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I am very pleased to report that despite an 
extremely challenging year, your company, 
KMG, performed exceptionally well in fiscal 
2009. The severe global recession necessitated 
we reduce expenses and adjust annual objectives 
for each of our businesses. We indeed achieved 
these recession-adjusted goals, reporting record 
net sales, operating income, net income and 
diluted earnings per share. At the same time, we 
significantly deleveraged the balance sheet, paving 
the way for our next acquisition, which we expect 
to consummate in the current fiscal year. This was 
the result of the additive affect of many successes 
across the entire organization, and I want to use 
this forum to express my appreciation and great 
pride in the entire KMG Team. Their diligence, 
dedication and determination were foundational 
to our operational and financial success. 

Some of you may recall that in last year’s Letter 
to Shareholders accompanying our 2008 Annual 
Report, I wrote, “we were highly dissatisfied with 
the Company’s overall performance” and promised 
to you, our shareholders, to do better in Fiscal 
2009, and better we did. The year-over-year 
improvements in the face of one of the most 
severe economic downturns in recent history, 
demonstrate the strength of KMG’s business 
model and meticulous execution combined with 
the commitment and flexibility of the KMG Team.

To appreciate the accomplishments of fiscal 2009, 
they should be viewed in the context of our 
hard-earned track record, highlighted by a 20% 
compound annual growth rate in diluted earnings 
per share since formalizing our acquisition program 
seven years ago. Since going public in 1996, our 
sales and book value per share have grown at a 
compound annual growth rate of 19% and 18%, 
respectively. Moreover, for the fourth consecutive 
year, KMG’s growth and success have been 

Dear Fellow Shareholders:
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recognized by FORTUNE Small Business and we 
were again named to the 2009 “FSB 100” list of 
America’s fastest-growing small public companies, 
ranking #56, up from our 2008 rank of #72. 

FINANCIAL OVERVIEW 

In the first half of fiscal 2009, KMG was 
confronted by especially difficult business 
conditions due to a number of continual and 
intermittent forces including the general economic 
downturn, and volatile raw material costs. 
Counteroffensive measures were undertaken 
including raising prices in response to higher input 
costs, implementing improvements in supply chain 
and manufacturing efficiencies, and reducing the 
investment in receivables and inventory to repay 
debt, which trimmed our interest expense and 
strengthened our cash position.

For the year ended July 31, 2009, KMG  
achieved a 23.5% increase in revenues to a record 
$190.7 million from the prior year’s $154.4 million. 

Operating income of $20.8 million, and net income 
and diluted earnings per share of $10.2 million, or 
$0.91 per diluted share, also set records, and almost 
doubled the $11.5 million in operating income, and 
$5.4 million in net income, or $0.48 per diluted 
share earned in fiscal 2008.

We are equally pleased with our balance sheet 
accomplishments. In last year’s letter, one of our 
stated goals for fiscal 2009 was to deleverage 
in order to position the company for the next 
acquisition. By year-end, we paid off all borrowings 
under our $35 million revolving line of credit, and 
in total repaid almost $20 million of debt over the 
last half of the fiscal year. At year-end, there was 
$7.2 million in cash on our balance sheet and we 
had reduced our debt to $46 million, primarily by 
reducing the working capital requirements of the 
Electronic Chemicals business, as we optimized 
that previously acquired business following its 
integration into our operations. 

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

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

2005

$55,064
17,396
5,770
3,052

0.37
8,256

61,103
32,888
17,644

2,204

Financial Highlights
(thousands, except per share amounts)
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Our Wood Preservatives business performed well  
in fiscal 2009, especially in the fourth fiscal quarter. 

Creosote sales were up 23% to $67.8 million for 
the year, due primarily to price increases, driven 
by increased cost of goods that we implemented 
earlier in the year. We did experience a 4.1% decline 
in volume mostly due to modestly decreased 
demand. There was also a short-term, U.S.-sourced 
supply constraint in the fourth quarter of our fiscal 
year, but we were able to supplement creosote 
shipments with international imports and are 
confident that we can meet market demand going 
forward. In the second half of the year, demand by 
railroads for creosote-treated crossties, remained 
strong but we do expect crosstie purchasing to 
soften in the second half of our 2010 fiscal year. 
That could cause creosote sales volumes to decline, 
but we expect average margins in fiscal 2010 to be 
in line with those of fiscal 2009.

Following the decline in Penta’s operating income 
to $6.3 million in fiscal 2008 from $9.1 million in 
2007, due primarily to higher raw materials costs, 
our Penta operating income climbed back to  
$9.0 million in fiscal 2009. Sales of Penta, the 
industrial wood preservative used to treat about 
45% of utility poles in the U.S., were $26.2 million 
in fiscal 2009, slightly off from fiscal 2008’s $26.4 
million. The rebound in that segment’s operating 
income was the result of reductions in several key 
raw materials in the second half of the fiscal year.  
In fiscal 2010, we expect sales to approximate 
those of the past two years, but margins should 
come under pressure compared to those of the 
second half of fiscal 2009 due to the price volatility 
of key raw materials used to manufacture Penta.

