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PART I - FINANCIAL INFORMATION
Item 1. Financial Statements.
The Dow Chemical Company and Subsidiaries

Consolidated Statements of Income

In millions, except per share amounts (Unaudited)

Net Sales

Cost of sales

Research and development expenses

Selling, general and administrative expenses
Amortization of intangibles

Equity in earnings of nonconsolidated affiliates
Sundry income net

Interest income

Interest expense and amortization of debt discount
Income before Income Taxes and Minority Interests
Provision for income taxes

Minority interests share in income

Net Income Available for Common Stockholders
Share Data

Earnings per common share basic

Earnings per common share diluted

Common stock dividends declared per share of common stock
Weighted-average common shares outstanding  basic
Weighted-average common shares outstanding  diluted
Depreciation

Capital Expenditures

See Notes to the Consolidated Financial Statements.

Three Months Ended

March 31, March 31,
2007 2006

$ 12,432 $ 12,020
10,605 9,803

302 278

418 388

11 12

274 168

69 30

40 42

146 156

1,333 1,623

335 384

25 25

$ 973 $ 1,214
$ 1.01 $ 1.25
$ 1.00 $ 1.24
$ 0375 $ 0375
963.2 967.9
975.9 980.7

$ 466 $ 455

$ 330 $ 291
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The Dow Chemical Company and Subsidiaries

Consolidated Balance Sheets

In millions (Unaudited)

Assets

Current Assets

Cash and cash equivalents

Marketable securities and interest-bearing deposits
Accounts and notes receivable:

Trade (net of allowance for doubtful receivables 2007: $117; 2006: $122)
Other

Inventories

Deferred income tax assets current

Total current assets

Investments

Investment in nonconsolidated affiliates

Other investments

Noncurrent receivables

Total investments

Property

Property

Less accumulated depreciation

Net property

Other Assets

Goodwill

Other intangible assets (net of accumulated amortization 2007: $644; 2006: $620)
Deferred income tax assets noncurrent
Asbestos-related insurance receivables noncurrent
Deferred charges and other assets

Total other assets

Total Assets

Liabilities and Stockholders Equity
Current Liabilities

Notes payable

Long-term debt due within one year
Accounts payable:

Trade

Other

Income taxes payable

Deferred income tax liabilities current
Dividends payable

Accrued and other current liabilities

Total current liabilities

Long-Term Debt

Other Noncurrent Liabilities

Deferred income tax liabilities noncurrent
Pension and other postretirement benefits noncurrent
Asbestos-related liabilities noncurrent
Other noncurrent obligations

Total other noncurrent liabilities

Minority Interest in Subsidiaries

Preferred Securities of Subsidiaries
Stockholders Equity

Common stock

Additional paid-in capital

Retained earnings (includes cumulative effect of adopting FIN No. 48 of $(290))
Accumulated other comprehensive loss

March 31,
2007

$ 2377
188

5,668
3,107
6,106
378
17,824

2,800
2,154
265

5,219

44,818
31,174
13,644

3,250

457

3,779

725

1,132

9,343

$ 46,030

$ 307
1,367

3,701
1,701
1,030
234
361
2,204
10,905
7,975

1,000
3,100
1,063
3,284
8,447
378

1,000

2,453
859
17,306
(2,088

Dec. 31,
2006

$ 2,757
153

4,988
3,060
6,058
193
17,209

2,735
2,143
288

5,166

44,381
30,659
13,722

3,242

457

4,006

725

1,054
9,484

$ 45,581

$ 219
1,291

3,825
1,849
569
251
382
2,215
10,601
8,036

999

3,094
1,079
3,342
8,514
365

1,000

2,453
830
16,987

) (2,235
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Treasury stock at cost (1,205 ) (970 )
Net stockholders equity 17,325 17,065
Total Liabilities and Stockholders Equity $ 46,030 $ 45,581

See Notes to the Consolidated Financial Statements.
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The Dow Chemical Company and Subsidiaries

Consolidated Statements of Cash Flows

In millions (Unaudited)

Operating Activities

Net Income Available for Common Stockholders
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization

Provision (credit) for deferred income tax
Earnings of nonconsolidated affiliates less than (in excess of) dividends received
Minority interests share in income

Pension contributions

Net gain on sales of investments

Net gain on sales of property and businesses
Other net gain

Excess tax benefits from share-based payment arrangements
Changes in assets and liabilities:

Accounts and notes receivable

Inventories

Accounts payable

Other assets and liabilities

Cash provided by operating activities

Investing Activities

Capital expenditures

Proceeds from sales of property and businesses
Purchase of previously leased assets

Investments in nonconsolidated affiliates
Distributions from nonconsolidated affiliates
Proceeds from sale of nonconsolidated affiliate
Purchases of investments

Proceeds from sales and maturities of investments
Cash used in investing activities

Financing Activities

Changes in short-term notes payable

Payments on long-term debt

Purchases of treasury stock

Proceeds from sales of common stock

Excess tax benefits from share-based payment arrangements
Distributions to minority interests

Dividends paid to stockholders

Cash used in financing activities

Effect of Exchange Rate Changes on Cash
Summary

Decrease in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of period

See Notes to the Consolidated Financial Statements.

