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Dear Fellow Shareholders:

Fiscal year 2009 proved to be an eventful year for Headwaters. Negative market conditions in the residential construction, 
remodeling, and commercial markets resulted in the most difficult operating environment building products companies have 
faced in decades. However, we successfully adapted to the changing environment and we believe we have laid the ground 
work for future success. We reduced our cost structure by over $50 million, reduced capital expenditures and conserved cash. 
The efficiencies and expense reductions we implemented during fiscal 2009 are working, and are providing us with operating 
leverage as the economy starts to recover. We recapitalized our balance sheet, created up to $140 million of liquidity and 
extended our debt maturities. In completing our recapitalization, Headwaters substantially reduced its financial risk and improved 
its overall operating flexibility. We now have a sound capital structure and are positioned to focus our resources on profitable 
growth initiatives. 

During fiscal 2009 Headwaters’ light building products segment continued to feel the effects of the weak construction markets. 
Because of the recession and down cycle in new residential construction, fiscal 2009 revenues decreased by $116 million. Our 
response was to become more efficient, reducing manufacturing and administrative costs, improving working capital management, 
and right sizing our business. As a result of our employees’ efforts, and in spite of the loss in revenue, our gross margins actually 
improved year over year in the September quarter by 270 basis points. We introduced some new products, maintained our 
market share and pricing in existing products, and positioned ourselves for the anticipated improvement in the economy.

 

Our heavy construction materials segment is the largest domestic manager and marketer of coal combustion products (CCPs), 
including fly ash. The majority of the segment’s revenue is generated from sales of fly ash which is used as a substitute for portland 
cement in major infrastructure projects, as well as residential and commercial construction. Revenue of the heavy construction 
materials business declined by $52 million due to the recession. However, we identified over $12 million of annualized cost 
savings, and realized over $6 million of the savings in 2009. As a result, our fourth quarter EBITDA margins actually improved 
by 40 basis points. We believe that the 2010 outlook for our heavy construction materials business should improve due to the 
Federal stimulus bill that was passed in 2009 and our heavy emphasis on infrastructure markets. As we move into the 2010 
construction season, stimulus spending should significantly increase, leading to incremental demand for fly ash. In addition, we 
recently announced three new contracts that should provide $14 million of incremental revenue for Headwaters in 2010.

Our energy operations continue to create value while helping to protect the environment by upgrading waste coal feedstocks into 
a marketable product, converting coal to liquid fuels, and utilizing waste heat from a coal-fired power plant in the production of 
ethanol. Headwaters processes waste coal by removing impurities, reclaiming waste ponds and improving the environment. The 
coal cleaning process reduces the ash content of the treated coal, and at the same time reduces mercury and sulfur, producing 
a cleaner coal product with improved fuel combustion characteristics.



Revenue from Headwater’s coal cleaning business for fiscal 
2009 was $58.1 million, up from $38.7 million reported 
for fiscal 2008.  Although total revenue increased, the 
business was challenged by declining coal prices, and 
soft demand for coal during the year. In response to these 
market conditions, the Company temporarily idled four 
of its eleven plants to align production to sales, and to 
concentrate production in fewer facilities. We also merged 
our coal cleaning and fly ash businesses and focused on 
reducing fixed costs. These steps resulted in substantially 
reducing SG&A and total fixed costs during fiscal 2009.

Despite the current economic environment we will 
continue to make improvements that will position us for 
the years ahead. Headwaters’ management remains 
committed to delivering sustainable growth and value for 
our shareholders.

Sincerely,

Kirk A. Benson
Chairman and CEO.
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Brought on by a combination of expansive monetary policy and 
aggressive mortgage financing, housing prices and markets rapidly 
expanded for more than 10 years. Americans flocked to realize 
the American dream of owning their own home. Lenders were 
granting subprime loans to buyers with lower credit standards, 
along with unusually low down payments. Mortgages were 
packaged and resold, creating high levels of liquidity and financing 
for construction of new homes. The housing bubble created by 
the trends in the first half of the present decade finally reversed 
with an unprecedented decline in new housing construction, 
ultimately leading to the 2009 recession and the worst economic 
environment in building materials in 50 years. 

