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In last year’s letter, I communicated that we expected 
fiscal 2010 in the aggregate to improve over 2009, 
and that we would close on an acquisition prior to the 
end of fiscal 2010. We indeed enjoyed a record year 
and closed an important acquisition. Fiscal 2010 was 
by all measures a success for KMG. The disciplined 
implementation of our business strategy brought 
about record financial results and the completion of 
our second Electronic Chemicals acquisition, which 
strengthens KMG’s position as the North American 
market leader in high purity process chemicals used in 
semiconductor manufacturing.

While the acquisition, integration and optimization of 
carefully selected businesses have played an important 
role in KMG’s growth and will continue to do so in 
years to come, we persistently pursue opportunities 
for organic growth. We have broadened our product 
offering in Animal Health and are continuing to push 
our expansion of that business into South American 
markets. We also developed a position supplying high 
purity process chemicals to European photovoltaic 
manufacturers and look to expand our position in the 
semiconductor market with enhanced supply chain 
capabilities and by working with customers to meet their 
demand for product with increasingly greater purity 
levels. We are on track to achieve continued top, and 
more importantly, bottom-line growth, and we expect 
fiscal 2011 to be another record year for your Company. 

Our PrOven COnsOlidatiOn strategy

Since its beginning, KMG has established leading 
positions through consolidation and organic growth 
after defining a market segment that had once been 
considered part of a larger segment. We target tightly 
defined segments with mature, niche products in markets 
positioned for consolidation. We limit our search to 
products or businesses that will be accretive to earnings 
and cash flow within the first full year after acquisition, 
and where we can realize both supply and demand side 
synergies through execution of our strategy. 

 
The segments in which we operate, as well as the 
new platforms that we target, have notable barriers 
to entry. All of our current platforms contain some 
exclusive supply arrangements; our Electronic 
Chemicals business requires significant start-up capital 
investment; and our Wood Treating and Animal 
Health products require environmental agency 
registrations in the countries where we operate.
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D e a r  F e l l o w  S h a r e h o l d e r s :

FOCUS DrIVES SUCCESS



Prudent FinanCial ManageMent 

We are vigilant about managing costs. This has 
enabled the Company to operate profitably and 
generate operating cash flow during economic 
downturns. We focus on return on invested capital in 
managing the business and we challenge everyone in 
the organization to seek ways to increase operating 
profits while reducing working capital requirements. 
Before acquiring it, our original Electronic 
Chemicals business was incurring distribution 
expenses in excess of 20% of revenue. In fiscal 2010, 
we reduced the distribution spend to a level below 
15% of revenue.

Additionally, prudent financial management is a top 
priority when evaluating acquisition opportunities. 
We maintain a strict discipline in applying our 
acquisition criteria. Only two small acquisitions of 
the eight we have completed over the last eight years 
have resulted in any goodwill on our balance sheet. 
Our businesses have low cap-ex requirements and 
generate significant cash flow.

 

Over the years, KMG has funded acquisitions using 
a combination of cash on-hand and borrowings 
under senior credit facilities, while maintaining a 
conservative capital structure. Concurrent with 
the latest acquisition, we increased our revolving 
credit facility to $50.0 million from $35.0 million. 
We funded the $26.8 million purchase price of the 
acquisition with cash and $20 million of revolver 
borrowings. We anticipate being able to repay a 
significant portion of our revolver borrowings during 
fiscal 2011 with cash flow from operations.

Keen FOCus On  
enterPrise risK ManageMent

No endeavor worth pursuing is without risk. 
At KMG we strive to balance attractive returns 
with an acceptable risk profile. We don’t 
attempt to eliminate risk, but rather to manage 
it while maximizing our exposure to favorable 
opportunities. In fiscal 2010, we implemented 
a comprehensive Enterprise risk Management 
(ErM) system to identify, assess and monitor 
the risks inherent in our business. This ErM 
system extends beyond financial risk and interfaces 
with other corporate functions, including plant 
operations, human resource systems, the acquisition 
function and integration planning. A force 
behind this initiative was a newly established risk 
Oversight Committee of our Board of Directors. 
By identifying and proactively addressing risks 
and opportunities within our business, we are 
optimizing our ability to create value for our 
shareholders, employees, and customers. 



C O r E  C O M P E T E N C I E S

Core competencies are the baseline for continued success 
of any enterprise. At KMG, the core competencies of 
Maximizing Free Cash Flow, Identifying and Closing 
on Accretive Acquisitions, and rapidly Integrating 
Acquisitions, are foundational to our growth strategy. 
It is a simple formula, but one that requires focus and 
discipline. KMG is established as a preferred supplier 
to our customers, a first-class organization for our 
employees, and a solid investment for our shareholders 
resulting from the confluence of our core competencies.

