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In 2007, Headwaters and its joint ven-
ture partner, Evonik Industries, complet-
ed the construction of a demonstration 
plant for production of its direct synthesis 
hydrogen peroxide (DSHP) using Head-
waters’ NxCat™ nanocatalyst. To assure 
the safety of this first-of-a-kind tech-
nology, all required demo plant safety 
modifications were completed and plant 
operations started in September. The 
plant is now fully operational. Head-
waters’ catalyst technology is perform-
ing well, and the demonstration plant 
has reconfirmed the design work. To 
gather data necessary to complete the 
engineering and design for a world scale 
DSHP plant, demo plant operations are 
expected to continue into 2008.  
 
We have found strong interest for the use 
of DSHP as a lower-cost intermediate 
chemical, particularly for the production 
of propylene oxide (PO).  Commercial 
discussions continue with both existing 
and new potential PO producers. 

H2O2
Headwaters Energy Services (HES) continues to develop multiple coal cleaning facilities 
and is projected to have a total of five facilities operating near the end of calendar year 
2007. We have investigated more than 65 carbon mineral sites and secured mineral 
rights to millions of tons of waste coal. Over time, we anticipate that coal cleaning will 
replace our Section 29/45K business.  

Beginning in fiscal 2006 and 
through the end of fiscal 2007, 
Headwaters completed three 
HCAT™ commercial runs at two re-
fineries. In addition, we completed 
the construction of a mixing skid 
to be used at a third refinery and 
have already shipped our HCAT 
catalyst precursor materials that 
will be used in the scheduled test. If 
the test proves successful, we have 
negotiated long term agreements 
with this refinery for extended use 
and long term sales of our HCAT 
catalyst materials. 

As many of our shareholders are 
aware, our legacy Section 29/45K 
tax credit business will sunset at the 
end of December 2007. We are well 
positioned to deal with the uncer-
tainties associated with the loss of 
Section 29/45K. We have developed 
very strong businesses, creating 
substantial cash flow and placing us 
squarely on the path to building long 
term value for our shareholders.

Sincerely,

Kirk A. Benson
Chairman and CEO

“Transformation is fundamentally 
changing the way to think, the way to 

respond, the way to lead.”

— Lou Gerstner
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HCAT™, Headwaters’ resid hydrocrack-
ing technology, has been commercially 
proven to increase the conversion of 
heavy residual oils into lighter, more 
valuable distillates, such as diesel fuel. 
Currently, large amounts of residual 
feedstock are blended into heavy fuel 
oil. Future projections indicate an over-
supply of residual fuel oil resulting in 
favorable economics for an efficient up-
grading technology.

During fiscal 2007, Headwaters’ HCAT 
technology continued to perform well in 
commercial trials.  The initial commercial 
runs used the HCAT catalyst precursor as 
an additive in ebullated bed reactors to 
enhance process performance in combi-
nation with the existing supported cata-
lyst. Three commercial runs have been 
completed at two refineries, and Head-
waters is preparing for its fourth commer-
cial demonstration in a third refinery.  

DEAR FELLOW SHAREHOLDERS:

Fiscal 2007 proved to be a challenging year for Headwaters and its shareholders. 
Headwaters’ building products segment was negatively impacted by the steady down-
turn in new residential housing starts. In addition, we are transitioning away from the 
Section 29/45K synfuel business. Notwithstanding the challenging environment, the 
Company was able to demonstrate strong financial and operational performance, im-
proving margins in building products, setting records in our coal combustion products 
segment, and aggressively advancing our new businesses. 

Total revenue for the year ended September 30, 2007 was $1.208 billion, up 8% from 
$1.121 billion for the year ended September 30, 2006. Before a charge to goodwill, 
Headwaters was able to book near record numbers for net income of $118.1 million 
and earnings per share of $2.53.

Headwaters is required by generally accepted accounting principles to evaluate its 
goodwill at least annually. Because of the downturn in the building products markets 
and changes in valuation assumptions, we were required to write down the goodwill of 
Tapco, one of our building products units. The write down was $98.0 million. However, 
the write down does not affect important investor parameters such as cash flow. 

Several years ago, Headwaters commenced implementation of Lean Six Sigma 
throughout the Company. In spite of the recent downturn in building products, we 
have improved our business processes. The results have been clear and measurable: 
better lead time, lower costs, and better customer satisfaction. Our operating margins 
actually improved in the September quarter compared to 2006.

Headwaters believes that the combination of its diversified end products, strong prod-
uct categories, and continued integration of new niche products into its large distribu-
tion system will help to mitigate the impact of the down cycle on our revenues. In 2007, 
our new products and brands enjoyed a 22% organic growth rate and produced $81 
million in revenue.

