


Dear Shareholders, 

Entering fiscal 2007, we set in motion an aggressive five-year strategy focused on maximizing cash flow from operations, 

identifying and closing accretive acquisitions and enhancing our ability to integrate new businesses. Fiscal 2007 proved to 

be a record year for KMG by virtually all financial measures. Success was a result of our strong wood treating businesses 

and the substantial expansion over fiscal 2006 of our Animal Health segment. We launched a new product, AVENGER®,  

an insecticidal cattle ear tag, which we acquired through our February 2006 acquisition from Boehringer Ingelheim.   

We improved margins, return on equity, and ended the year with an even stronger balance sheet. Revenue increased by 

26% with a resultant significant increase in net income.

Strong Financial Performance

In fiscal 2007, net sales rose 26% to $89.8 million, and net income grew 134% to $8.8 million or $0.80 per diluted 

share. In 2006, net income included a non-cash impairment charge of $2.4 million associated with the Company’s MSMA 

agricultural product. Excluding the impairment charge in the prior year, net income rose 67% in 2007.    

Segment Highlights

Wood Treating Chemicals: Stable Products Producing Strong Cash Flow
Demand for our wood treating chemicals – pentachlorophenol and creosote – was near record levels during fiscal 2007, 

driven by continued strong demand for utility poles and rail ties. Our penta revenues increased 2% to $28.4 million as 

compared to fiscal 2006, and creosote revenues were up 42% to $43.6 million, due to increased pricing we instituted to 

Net Sales
Gross Profit
Operating Income
Net Income

Earnings per Diluted Share
Weighted Average Diluted Shares Outstanding

Total Assets
Shareholders’ Equity
Long-term Debt

Depreciation and Amortization
Non-Cash Impairment Charge

2007

$89,785
30,843
14,585

8,849

0.80
11,034

81,233
56,410
10,468

3,832
–

2006

$71,016
23,858

6,688
3,776

0.40
9,447

72,702
46,918
13,981

3,889
2,368

2005

$59,168
18,066

5,402
3,052

0.37
8,256

61,103
32,888
17,644

2,204
–

2004

$43,610
12,751

3,115
1,763

0.23
7,631

43,240
24,590
11,235

1,643
–

2003

$35,536
11,291

3,142
1,917

0.25
7,550

32,337
23,029

4,250

1,423
–

* The results for 2006 include a non-cash impairment charge of $2,368 associated with the Company’s MSMA product.

Financial Highlights
(thousands, except per share amounts)



pass along our cost increases. The Railway Tie Association is currently forecasting 

demand for rail ties to be relatively flat in 2008.  We anticipate the same for utility 

pole demand.  These core businesses have grown significantly over the years 

through acquisition and optimization of operations, and now generate stable 

cash flow for KMG and serve as a solid base for the Company’s further expansion.

Animal Health: Robust Growth Stemming from 2006 Acquisition
Revenues in our Animal Health segment increased 63% in fiscal 2007 to $14.1 

million, driven by two factors: the success of our new insecticidal cattle ear tag, 

and the conclusion of a transitional distribution agreement we had in place with 

Boehringer Ingelheim during fiscal 2006, which had the effect of raising prices 

realized for the acquired product lines. Our AVENGER® insecticidal cattle ear tag 

introduced a novel active ingredient that has proven to be highly effective in 

controlling parasitic flies on cattle. Additionally, it is the only tag on the market 

that has not demonstrated fly resistance. We believe AVENGER® will be the #1 

selling ear tag in calendar 2007, its first year on the market. Of note, there are 92 

million cattle in the US, and the majority of the market is untapped. We are also 

pursuing the South American market. Brazil’s cattle herd alone is twice the size 

of the US herd, and the other countries in the southern cone of South America 

along with Mexico also have large livestock industries.  To take advantage of 

this, we have hired an experienced animal health sales manager based in South 

America, as well as a regulatory professional located at our headquarters to 

manage the activities necessary to obtain product registrations throughout Latin 

America.  Importantly, we manufacture our animal health products in a state-of-

the-art production facility where we can double production with little additional 

capital expenditure.

We are very enthusiastic about the long-term opportunities for growth in this 

segment, both organically and through acquisitions. We are aiming to grow  

Animal Health to a $40-50 million business within five years, and see an identifiable 

way forward to achieve this objective.

Sharing Profits with Shareholders

During 2007, we continued our track record of sharing the Company’s success 

with shareholders. KMG distributed cash dividends totaling $0.075 per share, and 

subsequent to year-end, we increased the annualized dividend rate to $0.08.   

