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Item 7. Financial Statements, Pro Forma Financial Information and Exhibits.
 
 (c) Exhibits.
 

99.1  Transcript of Alcoa Inc. second-quarter 2004 earnings call (furnished pursuant to Item 12).

99.2  Slides presented during Alcoa Inc. second-quarter 2004 earnings call (furnished pursuant to Item 12).
 
Item 12. Results of Operations and Financial Condition.
 On July 22, 2004, Alcoa Inc. held its second-quarter 2004 earnings conference call, broadcast live by webcast. A transcript of the call and a copy of the
slides presented during the call are attached hereto as Exhibits 99.1 and 99.2, respectively, and are hereby incorporated by reference.
 

* * * * *
 

In accordance with General Instruction B.6 of Form 8-K, the information in this Current Report on Form 8-K, including Exhibits 99.1 and 99.2, shall not
be deemed to be “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), or otherwise subject to the liability
of that section, and shall not be incorporated by reference into any registration statement or other document filed under the Securities Act of 1933, as amended, or
the Exchange Act, except as shall be expressly set forth by specific reference in such filing.
 
Forward-Looking Statements
 Certain statements in the transcript and slides attached hereto relate to future events and expectations and as such constitute forward-looking statements. Forward-
looking statements also include those containing such words as “anticipates,” “believes,” “estimates,” “expects,” “hopes,” “targets,” “should,” “will,” “will likely
result,” “forecast,” “outlook,” “projects” or similar expressions. Such forward-looking statements involve known and unknown risks, uncertainties and other
factors that may cause actual results, performance or achievements of Alcoa to be different from those expressed or implied in the forward-looking statements.
Important factors that could cause actual results to differ materially from those in the forward-looking statements include: (a) material adverse changes in
economic or aluminum industry conditions generally, including global supply and demand conditions and prices for primary aluminum, alumina and other
products; (b) material adverse changes in the markets served by Alcoa, including the transportation, building, construction, distribution, packaging, industrial gas
turbine, telecommunications and other markets; (c) Alcoa’s inability to achieve the level of cost savings, productivity improvements or earnings growth
anticipated by management, whether due to significant increases in energy, raw materials or employee benefits costs, labor disputes or other factors; (d) changes
in laws, governmental regulations or policies, currency exchange rates or competitive factors in the countries in which Alcoa operates; (e) a significant downturn
in the business or financial condition of a key customer or customers supplied by Alcoa; (f) significant legal proceedings or investigations adverse to Alcoa,
including environmental, product liability, safety and health and other claims; and (g) the other risk factors summarized in Alcoa’s Form 10-K for the year ended
December 31, 2003, Form 10-Q for the quarter ended March 31, 2004 and other reports filed with the Securities and Exchange Commission.
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PRESENTATION
 Operator
 Good day ladies and gentlemen and welcome to the Alcoa 2nd quarter analyst workshop. My name is Bernie and I will be your coordinator for today. At this time
all participants are in a listen-only mode and we will be facilitating a question-and-answer session towards the end of this conference. If at any time during the
call you require assistance, please press star, zero and a coordinator will be happy to assist you. As a reminder this call is being recorded for replay purposes. I
would now like to turn the presentation over to your host for today’s call, Mr. William Oplinger, Director of Investor Relations. Please proceed, sir.
 
William Oplinger - ALCOA Inc - Director, IR
 Thank you. Good afternoon. Thank you for attending Alcoa’s 2nd quarter 2004 analyst workshop. At today’s meeting we will hear from Alain Belda, Chairman
and CEO and Rick Kelson, Chief Financial Officer. Just as a point of note you will notice that we have gone to a conference call format instead of an in-person
analyst workshop. We will use this format three times a year.
 
However, we will still have an in-person analyst workshop in January where Alain will speak again. Before I turn it over to Alain, I would like to remind you that
in discussing the company’s performance today, we have included some forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995. Such statements relate to future events and expectations and involve known and unknown risks and uncertainties. Alcoa’s actual results or
actions may differ materially from those projected in the forward-looking statements.
 
For a summary of the specific risk factors that could cause results to differ materially from those expressed in the forward-looking statements, see Alcoa’s annual
report and form 10-K for the year ended December 31, 2003. Also in our discussion today we’ve included some non-GAAP financial measures. You can find a
presentation of the most directly comparable GAAP financial measures calculated in accordance with Generally Accepted Accounting Principles and our related
reconciliation on our website at www.Alcoa.com under the invest section of the site. At this point, I would like to turn it over to Alain.
 
Alain Belda - ALCOA Inc - Chairman, CEO
 Well, good afternoon. I’m going to talk from some prepared notes and some present charts that I’ve got to go over and then I will turn it over to Rick and get back
at the end here and respond to some of your questions. Well, let me give you my view of our performance so far this year. I think the 1st half of 2004 has been
notable for 6
 



 
months in the history of the company. A number of the initiatives that we’ve taken over the last 2 or 3 years are now paying off. Our balance sheet is strong and
healthy. Our returns are above cost of capital. And on their way to our first quintile performance.
 
Our growth initiative both organic and acquisition are beginning to show results. And will contribute to the company’s continued leadership and performance for
the next decade. But like we always do, let me start with safety. For the 1st half, we reached a safety rate of .076 lost workdays. Which is about 50 lost workdays
per 130 million hours worked. Just to put this in perspective, our loss work rate 10 years ago was .752 or 44 times higher than what it has been so far this year.
 
In addition, our current lost workday rate is roughly 30 times better than similar companies in our industry. I’m really proud of this achievement and in this area.
But like always, we challenge our people to do even better because we consider this the way to — how do you call a, leading indicator for what we can do with
the rest of the management systems in the company. We’ve always considered safety that way and we continue to look at that way, even though we’ve achieved
these incredible numbers. Let’s go back to the earnings results a minute. Both our 2nd quarters and year-to-dates earnings were record levels.
 
We are seeing the benefits of higher prices, it’s true, and growing demands, but the implementation of the Alcoa business system and the portfolio changes are
beginning to hit the lines, — the bottom line. I spoke to you at the beginning of this year about our renewed focus on organic growth and so far this year, we have
been able to grow the top line by half a billion dollars in addition of what happened with higher metal prices.
 
This is a direct result of all these initiatives — the market sector lead teams, technology management review boards, ABS lead teams, and all these things I’ve
been talking to you over the last 2 years. The improved operating performance is broadly based, 5 of our 6 segments have improved this year, and we are solidly
seeing the benefits of stronger economy and positive fundamentals for our aluminum industry. But just as importantly, we are seeing the benefit of our growth
initiatives and the unrelenting focus on cost cutting throughout the company. The top line growth and successful cost savings and capital management have
allowed us to achieve a 10-plus percent return on capital in the 2nd quarter. This is not our target level, as you well know.
 
But it is a significant progress toward being consistently high performers and the first quintile return on capital. During this year, we continued to manage our
capital prudently. Debt repayment continues to be a high priority. And as I will discuss later, we will begin to ramp up spending in our growth projects in the 2nd
half. We have completed the divestiture program that we announced in January, 2003.
 
And over the last 6 quarter, we systematically divested most of these businesses that we had announced we would do with the exception of some assets, including
Kawneer building and construction business that we decided to keep, and merge with our building and construction system from Europe. I’m pleased with the
execution and the results of this divestiture plan. We have focused the company portfolio in those areas where we can consistently attain our objectives of growth
and returns. We — and furthermore, we have institutionalized the divestiture review process so that you will see us in the future be more active in shedding
noncore assets or nonperforming assets. And at this point, I would like to pass it on to Rick to go in depth in the 2nd quarter. Rick?
 
