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ACQUIREINTEGRATE

OPERATE

SHAREHOLDER 
VALUE

Maximize free 
cash flow operations

Integrate targets, harvest 
strategies, and absorb into 
core business

Identify, target, and 
close accretive acquisition 
candidates

KMG Core CoMpe tenCIes

shareholder information

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 713.600.3800. 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.

 

indePendent aCCountants UHY LLP - Houston, Texas

  investor inquiries on Company activities  
Inquiries about KMG are welcome by email, phone, or letter. Please direct them to:

 investor relations
 Devin Sullivan, Senior Vice President
 The Equity Group Inc. 800 3rd Avenue, 36th Floor New York, NY 10022
 Voice: 212.836.9608 Email: dsullivan@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.
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Discover and grow value that others overlook.

KMG has grown by identifying the value in proven, niche specialty 

chemicals that serve markets foundational to the U.S. economy. We target 

products with significant market share, long product life, formidable 

barriers to entry, modest R&D support, and low maintenance cap-ex 

requirements. After acquiring these chemicals from larger companies, 

which generally view them as “non-core” assets, we optimize their  

value and extend their economic lives by exploiting efficiencies and 

establishing leading positions through consolidation and organic growth. 

This strategy has allowed us to deliver value to KMG shareholders;  

over the last five years, our revenues have tripled, and our net worth has 

grown at a CAGR of 15%.
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Although we are valued by our customers 

for our products and service, and judged 

by investors on the success of the 

strategies we employ, KMG is defined by 

a set of core values that permeates all 

that we are and everything that we do. In 

an ever-changing world, our adherence  

to the tenets of safety, reliability,  

efficiency, character, and respect is 

unwavering, as is our belief that simplicity 

yields exceptional results. This approach 

has enabled us to remain a leader in 

financial and productivity measurements 

within our peer group, while fostering 

a culture of innovation, creativity, and 

personal responsibility.

Our core values 
always point us in 
the right direction.
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k m g  c o r e  v a l u e s

1          safety  first

Our commitment to achieving strategic 
objectives and growing our business is 
guided by an unwavering focus on the 
safety of our employees and customers, 
an adherence to environmental 
stewardship, and a respect for the 
communities in which we operate. 

2          reliability to our customers

A keen focus on assuring our customers that we  
will concentrate on their needs, exceed their 
expectations, and remain at all times accountable.  
By doing so, we build their loyalty to our products, 
people, and performance. 

6          excellence in simplicity

We believe that profit and perfection are achieved 
through the flawless execution of relevant tasks and 
the elimination of the extraneous. The pursuit of these 
objectives strengthens customer-supplier confidence, 
enhances shareholder value, and fosters  
a passion for what we do and how we do it. 

3          run lean

We strive to continually improve the 
efficiency of our work processes to 
benefit our customers, our shareholders, 
and our employees. The objective is to 
eliminate waste by providing the optimal 
resources necessary to deliver against our 
long-term strategies and financial goals.

4          character counts

Trustworthiness, integrity, and individual 
responsibility are part of who we are. We do 
things the right way for the right reasons – 
regardless of whether others are looking. 
We believe any pursuit of these attributes 
grounded solely in self-interest will  
ultimately fail. 

5          respect for others

We recognize and acknowledge the value of each 
individual’s intellect, contribution, opinion, and time. 
We take the time to listen and never assume to 
know the answer before hearing the question. 
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Our products 
support the delivery 
of power, communication, 
information, and goods 
across America.
Our wood-treating chemicals extend the useful life of 

wood-derived products used in the infrastructure of our 

country’s railroad, electric power, and communication 

systems. Wood is our most renewable resource, and 

North America is endowed with expansive forests to 

support the United States’ wood-based infrastructure. 

Treated wood is the most cost-effective and energy-

efficient product for these applications. Shipment by 

rail is significantly more energy efficient than transport  

by truck, plane, or boat, an increasingly important 

distinction in this environment of escalating petroleum 

costs. While buried power lines may be more visually 

appealing in urban areas, strung line on wooden poles 

is generally the lowest-cost method of connecting 

urban centers’ power grids.
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KMG discovers chemical  
businesses critical to foundational  

industries and better manages them  
through continual improvement.

