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Report of Independent Auditors

To the Shareholder of
Alcoa Custom Extruded Solutions

In our opinion, the accompanying combined balance sheets and the related combined statements of
operations, enterprise capital and cash flows present fairly, in all matenial respects, the financial
position of Alcoa Custom Extruded Solutions (the “Business”), a division of Alcoa Inc , as defined in
Note A, at December 31, 2006 and 2005, and the results of its operations and its cash flows for the
years then ended in conformity with accounting principles generally accepted in the United States of
America These financial statements are the responsibility of the Business’ management Qur
responsibility is to express an opinion on these financial statements based on our audits We
conducted our audits of these statements in accordance with auditing standards generally accepted in
the United States of Amenca Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of materal misstatement  An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation We beheve that our audits
provide a reasonable basis for our opinion

As discussed in Note B to the combined financial statements, the Business changed the manner in
which they account for benefit plans and stock-based compensation in 2006 As discussed in Note E
to the combined financial statements, the Business has significant related party transactions with Alcoa
Inc and its subsidiaries

Pittsburgh, Pennsylvania
June 7, 2007
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Alcoa Custom Extruded Solutions
Combined Balance Sheets
December 31, 2006 and 2005

(in thousands of dollars)

2006 2005
Assets
Current assets
Cash and cash equivalents % 3,357 5 5,259
Receivables, less allowances of $14,391 and $11,206 315,085 228,634
Other receivables 741 4,488
Inventaries 206,702 171,450
Deferred income taxes, current portion 13,320 5,395
Prepaid expenses and other current assets 12,422 3,731
Total current assets 551,627 418,957
Properties, plants and equipment, net 510,807 493,707
Computer software, net of accumulated amortization of
$6,785 and $4,494 15,786 12,478
Deferred income taxes 307 317
Other intangible assets, net 8,908 8,402
Other assets 230 173
Total assets $ 1,087,665 $ 934,034
Liabilities
Current habilities
Accounts payable, trade $ 176,018 $ 132,195
Short-term borrowings 10,593 6,299
Current portion of long-term debt 837 780
Accrued compensation and benefits 22,683 18,600
Accrued taxes, other than income taxes 72,883 34,988
Other current habilities 20,389 23,087
Total current habilihes 303,403 215,949
Long-term debt 7,634 7,853
Notes payable with Alcoa and subsidiares 44,530 35,303
Deferred income taxes 55,043 61,663
Accrued postretirement benefits 522 701
Other habilities 20,119 26,896
Total habilities 431,251 348,365
Contingencies and commitments
Enterprise Capital
Divisional equity 639,990 602,036
Accumulated other comprehensive income 16,424 (16,367)
Total enterprise capital 656,414 585,669
Total habiliies and enterprise capital $ 1,087,665 $ 934,034

The accompanying notes are an integral part of these combined financial statements
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Alcoa Custom Extruded Solutions
Combined Statements of Operations
Years Ended December 31, 2006 and 2005

(in thousands of dollars)

2006 2005
Revenues
Sales $ 2,390,572 % 1,969,458
Sales to related parties 81,168 110,711
2,471,740 2,080,169
Costs and expenses
Cost of goods sold (exclusive of provision for depreciation
and amortization below) 2,270,703 1,918,851
Selling, general and administrative expenses 81,185 75,634
Provision for depreciation and amortization 75,989 78,692
Research and development expenses 1,752 1,452
Net losses (gains) on metal and foreign exchange derivative
activities 19,349 (9,732)
Restructuring and other charges, net 636 23,186
Related party interest expense, net 836 1,213
Interest expense, net 1,091 1,026
Other income, net (349) (837)
2,451,192 2,089,485
Income (Loss) before taxes on income 20,548 (9,3186)
Provision for taxes on income 8,077 9,280
Net income (loss) $ 12,471 $ (18,596)

The accompanying notes are an integral part of these combined financial statements

3
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Alcoa Custom Extruded Solutions
Combined Statements of Cash Flows
Years Ended December 31, 2006 and 2005

(in thousands of dollars)

2006 2005
Cash from operations
Net income (loss) $ 12,471 $ (18,596)
Adjustments to reconcile net iIncome (loss) to cash from
operations
Depreciation and amortization 75,989 78,692
Change in deferred income taxes (10,488) 112
Restructuning and other charges, net 636 23,186
Prowvision for doubtful accounts 4,608 3,929
Stock-based compensation 786 472
Net losses (gains) on derivative activities 19,349 (9,732)
Loss (gain) on sale of assets 76 (190)
Increase (decrease) in cash due to changes in
operating assets and habilities
Recelvables (65,922) 11,487
Inventories (25,061) (31,743)
Accounts payable 31,350 17,900
Other assets and liabilities 19,227 10,901
Cash from operations 63,021 86,418
Financing achivities
Change In net related party balances with Alcoa and subsidianes 6,596 (25,600)
Issuance of long term debt - 559
Repayment of long-term debt (820) (839)
Net changes in short-term borrowings (229) 4,025
Cash from (used for) financing activities 5,547 (21,855)
Investing activities
Capital expenditures (74,591) (70,279)
Proceeds from sale of facilities 3,391 4,480
Other - 21
Cash used for investing activiies (71,200) _(65,778)
Effect of exchange rate changes on cash and cash equivalents 730 (811)
Net change in cash and cash equivalents (1,902) (2,026)
Cash and cash equivalents
Beginning of year 5,259 7,285
End of year $ 3357 § 5,259