Although restoring housing demand to normal levels will take 
some time, we are starting to see some positive emerging trends 
on a macro basis. Since April of 2009, there has been an increase 
in housing starts. In addition, after declining for several years, it 
was recently reported that existing home prices have started to 
increase and supply of new homes has continued to decline.

During the fourth quarter of 2009, Headwaters began to see signs 
that the residential construction markets were stabilizing. Over the 
past three years, fourth quarter light building products revenues 
have been on average 6% lower when compared to third quarter 
revenues. However, during fiscal 2009 sales for Headwaters’ 
fourth quarter were approximately the same as the third quarter, 
resulting in improved comparable revenue and demonstrating 
operational stabilization.

The same analysis applies to our fly ash business. Our heavy 
construction materials segment saw a decline in sales during 
fiscal 2009 due mainly to lower infrastructure spending. However, 
revenue for the fourth quarter of fiscal 2009 exceeded that of the 
third quarter by 26%, more than double the three year average 
increase for a fourth quarter. In the September 2009 fourth quarter, 
Headwaters experienced the beginning of some stimulus spending 
and increased revenue from service contracts. 

Headwaters’ light building products segment has consistently 
generated higher margins relative to its light building product 
peers. Between fiscal 2007 and fiscal 2009, Headwaters’ EBITDA 
margins have averaged roughly 17%, compared to average 
EBITDA margins of 10% generated by its peers.
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“The efficiencies and expense reductions 
we implemented during fiscal 2009 are 

working, and providing us with operating 
leverage as the economy starts to recover.”

Peer group median margins consist of 
CPG, Trex, Owens Corning, Ply Gem, 

Masco, Associated Materials, and USG.
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Even though Headwaters’ light building 
product revenues declined 23% in the 
fourth quarter of fiscal 2009 compared 
to the prior year, the segment’s gross 
margins improved from 25.7% to 28.4%. 
In addition,  the operating margin of 
7.1% in the fourth quarter of 2009 
exceeded the 5.9% operating margin 
reported for the same quarter in fiscal 
2008. Headwaters believes its expanding 
margins in the face of declining revenues 
are attributable to cost reductions and 
efficiency improvements implemented 
during fiscal 2009. 

Headwaters Resources identified $12 
million of annual savings through 
continuous improvements in lean 
initiatives, and realized approximately 
$6.0 million of cost savings during fiscal 
2009. In addition to normal contract 
renewals and extensions, Headwaters 
Resources recently announced it had 
executed three new contracts, totaling 
approximately $14 million of incremental 
revenue for Headwaters in 2010.

Cement consumption is forecasted to 
increase by more than 10% in 2010, 
and 13% in 2011, primarily driven by 
increased infrastructure spending under 
the Federal stimulus package. More than 
$48 billion was allotted for construction 
projects alone, but very little of the 
money was spent in 2009. Headwaters 
Resources will continue its efforts to 
expand supply, reduce overall costs, and 
increase its focus on obtaining more 
utility service business.
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Companies all around the world are sharpening their focus on sustainability, 
primarily in response to consumers and shareholders. Businesses are implementing 
a relatively new objective to optimize their operations in order to minimize 
environmental impact. 

Headwaters is committed to conserving natural resources, transforming waste 
materials into usable products, and reducing greenhouse gas emissions. 
Employing underutilized resources to create high quality finished products is a 
powerful combination for creating value for our shareholders while improving the 
environment at the same time.

