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dear fellow shareholders
Economic cycles don’t come with specific end 
dates. The best measure to explain the extent of 
the recession on Headwaters is to look at housing 
starts over the past few years. Housing starts 
averaged nearly 1.5 million units annually for the 
50 years prior to 2007, but dropped to averaging 
roughly 580,000 units annually in 2009 through 
2011. This represents a drop of more than 60%. 
Our fiscal 2011 year was difficult because our end 
markets continue to be soft and we had margin 
pressure from increases in material, transportation, 
and production costs.  Despite the difficult business 
environment, we continue to navigate through this 
prolonged economic downturn and are focused on 
all aspects of the business that we can control. 

During the year, we responded positively and 
aggressively to cost pressures. I’m proud of 
our management team’s strong and proactive 
response as we implemented a Company-wide cost 
restructuring program. Headwaters’ management 
team had to make difficult choices, but the choices 
were necessary in order to help our Company 
through this difficult economic environment. 
Our cost reduction activities will be particularly 
beneficial because we addressed increased costs 
in all of the key areas currently impacting our 
profitability. It should put Headwaters in a position 
to improve 2012 margins in spite of 2011 cost 
increases. We anticipate that our restructuring 
activities will result in an annualized cash benefit of 
approximately $14 million, of which approximately 
65% should be realized in fiscal 2012.

The Company was also able to complete a 
restructuring of its senior debt during the year. 
Headwaters extended its senior debt maturities 
out to 2019, and reduced its interest rate from 11.375% to 7.625%. We also paid down 
$24.4 million of our high coupon subordinated debt. Our debt refinancing will increase 
free cash flow by $10 million per year, reducing cash interest expense from $48 million to 
$38 million. Interest coverage has improved to over 2 times, and reflects a greatly reduced 
financial risk profile. In 2012, we will further reduce our debt through improved cash flow 
and with the proceeds from the sale of non-core assets.  

Headwaters has been assessing the strategic fit of its various operations and is pursuing the 
divestiture of certain assets in its Energy Technology Segment. Headwaters has adopted a 
plan  to sell its coal cleaning business within the next year and is presenting the financial 
results of coal cleaning as a discontinued operation.  We expect that we will be able to sell 
the coal cleaning business to one or more strategic buyers before the end of fiscal 2012.  

Fiscal 2011 revenue from our Light Building Product segment was $315 million, compared 
to $317 million in fiscal 2010. Adjusted EBITDA for the year was $39.6 million, 24% lower 
than prior year. The decline was primarily the result of increases in commodity prices, 

including a 35% increase in polypropylene, 
which peaked in 2011, and a 27% average 
increase in diesel costs. Price increases and 
our cost restructuring initiatives should help 
improve margins in fiscal 2012.

Total revenue in our Heavy Construction 
Materials segment was down 1.9% for the 
year and 2.7% for the fourth quarter. Service 
revenues were down, due primarily to the 
completion of certain one-time projects. 
Service revenues should start to recover in 
fiscal 2012 as two new projects come on line. 
Adjusted EBITDA for fiscal 2011 declined due 
to lower service revenue, increased trans-
portation costs, and weather related issues. 
We are optimistic about 2012 as we expect 
to see some growth in both product and 
service sales. 

On October 14, 2011 the U.S. House of Repre-
sentatives approved bipartisan legislation 
to regulate the disposal of fly ash. HR 2273, 
the “Coal Residuals Reuse and Management 
Act,” creates a non-hazardous fly ash disposal 
regulatory program, granting a primary role 
for states to manage fly ash disposal with 
federal supervision and national standards. 
On October 20, 2011, comparable legisla-
tion was introduced in the U.S. Senate. The 
outcome is yet to be determined, but we 
have bi-partisan support and are carrying 
some momentum into 2012. 

As we move into fiscal 2012, we will seek and 
achieve operational improvements across all 

our business segments. The benefits of these efforts will be reflected 
in a stronger, more efficient Company for our employees, customers 
and shareholders.

Improving 
Lives Through 
Innovative 
Advancements 
In Construction 
Materials

“We anticipate that our restructuring 
activities will result in an annualized cash 
benefit of approximately $14 million...”

The reconstruction project 
of San Francisco’s Bay Bridge 
used fly ash provided by 
Headwaters Resources
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f ly ashHeadwaters is the largest manager of coal ash resources in the United States today. We have 
more than 100 utility locations and approximately 20 million tons of coal combustion 
products under management. Headwaters is responsible for approximately half 
of the nation’s total sales of fly ash for use in concrete applications, which is an 
important contributor to reducing greenhouse gas emissions, and water and 
energy consumption.

Fly ash is one of the naturally-occurring products of the coal combustion 
process and is a residue that is nearly identical to volcanic ash. It is 
considered a pozzolanic material, which means that when mixed with 
calcium hydroxide, it has many of the same properties as cement. There 
are a number of well documented benefits for replacing a portion of 
cement with fly ash to create a cementitious material that is used 
along with aggregates, water and various other components to 
produce concrete.