Headwaters’ coal combustion products (CCPs) segment continued to exceed ex-
pectations, with a record-breaking September 2007 quarter, both in revenue and 
operating income. We anticipate sustainable growth in CCPs as we continue our 
efforts to expand distribution, capture new supply contracts, and further our fly ash 
improvement technologies. 

Unfortunately, our outlook for new residential construction is not as positive. We do 
not foresee any improvements in this sector until 2009 at the earliest, and anticipate 
calendar 2008 will be another year of downward pressure. However, we ended 2007 
with operational momentum and we look forward to the challenge of improving our 
business, even in a down cycle.



coal cleaning
A few years ago, Headwaters Energy Services (HES) was 
challenged to build a new energy business to replace its 
synthetic fuel business, which is scheduled to sunset at the 
end of calendar 2007. Utilizing its coal experience gained 
over the last decade in the synthetic fuel industry, HES has 
met the challenge.

The U.S. Department of Energy reports there are more than 
three billion tons of waste coal at various sites throughout the 
country. Waste coal is typically located near historic mining 
sites and can be rich in carbon value. It is estimated that an 
additional 30 million tons of waste coal are generated from 
mining activities every year. Typically, coal is characterized as 
waste when the ash content (the noncombustible elements 
in the coal) is too high, resulting in a low energy value 
(measured in Btu) of the coal product. This makes the 
material uneconomical as a traditional fuel. 

It was determined that two key goals could be achieved 
through recovery of waste coal resources: 1) exceptional 
value could be derived through the economic recovery of the 
coal; and 2) land could be cleared and reclaimed for more 
useful purposes. Economic recovery of waste coal is driven 
by reducing ash within the coal, while also reducing pollution 
emissions. Emissions such as sulfur oxides (SOx), mercury 
(Hg) and nitrogen oxides (NOx) can be dramatically reduced 
by cleaning coal. 

Coal can be cleaned through the use of air and/or water 
separation techniques. The appropriate technology is selected 
based on the specific characteristics of the feedstock. HES 
designed, engineered and constructed its first coal cleaning 
plant near Price, Utah. This facility, the first of its kind in 
the United States, employs dry coal cleaning equipment 
configured to process coal to specific product qualities. 

In 2006, HES acquired a wet coal cleaning facility in 
Alabama. Included in this acquisition were mineral rights to 
waste coal owned by a large mining company. HES modified 
the facility and completed its improvements late in 2007. We 
are now providing high Btu, refined coal products to utilities 
in the area. In early 2007, HES began construction of three 
additional coal cleaning facilities adjacent to the original 
Alabama facility. The first of these facilities came on line 
in late September of 2007. The two remaining facilities will 
come on line during calendar 2008.

HES continues to identify and secure rights to high carbon 
mineral deposits in the United States. We have investigated 
more than 65 sites and have secured mineral rights to 
millions of tons of waste coal. As a result of these efforts, HES 
is constructing coal cleaning facilities in southern Indiana, 
two in Kentucky and an additional facility in Alabama. We 
also expect to acquire an existing facility in West Virginia that 
will be modified to meet our process design specifications 

“We are the force 
for transformation 

in the world.”
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and placed in service to produce a high quality coal product. 
In total, HES expects to place in service up to ten coal cleaning 
facilities by the end of calendar 2008. 

In October 2004, Congress passed The American Jobs Creation 
Act (HR4520), which included a $4.38 (2004 dollars, escalated 
annually) refined coal tax credit. The credit applies if the producer 
can demonstrate a 20% NOx emissions reduction, and a 20% 
emissions reduction of SOx or mercury. The producer also has to 
demonstrate that the refined coal product sells for a 50% mark 
up from the cost of its feedstock material. HES believes that 
most of its coal cleaning processes will meet the requirements 
of HR 4520 and is pursuing the necessary qualifying steps for 
its facilities.

The Headwaters coal cleaning initiative is one of the most 
important strategies that the Company is undertaking at the 
present time. Our employees have the experience, expertise and 
the drive to successfully build this business. We look forward to 
the challenge in bringing substantial revenue to the Company 
and its shareholders through our efforts in coal cleaning.

 Two key goals:

One: capture the 
economic value in the 
recovery of waste coal 

Two: reclaim land for 
more useful purposes
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new products
Fiscal 2007 proved to be a difficult year for Headwaters’ building 
products segment. In September 2007, it was reported that the 
construction of new homes was at its lowest point in 14 years, and 
30.8% below the level of a year ago. In spite of all the negative 
news, Headwaters’ building products revenue was down only 5% 
during fiscal 2007, and quarterly revenue actually increased at the 
end of the year. In addition, our margins improved in the September 
quarter compared to last year.

Headwaters’ management team is committed to continued 
improvements that will result in higher sales and increased margins. 
This philosophy holds true throughout the Company, but especially 
in our building products division. One of the most important 
elements to achieving these goals is to continue the introduction 
of new niche products and brands into our impressive distribution 
system. Headwaters currently has more than 13,000 distribution 
points across the country. During the past 24 months we have 
introduced five new product lines, and four new product brands. 

