisting of a $15 adjustment for the liabilities associated with a previously owned
smelter site and a $5 adjustment for liabilities at the Russian rolling mills and extrusion plants, both of which were slightly offset by a net increase of $3 in
liabilities associated with various locations. The $15 and $5 adjustments, which were recorded as a credit to Cost of goods sold on the accompanying Condensed
Statement of Consolidated Income, were made after further investigations were completed whereby Alcoa was able to obtain additional information about the
environmental condition and the associated liabilities related to these sites. Payments related to remediation expenses applied against the reserve were $22 in the
2007 nine-month period. These amounts include expenditures currently mandated, as well as those not required by any regulatory authority or third party.

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

Other

Alcoa Aluminio S.A. (Aluminio), a wholly-owned subsidiary of Alcoa, is a participant in several hydroelectric power construction projects in Brazil for
purposes of increasing its energy self-sufficiency and providing a long-term, low-cost source of power for its facilities. Two of these projects, Machadinho and
Barra Grande, were completed in 2002 and 2006, respectively.

Aluminio committed to taking a share of the output of the Machadinho and Barra Grande projects each for 30 years at cost (including cost of financing the
project). In the event that other participants in
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either one of these projects fail to fulfill their financial responsibilities, Aluminio may be required to fund a portion of the deficiency. In accordance with the
respective agreements, if Aluminio funds any such deficiency, its participation and share of the output from the respective project will increase proportionately.

In January 2007, Aluminio exercised pre-emptive rights to acquire an additional ownership interest of 4.67% in Machadinho for $18. This additional
investment provides an additional 15 megawatts of assured energy. This transaction was approved by the Brazilian Energy Agency, antitrust regulators, and other
third parties. In September 2007, Aluminio’s ownership interest of 31.89% was reduced by 0.9% due to the admission of a new investor to the Machadinho
consortium.

With Machadinho and Barra Grande, Aluminio’s current power self-sufficiency is approximately 40%, to meet a total energy demand of approximately 690
megawatts from Brazilian primary plants. Aluminio accounts for the Machadinho and Barra Grande hydroelectric projects on the equity method. Aluminio’s
investment participation in these projects is 30.99% for Machadinho and 42.18% for Barra Grande. Its total investment in these projects was $231 and $175 at
September 30, 2007 and December 31, 2006, respectively. Alcoa’s maximum exposure to loss on these completed projects is approximately $570, which
represents Alcoa’s investment and guarantees of debt.

In the first quarter of 2006, Aluminio acquired an additional 6.41% share in the Estreito hydroelectric power project, reaching 25.49% of total participation
in the consortium. This additional share entitles Aluminio to 38 megawatts of assured energy. Aluminio’s share of the project is estimated to have installed
capacity of approximately 280 megawatts and assured power of approximately 150 megawatts. In December 2006, the consortium obtained the environmental
installation license, after completion of certain socioeconomic and cultural impact studies as required by a governmental agency. Construction began in the first
quarter of 2007.

In the first quarter of 2007, construction began on the Serra do Facao hydroelectric power project. The implementation of construction activities had been
temporarily suspended in 2004 due to the temporary suspension of the project’s installation permit by legal injunction issued by the Brazilian Judicial Department
(Public Ministry). Since 2004, this project was placed on hold due to unattractive market conditions. In mid-2006, market conditions became favorable and
Aluminio proceeded with plans to begin construction. In September of 2006, the national environmental agency renewed the installation permit allowing
construction to commence. Aluminio’s share of the Serra do Facao project is 34.97%, which decreased by 4.53% in the first quarter of 2007 due to the approval
of a new shareholder structure, and entitles Aluminio to approximately 65 megawatts of assured power.

In 2004, Alcoa acquired a 20% interest in a consortium, which subsequently purchased the Dampier to Bunbury Natural Gas Pipeline (DBNGP) in Western
Australia, in exchange for an initial cash investment of $17. This investment was classified as an equity investment. Alcoa has made additional contributions of
$76, including $9 in the third quarter of 2007 and $11 in both the first and second quarter of 2007, and committed to invest an additional $32 to be paid as the
pipeline expands through 2009. In the 2007 first quarter, the remaining commitment was reduced by $5 from December 31, 2006 based on a revision in the
consortium’s forecast of equity requirements related to the future expansion of the DBNGP. In the third quarter of 2007, this reduction was completely offset by a
$5 foreign currency translation adjustment as a result of the significant weakening of the U.S. dollar as these contributions are transacted in Australian dollars.
The investment in the DBNGP was made in order to secure a competitively priced long-term supply of natural gas to Alcoa’s refineries in Western Australia. In
addition to its equity ownership, Alcoa has an agreement to purchase gas transmission services from the DBNGP. Alcoa’s maximum exposure to loss on the
investment and the related contract is approximately $385 as of September 30, 2007.

In July 2006, the European Commission (EC) announced that it has opened an investigation to establish whether an extension of the regulated preferential
electricity tariff granted by Italy to some energy-intensive industries complies with European Union state aid rules. The new Italian power tariff modifies the
preferential tariff that was in force until December 31, 2005 and extends it through 2010. Alcoa has been operating in Italy for more than 10 years under a power
supply structure approved by the EC in 1996. That measure, like the new one, was based on Italian state legislation that provides a competitive power supply to
the primary aluminum industry and is not considered state aid by the Italian Government. The EC’s announcement states that it has doubts about the measure’s
compatibility with European Union legislation and concerns about distortion of competition in the European market of primary aluminum, where energy is an
important part of the production costs. The opening of an in-depth investigation gives interested parties the opportunity to comment on the proposed measures; it
does not prejudge the outcome of the procedure. It is Alcoa’s understanding that the Italian Government’s continuation of the electricity tariff was done in
conformity with all applicable laws and regulations. Alcoa believes that the total potential impact from a loss of the tariff would be approximately $20 (pre-tax)
per
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month in higher power costs at its Italian smelters. The total estimated potential impact has increased since the second quarter of 2007 due to a combination of the
weakening of the U.S. dollar, as the liability would be payable in Euros in the event of a negative outcome, and an increase in the estimated cost of power. While
Alcoa believes that any additional cost would only be assessed prospectively from the date of the EC’s decision on this matter, it is possible that the EC could rule
that the assessment must be retroactively applied to January 2006. A decision by the EC is not expected until 2008. On November 29, 2006, Alcoa filed an appeal
before the European Court of First Instance seeking the annulment of the decision of the EC to open the investigation alleging that such decision did not follow
the applicable procedural rules. This appeal, which may be withdrawn by Alcoa at any time, is expected to be resolved in 2008 as well.

On January 25, 2007, the EC announced that it has opened an investigation to establish whether the regulated electricity tariffs granted by Spain comply
with European Union state aid rules. Alcoa has been operating in Spain for more than nine years under a power supply structure approved by the Spanish
Government in 1986, an equivalent tariff having been granted in 1983. The investigation is limited to the year 2005 and it is focused both on the energy-intensive
consumers and the distribution companies. The investigation provided 30 days to any interested party to submit observations and comments to the EC. With
respect to the energy-intensive consumers, the EC is opening the investigation on the assumption that prices paid under the tariff in 2005 were lower than the pool
price mechanism, therefore being, in principle, artificially below market conditions. Alcoa has submitted comments in which the company has provided evidence
that prices paid by energy-intensive consumers were in line with the market, in addition to various legal arguments defending the legality of the Spanish tariff
system. Therefore, it is Alcoa’s understanding that the Spanish tariff system for electricity is in conformity with all applicable laws and regulations, and therefore
no state aid is present in that tariff system. Alcoa believes that the total potential impact from an unfavorable decision would be approximately $11 (pre-tax).
While Alcoa believes that any additional cost would only be assessed for the year 2005, it is possible that the EC could extend its investigation to later years. A
decision by the EC is not expected until late in 2008. If the EC’s investigation concludes that the regulated electricity tariffs for industries are unlawful, Alcoa will
have an opportunity to challenge the decision in the European Union courts.

L. Comprehensive Income
 

   
Third quarter ended

September 30,   
Nine months ended

September 30,  
   2007   2006   2007   2006  
Net income   $ 555  $ 537  $ 1,932  $1,889 
Other comprehensive income (loss), net of tax and minority interests:      

Unrealized gains (losses) on available-for-sale securities:      
Unrealized holding gains (losses)    305   (58)  748   (70)
Net amount reclassified to income    (1,160)   —     (1,160)  —   

    
 

   
 

   
 

   
 

Net change in unrealized gains on available-for-sale securities    (855)   (58)  (412)  (70)
    

 
   

 
   

 
   

 

Foreign currency translation adjustments    459   120   860   323 
Change in additional minimum pension liability    —     —     —     94 
Change in unrecognized losses and prior service cost related to pension and

postretirement benefit plans    55   —     132   —   
Unrecognized (losses) gains on derivatives:      

Net change from periodic revaluations    (3)   24   (63)  (281)
Net amount reclassified to income    (10)   (10)  (5)  (63)

    
 

   
 

   
 

   
 

Net unrecognized (losses) gains on derivatives    (13)   14   (68)  (344)
    

 
   

 
   

 
   

 

Comprehensive income   $ 201  $ 613  $ 2,444  $1,892 
    

 
   

 
   

 
   

 

Alcoa recognized unrealized holding gains of $465 ($302 after tax) and $1,147 ($745 after tax) in the third quarter and nine-month period of 2007,
respectively, related to its investment in the Aluminum Corporation of China Limited (Chalco). Also, Alcoa reclassified $1,159 (after tax) in cumulative
unrealized holding gains related to Chalco from other comprehensive income to net income, as these gains were realized due to the sale of this investment (see
Note O for additional information).
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M. Segment Information – Alcoa’s reportable segments, as reclassified for discontinued operations and assets held for sale, are as follows (differences
between segment totals and consolidated totals are in Corporate):
 

Third quarter ended September 30, 2007   Alumina  
Primary
Metals   

Flat-
Rolled

Products  

Extruded
and End
Products   

Engineered
Solutions   

Packaging
and

Consumer  Total
Sales:             

Third-party sales   $ 664  $1,600  $ 2,309  $ 563  $ 1,407  $ 828  $7,371
Intersegment sales    631   1,171   59   13   —     —     1,874

    
 

           
 

           

Total sales   $ 1,295  $2,771  $ 2,368  $ 576  $ 1,407  $ 828  $9,245
    

 
           

 
           

Profit and loss:             
Equity (loss) income   $ (1) $ 11  $ —    $ (2) $ —    $ —    $ 8
Depreciation, depletion, and amortization    76   102   58   11   46   29   322
Income taxes    89   80   31   5   38   17   260
After-tax operating income (ATOI)    215   283   61   13   60   36   668

Third quarter ended September 30, 2006                      
Sales:             

Third-party sales   $ 733  $1,476  $ 2,115  $ 1,146  $ 1,345  $ 815  $7,630
Intersegment sales    524   1,467   65   20   —     —     2,076

    
 

           
 

           

Total sales   $ 1,257  $2,943  $ 2,180  $ 1,166  $ 1,345  $ 815  $9,706
    

 
           

 
           

Profit and loss:             
Equity (loss) income   $ (2) $ 16  $ —    $ —    $ 1  $ —    $ 15
Depreciation, depletion, and amortization    47   100   57   29   43   30   306
Income taxes    108   140   19   7   35   8   317
ATOI    271   346   48   16   75   24   780
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Nine months ended September 30, 2007   Alumina  
Primary
Metals   

Flat-
Rolled

Products  

Extruded
and End
Products   

Engineered
Solutions   

Packaging
and

Consumer  Total
Sales:             

Third-party sales   $ 2,021  $4,979  $ 6,928  $ 2,703  $ 4,334  $ 2,401  $23,366
Intersegment sales    1,797   3,931   182   81   —     —     5,991

    
 

       
 

               

Total sales   $ 3,818  $8,910  $ 7,110  $ 2,784  $ 4,334  $ 2,401  $29,357
    

 
       

 
               

Profit and loss:             
Equity income   $ —    $ 51  $ —    $ 7  $ —    $ —    $ 58
Depreciation, depletion, and amortization    194   299   168   30   129   89   909
Income taxes    291   490   90   45   129   41   1,086
ATOI    751   1,249   216   93   258   92   2,659

Nine months ended September 30, 2006                      
Sales:             

Third-party sales   $ 2,074  $4,473  $ 6,170  $ 3,349  $ 4,110  $ 2,398  $22,574
Intersegment sales    1,594   4,684   180   74   —     —     6,532

    
 

       
 

               

Total sales   $ 3,668  $9,157  $ 6,350  $ 3,423  $ 4,110  $ 2,398  $29,106
    

 
       

 
               

Profit and loss:             
Equity (loss) income   $ (3) $ 64  $ (1) $ —    $ 1  $ —    $ 61
Depreciation, depletion, and amortization    136   298   164   87   125   92   902
Income taxes    313   546   70   16   116   22   1,083
ATOI    791   1,280   193   33   258   69   2,624

 

The following table reconciles total segment ATOI to consolidated net income:
 

   
Third quarter ended

September 30,   
Nine months ended

September 30,  
   2007   2006   2007   2006  
Total segment ATOI   $ 668  $ 780  $2,659  $ 2,624 
Unallocated amounts (net of tax):      

Impact of LIFO    10   (19)  (33)  (104)
Interest income    10   23   30   44 
Interest expense    (98)   (66)  (208)  (189)
Minority interests    (76)   (109)  (301)  (338)
Corporate expense    (101)   (64)  (288)  (235)
Restructuring and other charges    (311)   2   (308)  7 
Discontinued operations    (3)   (3)  (15)  (14)
Other    456   (7)  396   94 

    
 

   
 

   
 

   
 

Consolidated net income   $ 555  $ 537  $1,932  $ 1,889 
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The following table details segment assets:
 

   
September 30,

2007   
December 31,

2006
Alumina   $ 6,358  $ 5,250
Primary Metals    11,315   10,530
Flat-Rolled Products    5,446   5,192
Extruded and End Products    2,046   1,178
Engineered Solutions    6,121   5,847

        

Total segment assets   $ 31,286  $ 27,997
        

N. Acquisitions and Divestitures – On May 7, 2007, Alcoa announced an offer to purchase all of the outstanding common shares of Alcan Inc. (Alcan), for a
combination of cash and stock. On July 12, 2007, Alcan’s board of directors agreed to recommend a takeover offer by Rio Tinto plc, and Alcoa effectively
withdrew its offer for Alcan due to said agreement. In the third quarter and nine-month period of 2007, Alcoa recorded $19 ($12 after tax) and $45 ($29 after tax),
respectively, in transaction costs (investment banking, legal, audit-related, and other third-party expenses) related to the offer for Alcan in Selling, general
administrative, and other expenses on the accompanying Condensed Statement of Consolidated Income. In addition, early in the third quarter, Alcoa fully
amortized $30 ($19 after tax) in commitment fees that were paid and capitalized in June 2007 and expensed $37 ($24 after tax) in commitment fees that were paid
in July 2007. These commitment fees were paid to secure an 18-month $30,000 senior unsecured credit facility, which was to be used to pay for shares of Alcan.
The $67 in commitment fees was recorded in Interest expense on the accompanying Condensed Statement of Consolidated Income.