Rick Kelson - ALCOA Inc - EVP, CFO
 Thanks, Alain. Today I will focus on the 2nd quarter results that were announced earlier in July and after reviewing these results I will also discuss the outlook in
the key markets that we serve. Let’s start with the 2nd quarter highlights. Alcoa’s 2nd quarter earnings demonstrated significant improvement over prior periods.
Revenues grew by 7% sequentially, and 11% year-over-year, to the highest level since the 4th quarter of 2000. Every segment saw revenue gains from the prior
quarter.
 
Income from continuing ops of 404 million was the highest ever, up 15% sequentially and 86% year-over-year. On an annualized basis, return on capital increased
to 10.2%, above the cost of capital. SG&A as a percentage of sales declined to 5.2%. CapEx remained low at 221 million or 73% of depreciation. And finally, we
continue to reduce our debt to capital ratio which at quarter end reached 33.6, within our target range of 25 to 35%. As always, let’s review safety first. Alcoa’s
strong safety performance continued in the 2nd quarter.
 
We achieved a 0.07 lost workday rate and a 1.43 total recordable rate in the 2nd quarter. The lost workday rate of 0.07 continues to be better than our 2005
milestone that we set for ourselves at 0.05. — 75. In the quarter, 95% of our facilities did not have a lost workday. 63% were without a recordable. Through the
1st half of the year, we avoided 77 injuries relative to the prior year period, by lowering our lost workday rate. Let me put this in perspective. In the quarter, we
had just 23 lost workday incidents, for nearly 67 million hours worked, across Alcoa’s global locations. Let’s turn to the financials for the quarter. This slide
compares our 2nd quarter results with the prior quarter.
 
Relative to the 1st quarter, GAAP earnings from continuing operations improved by $54 million or 15%. Earnings improvement came from higher realized prices
and higher volumes across all segments, which were offset in part by raw material and energy cost increases. Revenues in the 2nd quarter were $6.1 billion, up
7% sequentially and 11% year-over-year, reaching the highest level since the 4th quarter of 2000. Realized prices for both
 



 
alumina and ingot increased 8 and 5% respectively while revenues from our downstream businesses also increased. With seasonal increases in building and
construction, approximately 15% and packaging 7%, as well as improvement in industrial products, 14%, aerospace and commercial transportation, each 6%.
 
Cost of goods as a percentage of sales increased to 78.9%, versus 77.9% in the prior quarter. Higher realized prices were offset by the Grass River environmental
reserve, as well as higher resin price, approximately 16 million, transportation, and energy costs. SG&A decreased by 25 million to 5.2% of sales from 6% in the
1st quarter, largely due to favorable bad debt expense, and lowering spending. As you may recall we incurred a $12 million expense primarily reflecting a
customer bankruptcy in the 1st quarter. Restructuring and other charges were 36 million unfavorable relative to the prior quarter. Recall that the 1st quarter
included a $50 million after-tax, after-minority gain on the sale of Specialty Chemicals business.
 
Other income increased by 103 million, reflecting a 58 million pre-tax gain on debt restructuring in the 2nd quarter, which included the retirement of debt and the
settlement of associated interest rate swaps. Equity income was also favorable this quarter reflecting higher earnings from Elkem and in Integris. Additionally the
prior quarter included a $20 million litigation settlement expense at El Campo. Our effective tax rate increased to 29.1%, from 27.9% in the prior quarter. We
expect the effective tax rate to be 29.5% for the full year, exclusive of discrete items. Had we expensed stock options in the 2nd quarter, the net income impact
would have been $8 million or 1 cent per share as compared with $8 million in the 1st quarter of 2004, and $4 million in the year-ago period.
 
Restricted share expense in the 2nd quarter of ‘04 was $2.9 million after tax. Next, let’s review the balance sheet. The top left graph shows that cash from
operations in the 2nd quarter, was $490 million. Down from $809 million in the year-ago quarter. Which excludes the $440 million proceeds from a forward
metal sale one year ago. Most of the shortfall in cash relative to the prior year was due to working capital needs which were $245 million higher than a year ago.
However shown on the chart on the bottom left-hand corner we did make favorable progress on working capital on a days basis as working capital declined by 2.7
days from the prior year period.
 
This will continue to be a be key focus for us. We continue to keep capital expenditures under control. CapEx was 221 million or 73% of our depreciation
expense this quarter. Our full capital spending budget remains approximately $1.3 billion. Implying increased spending in the 2nd half of the year as our large
expansion projects accelerate. As a result of our focus on cash generation, working capital and capital spending discipline, and proceeds from our divestiture
program, debt to cap reached 33.6% at the end of the quarter, down 6.8 percentage points. Debt has declined by more than 1.1 billion from the year-ago period.
 
Now, let’s take a look at the market. This chart shows the distribution of revenue per market, packaging and upstream together, continued to represent about 50%
of our external revenue, followed by automotive at approximately 12%, building and construction at 10%, and aerospace at 9. On the right you can see the
relative percent change from the 1st quarter and the year-ago periods. We continue to see higher prices in the upstream businesses in the 2nd quarter. Third party
realized alumina prices rose 8% while third party realized primary prices rose 5% compared with the 1st quarter.
 
Versus the year-ago period, alumina realized prices rose 33%, while primary realized prices increased by 25%. In our downstream businesses, seasonal
strengthening occurred in the residential building and construction markets resulting in a 15% increase in sequential revenues. Industrial products improved by
14% while aerospace and commercial transportation continued to show improvement increasing by 6%. Packaging saw seasonal improvement that led to a 7%
increase over the 1st quarter. Automotive third party revenues were flat sequentially. Let’s turn to the segments and as usual, let’s begin with the alumina and
chemical segment.
 
As you recall, the left-hand graph shows the relative importance of the various markets and the segments. These are based on 2nd quarter revenues. And for the
alumina and chemical segment, the mix of revenue is essentially unchanged from the 1st quarter. Recall this segment no longer includes our specialty chemicals
business which was sold in February of 2004. On a sequential quarter basis, after-tax operating income increased by $32 million or 25% as stronger realized
prices, up 8%, and higher third party shipments, 5%, more than offset the loss of a specialty chemicals business.
 
On a year-over-year basis, ATOI increased by $70 million reflecting a 33% increase in realized alumina prices. Let’s move to the current business conditions. On
the positive side, LME-based pricing for alumina should continue to be favorable, however on the negative side a weaker U.S. dollar would negatively affect
margins. Next, let’s move to primary metals. On a sequential quarter basis, ATOI improved by $38 million or 20% from the prior quarter. Realized prices
increased by 4 cents per pound, or 5% with third party shipments up 1%.
 
We continued to experience higher alumina cost and higher energy cost, owing to higher LME prices. Also dry weather in the southeast U.S. reduced power
generated from our hydro electric facilities increasing the amount of energy that we purchased externally and driving up costs. Primary metal production for the
quarter was 863,000 metric tons with approximately 250,000 metric tons of aluminum purchased for internal use as we continued to execute on our strategy of
selling value-added products. Relative to the year-ago quarter, ATOI improved by $68 million, or 42%. Realized prices increased by 17 cents per pound, or 25%.
 



 
While third party shipments declined by 5%. Let’s move to the current business conditions for the primary segment. The positive for the segments include metal
prices which continued to remain strong. In addition, we continue our program of metal purchases to optimize the selling of value-added products. Offsetting
these positives are two items. The first of which is the ABI impact. The recently announced strike at our Becancour, Canada smelter is expected to negatively
impact us by approximately 1.5 to 2 cents per month depending on the duration of the strike, and things like the sales price of alumina as we move forward.
 