Another important step to achieving our goals was the introduction 
during fiscal 2007 of a Stage-Gate new product development 
process. In the words of Dr. Robert G. Cooper, “There are two ways 
that the best companies can win when they develop new products. 
One is to do projects right. The second…is by doing the right 
projects.” Headwaters is doing both.

Recent studies have revealed that in today’s world, product life 
cycles have become shorter; new products make old products 
obsolete faster each year. Only 50% of all new product launches 
succeed, proving that it is difficult to develop new competitive 
products. So, what is the winning solution? 

In launches of new product lines, elements of success include: 
1) differentiated products with customer benefits and value; 2) 
thorough analysis to identify product viability; 3) matching customer 
needs with new product characteristics; 4) tight product definition 
before development; 5) strong cross functional teams; and 6) 
appropriate use of core competencies.

At Headwaters, the implementation of our Stage-Gate process 
facilitates integration of all the elements of success in new 
product development. We look forward to many successful new 
product innovations.
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STAGE-GATE PROCESS®
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10653 South River Front Parkway
Suite 300
South Jordan, Utah 84095

phone: 801.984.9400
fax: 801.984.9410
www.headwaters.com

Sharon Madden
Director of Investor Relations
Phone: (80l) 984-9400
Fax: (801) 984-9410
smadden@headwaters.com
    or
Financial Relations Board
Tricia Ross
tross@financialrelationsboard.com
Phone: (617) 520-7064
 
American Stock Transfer
6201 15th Ave
Brooklyn, NY 11219
Phone: (718) 921-8208
Fax: (718) 921-8335

NYSE:HW

NYSE Disclosure Requirement:
Our Chief Executive Officer has submitted NYSE Section 
303A annual certification for 2006, and our Chief Executive 
Officer and Chief Financial Officer have filed with the SEC 
their Sarbanes-Oxley Section 302 certification as exhibits to 
our Annual report on Form 10-K for 2006.

Forward Looking Statements
Certain statements contained in this report are forward-looking state-
ments within the meaning of federal securities laws and Headwaters in-
tends that such forward-looking statements be subject to the safe-harbor 
created thereby. Forward-looking statements include Headwaters’ expec-
tations as to the managing and marketing of coal combustion products, 
the production and marketing of building materials and products, the 
development and operation of coal cleaning facilities, and the market-
ing and sales of cleaned coal, the receipt of alternative fuel license fees 
and royalty revenues, which are subject to tax credit phase out risks, the 
development, commercialization, and financing of new technologies and 
other strategic business opportunities and acquisitions, and other infor-
mation about Headwaters. Such statements that are not purely histori-
cal by nature, including those statements regarding Headwaters’ future 
business plans, the operation of facilities, potential tax credit phase out, 
the availability of feedstocks, and the marketability of the coal combus-
tion products, building products, and cleaned coal, are forward-looking 
statements within the meaning of the Private Securities Litigation Reform 
Act of 1995 regarding future events and our future results that are based 
on current expectations, estimates, forecasts, and projections about the 
industries in which we operate and the beliefs and assumptions of our 
management. Actual results may vary materially from such expectations. 
Words such as “expects,” “anticipates,” “targets,” “goals,” “projects,” 
“believes,” “seeks,” “estimates,” variations of such words, and similar ex-
pressions are intended to help identify such forward-looking statements. 
Any statements that refer to projections of our future financial perfor-
mance, our anticipated growth and trends in our businesses, and other 
characterizations of future events or circumstances, are forward-looking. 
In addition to matters affecting the coal combustion product, cleaned 
coal, and building products industries or the economy generally, fac-
tors which could cause actual results to differ from expectations stated in 
forward-looking statements include, among others, the factors described 
in the captions entitled “Forward-looking Statements” and “Risk Factors” 
in Item 7 in Headwaters’ Annual Report on Form 10-K for the fiscal year 
ended September 30, 2007, Quarterly Reports on Form 10-Q, and other 
periodic filings and prospectuses. 

Although Headwaters believes that its expectations are based on reason-
able assumptions within the bounds of its knowledge of its business and 
operations, there can be no assurance that our results of operations will 
not be adversely affected by such factors. Unless legally required, we un-
dertake no obligation to revise or update any forward-looking statements 
for any reason. Readers are cautioned not to place undue reliance on 
these forward-looking statements, which speak only as of the date of this 
report. Our internet address is www.headwaters.com. There we make 
available, free of charge, our annual report on Form 10-K, quarterly 
reports on Form 10-Q, current reports on Form 8-K and any amendments 
to those reports, as soon as reasonably practicable after we electronically 
file such material with, or furnish it to, the SEC. Our reports can be ac-
cessed through the investor relations section of our web site.
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