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TO THE STOCKHCLDERS OF
THE DOW CHEMICAL COMPANY:

The forty-fifth onnual report of your Company is presented herewith. The
consolidated financial statements for the fiscal year ended May 31, 1942 have been
oudited by Messrs. Hoskins & Sells, whose certificate is reproduced as part of this
report.

FINANCIAL STATEMENTS—

The consolidoted balance sheet, statement of consolidated income and state-
ment of consolidated earned surplus for the year ended Moy 31, 1942 are shown
herein. The totol assets of the Company ond its Subsidicries aomounted to
$103,094,230.70, which figure includes current assets of $29,212,794.38. Current
licbilities amounted to $19,643,000.63.

EARNINGS—

The consolidated net income of the Company and its Subsidiaries amounted
to $9,221,485.76. After deducting dividends on the preferred capital stock of
$300,000.00, the consolidated net income was equivalent to $7.14 per share on
the number of shores of common copital stock outstanding at the end of the year.
This compares with $6.58 per share for the yeor ended May 31, 1941,

DIVIDENDS—

The Company distributed four equal quarterly dividends aggregating $3.00
per share, to the common stockholders during the year. Including dividends on the
preferred capital stock of $300,000.00, the dividends disbursed to shareholders
smounted to $3,960,978.75.

NEW CAPITAL—

During the current year, 113,519 additional shares of common copital stock
were offered to stockholders of record os of September 26, 1941, The common
copital stock account was credited with the net proceeds of $11,124,862.00 reolized
from the sale of these shares.

SURPLUS—

The net increase in consolidoted eormed surplus for the yeor omounted to
%5,878,462.46, bringing the consclidated eorned surplus aos of May 31, 1942 to
$24,812,306.81.

NET SALES—
Net soles for the year ended May 31, 1942 omounted to $78,359,997.24, cs
compared to $46,907,950.27 for the year ended May 31, 1941,

TAXES—

Total major toxes for the year amounted to $12,183,783.74, which represents
on equivalent cost per share on common stock of $9.76. This compares with $3.12
per common share for 1941,
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The Company’s texable year closed on May 31, 1942, In the accompanying
financiol statements, Federal taxes have been computed on the basis of the existing
law. Ordinarily the contemplated Revenue Act to be passed this year would not apply
to the Company’s taxable year clased on May 31, 1942, However, there is the
possibility the precedent previously established moy be abandoned in the new Reve-
nue Act. If so, this would adversely affect the Compony’s earnings, the extent of
which is unknown at this time.

GENERAL—

The above comments have been submitted aos a very brief summary of the
financicl condition of The Dow Chemical Company and, due ta the present emer-
gency, the graphs formerly appearing in our annual reports have been deleted, as
well as a list of products produced by our Company. This is all in the interest of
Notionol Defense cnd we trust the stockholders will be willing to accept the neces-
sary ‘brevity ot fhis report.

To add a little further general information, it will undoubtedly be of inter-
est to every stockholder to know that o very large number of our men are serving
on odvisory committees in mony of the National Defense orgonizations. Neorly
every product we produce is on Government ollocation for defense purposes. [n
addition, The Dow Chemical Company has designed, built and operated, or is in the
process of building or operating new Government owned defense plants located
throughout our country. Every effort in our organization has been opplied to the
accomplishment of on early victory and prompt execution of the very large defense
program assigned to us. On four different occasions, we hcve brought defense
plants into production chead of schedule and every effort is made to continue the
record.

We suggest that successful accomplishment during war times is o measure
of the capacity of the organization to meet successfully new emergencies after the
war. This is the only comment we feel justified in making pertaining to post-war
activity.

WILLARD H. DOW,

President

Midlond, Michigan
July 24, 1542
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The Dow Chemical Canjany:

Wo have examined the comsolidated balance sheet of
The Dow Chemical Company and its suleidisry companies as of May 31,
1942 ard the related statements of consolidated income and earned
surplus for the year enmled that date, bhave reviewed the accounting
mocedures of the companies, and have examined their accounting
records amd othsr evidence in support of such financial statemsnts,
Our examimtion was made in accordance with generally accepted audit-
ing stamlards applicadle in the circumstances and included all audit-
ing rocedures we considered necessary, which rocedures were applied
by tests_to the extent we deemed approxiate in view of the systems of
internal control.