Additionally, we expect, as I said earlier, higher alumina and energy costs, both of which are tied to higher metal prices. Let’s turn to the flat rolled products
segment. Can sheet and packaging applications contribute nearly half of the revenue for this segment. With the rest slipped between the transportation markets,
building and construction and the distribution channel. On a sequential quarter basis, ATOI declined by $7 million, as higher prices and volumes in North
America were offset by hot mill interruption at the Kitts Green facility in the U.K., and throughput issues at the Tennessee can sheet facility.
 
Versus the prior year period, ATOI rose by $3 million or 5% as third party shipments increased by 14%. As to current business conditions we see several positives
in the 3rd quarter. The first is that industrial markets remain strong. We also expect seasonal strength in rigid container sheet in the summer months. Finally, the
Kitts Green U.K. facility is back on line. On the negative side we expect seasonal softening in Europe. Additionally, we expect to see automotive OEM shut
downs and platform build-rate reductions and the impact of our typical maintenance outages in the North American rolling mills.
 
We also anticipate continued throughput issues at the Tennessee can sheet facility. Let’s move on to the engineered product segment. This segment saw record
profitability in the 2nd quarter, reflecting strong end market demand, coupled with continued cost saving efforts. On a sequential quarter basis ATOI improved by
26% to $78 million. Third party shipments increased by 2%, while third party revenues increased by 5%. Most major businesses realized increasing revenues
based on stronger aerospace and commercial vehicle demand.
 
While the Howmet and North American extrusion businesses contributed to the largest increases in profitability. Versus the prior year period, after-tax operating
income increased by 32 million, or 70% based on increased productivity as well as higher volume as a result of improved market conditions. Moving to current
business conditions, on the positive side, we expect commercial transportation markets to maintain their 2nd quarter strength. We also expect the building and
construction markets should experience seasonal strength. Offsetting these positives similarly to the flat rolled product segment we expect weakness in the
automotive market and seasonal weakness in Europe in the 3rd quarter. Let’s move on to the packaging and consumer segment.
 
Sequentially, revenue increased by 13% and ATOI improved by $19 million or 54%, reflecting seasonal demand in both the closures and the consumer products
businesses which more than offset higher resin costs. On a year-ago basis, revenues increased 1% and ATOI declined by $3 million or 5%. Higher volumes and
better operating performance, primarily at closures and consumer products businesses, overcame higher resin costs but not the divestiture of the Latin America
packaging businesses. Current business conditions. On the positive side, we expect seasonal strength in consumer products in the 3rd quarter, on the negative side
we expect seasonal weakness in closures. Resin prices should also remain high pressuring margins.
 
Additionally, the outage at our Hazelton, Pennsylvania KAMA [ph] facility will drive increased spot market purchases of resin. Let’s turn to the quote-unquote
other segment. The other segment includes the two AFL businesses, telecommunications and automotive. It also includes Alcoa home exteriors, our residential
building products business, and automotive structures and the Integris joint venture. Sequentially revenues increased by 12% due to seasonal improvement at
home exteriors and a 15% volume pickup in our telecommunications business. We also experienced higher equity earnings from Integris Metals in which Alcoa
has a 50% share.
 
ATOI increased by $12 million, a 67% sequential improvement. Versus the year-ago period, revenues were relatively flat as increases at home exteriors and
telecommunications businesses were offset by lower volumes at AFL automotive which continues to rebalance its customer base. ATOI improved by $13 million
due to higher volume, cost savings in the telecommunications and automotive parts businesses, and higher equity income from Integris Metals. Moving to the
current business conditions we expect that building and construction will exhibit seasonal strength. On the negative side this segment is also affected by the
automotive OEM shutdowns and platform build rate reductions.
 
Now that we’ve looked at the segments, I would like to summarize our outlook. Looking forward, we anticipate that the 3rd quarter should benefit from continued
strength in LME prices, strong industrial markets, and from production at our Kitts Green facility which is now back online. On the negative side as we
mentioned the strike at ABI and the outage at KAMA will impact the quarter. We also expect continued higher energy and resin costs to persist. Seasonal
softening in Europe and summer maintenance outages in North America, as well as automotive OEM shutdowns and platform build rate reductions will also
impact the quarter. Finally, a weaker U.S. dollar would negatively impact margins in our upstream businesses.
 
In summary, exclusive of the ABI impact, we expect these positive and negative factors to largely offset one another in the quarter.
 



 
Let’s move on to our cost savings program. This slide shows our progress year-to-date on our $1.2 billion cost challenge. We continued to make progress in the
2nd quarter, realizing cost savings of $13 million, bringing the annualized run rate on cost savings to $160 million. On the left-hand slide — on the left-hand side
of the slide is a bridge of net income from the 4th quarter 2003 to the 2nd quarter of 2004.
 
As you can see, significant volume and price benefits have been supplemented with cost savings of $40 million on a pre-tax basis, in order to offset energy and
other cost increases. The other line primarily reflects the net of insurance proceeds recognized in the 4th quarter of ‘03, approximately $105 million pre-tax, offset
by favorable equity income and currency. Minority interest increased due to higher earnings and taxes increased due to both higher earnings and a higher effective
tax rate. By segment, cost savings have been centered in the engineered products segment with contributions from the other and flat-rolled product segments. By
source, manufacturing productivity has accounted for most of the savings with administrative overheads and procurement also contributing.
 
Highlights of the 2nd quarter savings included lower labor costs, productivity improvements, and other cost savings in our primary segment, improved
productivity in our flat-rolled products businesses, and lower manufacturing costs at Alcoa home exteriors. Let’s move on to the ROC challenge. As you are
accustomed to seeing, this chart shows profitability as measured by ROC. The red line represents Bloomberg’s top quintile ROC entry. The blue line represents
Bloomberg’s measure of Alcoa over a rolling 4-quarter time horizon. The green line shows our quarter of returns annualized.
 
On this basis, we continue to make progress as our annualized ROC reached 10.2% in the 2nd quarter, above the cost of capital, and up from the 7% one year ago.
On a trailing 4-quarter basis, our ROC is 8.7%. As you all know, we aspire to earn a return of capital in the top quintile of S&P industrials and we are committed
to earning at a minimum of cost of capital in the cycle. In the 2nd quarter 60% of our capital base earned a return of capital that exceeded the cost of capital and
one-third of our capital base was at first quintile levels. Now, I would like to turn the call over to Alain Belda again. Alain?
 
Alain Belda - ALCOA Inc - Chairman, CEO
 Well, Rick talked to you about the market for alumina and aluminum. Let me pick it up again here. We continued to see underlying fundamentals of the global
aluminum industry continuing to improve. Both in the alumina and the aluminum. We believe it will be in deficit through 2007. And as it continues to grow at a
robust pace. LME inventories are now at 11 days of consumption, and if you count all of the inventories, and how do you call, coMax and everything that we
know about it, there is about 30 days of supply.
 
The last time we had a peak in the aluminum industry, which was about ‘95, we had 50 days-plus of supply. Our view in China has not changed either. We believe
China has enough natural constraints in production that the country should be in balance over the next coming years. This year, the growth rate of internal
consumption is up by 17% over last year. It is true that this is a reduction from the 2003 consumption growth over 2002 that was 21%, but I will take 17% any
day. On a year-to-date basis, the primary metal supply demand picture has been very close to in balance.
 
As the government and the actions taken because of alumina and energy are mandating the curtailment of soderberg capacity. We think that China will obviously
continue to be a positive force in the industry dynamics. But not only aluminum industry fundamentals are strong, as you know, we play a large role in the
downstream groups of businesses that are much more leveraged to market dynamics of a few specific industries. There, we see a potential for significant
improvement in earnings over the next few years. Starting to see, we start to see now a pickup in our revenues in aerospace. This is a combination of breadth of
our product offering, and the propulsion and fasteners, and our growing participation with Airbus in an overall increase in market activities.
 
