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2004 saw the launch of
VERSIFY* plastomers
and elastomers, a family
of polymers offering a
broad range of benefits
across a host of appli-
cations — including
packaging film, where
the product delivers
enhanced clarity, sparkle
and a soft-touch feel.

During the year, the
Company commissioned
the world’s first manu-
facturing facility dedi-
cated to the production
of DOW XLA* elastic
fiber, a product that has
been received enthusi-
astically by mill owners
and clothing companies
worldwide.

In China, Dow will add
a second production
line to its latex plant
in Zhangjiagang,

less than two years
after the first came
on stream, to meet
escalating customer
demand — particularly
from the growing
paper industry.

Dow’s R&D agenda
in 2004 focused

on addressing key
business priorities,
delivering new
technology that will
create value for Dow
across a broad range
of applications, from
process technology to
agricultural products.

Growing > Dow is one of the world's

largest chemical companies and we will grow

larger — delivering greater value to all of our
stakeholders as we grow.

As we advance our growth agenda, our
success ultimately depends on three
critical factors: our customers’ success,
our employees’ capabilities and our license
to operate. That is why we are keenly
focused on fostering strong, win-win
relationships with our customers and on
delivering innovative solutions that effec-
tively meet their needs. It's why we are
committed to strengthening our culture
of excellence and commitment, in which
every employee accepts responsibility and
is rewarded for results. And it is why we
assess not only the financial potential of
growth opportunities, but also how those
opportunities measure up from a social and
an environmental perspective.

e Emerging economies present one of the
best value-creating growth opportunities

for Dow —as we are now seeing in Greater

China, where sales in 2004 increased 34
percent compared with 2003. China, in
particular, is a country with tremendous

potential, but one that also faces significant

environmental challenges. So, in 2004,
we entered into an agreement with the
country’s State Environmental Protection

Agency to provide the technical know-how,

financial support and hands-on expertise to
guide local small and medium enterprises

toward cleaner production processes.
As we move forward in other emerging
economies — Eastern Europe and
Southeast Asia, as well as Brazil, Russia
and India — we will look for similar
opportunities to share best practices.

By more closely aligning our research
and development activities with the
strategic direction of our businesses,
we are developing a pipeline of projects
that better meet our customers' needs
and enable us to capitalize on emerging
opportunities. For example, during
2004, more than 70 Dow customers
were engaged in development pro-
grams relating to the VERSIFY* range
of specialty polymers — a family of
plastomers and elastomers introduced
by the Company at the start of the
year. Several customers are now scaling
up to commercial validation projects.

Throughout 2004, we continued our focus
on portfolio management, examining every
area of the Company and maintaining
consistency and discipline in the assess-
ment of our businesses, to ensure that
resources are allocated where they will
best deliver future value growth.

We continued to invest in strategic
growth. We completed the acquisition
of the Celanese acrylates business.

We commissioned production plants
for a number of new products, including
AFFINITY* polyolefin plastomers and
DOW XLA* elastic fiber. And we

*VERSIFY, AFFINITY and DOW XLA are trademarks of The Dow Chemical Company.

TUCAR is a trademark of Union Carbide Corporation.

announced plans to create additional
capacity for existing Dow products: a
second styrene-butadiene latex train
in Zhangjiagang, China; the expansion
of a plant producing water treatment
membranes operated by FilmTec
Corporation in Minnesota, U.S.A.; and
a new facility for UCART Emulsion
Systems at our St. Charles Operations
in Louisiana, U.S.A.

Future value growth was a key consid-
eration in the employee assessment and
selection process that we applied across
every business, function and geography
during the organizational restructuring

in 2004. Our aim was to ensure that our
workforce had not only the skills, the
competencies and the commitment we
need today, but also the vision, the resolve
and the diversity to drive Dow's success
into the future.

In 2004, we announced three important
new initiatives with joint venture partners.
We formed MEGIobal and Equipolymers
with Petrochemical Industries Company
of Kuwait — already our partner on two
other joint ventures in the Middle East.
And later in the year, we announced a
third joint venture, this time with the
government of Oman for a petrochemical
complex in Sohar, Oman. Joint ventures
contributed more than $920 million in
earnings in 2004, and continue to provide
an excellent business model for Dow and
a strong platform for growth.
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Productivity improvements continue to play a significant role in strengthening the Company for the opportunities
and challenges of an ever-changing world. In Dow AgroSciences, for example, five cross-functional Six Sigma
projects focusing on different aspects of supply chain management made substantial improvements in inventory
utilization globally, reducing average days-sales-in-inventory for agricultural chemicals by nearly 10 percent in 2004.
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Dow continues to explore alternative ways
to create the chemical and plastic building
blocks that provide everyday consumer

products ranging from household cleaners

to milk jugs.

Securing competitively
priced energy for our
U.S. Gulf Coast facili-
ties will ensure we
continue to deliver a
wide range of products
to the domestic market
— including materials
used in coatings for
automotive, industrial
and architectural
applications.