Three Months Ended
March 31, March 31,
2007 2006
$ 973 $ 1,214
508 494
43 ) 95
(44 ) 167
25 25
(52 ) (57
(26 )
(30 ) @G
(34 ) (23
O )
(662 ) 287
(48 ) (662
(273 ) (689
251 (137
536 699
(330 ) (291
35 6

(1 ) (100
(1 ) (13

3 4

30

(367 ) (222
341 172
(290 ) (444
42 28

(1 ) (34
(420 ) (313
132 36

9 5

(22 ) (22
(359 ) (324
619 ) (674
7 ) 2
(380 ) (417
2,757 3,806
$ 2377 $ 3,389

~— O — — —

)




Edgar Filing: DOW CHEMICAL CO /DE/ - Form 10-Q

The Dow Chemical Company and Subsidiaries

Consolidated Statements of Comprehensive Income

In millions (Unaudited)

Net Income Available for Common Stockholders

Other Comprehensive Income (Loss), Net of Tax

Net unrealized losses on investments

Translation adjustments

Minimum pension liability adjustments

Adjustments to pension and other postretirement benefit plans
Net gains (losses) on cash flow hedging derivative instruments
Total other comprehensive income

Comprehensive Income

See Notes to the Consolidated Financial Statements.

Three Months Ended
March 31, March 31,
2007 2006
$ 973 $ 1,214
7 “4
74 107
2
38
42 33
147 68
$ 1,120 $ 1,282




Edgar Filing: DOW CHEMICAL CO /DE/ - Form 10-Q

Notes to the Consolidated Financial Statements
(Unaudited)
NOTE A CONSOLIDATED FINANCIAL STATEMENTS

The unaudited interim consolidated financial statements of The Dow Chemical Company and its subsidiaries ( Dow or the Company ) were
prepared in accordance with accounting principles generally accepted in the United States of America ( GAAP ) and reflect all adjustments
(including normal recurring accruals) which, in the opinion of management, are considered necessary for the fair presentation of the results for
the periods presented. These statements should be read in conjunction with the audited consolidated financial statements and notes thereto
included in the Company s Annual Report on Form 10-K for the year ended December 31, 2006.

Certain reclassifications of prior year amounts have been made to conform to current year presentation.
NOTEB RECENT ACCOUNTING PRONOUNCEMENTS

In June 2006, the Financial Accounting Standards Board ( FASB ) issued FASB Interpretation ( FIN ) No. 48, Accounting for Uncertainty in
Income Taxes, which clarifies the accounting for uncertainty in income taxes recognized in an enterprise s financial statements in accordance
with Statement of Financial Accounting Standards ( SFAS ) No. 109, Accounting for Income Taxes. This interpretation prescribes a recognition
threshold and measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken in a

tax return. This interpretation also provides guidance on derecognition, classification, interest and penalties, accounting in interim periods,
disclosure, and transition. FIN No. 48 was effective for fiscal years beginning after December 15, 2006.

On January 1, 2007, the Company adopted the provisions of FIN No. 48. The cumulative effect of adoption was a $290 million reduction of
retained earnings. At January 1, 2007, the total amount of unrecognized tax benefits was $865 million, of which $704 million would impact the
effective tax rate, if recognized.

Interest and penalties associated with uncertain tax positions are recognized as components of the Provision for income taxes. The Company s
accrual for interest and penalties was $123 million upon adoption of FIN No. 48.

The tax years 1998-2003 are currently under audit by the U.S. Internal Revenue Service, and the review of these years is expected to be
completed during 2007. It is reasonably possible that a reduction in the unrecognized tax benefits may occur; however, quantification of an
estimated range cannot be made at this time.

The tax years that remain subject to examination for the Company s major tax jurisdictions are shown below:

Tax Years Subject to Examination for Major Tax
Jurisdictions at January 1, 2007

1998 2006 United States federal income tax
2001 2006 Argentina
Brazil
2002 2006 Germany
Italy
United States state and local income tax
2003 2006 Spain
2004 2006 Canada
France
Switzerland
2005 2006 United Kingdom
2006 The Netherlands

In September 2006, the FASB issued 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). This Statement, which was effective December 31, 2006 for the Company,
required employers to recognize the funded status of defined benefit postretirement plans as an asset or liability on the balance sheet and to
recognize changes in that funded status through comprehensive income. See Note G for the Company s disclosures related to pension and other
postretirement benefits.
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SAB No. 74 Disclosures for Accounting Standards Issued But Not Yet Adopted

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which defines fair value, establishes a framework for measuring
fair value in GAAP, and expands disclosures about fair value measurements. This Statement applies under other accounting pronouncements

that require or permit fair value measurements and is effective for fiscal years beginning after November 15, 2007. The Company is currently
evaluating the impact of adopting this Statement.