Fly ash concrete is recommended by many states and local trans-
portation departments and transportation engineers because 
of its performance enhancing benefits. It has been praised for 
its environmental benefits as a “green” building material by 
using an energy related byproduct, reducing the demand for 
carbon-intensive portland cement. Energy consumption is re-
duced by 162 trillion Btu, water consumption is reduced by 
32 billion gallons, greenhouse gas emissions are reduced by 
11 million tons, and $5-10 billion is saved by the use of fly 
ash. The reduction in energy consumption is commensurate 
with the energy consumed by 1.7 million homes (a large U.S. 
city), the water saved is equal to 31% of the annual domestic 
water use in California, and the reduction in greenhouse gas 
emissions is comparable to removing 2 million automobiles 
from the roadway. The financial savings can also provide the 
average income for approximately 200,000 Americans. 

Some of the other benefits of using fly ash concrete include:

STRENGTH. Over time, fly ash concrete has increased strength 
compared to concrete without fly ash.

WORKABILITY. Fly ash concrete is easier to work with. The 
reduced temperatures of fly ash concrete and delayed setting time 
are two factors that contribute to placing the concrete more easily.

CHEMICAL RESISTANCE. Fly ash concrete lasts longer. Fly ash 
concrete has a lower permeability than traditional concrete, which 
means less water and chemicals can enter the concrete. Therefore, the 
fly ash concrete has a longer life span and does not need to be repaired or 
replaced as often.

COST. Fly ash concrete costs less. Depending on 
what area of the country you are in, fly ash can 
be 20% to 60% cheaper than traditional portland 
cement. In some cases portland cement can be 
more than twice as expensive. 

DURABILITY. Some states require the use of 
fly ash concrete to prevent early deterioration. 
Fly ash is used to mitigate a problem called 
alkali silica reaction, which is when concrete 
deteriorates early due to issues with aggregate 
quality. This is a major issue for some states, and 
fly ash is the most widely used product to combat 
this problem.

ECONOMIC & ENVIRONMENTAL 
IMPACT OF FLY ASH IN AMERICA

Despite its many advantages and uses, new proposed disposal 
regulations may limit fly ash availability. The American Road 
& Transportation Builders Association’s Transportation 
Development Foundation (“ARTBA”) recently conducted a 
study to forecast the potential economic impact of the loss 
of fly ash availability in just one U.S. construction market - 
transportation infrastructure. 

The study found that the cost to build roads, runways and 
bridges would increase by an estimated $104.6 billion 
over the next 20 years if fly ash were no longer available as 
a transportation construction material. The $5.23 billion of 
incremental annual costs includes increases of $2.5 billion 
in material costs and $2.73 billion in pavement and bridge 

repair work due to shorter 
pavement and service life of 
other portland cement blends. 

The incremental $5.23 billion 
cost is almost $2 billion per year 
more than the Federal govern-
ment currently invests in the 
Airport Improvement Program 
and about 13 percent of the 
Federal government’s annual 
total aid to states for highway 
and bridge work. According to 
ARTBA,  “Without the availability 
of fly ash, American taxpayers 
would ultimately bear the bur-
den, either paying more for the 
same level of transportation 
improvements, or dealing with 
the consequences of a scaled 
back improvement program.”

co
nc

re
te

 &
 g

ro
ut

43



2011 ANNUAL REPORT

site services
Headwaters has a long history of providing management and disposal services for coal 
combustion residuals and other industrial byproducts. As the complexity of managing 
these residuals increases, due mainly to new regulatory requirements, Headwaters is able 
to offer the experience and capabilities to create comprehensive disposal programs for 
utilities and industrial facilities of all sizes. Headwaters’ site service activities complement 
managing and marketing fly ash by assisting utilities in coal ash disposal.

Headwaters has site service activities at more than 15 locations in the Eastern United 
States and is currently bidding for several more. In early fiscal 2012, we will start-up 
two new operations, one at Prairie State Generating Company’s (“PSGC”) Marisa, Illinois 
plant, and the other at Dominion Power’s Virginia City plant (“VC Plant”).

The PSGC plant consists of two 800 megawatt 
super-critical pulverized coal (“PC”) units. Unit 
1 had first-fire in September 2011 and Unit 2 is 
scheduled for January of 2012. The two units are 
expected to produce 3.6 to 3.8 million tons of fly 
ash, gypsum and bottom ash; design capacity 
for the two units is up to 4.8 million tons of coal 
combustion waste per year. 