WOOD TREATING



Our second largest segment, Electronic Chemicals, 
or high-purity wet-process chemicals used to 
clean, etch, and otherwise prepare the surface of 
semiconductor products, was negatively affected by  
the downturn of the global semiconductor market 
during the second half of fiscal 2009. For the entire  
2009 fiscal year, our Electronic Chemicals segment 
generated net sales of $85.8 million compared to  
$61.2 million for the seven months we owned 
the business in fiscal 2008. Our sales slowed in 
the second and third quarters due to weakened 
demand; however, we began to see incremental 
improvement starting in the fourth quarter.  
Since our business concentration is in the U.S. 
rather than Asia, where the semiconductor market 
was hit the hardest, the sales decline was less 
severe and our U.S. operations were profitable; 
however, the more severe contraction in Europe’s 
semiconductor market produced an operating loss 
for our European operations. 

Despite the slowdown in the annual sales rate 
for Electronic Chemicals, the business generated 
about $3.7 million of operating income, up from 
$2.1 million in fiscal 2008, which was achieved 
through efficiency improvements identified 
during the integration of that business into our 
operations as previously discussed. 

We believe we have passed the trough of the 
semiconductor downturn and expect to see a 
recovery in the Electronic Chemicals business 
during the 2010 fiscal year. With the increased 
operating efficiencies in this segment, we have 
laid the foundation and have the infrastructure 
in place to achieve a significant improvement in 
profitability when this happens. 

ELECTRONIC ChEMICALS
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As we pointed out in fiscal 2008’s Annual 
Report Letter to Shareholders and other KMG 
communications, micro-economic factors including 
the high cost of feed, fuel and fertilizer had a 
profound effect on our Animal health product 
sales, by adversely impacting the profitability of 
livestock operations. The same circumstances 
prevailed in fiscal 2009 coupled with the poor price 
of beef and poultry causing growers to minimize 
discretionary purchases, such as insecticidal ear tags 
and other parasitic fly and pest control products. 
In addition, the credit crisis of 2009 drove 
distributors to reduce inventory levels during  
the 2009 fiscal year. 

Thus, Animal health sales declined 6.2% in 
fiscal 2009 sales from fiscal 2008, but by taking 
appropriate action, notably downsizing the cost 
structure of this operation, the Animal health 
segment remained profitable in fiscal 2009.  

While focusing on improving efficiencies and 
lowering costs in fiscal 2009, we also continued 
to look for opportunities to expand and diversify 
our sales and geographic distribution. That led to 
an alliance with AgriLabs to market and distribute 
KMG’s Animal health solutions. We believe this 
marketing and sales alliance will enhance service to 
our customers as well as generate greater exposure 
for our products into the cattle market. 

With this leaner organization, expanded U.S. 
distribution opportunities and continued efforts 
in Latin America, we look forward to a material 
improvement in our Animal health business in 
fiscal 2010. 

ANIMAL hEALTh



Since we embarked on our acquisition strategy in 
1996, we have remained committed to our core 
purpose, which is to discover and grow value that 
others overlook, and in so doing, deliver long-term 
sustainable growth in earnings per share to our 
shareholders. KMG’s business strategy is simple –  
identify, evaluate and close suitable acquisitions, 
then integrate them, harvest synergies, and optimize 
operations, maximizing cash generation and return 
on invested capital. The execution of this strategy 
is in no way easy, and we focus on improving the 
core competencies necessary to ensure they are a 
functional part of everything we do. 

Our acquisition process is very deliberate and 
disciplined. Our strategy entails finding product 
lines and businesses that are proven, require minimal 
R&D, are generally too small to be attractive for 
larger players and can provide significant market 
share with a clear path towards market leadership 
through further acquisitions and organic growth. 

We also look for niche products that have significant 
barriers to entry and offer potential for margin 
expansion. With our last acquisition, Electronic 
Chemicals, we also made significant enhancements 
to our corporate infrastructure and significantly 
increased our management bench strength, actions 
designed to produce integration efficiencies for 
future acquisitions. 

Our core values, Reliability to Customers, Run Lean, 
and Excellence in Simplicity are much more than 
buzz words at KMG; they are at the heart of our 
day-to-day business decisions and actions.