And remember, that the market is still far from the levels of the late 1990s. We have a similar situation in commercial truck markets. We are seeing real demand
increases for truck wheels and aluminum solutions for trucks and trailer applications. However, the build rates are still significantly off the highs of the ‘99-2000
time frames. In the alternative market, we have been strong over last year, but the historical dependence we have had on U.S. manufacturing has been reduced as
we have made more inroads in many of the transplants.
 
And lastly, in the residential building and construction market, we continue to be a strong position and while we’re beginning to see first signs of recovery in the
commercial market. Given this strong market environment, and our projections of growth for demand in the primary sector, we have embarked in a returned focus
growth strategy in the upstream. And as you can see from this chart, we have global growth potential in both alumina and aluminum, building on brownfield
opportunity, as well as greenfield opportunities. These projects will come to fruition when we have — when these projects come to fruition we will have added
about 20% to our aluminum position in the world and about 50% to our alumina position.
 
And all these projects are low capital cost, low operating costs projections — projects, bringing our cash cost curve down more toward the first third of the cash
cost curve. Our focus is in generating profitable growth. And we have made considerable progress this year. At the Baie Comeau facility we have been
 



 
unable to come to revised terms on the Quebec government on the expansion. The issue centers an assurance along long-term power rates and therefore we have
halted work on that expansion. And we continue to work through on details on Pingguo which as I have said from the beginning will always depend on having a
secure, long-term competitive power rate.
 
In both cases, we are unwilling to invest in projects where we can’t be assured of long-term profitability. In our downstream businesses, our gross efforts are
centered around the customers with solutions around the world and when warranted by moving platforms to wherever those customers are. You’ve seen our
announcement in Russia. I believe this is a major step forward in our downstream operations. We have proven our ability to significantly improve downstream’s
asset, and made them world class operation, and some of you have seen that as you visited the Kofem operations in Hungary.
 
So far, the projects have been — the acquisition had been approved by all major anti-trust authorities except Russia. And the review by the Russian authorities is
ongoing and it has been slowed down by new organization of the government, which was elected in March, as well as some vacation time. And let me finish with
a slide you’ve already seen. A year ago, metal price was at $1,400 a metric ton and the market situation was very different than today. We had just come off a 2nd
quarter where we had made 26 cents a share, and we’ve uplined our top priorities. And since then, on 2nd quarter 2003, we made 26 cents a share.
 
Third quarter, 33. Fourth quarter, 3 3. First quarter this year, 41. And the 2nd quarter this year, 46. Even true this market situation has changed, we have not
changed our priorities. We continue to be committed to creating long-term shareholder value. We’ve been the only integrated aluminum company to do so. Our
values, our foundation, our ABS, our business system, that guides us, helps us to do this on a day to day.
 
Over the short-term, we will continue to manage the portfolio, pay down debt, capitalize on improving market conditions, and increasing the company exposure
to the aerospace and packaging markets. These moves should continue to pay off as these markets improve. And finally, we continue to focus on profitable
growth. Organic and through acquisition. Only — and through acquisition, only if growth meets our rates. And our key metrics, return on capital we consistently
outperform the aluminum industry, but we’re still short of our long-term goal of first quintile. And at this point I would like to turn it over to Bill and to take
questions.
 
William Oplinger - ALCOA Inc - Director, IR
 Thanks, Alain. We will turn it over to the operator to take questions.
 
QUESTION AND ANSWER
 Operator
 Ladies and gentlemen, if you wish to ask a question, please press star, followed by one on your telephone. If your question has been answered or you wish to
withdraw your question, please press star, followed by two. Please wait a moment while we compile the list. Your first question comes from John Hill of Smith
Barney. Please proceed, sir.
 
John Hill - Smith Barney Citigroup - Analyst
 Good afternoon, everyone and thank you for a great presentation. I was just wondering if you could talk to us a little bit about alumina pricing, and whether the
decline in spot pricing that we’ve seen in China is beginning to be felt in the tenor of the contract negotiations.
 
Alain Belda - ALCOA Inc - Chairman, CEO
 John, with — as you know, 99%, or 98%, whatever it is, but it is very, very high percentage, we — we sell on long-term contracts. The short-term spot market
does influence directionally where it goes, but not the actual results. And I think I said the last time that we — how do you call, negotiate maybe two contracts a
year, so it doesn’t affect that — those two contracts. I think the Chinese at the moment are just sitting a little bit on the sideline, given their own issues with
aluminum production which should affect the other side of the thing, which is metal price goes up, and alumina being a factor of that, goes up, also.
 
John Hill - Smith Barney Citigroup - Analyst
 Very good. And just one quick follow-up. It was certainly a positive to see the ATOI margins in primary aluminum come up 100 basis points in the quarter. I was
just curious about your confidence in the ability to return to let’s say the 14% range that we saw in the ‘99, 2000 era. Thank you.
 
Rick Kelson - ALCOA Inc - EVP, CFO
 Well, as we said, you know, we are comfortable that we’ve gotten back to closing the gap that we had before, and we should be more seeing what comes through
the marketplace. The issue comparing the ‘99-2000 period, would probably be more currency — affected by currency, and of course, we had power sales back in
the latter period as well. So we wouldn’t anticipate the power sales and we have a stronger effect — lowering effect by currency.
 



 
John Hill - Smith Barney Citigroup - Analyst
 Very good. Thank you.
 
Operator
 Your next question comes from John Tumazos of Prudential Equity Group. Please proceed, sir.
 
John Tumazos - Prudential Equity Group - Analyst
 Good afternoon. In terms of the long-term development of the company, the three Quebec smelters, and the plan that you had had a year or so ago, to expand and
modernize appeared very promising. I guess as the aluminum company of America, maybe you’re not the home team as much as the other brand. What sort of
special things are you doing to improve relationships at the government level, community level, voter perception level, to whatever extent that affects rates, and
tax treatment, et cetera?
 
I recall when Reynolds bought Baie Comeau, about 600 positions were eliminated the first month or so after the Reynolds transaction. Are there any criteria you
might relax a little bit to sort of fit culturally a little more with standard procedures in Quebec?
 
Alain Belda - ALCOA Inc - Chairman, CEO
 Well, John, I don’t think that it is a problem of the — how did you call, the local team. I think bottom line, we were offered basically the same conditions that
were offered to the last expansion of the other team or the local team, if you want to, it is just that that was not enough to assure us — in their case, they were
taking some incremental power, and that is not sufficient to incite the kind of investment we were going to make as well as the kind of jobs and, how did you call
it, and work that we would bring to that — to those communities. So the government is still discussing these, they want the projects. We want the projects, we just
got to find a way to get to the right equation here that guarantees the long-term — the L 2 rates in how do you call, in Canada, doesn’t go up by inflation when the
price of metal goes down in real terms. And that is what the challenge is, but it is in the best interest of that government, as well as ours, to have those brownfield
expansion, and my guess is that will happen.
 
John Tumazos - Prudential Equity Group - Analyst
 Thank you.
 
Operator
 Your next question comes from Daniel Roling of Merrill Lynch. Please proceed, sir.
 
Daniel Roling - Merrill Lynch - Analyst
 Thank you. Rick, you made the comment about the fiberoptic business, or the telecommunication business and other showing significant pickup — 50%.
 
Rick Kelson - ALCOA Inc - EVP, CFO
 15.
 
Daniel Roling - Merrill Lynch - Analyst
 Pardon?
 
Rick Kelson - ALCOA Inc - EVP, CFO
 I’m sorry, 15.
 