On April 25, 2007, Alcoa announced it was exploring strategic alternatives for the potential disposition of the businesses within the Packaging and
Consumer segment (P&C), the Automotive Castings business (AC), and the Electrical and Electronic Solutions business (EES) (formerly the Alcoa Fujikura
Limited wire harness business). On September 28, 2007, management completed its review of strategic alternatives and determined that the best course of action
is to sell the P&C and AC businesses, and to significantly restructure the EES business in order to improve its returns and profitability.

As a result of this decision, the assets and related liabilities of the P&C and AC businesses have been classified as held for sale for all periods presented on
the accompanying Condensed Consolidated Balance Sheet (see Note H for additional information). The results of operations of the P&C and AC businesses will
continue to be reflected in the Packaging and Consumer segment and the Engineered Solutions segment, respectively, until their eventual disposition, unless facts
and circumstances change. In the third quarter of 2007, Alcoa recorded impairment charges of $215 ($140 after tax) related to the P&C businesses and $68 ($51
after tax) for the AC business to reflect the write-down of the carrying value of the assets of these businesses to their respective estimated fair values. These
impairment charges were recorded in Restructuring and other charges on the accompanying Condensed Statement of Consolidated Income. In addition, Alcoa
recorded a $464 discrete income tax charge related to goodwill associated with the planned sale of the P&C businesses that is non-deductible for tax purposes.
Severance and other exit costs may be incurred subsequent to the third quarter of 2007 as Alcoa negotiates the sale of the P&C and AC businesses with potential
buyers. Alcoa has received indicative offers from several potential buyers for the P&C businesses, and plans to complete the transaction by late 2007 or early
2008. Alcoa is also near a definitive agreement to sell its AC business and expects to close the transaction by the end of the year.

The following is a description of the AC business and the four businesses within P&C:
 

 
•  Automotive Castings, producers of cast aluminum components including steering knuckles, swing arms and control arms through a Vacuum

Riserless Casting/Pressure Riserless Casting (VRC/PRC) process, and has approximately 550 employees in two locations, Fruitport, Michigan and
Farsund, Norway. This business generated approximately $150 in sales in 2006;

 

 
•  Flexible Packaging, manufacturers of laminated, printed, and extruded non-rigid packaging materials such as pouch, blister packaging, unitizing

films, high quality shrink labels and foil lidding for the pharmaceutical, food and beverage, tobacco and industrial markets;
 

 
•  Closure Systems International, a global manufacturer leader of plastic and aluminum packaging closures and capping equipment for beverage, food

and personal care customers;
 

 
•  Consumer Products, a leading manufacturer of branded and private label foil, wraps and bags, and includes the Reynolds® and Baco® branded

products;
 

 
•  Food Packaging, makers of stock and customer products for the foodservice, supermarket, food processor and agricultural markets, including foil,

film, and both plastic and foil food containers.
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The Packaging and Consumer segment generated sales of approximately $3,200 in 2006 and has approximately 10,000 employees in 22 countries.

The EES business manufactures and designs electrical and electronic systems, wire harnesses and components for the ground transportation industry
worldwide. In the third quarter of 2007, Alcoa recorded severance charges of $53 ($36 after tax) related to restructurings at various facilities in North America
and Europe associated with the EES business. Alcoa anticipates recognizing an additional $5 or less ($4 after-tax) of costs, such as contract termination costs,
retention payments, legal fees and other exit costs, associated with these restructuring actions in future periods. The majority of the severance associated with the
North American and European facilities is anticipated to be complete by the end of 2008, and the remaining portions of the plan are expected to be complete no
later than the first half of 2009. Also in the third quarter of 2007, Alcoa recorded impairment charges of $133 ($93 after tax) for goodwill and $74 ($60 after tax)
for various fixed assets, as the forecasted future earnings and cash flows of the EES business no longer supported the carrying values of such assets. The
severance and fixed asset impairment charges were recorded in Restructuring and other charges on the accompanying Condensed Statement of Consolidated
Income.

In connection with the 2005 acquisition of the Belaya Kalitva and Samara fabricating facilities located in Russia, Alcoa entered into a long-term aluminum
supply contract with the seller of these facilities and made a prepayment of $93. In January 2007, this $93 was repaid to Alcoa as provided for in the contract, and
is reflected in the cash from operations section on the accompanying Condensed Statement of Consolidated Cash Flows. The long-term aluminum supply contract
is still in place and none of the provisions of the contract changed due to the receipt of the $93.

In the first quarter of 2007, Alcoa made a final contingent payment of $13 related to its 2002 acquisition of Fairchild Fasteners (Fairchild). This payment
was made to the seller of Fairchild due to the achievement of certain 2006 operating targets. The payment was accrued for in the fourth quarter of 2006 as an
adjustment to goodwill, and is included in the investing activities section on the accompanying Condensed Statement of Consolidated Cash Flows.

O. Investments – Effective June 1, 2007, Alcoa completed the formation of a joint venture with Orkla ASA’s Sapa Group (Sapa) combining Alcoa’s soft alloy
extrusion business (excluding three facilities each in the U.S. and Brazil) with Sapa’s Profiles extruded aluminum business. The new joint venture, Sapa AB, is
expected to have annual sales of approximately $4,500 and 12,000 employees, and is majority-owned and operated by Sapa. As of September 30, 2007, Alcoa’s
ownership percentage in the joint venture was 46% and the carrying value of the investment was approximately $800, which is accounted for as an equity method
investment. The equity income from Alcoa’s 46% ownership share is reflected in the Extruded and End Products segment. Prior to June 1, 2007, the assets and
liabilities of Alcoa’s soft alloy extrusion business (excluding three facilities in Brazil that Alcoa is retaining) were classified as held for sale. As of September 30,
2007, the net assets of the three U.S. facilities not contributed to the joint venture continue to be classified as held for sale on the accompanying Condensed
Consolidated Balance Sheet (see Note H) (In October 2007, Alcoa completed the sale of two of the three U.S. facilities for approximately $15 while the third
such U.S. facility has ceased operations). In the second quarter of 2007, in conjunction with the contribution of the soft alloy extrusion business to the joint
venture, Alcoa recorded a $65 ($27 after tax) adjustment to the original impairment charge recorded in the fourth quarter of 2006. This adjustment was primarily
the result of a higher estimated fair value of the soft alloy extrusion business than what was reflected in the original impairment charge, and was recorded as
income in Restructuring and other charges on the accompanying Condensed Statement of Consolidated Income (see Note D). In the third quarter of 2007, Alcoa
recorded a $6 ($5 after tax) charge in Restructuring and other charges on the accompanying Condensed Statement of Consolidated Income for various post-
closing adjustments related to the formation of the joint venture. The carrying value and ownership percentage of Alcoa’s investment as of September 30, 2007
are subject to further post-closing adjustments based upon certain provisions in the joint venture agreement and the finalization of financial statement audits of the
businesses contributed to the joint venture by both partners.

On September 12, 2007, Alcoa sold its investment in Chalco for $1,942 in cash proceeds, net of transaction fees, which is reflected in Sales of investments
on the accompanying Condensed Statement of Consolidated Cash Flows. Prior to its sale, the Chalco investment was classified
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as an available-for-sale security and was carried at fair value, with unrealized gains/losses recorded in other comprehensive income. Alcoa’s original cost basis of
its seven percent interest in Chalco was $184 and this transaction resulted in a gain of $1,754 ($1,140 after tax), net of transaction fees and other expenses, which
was recorded in Other income, net on the accompanying Condensed Statement of Consolidated Income and is reflected in Gains from investing activities – asset
sales on the accompanying Condensed Statement of Consolidated Cash Flows. Alcoa reclassified $1,159 (after tax) in cumulative unrealized holding gains from
other comprehensive income to net income (see Note L), as these gains were realized through the sale transaction.

P. Subsequent Event – On October 2, 2007, Alcoa entered into a Five-Year Revolving Credit Agreement, dated as of October 2, 2007 (the “Credit Agreement”),
with a syndicate of lenders and issuers named therein. The Credit Agreement provides a $3,250 senior unsecured revolving credit facility (the “Credit Facility”),
the proceeds of which are to be used to provide working capital or for other general corporate purposes of Alcoa, including support of Alcoa’s commercial paper
program. Subject to the terms and conditions of the Credit Agreement, Alcoa may from time to time request increases in lender commitments under the Credit
Facility, not to exceed $500 in aggregate principal amount, and may also request the issuance of letters of credit, subject to a letter of credit sub-limit of $500
under the Credit Facility.

The Credit Facility matures on October 2, 2012, unless extended or earlier terminated in accordance with the provisions of the Credit Agreement. Alcoa
may make two one-year extension requests during the term of the Credit Facility, with any extension being subject to the lender consent requirements set forth in
the Credit Agreement.

The Credit Facility is unsecured and amounts payable under it will rank pari passu with all other unsecured, unsubordinated indebtedness of Alcoa.
Borrowings under the Credit Facility may be denominated in U.S. dollars or Euros. Loans will bear interest at (i) a base rate or (ii) a rate equal to LIBOR plus an
applicable margin based on the credit ratings of Alcoa’s outstanding senior unsecured long-term debt. Based on Alcoa’s current long-term debt ratings, the
applicable margin on LIBOR loans will be 0.24% per annum. Loans may be prepaid without premium or penalty, subject to customary breakage costs.

The Credit Facility replaces $3,000 in aggregate principal amount of revolving credit facilities maintained by Alcoa under the following credit agreements,
which were terminated effective October 2, 2007: (i) $1,000 Five-Year Revolving Credit Agreement dated as of April 22, 2005, (ii) $1,000 Five-Year Revolving
Credit Agreement dated as of April 23, 2004, as amended, and (iii) $1,000 Five-Year Revolving Credit Agreement dated as of April 25, 2003, as amended
(collectively, the “Former Credit Agreements”).

The Credit Agreement includes covenants substantially similar to those in the Former Credit Agreements, including, among others, (a) a leverage ratio,
(b) limitations on Alcoa’s ability to incur liens securing indebtedness for borrowed money, (c) limitations on Alcoa’s ability to consummate a merger,
consolidation or sale of all or substantially all of its assets and (d) limitations on Alcoa’s ability to change the nature of its business.

The obligation of Alcoa to pay amounts outstanding under the Credit Facility may be accelerated upon the occurrence of an “Event of Default” as defined
in the Credit Agreement. Such Events of Default include, among others, (a) Alcoa’s failure to pay the principal of, or interest on, borrowings under the Credit
Facility, (b) any representation or warranty of Alcoa in the Credit Agreement proving to be materially false or misleading, (c) Alcoa’s breach of any of its
covenants contained in the Credit Agreement, and (d) the bankruptcy or insolvency of Alcoa.
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Report of Independent Registered Public Accounting Firm*

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

We have reviewed the accompanying condensed consolidated balance sheet of Alcoa Inc. and its subsidiaries (Alcoa) as of September 30, 2007, and the related
condensed statement of consolidated income for each of the three-month and nine-month periods ended September 30, 2007 and 2006 and the condensed
statement of consolidated cash flows for the nine-month periods ended September 30, 2007 and 2006. These interim financial statements are the responsibility of
Alcoa’s management.

We conducted our review in accordance with the standards of the Public Company Accounting Oversight Board (United States). A review of interim financial
information consists principally of applying analytical procedures and making inquiries of persons responsible for financial and accounting matters. It is
substantially less in scope than an audit conducted in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
objective of which is the expression of an opinion regarding the financial statements taken as a whole. Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any material modifications that should be made to the accompanying condensed consolidated interim financial
statements for them to be in conformity with accounting principles generally accepted in the United States of America.

We previously audited in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated balance sheet as of
December 31, 2006, and the related statements of consolidated income, shareholders’ equity and cash flows for the year then ended (not presented herein), and in
our report dated February 15, 2007, we expressed an unqualified opinion on those consolidated financial statements. In our opinion, the information set forth in
the accompanying consolidated balance sheet information as of December 31, 2006, is fairly stated in all material respects in relation to the consolidated balance
sheet from which it has been derived.
 
/s/ PricewaterhouseCoopers LLP

Pittsburgh, Pennsylvania
October 25, 2007

* This report should not be considered a “report” within the meanings of Sections 7 and 11 of the 1933 Act and the independent registered public accounting
firm’s liability under Section 11 does not extend to it.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

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

Forward-Looking Statements

Certain statements in this report under this caption and elsewhere relate to future events and expectations and, as such, constitute forward-looking
statements. Forward-looking statements include those containing such words as “anticipates,” “believes,” “estimates,” “expects,” “hopes,” “targets,” “should,”
“will,” “will likely result,” “forecast,” “outlook,” “projects” or similar expressions. Such forward-looking statements involve known and unknown risks,
uncertainties and other factors that may cause actual results, performance, or achievements of Alcoa to be different from those expressed or implied in the
forward-looking statements. For a discussion of some of the specific factors that may cause such a difference, see Note K to the Condensed Consolidated
Financial Statements; the disclosures included below under Segment Information, Environmental Matters, and Quantitative and Qualitative Disclosures about
Market Risks; and Alcoa’s Form 10-K, Part I, Item 1A, for the year ended December 31, 2006. Alcoa disclaims any intention or obligation (other than as required
by law) to update or revise any forward-looking statements.

Results of Operations

Selected Financial Data:
 

   
Third quarter ended

September 30,   
Nine months ended

September 30,  
   2007   2006   2007   2006  
Sales   $ 7,387  $ 7,631  $23,361  $22,539 

Income from continuing operations   $ 558  $ 540  $ 1,947  $ 1,903 
Loss from discontinued operations    (3)  (3)  (15)  (14)

    
 

   
 

   
 

   
 

Net income   $ 555  $ 537  $ 1,932  $ 1,889 
    

 
   

 
   

 
   

 

Earnings per common share:      
Diluted – Income from continuing operations   $ .64  $ .62  $ 2.22  $ 2.17 
Diluted – Net income    .63   .61   2.20   2.16 

Shipments of aluminum products (kmt)    1,328   1,396   4,057   4,146 
Shipments of alumina (kmt)    1,937   2,205   5,804   6,336 

Alcoa’s average realized price per metric ton of aluminum   $ 2,734  $ 2,620  $ 2,835  $ 2,628 
Average 3-month LME price per metric ton    2,605   2,527   2,717   2,551 

Income from continuing operations was $558, or $0.64 per diluted share, in the third quarter of 2007 compared with $540, or $0.62 per share, in the third
quarter of 2006. Income from continuing operations in the 2007 third quarter increased $18, or 3%, compared to the corresponding 2006 period primarily due to:
higher realized prices; increased demand in the aerospace, packaging, and industrial markets; the gain on the sale of the investment in the Aluminum Corporation
of China Limited (Chalco); and a decrease in the charge recorded for LIFO. These positive impacts were mostly offset by continued higher energy, raw materials,
and other input costs; net unfavorable foreign currency movements due to a significantly weaker U.S. dollar; asset impairments and restructuring charges
associated with the Packaging and Consumer businesses, the Electrical and Electronic Solutions business, and the Automotive Castings business, as well as a
discrete income tax charge related to the Packaging and Consumer businesses; smelter curtailment costs associated with the power outage in Tennessee and the
shutdown of one of the potlines in Rockdale, Texas; startup costs at the Iceland smelter; transaction costs and interest charges associated with the offer for Alcan
Inc. (Alcan); stock-based compensation expense for reloaded options; and the absence of a 2006 favorable legal settlement related to a former Reynolds
distribution business.