Headwaters’ heavy construction materials segment has steadily increased the 
amount of coal combustion products recovered from electric utility plants that 
can be used in productive ways. We recycle millions of tons of coal combustion 
products that would otherwise be landfilled and wasted, improving the environment 
in multiple ways. For example, when fly ash is used as a replacement for portland 
cement, it reduces the need for cement production, a highly energy-intensive 
process that also creates significant amounts of greenhouse gases. Using one 
ton of fly ash as a replacement for portland cement reduces carbon dioxide from 
cement production by an equivalent ton. In fiscal 2009, Headwaters Resources 
was responsible for eliminating almost 5 million tons of CO2 that would have 
resulted from cement production. 

Conserving landfill space is another important consideration when it comes to 
fly ash. Every ton of fly ash that is utilized, saves one ton of fly ash from being 
disposed in a landfill. It is the equivalent of saving a landfill the size of New York 
City’s Central Park every year.

Headwaters’ light building products segment also contributes to the Company’s 
theme of sustainability. Headwaters produces a large variety of building 
products, many of which contribute to sustainability by using recycled materials. 
Headwaters Building Products is able to conserve natural resources and use 
less energy in manufacturing and installation of its products. For instance, 
Headwaters’ architectural stone product incorporates fly ash and internal regrind 
material into its multiple product lines, and installation is significantly faster 
and less expensive. The concrete block business incorporates fly ash in many 
of its products, and internal regrind is added to all gray concrete materials. 
Headwaters’ resin based accessory business utilizes roughly 99% of its internal 
regrind in various products, and its Foundry line is purchasing 35% recycled raw 
materials from other sources.

Headwaters’ coal cleaning business recovers coal from waste piles and ponds 
left over from decades of mining activities. During the recovery process, the 
coal is cleaned to reduce contaminants such as sulfur and mercury that would 
otherwise create negative air quality emissions. The resulting coal product also 
exhibits higher heating value and more stable combustion characteristics, further 
improving energy efficiency and reducing emissions of nitrogen oxides. 

Headwaters improves 
sustainability by transforming 

underutilized resources into 
valuable products.

— Headwaters
Vision Statement

The San Francisco-Oakland Bay Bridge, currently under construction, 
utilizes a special concrete mix with high-volume fly ash for added strength, 
corrosion resistance, and workability.



PA G E S I X

22020202202022000909 A AANNNNNUAAL REPORT

Headwaters is the nation’s number one manager and marketer of coal combustion products 
(CCPs) today, managing approximately 20 million tons annually. Headwaters’ position in today’s 
market is defined by much more than its mere size; the Company has also become the industry 
leader in driving higher utilization of CCPs, such as fly ash as a substitute for portland cement. 

Fly ash is the non-combustible residue left over from the burning of coal at today’s coal fired 
power plants. Fly ash is fast becoming a vital ingredient for improving the performance of a wide 
range of concrete products. Concrete containing fly ash is stronger, more durable, and more 
resistant to chemical attack.

In addition to Headwaters being a prominent marketer of coal ash, it also boasts a long history 
of providing ash management and disposal services to today’s electric utilities. The complexity 
of managing coal ash is increasing and we believe Headwaters has the capabilities to create 
comprehensive disposal and marketing programs for utilities and industrial facilities of all sizes. 
The U.S. Environmental Protection Agency (EPA) has recently announced plans to strengthen 
regulation of ash disposal. These regulatory changes could require coal users to assess their 
ash management strategies and make changes in their operations. Headwaters’ capabilities 
can be tailor-made to service the needs of individual utilities across the country as they adapt to 
a changing regulatory environment.

For example, in June of 2009, Headwaters completed the conversion of a wet-handling coal ash 
facility to a dry ash operation for two units at the Detroit Edison’s Monroe Power Plant. The plant 
is a four unit, 3,200 megawatt power station. The other two units are scheduled to be converted 
within the next three years. The conversion was the first of its kind project ever completed in the 
U.S. The conversion to dry handling is designed to collect the coal ash before it is placed in a 
disposal impoundment and to make it available for safe and environmentally beneficial use in 
the production of concrete. Converting wet ash handling systems to dry handling systems will 
become increasingly important as regulatory restrictions are implemented across the country. Mike Dunlap from Headwaters Resources has 

41 years of experience in construction and 
maintenance in the utility business. Mike’s vast 
experience in the industry assisted Headwaters 
Resources in the completion of the new fly ash 
collection and loading facility at DTE’s Monroe 
Power Plant in Michigan.