Daniel Roling - Merrill Lynch - Analyst
 15%. Okay. Can you expand on that? Was that volume, was that revenue and what is the profitability and what is the outlook for fiber? And I assume that is the
fiberoptic portion of your business.
 
Rick Kelson - ALCOA Inc - EVP, CFO
 One second, Dan. Basically, I think we’re starting to see — you’ve probably seen in the press just a stronger market situation, as you’re seeing all the telecoms
start to come up, so it would be, I would say some volume, some revenue, just really more strength in that particular market. And margins while they’re certainly
improving from how low they were are up, but obviously nowhere near what margins once were in that particular market. And today, this is really now pretty
small piece of our business all together.
 
Alain Belda - ALCOA Inc - Chairman, CEO
 That business is beginning to pick up, also, Dan.
 
Daniel Roling - Merrill Lynch - Analyst
 Okay.
 



 
Alain Belda - ALCOA Inc - Chairman, CEO
 I mean, hell. You saw some announcement today by I think Lucent, and others, and it is beginning to pick up, and our business is really optical cable that is
inserted into power cable, and as the lines are being — the transmission lines are being restranded now, reinstalled, and there’s some international business, we’re
just gaining some market there.
 
Daniel Roling - Merrill Lynch - Analyst
 What — could you give us some feel for the utilization rates of your plants? Are they way underutilized? Close to capacity?
 
Rick Kelson - ALCOA Inc - EVP, CFO
 Oh, way underutilized. Way underutilized, Dan.
 
Daniel Roling - Merrill Lynch - Analyst
 And do you expect to see the margins return to the levels they were in the past?
 
Rick Kelson - ALCOA Inc - EVP, CFO
 It would take quite some doing to get them back. Those were very healthy margins, you know, a couple years back, before that whole industry collapsed. You got
to remember that we were at one time close to $800 million worth of revenue, and now, we’re something slightly under $300 million worth of revenue so we’ve
got tons of capacity, and, you know, lots of room for margin growth. That market is showing its first signs of life. It is not back to where it.
 
Daniel Roling - Merrill Lynch - Analyst
 Is this where you would consider a core business in other?
 
Rick Kelson - ALCOA Inc - EVP, CFO
 I don’t think we view AFL telecom now as a core business in other.
 
Daniel Roling - Merrill Lynch - Analyst
 Okay. Thank you.
 
Operator
 Your next question comes from Tony Rizzuto of Bear Stearns.
 
Tony Rizzuto - Bear Stearns - Analyst
 Hi, good afternoon, gentlemen. I got a couple of questions here. First of all, in regards to the 3rd quarter guidance, I wonder if you could first quantify the impact
in the 2nd quarter of the operating dislocations at Tennessee and Kitts Green. And then about Becancour, we talked about the negative impact. Shouldn’t we
assume that you would be selling power and alumina to mitigate the negative here and it is possible that the revenue from these sources along with possibly
restarting Wenatchee which we’ve been hearing some signs that you might look to restart that smelter might mean you could offset those revenue loss?
 
Rick Kelson - ALCOA Inc - EVP, CFO
 Certainly we’re working all of those issues. I would say the Kitts Green, Tennessee issue is probably 1-2 cents, in the 2nd quarter, and as we said, we’ve got Kitts
Green, you know, fully back up now, and, you know, certainly what I — that’s what I was trying to say in the business conditions, about primary in saying, you
know, we will work on the ABI issue at Becancour to do what we can. We don’t — we won’t have power to sell. We will have alumina to sell at a certain point.
 
We’ve certainly done everything we can to take care of our downstream customers so for the time being we feel pretty comfortable about what we’ve done for the
downstream customers. You know, we may know more later but right now that’s about the best that we’ve been able to, you know, sort out is that 1 1/2-2 cents on
the month as we look at it. When we have more information later, you know, if that — if that varies, we will just update you.
 
Tony Rizzuto - Bear Stearns - Analyst
 So what you’re trying to do is kind of give a kind of a worst case kind of impact essentially, Rick?
 
Rick Kelson - ALCOA Inc - EVP, CFO
 Yeah kind of an ongoing worst case if this is where it is and, you know, takes into account at some point we have to do something obviously we will do something
with the alumina.
 
Tony Rizzuto - Bear Stearns - Analyst
 Question for Alain then. Regarding the labor situation, you know, you know, and following the same thing with Becancour and
 



 
Tennessee, also, I’ve always regarded Alcoa as one of the most forward-thinking metals companies when it comes to management labor relations and certainly as
you guys have been able to introduce the ABS and Alcoa production system, what is — what is not working in the current arrangement? And is it systemwide?
Or is it only in certain areas? And has maybe the improvements that we’ve seen on the steel side possibly emboldened Alcoa to maybe take a closer look at some
of the manning levels and other factors?
 
Alain Belda - ALCOA Inc - Chairman, CEO
 Tony, well, you know us pretty well, and I think what we have here is as follows. The first thing on the — we’re trying to negotiate the medical plans across the
company, and making the union — the — basically the labor union, the steelworkers has a first dollar coverage. And we’re trying to share this to — or moving
toward sharing this, which we’ve done with the whole company, reflecting what the costs of health care has gone up by. And the union resists that a lot. On the
other side, we have made changes to the — the way we want to do work, the union, I think, feels that they have more of a say on that, want to define what
management can do. We’ve done some contracting out, about 5% of the work is contracted out.
 
These are works that are of temporary nature, like snow clearing and janitorial work, or very highly-specialized work, you know, working on high tension, where
we tend to bring in a specialist from outside. The union doesn’t like that and has given us a 5-day notice on grievances on contracting out. I think we’re having a
tough moment here to discuss this with the union. You know, I think this is very, very important as an investment in the future of the company. If you think about
smelters, they don’t grow in production every year.
 
If you — if the salaries go up and the raw materials go up, productivity has to improve, and it comes through things like ABS and through things like, you know,
sharing the costs on — or controlling through consumerism, the costs of health care. And so we’re having a difference of opinion around these issues. But I think
on the other hand, you’re right. I mean energy, we will not be paying the energy for ABI. It simply returns back to hydro Quebec.
 
And the labor — how did you call, the union has to pick up that cost. So there is obviously a continuous cost, and then a cost of restarting production, which, as
the number that Rick went by. But it is — this is — you have to think about that on an investment on a long-term. And on our case, I look at this and say this is a
5,000 ton reduction per day of production. The LME has been dropping about 3,000 tons per day. So this could solve itself by highest metal prices.
 
Tony Rizzuto - Bear Stearns - Analyst
 Exactly my thinking.
 
Alain Belda - ALCOA Inc - Chairman, CEO
 Yeah, that’s what I thought you were aiming at. But, you know, I don’t know. And remember, that when the price goes up, I have less volume. So you got to
adjust for that.
 
Tony Rizzuto - Bear Stearns - Analyst
 Thanks very much.
 
Operator
 Your next question comes from Wayne Atell of Morgan Stanley.
 
Wayne Atell - Morgan Stanley - Analyst
 Thank you. Two quick questions. One, can you tell us the proceeds so far from your asset sales?
 
Rick Kelson - ALCOA Inc - EVP, CFO
 I was just in the — I think it is right in the presentation, $640 million. Our share was $560 million. And the issue that that presents, not issue, the differences from
our original estimates come from the fact that as Alain mentioned there are a number of assets that we chose not to sell.
 
Wayne Atell - Morgan Stanley - Analyst
 So you said the total what 640 but your share was only 560?
 
Rick Kelson - ALCOA Inc - EVP, CFO
 Right.
 