I briefly described how we identify, target and close 
suitable acquisition candidates. The key follow-up step 
is integration. As we integrate acquisitions, our focus is 
on harvesting the synergies between the new business 
and our existing businesses and efficiently absorbing 
acquisitions into operations. During integration, we 
carefully examine the existing processes, and then focus 
on eliminating unnecessary expenses and identifying the 
full spectrum of synergies. 

Over the years, we have honed our ability to integrate 
acquisitions into our systems and operations. Our clear 
alignment of strategic objectives and goals provides us 
with a path to leading market shares. We have successfully 
grown to an advantageous market position in over 95% 
of our business. We also enhanced our management 
bench strength and our infrastructure, actions designed 
to position us for future growth.

KMG’s business model is straightforward; however, 
successful execution is anything but simple. Our proven 
ability to acquire, optimize and grow niche specialty 
chemical businesses has maximized free cash flow from 
operations allowing us to continue to fund growth 
initiatives, repay borrowings and pay quarterly dividends.

ACQUIRE
Identify, evaluate  
and close suitable  

acquisitions

INTEGRATE
Integrate targets,  
harvest synergies,  

optimize  
operations

OPERATE
Maximize cash generation  

and return on  
invested capital

Shareholder Value



2 0 1 0  C E O  L E T T E r  T O  T H E  S H A r E H O L D E r S  

COre ideOlOgy  
(COre PurPOse + COre values)

We are a culture-driven business and place great 
emphasis on our Core Purpose and Core Values. 
Our Core Purpose is to discover value that others 
overlook. KMG’s Core Values – essential and 
enduring principles that guide us and our business – 
are the underpinnings of the Company’s vision.   

These six values are: 

 

KMG’s culture is one of continual improvement 
enabling us to consistently enhance productivity 
and profitability, remain a leader in financial and 
productivity measurements within our peer group, 
and create an environment that is safe, responsible  
and sustainable.  

We owe our success to the dedication and focus of 
our team. We have programs in place that create 
a challenging and rewarding work environment 
where knowledge, skills and abilities are recognized. 
Our employees are encouraged and incentivized to 
innovate and develop to their full potential and fully 
leverage our financial and operational resources. As a 
result, we deliver exceptional value and service to our 
customers; and grow sales, profits and shareholder 
value for our stockholders. 

• Safety First – Ensuring the safety of all our employees  
and customers, as well as the environment and  
communities in which we operate; our #1 core value.  

• Reliability to our Customers – deliver quality.  
On time. In full.  

• Run Lean – Efficient use of all KMG resources is  
crucial to our business. 

• Character Counts – Trustworthy, straightforward,  
honest, responsible, and empathetic — these are  
just some of the qualities that characterize the  
people in our organization.

• Respect for Others – The golden rule.

• Excellence in Simplicity – Eliminate activities  
and pursuits that do not significantly contribute  
to profit, passion and perfection.



giving BaCK tO Our COMMunities and 
reduCing Our CarBOn FOOtPrint

Henry Ford once said, “A business that makes 
nothing but money is a poor kind of business.” At 
KMG, we believe that giving back to the communities 
in which we operate is essential. As safety is a top 
concern at KMG, we make it a priority in our 
communities as well. We work closely with the 
emergency responders and fire department in the 

Pueblo, Colorado 
community where 
our state-of-the-
art Electronic 
Chemicals facility 
is located. In 2008, 
KMG sponsored 
the Pueblo County 
Emergency 
response drill 
which was held 
at our Pueblo 
plant. We also 
have assembled 
a Community 
Advisory Panel, 

which includes members from the Pueblo Fire 
Dept., Pueblo Sheriff ’s Dept., and the Pueblo Police 
Dept. We have a mutual aid agreement to assist if 
asked from a personnel or equipment standpoint, 
and KMG is also a member of the Pueblo County 
Local Emergency Planning Commission. Our 
Pentachlorophenol manufacturing facility in Mexico 
also provides similar emergency response support for 
the community of Matamoros. 

KMG has a long track record of environmental 
responsibility, winning awards and certifications at 
our various manufacturing facilities. Once again, 
our Matamoros manufacturing plant obtained the 
Environmental Clean Industry Certification and has 
done so for each biannual award period over the past 
10 years. Both our Milan, Italy, and Pueblo Electronic 
Chemicals facilities are ISO 14001 registered plants, 
adhering to voluntary standards set forth by the 
International Organization for Standardization in 
developing an environmental management system 
which not only makes us good corporate citizens, but 
also makes KMG a preferred supplier to customers. 
reducing energy consumption makes economic and 
environmental sense. In that regard, our Pueblo facility 
reduced energy consumption by 35%, and our Animal 
Health manufacturing facility in Elwood, Kansas, 
reduced its energy usage by 40% in fiscal year 2010.