Income from continuing operations was $1,947, or $2.22 per share, in the 2007 nine-month period compared with $1,903, or $2.17 per share, in the 2006
nine-month period. Income from continuing operations in the 2007 nine-month period increased $44, or 2%, compared to the corresponding 2006 period
primarily due to: the positive impacts discussed for the third quarter of 2007 above; a favorable adjustment related to the estimated fair value of the soft alloy
extrusion business; the absence of labor contract and strike preparation costs recognized in 2006; and a non-recurring foreign currency gain in Russia; partially
offset by the negative impacts discussed for the third quarter of 2007 above; and costs associated with the labor strike in Guinea and the restart of one of Intalco’s
smelter lines.
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Net income for the 2007 third quarter and nine-month period was $555, or $0.63 per share, and $1,932, or $2.20 per share, respectively, compared with
$537, or $0.61 per share, and $1,889, or $2.16 per share, for the corresponding periods of 2006. Net income in 2007 included a loss from discontinued operations
of $3 in the third quarter, primarily due to the write-off of the carrying value of assets related to the Hawesville, KY automotive casting facility, and $15 in the
nine-month period, primarily related to working capital and other adjustments associated with the 2006 fourth quarter sale of the home exteriors business and the
previously mentioned write-off of the carrying value of assets related to the Hawesville, KY automotive casting facility. Net income in 2006 included a loss from
discontinued operations of $3 in the third quarter and $14 in the nine-month period consisting primarily of net operating losses. The loss from discontinued
operations in the 2006 nine-month period also included a loss of $3 related to the 2005 fourth quarter sale of the imaging and graphics communications business.

Sales for the third quarter and nine-month period of 2007 decreased $244, or 3%, and increased $822, or 4%, respectively, compared with the
corresponding periods in 2006. The decrease in the 2007 third quarter was driven by the absence of revenue of the soft alloy extrusion business, partially offset by
higher realized prices, an increase in primary aluminum volume, and higher demand in the aerospace, packaging, and industrial markets. The increase in the nine-
month period of 2007 was the result of higher realized prices; an increase in primary aluminum volume; higher demand in the aerospace, packaging, and
industrial markets; and a more favorable product mix associated with aerospace; all of which were partially offset by the absence of four months of revenue due
to the completion of the soft alloy extrusions joint venture.

Cost of goods sold (COGS) as a percentage of sales was 80.0% in the third quarter of 2007 compared with 78.8% in the third quarter of 2006. COGS as a
percentage of sales was 77.5% in the 2007 nine-month period compared to 76.3% in the 2006 nine-month period. The percentage increase in both periods was
negatively impacted by continued increases in energy, raw materials, and other input costs, as a result of global cost inflation; unfavorable foreign currency
movements due to a significantly weaker U.S. dollar; smelter curtailment costs associated with the power outage in Tennessee and the shutdown of one of the
potlines in Rockdale; repair costs at the Jamalco refinery due to the damage caused by Hurricane Dean; startup costs at the Iceland smelter; and the absence of a
2006 favorable legal settlement related to a former Reynolds distribution business. The decrease in sales also contributed to the percentage increase in the 2007
third quarter while costs associated with the labor strike in Guinea and the restart of one of Intalco’s smelter lines contributed to the higher percentage in the 2007
nine-month period. All of these items were partially offset in both periods by the absence of the soft alloy extrusion business and a decrease in the charge
recorded for LIFO. The 2007 nine-month period was also positively impacted by the increase in sales and the absence of labor contract and strike preparation
costs that occurred in 2006.

Selling, general administrative, and other expenses (SG&A) increased $39 in the third quarter of 2007 and $54 in the 2007 nine-month period compared
with the corresponding periods of 2006. The increase in both periods was primarily due to $19 and $45, respectively, in transaction costs (investment banking,
legal, audit-related, and other third-party expenses) related to the offer for Alcan and an increase in stock-based compensation expense as a result of reload
features of exercised stock options, partially offset by the absence of expenses related to the soft alloy extrusion business. SG&A as a percentage of sales
increased from 4.3% in the third quarter of 2006 to 4.9% in the third quarter of 2007. SG&A as a percentage of sales increased from 4.6% in the 2006 nine-month
period to 4.7% in the 2007 nine-month period.

Restructuring and other charges consisted of charges of $444 ($311 after tax and minority interests) and $413 ($308 after tax and minority interests) in the
third quarter and nine-month period of 2007, respectively. The net charge in both periods included $357 ($251 after tax) in asset impairments related to the
Packaging and Consumer businesses, the Electrical and Electronic Solutions business, and the Automotive Castings business; $53 ($36 after tax) in severance
charges associated with the Electrical and Electronic Solutions business; and $34 ($24 after tax and minority interests) in net charges, primarily for severance
charges and asset impairments of various other facilities. The 2007 nine-month period also includes net charges, primarily for accelerated depreciation associated
with the shutdown of certain facilities in 2007, of $34 ($24 after tax and minority interests) related to the restructuring program initiated in the fourth quarter of
2006. All of these amounts were slightly offset in the nine-month period of 2007 by a $65 ($27 after tax) adjustment to the original impairment charge recorded in
the fourth quarter of 2006
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related to the estimated fair value of the soft alloy extrusion business, which was contributed to a joint venture effective June 1, 2007. Restructuring and other
charges consisted of income of $3 ($2 after tax and minority interests) and $11 ($7 after tax and minority interests) in the third quarter and nine-month period of
2006, respectively, primarily resulting from adjustments to prior year severance and other exit cost reserves due to changes in facts and circumstances.

As of September 30, 2007, approximately 3,100 of the 6,200 employees associated with the 2006 restructuring program have been terminated. Also, the
terminations associated with the 2005 restructuring program are essentially complete.

In the 2007 nine-month period, cash payments of $72 and $18 were made against total reserves related to the 2006 and 2005 restructuring programs,
respectively. The remaining reserves are expected to be paid in cash through 2007, with the exception of approximately $50 to $55, which is expected to be paid
over the next several years for ongoing site remediation work and special termination benefit payments.

Restructuring and other charges are not included in the segment results. The pre-tax impact of allocating restructuring and other charges to the segment
results would have been as follows:
 

   
Third quarter ended

September 30,   
Nine months ended

September 30,  
   2007   2006   2007   2006  
Alumina   $ —    $ —    $ 1  $ —   
Primary Metals    1   1   1   1 
Flat-Rolled Products    (17)   2   (37)   7 
Extruded and End Products    (13)   (1)  50   (3)
Engineered Solutions    (195)   —     (203)   2 
Packaging and Consumer    (215)   1   (220)   3 

    
 

   
 

   
 

   
 

Segment total    (439)   3   (408)   10 
Corporate    (5)   —     (5)   1 

    
 

   
 

   
 

   
 

Total restructuring and other charges   $ (444)  $ 3  $ (413)  $ 11 
    

 
   

 
   

 
   

 

Interest expense increased $50, or 50%, in the third quarter of 2007, and $29, or 10%, in the 2007 nine-month period as compared with the corresponding
periods in 2006. The increase in both periods was primarily due to the amortization of $30 in commitment fees paid and capitalized in June 2007 and an expense
of $37 for additional commitment fees paid in July 2007, both of which were paid to secure an 18-month $30,000 senior unsecured credit facility to be used to
pay for shares of Alcan; and a higher weighted-average effective interest rate, principally due to significantly lower average levels of commercial paper in the
debt portfolio; partially offset by an increase in the amount of interest capitalized related to ongoing construction projects. The 2007 nine-month period was also
negatively impacted by higher average debt levels, mainly due to the new debt issued in January 2007.

Other income, net increased by $1,683 and $1,691 in the 2007 third quarter and nine-month period, respectively, compared with the corresponding periods
of 2006. The increase in the third quarter of 2007 was principally due to the sale of Alcoa’s investment in Chalco, which resulted in a gain of $1,754, net of
transaction fees and other expenses, and a dividend received from Chalco that did not occur in the third quarter of 2006, slightly offset by unfavorable foreign
currency movements and the absence of interest income associated with interest earned on a 2006 Brazilian court settlement. The improvement in the 2007 nine-
month period was primarily due to the gain on the sale of Chalco and a non-recurring foreign currency gain in Russia, slightly offset by a decrease in the amount
of dividends received from Chalco between periods, the absence of the previously mentioned 2006 interest income, and unfavorable foreign currency movements.

The effective tax rate for the third quarter of 2007 and 2006 was 63.0% and 24.7%, respectively. The rate for the third quarter of 2007 differs from the U.S.
federal statutory rate of 35% primarily due to a discrete income tax charge of $464 related to goodwill that is non-deductible for tax purposes associated with the
planned sale of the Packaging and Consumer businesses. The rate for the third quarter of 2006 differs from the U.S. federal statutory rate of 35% primarily due to
lower taxes on foreign income and a discrete tax benefit of $18 related to the cumulative correction of Alcoa’s deferred tax assets attributable to an international
location.
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The effective tax rate for the 2007 and 2006 nine-month periods was 44.0% and 27.2%, respectively. The rate for the 2007 nine-month period differs from
the U.S. federal statutory rate of 35% primarily due to the aforementioned $464 discrete income tax charge, partially offset by foreign income being taxed in
lower rate jurisdictions. The rate for the 2006 nine-month period differs from the U.S. federal statutory rate of 35% primarily due to foreign income being taxed in
lower rate jurisdictions.

Minority interests’ share of income from continuing operations for the 2007 third quarter and nine-month period decreased $33, or 30%, and $37, or 11%,
respectively, compared with the same periods in 2006. The decline in both periods was principally due to lower earnings at Alcoa World Alumina and Chemicals
driven mainly by unfavorable foreign currency movements due to a weaker U.S. dollar and increased energy costs.

Segment Information

I. Alumina
 

   
Third quarter ended

September 30,   
Nine months ended

September 30,
   2007   2006   2007   2006
Alumina production (kmt)    3,775   3,890   11,229   11,338
Third-party alumina shipments (kmt)    1,937   2,205   5,804   6,336

Third-party sales   $ 664  $ 733  $ 2,021  $ 2,074
Intersegment sales    631   524   1,797   1,594

                

Total sales   $ 1,295  $ 1,257  $ 3,818  $ 3,668
                

After-tax operating income (ATOI)   $ 215  $ 271  $ 751  $ 791

Third-party sales for the Alumina segment decreased 9% in the third quarter of 2007 and 3% in the 2007 nine-month period compared with the
corresponding periods of 2006. The decrease in the 2007 third quarter was primarily due to a 12% decrease in volume, partially offset by a 4% increase in
realized prices driven by higher LME prices. In the nine-month period of 2007, the decline was principally due to an 8% decrease in volume, mostly offset by a
9% increase in realized prices driven by higher LME prices. Intersegment sales increased 20% and 13% in the 2007 third quarter and nine-month period,
respectively, compared with the corresponding periods of 2006 primarily due to an increase in realized prices and higher volumes.

ATOI for this segment declined 21% in the third quarter of 2007 compared with the same period in 2006 primarily due to unfavorable foreign currency
exchange movements due to a strong Australian dollar, continued higher energy costs, and an increase in depreciation related to assets of the Pinjarra, Australia
efficiency upgrade and the Early Works Program in Jamaica that were not in service in the prior quarter, partially offset by higher realized prices. ATOI decreased
5% in the 2007 nine-month period compared with the corresponding 2006 period principally due to the same unfavorable impacts that affected the third quarter of
2007, mostly offset by higher realized prices.

In the fourth quarter of 2007, an increase in production is expected and continued energy cost pressures are anticipated.
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II. Primary Metals
 

   
Third quarter ended

September 30,   
Nine months ended

September 30,
   2007   2006   2007   2006
Aluminum production (kmt)    934   895   2,734   2,644
Third-party aluminum shipments (kmt)    584   535   1,667   1,531

Alcoa’s average realized price per metric ton of aluminum   $ 2,734  $ 2,620  $ 2,835  $ 2,628

Third-party sales   $ 1,600  $ 1,476  $ 4,979  $ 4,473
Intersegment sales    1,171   1,467   3,931   4,684

                

Total sales   $ 2,771  $ 2,943  $ 8,910  $ 9,157
                

ATOI   $ 283  $ 346  $ 1,249  $ 1,280

Third-party sales for the Primary Metals segment increased 8% in the third quarter of 2007 and 11% in the 2007 nine-month period compared with the
corresponding 2006 periods. The increase in both periods was primarily due to an increase in realized prices driven by higher LME prices and improved volumes,
mainly due to shipments made in 2007 to the newly formed soft alloy extrusions joint venture, which is majority-owned and operated by a third party; prior to
June 2007, shipments to the Extruded and End Products segment’s soft alloy extrusion business were included in intersegment sales. Third-party shipments
increased 9% in both the third quarter and nine-month period of 2007 compared with the corresponding 2006 periods primarily due to the shipments made to the
soft alloy extrusions joint venture, as well as the Intalco smelter’s completed restart of one potline in the second quarter of 2007. Intersegment sales decreased
20% and 16% in the third quarter and the nine-month period of 2007, respectively, compared with the corresponding periods of 2006 primarily as the result of the
absence of shipments to the soft alloy extrusion business that occurred in 2006 and production curtailments associated with the Tennessee and Rockdale smelters
that occurred in the second quarter of 2007, partially offset by an increase in realized prices.

ATOI for this segment decreased 18% and 2% in the third quarter and nine-month period of 2007, respectively, compared with the corresponding 2006
periods. The decline of 18% was primarily due to unfavorable foreign currency impacts related to the strong Australian dollar, Euro, and Brazilian real; costs
associated with the Rockdale and Tennessee smelter curtailments; continued increases in raw material costs; and Iceland smelter start-up costs; partially offset by
higher third-party volumes and realized prices. The decrease in the 2007 nine-month period was primarily due to the same unfavorable impacts that affected the
third quarter of 2007, mostly offset by higher third-party volumes and realized prices.

Alcoa has 456,000 metric tons per year (mtpy) of idle capacity on a base capacity of 4,209,000 mtpy. Idle capacity did not change in the third quarter of
2007 as compared to the second quarter of 2007.

