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DOW BUSINESS DESCRIPTION
Provides chemical, plastic and agricultural I HIGH: $56.42 58

products and services to a variety of consumer 55
markets. The company's products are used

53
primarily as raw materials in the manufacture of 50
customer products and services. Sales were
approximately $46.3 billion in 2005. 48
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RETURN ON EQUITY (%)
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RECOMMENDATION

We rate DOW CHEMICAL (DOW) a BUY. This rating is driven by a positive industry outlook relating to demand
along with the company’s improving financial position. Also, DOW has been consistently delivering superior
returns to its shareholders. Our rating could be at risk from any significant increase in input costs or a
slowdown in industrial activity, which could lead to lower chemical demand.

P/E COMPARISON

DOW

EPS ANALYSIS! ($)

HIGHLIGHTS

Pasitive outlook. The outlook for the Chemicals industry is favorable, driven by solid demand in China and
l other emerging economies. In the quarters ahead, the company expects a favorable demand scenario
19.88 18.44 coupled with limited supply growth to be beneficial.

Ind Avg S&P 500 N ) . . o . - e
a Improving financial position. DOW has been able to improve its financial position, even amid significant

- increase in input costs. The company has been able to successfully reduce its SG&A (selling, general &
administrative) expense, improve its sales per employee, and maintain its capital spending below the
depreciation charge. Over the past one year, DOW enforced a tight financial discipline and reduced its total
debt by $1.17 billion.

Exceptional shareholder returns. Even though the company’s return-on-equity declined to 24.71% in Q2 FY06,
it has been consistently surpassing the averages of the Chemicals industry and the S&P 500 for the last three
years, supported by high earnings growth (3-year CAGR of 178.1%) and share repurchases. Going forward,
this positive trend is expected to continue as more than 12 million shares remain to be repurchased under the
company’s buyback program. Also, the company offers an attractive dividend yield at the current market
price.

2004 2005 2006

Risks to the BUY rating. Risks to our rating include the possibility of a significant increase in input costs. Also,

NA = not available NM = not meaningful s i - X
: a global slowdown in industrial activity could reduce the demand for chemicals.

1 Compustat fiscal year convention is used for all fundamental
data items.
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