reCOgnitiOn in the FinanCial COMMunity

Two sell-side analysts initiated coverage on KMG 
during this past year. Additionally, in June, the 
Company was added to the russell 2000®, 3000®, 
MicroCap® and Global Indexes establishing KMG  
as a candidate for funds that benchmark using  
these indexes. 
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C O r P O r A T E  V A L U E S 

VIGENCIA DEL CERTIFICADO:

10-NOVIEMBRE -2011



FINANCIAL SUMMArY

As noted, fiscal 2010 was a record year. 
revenues rose 9% to $208.6 million from the 
prior year’s $190.7 million. Operating income 
was $27.0 million, and net income was $15.3 
million, or $1.34 per diluted share, compared 
to the $20.8 million in operating income, 
$10.2 million in net income, or $0.91 per 
diluted share earned in fiscal 2009. 
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Net Sales
Gross Profit
Operating Income
Net Income

Earnings per diluted Share
Weighted average diluted Shares Outstanding

Total assets
Total Shareholders’ Equity
Long-term debt, Net of Current Portion

depreciation and amortization

2010

$208,628
 69,691 
 26,979 
 15,330 

1.34 
11,422

 176,021  
84,778 
51,333

6,711

2009

$190,720
64,167
20,849
10,215

0.91
11,230

143,508
70,977
39,326

6,168

2008

$154,394
46,831
11,493

5,375

0.48
11,232

155,798
63,687
53,516

5,665

2007

$86,171
30,436
15,118
8,849

0.80
11,034

81,233
56,410
10,468

3,832

2006

$67,200
23,625
9,923

      3,776 
 

0.40
9,447

72,702
46,918

     13,981

3,889

Financial Highlights
(thousands, except per share amounts)





It was a busy and productive year for what has become 
our largest business, Electronic Chemicals. The most  
notable event was the acquisition of General Chemical’s 
Electronic Chemicals business, which closed on March 
29, 2010, for $26.8 million. The purchase price 
included $7.6 million of inventory. The acquisition 
also included a purification and processing facility 
for solvents in Hollister, California, along with the 
equipment at another General Chemical facility. On 
August 1st, the Hollister plant successfully transitioned 
onto our information systems and the integration of 
the manufacturing operations are under way and will 
continue into the fourth fiscal quarter of 2011 as we 
shift production from contract (toll) manufacturing 
locations to our plants in Pueblo and Hollister. We 
estimate this consolidation will add two hundred 
basis points to operating margins for our U.S.-based 
Electronic Chemicals operations once complete. 

Our approach in the Electronic Chemicals market 
was to carve out a newly defined and more targeted 
segment – high purity process chemicals, out of 
the broader Electronic Chemicals market. General 
Chemical was our second acquisition in this space and 
is a strategic element in our consolidation efforts in 
this market segment. We now enjoy over a 50% market 
share in the U.S., have maintained about a 15% market 
share in Europe and have increased our presence in 
Asia. While there was roughly an 80% overlap between 
legacy product lines and those of the newly acquired 
business, there was only a 20% overlap in customers, 
resulting in a significantly expanded customer base.

In accordance with our strategy, we will continue 
to look for ways to grow this business organically. 
Our sales team continues to pursue new business, 
including opportunities stemming from investments 
being made by our customers at their North American 
fabrication facilities. Our customers are developing new 
processes and technologies to reduce the size of their 
semiconductors, and we believe we can capture a share 
of this expanding market  
that requires ever tightening 
purity specifications. 

During fiscal year 2010, 
operating margins improved 
significantly in our Electronic 
Chemicals segment as a  
result of the cost efficiency 
initiatives implemented in 
fiscal year 2009, as well as 
from a recovery in demand 
by our semiconductor 
manufacturing customers. During our first fiscal 
2011 quarter, we have begun to see a leveling off in 
demand, and anticipate demand in this segment will 
continue to grow at modest levels during fiscal year 
2011. We expect the General Chemical acquisition to 
add over $30 million to revenues in fiscal year 2011 
over the $15.7 million contributed in 2010. We also 
see opportunities for organic growth primarily in 
fiscal 2012 and beyond, due to the aforementioned 
manufacturing expansions currently being implemented 
by some customers in the U.S.

E L E C T r O N I C  C H E M I C A L S

2 0 1 0  C E O  L E T T E r  T O  T H E  S H A r E H O L D E r S  



As is the case with Electronic Chemicals, KMG focused 
on a carefully defined industrial market segment 
within the broader Wood Treating market with two 
major products lines. Our Creosote product, which 
is a distillate of coal tar, is used to extend the useful 
life of wood, primarily railroad crossties. According to 
the Association of American railroads, there are over 
233,000 miles of railroad tracks in the U.S. Those 
tracks contain as many as 800 million railroad crossties 
of which approximately 90% are traditional wooden 
ties. Creosote is essentially the only product used to 
treat wooden ties. The railroad industry is the largest 
user of Creosote treated wood, replacing on average 
17 million crossties a year, and it continues to do so 
because of the cost-effectiveness of a wooden tie. 
Lasting over 30 years, Creosote treated crossties can 
be recycled and used as a renewable resource and are 
far less expensive or energy-intensive to produce than 
composite or concrete ties.