Innovative process
technology will provide
Dow with a new way
to produce propylene
oxide, an intermediate
chemical used in mak-
ing furniture, bedding
and much more.

Strengthening > Since its formation
in 1897, Dow has continuously demonstrated
its ability to adapt and improve, shaping and
strengthening the Company for the oppor-
tunities and the challenges of a constantly
changing world. Today, that ability mani-
fests itself more strikingly than ever as we
respond to the forces of global competition,
high and volatile feedstock and energy
costs, rising social expectations and ever-
increasing public scrutiny, while at the same
time seeking new growth opportunities in
emerging economies.

At one level, we worked during 2004 to
achieve more with less, eliminating unnec-
essary initiatives, conserving resources and
increasing productivity through our continued
financial discipline and drive for operational
efficiencies. At another level, we focused on
developing business models that take advan-
tage of a shifting global economy, ensuring
we sustain our leading position in key prod-
ucts and end-use applications over the long
term. And we enhanced the governance,
ethical and social dimensions of what we do,
taking actions that safeguard the integrity of
our Company and ensure that expectations
and policies are properly articulated and
appropriately adopted throughout the organi-
zation — thereby strengthening our license
to operate.

¢ Ve continued to develop business models
that will deliver competitive advantage and
sustain our leadership position in the long
term, challenging conventional thinking as
we sought new ways to ensure sustain-
able growth. For example, in Europe we

announced jointly with BASF plans to com-
mercialize a new technology to produce
propylene oxide using hydrogen peroxide
as the feedstock. In the United States, we
signed a 20-year agreement with Freeport
NG that will provide globally competitive
sources of natural gas to our Gulf Coast
manufacturing facilities. We announced
an agreement with China's largest coal
producer, Shenhua, to jointly evaluate the
feasibility of coal-to-olefins projects in that
country. And we stepped up our long-term
commitment to alternative fuel technolo-
gies through efforts such as our hydrogen
fuel cell project with General Motors,
which in 2004 expanded from a single
test site to a multi-cell pilot plant.

We moved forward with the restructuring
activities we started in 2003. With fewer
global business units, a reduced number
of functional staff, and better sharing of
support between businesses, we can
more rapidly implement Dow's strategy
with heightened discipline, greater
accountability for results and a sharper
focus on prioritization.

Once again in 2004, we achieved signifi-
cant productivity improvements, thanks to
our new organizational structure and our
continued commitment to Six Sigma. Since
1992, employee productivity at Dow has
increased by more than 8 percent a year.

\We maintained strong financial discipline,

achieving considerable success in control-
ling what we are able to control and meet-
ing the objectives of our 2004 Action Plan.

After two years of being sharply focused
on improving our financial performance,
our resolve to avoid unnecessary initia-
tives, control discretionary spending and
ensure appropriate allocation of Company
resources is now well-institutionalized
throughout Dow.

We worked hard on making ourselves
easier to do business with —and we
directed considerable effort toward
strengthening our relationships with key
customers, customers that can help

us achieve new levels of value growth
through the years ahead. From relatively
straightforward initiatives, such as creating
a formal Dow executive interface for each
key customer, to the expansion of our
market- and customer-driven product
development activities, we've taken a
range of measures in 2004 to more closely
align the Company with its customers.

We took several steps during 2004 to
further enhance standards of ethics and
compliance within Dow, including the
continued roll-out of an ethics train-

ing program designed to ensure that
employees in every location understand
their obligations under Dow's Code of
Business Conduct.

\We made further progress in the gover-
nance arena — and last year we were one
of only 26 companies globally to achieve
the highest rating possible for corporate
governance from Governance Metrics
International, an independent corporate
governance rating agency.

The Dow Chemical Company 7



8

Financial Performance
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The Dow Chemical Company

In the face of high and volatile feedstock
and energy costs, which climbed more
than $3.4 billion during the year, we
achieved solid financial progress in 2004.
Earnings increased by more than 50 percent
to $2.93 per share and we significantly
strengthened our balance sheet, reducing
net debt by $1.3 billion and cutting our
ratio of net debt to total capital from 50
percent at the end of 2003 to 41 percent
at the end of 2004.

We began 2004 determined to maintain
the momentum of our drive for financial
fitness, to sustain the gains of 2003 and to
further develop a foundation for long-term
strategic growth. Bolstered by improving
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chemical industry fundamentals, we
achieved success on all fronts.

Once again, we met the challenges
outlined in the Company’s Action Plan.
Price and volume were aggressively
managed, rising 17 percent and 6 percent,
respectively, in the year and increasing
2004 revenues by more than $7.5 billion
to a record high of $40.2 billion. Structural
costs were kept in tight check, including a
further reduction of 3,100 jobs, making a
total reduction of 6,700 jobs since the start
of 2003. Capital spending remained within
the Company's $1.3 billion target. We
shut down 12 non-competitive plants.
And we completed two major strategic

DIVIDENDS DECLARED
PER SHARE
(dollars)