Wayne Atell - Morgan Stanley - Analyst
 And if you could help me out with the metal to understand metal price change in your profitability change, I calculate that on a year-over-year basis, your
profitability was up about 5 cents per pound. ALumina should have penalized you for a 3 cent cost increase. You probably had power and — energy and a few
other costs which might have added 3 cents so that adds up to something approaching 11.
 
The LME was up 13 and you said earlier your price is up 17. When you add in the premium increase. So I can come up with about 11.
 



 
The LME is up 13. And your price is up 17. Can you explain maybe the difference, what I’m missing?
 
Rick Kelson - ALCOA Inc - EVP, CFO
 Well, I think you’ve gotten most of the pieces. Obviously there is a large piece of energy. We’ve talked about alumina. I think to walk you the kind of depth you
want, why don’t we have Bill get back to you and walk you through the specifics?
 
Wayne Atell - Morgan Stanley - Analyst
 Okay. And then I think you said you may have covered that number, but can you tell me what the cost of restarting your two down pot lines in Canada would be?
 
Rick Kelson - ALCOA Inc - EVP, CFO
 No, we didn’t give out the cost of restarting. What I had said was as the strike goes on, we would expect a penny and a half to two cents per month as it — you
know, rolls forward. I would think startup costs would be somewhere in the neighborhood of a penny or so, you know, 8 million, give or take.
 
Wayne Atell - Morgan Stanley - Analyst
 And that would be for a total to both lines?
 
Rick Kelson - ALCOA Inc - EVP, CFO
 Yeah.
 
Wayne Atell - Morgan Stanley - Analyst
 Thank you.
 
Operator
 You have a follow-up question from Tony Rizzuto.
 
Tony Rizzuto - Bear Stearns - Analyst
 Thank you very much. You know, we’ve seen a lot of the companies tied to aerospace, Airbus has talked about build rates going up 25% next year and Boeing as
well, I don’t have those numbers at my fingertips but then you got GE talking about gas-based land-based turbines doing better and Parker Hanafin as well. What
have the volumes been for both of these businesses, if you have those figures maybe year-to-date on percentage terms and if you could give us an idea how far
away from the late 1990 levels are they still?
 
Alain Belda - ALCOA Inc - Chairman, CEO
 Oh, you’re way — way below the ‘99 number Tony. God, I think you’re in the — maybe 30% below, 30 to 40% below what were you in ‘99, 2000. But what I
think what the good news about this is, that we thought this year was still going to be the trough of this. And that you would see the pickup next year. And it is
really started picking up pretty fast now. And you’ve got a slight of mind that has that — that has the change in the volume, and the large aircraft build rates.
 
Tony Rizzuto - Bear Stearns - Analyst
 Uh-huh. Will the 4th quarter of this year be the high point of the year for volumes in both of those areas?
 
Alain Belda - ALCOA Inc - Chairman, CEO
 I think so.
 
Tony Rizzuto - Bear Stearns - Analyst
 Okay. And what about, you know, with all the strides you guys have made with ABS and APS, the right-sizing and restructuring, should we expect that volumes
and margins can surpass prior cycle levels — cycle highs?
 
Alain Belda - ALCOA Inc - Chairman, CEO
 I’m not going to give that you number, Tony at this point in time. But obviously, we do expect always improvement in productivity in the company.
 
Tony Rizzuto - Bear Stearns - Analyst
 I see you just want —
 
Alain Belda - ALCOA Inc - Chairman, CEO
 You should see the volume go up. You know, you make your judgment there.
 



 
Tony Rizzuto - Bear Stearns - Analyst
 I see the business win that you have with Rolls Royce, obviously they’ve been taking market away from Pratt Whitney. That seems to be fairly significant.
 
Alain Belda - ALCOA Inc - Chairman, CEO
 Yes, it is.
 
Tony Rizzuto - Bear Stearns - Analyst
 Thank you.
 
Operator
 Your next question comes from Alberto Arias of Goldman Sachs. Please proceed, sir.
 
Alberto Arias - Goldman Sachs - Analyst
 Yes, good afternoon, gentlemen. A couple of quick questions. Alain, you mentioned you made some comments about China and the year-to-date growth of 17%,
the critical issue right now is the sustainability of the main plants going forward. Have you seen any change as a consequence of the government measures on
demand trends for aluminum in China?
 
Alain Belda - ALCOA Inc - Chairman, CEO
 Aluminum consumption in China is up 17%. So yeah, it is lower than 21 last year, but it is still very solid number. I don’t think — Alberto, these guys have to
grow the local economy, the internal economy by something between 8 — 7 to 9% a year, just to keep the employment stable. And politically they can’t afford
not to have — not to be creating jobs at the rate of about 30 million jobs a year. So I don’t think they will reduce it further than this. I think there is probably a
little bit slower than 17% by year-end, maybe 15, but I am not absolutely concerned with China on the consumption side of it at all.
 
Rick Kelson - ALCOA Inc - EVP, CFO
 I think it is — the point you made earlier Alain, in your comments that the real fact to be in the Chinese soderberg and you talked about what 800,000?
 
Alain Belda - ALCOA Inc - Chairman, CEO
 That’s right. I think the big — in fact, the big issue there is going to be how much will they produce in metal.
 
Alberto Arias - Goldman Sachs - Analyst
 Yes, and that was my follow up question. There has been a lot of talk about government measures trying to shut down that capacity, but they have been very
skillful going around some of the legislation. Have you seen any evidence of shut-downs of those small inefficient smelters? And what is it going to shut them
down this time versus, you know, a couple of years ago?
 
Alain Belda - ALCOA Inc - Chairman, CEO
 I don’t have the numbers here, Alberto, but they have shut down capacity, and they — the government this time has control not only of the energy price but they
also have control of the capital and they’ve taken control of that. And — from, you know, with the bad debts and the banks and all that stuff. So I think there will
be pretty much in balance as the year goes by. So whatever demand reduction they have, it will be basically offset by production reduction, in the smelter side. So
I think it is going to be from a China point of view, it is going to continue to be the marginal — the buyer of the marginal production of the world continues to put
pressure on energy, oil, and lots of raw materials around the world. I’m not — not too worried about this in a macro economic level.
 
Alberto Arias - Goldman Sachs - Analyst
 All right. Thank you.
 
Operator
 Your final question comes from Caglar Somek of CSFB.
 
Caglar Somek - CSFB - Analyst
 Hi, good afternoon. My question is related to the divestiture process. You mentioned that the divestiture process is complete and you have a new review process
that have you in place. Can you just, you know, give a bit more color in terms of which areas you’re trying to look at in terms of, you know, new divestitures?
 
Alain Belda - ALCOA Inc - Chairman, CEO
 Last year, as we went through the 2004-2007 plan, we gave every division the objective that they all had to be at a minimum cost of capital on their way by 2007
to get to the first quintile, they had to have plans, they had to have cost reduction programs, and they had to have investment plans, or capital constraint plans. We
are not putting capital, new capital in any of the businesses that are not making cost of capital. So we really deferring this action as we either believe they are not
going to make it, or when actually as we get through 2004, at the end of 2004 and 2005 we will look at
 



 
some business and say yeah, the plan was good but they are not going to make it and then we will be looking at divestitures.
 
Rick Kelson - ALCOA Inc - EVP, CFO
 It is not, Calgar, not so much an area, as it is whether given a subset of smaller businesses inside each of the areas, is meeting the kind of targets and returns that
we’re looking for.
 
Caglar Somek - CSFB - Analyst
 So, in other words, you’re looking over a cycle rather than just this year, so any decision that is going to be made, it is going to be made probably in the next
couple of years rather than —
 
Alain Belda - ALCOA Inc - Chairman, CEO
 Over — it is not immediate. It is over the years, and every — you know, we review all these things on an annual basis, and they don’t make it, we will take the
decision around either the horses or the jockeys.
 