Ironically, Mike’s first day on the job with DTE many 
years ago, was as a laborer shoveling fly ash.

CONCRETE STRENGTH
FLY ASH CONCRETE VS. PLAIN CEMENT CONCRETE
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Exterior application of Eldorado Stone, before and after.

Interior application of Eldorado Stone, before and after.

Headwaters’ light building products segment is a national 
leader in a large variety of building products, including 
vinyl siding accessories and manufactured architectural 
stone, often using recycled materials to improve 
sustainability. The company also holds a leading regional 
market position in the manufacturing and marketing of 
concrete block in the Texas market.

As a leader in the building materials industry, Headwaters 
Building Products has a history of innovation stretching 
back over half a century. A significant part of this innovation 
revolves around a company-wide commitment to introduce 
both product line extensions and totally new product 
categories to the marketplace. Headwaters’ national 
presence is secured through operational excellence, 
including top-of-the-line inventory planning and better 
than 99% on-time delivery. The Company’s innovation 
comes from understanding the needs of distributors, 
builders and contractors, while providing both top-quality 
product and top-quality service. 

InspireTM Synthetic Slate Roofing
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gable vent
mounting block

synthetic slate roofing
   specialty siding
      molded shutters
         concrete brick

architectural stone
trim boards

Headwaters’ cellular PVC trim board product is a good example of one of the Company’s innovative new product lines. The IQM
TM 

Trim Boards have an acrylic based cap for enhanced weathering and color retention. It doesn’t split or peel like traditional wood trim 
products, and there is absolutely no painting necessary. IQM is the first cellular product on the market to offer a wide variety of colors 
to complement the exterior of any project.

The Company is also focusing its efforts on the development of new product line extensions, like the one developed for its InspireTM 
Roofing product. Inspire Roofing’s new cedar shake roofing satisfies key factors of aesthetics, practicality and durability. Inspire shakes 
deliver long-lasting beauty free from the problems that plague real wood products. Its genuine appearance is achieved through a 
manufacturing process using molds cast from real hand-split cedar, rich in detail and depth, but without the worry of warping or 
specialized maintenance, and it provides a Class A fire rating. 

Headwaters’ Foundry Stone product is another example of its new product line extensions. Created with molds cast from real stone, 
Foundry Stone provides uncompromising detail and vibrant color that reflect the authentic, rugged qualities of hand-cut stone. It is the 
only stone siding product hung just like traditional vinyl siding and can be installed at just a third of the cost of stone veneer. 

Headwaters’ strategy of integrating its new products and brands into its vast distribution system has been extremely successful. For 
instance, the percentage of total revenue from its new products and brands has grown from 4% in fiscal 2005 to 20% at the end 
of fiscal 2009. The Company has over 3,000 wholesale distributors around the country and generates incremental sales through 
leading U.S. home improvement retailers, such as Lowe’s and Home Depot. The broad distribution system and superior reputation for 
quality has enabled Headwaters to capture the number one market niche in all of its major product categories. 
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In the United States today there are over 3 billion tons of coal 
residue stored in waste ponds and gob piles resulting from 
various mining activities, with an additional 30,000 tons of 
waste coal produced every year. Headwaters’ clean coal process 
upgrades this waste coal by removing the impurities and creating 
a lower emissions product. The mineral impurities reduced 
in the cleaning process includes sulfur and mercury. The end 
product is a cleaner, more consistent burning fuel with improved 
environmental characteristics. 

By the end of calendar 2008, Headwaters Energy Services had 
11 coal cleaning facilities with 5.8 million tons of capacity. 
Unfortunately, 2009 was a very difficult year for the coal industry 
and also for Headwaters’ coal cleaning business.