The accompanying notes are an integral part of these combined financial statements
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Alcoa Custom Extruded Solutions
Notes to Combined Financial Statements
Years Ended December 31, 2006 and 2005

(mn thousands of dollars)

A.

Description of Business

Alcoa Custom Extruded Solutions (ACES or the Business) is a combination of a number of
wholly owned businesses and faciliies of Alcoa Inc (Alcoa) The Business has twenty-two
faciliies in eight countries and approximately 6,400 employees Facilities in the United States
of America (U S ) include Cressona (Pennsylvama), Magnolia (Arkansas), Morns (llinois),
Yankton (South Dakota), Delhi (Louisiana), Louisville (Kentucky), Spanish Fork (Utah),
Catawba (North Carolina), and Redd Team (Flonda) European facilities include Drunen
(Netherlands), Harderwijk (Netherlands), Navarra (Spain), Noblejas (Span), Perfialsa (Spain),
La Selva (Spain), Bolzano (ltaly), Fossanova (ltaly), Feltre (ltaly), Banbury (United Kingdom),
Kofém (Hungary), Romania, Mexico and various sales offices throughout the U S and
Europe ACES has developed over the years through acquisitions (primarily Alumax, Inespal
and Alumix) and greenfield development

ACES sells soft alloy extruded products, primanily to the bullding and construction industry,
transportation and industnal markets Primary products are window and door frames, automotive
parts and industrial machine components

In November 20086, Alcoa announced the signing of a letter of intent with Orkla ASA's SAPA Group
(Sapa) to create a soft alloy extruston joint venture with the intention of eventually offering the
venture to the public markets through an initial public offering of the combined entity  Alcoa I1s
expected to contribute the Business presented in these financial statements to this venture Sapa
1s expected to also contnibute certain entities to the venture The new venture will be majority
owned by Orkla and operated by Sapa It 1s anticipated that the joint venture will be formed by the
end of the second quarter 2007, subject to customary government approvals

These financial statements have been prepared on a historical cost basis and do not include the
effects of the aforementioned transaction with Sapa The long-lived assets have been classified as
held and used and the results of annual iImpairment assessments indicated that the estimated
undiscounted cash flows exceeded the carrying value

Summary of Significant Accounting Policies

Principles of Combination

The combined financial statements of the Business include the accounts and companies in which
Alcoa has a controlling interest  All intercompany balances and transactions between and within
entities included in the Business have been elminated Payables and receivables with Alcoa and
its affihates (other than those of ACES), are recorded as a component of enterprise capital, except
for notes payable which are recorded as liabiities The Business Is part of a cash pooling
arrangement with Alcoa

The financial statements have been carved out from the books and records of Alcoa The
statements of operations include all items of revenue and income generated by the Business and
all items of expense directly incurred by the Business These Iinclude expenses charged to the
Business by Alcoa in the normal course of business The financial statements reflect amounts that
have been pushed down from Alcoa In order to depict the financial position, results of operations
and cash flows of the Business on a stand-alone basis The amounts have been allocated on a
basis considered reasanable by management As a result of these allocated amounts, the
financial statements of the Business may not be indicative of the results that would be presented if
the Business had operated as an independent stand-alone entity For additional information
concerning expenses charged to the Business by Alcoa see Note E
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Alcoa Custom Extruded Solutions
Notes to Combined Financial Statements
Years Ended December 31, 2006 and 2005

(in thousands of dollars)

Use of Estimates

The financial statements are prepared in confarmity with accounting principles generally accepted
in the United States of America and require management to make certain estimates and
assumptions These may affect the reported amounts of assets and liabilities and the disclosure of
contingent assets and habilities at the date of the financial statements They may also affect the
reported amounts of revenues and expenses durnng the reporting period Areas that require
significant judgments, estimates and assumptions include the testing of property, plant and
equipment, other indefinite-ived intangible assets and goodwill for impairment and accounting for
revenue recognition, tax matters, environmental matters, and other postretirement benefits
Management uses historical experience and all available information to make these judgments and
actual results could differ from those estimates upon subsequent resolution of some matters

Risks and Uncertainties

Aluminum is a major component in the production of soft alloy extrusions Suppliers in these areas
are imited and represent a signficant portion of total costs For the years ended December 31,
2006 and 2005, purchases from Alcoa for aluminum represented 54% and 52%, respectively, of
total cost of goods sold For additional details, see Note E