7
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In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities - Including an
amendment of FASB Statement No. 115, which permits entities to choose to measure many financial instruments and certain other
items at fair value. SFAS No. 159 is effective as of the beginning of an entity s first fiscal year that begins after November 15, 2007. The
Company is currently evaluating if it will elect the fair value option for any of its eligible financial instruments and other items.

NOTE C 2006 RESTRUCTURING

On August 29, 2006, the Company s Board of Directors approved a plan to shut down a number of assets around the world as the Company
continues its drive to improve the competitiveness of its global operations. As a consequence of these shutdowns, which are scheduled to be
completed by the end of 2008, and other optimization activities, the Company recorded pretax restructuring charges totaling $591 million in the
third and fourth quarters of 2006. The charges consisted of asset write-downs and write-offs of $346 million, costs associated with exit or

disposal activities of $172 million and severance costs of $73 million. The impact of the charges was shown as Restructuring charges in the 2006
consolidated statements of income.

The following table summarizes 2007 activities related to the Company s restructuring reserve:

Activities Related to 2006 Restructuring

Costs associated

with Exit or Severance
In millions Disposal Activities Costs
Reserve balance at December 31, 2006 $ 171 $ 69
Cash payments (1 ) 8 ) O )
Reserve balance at March 31, 2007 $ 170 $ 61 $ 231

As a result of the Company s plans to shutdown assets around the world, and conduct other optimization activities principally in Europe, the
restructuring charges recorded in 2006 included severance of $73 million for the separation of approximately 810 employees under the terms of
Dow s ongoing benefit arrangements, primarily over the next two years. As of March 31, 2007, severance of $12 million had been paid to 184
employees, and a liability of $61 million remained for approximately 625 employees.

Dow expects to incur future costs related to its restructuring activities, as the Company continually looks for ways to enhance the efficiency and
cost effectiveness of its operations, to ensure competitiveness across its businesses and across geographic areas. Future costs are expected to
include demolition costs related to the closed facilities, which will be recognized as incurred. The Company also expects to incur additional
employee-related costs, including involuntary termination benefits, related to its other optimization activities, and pension plan settlement costs.
These costs cannot be reasonably estimated at this time.

NOTE D INVENTORIES

The following table provides a breakdown of inventories:

Inventories

In millions March 31, 2007 Dec. 31, 2006
Finished goods $ 3,556 $ 3,498
Work in process 1,344 1,319

Raw materials 621 672

Supplies 585 569

Total inventories $ 6,106 $ 6,058

The reserves reducing inventories from the first-in, first-out ( FIFO ) basis to the last-in, first-out ( LIFO ) basis amounted to $990 million at March

31, 2007 and $1,092 million at December 31, 2006.

11
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NOTE E GOODWILL AND OTHER INTANGIBLE ASSETS

The following table shows the carrying amount of goodwill by operating segment:

GOOd‘:Vll_l Performance Performance Agricultural Basic Hydrocarbons
In millions Plastics Chemicals Sciences Plastics and Energy Total
Balance at December 31,2006 $ 915 $ 850 $ 1,320 $ 9% $ 63 $ 3242

Additional goodwill related to

acquisition of Zhejiang Omex

Environmental Engineering Co.

LTD 2 2
Goodwill related to acquisition
of additional 50% interest in
Styron Asia Limited

Balance at March 31, 2007 $ 915 $ 852 $ 1,320 $ 100 $ 63 $ 3,250

(o)}
(@)

The following table provides information regarding the Company s other intangible assets:

Other Intangible Assets At March 31, 2007 At December 31, 2006

Gross Gross

Carrying Accumulated Carrying Accumulated
In millions Amount Amortization Net Amount Amortization Net
Intangible assets with finite lives:
Licenses and intellectual property $ 240 $ (148 ) $§ 92 $ 234 $ (142 ) $ 92
Patents 148 (120 ) 28 148 117 ) 31
Software 470 (279 ) 191 452 (269 ) 183
Trademarks 133 42 ) 91 133 40 ) 93
Other 110 (55 ) 55 110 (52 ) 58
Total $ 1,101 $ (644 ) $ 457 $ 1,077 $ (620 ) $ 457

The following table provides information regarding amortization expense:

Amortization Expense Three Months Ended
March 31, March 31,
In millions 2007 2006
Other intangible assets, excluding software $ 11 $ 12
Software, included in  Cost of sales $ 10 $ 10

Total estimated amortization expense for 2007 and the five succeeding fiscal years is as follows:

Estimated Amortization Expense
In millions

2007 $ 85
2008 $ 79
2009 $ 71
2010 $ 68
2011

2012 $ 11
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NOTEF COMMITMENTS AND CONTINGENT LIABILITIES
Litigation
Breast Implant Matters

On May 15, 1995, Dow Corning Corporation ( Dow Corning ), in which the Company is a 50 percent shareholder, voluntarily filed for protection
under Chapter 11 of the Bankruptcy Code to resolve litigation related to Dow Corning s breast implant and other silicone medical products. On
June 1, 2004, Dow Corning s Joint Plan of Reorganization (the Joint Plan ) became effective and Dow Corning emerged from bankruptcy. The
Joint Plan contains release and injunction provisions resolving all tort claims brought against various entities, including the Company, involving
Dow Corning s breast implant and other silicone medical products.

