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Last week, Dow Chemical Company (DOW) moved closer toward their goal of divesting some of their lowermargin units via asset sales when they agreed to sell their sodium borohydride business and a polyolefin films
plant in Ohio for about $225 million. These sales to Vertellus Specialty Materials LLC and Valfilm North
American Inc., respectively, come on the heels of Dow’s recent sale of Angus Chemical Company to private
equity firm Golden Gate Capital for $1.22 billion last month.
Even before Friday’s announcement, the company indicated back in November that it was on track to meet
its earlier asset sale target of $4.5 billion to $6 billion by the end of 2015. At the same time, Chairman and
CEO Andrew Liveris also raised this target to between $7 billion and $8.5 billion in asset sales by mid-2016.
INCREASED SHAREHOLDER ACTIVISM:
Part of the motivation to sell off some of Dow’s assets has come from activist investor Daniel Loeb, founder
of hedge fund Third Point, who has urged the company to split off its petrochemicals business from segments
that make specialty chemicals. Loeb has also criticized Dow for failing to meet financial targets, while calling
for greater financial transparency among the company’s operating segments to better understand where
value is lost.
So far, the company has acquiesced to Loeb’s demands as evidenced by the aforementioned asset sales, the
addition of four new independent directors to Dow’s Board, and their recent move to change how they
report results from some of their business segments. For example, Dow’s feedstocks and energy segment will
now become part of their performance-plastics segment because the segment produces ethylene, which is
used to make plastic.
Dow is not the only company that has faced increased shareholder scrutiny lately. In fact, it is not even the
only company under fire from activists within the chemicals industry. Nelson Peltz, founder of Trian Fund
Management, has been pressuring DuPont (DD) to break itself up into a growth company that would include
agriculture and biosciences units, and a cyclical company of businesses that require less investment.
In recent years, activist investors have been targeting more and larger companies, according to a March 2014
report from McKinsey & Company. Their analysis found that activists targeted US-listed companies with an
average market capitalization of $10 billion – an increase from the $8 billion average in the prior year and a
sharp increase from the less than $2 billion average at the end of the last decade. Further, in each of the past
three years, activists have launched an average of 240 campaigns, which is more than double the number a
decade ago.
A similar trend was found in a survey done by Ernst & Young earlier this year as well. In it, they found that
more than 90% of global companies now say that the boardroom agenda is heavily influenced by shareholder
pressure. Given Loeb’s push for new independent directors on Dow’s Board, as well as other similar actions
by prominent activists such as Carl Icahn and Bill Ackman, there is certainly some truth to EY’s findings.
So why has shareholder activism increased so much in recent years? John J. Madden of Shearman & Sterling
LLP cites various factors such as the enactment of the Sarbanes-Oxley Act in 2002 following the bursting of
the dot-com bubble (aka TMT bubble) and the uncovering of major frauds at Enron, WorldCom, and others.
Later on in the decade, Madden cites excessive executive compensation and the Dodd-Frank Act as catalysts
for increased activism.
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A MORE FOCUSED AND SHAREHOLDER-FRIENDLY COMPANY:
Whether the result of increased shareholder activism or not, overall, Dow has made strides in strengthening
their operations while adding shareholder value. Aside from the recent moves taken by Dow to meet Loeb’s
demands, the company has also taken several measures to increase shareholder value. Specifically, the
company increased their dividend by 14% to 42 cents per share (quarterly) while also raising their stock
buyback program by $5 billion to $9.5 billion. Both of these actions are undoubtedly positive for current and
future shareholders.
Meanwhile, as Dow has focused more on their specialty chemicals business, their financials have improved
somewhat in recent years given the greater pricing power that exists among companies within the industry.
This ultimately translates into higher margins and increased profitability.
For example, over the past several years, gross margins have grown from under 10% in 2008 to almost 17% in
2013. Further, in the quarter ending September 30, 2014, gross margins came in at 18.3%, helped by higher
selling prices, increased sales volume, and higher operating rates. What’s more, EBIT and net profit margins
have both shown improvement in 2013 and throughout much of 2014.
Despite the recent increase in long-term debt – which currently stands at approximately $19 billion as of
September 30, 2014 – Dow’s debt to equity ratio (D/E) is in line with the industry average of 0.9 and has held
steady over the past decade around that number. Additionally, Dow’s financial leverage has decreased over
the past several years as well by approximately 25%, according to Morningstar. Further, after some
deterioration during the financial crisis, Dow’s interest coverage ratio improved in 2013 and has continued to
improve in 2014.