Cash and Cash Equivalents

All highly liquid secunbes with a matunty of three months or less when purchased are considered
cash equivalents Historically, the majority of financing transactions, such as cash receipts and
disbursements, have been managed on a centralized basis with Alcoa and allocated to ACES
based on its actual cash activity

Foreign Currency

The local currency Is the functional currency for locations outside of the United States of America
except for the location in Hungary which uses the euro as its functional currency In accordance
with Statement of Financial Accounting Standards (SFAS) No 52, Foreign Currency Translation,
assets and labilities of those operations denominated in foreign currencies are translated into U §
dollars using period-end exchange rates, and income and expenses are translated using average
exchange rates for the reporting period In 2006 and 2005, transaction losses (gains) charged to
the statement of operations due to exchange rate changes were $1,042 and ($539), respectively

Revenue Recognition and Accounts Receivable

The Business recognizes revenue when title, ownership, and nisk of loss pass to the customer in
accordance with the provisions of Staff Accounting Bulletin No 104, Revenue Recognition
Allowances for customer rebates, volume discounts, cash discounts and other customer incentive
programs are recorded as a reduction in sales at the time of the sale based upon the historical
results to date, estimated future results through the end of the contract period and the contractual
prowvisions of the customer agreements estimated future outcome

Trade accounts receivable are recorded at the invoiced amount and do not bear interest The
allowance for doubtful accounts is the Business' best estimate of the amount of probable credit
losses in our existing accounts receivable As of December 31, 2006 and 2005, the allowance for
doubtful accounts was $14,391 and $11,206, respectively The Business determines the
allowance for doubtful accounts based on historical write-off expenience The Business reviews iis
allowance for doubtiul accounts quarterly Past due balances over 90 days and over a specified
amount are reviewed individually for collectibility Account balances are charged off against the
allowance when it 1s probable the receivable will not be recovered Bad debt provisions are
included in selling, general and administrative expense The Business does not have any
off-balance-sheet credit exposure related to its customers
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Alcoa Custom Extruded Solutions
Notes to Combined Financial Statements
Years Ended December 31, 2006 and 2005

(in thousands of dollars)

Amounts invoiced for shipping and handling costs and the actual costs incurred are included in
both revenues and cost of goods sald

Inventories

Inventonies are carned at the lower of cost or market with cost determined primarily using the
last-n, first-out (“LIFO”) method in the United States of America and the average-cost method in
Europe 38% and 46% of raw matenals, work-in-process and finished goods are valued at LIFO as
of December 31, 2006 and 2005, respectively The cost of stores inventories 1s determined under
the average-cost method

Properties, Plants and Equipment

Properties, plants and equipment are recorded at cost Depreciation is recorded principally on the
straight-line method at rates based on the estimated useful lives of the assets, between 20 and
33 years for structures, and between 4 (mainly for transportation equipment) and 25 years for
machinery and equipment Gains or losses from the sale of assets are included in other income
Repairs and maintenance are charged to expense as incurred

Properties, plants, and equipment are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amounts of such assets (asset group) may not be
recoverable Recoverability of assets 1s determined by comparing the estmated undiscounted net
cash flows of the operations to which the assets (asset group) related to their carrying amount An
mpairment loss would be recognized when the carrying amount of the assets (asset group)
exceeds the estimated undiscounted net cash flows The amount of the impairment loss to be
recorded is calculated as the excess of the carrying value of the assets (asset group) over their far
value, with fair value generally determined using a discounted cash flow analysis

Asset Retirement Obligations

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

Computer Software

Software 1s recorded at cost, including certain costs charged from Alcoa for internally developed
software Amartization i1s recorded principally on the straight-line method at rates based on the
estimated useful hives of the assets, averaging 10 years for the software costs of the Alcoa
Enterprise Business Solutions (“EBS”) systems and 3 years for all other software

Other Intangible Assets

Intangible assets with finite useful lives are amortized generally on a straight-line basis over the
periods benefited, with a weighted average useful life of approximately 15 years Intangible assets
includes the capital lease at the La Selva facility in Spain (see Note G) and patents and trademarks
obtained by Redd Team over the past 5 years
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Alcoa Custom Extruded Solutions
Notes to Combined Financial Statements
Years Ended December 31, 2006 and 2005

(in thousands of dollars)

Environmental Expenditures

Expenditures relating to existing conditions caused by past operations, and which do not contribute
to future revenues, are expensed as Incurred Liabilities are recorded when remedial efforts are
probable, and the costs can be reasonably estimated The liability includes costs such as site
investigations, consultant fees, feasibility studies, outside contractor, and monitoring expenses
Estimates for postclosure monitoring have been discounted at the nisk-free treasury rate, but are
not reduced by potential claims for recovery Postclosure monitoring costs have been estimated at
20 years as of December 31, 2006 Claims for recovery are recognized as agreements are
reached with third parties  Any recorded liability 1s periodically reviewed and adjusted to reflect
current remediation progress, prospective estimates of required activity and other factors that may
be relevant, including changes in technology or regulations Total environmental accruals at
December 31, 2006 and 2005, were $3,265 and $3,225, respectively, of which $1,627 and $1,261,
at December 31, 2006 and 2005, respectively, were included in other current llabilihes