In the fourth quarter of 2007, costs should decline as the Tennessee and Rockdale smelters are expected to be completely online by the end of 2007. In
addition, it is anticipated that start-up costs at the Iceland smelter, which is expected to reach full production capacity during the first quarter of 2008, will be
approximately $29 (after tax).
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III. Flat-Rolled Products
 

   
Third quarter ended

September 30,   
Nine months ended

September 30,
   2007   2006   2007   2006
Third-party aluminum shipments (kmt)    602   568   1,753   1,709

Third-party sales   $ 2,309  $ 2,115  $ 6,928  $ 6,170
Intersegment sales    59   65   182   180

                

Total sales   $ 2,368  $ 2,180  $ 7,110  $ 6,350
                

ATOI   $ 61  $ 48  $ 216  $ 193

Third-party sales for the Flat-Rolled Products segment increased 9% in the third quarter of 2007 and 12% in the 2007 nine-month period compared with the
corresponding periods of 2006. The increase in both periods was primarily due to favorable pricing, higher volumes in packaging and industrial products markets,
favorable product mix associated with aerospace and foreign currency exchange movements in Europe. These increases were somewhat offset by a loss of sales
associated with the shutdown of the Swansea, U.K. can sheet facility in the first quarter of 2007, and lower volumes in automotive, commercial transportation and
distribution markets.

ATOI for this segment increased 27% and 12% in the third quarter and nine-month period of 2007, respectively, compared with the corresponding periods
in 2006. The increase in both periods was primarily due to favorable pricing and product mix, the increase in volumes noted above, and productivity gains,
partially offset by higher direct materials and other cost inflation, and higher costs in Russia and China.

In the fourth quarter of 2007, Alcoa anticipates the continued short-term impact of distributor de-stocking of inventories, as well as seasonal weakness in
the North American and European distribution markets.

IV. Extruded and End Products
 

   
Third quarter ended

September 30,   
Nine months ended

September 30,
   2007   2006   2007   2006
Third-party aluminum shipments (kmt)    78   220   437   674

Third-party sales   $ 563  $ 1,146  $ 2,703  $ 3,349
Intersegment sales    13   20   81   74

                

Total sales   $ 576  $ 1,166  $ 2,784  $ 3,423
                

ATOI   $ 13  $ 16  $ 93  $ 33

Third-party sales for the Extruded and End Products segment decreased 51% in the third quarter of 2007 and 19% in the 2007 nine-month period compared
with the corresponding 2006 periods. The decrease in both periods was primarily due to the absence of revenues, which averaged approximately $200 per month,
associated with the contribution of the soft alloy extrusion business to a joint venture effective June 1, 2007. This was also the cause of the significant decline in
third-party shipments. These declines were somewhat offset by higher volumes, prices and favorable foreign currency exchange movements in the building and
construction business.

ATOI for this segment decreased 19% in the third quarter of 2007 and increased 182% in the 2007 nine-month period compared with the corresponding
periods of 2006. The decline in the third quarter of 2007 was primarily due to softening in the U.S. and European markets for soft alloy extrusions in 2007,
combined with stronger market demand for soft alloy extrusions experienced in 2006. In the 2007 nine-month period, the increase was primarily due to the
absence of depreciation on assets held for sale prior to the formation of the soft alloy extrusions joint venture, a gain on the sale of a building and higher volumes
in the building and construction business, and favorable product mix in hard alloy extrusions.

In the fourth quarter of 2007, hard alloy extrusions and building and construction are expected to remain strong.
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V. Engineered Solutions
 

   
Third quarter ended

September 30,   
Nine months ended

September 30,
   2007   2006   2007   2006
Third-party aluminum shipments (kmt)    27   34   88   109

Third-party sales   $ 1,407  $ 1,345  $ 4,334  $ 4,110

ATOI   $ 60  $ 75  $ 258  $ 258

Third-party sales for the Engineered Solutions segment increased 5% in both the third quarter and nine-month period of 2007 compared with the 2006
corresponding periods. The increase in both periods was primarily due to share gains in all target markets, the impact of escalating material prices, which are
passed on to certain customers, and continued robust demand in the aerospace and industrial gas turbine markets. These positive impacts were partially offset by
weakness in North American light vehicle production, which has dipped to its lowest seasonally adjusted rate in almost a decade, and a continued decrease in
commercial vehicle Class 8 truck builds in North America which were down 54% and 42% in the 2007 third quarter and nine-month period, respectively.

ATOI for this segment decreased 20% in the third quarter of 2007 and was flat in the 2007 nine-month period compared with the corresponding 2006
periods. The decrease in the third quarter was primarily due to the decline in the North American automotive markets, a tax rate change in Germany, and write-
offs associated with the restructuring action and pricing reductions in the Electrical and Electronic Solutions business, all of which was partially offset by
productivity improvements in the fasteners business. In the 2007 nine-month period, productivity improvements in the fasteners business were offset by the
previously mentioned tax rate change and write-offs, higher costs for raw materials and the decline in the North American automotive markets.

In the fourth quarter of 2007, the downturn in the North American commercial vehicle Class 8 truck builds is expected to be more pronounced. On the
other hand, positive impacts are anticipated from restructuring activities associated with the Electrical and Electronic Solutions business.

VI. Packaging and Consumer
 

   
Third quarter ended

September 30,   
Nine months ended

September 30,
   2007   2006   2007   2006
Third-party aluminum shipments (kmt)    37   39   112   123

Third-party sales   $ 828  $ 815  $ 2,401  $ 2,398

ATOI   $ 36  $ 24  $ 92  $ 69

Third-party sales for the Packaging and Consumer segment increased 2% in the third quarter of 2007 and were flat in the 2007 nine-month period
compared with the corresponding 2006 periods. The increase in the third quarter of 2007 was primarily due to increases in volume and favorable mix, partially
offset by a decline in prices. In the 2007 nine-month period, favorable mix was offset by a decline in volume and prices.

ATOI for this segment increased 50% and 33% in the third quarter and nine-month period of 2007, respectively, compared with the corresponding periods
in 2006. The increase in both periods was primarily due to productivity improvements among all businesses and improved mix, partially offset by increased costs.
Higher volumes also contributed to the increase in the 2007 third quarter while volumes declined in the 2007 nine-month period.

In the fourth quarter of 2007, continued productivity improvements are anticipated and a normal seasonal upturn is expected in the consumer products
business, while a normal seasonal decrease is expected in the closures business. Also, depreciation expense will no longer be recorded on the assets of the
Packaging and Consumer businesses, as such assets were reflected as held for sale and were written down to their current estimated fair value in the third quarter
of 2007 due to management’s recently announced decision to sell these businesses.
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Reconciliation of ATOI to Consolidated Net Income

Items required to reconcile segment ATOI to consolidated net income include: the impact of LIFO inventory accounting; 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 and amortization on corporate-owned assets; restructuring and other charges; discontinued operations; and other,
which includes intersegment profit and other metal adjustments, differences between estimated tax rates used in the segments and the corporate effective tax rate,
and other nonoperating items such as foreign currency translation gains/losses.

The following table reconciles total segment ATOI to consolidated net income:
 

   
Third quarter ended

September 30,   
Nine months ended

September 30,  
   2007   2006   2007   2006  
Total segment ATOI   $ 668  $ 780  $2,659  $ 2,624 
Unallocated amounts (net of tax):      

Impact of LIFO    10   (19)  (33)  (104)
Interest income    10   23   30   44 
Interest expense    (98)   (66)  (208)  (189)
Minority interests    (76)   (109)  (301)  (338)
Corporate expense    (101)   (64)  (288)  (235)
Restructuring and other charges    (311)   2   (308)  7 
Discontinued operations    (3)   (3)  (15)  (14)
Other    456   (7)  396   94 

    
 

   
 

   
 

   
 

Consolidated net income   $ 555  $ 537  $1,932  $ 1,889 
    

 
   

 
   

 
   

 

The significant changes in the reconciling items between total segment ATOI and consolidated net income for the 2007 third quarter and nine-month period
compared with the corresponding periods of 2006 (unless otherwise noted) consisted of:
 

 •  a decrease in the Impact of LIFO due to lower metal prices;
 

 •  a decrease in Interest income, primarily due to the absence of interest earned on a 2006 Brazilian court settlement;
 

 
•  an increase in Interest expense, principally due to $43 in credit facility commitment fees related to the Alcan offer, partially offset by an increase in

capitalized interest;
 

 
•  a decrease in Minority interests primarily due to lower earnings at Alcoa World Alumina and Chemicals driven mainly by unfavorable foreign

currency movements due to a weaker U.S. dollar and increased energy costs;
 

 
•  an increase in Corporate expense, mostly due to $12 and $29 in transaction costs related to the offer for Alcan in the 2007 third quarter and nine-

month period, respectively, and an increase in stock-based compensation expense as a result of reload features of exercised stock options;
 

 

•  an increase in Restructuring and other charges, mostly due to asset impairment charges of $140 and $51 related to the Packaging and Consumer
businesses and the Automotive Castings business, respectively, and asset impairment charges of $60 and severance charges of $36 associated with
the Electrical and Electronic Solutions business; in the 2007 nine-month period, the increase was also partially due to accelerated depreciation
associated with the shutdown of certain facilities in 2007 related to the restructuring program initiated in the fourth quarter of 2006; a $27 favorable
adjustment to the estimated fair value of the soft alloy extrusion business slightly offset all of these charges in the nine-month period of 2007; and

 

 

•  an increase in Other, principally due to a $1,140 gain on the sale of the Chalco investment, partially offset by a $464 discrete income tax charge
related to goodwill that is non-deductible for tax purposes associated with the planned sale of the Packaging and Consumer businesses, a $93
goodwill impairment charge related to the restructuring actions of the Electrical and Electronic Solutions business; and an increase in income taxes in
order to reconcile the estimated tax rates used in the segments with Alcoa’s effective tax rate.
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Segment Assets

The following table details segment assets:
 

   
September 30,

2007   
December 31,

2006
Alumina   $ 6,358  $ 5,250
Primary Metals    11,315   10,530
Flat-Rolled Products    5,446   5,192
Extruded and End Products    2,046   1,178
Engineered Solutions    6,121   5,847

        

Total segment assets*   $ 31,286  $ 27,997
        

* The difference between total segment assets and consolidated assets is in Corporate.

The increase in segment assets for the Alumina and Primary Metals segments in the 2007 nine-month period was primarily due to capital spending, most of
which was on growth projects, including the Sao Luis and Jamalco refinery expansions; the development of the Juruti bauxite mine; and the construction of the
smelter in Iceland and the anode facility in Norway. The increase in segment assets for the Extruded and End Products segment in the 2007 nine-month period
was the result of Alcoa’s equity investment in the soft alloy extrusions joint venture on June 1, 2007. Prior to the formation of the joint venture, the assets of
Alcoa’s soft alloy extrusions business were classified as held for sale, and, therefore, were reflected in Corporate instead of the Extruded and End Products
segment.

Statement of Financial Position

Comprehensive income was $201 in the third quarter of 2007, and consisted of $555 in net income; a $305 unrealized gain on available-for-sale securities,
primarily related to the Chalco investment prior to the sale of this investment; a $1,160 reclassification adjustment due to the realization of $1,159 in cumulative
unrealized holding gains as a result of the sale of Chalco; $459 in foreign currency translation adjustments, primarily due to a stronger Australian dollar, Brazilian
real, and Euro against the U.S. dollar; a $55 reduction in unrecognized losses and prior service cost related to pension and postretirement benefit plans, principally
due to scheduled amortization and expense recognition of these items; and net unrecognized losses on derivatives of $13, primarily related to the decline in the
fair value of aluminum cash flow hedges.

Comprehensive income was $2,444 in the 2007 nine-month period, and consisted of $1,932 in net income; a $748 unrealized gain on available-for-sale
securities, primarily related to the Chalco investment prior to the sale of this investment; a $1,160 reclassification adjustment due to the realization of $1,159 in
cumulative unrealized holding gains as a result of the sale of Chalco; $860 in foreign currency translation adjustments, principally due to a stronger Australian
dollar, Brazilian real, and Euro against the U.S. dollar; a $132 reduction in unrecognized losses and prior service cost related to pension and postretirement benefit
plans, primarily due to scheduled amortization and expense recognition of these items; and net unrecognized losses on derivatives of $68, principally due to the
decrease in the fair value of aluminum cash flow hedges, partially offset by an increase in the fair value of energy-related hedges.

Liquidity and Capital Resources

Cash From Operations

Cash provided from operations was $2,468 in the 2007 nine-month period compared with cash provided from operations of $1,234 in the same period of
2006. The improvement of $1,234 is principally due to a $1,699 positive change associated with working capital, primarily due to improvements in receivables,
inventories, and accounts payable and accrued expenses; $93 in cash received related to a long-term aluminum supply contract; and higher net income of $43;
partially offset by a significant increase in non-cash adjustments related to the sale of the Chalco investment; the asset impairments, including goodwill, and
severance charges associated with the Packaging and Consumer businesses, the Electrical and Electronics business, and the Automotive Castings business; and
the discrete income tax charge for goodwill of the Packaging and Consumer businesses that is non-deductible for tax purposes.
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Financing Activities

Cash used for financing activities was $979 in the 2007 nine-month period, a decline of $1,592 compared with cash provided from financing activities of
$613 in the corresponding period of 2006. The decrease was primarily due to a $2,397 change in commercial paper, mostly due to the repayment of commercial
paper with the majority of the proceeds from the issuance of new long-term debt in 2007 and a reduction in the need to fund capital expenditures with commercial
paper between periods; a $1,258 increase in the repurchase of common stock due to a significant increase in the number of shares repurchased and a higher
average market price paid for such repurchases; an $816 increase in payments of long-term debt, primarily related to Alcoa’s purchase in the 2007 first quarter of
$333 of its outstanding 4.25% Notes due August 2007 and the repayment of the remaining $459 of outstanding 4.25% Notes in August 2007; $126 in payments
for debt issuance costs, including a commitment fee of $30 paid to secure a credit facility related to the offer for Alcan; and a $55 increase in dividends paid to
shareholders as a result of the two cents per share quarterly increase approved in January 2007. These cash outflows were partially offset by a $2,029 increase in
additions to long-term debt, principally due to proceeds received of $1,994 (net of $6 in original issue discounts) from the issuance of new 5.55% Notes due 2017,
5.9% Notes due 2027, and 5.95% Notes due 2037; a $678 increase in cash received for the exercise of stock options; and a $305 increase in minority interest
contributions received from Elkem ASA, related to the smelter in Mosjoen, Norway, and Alumina Limited, related to their share of capital spending at the Sao
Luis and Juruti, Brazil facilities.

On October 2, 2007, Alcoa entered into a Five-Year Revolving Credit Agreement, dated as of October 2, 2007 (the “Credit Agreement”), with a syndicate
of lenders and issuers named therein. The Credit Agreement provides a $3,250 senior unsecured revolving credit facility (the “Credit Facility”), the proceeds of
which are to be used to provide working capital or for other general corporate purposes of Alcoa, including support of Alcoa’s commercial paper program.
Subject to the terms and conditions of the Credit Agreement, Alcoa may from time to time request increases in lender commitments under the Credit Facility, not
to exceed $500 in aggregate principal amount, and may also request the issuance of letters of credit, subject to a letter of credit sub-limit of $500 under the Credit
Facility.