Our other Wood Treating chemical, Pentachlorophenol 
or Penta, is used primarily to treat utility poles, helping 
to protect them from insect damage and weather decay. 
Penta treated poles have a 60-plus year track record of 
environmental safety. When removed from service, the 
poles can be reused and recycled or burned for energy 
in combustion units and industrial boilers. Wood  
utility poles are also much more energy efficient to 
produce than their steel counterparts. According to  
the Swiss Federal Laboratories for Materials Testing 
and research, steel poles consume eight times  
more fossil fuel in the manufacturing process  
than treated wood poles.

Beginning the second quarter of fiscal 2010, we 
experienced an easing in customer demand in utility 
pole and rail tie markets. Crosstie demand started to 
return to more normal levels following three years 
of record crosstie replacement rates in the U.S. raw 
material costs have also rebounded in fiscal 2010 from 
the previous low levels experienced in the second half 
of calendar 2009, placing pressure on margins.

W O O D  T r E A T I N G
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In fiscal 2010 we took steps to build market share and 
presence in our Animal Health market segment, our 
smallest business. We signed an exclusive distribution 
agreement with AgriLabs, Inc., to bolster sales, 
marketing and technical 
support of KMG’s products 
in the cattle markets. We 
also signed agreements with 
r&D LifeSciences, LLC, and 
with Solvay Chemicals, Inc., 
for exclusive distribution 
rights to certain products, 
expanding KMG’s Animal 
Health business into the farm 
hygiene sector and the feed 
supplement sector. KMG 
will distribute these products 
through our established 
distribution network in 
North and South America.

Overall, the cattle and poultry markets appear to 
have improved somewhat in 2010, coming off of two 
very difficult years, and we are optimistic about the 
performance of this business, particularly with the 
expansion of our product offering. We are seeking to 
further expand our product portfolio to leverage our 
distribution network in this market segment. In fiscal 
year 2011, we anticipate an increase in Animal Health’s 
operating profit although it will still represent slightly 
less than 5% of total net sales.
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L O O K I N G  A H E A D

2011 and BeyOnd

In fiscal 2010, KMG Chemicals delivered the best 
operating results in its history. It is very gratifying to 
see that the changes we made over the past few years 
have resulted in top and bottom-line improvements, 
expanded product offerings, and higher quality 
throughout the Company.

We anticipate net income for fiscal 2011 to show 
a modest increase over fiscal 2010, due in part to 
the costs of integrating the acquired business, and 
the return to more normal operating profits in our 
Wood Treating business. With the completion of 
the Electronic Chemicals integration in the fourth 
quarter of fiscal 2011, we expect to realize improved 
efficiencies, thus contributing more significantly to 
earnings growth in fiscal year 2012.  

We are focused in the near-term on completing 
the integration of our latest acquisition, while we 
continue to seek suitable growth opportunities  
that will fit within our consolidation strategy. 

 

KMG has strong long-term prospects, and we are 
encouraged by our pipeline of acquisition targets. 

In addition to pursuing acquisition opportunities 
in our current business segments, we are now 
embarking on our pursuit of the next market 
platform to further leverage KMG’s proven business 
model and build upon our portfolio of specialty 
chemicals, with an expected entrance into  
a new market in the 2013/2014 time frame. 

On behalf of the Board of Directors, management 
and employees, I thank you for your support and 
look forward to keeping you 
apprised of KMG’s continued 
development.

Sincerely,

J. Neal Butler
J. Neal Butler

President,
Chief Executive Officer

Comparison of Five Year Cumulative Total return*
among KMG Chemicals, Inc., The NaSdaq Composite Index 

and the S&P Small Cap Specialty Chemicals Index
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   Fiscal year ending July 31.
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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 financial 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 on the back cover.

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, 2009 21.97 7.34
Q2 ending January 31, 2010  19.15 12.10
Q3 ending April 30, 2010   21.80 11.85
Q4 ending July 31, 2010   19.01 12.62

   As of October 13, 2010, there were 11,291,516 
shares of Common Stock outstanding held by 
approximately 500 shareholders of record, and more 
than 300 round lot holders. 

Independent Accountants
   UHY LLP - Houston, Texas

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

Investor Relations
Melissa Dixon, Sr. Account Executive
The Equity Group Inc.
800 3rd Avenue, 36th Floor
New York, NY 10022
Voice: 212.836.9613
Email: mdixon@equityny.com 
Website: www.theequitygroup.com

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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