U.S. coal consumption for electric power generation fell by 11% 
during the first half of 2009, compared to the first half of 2008. 
In the September 2008 quarter, both metallurgical and steam 
markets started to decline and the markets were soft for most 
of 2009. After December 2008, the Company had minimal 
metallurgical coal sales, high start up and fixed costs and high 
SG&A. As a result, the Company took definitive actions to 
restructure its coal cleaning business.

First, Headwaters idled four of its facilities to match production 
to sales, concentrate production in fewer facilities, and better 
manage inventory. Idling facilities resulted in fixed cost savings of 
over $3 million and helped to align sales and production.  Second, 
Headwaters merged its coal cleaning and fly ash businesses in 
order to take advantage of synergies, both in operations and 
SG&A. Third, the Company focused on fixed costs, reducing its 
run rate by over 40% by the end of 2009. 

Due to the efforts implemented in fiscal 2009, the Company 
anticipates positive EBITDA from coal cleaning in 2010. Coal 
is expected to regain a larger share of the base load generation 
mix beginning in 2010 as the demand for electricity grows, 
natural gas prices rise, and new power plants come on line. 
The Company expects to begin selling metallurgical coal and 
to improve our overall capacity utilization rates, increasing our 
margins and cash flow.
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REDUCTION IN FIXED COSTS
While coal prices were declining, Headwaters was able to consistently reduce  
its fixed costs during each fiscal quarter of 2009.
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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
Vice President of Investor Relations
Phone: (801) 984-9400
Fax: (801)984-9410
smadden@headwaters.com
   or
Financial Profiles
Tricia Ross
tross@finprofiles.com
Phone: (916) 939-7285

American Stock Transfer
6201 15th Ave
Brooklyn, NY 11219
Phone: (718) 921-8208
Fax: (718) 921-8335

FORWARD LOOKING STATEMENTS

Certain statements contained in this press release are forward-looking statements within the meaning of federal securities laws and Headwaters intends that such forward-looking 
statements be subject to the safe-harbor created thereby. Forward-looking statements include Headwaters’ expectations as to the managing and marketing of coal combustion 
products, the production and marketing of building materials and products, the production and marketing of cleaned coal, the production and marketing of ethanol, the production 
and marketing of hydrogen peroxide, the licensing of resid hydrocracking technology and catalyst sales to oil refineries, future regulation of the industries in which we operate, 
the availability of refined coal tax credits, the development, commercialization, and financing of new technologies and products and other strategic business opportunities and 
acquisitions, and other information about Headwaters. Such statements that are not purely historical by nature, including those statements regarding Headwaters’ future business 
plans, the operation of facilities, the availability of feedstocks, and the marketability of the coal combustion products, building products, cleaned coal, ethanol, hydrogen peroxide, 
catalysts, new government regulations, and the availability of tax credits, 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. In some cases, words such as “may,” “should,” “intends,” “plans,” “expects,” 
“anticipates,” “targets,” “goals,” “projects,” “believes,” “seeks,” “estimates,” or variations of such words and similar expressions, or the negative of such terms, may help identify 
such forward-looking statements. Any statements that refer to projections of our future financial performance, 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 products, building products, and energy industries or 
the economy generally, factors that could cause actual results to differ from expectations stated in forward-looking statements include, among others, the factors described in the 
caption entitled “Risk Factors” in Item 1A in Headwaters’ Annual Report on Form 10-K for the fiscal year ended September 30, 2009, Quarterly Reports on Form 10-Q, and other 
periodic filings and prospectuses. 

Although Headwaters believes that its expectations are based on reasonable 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 undertake 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 press release. 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 practical after we electronically file such material with, or furnish it to, the SEC. Our reports can be accessed through the 
investor relations section of our web site.

The original hard copy of this annual report was printed on paper containing 100%

post-consumer waste and certified by SmartWood for FSC standards.

COC Certificate #SW-COC-668