The Credit Facility matures on October 2, 2012, unless extended or earlier terminated in accordance with the provisions of the Credit Agreement. Alcoa
may make two one-year extension requests during the term of the Credit Facility, with any extension being subject to the lender consent requirements set forth in
the Credit Agreement.

The Credit Facility is unsecured and amounts payable under it will rank pari passu with all other unsecured, unsubordinated indebtedness of Alcoa.
Borrowings under the Credit Facility may be denominated in U.S. dollars or Euros. Loans will bear interest at (i) a base rate or (ii) a rate equal to LIBOR plus an
applicable margin based on the credit ratings of Alcoa’s outstanding senior unsecured long-term debt. Based on Alcoa’s current long-term debt ratings, the
applicable margin on LIBOR loans will be 0.24% per annum. Loans may be prepaid without premium or penalty, subject to customary breakage costs.

The Credit Facility replaces $3,000 in aggregate principal amount of revolving credit facilities maintained by Alcoa under the following credit agreements,
which were terminated effective October 2, 2007: (i) $1,000 Five-Year Revolving Credit Agreement dated as of April 22, 2005, (ii) $1,000 Five-Year Revolving
Credit Agreement dated as of April 23, 2004, as amended, and (iii) $1,000 Five-Year Revolving Credit Agreement dated as of April 25, 2003, as amended
(collectively, the “Former Credit Agreements”).

The Credit Agreement includes covenants substantially similar to those in the Former Credit Agreements, including, among others, (a) a leverage ratio,
(b) limitations on Alcoa’s ability to incur liens securing indebtedness for borrowed money, (c) limitations on Alcoa’s ability to consummate a merger,
consolidation or sale of all or substantially all of its assets and (d) limitations on Alcoa’s ability to change the nature of its business.

The obligation of Alcoa to pay amounts outstanding under the Credit Facility may be accelerated upon the occurrence of an “Event of Default” as defined
in the Credit Agreement. Such Events of Default include, among others, (a) Alcoa’s failure to pay the principal of, or interest on, borrowings under the Credit
Facility, (b) any representation or warranty of Alcoa in the Credit Agreement proving to be materially false or misleading, (c) Alcoa’s breach of any of its
covenants contained in the Credit Agreement, and (d) the bankruptcy or insolvency of Alcoa.

Investing Activities

Cash used for investing activities was $706 in the 2007 nine-month period compared with $2,072 in the 2006 nine-month period. The decrease in cash used
of $1,366 was mostly due to a $1,974 increase in sales of investments, principally related to the $1,942 in proceeds received from the sale of the Chalco
investment, partially offset by a $557 increase in capital expenditures, primarily related to higher spending on certain growth projects, including the Sao Luis
refinery expansion; the development of the Juruti
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bauxite mine; and projects at various facilities in Russia, Hungary, and Bohai; all of which were partially offset by a decrease in capital expenditures related to the
Pinjarra, Australia refinery upgrade and the Early Works Program in Jamaica, as these two projects were completed in 2006.

Recently Issued and Recently Adopted Accounting Standards

In February 2007, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards (SFAS) No. 159, “The Fair
Value Option for Financial Assets and Financial Liabilities – including an amendment of FASB Statement No. 115,” (SFAS 159). SFAS 159 permits entities to
choose to measure many financial instruments and certain other assets and liabilities at fair value on an instrument-by-instrument basis (the fair value option).
SFAS 159 becomes effective for Alcoa on January 1, 2008. Management is currently evaluating the potential impact of SFAS 159 on the Financial Statements.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” (SFAS 157). SFAS 157 defines fair value, establishes a framework for
measuring fair value in generally accepted accounting principles, and expands disclosures about fair value measurements. The provisions of this standard apply to
other accounting pronouncements that require or permit fair value measurements. SFAS 157 becomes effective for Alcoa on January 1, 2008. Upon adoption, the
provisions of SFAS 157 are to be applied prospectively with limited exceptions. The adoption of SFAS 157 is not expected to have a material impact on the
Financial Statements.

In April 2007, the FASB issued FASB Staff Position (FSP) No. FIN 39-1, “Amendment of FASB Interpretation No. 39,” (FSP FIN 39-1). FSP FIN 39-1
amends FASB Interpretation No. 39, “Offsetting of Amounts Related to Certain Contracts,” by permitting entities that enter into master netting arrangements as
part of their derivative transactions to offset in their financial statements net derivative positions against the fair value of amounts (or amounts that approximate
fair value) recognized for the right to reclaim cash collateral or the obligation to return cash collateral under those arrangements. FSP FIN 39-1 becomes effective
for Alcoa on January 1, 2008. Management is currently evaluating the potential impact of FSP FIN 39-1 on the Financial Statements.

In March 2007, the Emerging Issues Task Force (EITF) issued EITF Issue No. 06-10, “Accounting for Collateral Assignment Split-Dollar Life Insurance
Arrangements,” (EITF 06-10). Under the provisions of EITF 06-10, an employer is required to recognize a liability for the postretirement benefit related to a
collateral assignment split-dollar life insurance arrangement in accordance with either SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other
Than Pensions,” or Accounting Principles Board Opinion No. 12, “Omnibus Opinion – 1967,” if the employer has agreed to maintain a life insurance policy
during the employee’s retirement or provide the employee with a death benefit based on the substantive arrangement with the employee. The provisions of EITF
06-10 also require an employer to recognize and measure the asset in a collateral assignment split-dollar life insurance arrangement based on the nature and
substance of the arrangement. EITF 06-10 becomes effective for Alcoa on January 1, 2008. Management is currently evaluating the potential impact of EITF 06-
10 on the Financial Statements.

On January 1, 2007, Alcoa adopted FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes – an interpretation of FASB Statement
No. 109,” (FIN 48). FIN 48 prescribes a comprehensive model for how a company should recognize, measure, present, and disclose in its financial statements,
uncertain tax positions that it has taken or expects to take on a tax return. This Interpretation requires that a company recognize in its financial statements the
impact of tax positions that meet a “more likely than not” threshold, based on the technical merits of the position. The tax benefits recognized in the financial
statements from such a position should be measured based on the largest benefit that has a greater than fifty percent likelihood of being realized upon ultimate
settlement. The adoption of FIN 48 did not have an impact on the accompanying Financial Statements. In accordance with the disclosure provisions of FIN 48,
the following information is presented as of the date of adoption.

Alcoa has $23 of unrecognized tax benefits, all of which, if recorded, would change the 2007 annual effective tax rate by less than one percent. The
company’s results of operations were not materially impacted during the nine-month period ended September 30, 2007 from changes in its unrecognized tax
benefits, nor does the company anticipate such an impact during the fourth quarter of 2007.

It is Alcoa’s policy to recognize interest and penalties related to income taxes as a component of the provision for income taxes on the accompanying
Condensed Statement of Consolidated Income. The amount of interest and penalties accrued at the date of adoption is approximately $5.
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Alcoa and its subsidiaries file income tax returns in the U.S., various states and foreign jurisdictions. With few exceptions, Alcoa is no longer subject to
income tax examinations by tax authorities for years prior to 2001. All U.S. tax years prior to 2006 have been audited by the Internal Revenue Service. Various
state and foreign jurisdiction tax authorities are in the process of examining Alcoa’s income tax returns for various tax years ranging from 2001 to 2005.

Effective January 1, 2007, Alcoa adopted FSP No. FIN 48-1, “Definition of Settlement in FASB Interpretation No. 48,” (FSP FIN 48-1), which was issued
on May 2, 2007. FSP FIN 48-1 amends FIN 48 to provide guidance on how an entity should determine whether a tax position is effectively settled for the purpose
of recognizing previously unrecognized tax benefits. The term “effectively settled” replaces the term “ultimately settled” when used to describe recognition, and
the terms “settlement” or “settled” replace the terms “ultimate settlement” or “ultimately settled” when used to describe measurement of a tax position under FIN
48. FSP FIN 48-1 clarifies that a tax position can be effectively settled upon the completion of an examination by a taxing authority without being legally
extinguished. For tax positions considered effectively settled, an entity would recognize the full amount of tax benefit, even if the tax position is not considered
more likely than not to be sustained based solely on the basis of its technical merits and the statute of limitations remains open. The adoption of FSP FIN 48-1 did
not have an impact on the accompanying Financial Statements.

Environmental Matters

Alcoa continues to participate in environmental assessments and cleanups at a number of locations. These include approximately 32 owned or operating
facilities and adjoining properties, approximately 33 previously owned or operating facilities and adjoining properties, and approximately 66 waste sites,
including Superfund sites. A liability is recorded for environmental remediation costs or damages when a cleanup program becomes probable and the costs or
damages can be reasonably estimated.

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

The following discussion provides additional details regarding the current status of Alcoa’s significant sites where the final outcome cannot be determined
or the 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 biphenyls (PCBs).

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

In June of 2003, based on river observations during the spring of 2003, the EPA requested that Alcoa gather 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 the EPA, and the EPA approved, a Remedial Options
Pilot Study (ROPS) to gather this information. The scope of this study includes sediment removal and capping, the installation of an ice control structure, and
significant monitoring.

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

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

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

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

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

East St. Louis, IL. In response to questions regarding environmental conditions at the former East St. Louis, IL operations, Alcoa entered into an
administrative order with the EPA in December 2002 to perform a remedial investigation and feasibility study of an area used for the disposal of bauxite residue
from historic alumina refining operations. A draft feasibility study was submitted to the EPA in April 2005. The feasibility study includes remedial alternatives
that range from no further action at $0 to significant 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 location by $15 in the second quarter of 2005,
representing the low end of the range of possible alternatives, which met the remedy selection criteria, as no alternative could be identified as more probable than
the others. Recently, the EPA temporarily suspended their final review of the feasibility study based on Alcoa’s request for additional time to fully explore site
redevelopment and material use options. Ultimately, the EPA’s selection of a remedy could result in additional liability, and Alcoa may be required to record a
subsequent reserve adjustment at the time the EPA’s Record of Decision is issued, which is expected in 2008 or later.

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 material adverse effect on the financial position, liquidity, or the results of operations of the company.

Alcoa’s remediation reserve balance was $293 and $332 at September 30, 2007 and December 31, 2006 (of which $54 and $49 was classified as a current
liability), respectively, and reflects the most probable costs to remediate identified environmental conditions for which costs can be reasonably estimated. In the
2007 nine-month period, the remediation reserve was decreased by $17 consisting of a $15 adjustment for the liabilities associated with a previously owned
smelter site and a $5 adjustment for liabilities at the Russian rolling mills and extrusion plants, both of which were slightly offset by a net increase of $3 in
liabilities associated with various locations. The $15 and $5 adjustments, which were recorded as a credit to Cost of goods sold on the accompanying Condensed
Statement of Consolidated Income, were made after further investigations were completed whereby Alcoa was able to obtain additional information about the
environmental condition and the associated liabilities related to these sites. Payments related to remediation expenses applied against the reserve were $22 in the
2007 nine-month period. These amounts include expenditures currently mandated, as well as those not required by any regulatory authority or third party.

Included in annual operating expenses are the recurring costs of managing hazardous substances and environmental programs. These costs are estimated to
be approximately 2% of cost of goods sold.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk.

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, interest rates, and foreign currency exchange rates.

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

The interest rate, foreign currency, aluminum, and other commodity contracts are held for purposes other than 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 primary aluminum and aluminum fabricated products. As a condition of sale, customers often
require Alcoa to enter into long-term, fixed-price commitments. These commitments expose Alcoa to the risk of higher aluminum prices between the time the
order is committed and the time that the order is shipped. Alcoa also sells aluminum products to third parties at then-current market prices and is exposed to the
risk of lower market prices at the time of shipment. Alcoa uses futures contracts, totaling approximately 849 kmt at September 30, 2007, to reduce the aluminum
price risk associated with a portion of these fixed-price firm commitments. The effects of this hedging activity will be recognized in earnings over the designated
hedge periods in 2007 to 2009.

Alcoa has also entered into futures and option contracts, totaling approximately 652 kmt at September 30, 2007, to hedge a portion of future production.
The effect of this hedging activity will be recognized in earnings over the designated hedge periods in 2007 to 2011.

Alcoa has also entered into futures contracts to minimize its price risk related to other customer sales and pricing arrangements. Alcoa has not qualified
these contracts for hedge accounting treatment, and therefore, the fair value gains and losses on these contracts are recorded in earnings. These contracts totaled
190 kmt at September 30, 2007. In addition, Alcoa has power supply and other contracts that contain pricing provisions related to the LME aluminum price. The
LME-linked pricing features are considered embedded derivatives. A majority of these embedded derivatives have been designated as hedges of future sales of
aluminum. Gains and losses on the remainder of these embedded derivatives are recognized in earnings.

The net mark-to-market pre-tax earnings impact from aluminum derivative and hedging activities were losses of approximately $26 and $13 in the 2007
third quarter and nine-month period, respectively.

Alcoa purchases natural gas, fuel oil, and electricity to meet its production requirements and believes it is highly likely that such purchases will continue in
the future. These purchases expose the company to the risk of higher prices. To hedge a portion of these risks, Alcoa uses futures and forward contracts. The
effects of this hedging activity will be recognized in earnings over the designated hedge periods in 2007 to 2011.

Financial Risk

Interest rates – Alcoa uses interest rate swaps to help maintain a strategic balance between fixed- and floating-rate debt and to manage overall financing costs.
For a portion of its fixed-rate debt, the company has entered into pay 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 currencies other than the functional currency. These contracts cover periods
consistent with known or expected exposures through 2008.
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Fair values – The following table shows the fair values of outstanding derivative contracts at September 30, 2007:
 

   
Fair value
(loss)/gain 

Aluminum   $ (811)
Interest rates    (54)
Other commodities, principally energy related    (55)
Currencies    70 

Aluminum consists primarily of losses on hedge contracts, embedded derivatives in power contracts in Iceland and Brazil, and Alcoa’s 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 currency 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 nonperformance by counterparties on the above instruments, as well as credit or performance risk with
respect to its hedged customers’ commitments. Although nonperformance is possible, Alcoa does not anticipate nonperformance by any of these parties.
Contracts are with creditworthy 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 facilitate settlement of gains and losses on these contracts.
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Item 4. Controls and Procedures.

(a) Evaluation of Disclosure Controls and Procedures

Alcoa’s Chief Executive Officer and Chief Financial Officer have evaluated the company’s disclosure controls and procedures, as defined in Rules 13a-15(e) and
15d-15(e) of the Securities Exchange Act of 1934, as of the end of the period covered by this report, and they have concluded that these controls and procedures
are effective.

(b) Changes in Internal Control Over Financial Reporting

There have been no changes in Alcoa’s internal control over financial reporting during the nine-month period ended September 30, 2007, that have materially
affected, or are reasonably likely to materially affect, the registrant’s internal control over financial reporting.
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PART II – OTHER INFORMATION

Item 1. Legal Proceedings.