CORPORATE STRATEGY 

Identify, 
evaluate and 
close suitable 
acquisitions

Integrate 
targets, 
harvest 
synergies, 
optimize 
operations

Maximize  
cash generation 
and return on 
invested capital
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C O R E  V A L U E S
– Safety First
– Reliability to Customers
– Run Lean
– Character Counts; Respect for Others
– Excellence in Simplicity

Core Purpose: discover and  
grow value that others overlook



CORPORATE VALUES

Being a responsible corporate citizen is among 
our highest priorities, and that means safety 
first and foremost. It also means providing 
encouragement, training, and upward mobility to 
our people. In that vein, we have implemented 
a formalized development program to provide 
growth opportunities for our personnel as well 
as to effectively leverage internal talents and 
skills across all of our businesses. Ingrained in 
KMG’s corporate culture is to give back to the 
communities in which we operate. For example, 
our Penta manufacturing plant is in Matamoros, 
Mexico. Since 2003, KMG has helped with 
a wide range of projects for an under-funded 
elementary school in this community. Last year, 
we aided in rebuilding the school’s roof and 
the children’s restrooms. KMG has also helped 
organize graduation ceremonies at the school and 
incentivizes its students with merit-based prizes. 



CORPORATE VALUES

Concurrent with our environmental philosophy, 
KMG hosted the “World’s Environmental Day” 
with the school, which was also hosted by the 
city’s environmental department. We take pride in 
being a welcome corporate citizen and making a 
difference in the communities where we operate.

KMG’s corporate philosophy is also reflected in 
our respect for the environment. Penta-treated 
utility poles have a 60-plus-year track record of 
environmental safety, backed by EPA registration. 
Penta-treated wood poles have an average life 
span of 40 years and when removed from service, 
they are reused and recycled in a number of ways, 
including fence posts, lamp posts and supports for 
vehicle shelters, as well as burned for energy in 
combustion units and industrial boilers.

The railroad industry is the largest user of 
creosote-treated wood and continues to be 
so because of its unsurpassed cost-effective 
performance. Creosote-treated wooden crossties 
have remained in service for over 50 years. Once 
taken out of service, treated crossties can be 
recycled in much the same way as Penta-treated 
wood. Treated wood utility poles and crossties 
provide for use of a renewable resource and 
reduce the carbon footprint when compared to 
replacement with steel or concrete products.

The semiconductor industry has strived to 
minimize its environmental impact. One of our 
largest customers was recently cited by Newsweek 
as one of “The Top 5 Greenest Big Companies in 
America.” KMG collaborates with its customers  
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in a number of ways including 1) an ongoing 
shift toward using large recyclable containers for 
chemical products versus disposable containers, 
and 2) we have also reformulated some of our 
products with replacements made from renewable 
sources versus those manufactured from 
petrochemical-based materials.

KMG Electronic Chemicals applied for 

and was accepted into the Environmental 

Leadership Program (ELP) in October 2008. 

We met the standards for the Gold Level ELP 

Award.  This requires a fully developed and 

functioning Environmental Management 

System, a clean environmental compliance 

record, a past record of exceeding the 

minimum goals of environmental compliance 

through recycling, waste reduction and 

reduction of electrical usage and natural 

resources such as water and natural gas.  

Our Pueblo, Colorado plant’s goals for  

2009 were reduction of electrical use by 10%, 

reclassification of the plant as a small quantity 

generator, and to consume 5% less natural gas.  

We are very proud that the Pueblo Plant met 

or exceeded all these goals.  

COLORAdO dEpARtmENt OF  
pubLIC HEALtH ANd ENVIRONmENt



having described our expectations for each of our 
business segments earlier in this letter, we expect 
fiscal 2010, in the aggregate, to be modestly 
better than fiscal 2009, assuming a continuation 
of the gradual economic recovery we are currently 
seeing. This excludes the impact of an acquisition. 
however, the robust pipeline of acquisition 
opportunities we have been cultivating, along 
with the strength of our balance sheet, makes us 
confident that we will accomplish our 2010 goal 
of closing our next acquisition. We are targeting 
product lines that fall within our existing 
segments and would require total invested capital 
of $30 million or less. 

Fiscal 2010 while no doubt challenging, will 
provide continued opportunity to grow through 
the execution of our strategies. Beginning the 
year with a healthy balance sheet, improved 
operational efficiencies and a fully integrated 
infrastructure sets the stage for closing on an 

acquisition that is both financial and strategic 
within one of our current platforms.

On behalf of our Board of Directors, I again 
extend our deepest appreciation to the 272 goal-
oriented members of the KMG Team for their 
commitment, creativity and overall contribution 
to the success of our Company. We also appreciate 
the support of our customers, bankers, and, very 
importantly, our shareholders.

 

Sincerely,

J. Neal Butler

President and CEO

LOOKING FORWARD – Fiscal 2010 Outlook 
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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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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, 2008 11.92 3.93
Q2 ending January 31, 2009   6.49 2.25
Q3 ending April 30, 2009   5.73 3.75
Q4 ending July 31, 2009   9.01 5.41

   As of October 13, 2009, there were 11,112,695 
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

SHAREHOLDER INFORMATION

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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