PATenT exPires

KMG BeCOMes 
inTeresTeD

Continual Improvement (“CI”) is an operational philosophy based 

on the premise that performance management is the ongoing 

responsibility of everyone in the organization. As a mind-set, it 

is a way of approaching work so that a culture of innovation and 

creativity is encouraged. Our CI Vision is to aggressively stamp 

out waste and improve the efficiency of the work environment 

in our continual endeavor to improve employee and customer 

satisfaction, as well as financial results. To this end, we ensure 

that every employee has the tools, training, and direction to 

achieve this Vision.

Discovery Generic consoliDation Maturity

profits voluMe
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Our products support  
the manufacturing of  
semiconductors used in 
everything from airplanes 
to cell phones around  
the world.

The world’s information technology infrastructure has evolved over the last 40 years 

from isolated mainframes to interconnected desktop computers to laptops, tablets, 

and smart phones united by the internet and wireless technology. The miniaturization 

of complex integrated circuits on semiconductive material has helped drive this 

rapid transition and, in the process, has created a global foundational industry by 

introducing semiconductor chips into our homes, our cars, our businesses, even our 

children’s toys. Miniaturization has also required a dramatic increase in the purity 

levels of the materials needed to create today’s high-performing semiconductor chips. 

KMG’s ultra pure chemicals are an integral part of the semiconductor manufacturing 

process. The Company’s products are used to etch and clean microscopic design 

features into each chip, ensuring that they function in the way intended. KMG 

employs specially designed equipment and cleanroom environments to process 

its chemicals, which are then packaged in containers designed to preserve their 

integrity, as evidenced by impurity levels that register as low as parts per trillion. 
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FY 2011 was a busy and productive year. We reported record revenues, generated 
strong operating cash flow, reduced long-term debt, and increased our cash dividend. 
We completed a multi-faceted consolidation and integration initiative associated with the 
March 2010 General Chemicals acquisition that, among other things, has secured KMG’s 
U.S. leadership position in the growing high-purity process chemicals market. At the same 
time, we solidified our position as a major supplier and manufacturer of Wood Treating 
chemicals, a market segment that appears to be poised for further growth in FY 2012. 

The year was not without challenges, as rising raw materials prices and costs associated with the Electronic Chemicals 

integration negatively impacted margins and net profits. I was not satisfied with 2011 earnings, and the management 

team was equally disappointed; however, the decline in profits should not mask the considerable progress we have made 

in improving our operations and elevating our global profile. We believe that the actions we have taken and the investments 

we committed this past year will allow us to capitalize on the wealth of opportunities inherent in our markets, and deliver 

superior returns to our shareholders in FY 2012.

fy 2011 overview         In our Electronic Chemicals segment, we completed the consolidation of four manufacturing 

sites into two state-of-the-art plants located in Hollister, California and Pueblo, Colorado. Consistent with our original 

plans, this consolidation has eliminated outsourced production at third party manufacturing sites for all but one product, 

significantly increasing capacity utilization at our Pueblo and Hollister plants. KMG now possesses the infrastructure, 

management team, and manufacturing capabilities to meet the ever increasing purity levels demanded by semiconductor 

and photovoltaic customers.

 Our Wood Treating business has been a stable contributor for the last several years. In FY 2011, we saw consolidation 

among our customer base, a rapid run-up in raw material costs, and lower demand as railroads worked off inventories of 

treated rail ties. These factors influenced performance, but we responded by negotiating long-term supply contracts and 

implementing targeted price increases to ensure cost capture beginning in Q1 FY 2012. 

 While representing just 4% of total sales in FY 2011, our Animal Health business contributed to overall results. 

We continued to diversify our customer base and sales with the addition of new product registrations in Latin America 

and market share gains in Australia. We are pursuing a variety of opportunities in this segment that are in-line with our 

strategic growth plans.

 Revenues rose 28% to a record $266 million, reflecting strong demand environments for Electronic Chemicals and 

Wood Treating products and the effect of price increases we introduced during the year. 

 Operating profits in our Electronic Chemicals and Wood Treating segments suffered as rising raw materials costs 

outpaced the ability of price increases to recapture margin. Historically, we have been able to fully recover cost increases 

within a reasonable period. In our Electronic Chemicals business, however, we postponed implementing price increases to 

ensure a smooth and complete requalification process for over 40% of our high-purity acids and solvents. This approach 

impacted earnings in FY 2011, but also allowed us to retain virtually all of the pre-integration sales volumes of these 

products. We expect a number of substantial and enduring benefits will follow. With the requalification completed and the 

pricing strategy in place, we look forward to notable improvements in segment margins in FY 2012.