As previously reported, in August 2005, Dany Lavoie, a resident of Baie Comeau in the Canadian Province of Quebec, filed a Motion for Authorization to
Institute a Class Action and for Designation of a Class Representative against Alcoa Canada Inc., Alcoa Limitee, Societe Canadienne de Metaux Reynolds
Limitee and Canadian British Aluminum in the Superior Court of Quebec in the District of Baie Comeau. The case is styled Regroupment Des Citoyens Du
Quartier St. Georges Inc., plaintiff; and Lavoie, Dany, Designated Person v. Alcoa Canada Ltd. et al. Plaintiff seeks to institute the class action on behalf of a
putative class consisting of all past, present and future owners, tenants and residents of Baie Comeau’s St. Georges neighborhood. He alleges that defendants, as
the present and past owners and operators of an aluminum smelter in Baie Comeau, have negligently allowed the emission of certain contaminants from the
smelter, specifically Polycyclic Aromatic Hydrocarbons or “PAHs”, that have been deposited on the lands and houses of the St. Georges neighborhood and its
environs causing damage to the property of the putative class and causing health concerns for those who inhabit that neighborhood. Plaintiff seeks to compel
additional remediation to be conducted by the defendants beyond that already undertaken by them voluntarily, seeks an injunction against further emissions in
excess of a limit to be determined by the court in consultation with an independent expert, and seeks money damages on behalf of all class members. A hearing
on plaintiff’s motion for class certification was held on April 24-26, 2007. On May 23, 2007, the court issued its ruling which granted the motion in part and
authorized a class action to include only people who suffered property damage or personal injury damages caused by the emission of PAHs from the smelter. On
September 13, 2007, the plaintiff filed its claim against the original defendants, which the court had authorized in May. This litigation is in its preliminary stages
and the company is unable to reasonably predict an outcome or to estimate a range of reasonably possible loss. The company intends to defend this action
vigorously.

As previously reported, in the 2006 second quarter, Alcoa Aluminio S.A. (Alcoa Aluminio) received a Notice of Violation and Fine from Brazil’s Federal
Revenue Department seeking payment of an isolated fine for alleged non-anticipation of payment of annual Corporate Income (CI) and Social Contribution Taxes
(SCT), calculated under the presumed monthly taxable income mechanism. The claim is based on Alcoa Aluminio not qualifying for the alternative method of
anticipation of payment of CI and SCT used by the company, consisting of calculating such anticipations based on the actual taxable income mechanism, in
accordance with applicable legislation. The claim seeks payment of Brazilian Real $669 million (equivalent to approximately US$304 million in the 2006 second
quarter; as of September 30, 2007, this amount has increased to approximately Brazilian Real $765 million, or US$415 million, due to accrued interest, which is
based on Brazil’s central bank’s benchmark lending rate known as the Selic rate, on the original claim amount) and encompasses fiscal years from 2000 to 2005.
Alcoa Aluminio believes that the claim is without merit and will present its defenses at all appropriate levels – administrative or judicial – of the Brazilian legal
system. On September 4, 2006, a favorable first administrative level decision was rendered finding the claim against Alcoa Aluminio to be without merit. On
September 12, 2007, a favorable second administrative level decision was rendered finding the claim against Alcoa Aluminio to be without merit. The Federal
Revenue Department may appeal to the third and final administrative level.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

(c) Issuer Purchases of Equity Securities:
 

Period   

Total Number
of Shares

Purchased (a)  

Average
Price Paid
Per Share   

Total Number of
Shares Purchased
as Part of Publicly

Announced
Repurchase Plans
or Programs (b)   

Maximum Number
of Shares that
May Yet Be

Purchased Under
the Plans or

Programs (b)
January 1—January 31, 2007   15,980  $ 30.56  —    87,000,000
February 1—February 28, 2007   2,031,109  $ 34.65  2,000,000  85,000,000
March 1—March 31, 2007   553,153  $ 33.81  550,000  84,450,000

             

Total for quarter ended March 31, 2007   2,600,242  $ 34.45  2,550,000  84,450,000
             

April 1—April 30, 2007   1,078,200  $ 34.92  1,050,000  83,400,000
May 1—May 31, 2007   506,405  $ 37.85  200,000  83,200,000
June 1—June 30, 2007   3,161,804  $ 40.54  2,996,146  80,203,854

             

Total for quarter ended June 30, 2007   4,746,409  $ 38.97  4,246,146  80,203,854
             

July 1—July 31, 2007   5,095,727  $ 43.81  3,800,000  76,403,854
August 1—August 31, 2007   25,400,000  $ 35.57  25,400,000  51,003,854
September 1—September 30, 2007   6,498,828  $ 35.24  6,487,254  44,516,600

             

Total for quarter ended September 30, 2007   36,994,555  $ 36.57  35,687,254  44,516,600
             

(a) This column includes (i) purchases under Alcoa’s publicly announced share repurchase program described in (b) below and (ii) the deemed surrender to the
company by plan participants of shares of common stock to satisfy the exercise price related to the exercise of employee stock options, in each case to the
extent applicable during the period indicated. The shares used to satisfy the exercise price related to stock options are not considered part of the publicly
announced share repurchase program approved by Alcoa’s Board of Directors as described in (b) below.

 

(b) On October 8, 2007, Alcoa’s Board of Directors approved a new share repurchase program, which was publicly announced by Alcoa on October 9, 2007.
The new program authorizes the purchase of up to 25% (or approximately 217 million shares) of the outstanding common stock of Alcoa at December 31,
2006, in the open market or though privately negotiated transactions, directly or through brokers or agents, and expires on December 31, 2010. This new
program supersedes the share repurchase program that was approved by Alcoa’s Board of Directors and publicly announced on January 19, 2007. That
program authorized the repurchase of up to 87 million shares of Alcoa common stock of which almost 43 million shares had been repurchased through
September 30, 2007. The shares repurchased through September 30, 2007 under the January 19, 2007 program count against the shares authorized for
repurchase under the new program.

Item 5. Other Information.

Termination of Term Credit Facility

As reported in Alcoa’s Current Report on Form 8-K dated July 12, 2007, and as discussed in Note N under Part I, Item 1 of this report, on July 12, 2007,
Alcoa withdrew its offer to purchase Alcan Inc. Effective September 7, 2007, Alcoa terminated the $30 billion senior unsecured term credit facility entered into
on July 10, 2007, to finance the acquisition of Alcan. The information set forth under “Item 1.01. Entry into a Material Definitive Agreement” of Alcoa’s Current
Report on Form 8-K dated July 10, 2007, is incorporated herein by reference.

Procedures for Shareholder Recommendations for Directors

The procedures by which shareholders may recommend nominees to Alcoa’s board of directors were summarized in Alcoa’s Notice of Annual Meeting and
Proxy Statement dated February 26, 2007 (the “2007 Proxy Statement”) under the captions “Nominating Candidates for Election to the Board – Shareholder
Recommendations for Directors,” “– Shareholder Nominations from the Floor of the Annual Meeting,” and “– Minimum Qualifications for Director Nominees
and Board Member Attributes.” No
 

39



material changes have been made to those procedures as summarized in the 2007 Proxy Statement except that the following additional requirements apply under
Alcoa’s By-laws as amended effective September 14, 2007:

(1) Eligibility Requirements for Nominee Candidates. Alcoa’s By-laws (Article II, Section 4(D)) provide that to be eligible to be a nominee for election as a
director of Alcoa, a person must deliver (in accordance with the time periods described below) to Alcoa’s Corporate Secretary the following information:
 

 
•  A written questionnaire with respect to the background and qualification of such person and any other person or entity that such person may

represent (which questionnaire will be provided by Alcoa’s Corporate Secretary); and
 

 •  A written representation and agreement (in the form provided by Alcoa’s Corporate Secretary) that such person:
 

 •  has no agreement or understanding with any person or entity as to how such person will act or vote on any issue or question as a director;
 

 
•  is not a party to any agreement or understanding with any person or entity other than Alcoa with respect to compensation, reimbursement or

indemnification in connection with service or action as a director;
 

 •  will comply with Alcoa’s director stock ownership guidelines; and
 

 
•  in such person’s individual capacity and on behalf of any person or entity for whom such person may be a representative, has complied and

will comply with all applicable corporate governance, conflicts, confidentiality and stock ownership and trading policies of Alcoa.

Such written questionnaire, representation and agreement must be delivered to: Alcoa Inc., Corporate Secretary, 390 Park Avenue, New York, NY 10022-4608.
The deadline for receipt is: (i) for an annual shareholders’ meeting, not later than 90 days before the anniversary date of the immediately preceding annual
meeting; and (ii) for a special shareholders’ meeting called by Alcoa at which directors are to be elected pursuant to Alcoa’s notice of meeting, not later than the
close of business on the later of the 90th day before such special meeting or the 10th day following the day on which public announcement is first made of the date
of the special meeting and of the nominees proposed by the board of directors to be elected at such meeting.

In addition, Alcoa’s By-laws provide that a person will not be eligible to be a nominee for election as a director unless that person meets the requirements for
service as a director prescribed in Alcoa’s Corporate Governance Guidelines. A copy of Alcoa’s Corporate Governance Guidelines is available on Alcoa’s website
at http://www.alcoa.com under “About Alcoa – Corporate Governance.”

(2) Shareholder Nominations at Special Shareholders’ Meetings Called by Alcoa for the Purpose of Electing Directors. Alcoa’s By-laws (Article II,
Section 4(B)) provide that if Alcoa calls a special meeting of shareholders for the purpose of electing one or more directors to the board of directors, any
shareholder who is a shareholder of record at the time of giving the notice described below, who is entitled to vote at the meeting and who complies with certain
prescribed procedures, may nominate a person or persons (as the case may be) for election to such position(s) as specified in Alcoa’s notice of that special
meeting, provided that Alcoa’s board of directors has determined that directors shall be elected at such meeting. The shareholder must deliver to Alcoa’s
Corporate Secretary written notice of the shareholder’s intent to make such a nomination or nominations not later than the close of business on the later of the 90th

day before such special meeting or the 10th day following the day on which public announcement is first made of the date of the special meeting and of the
nominees proposed by the board of directors to be elected at such meeting, The notice must contain the same information as prescribed by Alcoa’s Articles for a
notice of nomination for the election of a director at an annual meeting as summarized in the 2007 Proxy Statement under the caption “Shareholder Nominations
from the Floor of the Annual Meeting.” In addition, the person being nominated must comply with the requirements for nominee candidates in Alcoa’s By-laws
as described above under “(1) Eligibility Requirements for Nominee Candidates.”

The foregoing summary of the changes to the procedures for shareholder recommendations of directors is qualified in its entirety by reference to the full text of
the amended By-laws, which are filed herewith as Exhibit 3 and incorporated herein by reference.
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Item 6. Exhibits.
 
3.  By-laws of Alcoa Inc., as amended, incorporated by reference to exhibit 3 to Alcoa’s Current Report on Form 8-K dated September 20, 2007

10(a).
 

Five-Year Revolving Credit Agreement, dated as of October 2, 2007, incorporated by reference to exhibit 10 to Alcoa’s Current Report on Form 8-K
dated October 5, 2007

10(b).  Letter Agreement, dated August 14, 2007, between Alcoa Inc. and Klaus Kleinfeld

12.  Computation of Ratio of Earnings to Fixed Charges

15.  Letter regarding unaudited interim financial information

31.  Certifications pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32.  Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.
 
     Alcoa Inc.

October 25, 2007    By /s/ CHARLES D. MCLANE, JR.
Date    Charles D. McLane, Jr.

   Executive Vice President and
   Chief Financial Officer
   (Principal Financial Officer)

October 25, 2007    By /s/ JOSEPH R. LUCOT
Date    Joseph R. Lucot

   Vice President and Controller
   (Principal Accounting Officer)

 
42



EXHIBIT INDEX
 
3.  By-laws of Alcoa Inc., as amended, incorporated by reference to exhibit 3 to Alcoa’s Current Report on Form 8-K dated September 20, 2007

10(a).
 

Five-Year Revolving Credit Agreement, dated as of October 2, 2007, incorporated by reference to exhibit 10 to Alcoa’s Current Report on Form 8-K
dated October 5, 2007

10(b).  Letter Agreement, dated August 14, 2007, between Alcoa Inc. and Klaus Kleinfeld

12.  Computation of Ratio of Earnings to Fixed Charges

15.  Letter regarding unaudited interim financial information

31.  Certifications pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32.  Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
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Exhibit 10(b)

EXECUTION COPY

August 14, 2007

Mr. Klaus Kleinfeld

Dear Klaus:

Based on our meetings, as well as your meetings with other members of the Board of Directors (the “Board”) of Alcoa, Inc. (together with any successor
thereto) (the “Company”), it is my pleasure to extend an offer of employment with the Company pursuant to this letter agreement (“Agreement”), commencing on
October 1, 2007 (the “Effective Date”), as its President and Chief Operating Officer, reporting to the Chief Executive Officer. You will have all of the duties,
responsibilities and authority commensurate with such position. From and after the Effective Date, you will continue to serve as a member of the Board. The
Company acknowledges and agrees that you may continue to serve as a member of the board of directors of two non-competitive corporate board of directors and
may serve on charitable boards, in each case with the consent of the Board (which consent shall not be unreasonably withheld), provided that such additional
corporate and charitable board service does not interfere in any material way with your duties to the Company. Upon the retirement of the current Chief Executive
Officer, you will be offered the position of Chief Executive Officer and Chairman of the Board, reporting to the Board, with such employment continuing on the
terms and conditions of this Agreement. The specifics of this employment offer are set forth below:
 
1.      Base Salary

  

Effective the Effective Date, your annual base salary will be $1,400,000, subject to increase (but not decrease) from
time to time in the discretion of the Compensation and Benefits Committee (“Committee”) of the Board of Directors
(as may be increased, the “Base Salary”), payable in accordance with the Company’s customary payroll practices.
Your Base Salary will be increased appropriately at such time as you assume the position of Chief Executive Officer
and Chairman of the Board.