Casualty Losses

The Business Is self-insured for health care coverage In an effort to mitigate nisk, the Business
purchases stop-loss insurance from an Alcoa owned captive insurance company for property
damage, workers' compensation, automobile and general hability The Business pays a premium
to the separate captive insurance company and holds deductibles which vary according to the type
of coverage (from $500,000 to $1 million per occurrence) Insurance protection afforded to the
Business by Alcoa's captive insurance company is on a claims-made basis and ceases when the
Business is no longer a subsidiary of Alcoa Liabilities are recorded by the Business when they are
probable and estimable as of the reporting date The Business relies on historical trends and the
use of third-party consultants when determining the appropriate reserves

Accounts Payable Arrangements

ACES participates in computerized payable settlement arrangements with certain vendors and
third-party intermediaries The arrangements provide that, at the vendor's request, the third-party
intermediary advances the amount of the scheduled payment to the vendor, less an appropriate
discount, before the scheduled payment date ACES makes payment to the third-party
intermediary on the date stipulated with its vendors The amounts outstanding under these
arrangements that will be paid through the third-party intermedianes are classified as short-term
borrowings in the balance sheet and as cash provided from financing activities in the statement of
cash flows All amounts in short-term borrowings of December 31, 2006 and 2005 relate to this
program Interest expense related to this program was $305 and $242 for the years ended
December 31, 2006 and 2005, respectively

Derivatives and Hedging

Alummum

The Business is exposed to fluctuations in aluminum prices resulting from its sales, purchases and
ownership of aluminum products Penodically, the Business measures its net exposure and enters
into aluminum hedge contracts with its parent company for a portion of this nsk  Management
enters into these agreements in an effort to manage the nisk related to fluctuations in aluminum
prices, not to speculate on the market These contracts have not been accounted for as hedges,
as the specific documentation requirements of the derivatives accounting standards have not been
met The contracts consist of forward purchases and sales and generally mature within 12 months
The net realized and unreahized gains and losses resulting from these contracts are recognized in
net losses (gains) on dernivative activities on the statement of operations during each accounting
period For the years ended December 31, 2006 and 2005, net losses on denvative activities for
metal contracts were $15,635 and $2,660, respectively



{¥¥ ORKLA

Alcoa Custom Extruded Solutions
Notes to Combined Financial Statements
Years Ended December 31, 2006 and 2005

(in thousands of dollars)

Foreign Exchange

The Business Is exposed to fluctuations in vanious currencies resulting from its sales, purchases
and ownership of aluminum products Periodically, the Business measures Its net exposure and
enters into foreign exchange currency contracts with its parent company for a portion of this nisk
Management enters into these agreements in an effort to manage the nsk related to fluctuations in
currencies other than the U S dollar not to speculate on the market These contracts have not
been accounted for as hedges, as the specific documentation requirements of the denvatives
accounting standards have not been met The contracts consist of forward purchases and sales
and generally mature between 3 months and 6 years The net realized and unrealized gains and
losses resulting from these contracts are recognized in net losses (gains) on derivative activities on
the statement of operations dunng each accounting penod For the years ended December 31,
2006 and 2005, net losses (gains) on denvative activities for foreign currency contracts were
$3,714 and ($12,392), respectively

Natural Gas

The Business uses denvative instruments for purposes other than trading Fair value losses
(gains) of cash flow hedging contracts for natural gas were $5,717 and ($7,473) at December 31,
2006 and 2005, respectively, and were recognized in accumulated other comprehensive income
(net of tax) and divisional equity within enterprise capital ACES anticipates the continued
requirement to purchase natural gas for its operations The Business enters into futures and
forward contracts with its parent company to reduce volatility in the price of natural gas

Income Taxes

The prowision for iIncome taxes has been calculated on a “separate return” basis on the statement
of operations and 1s determined using the asset and liability approach of accounting for income
taxes Under this approach, deferred taxes represent the future tax consequences expected to
occur when the reported amounts of assets and liabilities are recovered or paid The provision for
income taxes represents income taxes paid or payable for the current year plus the change in
deferred taxes dunng the year Deferred taxes result from difterences between the financial and
tax bases of the Business’ assets and liabiliies and are adjusted for changes Iin tax rates and tax
laws when changes are enacted Valuation allowances are recorded to reduce the deferred tax
assets when it 1s more likely than not that a tax benefit will not be realized The Business Is
included in Alcoa’s U S consolidated tax return  As such, amounts payable or receivable for U S
income taxes are reflected in divisional equity within enterprise capital