Caglar Somek - CSFB - Analyst
 Okay. And current currently, just to make sure I understand 30% of the segments don’t make their cost of capital?
 
Alain Belda - ALCOA Inc - Chairman, CEO
 At the moment, yes.
 
Caglar Somek - CSFB - Analyst
 Okay. Thank you very much.
 
William Oplinger - ALCOA Inc - Director, IR
 At this point, we are going to conclude the 2nd quarter conference call. I appreciate you taking your time to listen to the conference call. And as always, please
feel free to call me, if you have additional questions. Thank you.
 
Operator
 Thank you for your participation in today’s conference call. This concludes the presentation. You may now disconnect.
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 [GRAPHIC]Forward-Looking StatementsToday’s discussion may include “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995. Such statements relate to future events and expectations and involveknown and unknown risks and uncertainties. Alcoa’s actual results or actions may differ materially from those projected in the forward-looking statements. For a summary of the specific risk factors that couldcause results to differ materially from those expressed in the forward-looking statements, please refer to Alcoa’s Form 10-K for the year ended December 31, 2003, in addition to the Quarterly Report on Form10-Q for the quarter ended March 31, 2004 filed with the Securities and Exchange Commission.



 [GRAPHIC]Alain J. P. BeldaChairman and Chief Executive Officer



 [GRAPHIC]YTD Performance
 •  Best safety performance ever
1st half LWD of 0.0790% of the company without an LWD in the first halfStrong operational executionRecord quarterly and YTD earnings~ $500M of revenue growth YTD in addition to LME price increases5 of 6 segments up YTDDouble digit ROC achieved in Q2Realized $160M of annual savings towards cost challenge



 [GRAPHIC]2004 YTD PerformanceFinancial discipline continuesCap-ex held to 68% of depreciationDebt-to-cap at 33.6% (target range 25-35%)Days working capital at 53.6, down from 56.3 one year agoDivestiture Process CompleteTotal cash proceeds of ~ $640 million ($560m Alcoa Share), with certain businesses retained



 [GRAPHIC]Richard B. KelsonExecutive Vice PresidentChief Financial Officer



 [GRAPHIC]2nd Quarter Highlights
 •  Revenues increased 7% sequentially and 11% Y/Y to $6.1 billion, highest since 4Q 2000

 •  Revenue gains in every segment over prior quarter

 •  Income from continuing operations highest ever, up 15% Q/Q and 86% Y/Y

 •  Continued ROC improvement to 10.2% annualized – above cost of capital



 [GRAPHIC]2nd Quarter Highlights (continued)
 •  SG&A declined to 5.2% of sales

 •  Capex remained low at $221m, 73% of depreciation

 •  Debt-to-Capital ratio declined to 33.6%



 [GRAPHIC]SafetyLWD Incident RateContinued strong performance in 2Q 2004Rate (injuries per 200,000 hrs.)[GRAPHIC]* Reynolds, Howmet/Huck included beginning in 2002. IVEX and Fairchild included beginning in 2004.** Includes IVEX and Fairchild prior to 2004.



 [GRAPHIC]2nd Quarter 2004 Financial Overview
In Millions   2Q04  1Q04  Fav/(Unfav)LME 3-Month Average ($/MT)   $1,692 $1,667 $25Sales   $6,092 $5,696 $396Cost of Goods Sold   $4,807 $4,438 ($369)% of Sales   78.9%  77.9%  (1.0 pts)SG&A   $319  $344  $25% of Sales   5.2%  6.0%  0.8 ptsRestructuring and Other Charges   $5  ($31)  ($36)Other Income, Net (Gain)   ($125)  ($22)  $103Effective Tax Rate   29.1%  27.9%  (1.2 pts)Minority Interests   $73  $50  ($23)GAAP Net Income   $404  $355  $49GAAP Income From Continuing Operations   $404  $350  $54



 [GRAPHIC]Balance Sheet: 2Q 04 vs. 2Q 03[GRAPHIC]   [GRAPHIC]
[GRAPHIC]   [GRAPHIC]1  2Q2003 excludes $440m proceeds from forward metal sale. Free Cash Flow defined as Operating Cash Flow less Capital Expenditures.2  Balances reflect reclassifications for changes in status from assets held for sale to assets held and used



 [GRAPHIC]2nd Quarter Market Conditions Global View
 •  Market Conditions
[GRAPHIC]
   Change from2Q 03  Change from1Q 04Realized Prices      Alumina   33%  8%Primary   25%  5%3rd Party Revenue      Aerospace   5%  6%Automotive   -1%  0%Commercial Transportation   40%  6%B&C   9%  15%Industrial Products   16%  14%Packaging   14%  7%



 [GRAPHIC]Alumina & ChemicalsAlignment: Bauxite mining, alumina refiningMarkets:   ATOI Performance:
[GRAPHIC]   [GRAPHIC]Current Business Conditions:
Positives   NegativesLME-based pricing continues to be favorable   Weaker USD would negatively impact margins



 [GRAPHIC]Primary MetalsAlignment: 4.0 million mt of smelting capacity, with 762 kmt currently idled *
Markets:   ATOI Performance:
[GRAPHIC]   [GRAPHIC]Current Business Conditions:
Positives   NegativesContinued strong metal prices   ABI Impact
Continued program of metal purchases to optimize selling of value-added products   Higher alumina and energy costs (both tied to higher metal prices)* includes Alcoa’s 200kmt share at Becancour currently idled



 [GRAPHIC]Flat Rolled ProductsAlignment: Aluminum sheet and plate for aerospace applications, rigid container sheet for beverage cans, and mill productsMarkets:   ATOI Performance:
[GRAPHIC]   [GRAPHIC]Current Business Conditions:
Positives   Negatives
Industrial markets remain strong   Seasonal softening in Europe
Seasonal strength in rigid container sheet   Automotive OEM shutdowns and platform build rate reductions
Kitts Green back on-line   Summer maintenance outages in NA

   Continued throughput issues at Tennessee



 [GRAPHIC]Engineered ProductsAlignment: Hard and soft alloy extrusions, aluminum forgings, Alcoa Fasteners & Howmet productsMarkets:   ATOI Performance:
[GRAPHIC]   [GRAPHIC]Current Business Conditions:
Positives   Negatives
Commercial vehicle market to maintain Q2 strength   Automotive OEM shutdowns and platform build rate reductions
Building & construction seasonally strong   Seasonal softening in Europe



 [GRAPHIC]Packaging & ConsumerAlignment: Reynolds consumer products, closures, food packaging, flexible packaging, and packaging graphics designMarkets:   ATOI Performance:
[GRAPHIC]   [GRAPHIC]Current Business Conditions:
Positives   NegativesSeasonal strength in consumer products   Seasonal weakness in closures
   Resin prices remain high
   Kama outage will drive increased spotmarket purchases of resin



 [GRAPHIC]OtherAlignment: Alcoa Fujikura, residential building products, automotive structures and Integris Joint VentureMarkets:   ATOI Performance:
[GRAPHIC]   [GRAPHIC]Current Business Conditions:
Positives   NegativesBuilding and Construction seasonally strong   Auto OEM shutdowns and platform build rate reductions



 [GRAPHIC]Outlook Summary 3Q ‘04 Outlook
Positives   NegativesLME prices remain high   ABI and Kama ImpactIndustrial markets are strong   Continued high energy costsKitts Green outage won’t recur   Resin prices remain high
   Seasonal softening in Europe and summer maintenance outages in NorthAmerica
   Auto OEM shutdowns and platform build rate reductions
   Weaker USD negatively impacts margins in the Upstream



 [GRAPHIC]Cost Savings Challenge[GRAPHIC]   [GRAPHIC]

   [GRAPHIC]



 [GRAPHIC]Return on Capital[GRAPHIC]All indicators are based on the Bloomberg ROC Methodology.