To the extent not previously resolved in state court actions, cases involving Dow Corning s breast implant and other silicone medical products
filed against the Company were transferred to the U.S. District Court for the Eastern District of Michigan (the District Court ) for resolution in
the context of the Joint Plan. On October 6, 2005, all such cases then pending in the District Court against the Company were dismissed. Should
cases involving Dow Corning s breast implant and other silicone medical products be filed against the Company in the future, they will be
accorded similar treatment. It is the opinion of the Company s management that the possibility is remote that a resolution of all future cases will
have a material adverse impact on the Company s consolidated financial statements.

As part of the Joint Plan, Dow and Corning Incorporated have agreed to provide a credit facility to Dow Corning in an aggregate amount of $300
million. The Company s share of the credit facility is $150 million and is subject to the terms and conditions stated in the Joint Plan. At March
31, 2007, no draws had been taken against the credit facility.

DBCP Matters

Numerous lawsuits have been brought against the Company and other chemical companies, both inside and outside of the United States, alleging
that the manufacture, distribution or use of pesticides containing dibromochloropropane ( DBCP ) has caused personal injury and property
damage, including contamination of groundwater. It is the opinion of the Company s management that the possibility is remote that the resolution
of such lawsuits will have a material adverse impact on the Company s consolidated financial statements.

Environmental Matters

Accruals for environmental matters are recorded when it is probable that a liability has been incurred and the amount of the liability can be
reasonably estimated, based on current law and existing technologies. At March 31, 2007, the Company had accrued obligations of $345 million
for environmental remediation and restoration costs, including $33 million for the remediation of Superfund sites. This is management s best
estimate of the costs for remediation and restoration with respect to environmental matters for which the Company has accrued liabilities,
although the ultimate cost with respect to these particular matters could range up to twice that amount. Inherent uncertainties exist in these
estimates primarily due to unknown conditions, changing governmental regulations and legal standards regarding liability, and evolving
technologies for handling site remediation and restoration. At December 31, 2006, the Company had accrued obligations of $347 million for
environmental remediation and restoration costs, including $31 million for the remediation of Superfund sites.

On June 12, 2003, the Michigan Department of Environmental Quality ( MDEQ ) issued a Hazardous Waste Operating License (the License ) to
the Company s Midland, Michigan manufacturing site (the Midland site ), which included provisions requiring the Company to conduct an
investigation to determine the nature and extent of off-site contamination in Midland area soils; Tittabawassee and Saginaw River sediment and
floodplain soils; and Saginaw Bay. The License required the Company, by August 11, 2003, to propose a detailed Scope of Work for the off-site
investigation for review and approval by the MDEQ. Revised Scopes of Work were approved by the MDEQ on October 18, 2005. Discussions
between the Company and the MDEQ that occurred in 2004 and early 2005 regarding how to proceed with off-site corrective action under the
License resulted in the execution of the Framework for an Agreement Between the State of Michigan and The Dow Chemical Company (the

Framework ) on January 20, 2005. The Framework committed the Company to take certain immediate interim remedial actions in the City of
Midland and along the Tittabawassee River, conduct certain studies, and propose a remedial investigation work plan by the end of 2005. The
interim remedial actions required by the Framework are currently underway. The Company submitted Remedial Investigation Work Plans for
the City of Midland and for the Tittabawassee River on December 29, 2005. By letters dated March 2, 2006 and April 13, 2006, the MDEQ
provided two Notices of Deficiency ( Notices ) to the Company regarding the Remedial Investigation Work Plans. The Company responded, as
required, to some of the items in the Notices on May 1, 2006, and as required responded to the balance of the items and submitted revised
Remedial Investigation Work Plans on December 1, 2006. On July 12, 2006, the MDEQ approved the sampling for the first six miles of the
Tittabawassee River. On December 1, 2006, the MDEQ approved the Sampling and Analysis Plan in Support of Bioavailability Study for
Midland (the Plan ). The results of the Plan were

13
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provided to the MDEQ on March 22, 2007. The MDEQ is requiring the Company to implement Interim Response Activities and Pilot Corrective
Action Plans in specific areas in and along the Tittabawassee River, where elevated levels of dioxins and furans were found during the
investigation of the first six miles of the river. Implementation will occur as soon as the MDEQ approves the final plans and schedules, and as
necessary permits are issued. The Framework also contemplates that the Company, the State of Michigan and other federal and tribal
governmental entities will negotiate the terms of an agreement or agreements to resolve potential governmental claims against the Company
related to historical off-site contamination associated with the Midland site. The Company and the governmental parties began to meet in the fall
of 2005 and entered into a Confidentiality Agreement in December 2005. At the end of 2006, the Company had an accrual for off-site corrective
action of $7 million (included in the total accrued obligation of $347 million at December 31, 2006) based on the range of activities that the
Company proposed and discussed implementing with the MDEQ and which is set forth in the Framework. At March 31, 2007, the accrual for
off-site corrective action was $9 million (included in the total accrued obligation of $345 million at March 31, 2007).