Stock-Based Compensation

Certain employees of the Business receive stock options under Alcoa’s stock incentive plans On
January 1, 2008, the Business adopted SFAS No 123 (revised 2004), Share-Based Payment,
which requires the company to recognize compensation expense for stock-based compensation
based on the grant date fair value Prior to January 1, 2006, the Business accounted for stock-
based compensation in accordance with the provisions of Accounting Principles Board Opinion No
25, Accounting for Stock Issued to Employees, and related interpretations  Alcoa has elected the
modified prospective application method for adoption, and prior penod financial statements have
not been restated

Stock options under Alcoa’s stock-based compensation plans have been granted at not less than
market prices on the dates of grant The Business recognizes compensation expense for employee
equnly grants using the non-substantive vesting period approach, in which the expense (net of
estimated forfeitures) 1s recognized ratably over the requisite service penod based on the grant
date far value Determining the fair value of stock options at the grant date required judgment
Including estimates for the average nisk-free interest rate, expected volatility, expected exercise
behawvior, expected dividend yield, and expected forfeitures  If any of these assumptions differ from
actual, stock-based compensation expense could be impacted Pnor to 2006, the Business

10
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Alcoa Custom Extruded Solutions
Notes to Combined Financial Statements
Years Ended December 31, 2006 and 2005

(in thousands of dollars)

accounted for stock-based compensation using the nominal vesting approach related to retirement-
eligible employee, In which the compensation expense was recognized ratably over the orginal
vesting period  As part of Alcoa’s stock-based compensation plan design, individuals that are
retirement-eligible have a six-month requisite service period in the year of grant Equity grants are
issued In early January each year Beginning in 2006, performance stock options were granted to
certain individuals The final number of options granted Is based on the outcome of Alcoa’s annual
return on capital results against the results of a comparator group of compames However, an
individual can earn a mimnimum number of options If Alcoa's return on capital meets or exceeds its
cost of capital

In addition to the stock options described above, Alcoa granted stock awards that vest in three
years from the date of grant Certain of these stock awards were granted with the same
performance conditions described above for performance stock options

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

2006 2005
Stock-based compensation expense reported in Income
Stock option grants $ 100 § -
Stock award grants 686 472
Total stock-based compensation expense before iIncome taxes 786 472
Income tax benefit 275 165
Total stock-based compensation expense, net of income tax benefit $ 511 $ 307

Prior to the adoption of SFAS 123 (revised) in 20086, no stock-based compensation expense was
recognized for stock options There was no stock-based compensation expense capitahized in
2006 or 2005

Recently Adopted Accounting Standards

On January 1, 2006, the Business adopted SFAS No 123 (revised 2004), Share-Based Payment,
which requires the company to recognize compensation expense for stock-based compensation
based on the grant date fair value Prior to January 1, 2006, the Business accounted for stock-
based compensatian in accordance with the provisions of Accounting Principles Board Opinion No
25, Accounting for Stock issued to Employees, and related interpretations The Business has
elected the modified prospective application method for adoption, and prior period financial
statements have not been restated See above for further information

In September 2006, the FASB 1ssued SFAS No 158, Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans — an amendment of FASB Statements No 87, 88, 106
and 132(R), ("SFAS 158") The prowvisions of SFAS 158 are applied on a prospective basis as
retrospective application 1s not permitted under the standard SFAS 158 requires an employer to
recognize the funded status of its defined pension and postretirement benefit plans as a net asset
or hability in its statement of financial position with a corresponding amount in other comprehensive
income, and to recognize changes in that funded status in the year in which changes occur through
comprehensive Income This requirement became effective for the Business for its December 31,
2006 year-end Upon adoption of SFAS 158, the Business continued to apply the provisions in
SFAS Nos 87, 88 and 106 in measuring plan assets and benefit obligations as of the date of its
statement of financial position and in determining the amount of net penodic benefit cost The
adoption of SFAS 158 resulted in an increase to accumulated other comprehensive income of
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Alcoa Custom Extruded Solutions
Notes to Combined Financial Statements
Years Ended December 31, 2006 and 2005

(in thousands of dollars)

$129, a decrease In the postretirement liability of $199 and a reduction in deferred tax assets of
$70 at December 31, 2006 See Note J for further information

Recently Issued Accounting Standards

In November 2005, the FASB 1ssued SFAS No 151, Inventory Costs — Amendment of ARB No 43,
Chapter 4 This standard provides clanfication that abnormal amounts of idle facility expense,
freight, handling costs, and spoilage should be recognized as current-period charges Additionally,
this standard requires that allocation of fixed production overhead related to the costs of conversion
be based on the normal capacity of the production facilities The provisions of this standard are
effective for inventory costs incurred durning fiscal years beginning after June 15, 2006 The
Business is currently evaluating the impact of this standard on ACES’s financial results

In July 2006, the FASB i1ssued 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

FIN 48 s effective in the first quarter of 2007 Management has determined that there 1s no impact
of this interpretation on the Business’s financial statements