 [GRAPHIC]Alain J. P. BeldaChairman and Chief Executive Officer



 [GRAPHIC]Market Fundamentals Remain IntactAlumina  Aluminum

[GRAPHIC]  [GRAPHIC]
Source: Consensus forecastInventory Days of Consumption LME & IAI:[GRAPHIC]



 [GRAPHIC]Downstream Markets Gaining Momentum[GRAPHIC]  [GRAPHIC]

[GRAPHIC]  [GRAPHIC]



 [GRAPHIC]Growth Initiatives - UpstreamActive Upstream Projects[GRAPHIC]



 [GRAPHIC]Growth Initiatives - DownstreamFabricating facilities in RussiaSamara - flat rolled products, extrusions, and forgingsBelaya Kalitva - flat rolled products, extrusions, tubes, and forgingsRussian and global marketsAwaiting government approvalsBohai rolling millPartnership with CITICAlcoa to invest $200MMultiple markets, including transportationExpect JV formation by the end of the year



 [GRAPHIC]Our Top PrioritiesLong-term value creationValues are our foundationCost control, capital discipline, customers - ABS is how we do businessDeliver on our short term goalsManage the portfolioImprove the balance sheetCapitalize on improving market conditionsStrengthening US economy, key markets moving off lowsContinued strength in Asia with lingering weakness in EuropeProfitable GrowthMultiple opportunities for profitable growth - they must meet our hurdlesOrganic and AcquisitionsOutperform the competition and industrial peers



 [GRAPHIC]For Additional Information, contact:William F. OplingerDirector, Investor RelationsAlcoa390 Park AvenueNew York, N.Y. 10022-4608Telephone: (212) 836-2674Facsimile: (212) 836-2813www.alcoa.com



 [GRAPHIC]Appendix



 [GRAPHIC]Income and EPS Information and Reconciliation
In Millions   2Q 04  1Q04  2Q03GAAP Net Income   $404   $355  $216Discontinued operations - operating loss   —    —   $2Discontinued operations - gain on divest.   —    ($5)  ($1)GAAP Income from continuing operations   $404   $350  $217Restructuring and other charges (2):         Restructurings   $3   $8  $12(Gain)/Loss on divestitures   $1   ($58) $2Income from continuing operations excluding restructuring and other charges (1)   $408   $300  $231



 [GRAPHIC]Income and EPS Information and Reconciliation (Continued)
In Millions   2Q04   1Q04   2Q03GAAP Earnings per share   $0.46  $0.41  $0.26Discontinued operations - operating loss          Discontinued operations - gain on divestitures          GAAP Earnings per share from continuing operations   $0.46  $0.40  $0.26Restructuring and other charges:          Restructurings          (Gain)/Loss on Divestitures          EPS from continuing operations excluding restructuring and other charges   $0.47  $0.34  $0.27Avg. Shares Diluted Outstanding   877   879   847



 [GRAPHIC]Notes to Reconciliation(1)  Alcoa believes that income from continuing operations excluding restructuring and other charges is a measure that should be presented in addition to income from continuing operations determined inaccordance with GAAP. The following matters should be considered when evaluating this non-GAAP financial measure:
 •  Alcoa reviews the operating results of its businesses excluding the impacts of restructurings and divestitures. Excluding the impacts of these charges can provide an additional basis of comparison.Management believes that these charges are unusual in nature, and would not be indicative of ongoing operating results. As a result, management believes these charges should be considered inorder to compare past, current, and future periods.
 •  The economic impacts of the restructuring and divestiture charges are described in the footnotes to Alcoa’s financial statements. Generally speaking, charges associated with restructurings includecash and non-cash charges and are the result of employee layoff, plant consolidation of assets, or plant closure costs. These actions are taken in order to achieve a lower cost base for futureoperating results.
 •  Charges associated with divestitures principally represent adjustments to the carrying value of certain assets and liabilities and do not typically require a cash payment. These actions are takenprimarily for strategic reasons as the company has decided not to participate in this portion of the portfolio of businesses.
 •  Restructuring and divestiture charges are typically material and are considered to be outside the normal operations of a business. Corporate management is responsible for making decisions aboutrestructurings and divestitures.
 •  There can be no assurance that additional restructurings and divestitures and goodwill impairment will not occur in future periods. To compensate for this limitation, management believes that it isappropriate to consider both income from continuing operations determined under GAAP as well as income from continuing operations excluding restructuring and other charges.
(2)  Restructuring and other charges totaled $5 of expense ($4 after tax and minority interests) in the second quarter of 2004, consisting principally of layoff charges.



 [GRAPHIC]Reconciliation of Return on Capital
In Millions   2Q 04BloombergMethod  2Q 04Annlzd  1Q 04BloombergMethod  1Q 04Annlzd  4Q 03BloombergMethod  4Q 03Annlzd  3Q 03BloombergMethod  3Q 03Annlzd  2Q 03BloombergMethod  2Q 03AnnlzdNet Income   $1,330  $1,616  $1,142  $1,420  $938  $1,164  $424  $1,120  $346  $864Minority Interest   $220  $292  $222  $200  $231  $172  $186  $216  $181  $300Interest Expense(After-tax)   $209  $196  $220  $184  $238  $224  $255  $232  $266  $240Numerator(Sum Total)   $1,759  $2,104  $1,584  $1,804  $1,407  $1,560  $865  $1,568  $793  $1,404ST Borrowings   $332  $540  $318  $554  $351  $389  $160  $155  $153  $110LT Borrowings   $7,137  $6,556  $7,727  $6,737  $7,529  $7,175  $8,011  $7,801  $7,942  $8,309Preferred Equity   $55  $55  $55  $55  $55  $55  $55  $55  $55  $55Minority Interest   $1,407  $1,328  $1,364  $1,349  $1,317  $1,310  $1,287  $1,398  $1,400  $1,443Common Equity   $11,277  $12,230 $11,134  $12,130 $10,946  $11,541 $10,467  $10,698 $10,504  $10,181Denominator(Sum Total)   $20,208  $20,709 $20,597  $20,825 $20,198  $20,470 $19,980  $20,107 $20,054  $20,098ROC   8.7%  10.2%  7.7%  8.7%  7.0%  7.6%  4.3%  7.8%  3.9%  7.0%Notes:Note: Bloomberg Methodology calculates ROC based on the trailing 4 quarters.



 [GRAPHIC]Reconciliation of Days Working Capital
In Millions   2Q2004  2Q 2003 1Receivables from Customers   $2,983  $2,614Inventories   $2,855  $2,569Accounts Payable, Trade   ($2,253) ($1,782)Numerator(Sum Total)   $3,585  $3,401Daily Revenue      Quarterly Revenue   $6,092  $5,497Number of Days   91  91Denominator      Average Daily Revenue   $66.9  $60.4Days Working Capital   53.6  56.3Notes:1  Balances reflect reclassifications for changes in status from assets held for sale to assets held and used.



 [GRAPHIC]Reconciliation of Cash Flow Measures
In Millions   2Q 2004  2Q 2003 1Cash From Operations Reconciliation       Cash From Operations   $490   $1,249Less: Cash Received on Long-term Aluminum Supply Contract   —    $440Adjusted Cash From Operations   $490   $809Free Cash Flow Calculation       Adjusted Cash From Operations   $490   $809Less: Capital Expenditures   $221   $222Free Cash Flow   $269   $587Notes:1  Reflects reclassifications for changes in status from assets held for sale to assets held and used.