In our opxdnion, the accompanying consolidated balance sheet
aml statemants of consolidated inccme and earnad surplus fairly present
the financial condition of the compsnies at May 31, 192 aml the results
of their operations for the year emled that date, in conformity with
geperally accepted acoounting rinciples and practices applied on a
basis consistent with that of the Ixreceding year,

/)‘4/«6_.4_ YM

July 16, 19%2.
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THE DOW CHEMICAL COMPANY

(Incorporated in Michigan)

AND SUBSIDIARY COMPANIES
CONSOLIDATED BALANCE SHEET, MAY 31, 1942

ASSETS

CURRENT ASSETS:
Cosh o e
Notes and accounts receivable:
Customers, 55,420,886.92; associoted compony,
$107,152.55; employees, $32,614.47; ond
sundry, S142,767.4% _ . $ 9,703,421.35
Less reserves for doubtful receivables ... 240,593.48

Billed ond unbilled amounts receivable from agencies of the United
States Government (other than for the sale of product) oo _

Inventories:
Finished goods and work in process (at lower
of cost or market) oo _____. . $ 5,486,230.36
Materials and supplies (ot cost—approximately
market) o 6,708,152.47

$ 6,291,790.83

9,462,827.87

1,263,792.85 -

12,194,382.83

Total current ossets . __.____._ e e e ———

INVESTMENTS AND SUNDRY RECEIVABLES:

Notes receivable end capital stock (at cost) of

associated company (equity at May 31, 1942 as

shown by unaudited balonce sheet of associated

company, $3,458,524.24) oo $ 2,238,000.00
Instalment notes receivable, maturing 1543 to 1948 428,571.43
Sundry securities and receivables {including em-

ployees’ receivables, $73,364.76) (less reserve,

S121,212.88) e 538,911.81

Totol investments and sundry receivables ... ________

PROPERTY lincluding emergency facilities for nao-
tional defense, completed and in progress, with o
gross book volue (cost) of $24,409,906.33 subject
to arnortization) ;
Plant properties and equipment — at cost (less
reserves for depreciation and amortization,
827,248,904.73) e $68,356,269.77
Housing properties — ot cost (less reserves for
depreciation and amortization, $160,730.78) __ 1,469,527.95

Total property ceveeecccmmaceamamaccc e .-

PATENTS—At cost or nominal value (less reserves
for omortization, $50,101.18) e

DEFERRED CHARGES—Unexpired insurance prem-
iums, unamortized debenture discount and expense,
deferred cost of power facilities, and sundry - — oo

$ 29,212,794.38

3,205, 483.24

69,825,797.72

65,673.22

784,482.14

-
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THE DOW CHEMICAL COMPANY

(Incorporated in Michigan)

AND SUBSIDIARY COMPANIES

CONSOLIDATED BALANCE SHEET, MAY 31, 1942

LIABILITIES
CURRENT LIABILITIES: :
Notes payable—Banks — o oo e e $ 1,000,000.00
Accounts payable—Trade ond sundry e~ 4,730,241.51
Federal income and excess profits taxes lincluding
provision for current year at rates under law
existing at May 31, 1942; and provision for esti-
mated additional taxes of prior yeors) o e 10,336,621.85
Customers’ special deposits for purchase of product .o __..__ 635,059.79
Serial debentures maturing September 1, 1942 ___ . _____________ 750,000.00
Accrued liabilities:
Payrolls o e e 761,562.98
Taxes {other than Federa! income and excess profits toxes) ___._ 1,042,074.29
INEErESY e e e e memc e~ mme e —m———— e ————————— 95,471.26
ReNtS — o e e —— e —————————————————— 167,032.86
SUNAMY o e e e e 124,936.09
Total current liobilities oo o o e ce——— $ 19,643,000.63

FUNDED DEBT:
Ten year 2V4 % debentures, due September 1, 1950 $ 7,500,000.00
Serial debentures maturing in the amount of
$750,000.00 on September 1, 1943 and annually
thereafter until September 1, 1950 {debentures
maturing in 1942 included in current liabilities) 6,000,000.00

Total funded debt — e oo —em 13,500,000.00

RESERVES FOR FIRE AND ACCIDENT LOSSES, DAMAGE CLAIMS,
ELECTROLYTIC CELL REPLACEMENTS, AND

SUNDRY e e 734,820.31
MINORITY INTERESTS IN CAPITAL STOCK AND
SURPLUS OR DEFICIT OF SUBSIDIARIES o ceeeececaeemeee 1,073,655.11

CAPITAL STOCK:
Preferred capital stock—5% cumulotive (outhor-
ized and outstonding, 60,000 shares of $100.00
par volue each) .. $ 6,000,000.00
Common capital stock (authorized, 2,000,000
shares without par volue; outstanding, 1,248,706
Shares) o e ——— 37,293,908.83