It is the opinion of the Company s management that the possibility is remote that costs in excess of those disclosed will have a material adverse
impact on the Company s consolidated financial statements.

Asbestos-Related Matters of Union Carbide Corporation

Union Carbide Corporation ( Union Carbide ), a wholly owned subsidiary of the Company, is and has been involved in a large number of
asbestos-related suits filed primarily in state courts during the past three decades. These suits principally allege personal injury resulting from
exposure to asbestos-containing products and frequently seek both actual and punitive damages. The alleged claims primarily relate to products
that Union Carbide sold in the past, alleged exposure to asbestos-containing products located on Union Carbide s premises, and Union Carbide s
responsibility for asbestos suits filed against a former Union Carbide subsidiary, Amchem Products, Inc. ( Amchem ). In many cases, plaintiffs
are unable to demonstrate that they have suffered any compensable loss as a result of such exposure, or that injuries incurred in fact resulted

from exposure to Union Carbide s products.

Influenced by the bankruptcy filings of numerous defendants in asbestos-related litigation and the prospects of various forms of state and
national legislative reform, the rate at which plaintiffs filed asbestos-related suits against various companies, including Union Carbide and
Amchem, increased in 2001, 2002 and the first half of 2003. Since then, the rate of filing has significantly abated. Union Carbide expects more
asbestos-related suits to be filed against Union Carbide and Amchem in the future, and will aggressively defend or reasonably resolve, as
appropriate, both pending and future claims.

Based on a study completed by Analysis, Research & Planning Corporation ( ARPC ) in January 2003, Union Carbide increased its December 31,
2002 asbestos-related liability for pending and future claims for the 15-year period ending in 2017 to $2.2 billion, excluding future defense and
processing costs. Since then, Union Carbide has compared current asbestos claim and resolution activity to the results of the most recent ARPC
study at each balance sheet date to determine whether the accrual continues to be appropriate.

In November 2004, Union Carbide requested ARPC to review Union Carbide s historical asbestos claim and resolution activity and determine the
appropriateness of updating its January 2003 study. In January 2005, ARPC provided Union Carbide with a report summarizing the results of its
study. At December 31, 2004, Union Carbide s recorded asbestos-related liability for pending and future claims was $1.6 billion. Based on the
low end of the range in the January 2005 study, Union Carbide s recorded asbestos-related liability for pending and future claims at December
31, 2004 would be sufficient to resolve asbestos-related claims against Union Carbide and Amchem into 2019. As in its January 2003 study,
ARPC did provide estimates for a longer period of time in its January 2005 study, but also reaffirmed its prior advice that forecasts for shorter
periods of time are more accurate than those for longer periods of time.

In November 2005, Union Carbide requested ARPC to review Union Carbide s 2005 asbestos claim and resolution activity and determine the
appropriateness of updating its January 2005 study. In response to that request, ARPC reviewed and analyzed data through October 31, 2005. In
January 2006, ARPC stated that an update of its study would not provide a more likely estimate of future events than the estimate reflected in its
study of the previous year and, therefore, the estimate in that study remained applicable. Based on Union Carbide s own review of the asbestos
claim and resolution activity and ARPC s response, Union Carbide determined that no change to the accrual was required. At December 31,
2005, Union Carbide s asbestos-related liability for pending and future claims was $1.5 billion.

In November 2006, Union Carbide requested ARPC to review Union Carbide s historical asbestos claim and resolution activity and determine the
appropriateness of updating its January 2005 study. In response to that request, ARPC reviewed and analyzed data through October 31, 2006 and
concluded that the experience from 2004 through 2006 was sufficient for the purpose of forecasting future filings and values of asbestos claims
filed against Union Carbide and Amchem, and could be used in place of previous assumptions to update its January 2005 study. The resulting
study, completed by ARPC in December 2000, stated that the undiscounted cost of resolving pending and future asbestos-related claims against
Union Carbide and Amchem, excluding future defense and processing costs, through 2021 was estimated to be between approximately $1.2
billion and $1.5 billion. As in its January 2005 study, ARPC provided estimates for a longer period of
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time in its December 2006 study, but also reaffirmed its prior advice that forecasts for shorter periods of time are more accurate than those for
longer periods of time.

Based on ARPC s December 2006 study and Union Carbide s own review of the asbestos claim and resolution activity, Union Carbide decreased
its asbestos-related liability for pending and future claims to $1.2 billion at December 31, 2006 which covers the 15-year period ending in 2021
(excluding future defense and processing costs). The reduction was $177 million and was shown as  Asbestos-related credit in the consolidated
statements of income for 2006. At December 31, 2006, approximately 25 percent of the recorded liability related to pending claims and
approximately 75 percent related to future claims.