In September 2006, the FASB 1ssued 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 permut fair
value measurements SFAS 157 becomes effective for the Business on January 1, 2008 Upon
adoption, the provisions of SFAS 157 are to be applied prospectively with imited exceptions The
adoption of SFAS 157 is not expected to have a matenal impact on the Business’s financial
statements

In February 2007 the FASB 1ssued SFAS No 159, The Fair Value Option for Financial Assets and
Financial Liabilites—Including an amendment of FASB Statement No 115 This statement permits
entities to choose to measure many financial instruments and certain other items at fair value The
objective 1s to improve financial reporting by providing entities with the opportunity to mitigate
volatility in reported earnings caused by measuring related assets and liabilities differently without
having to apply complex hedge accounting provisions This Statement Is expected to expand the
use of fair value measurement, which i1s consistent with the Board’s long-term measurement
objectives for accounting for financial instruments  This requirement becomes effective for the
Business for years beginning after November 15, 2007 The Business is currently reviewing the
potential impacts of adopting this standard

c Inventories
2006 2005

Raw matenals $ 51,315 $ 48,055
Work in process 106,847 83,473
Fimshed goods 74,554 48,115
Stores 16,121 14,298

248,837 193,941
Less LIFO reserve 42,135 22,491

$ 206,702 $ 171,450
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(in thousands of dollars)

D Properties, Plants and Equipment, Net

2006 2005
Land $ 33,196 $ 29,863
Structures 159,906 147,711
Machinery and equipment 789,284 713,200
982,386 890,774
Less Accumulated depreciation 509,212 429,576
473,174 461,198
Construction work-in-progress 37,633 * 32,509 *

$ 510,807 $ 493,707

*Project costs associated with EBS are included n this balance, and at December 31, 2006
and 2005, totaled $2,307 and $146 Upon completion of the project, these software costs are
expected to be capitalized and recorded as computer software

E Related Party Transactions

The Business buys products and services from and sells products to various related companies,
Alcoa and its subsidianes, at negotiated pnces between the two parties, some of which are below
market prices These transactions are recorded as inventory and divisional equity on the balance
sheet and cost of goods sold on the statement of operations when sold Purchases of metal
(including aluminum, pnimary ingot and scrap) from Alcoa and its subsidiaries totaled $608,497 and
$477,156 for the years ended December 31, 2006 and 2005, respectively

The Business also sells to subsidianies of Alcoa These transactions are recorded as divisional
equity on the balance sheet and as related party sales on the statement of operations Sales to
Alcoa from ACES totaled $81,168 and $110,711 for the years ended December 31, 2006 and
2005, respectively

Alcoa charges the Business for vanous services including financial shared services (accounts
receivable, accounts payable, shared ledger, payroll, etc ), insurance, credit and coliection, audit,
energy management, legal, environmental health and safety, metals management, information
technology and other administrative costs  These charges are allocated pnmarily based on
headcount Insurance costs are allocated based upon historical claims cost per person for the
Business In addition, the Business i1s included in Alcoa’s U S consolidated tax return As such,
amounts payable or receivable for U S income taxes are reflected in divisional equity on the
balance sheet The expenses charged to the Business by Alcoa in the normal course of business
consist of the following, and are reflected in cost of goods sold and selling, general and
administrative expenses in the statements of aperations and divisional equity
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(in thousands of dollars)

Information technology $ 10,048 $ 11,531
Accounting, procurement and tax 8,491 7,248
Human resources 3,149 3,151
Technical development (research and development) 1,383 909
Environmental, health and safety 836 895
Legal 857 542
Other services 152 45

$ 25816 $ 24,321

Various locations of the Business also hold various Iinterest-bearing notes receivable and notes
payable with other entities of Alcoa These notes typically mature one year from the 1ssuance date
and bear interest at Euro Interbank Offered Rate for the term of the loan plus 1 25% (4 03% to

5 28% for 2006 and 3 35% and 4 09% for 2005) Each of these notes has been extended during
2007 to mature in April or May 2008 As of December 31, 2006 and 2005 notes payable of $44,530
and $35,303, respectively, are held by Romania, Navarra and La Selva and have been included in
notes payable with Alcoa and subsidianes in these financial statements As of December 31, 2006
and 2005 notes receivable with entities of Alcoa of $3,883 and $12,712, respectively, are held by
Banbury, Drunen, Perfialsa and Kofem have been included in divisional equity of these financial
statements

Alcoa will provide financial support, as necessary, to the Business, in order to ensure that they will
have the financial means necessary to meet all outstanding liabilities from third parties for as long
as Alcoa controls business or the period to January 1, 2008 whichever Is shorter

G Lease Expense

Various warehouses, office space, mobile equipment, automobiles, and computer equipment are
subject to operating lease agreements of the Business, some of which contain renewal options,
escalation clauses and requirements that the Business pay taxes, insurance and maintenance
costs Total expense for all operating leases was $8,735 and $8,192 in 2006 and 2005,
respectively Under long-term operating leases, mimmum annual rentals are $6,559 in 2007,
$4,242 1n 2008, $1,521 1n 2009, $767 in 2010, $369 and a total of $42 for 2012 and thereafter
Several of the leases above are In the process of renegotiation and therefore, are not reflected in
future minimum annual rentals