Total copitol STOCK e o e 43,293,508.83

SURPLUS:
Copitol surplus (decreased during the yeor ended
May 31, 1942 by expenses in connection with
sale of additional shares of common copitol

stock, $39,937.65) o mm e $ 36,539.01
Earmed SUrPiUS — e e cemm e e 24,812,306.81
Total SUrplUS mcc oo e e mem——————— 24,848,845.82

TOTAL et e e e $103,094,230.70

“
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THE DOW CHEMICAL COMPANY
AND SUBSIDIARY COMPANIES

STATEMENT OF CONSOLIDATED INCOME
FOR THE YEAR ENDED MAY 31, 1942

SALES (net of returns, allowances, cash discounts, and freight) ______ $78,359,997.24
COST OF SALES — o e 56,338,933.18
GROSS PROFIT - e e eemeese $22,021,064.06
SELLING AND ADMINISTRATIVE EXPENSES - e ooooocoooeee 3,929,984.30
PROFIT, FROM OPERATIONS e oo o ececmmmm e e e $18,091,079.76

OTHER INCOME:
‘Dividends, $1,350,000.00, and interest,

$155,610.97, from associated company —._—_- $ 1,505,610.97
Fees received in connection with construction of
certain government owned plants _ .. ._______ 268,375.06
Royalties, rentals, and miscelloanecus oo 252,126.83 2,026,112.86
GROSS INCOME — e emm $20,117,192.62

INCOME CHARGES:
Interest ond amortization of discount and expense

on debentures — . e ——mm $ 28996416
Other interest expense, loss on disposal of fixed
assets, ond miscellaneous . _______. 284,980.47 574,944.63
NET INCOME BEFORE PROVIDING FOR FEDERAL INCOME AND
EXCESS PROFIT TAXES e e $19,542,247.99

PROVISION FOR FEDERAL INCOME AND EXCESS PROFIT TAXES (ot
rates under law existing at May 31, 1942):

Normal tax and SuUrtoX e e $ 3,948,067.35

Excess profits 10X oo o 6,131,058.48 10,079,125.83
NET INCOME BEFORE DEDUCTING MINORITY INTERESTS IN

INCOME OF SUBSIDIARIES o o e $ 9,463,122.16
MINORITY INTERESTS IN NET INCOME OF SUBSIDIARIES oo 241,636.40
NET INCOME FOR THE YEAR L oo $ 9,221,485.76

NOTES: The provision for depreciotion ond the amortization (as provided under the Internal
Revenue Code) of emergency defense facilities charged ogainst income for
the yeor ended May 31, 1942 amounted to $3,628,103.12 and $3,075,568.39, .
respectively. During the yeor adjustments were mode of depreciation rotes on
certoin classes of property which were opplied retroactively to the yeors ended
May 31, 1941, 1940, ond 1939 with the result thot by credits to surplus the
depreciation previously provided for those yeors wos reduced $325,264.22,
$278,848.54, ond $216,111.48, respectively,. The net effect of these adjust-
ments ond miscellaneous other small odjustments of income of prior yeors,
less the provision for odditional Federal income ond excess profits taxes thereon,
was to credit eorned surplus with $617,955.45, representing net increases in
previously reported income for the years ended May 31, 1941, 1940, ond 1939
of $248,032.51, $185,240.45, and $184,682.48, respectively.

Research and experimental expenses which hove been shown in previous yeors
under the coption “Seilling and Genercl Expenses” are now included in cost

of sales.

N
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THE DOW CHEMICAL COMPANY
AND SUBSIDIARY COMPANIES

STATEMENT OF CONSOLIDATED EARNéD SURPLUS
FOR THE YEAR ENDED MAY 31, 1942

BALANCE, JUNE 1, 194 - $18,933,844.35

CREDITS:
Net income for the yeor —_ e 9,221,485.76
Adjustments to net income of prior years [see note
to Statement of Consolidated Income) _.____. $ 856,743.26
Less provision for additional Federal income and
excess profits toxes thereon e cens 238,787.81 617,955.45
Total o e m e $28,773,285.56
CHARGE—Cash dividends:
Common capita! $t0ck m oo oo eeeeee $ 3,660,978.75
Preferred caopital stock oo oo ecmecmman 300,000.00 3,960,978.715

BALANCE, MAY 31, 1942 e mmmreermee $24,812,306.81
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