Based on Union Carbide s review of 2007 activity, Union Carbide determined that no adjustment to the accrual was required at March 31, 2007.
Union Carbide s asbestos-related liability for pending and future claims was $1.2 billion at March 31, 2007. Approximately 28 percent of the
recorded liability related to pending claims and approximately 72 percent related to future claims.

At December 31, 2002, Union Carbide increased the receivable for insurance recoveries related to its asbestos liability to $1.35 billion,
substantially exhausting its asbestos product liability coverage. The insurance receivable related to the asbestos liability was determined by
Union Carbide after a thorough review of applicable insurance policies and the 1985 Wellington Agreement, to which Union Carbide and many
of its liability insurers are signatory parties, as well as other insurance settlements, with due consideration given to applicable deductibles,
retentions and policy limits, and taking into account the solvency and historical payment experience of various insurance carriers. The
Wellington Agreement and other agreements with insurers are designed to facilitate an orderly resolution and collection of Union Carbide s
insurance policies and to resolve issues that the insurance carriers may raise.

In September 2003, Union Carbide filed a comprehensive insurance coverage case, now proceeding in the Supreme Court of the State of New
York, County of New York, seeking to confirm its rights to insurance for various asbestos claims and to facilitate an orderly and timely
collection of insurance proceeds. This lawsuit was filed against insurers that are not signatories to the Wellington Agreement and/or do not
otherwise have agreements in place with Union Carbide regarding their asbestos-related insurance coverage, in order to facilitate an orderly
resolution and collection of such insurance policies and to resolve issues that the insurance carriers may raise. Although the lawsuit is
continuing, through the end of the first quarter of 2007, Union Carbide had reached settlements with several of the carriers involved in this
litigation.

Union Carbide s receivable for insurance recoveries related to its asbestos liability was $484 million at March 31, 2007 and $495 million at
December 31, 2006. At March 31, 2007 and December 31, 2006, all of the receivable for insurance recoveries was related to insurers that are not
signatories to the Wellington Agreement and/or do not otherwise have agreements in place regarding their asbestos-related insurance coverage.

In addition to the receivable for insurance recoveries related to its asbestos liability, Union Carbide had receivables for defense and resolution
costs submitted to insurance carriers for reimbursement as follows:

Receivables for Costs Submitted to Insurance Carriers

March 31, Dec. 31,
In millions 2007 2006
Receivables for defense costs $ 35 $ 34
Receivables for resolution costs 265 266
Total $ 300 $ 300

Union Carbide expenses defense costs as incurred. The pretax impact for defense and resolution costs, net of insurance, was $17 million in the
first quarter of 2007 and $14 million in the first quarter of 2006, and was reflected in Cost of sales.

After a review of its insurance policies, with due consideration given to applicable deductibles, retentions and policy limits, after taking into
account the solvency and historical payment experience of various insurance carriers; existing insurance settlements; and the advice of outside
counsel with respect to the applicable insurance coverage law relating to the terms and conditions of its insurance policies, Union Carbide
continues to believe that its recorded receivable for insurance recoveries from all insurance carriers is probable of collection.

The amounts recorded by Union Carbide for the asbestos-related liability and related insurance receivable described above were based upon
current, known facts. However, future events, such as the number of new claims to be filed and/or received each year, the average cost of
disposing of each such claim, coverage issues among insurers, and the continuing solvency of various insurance companies, as well as the
numerous uncertainties surrounding asbestos litigation in the United States, could cause the actual costs and insurance recoveries for Union
Carbide to be higher or lower than those projected or those recorded.
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Because of the uncertainties described above, Union Carbide s management cannot estimate the full range of the cost of resolving pending and
future asbestos-related claims facing Union Carbide and Amchem. Union Carbide s management believes that it is reasonably possible that the
cost of disposing of Union Carbide s asbestos-related claims, including future defense costs, could have a material adverse impact on Union
Carbide s results of operations and cash flows for a particular period and on the consolidated financial position of Union Carbide.

It is the opinion of Dow s management that it is reasonably possible that the cost of Union Carbide disposing of its asbestos-related claims,
including future defense costs, could have a material adverse impact on the Company s results of operations and cash flows for a particular
period and on the consolidated financial position of the Company.

Synthetic Rubber Industry Matters

In 2003, the U.S., Canadian and European competition authorities initiated separate investigations into alleged anticompetitive behavior by
certain participants in the synthetic rubber industry. Certain subsidiaries of the Company (but as to the investigation in Europe only) have
responded to requests for documents and are otherwise cooperating in the investigations.

On June 10, 2005, the Company received a Statement of Objections from the European Commission (the EC ) stating that it believed that the
Company and certain subsidiaries of the Company (the Dow Entities ), together with other participants in the synthetic rubber industry, engaged
in conduct in violation of European competition laws with respect to the butadiene rubber and emulsion styrene butadiene rubber businesses. In
connection therewith, on November 29, 2006, the EC issued its decision alleging infringement of Article 81 of the Treaty of Rome and imposed

a fine of Euro 64.575 million (approximately $85 million) on the Dow Entities. Several other companies were also named and fined.
Subsequently, the Company has been named in various related U.S. civil actions. In the fourth quarter of 2006, the Company recognized a loss
contingency of $85 million related to the fine. The Company has appealed the EC s decision.