2.      Annual Bonus

  

Effective the Effective Date, your annual target bonus opportunity under the Company’s Incentive Compensation
Plan will be equal to at least 120% of your then-current Base Salary, and you can earn up to a maximum bonus equal
to 240% of your then-current Base Salary. Your 2007 bonus will be based on the same performance objectives as the
Company’s current Chief Executive Officer’s 2007 bonus, but will be prorated based on the fraction the numerator
of which is the number of days you are employed by the Company during 2007 and the denominator of which is
365; provided, such bonus will not be prorated to the extent that you demonstrate to the reasonable satisfaction of the
Committee that you have forfeited your entitlement to a 2007 annual bonus payment from Siemens AG.
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August 14, 2007
Page 2
 
3.      Initial Equity Awards

  

On the Effective Date, the Company will grant you the following time-vested and performance-based awards under
Sections 3(a) and 3(b) and, if you so elect in the alternative, Section 3(c) hereof pursuant to the Company’s Equity
Choice Program under the 2004 Alcoa Stock Incentive Plan (“Plan”) and will grant you the following stock award
under Section 3(d) hereof pursuant to the Plan:

  

(a)    A time-vested award (“Time-Vested Award”) having a grant-date value of $675,000; provided, if the Effective Date is
postponed to a date after October 1, 2007, as provided below, the value of such award shall be equal to the product
of $675,000 multiplied by the fraction the numerator of which is the number of days from the Effective Date through
December 31, 2007 and the denominator of which is 92 (“Award Proration”). Unless you elect otherwise, as
provided below, the Time-Vested Award will be granted to you in the form of time-vested stock options. The number
of stock options awarded will be determined based on the method and assumptions applied by the Company for the
accounting of expense for stock option awards under FAS 123R in effect on the Effective Date (presently, the lattice
method). Each time-vested stock option will have an exercise price equal to the Fair Market Value (as defined under
the Plan) of a share of common stock of the Company on the grant date, a six-year term, and will vest and become
exercisable in three equal installments on each of the first three anniversaries of the grant date, provided that you are
continuously employed by the Company through such anniversary date for such installment to so vest. The standard
terms and conditions for the Company’s stock option awards shall otherwise apply (except that, during any period of
time in which you are the Chief Executive Officer of the Company, any determination by the Chief Executive
Officer authorized thereunder shall be made by the Committee).

  

(b)    A performance-based award (“Performance-Based Award”) having a grant-date value of $675,000; provided, such
value shall be subject to Award Proration. Unless you elect otherwise, as provided below, the Performance-Based
Award will be granted to you in the form of performance shares. The number of performance shares awarded will be
equal to the quotient of (i) $675,000 (or the value after any Award Proration) divided by (ii) the Fair Market Value of
one share of Company common stock on the grant date. Performance shares will be earned and payable in
accordance with the Company’s standard terms and conditions applicable to its performance share awards granted in
2007. The number of performance shares so earned will fully vest and become unrestricted on the third anniversary
of the grant date, provided that you are continuously employed by the Company through such date.
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The standard terms and conditions for the Company’s performance share awards shall otherwise apply (except that,
during any period of time in which you are the Chief Executive Officer of the Company, any determination by the
Chief Executive Officer authorized thereunder shall be made by the Committee).

  

(c)    On or prior to the Effective Date, you may elect to receive an award of time-vested restricted stock in lieu of time-
vested stock options under your Time-Vested Award, and you may elect to receive an award of performance stock
options in lieu of performance shares under your Performance-Based Award, in accordance with the terms and
procedures under the Equity Choice Program in effect on the Effective Date. To the extent that you elect to receive
restricted stock or performance stock options (or both), the Company’s standard terms and conditions applicable to
such awards will govern (except that, during any period of time in which you are the Chief Executive Officer of the
Company, any determination by the Chief Executive Officer authorized thereunder shall be made by the Committee),
including, without limitation:

  

(i)     any award of time-vested restricted stock will fully vest and become unrestricted on the third anniversary of the
grant date, provided that you are continuously employed by the Company through such date; and

  

(ii)    any award of performance stock options will be earned and payable in accordance with the Company’s
standard terms and conditions applicable to its performance stock option awards granted in 2007. Each earned
performance stock option will have an exercise price equal to the Fair Market Value of a share of common
stock of the Company on the grant date, a six-year term, and will vest and become exercisable in three equal
installments on each of the first three anniversaries of the grant date, provided that you are continuously
employed by the Company through such anniversary date for such installment to so vest.

  

(d)    On the Effective Date, the Company will grant you a fully vested award of Company common stock pursuant to the
Plan having a grant-date value of $1,000,000, or a monetary equivalent thereof, prior to any applicable tax
withholding. The number of any such shares awarded, prior to any applicable tax withholding, will be equal to the
quotient of (i) $1,000,000 divided by (ii) the Fair Market Value of one share of Company common stock on the grant
date. The foregoing to the contrary notwithstanding, upon any voluntary termination (other than a Qualifying
Termination, defined below) occurring prior to the third anniversary of the Effective Date, you will repay such
portion of this
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grant as equals the product of (A) the after-tax amount (determined after application of all refunds and credits to
which you are entitled as a result of such repayment) of the product of (x) the number of shares of common stock (or
any such monetary equivalent) granted to you pursuant to this Section 3(d) multiplied by (y) the Fair Market Value
of one share of Company common stock on the date of such termination, multiplied by (B) the fraction the
numerator of which is the number of whole months from the date of termination until such third anniversary and the
denominator of which is 36. Any tax withholding applicable to such stock award described in this Section 3(d) may,
at your election, be satisfied by withholding from such award a number of shares with an aggregate Fair Market
Value equal to the amount of tax required to be withheld by the Company in connection with such award).

4.      Annual Equity Awards

  

Commencing with annual long-term incentive awards granted to senior executives during fiscal 2008, you will be
eligible for further equity grants and other long-term incentive awards, and with vesting and other terms and
conditions, consistent with awards to other senior officers of the Company.

5.      Sign-On Bonus

  

On the Effective Date, you will receive a cash payment in the amount of $6,500,000 (subject to applicable tax and
other required withholdings) as an inducement to enter into this Agreement; provided, upon any voluntary
termination (other than a Qualifying Termination, defined below) occurring prior to the third anniversary of the
Effective Date, you will repay such portion of the cash payment as equals the net after-tax amount of the cash
payment (after application of all refunds and credits to which you are entitled as a result of such repayment)
multiplied by the fraction the numerator of which is the number of whole months from the date of termination until
such third anniversary and the denominator of which is 36. The cash payment to you will not constitute
compensation for purposes of determining the amount of benefits you may be entitled to receive under any of the
Company’s qualified and nonqualified retirement plans, qualified savings plan and nonqualified deferred
compensation plans (including the SERP Benefit, below).

6.      Supplemental Pensions   Effective the Effective Date:

  

(a)    You will be eligible to participate in the Company’s tax-qualified defined contribution retirement plan and the
Company’s tax-qualified and nonqualified savings and deferred compensation plans, applicable to senior executives
hired on or after the date you and the Company enter into this Agreement, in accordance with their terms in effect
from time to time, except as provided in Attachment A to this Agreement.
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(b)    You also will be eligible for a supplemental retirement benefit (“SERP Benefit”), as set forth on Attachment A to this
Agreement.

7.      Relocation

  

As of the Effective Date, you will be entitled to full relocation benefits in accordance with the Company’s policy
governing relocation of its senior executives. Additionally, you will receive a non-accountable cash payment in the
amount of $1,200,000 (subject to applicable tax and other required withholdings) to assist you in the relocation of
your family and you from your current residence to a residence in the vicinity of the Company’s headquarters in
New York City, New York. This amount will be fully taxable to you and will not be grossed-up for taxes. The cash
payment to you will not constitute compensation for purposes of determining the amount of benefits you may be
entitled to receive under any of the Company’s qualified and nonqualified retirement plans, qualified savings plan
and nonqualified deferred compensation plans (including the SERP Benefit, below).

8.      Benefits, Perquisites

  

Effective the Effective Date, you will be eligible to participate in all employee benefit plans, be entitled to such
vacation benefits (but not less than four (4) weeks per year, credited in accordance with applicable Company policy)
and to receive all perquisites which the Company provides to its senior executives, in accordance with the most
favorable terms thereof. For purposes of eligibility under any Company retiree life insurance plan as may be in effect
from time to time, you shall be deemed to have attained any minimum service requirement (and shall remain subject
to attaining any required minimum age and continued employment and other terms and conditions of eligibility)
thereunder. As a member of the Executive Council, you will be subject to the Company’s Corporate Aircraft Policy,
as in effect from time to time (and for which purpose the Company’s air transport security policy shall be amended
to cover you in the same manner as the Chief Executive Officer while you are serving as the Company’s President
and Chief Operating Officer). The Company will provide you with an automobile and driver while in the United
States and abroad for your use for business and personal purposes, including commuting, subject to applicable tax
reporting and withholding. The Company will provide you with an appropriate level of assistance consistent with
existing Company polices regarding your and your family’s visa, immigration and naturalization status in the United
States. If due to circumstances beyond the Company’s and your control, you are unable to obtain all necessary visas
and United States immigration status required to commence your duties hereunder on a full-time basis in the United
States by October 1, 2007 (“Residence Status”), the Effective Date will be postponed until the date you obtain
Residence Status (and for all purposes hereunder, the
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“Effective Date” will be such postponed date); provided, if you are unable to obtain Residence Status by January 1,
2008, your employment will not commence (i.e., there will not be an Effective Date) and this Agreement will
thereupon terminate without any further liability of the Company to you. The Company will pay your reasonable
professional fees incurred to negotiate and prepare this Agreement in an amount not to exceed $50,000. Effective the
Effective Date, upon a termination of your employment for any reason other than for Cause (as defined below), and
continuing until you attain age 65 (and for coverage for your spouse, until she attains age 65), you and your spouse
will be entitled to continued participation in the Company’s health plan (or plans), in which you were participating
immediately prior to termination, at the same premium cost to you as the amount from time to time charged for
COBRA benefits to former employees of the Company.

9.      Severance   

  

(a)    On the Effective Date, the Company and you will enter into the Company’s standard Executive Severance Agreement
in the form recently provided to you; provided, such agreement shall terminate upon the date that you are appointed
as the Chief Executive Officer of the Company.

  

(b)    For the purposes of your Executive Severance Agreement, “Cause” shall have the following meaning, and not the
meaning in the standard form of Executive Severance Agreement: (i) any refusal by you to follow the lawful
directives of the Board, or while you are Chief Operating Officer the lawful directives of the Chief Executive
Officer, which are consistent with the scope and nature of your duties and responsibilities; (ii) your conviction of, or
plea of guilty or nolo contendere to, a felony or of any crime involving moral turpitude, fraud or embezzlement; (iii)
any gross negligence or willful misconduct in the conduct of your duties; (iv) any material breach of any one or
more of the restrictive covenants provided at Section 12 hereof; or (v) any violation of any statutory or common law
duty of loyalty to the Company or any of its subsidiaries; provided, no act or omission shall be “willful” if conducted
in good faith and with a reasonable belief that such conduct was in the best interests of the Company.

  

(c)    Further, any voluntary termination of your employment will be deemed an involuntary termination of your
employment “without Cause” under your Executive Severance Agreement (a “Qualifying Termination”) if such
resignation occurs during the thirty (30) day period following the earliest to occur of (i) the date on which the current
Chief Executive Officer and Chairman retires and you are not immediately thereafter
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appointed to succeed him as Chief Executive Officer and Chairman of the Board or (ii) the date at any time, after
you had begun to serve in such positions, in which you are involuntarily terminated from either such position;
provided, the appointment of a non-executive Chairman of the Board at any time will not constitute a basis for a
Qualifying Termination provided that you, at such time as you then are or thereafter become the Chief Executive
Officer, report directly to the Board.

  

(d)     If you are entitled to receive severance benefits under the Executive Severance Agreement, you will not be required
to mitigate the amount of any payment provided for in the Executive Severance Agreement by seeking other
employment or otherwise, and any amount received from subsequent employment will not offset your Salary
Continuation payments (as defined under the Executive Severance Plan).

10.    Change in Control

  

On the date that the Company and you enter into this Agreement, you will become a participant under the
Company’s Change in Control Severance Plan applicable to Tier II senior executives, or applicable to Tier I senior
executives at such time as you become Chief Executive Officer, as in effect from time to time, subject to your
commencement of employment on the Effective Date.

11.    Indemnification

  

The Company will indemnify you for your acts and omissions while serving as President and Chief Operating
Officer, and thereafter if you are serving as Chief Executive Officer, to the same extent as provided to senior officers
under the Company’s charter, by-laws and applicable law. During your employment and service as a member of the
Board, and thereafter for such period as you may be subject to liability for any claims brought in connection with
such employment or service under applicable statutes of limitations, laches and any other statutory, common law or
equitable period during which a claim may be brought against you, the Company will insure you under any policy of
directors and officers liability insurance in effect from time to time to the same extent as the Company insures
thereunder members of the Board and its senior officers.

12.    Restrictive Covenants

  

You will be subject to such restrictive covenants as are applicable to senior executives of the Company as of the
Effective Date (including, without limitation, as are provided under the Executive Severance Agreement provided
under Section 9, above) and will enter into such other standard agreements as are required of other senior executives
in accordance therewith.
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13.    Stock Ownership

  

You will be subject to the Company’s policy governing the accumulation and ownership of Company Shares,
applicable at a level for your title and office from time to time, during the period of your employment.

14.    Arbitration

  

Any controversy or claim arising out of or relating to this letter or the breach of this letter, or any agreement
identified hereunder, that cannot be resolved by you and the Company will be submitted to arbitration in
metropolitan New York City, New York in accordance with the commercial dispute rules and procedures of the
American Arbitration Association, which arbitration will be a binding and conclusive settlement of any such claims
or disputes; provided that the Company will be entitled to seek a temporary injunction in any court of competent
jurisdiction for any breach by you in accordance with the terms of the restrictive covenants applicable to you, which
is the subject of an arbitration, for the duration of any arbitration proceeding. The Company will pay for the costs of
arbitration. Each party will be responsible for his or its own attorneys fees and other litigation costs incurred in
connection with the arbitration.

15.    Miscellaneous

  

This Agreement and any dispute hereunder will be construed, interpreted and governed in accordance with the laws
of the State of new York without reference to rules relating to conflicts of law. Your employment with the Company
will at all times be at-will. Subject to your rights to certain payments and benefits upon certain terminations of
employment hereunder, nothing herein will confer upon you any right to continue in the employment of the
Company for any period of specific duration or interfere with or otherwise restrict in any way the rights of the
Company or you to terminate your employment at any time and for any reason, with or without Cause. Upon your
termination of employment for any reason and as a condition to any payments and benefits to which you may
become entitled under Section 9 (Severance) or 10 (Change in Control) hereunder, at the request of the Board you
will immediately resign from the Board, your position as an officer of the Company and all offices and directorships
of all subsidiaries and affiliates of the Company. Any waiver of any breach of this Agreement shall not be construed
to be a continuing waiver or consent to any subsequent breach on the part of either you or the Company.