The La Selva land and manufacturing facility in Spain is a capital lease which was entered into with
the local government of Selva del Camp (Tarragona) in October 2000 The term of this lease I1s 15
years and contains a renewal option, escalation clauses and requirements that the Business pay
taxes, insurance and maintenance costs At the end of the lease term there 1s a separate
agreement with the local government allowing the transfer of ownership with no additional payment
As of December 31, 2006 and 2005, intangible assets include $6,621 and $5,939 of gross
intangible assets and $404 and $551 of accumulated amortization, respectively

H Restructuring and Other Charges, net

During the year ended December 31, 2006, ACES incurred $636 in restructuring costs, the majority
of which was for lay-off costs related to the reorganization of the sales organization Approximately
35 people are impacted by this reduction in personnel As of December 31, 2008, the lay-off
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(in thousands of dollars)

hability 1s $11,757, of which $8,621 1s included in other current habilites and expected to be paid
within the next year with the remainder in other long term habilities and due to be paid by 2014
During 2006 approximately 135 people were laid off and their severance payments began

Durning the year ended December 31, 2005, ACES incurred $23,186 in restructuring costs of which
$21,354 was for lay-off costs, $5,776 for the impairment of selected equipment in vanous facilities
In the United States, United Kingdom, and Netherlands which had been idled, scrapped and
removed from the facility partially offset by a gain of $(3,944) on the sale of the Drunen die shop
The lay-off costs related to the reduction in resources at all facilities in an effort to become more
competitive and have a higher employee to management ratio  Approximately 400 employees are
impacted by this reduction in personnel As of December 31, 2005, the lay-off Labilty 1s $15,880,
of which $5,333 1s included in other current liabilities and expected to be paid within the next year
with the remainder in other long term habilities and due to be paid by 2014

Long-Term Obhligations

In connection with one of the Business's business acquisitions, the Business assumed a tax
exempt bond with a local municipality The bond 1s due in equal monthly installments through
September 2019 and bears interest at 4% per annum Amounts outstanding at December 31,
2006 and 2005 were $1,662 and $1,760, respectively

The Business has capital lease obligations related to the La Selva facility discussed above
Outstanding balances at December 31, 2006 and 2005 were $5,256 and $5,316, respectively
Lease payments are due In equal monthly installments and the lease matures in October 2015

The Navarra facility has multiple notes outstanding with local and national governments in Spain
These notes, totaling $1,553 and $1,557 at December 31, 2006 and 2005, respectively, relate to
borrowings for research and development projects The interest rates on the notes range from
interest-free to LIBOR pius 50 basis points  Matunties range from January 2007 through June
2013

The amount of long-term debt, including capital lease obligations, maturing in each of the next five
years I1s $837 1in 2007, $828 in 2008, $853 in 2009, $845 in 2010, $758 in 2011 and $4,350
thereafter

Pension and Other Postretirement Benefit Plans

The majority of the Business’ employees in the U S are part of pension plans maintained by
Alcoa Pension benefits generally depend on length of service, job grade, and remuneration The
Business also 1s part of other postretirement benefit plans of Alcoa and maintains a separate
postretirement benefit plan for the Delhi facility that provides certain U S retired employees with
health care and life insurance benefits

For purposes of these financial statements, total pension plan expense Is calculated and allocated
to all locations that have active participants A location’s charge is based upon their employees’
“service cost’, “active interest cost”, “prior service cost/benefit” for plan amendments less any
remaining “expected return on plan assets” It 1s assumed the “expected return on plan assets” first
offsets “retiree interest cost” and “amortization of gains/losses” If any remains, it then offsets a
location’s direct allocation of the cost Pension expense recognized in these financial statements
totaled $6,071 and $6,838 for the years ended December 31, 2006 and 2005, respectively,
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(in thousands of dollars)

For purposes of these financial statements, total other post retirement benefit plan expense 1s
calculated and allocated to all locations that have participants A location’s charge 1s based upon
therr active and retiree population’s “service cost”, “active and retiree interest cost”, “prior service
cost/benefit” for plan amendments and “amortization of gains/losses” Other post retirement benefit
expense recognized in these financial statements totaled $2,152 and $2,119 for the years ended
December 31, 2006 and 2005, respectively,

Certain employees of ACES at the Delhi facility hired prior to January 1, 2002, who are not covered
by any other Alcoa postretirement plan, may become eligible for these health care benefits If they
work for ACES until retirement age The details of the Delhi plan are as follows

2006 2005

Projected benefit obligation at end of year 3 522 % 495
Fair value of plan assets at end of year - -
Funded status (222) (485)
Unrecognized net actuarial gains (103) (85)
Unrecognized net prior service benefit (96) (121)
Net amount recogmized (before adoption of FAS 158) $ (721) % (701)
Net amount recognized (after adoption of FAS 158) $ (522) % -
Net periodic benefit costs $ 2 3 32