Finally, on a valuation basis, shares of DOW look slightly undervalued compared to its competitors, and fairly
valued on most metrics compared to its longer-term averages. However, based on Dow’s current price-toearnings ratio (P/E) of 16.7, shares are significantly undervalued relative to its 10-year average around 29.
Moreover, at Friday’s closing price of $50.16, shares of DOW yield roughly 3.4% – approximately 100 bps
more than the industry average. Therefore, given current valuation levels and the margin of safety (due to
the dividend), it would appear as though shares have additional room to run before valuations become
stretched.
BOTTOM LINE:
In general, companies that have been the focus of increased shareholder activism have been found to exhibit
better price performance (higher share prices) and operational efficiency over the five-year period following
activist intervention. Therefore, Third Point’s recent interventions in Dow Chemical, combined with recent
asset sales and shareholder-friendly actions (see: stock buybacks and increased dividends), should all help
boost shares of Dow Chemical going forward.

DISCLOSURE: I, Michael Maggi, have no positions in any stocks mentioned, and no plans to initiate any positions within
the next 72 hours. I wrote this article myself, and it expresses my own opinions. I am not receiving compensation for it,
and I have no business relationship with any company whose stock is mentioned in the article.
The information contained herein is not intended to be investment advice and does not constitute any form of invitation
or inducement by Michael Maggi, CFA and Money by Maggi to engage in investment activity. Neither the information nor
any opinion expressed constitutes a solicitation for the purchase or sale of any security. Securities, financial instruments,
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strategies, or commentary mentioned herein may not be suitable for all investors and this material is not intended for
any specific investor and does not take into account an investor’s particular investment objectives, financial situations or
needs. Any opinions expressed herein are given in good faith, are subject to change without notice, and are only current
as of the stated date of their issue. Prices, values, or income from any securities or investments mentioned in this report
may fluctuate, and an investor may, upon selling an investment lose a portion of, or the entire principal amount
invested. Past performance is no guarantee of future results. Before acting on any recommendation in this material, you
should consider whether it is suitable for your particular circumstances and, if necessary, seek professional advice.
REGULATORY REQUIRED DISCLOSURES ANALYST CERTIFICATION
I hereby certify that the views expressed in the foregoing research report accurately reflect my personal views about the
subject securities and issuer(s) as of the date of this report. I further certify that no part of my compensation was, is, or
will be directly, or indirectly, related to the specific recommendations or views contained in this research report.
FORWARD LOOKING STATEMENT
This report may contain certain forward-looking statements and information, as defined within the meaning of Section
27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, and is subject to the Safe
Harbor created by those sections. This material contains statements about expected future events and/or financial
results that are forward-looking in nature and subject to risks and uncertainties. Such forward- looking statements by
definition involve risks, uncertainties and other factors, which may cause the actual results, performance or
achievements of mentioned company to be materially different from the statements made herein.
COMPLIANCE PROCEDURE
Content is researched, written and reviewed on a best-effort basis. This document, article or report is written and
authored by an outsourced research services provide which provided Small Cap IR this article or report. However, we are
only human and are prone to make mistakes. If you notice any errors or omissions, please notify us below. Small Cap IR is
not entitled to veto, interfere or alter the articles, documents or report once created and reviewed by the outsourced
research provider. All parties responsible for the creation and dissemination of this report do not engage in high
frequency trading.
NO WARRANTY OR LIABILITY ASSUMED
DOW has not compensated Small Cap IR for the creation or dissemination of this report. Small Cap IR is not responsible
for any error which may be occasioned at the time of printing of this document or any error, mistake or shortcoming.
Small Cap IR does not hold any positions in DOW. No liability is accepted by Small Cap IR whatsoever for any direct,
indirect or consequential loss arising from the use of this document. Small Cap IR expressly disclaims any fiduciary
responsibility or liability for any consequences, financial or otherwise arising from any reliance placed on the information
in this document. Small Cap IR does not (1) guarantee the accuracy, timeliness, completeness or correct sequencing of
the information, or (2) warrant any results from use of the information. The included information is subject to change
without notice.
Small Cap IR is the party responsible for hosting the analyst report. Small Cap IR has compensated 3rd party research
provider one hundred and fifty dollars for the right to disseminate this report.
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