We continue to believe that shareholders should benefit from the Company’s 

growth through both dividends and potential growth in share value.     



Recognition

As KMG continues to grow, the Company is receiving recognition from the investment community and the financial media.  

Institutional ownership totaled 41% of shares outstanding as of June 30, 2007, up from 37% the year prior and just 12% at 

June 30, 2005. There are now three firms covering KMG in research. Additionally, KMG was ranked #57 on Fortune Small Business’ 

2007 list of America’s Fastest-Growing Small Public Companies and #130 on Forbes’ 2007 list of the 200 Best Small Companies.   

Focused Strategy for Continued Growth

We are focused on continuing to grow KMG primarily by acquiring and optimizing businesses that are accretive to cash 

flow and earnings. We remain committed to mature specialty chemical product lines serving niche markets, which are 

Discovery Generic Consolidation Maturity

Profits Volume

Patent expires
KMG

becomes
interested

Following an acquisition, KMG  
operates with lower overhead 
costs thus creating operating 

efficiencies. The company also 
improves product quality,  

stability of supply, distribution  
efficiencies and customer service. 

As a result, KMG expands  
profitability and extends the  
economic life of its products.

Comparison of Five Year Cumulative Total Return*
Among KMG Chemicals, Inc., The NASDAQ Composite Index,  

The DJ Wilshire Specialty Chemicals Index and the S&P Small Cap Specialty Chemicals Index

KMG Chemicals, Inc.
DJ Wilshire Specialty Chemicals

NASDAQ Composite
S&P Small Cap Specialty Chemicals

The graph above compares our cumulative total stockholder return since July 31, 2002, with the NASDAQ Composite Index, the 
DJ Wilshire Specialty Chemicals Index and the S&P Small Cap Specialty Chemicals Index. The graph assumes that the value of 

the investment in our common stock and each index (including reinvestment of dividends) was $100.00 on July 31, 2002.
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typically available from large chemical companies that have outgrown the target business. Our current operations are in 

the industrial wood treating, animal health and agricultural markets, and to reach our growth objectives, we are seeking 

to develop a new platform in industrial chemicals. This market is highly fragmented, and we believe there is significant 

opportunity to bring product lines to KMG that meet our investment criteria. We have targeted specific market sectors 

within the industrial chemical space and are actively pursuing opportunities. We will also continue to focus on animal 

health, as we believe this market provides the opportunity to grow to a dominant position in the US with further 

expansion into international markets.  

We follow a disciplined strategy and systematic process for identifying, evaluating and pursuing acquisitions, as highlighted

by the graphic below.

Meeting our growth objectives will be challenging but it is achievable. There are three core competencies that are key to 

KMG’s success. First is maximizing free cash flow from operations, which provides the ability to pursue acquisitions. The 

second is identifying and closing on acquisitions that meet our criteria and metrics. And the third is effective and efficient 

integration of new businesses minimizing the time 

line to maximize cash flow. Done correctly, this 

approach becomes a perpetual effort that builds 

upon itself.

To deliver on our strategy and maximize our 

core competencies, we will continue to

improve the quality and training of our 

management team, recognizing the 

value in enhancing our management

bench strength as we bring on more, and 

hopefully larger, acquisitions. 
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The execution of KMG’s strategy 
is built on the pillars of 

three core competencies: 
operational excellence, 

target identi�cation 
and acquisition, 
and acquisition 

integration



Solid Balance Sheet to Support Continued Growth

Our balance sheet is strong and we are well positioned to acquire a sizeable business at a time when other potential 

acquirers may be suffering through this latest credit crunch. At July 31, 2007, the Company had cash of $16.0 million,  

up from $11.2 million at 2006 year-end; working capital of $28.7 million, up from $19.6 million; long-term debt of $10.5 

million, down from $14.0 million; and shareholders’ equity of $56.4 million, up from $47.0 million.  

Outlook

I fully expect that KMG will deliver double-digit growth in EPS in fiscal 2008. We have a robust pipeline of prospect  

acquisitions in targeted sectors, which provide opportunities for growth much as we have experienced historically.

We have further increased our acquisition efforts and should be able to expand the number of target opportunities 

in fiscal 2008. KMG has moved up the ‘food chain’ and has gained greater credibility in several key sectors, which  

improves the quality and number of acquisition targets we assess. I am most optimistic that we will close a notable  

acquisition during fiscal 2008.

Longer-term, our goal is to grow to sales of $250 million in five years through a combination of acquisitions and  

organic growth.  