The net amount recognized Is classified as accrued postretirement benefits
Assumptions used to determine benefit obligations are as follows
December 31 2006 2005

Discount rate 5 95% 5 70%

Assumptions for the year ended December 31

2006 2005
Discount rate 5 70% 6 00%
2006 2005
Healthcare trend rates
Assumed for the next year 70% 80%
Rate to which the cost trend rate gradually declines 50% 50%
Year the rate reaches the rate at which it 1s assumed to remain 2011 2010

Other Plans

Employees at the Kofem facility n Hungary are eligible for a lump sum payment at retirement
based upon years of service at the age of retirement This liability has been estimated to be
$2,230 and $2,230 as of December 31, 2006 and 2005, respectively Assumptions used {o
calculate this hiability include a discount rate of 6 60%, rate of compensation increase of 3 50% and
a withdrawal rate of 10%
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(in thousands of dollars)

Certain ACES employees at the Magnolia facility participate in a muliemployer pension plan
Contributions were made to the multiemployer pension plan of $1,404 and $1,340, respectively, In
2006 and 2005

In addition, the Business participates in defined contnbution plans of Alcoa that cover substantially

allU S employees Contributions to these plans were $6,266 and $5,952 in 2006 and 2005,
respectively

17



{¥¥ ORKLA

Alcoa Custom Extruded Solutions
Notes to Combined Financial Statements
Years Ended December 31, 2006 and 2005

(in thousands of dollars)

K. Income Taxes

The provision for taxes on income consisted of

2006 2005

Current
U S federal 14935 $ 9,893
Foreign 3,180 (857)
State and local 450 132
18,565 9,168

Deferred
US federal (7,722) (859)
Foreign (2,513) 1,075
State and local (253) (94)
(10,488) 112
8,077 $ 9,280

The effective rate 1s mainly a result of the U S federal statutory rate adjusted by taxes on foreign
earnings and to a lesser extent U S state income taxes The majority of the non-U S earnings
have full valuation allowances recorded against their net deferred tax assets as it 1s more likely

than not that the assets will not be recagnized

Alcoa-Kofém currently includes various businesses of Alcoa in Hungary The entire Alcoa-Kofém
business, of which the Kofém extrusion facility is currently part, Is entitled to a tax holiday for the
years 2001-2011, as a consequence of the investment in manufacturing assets put into use in the
period of 1997-2000, exceeding HUF 10 billion and, a headcount increase of 500 employees
(compared to 1996) was required for the subsequent years to enjoy the tax benefit The European
Union agreed to this tax holiday until 2011 as part of Hungary’s accession to the EU  These
financial statements reflect a tax holiday for Kofem extrusions’ taxable earnings as they have been
part of the tax holiday The Hunganan tax rate is currently 16% and the tax savings from this
holiday i1s estimated to be $2,043 in 2006
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(in thousands of dollars)

The components of net deferred tax assets and habilities at December 31 are as follows

2006 2005

Deferred tax assets
Employee benefits $ 617 % 2,427
Loss prowvisions 5,932 4,928
Dervative and hedging activihes 2,001 )
Other 2,728 2,369
Tax loss carryforwards 55,249 49,867

66,527 59,591
Deferred tax liabilities
Depreciation (57,097) (56,650)
Deferred income (2,519) (11,350)
Denvative and hedging activities e (2,615)
QOther (2,398) (2,651)

(62,014) (73,266)
Valuation allowances (45,985) (42,276)

Net deferred taxes $ (41,472) 8§ (55,951)

The tax loss carryforwards reflected above are for countries that have loss expiration periods from
5 years to periods which are unimited

The cumulative amount of foreign undistributed net earnings for which no deferred taxes have
been provided was $110,522 at December 31, 2006 Management has no plans to distribute such
earnings In the foreseeable future It 1s not practical to determine the deferred tax liability on these
earnings

L Financial Instruments

The carrying amounts of the Business’s financial instruments approximate fair value because of the
short matunty of the instruments

M Contingencies and Commitments

Litigation

Various lawsuits, claims and proceedings have been or may be instituted or asserted against
entihes within the Business, including those pertaining to environmental, product hability, and safety
and health matters While the amounts claimed may be substantial, the ultimate hability cannot be
determined now because of the considerable uncertainties that exist Therefore, it 1s possible that
results of operations or liquidity in a particular period could be materially affected by certain
contingencies However, based on currently available facts, management believes that the
disposition of matters that are pending or asserted will not have a matenally adverse effect on the
Business'’s financial position

Environmental

The Business is subject to extensive and changing federal, state, local and foreign environmental
laws and regulations pertaining to the discharge of matenals into the environment, the handling and
disposition of wastes and the protection of the environment As 1s the case with manufacturers in
general, If a release of hazardous substances occurs on or from the Business’s properties or any
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