Dear Fellow Shareholders
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a History of Growth       We have grown by discovering and then optimizing the value in stable, niche chemical 

markets that others have ignored or overlooked. We also operate against a robust five-year strategic plan coupled with  

Core Values designed to drive achievement of our growth objectives over the long-term. As highlighted below, our historical 

performance validates this strategy:  

	 •	 From	FY	2007	to	FY	2011,	revenues	have	more	than	tripled.	

	 •	 	Our	EPS	grew	at	a	compound	annual	growth	rate	of	21%	at	FY	2011,	as	measured	off	a	five-year	regression	line.	

	 •	 Shareholders’	equity	rose	by	more	than	70%	to	$97	million	in	FY	2011	from	$56	million	in	FY	2007.

prudent financial Management        Our growth strategy is supported by a comprehensive Continual 

Improvement Program that allows us to enhance efficiency and maximize cash flow. In FY 2011, we reduced long-term 

debt by approximately $10 million, while investing $8 million primarily to expand and upgrade our Electronic Chemicals 

production and distribution infrastructure. Our balance sheet is healthy, and we are well positioned to take advantage of 

accretive acquisition opportunities. While our use of cash is primarily directed towards investments that expand or improve 

operations, we also understand the importance of returning, in a more tangible manner, some portion of this asset to 

shareholders. In FY 2011, we increased our cash dividend by 25%, reflecting both the philosophy of our Board and our 

confidence in KMG’s growth prospects. 

core values          KMG’s Core Values are an integral part of our success. As our business becomes increasingly 

complex, we have developed and implemented simple, clear-cut strategies that steer us towards success and enhance 

our ability to adapt to a dynamic marketplace. By putting safety first, being a reliable supplier to our customers, running 

efficiently, carefully managing expenses, being of strong character, and respecting others, we are able to make informed 

decisions that grow the value of KMG for its stakeholders. Culture counts. This short sentence says a lot about our 

company. Our culture is firmly in place with a global team that embraces KMG’s Core Values and understands our strategic 

objectives. We place trust in our people and their individual commitment to our shared success.

fiscal 2012 outlook          While we cannot predict global economic dynamics, we are well positioned to grow both 

revenue and net earnings. Over the next several years, Electronic Chemicals’ organic growth in the U.S., Europe, and the 

Far East should be driven by a solid demand environment and additional business associated with more than $15 billion of 

customer expansion initiatives. The global pricing increases we implemented in FY 2011 will fully take hold this year, and 

the completed plant consolidation will generate material operating efficiencies. We also anticipate improved results in our 

Wood Treating business. In addition to improved margins resulting from our pricing actions, the Railway Tie Association 

forecasts maintenance and tie replacement rates will remain strong through 2013.

 We have a robust acquisition pipeline and are pursuing select targets within Electronic Chemicals and Wood Treating 

and are also pursuing opportunities to create, via acquisition, a new segment platform.

 On behalf of KMG’s management team and Board of Directors, I want to thank you for your continued support and 

faith in our ability execute on strategy and grow shareholder value. 

Sincerely,

J. neal butler
President and Chief Executive Officer
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financial highlights

   (in thousands except per share data) 2007 2008 2009 2010 2011

Net Sales $ 86,171 $ 154,394 $ 190,720  $ 208,628 $ 266,356

Gross Profit $ 30,436 $ 46,831 $ 64,167  $ 69,691 $ 71,388

Operating Income $ 15,118 $ 11,493  $ 20,849 $ 26,979 $ 17,656

Net Income $ 8,849 $ 5,375 $ 10,215 $ 15,330 $ 9,729

 

Earnings per Diluted Share $ 0.80 $ 0.48 $ 0.91 $ 1.34 $ .85

Weighted Average Diluted    11,034   11,232   11,230   11,422   11,489
Shares Outstanding 

Total Assets $ 81,233 $ 155,798 $ 143,508 $ 176,021 $ 186,589

Total Shareholders’ Equity $ 56,410 $ 63,687 $ 70,977 $ 84,778 $ 96,530

Long-term Debt, Net of Current Portion $ 10,468 $ 53,516 $ 39,326 $ 51,333 $ 41,279

Depreciation and Amortization $ 3,832 $ 5,665 $ 6,168 $ 6,711 $ 7,354
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*$100 invested in 2006 in stock or index including reinvestment of dividends. Fiscal year ended July 31.
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