In summary, I am encouraged by the Company’s 2007 success, and equally enthusiastic about our growth prospects  

and in-house capabilities. I look forward to reporting to you on KMG’s continued growth.

Sincerely,

J. Neal Butler
President,

Chief Executive Officer
J. Neal Butler 
President and CEO



Transfer Agent and Registrar
   Communications concerning the transfer of shares, lost 
certificates, or changes of address for registered shares 
should be directed to the transfer agent:

Securities Transfer Corporation, 
2591 Dallas Parkway, Suite 102, Frisco, Texas 75034

Voice: 469.633.0101   Fax: 469.633.0088 
Email: info@stctransfer.com    

Website: www.stctransfer.com

Direct Stock Purchase Plan
   The Company has a Direct Stock Purchase Plan (DSPP) 
for registered shareholders. Participants may invest in 
KMG common stock at current market prices without 
service fees or brokerage commissions, and automatically  
reinvest KMG dividends into additional common shares. 
Participants may also use the plan to make gifts of KMG 
common stock, deposit existing stock certificates for  
safekeeping and sell KMG shares.
   Securities Transfer Corporation (STC) is the plan  
administrator. The DSPP prospectus can be obtained from 
KMG’s website, www.kmgchemicals.com, at STC’s website, 
www.stctransfer.com, or by calling 713.600.3814. This is 
not an offer to sell or a solicitation to buy securities,  
which are only offered by prospectus.

Shareholder Services
   KMG maintains an internal financial mailing list and can 
email you when news releases are distributed. To sign up, 
visit the website at www.kmgchemicals.com and click on 
Investor Relations. You can also request that certain finan-
cial information be mailed to you on a one-time basis, by 
contacting the corporate office.

Code of Business Conduct
    KMG’s Code of Business Conduct can be viewed and 
downloaded from the home page of the Company’s  
website at www.kmgchemicals.com. Copies are also  
available at no charge by contacting John V. Sobchak, 
Chief Financial Officer, at the address at right by email, 
phone, fax or letter.

Form 10-K
   Additional copies of the KMG Chemicals, Inc. Form 10-K, 
as filed with the Securities and Exchange Commission, can 
be downloaded from the Company website and are also 
available upon written request to the corporate offices.

NASDAq Prices for KMG Common Stock ($ per share)
                     High            Low
Q1 ending October 31, 2006              9.62                7.50
Q2 ending January 31, 2007            10.75                 8.81
Q3 ending April 30, 2007                  12.50                9.30
Q4 ending July 31, 2007                 28.25              11.20

   As of October 12, 2007, there were 10,911,599 shares of  
common stock outstanding, held by approximately 500 
shareholders of record.  

Independent Accountants
   UHY LLP - Houston, Texas

Reconciliation of Non-GAAP Measure to GAAP 
   Net income before the impairment charge is a measure 
not recognized in accordance with Generally Accepted 
Accounting Principles (GAAP) and should not be  
considered an alternative to, or more meaningful than, 
GAAP measures of performance. Net income before the 
impairment charge has been presented as a supplemental 
disclosure because the impairment charge is a non-cash 
expense of a sufficient size that management believes its 
impact on net income is material information for investors.

Investor Inquiries on Company Activities
   Inquiries about KMG are welcome by email, phone, fax or 
letter. Please direct them to:

John V. Sobchak, Chief Financial Officer
KMG Chemicals, Inc. 
10611 Harwin Drive, Suite 402 
Houston, Texas 77036-1534
Voice: 713.600.3814   Fax: 713.600.3850    
Email: jsobchak@kmgchemicals.com

Shareholder Information

Reconciliation of Net Income Before  
the Impairment Charge to Net Income
(thousands, except per share amounts)

Net Income Before the Impairment Charge

    Impairment Charge

    Income Tax Benefit (35.9%)

Net Income

2007

$8,849

–
–

$8,849

2006

$5,294

(2,368)

850

$3,776

Fiscal Years Ended July 31

The information in this document includes certain forward-looking statements that are based upon assumptions that in the future may prove not to have been 
accurate and are subject to certain risks and uncertainties, including statements as to the future performance of the company. Although the company believes 
that the expectations reflected in its forward-looking statements are reasonable, it can give no assurance that such expectations or any of its forward-looking 
statements will prove to be correct. Factors that could cause results to differ include, but are not limited to, successful performance of internal plans, product 
development acceptance, the impact of competitive services and pricing and general economic risk and uncertainties.
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