Additionally, on March 10, 2007, the Company received a Statement of Objections from the EC stating that it believed that DuPont Dow

Elastomers L.L.C. ( DDE ), a former 50:50 joint venture with E.I. du Pont de Nemours and Company ( DuPont ), together with other participants in
the synthetic rubber industry, engaged in conduct in violation of European competition laws with respect to the polychloroprene business. This
Statement of Objections specifically names the Company, but only in its capacity as a former joint venture owner of DDE. The Company

transferred its joint venture ownership interest in DDE to DuPont in 2005, and DDE then changed its name to DuPont Performance Elastomers

L.L.C. ( DPE ). Based on agreements reached between the Company and DuPont in 2004, DuPont will manage DPE s response to this Statement

of Objections. Further, based on the Company s allocation agreement with DuPont, it is the opinion of the Company s management that the
possibility is remote that its financial responsibility with respect to any potential DDE liabilities will have a material adverse impact on the

Company s consolidated financial statements.

Polyurethane Subpoena Matter

On February 16, 2006, the Company, among others, received a subpoena from the U.S. Department of Justice as part of an antitrust investigation
of polyurethane chemicals, including methylene diphenyl diisocyanate, toluene diisocyanate and polyols. The Company is fully cooperating with
the investigation.

Other Litigation Matters

In addition to breast implant, DBCP, environmental, synthetic rubber industry, and polyurethane subpoena matters, the Company is party to a
number of other claims and lawsuits arising out of the normal course of business with respect to commercial matters, including product liability,
governmental regulation and other actions. Certain of these actions purport to be class actions and seek damages in very large amounts. All such
claims are being contested. Dow has an active risk management program consisting of numerous insurance policies secured from many carriers
at various times. These policies provide coverage that will be utilized to minimize the impact, if any, of the contingencies described above.

Summary

Except for the possible effect of Union Carbide s asbestos-related liability described above, it is the opinion of the Company s management that
the possibility is remote that the aggregate of all claims and lawsuits will have a material adverse impact on the Company s consolidated financial
statements.

Purchase Commitments

The Company has numerous agreements for the purchase of ethylene-related products globally. The purchase prices are determined on a
cost-of-service basis, which, in addition to covering all operating expenses and debt service costs, provides the owners of the manufacturing
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plants with a specified return on capital. Total purchases under these agreements were $1,356 million in 2006, $1,175 million in 2005 and
$1,063 million in 2004. The Company s commitments at December 31, 2006 associated with these agreements are included in the table below.
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The Company also has various commitments for take or pay and throughput agreements. Such commitments are at prices not in excess of
current market prices. The terms of all but one of these agreements extend from one to 25 years. One agreement has terms extending to 80 years.
The determinable future commitment for this agreement is included for 10 years in the following table which presents the fixed and
determinable portion of obligations under the Company s purchase commitments at December 31, 2006:

Fixed and Determinable Portion of Take or Pay and

Throughput Obligations at December 31, 2006

In millions

2007 $ 2,107
2008 1,802

2009 1,579

2010 1,339

2011 889

2012 and beyond 5,281

Total $ 12,997

In addition to the take or pay obligations at December 31, 2006, the Company had outstanding commitments which ranged from one to six years
for steam, electrical power, materials, property and other items used in the normal course of business of approximately $459 million. Such
commitments were at prices not in excess of current market prices.

Guarantees
The Company provides a variety of guarantees, as described more fully in the following sections.
Guarantees

Guarantees arise during the ordinary course of business from relationships with customers and nonconsolidated affiliates when the Company
undertakes an obligation to guarantee the performance of others (via delivery of cash or other assets) if specified triggering events occur. With
guarantees, such as commercial or financial contracts, non-performance by the guaranteed party triggers the obligation of the Company to make
payments to the beneficiary of the guarantee. The majority of the Company s guarantees relate to debt of nonconsolidated affiliates, which have
expiration dates ranging from less than one year to eight years, and trade financing transactions in Latin America and Asia Pacific, which
typically expire within one year of their inception.

Residual Value Guarantees

The Company provides guarantees related to leased assets specifying the residual value that will be available to the lessor at lease termination
through sale of the assets to the lessee or third parties.

The following tables provide a summary of the final expiration, maximum future payments and recorded liability reflected in the consolidated
balance sheets for each type of guarantee:

Guarantees at March 31, 2007

Final Maximum Future Recorded
In millions Expiration Payments Liability
Guarantees 2014 $ 345 $ 18
Residual value guarantees 2015 1,045 6
Total guarantees $ 1,390 $ 24
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Guarantees at December 31, 2006
In millions

Guarantees

Residual value guarantees

Total guarantees
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Final
Expiration

2014
2015

Maximum Future

Payments

$ 340
1,044

$ 1,384

Recorded

Liability

$
6
$

20

26
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Asset Retirement Obligations

In accordance with SFAS No. 143, as interpreted by FIN No. 47, the Company has recognized asset retirement obligations for the following
activities: demolition and remediation activities at manufacturing sites in the United States and Europe; capping activities at landfill sites in the
United States, Canada, Italy and Brazil; and asbestos encapsulation as a result of planned demolition and remediation activities at manufacturing
and administrative sites in the United States, Canada and Europe.