16.    Section 409A Compliance   

  

(a)     Notwithstanding any provision to the contrary in this Agreement, if on the date of termination of your employment
you are a “specified employee” under Section 409A(a)(2)(B) of the Internal Revenue Code of 1986, as amended
(“Code”), then with regard to any payment or the provision of any benefit that is required to be delayed in
compliance with
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Section 409A(a)(2)(B) of the Code such payment or benefit shall not be made or provided (subject to the last
sentence hereof) prior to the earlier of (i) the expiration of the six (6)-month period measured from the date of your
“separation from service” (within the meaning of Section 409A(a)(2)(B) of the Code) or (ii) the date of your death
(the “Delay Period”). Upon the expiration of the Delay Period, all payments and benefits delayed pursuant to this
subparagraph (whether they would have otherwise been payable in a single sum or in installments in the absence of
such delay) shall be paid or reimbursed to you in a lump sum, and any remaining payments and benefits due under
this Agreement shall be paid or provided in accordance with the normal payment dates specified for them herein.
Notwithstanding the foregoing, to the extent that the foregoing applies to the provision of any ongoing welfare
benefits to you that would not be required to be delayed if the premiums therefor were paid by you, you shall pay the
full cost of premiums for such welfare benefits during the Delay Period and the Company shall pay you an amount
equal to the amount of such premiums paid by you during the Delay Period promptly after its conclusion. To the
extent that your Executive Severance Agreement under Section 9, above, reflects the provisions of the final
regulations issued under Section 409A, the terms of that Executive Severance Agreement shall control over the
terms of this Section 16(a).

  

(b)     To the extent applicable, it is intended that this Agreement comply with the provisions of Section 409A of the Code,
and this Agreement shall be construed and applied in a manner consistent with this intent. In the event that any
payment or benefit under this Agreement is determined by the Company to be in the nature of deferred
compensation, you and the Company hereby agree to take such actions as may be mutually agreed between the
parties to ensure that such payments comply with the applicable provisions of Section 409A of the Code and the
Treasury regulations and other official guidance promulgated thereunder. To the extent that any payment or benefit
under this Agreement is modified by reason of this subsection (b), it shall be modified in a manner that preserves the
economic costs and/or value thereof to the respective parties (determined on a pre-tax basis and without interest for
the time value of any delayed payment).

17.    Successors

  

Neither party hereto may assign any rights or delegate any duties under this Agreement without the prior written
consent of the other party; provided, however, that (a) this Agreement shall inure to the benefit of and be binding
upon the successors and assigns of the Company upon any sale of all or substantially all of the Company’s assets, or
upon any merger, consolidation or reorganization of the Company with or into any
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other corporation, all as though such successors and assigns of the Company and their respective successors and
assigns were the Company; and (b) this Agreement shall inure to the benefit of and be binding upon your heirs,
assigns or designees to the extent of any payments due to them hereunder.

18.    Entire Agreement

  

Except as otherwise contemplated herein, this Agreement contains the entire agreement between you and the
Company with respect to the subject matter hereof. No modification or termination of this Agreement may be made
orally, but must be made in writing and signed by you and the Company.

This offer of employment may be executed in counterparts, each of which will be deemed an original, but all of which will constitute one and the same
instrument.

If the foregoing terms and conditions are acceptable and agreed to by you, please sign this Agreement where indicated below and return one executed copy
to me.
 

Alcoa, Inc.

By:  /s/ Alain J. P. Belda
Name: Alain J. P. Belda
Title:  Chairman & CEO

 
Accepted and Agreed:

/s/ Klaus Kleinfeld
Klaus Kleinfeld



ATTACHMENT A

SERP Benefit

A-1. The amount of your SERP Benefit will be equal to the excess, if any, of (a) your SERP Benefit Amount over (b) the amount of your Adjusted Siemens
AG Pension Benefit (such benefit expressed as a single life annuity benefit payable annually that is the actuarial equivalent of the normal form of benefit
provided under such pension plan). For all purposes hereunder, actuarial equivalence shall be determined in accordance with the terms and assumptions provided
under the Company’s defined benefit tax-qualified Retirement Plan (or if the Retirement Plan shall be terminated, as set forth therein immediately prior to such
termination).

A-2. For the purposes of this Agreement, your “SERP Benefit Amount” will be a fully vested annual benefit payable as a single life annuity payable
annually in an amount equal to the product of (a) 4.35%, multiplied by (b) the number of whole and fractional years of pension service as an employee of the
Company from and after the Effective Date, multiplied by (c) your average final compensation. “Pension service” and “average final compensation” shall have
the meanings set forth in the Company’s Supplemental Pension Plan for Senior Executives (“Supplemental Pension”) as in effect on the date of termination of
your employment (or, if the Supplemental Pension shall be terminated by the Company, as set forth therein immediately prior to such termination); provided, such
terms shall have the meaning, respectively, set forth in the Supplemental Pension as in effect on the Effective Date if such meaning is more favorable to you at
such time than on the date of termination of your employment (or immediately prior to termination of the Supplemental Pension, as the case may be); provided
further, in all events, your “average final compensation” shall be deemed to be not less than the sum of your Base Salary in effect on the Effective Date plus a
target-level annual bonus determined based on such initial Base Salary amount. For the avoidance of doubt, on the date hereof the Supplemental Pension provides
that your “annual compensation” (which forms the basis for your “average final compensation”) is based on your Base Salary and annual bonus amount and on no
other component of compensation. While your Executive Severance Agreement is in effect (under Section 9 hereof) and while you are a participant in the
Company’s Change in Control Severance Plan (pursuant to Section 10 hereof), any additional service credit for pension accrual purposes to which you may
become entitled under such Executive Severance Agreement or such Change in Control Severance Plan (to the extent provided for therein as of the date of
termination of your employment thereunder), as the case may be, shall apply to the determination of your SERP Benefit.

A-3. The “Adjusted Siemens AG Pension Benefit” will be equal to the product of (a) 8.7%, multiplied by (b) the number of whole and fractional years of
your pension service as an employee of the Company from and after the Effective Date, multiplied by (c) your accrued age 60 pension benefit due you under your
Siemens AG’s qualified and nonqualified pension plans, expressed as a single life annuity benefit payable annually that is the actuarial equivalent of the normal
form of benefit provided under each such plan; provided that, the product of (a) multiplied by (b) shall not exceed 100%. The United States dollar-equivalent of
your Adjusted Siemens AG Pension Benefit will be determined based on the currency exchange rate for the Euro into United States dollars based on the 30
trading day average ending at the close of currency trading in New York City, NY on the business day preceding the day that you commence your SERP Benefit,
as reported in The Wall Street Journal (electronic edition).



A-4. For purposes hereof, if you retire and commence benefits hereunder on or after attaining age 55 and prior to age attaining age 62, your SERP Benefit
will be payable in a reduced amount, determined as follows: (i) determine your SERP Benefit Amount under Section A-1(a), above, as a single life annuity
amount that would be payable commencing at your age 62, (ii) determine your Adjusted Siemens AG Pension Benefit under Section A-1(b), above, as a single
life annuity that would be payable at your age 60 and increased to the actuarial equivalent of such amount that would be payable as a single life annuity at your
age 62, and (iii) the difference of the amount determined under clause (i) of this Section A-5 minus the amount determined under clause (ii) of this Section A-5
will be reduced by such fractional amount as applies under the Supplemental Pension for participants (who have fewer than 30 years of service) commencing
benefits prior to age 62 (on the date hereof, the reduction method set forth in Section 1.1(M)(2)(B) and Section 1.1(M)(3) of the Supplemental Pension).

A-5. Your SERP Benefit shall be payable commencing on the later of the date on which you reach age 60 and your separation from service with the
Company, or such later date as you elect in accordance with Section 409A of the Code and otherwise consistent with the Supplemental Pension, subject to the last
two sentences of this paragraph A-5. Your SERP Benefit shall be paid in monthly installments as a joint and 50% surviving spouse annuity that is the actuarial
equivalent of a single life annuity as determined above, subject to your election in accordance with Section 409A to receive your SERP Benefit in such different
form as is permitted to participants under the Supplemental Pension, in accordance with the procedure for electing such benefit under the Supplemental Pension
as in effect from time to time (or, if the Supplemental Pension shall be terminated by the Company, such procedure as in effect immediately prior to such
termination), Notwithstanding anything to the contrary in the foregoing, if on the date of termination of your employment you are a “specified employee” under
Section 409A(a)(2)(B) of the Code, then with regard to any payment or the provision of any benefit that is required to be delayed in compliance with
Section 409A(a)(2)(B) of the Code your SERP Benefit shall not be provided prior to the earlier of (i) the expiration of the six (6)-month period measured from the
date of your “separation from service” (within the meaning of Section 409A(a)(2)(B) of the Code) or (ii) the date of your death (the “Delay Period”). Any
installments of your SERP Benefit that are delayed pursuant to the previous sentence shall be paid or reimbursed to you in a lump sum upon the expiration of the
Delay Period, and any remaining installments of your SERP shall be paid or provided in accordance with the normal payment dates provided for herein.

A-6. For purposes hereof, if you die before commencing benefits hereunder, your then surviving spouse will be entitled to a preretirement survivor benefit
equal to the excess, if any, of (i) the preretirement survivor benefit that is provided under the Supplemental Pension (on the date hereof, as set forth in
Section 1.1(M)(4) thereof) based on your SERP Benefit accrued through the date of your death and determined without regard for any eligibility or vesting
requirement set forth under the Company’s tax-qualified Retirement Plan over (ii) the amount of your Adjusted Siemens AG Pension Benefit (determined by
substituting for such benefit the amount of such benefit then payable to your surviving spouse or other beneficiary(s)).

A-7. For the avoidance of doubt, it is the intention of the Company and you that you will not be entitled to any tax-qualified or nonqualified defined benefit
retirement benefit from the Company, other than the SERP Benefit, that you hereby waive any such Company defined benefit retirement benefit to which you are
or become entitled, that any such Company defined



benefit retirement benefit that cannot be waived will offset, on a dollar-for-dollar actuarially equivalent basis, the amount of your SERP Benefit, and that all
references herein to the Supplemental Pension are for purposes only of incorporating by reference herein certain defined terms and other provisions and
procedures to determine the amount and terms of payment of your SERP Benefit.

A-8. Anything herein to the contrary notwithstanding, by entering into this Agreement, you hereby waive all entitlement to benefits under the Alcoa
Deferred Compensation Plan (and any successor to such plan) (“Deferred Compensation Plan”) other than (x) Participant Deferrals as presently described at
Article III (“Participant Deferrals”) and (y) Matching Company Credits under Article IV (“Matching Credits”) of the Deferred Compensation Plan; provided, if
by the terms of the Deferred Compensation Plan or applicable law such waiver is determined not to be valid and enforceable, the Company and yon acknowledge
and agree that the actuarial equivalent amount of your entire benefit under the Deferred Compensation Plan, other than your Participant Deferrals and Matching
Credits, will offset your SERP Benefit on a dollar-for-dollar basis so as not to duplicate employer-provided benefits under your SERP Benefit and the Deferred
Compensation Plan (and such actuarial equivalence shall be determined in accordance with the last sentence of Section A-1, above).



EXHIBIT 12

Alcoa and subsidiaries
Computation of Ratio of Earnings to Fixed Charges

(in millions, except ratio)
 
Nine months ended September 30,   2007  
Earnings:   

Income from continuing operations before taxes on income   $4,016 
Minority interests’ share of earnings of majority-owned subsidiaries without fixed charges    —   
Equity income    (58)
Fixed charges    365 
Distributed income of less than 50%-owned persons    49 
Amortization of capitalized interest    15 

    
 

Total earnings   $4,387 
    

 

Fixed Charges:   

Interest expense:   
Consolidated   $ 320 
Proportionate share of 50%-owned persons    3 

    
 

  $ 323 
    

 

Amount representative of the interest factor in rents:   
Consolidated   $ 41 
Proportionate share of 50%-owned persons    1 

    
 

  $ 42 
    

 

Fixed charges added to earnings   $ 365 
    

 

Interest capitalized:   
Consolidated   $ 152 
Proportionate share of 50%-owned persons    4 

    
 

  $ 156 
    

 

Preferred stock dividend requirements of majority-owned subsidiaries    —   
    

 

Total fixed charges   $ 521 
    

 

Ratio of earnings to fixed charges    8.4 
    

 



EXHIBIT 15

October 25, 2007

Securities and Exchange Commission
100 F Street, NE
Washington, D.C. 20549

RE: Alcoa Inc.

Commissioners:

We are aware that our report dated October 25, 2007, on our review of interim financial information of Alcoa Inc. and its subsidiaries (Alcoa) for the three and
nine-month periods ended September 30, 2007 and 2006 and included in Alcoa’s quarterly report on Form 10-Q for the quarter ended September 30, 2007 is
incorporated by reference in its Registration Statements on Form S-8 (Nos. 33-24846, 333-32516, 333-106411, 33-22346, 33-49109, 33-60305, 333-27903, 333-
62663, 333-79575, 333-36208, 333-37740, 333-39708, 333-115717, 333-128445, and 333-146330), Form S-3 (No. 333-74874), and Form S-4 (No. 333-141419).

Very truly yours,
 
/s/ PricewaterhouseCoopers LLP
Pittsburgh, Pennsylvania



EXHIBIT 31

Certifications

I, Alain J. P. Belda, certify that:
 

 1. I have reviewed this quarterly report on Form 10-Q of Alcoa Inc.;
 

 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

 

 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the

financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 

 
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f)) for the registrant and have:

 

 
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,

to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

 

 
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our

supervision, 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;

 

 
c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the

effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 

 
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most

recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

 

 
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the

registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
 

 
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are

reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
 

 
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal

control over financial reporting.

Date: October 25, 2007
 

/s/ ALAIN J. P. BELDA
Name: Alain J. P. Belda
Title:  Chairman of the Board and

 Chief Executive Officer



I, Charles D. McLane, Jr., certify that:
 

 1. I have reviewed this quarterly report on Form 10-Q of Alcoa Inc.;
 

 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

 

 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the

financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 

 
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f)) for the registrant and have:

 

 
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,

to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

 

 
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our

supervision, 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;

 

 
c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the

effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 

 
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most

recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

 

 
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the

registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
 

 
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are

reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
 

 
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal

control over financial reporting.

Date: October 25, 2007
 

/s/ CHARLES D. MCLANE, JR.
Name: Charles D. McLane, Jr.
Title:  Executive Vice President and

 Chief Financial Officer



EXHIBIT 32

Certification
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of Section 1350, Chapter 63 of Title 18, United States Code), each of
the undersigned officers of Alcoa Inc., a Pennsylvania corporation (the “Company”), does hereby certify that:

The Quarterly Report on Form 10-Q for the quarter ended September 30, 2007 (the “Form 10-Q”) of the Company fully complies with the requirements of
section 13(a) or 15(d) of the Securities Exchange Act of 1934 and information contained in the Form 10-Q fairly presents, in all material respects, the financial
condition and results of operations of the Company.
 
Dated: October 25, 2007   /s/ ALAIN J. P. BELDA

  Name: Alain J. P. Belda
  Title:  Chairman of the Board and
   Chief Executive Officer

Dated: October 25, 2007   /s/ CHARLES D. MCLANE, JR.
  Name: Charles D. McLane, Jr.
  Title:  Executive Vice President and
   Chief Financial Officer

A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting the signature
that appears in typed form within the electronic version of this written statement required by Section 906, has been provided to the Company and will be retained
by the Company and furnished to the Securities and Exchange Commission or its staff upon request.

The foregoing certification is being furnished to the Securities and Exchange Commission as an exhibit to the Form 10-Q and shall not be considered filed
as part of the Form 10-Q.