The aggregate carrying amount of asset retirement obligations recognized by the Company was $104 million at March 31, 2007 and
$106 million at December 31, 2006. The discount rate used to calculate the Company s asset retirement obligation was 4.6 percent. These
obligations are included in the consolidated balance sheets as Other noncurrent obligations.

The Company has not recognized conditional asset retirement obligations for which a fair value cannot be reasonably estimated in its
consolidated financial statements. It is the opinion of the Company s management that the possibility is remote that such conditional asset
retirement obligations, when estimable, will have a material adverse impact on the Company s consolidated financial statements based on current
costs.

NOTE G PENSION PLANS AND OTHER POSTRETIREMENT BENEFITS

Net Periodic Benefit Cost for All Significant Plans Three Months Ended
March 31, March 31,
In millions 2007 2006
Defined Benefit Pension Plans:
Service cost $ 71 $ 70
Interest cost 217 204
Expected return on plan assets 291 ) (273 )
Amortization of prior service cost 6 5
Amortization of net loss 49 54
Termination benefits/curtailment costs 1
Net periodic benefit cost $ 53 $ 60
Other Postretirement Benefits:
Service cost $ 5 $ 6
Interest cost 28 29
Expected return on plan assets © ) 7 )
Amortization of prior service credit (1 ) 2 )
Amortization of net loss 1 2
Net periodic benefit cost $ 24 $ 28

NOTEH STOCK-BASED COMPENSATION

The Company grants stock-based compensation to employees under the Employees Stock Purchase Plans ( ESPP ) and the 1988 Award and
Option Plan (the 1988 Plan ), and to non-employee directors under the 2003 Non-Employee Directors Stock Incentive Plan.

During the first quarter of 2007, employees subscribed to the right to purchase 5.3 million shares with a weighted-average exercise price of
$30.81 per share and a weighted-average fair value of $10.62 per share under the ESPP. Total unrecognized compensation cost related to ESPP
purchase rights was $45 million at March 31, 2007 and is expected to be recognized over a weighted-average period of 4.6 months.

During the first quarter of 2007, the Company granted the following stock-based compensation awards to employees under the 1988 Plan:
. 7.6 million stock options with a weighted-average exercise price of $43.59 per share and a weighted-average

fair value of $9.81 per share. Total unrecognized compensation cost related to unvested stock options was
$106 million at March 31, 2007 and is expected to be recognized over a weighted-average period of 1.0 years.

23



Edgar Filing: DOW CHEMICAL CO /DE/ - Form 10-Q

. 1.8 million shares of deferred stock with a weighted-average fair value of $43.58 per share. Total
unrecognized compensation cost related to deferred stock awards was $163 million at March 31, 2007 and is expected
to be recognized over a weighted-average period of 1.94 years.
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. 1.0 million shares of performance deferred stock with a weighted-average fair value of $43.59 per share.
Total unrecognized compensation cost related to performance deferred stock awards was $75 million at March 31,
2007 and is expected to be recognized over a weighted-average period of 1.02 years.

During the first quarter of 2007, the Company granted the following stock-based compensation awards to non-employee directors under the
2003 Non-Employee Directors Stock Incentive Plan:

. 48,400 stock options with a weighted-average fair value of $9.83 per share.

. 9,200 shares of restricted stock with a weighted-average fair value of $41.97 per share.

NOTEI EARNINGS PER SHARE CALCULATIONS

Earnings Per Share Calculations Three Months Ended Three Months Ended

March 31, 2007 March 31, 2006
In millions, except per share amounts Basic Diluted Basic Diluted
Net income available for common stockholders $ 973 $ 973 $ 1,214 $ 1,214
Weighted-average common shares outstanding 963.2 963.2 967.9 967.9
Add dilutive effect of stock options and awards 12.7 12.8
Weighted-average common shares for EPS calculations 963.2 975.9 967.9 980.7
Earnings per common share $ 1.01 $ 1.00 $ 125 $ 124
Stock options and deferred stock awards excluded from EPS
calculations (1) 22.2 14.9
(1) Outstanding options to purchase shares of common stock and deferred stock awards that were not included in

the calculation of diluted earnings per share because the effect of including them would have been anti-dilutive.
NOTEJ OPERATING SEGMENTS AND GEOGRAPHIC AREAS
Corporate Profile

Dow is a diversified chemical company that offers a broad range of innovative chemical, plastic and agricultural products and services to
customers in more than 175 countries, helping them to provide everything from fresh water, food and pharmaceuticals to paints, packaging and
personal care. In 2006, Dow had annual sales of $49