Headwaters has been involved in the develop-
ment of the Prairie State Generating Company’s 
site for the last two years. We have cleared and 
graded more than 200 acres of previously 
strip-mined land, constructed a 73 acre cell for 
placement of fly ash, installed a 2.5 mile rail spur 
and a rotary car dumper, and built a mobile equip-
ment maintenance building and office complex. 
The site services team has also developed more 
than 100 acres of land from the previous strip 
mining activities which will be used for agricul-
tural purposes.

Under a long-term operating agreement, 
Headwaters will receive and place approximately 
13,000 tons a day of a fly ash, gypsum and 
bottom ash mixture. Operating the loading and 
unloading facilities, Headwaters will load the coal 
combustion waste into a 110-railcar unit train 
which will be transported to the Prairie State 
disposal facility. 

The VC Plant is a 530 megawatt coal fired boiler 
(“CFB”) unit and will produce 1.8 million tons of 
CFB ash annually. The plant is located in Southwest 
Virginia and will burn locally mined coal as well 
as a variety of wood products. In preparation 
for the January startup, Headwaters is building 
a maintenance shop and office. Headwaters’ 
personnel will operate the fly ash silos and mixers 
and perform maintenance and cleanup services at 
the silo complex. 

 

f ly ash
The ARTBA study also explored how states 
would need to forego the additional 
benefits and savings derived from using 
fly ash in new, high performance concrete. 
Fly ash is a key component of high 
performance concrete pavement designed 
for a lifespan of 30 to 60 years for concrete 
roads, compared to the current average of 
20 to 25 years.

According to the ARTBA study, the 
estimated savings from the increased 
durability of various fly ash concrete life 
spans would be as follows:

$25 billion over 20 years ($1.2 billion per 
year average) if all concrete roadways were 
designed with fly ash concrete materials 
to last 35 years, compared to the current 
national average of 20 to 25 years.

$33 billion over 20 years ($1.7 billion 
per year) if all concrete roadway repair 
and reconstruction work used fly ash as 
concrete with a 40-year life span.

$52 billion over 20 years ($2.6 billion per 
year) if all concrete roadway repair and 
reconstruction work used fly ash concrete 
with a 50-year life span.

$65 billion over 20 years ($3.3 billion per 
year) if all concrete roadway repair and 
reconstruction work used fly ash concrete 
with a 60-year life span.

Headwaters provided fly ash as a partial 
replacement for portland cement used 
in the concrete walls of the new Utah 
Museum of Natural History. The museum 
opened in November 2011, and will be 
seeking LEED certification with the U.S. 
Green Building Council.

Headwaters Plant Services 
(“HPS”) division was formed 
to focus exclusively on utility 
and industrial services such 
as coal ash management 
and disposal

Beyond the traditional material and life cycle 
cost of repaving and reconstructing concrete 
roadways if fly ash were not available, there 
is an opportunity cost if states are spending 
more of their resources on these activities. 
Put another way, states may have to forego 
additional projects that would increase safety, 
add capacity, improve alignments or provide 
additional user benefits because they are 
spending more resources on basic repaving 
and reconstruction work. 

65
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Headwaters holds a unique position in today’s manufactured stone marketplace by 
offering a diverse portfolio of three highly distinctive stone veneer brands. Combined, 
our three brands make Headwaters the manufactured architectural stone market leader, 
while providing alternatively crafted design solutions for our customers.

As part of our competitive strategy each brand has a unique product offering, pricing 
and distribution system. This successful approach ensures that Headwaters will play a 
leading role in what continues to be a highly diverse marketplace. Recent design trends 

show manufactured stone veneer is being considered 
for a wider variety of applications including residential, 
commercial and interior design projects. Headwaters is 
also committed to implementing sustainable practices 
whenever possible. Steps have been taken at various 
plants across the country to include recycled water, fly ash 
and regrind to our stone mixes. 

Headwaters’ high end brand, Eldorado Stone, is the 
industry leader, providing believable, hand-crafted 
stone profiles with an unsurpassed level of authenticity. 
Innovation, beauty, and a commitment to unbelievable 
customer service continues to impress our dedicated 
architectural specifiers. Distribution channels are 
primarily focused on a nationwide network of masonry 
wholesale distributors.

Dutch Quality Stone offers unique craftsmanship, reflective 
of its strong Amish heritage in Ohio, where the brand 
originated. This heritage explains why Dutch Quality has 
become an industry leading brand, reflecting quality and 
consistency. Skilled craftsmanship and fast turnaround 
have earned Dutch Quality a loyal customer base. Sales are 
generated primarily from a network of masonry brick and 
block dealers and distributors. 

Stonecraft, the third manufactured stone veneer brand 
in the Headwaters family, performs well because of its 
extremely competitive pricing coupled with a varied, 
but limited profile offering. It also employs a multi-
tiered distribution strategy, including one and two step 
distribution, and Big Box retail sales. 

8

manufactured stone

Headwaters has a leading market position in its core accessories business, with over 75% market share. 
Its history of innovation stretches back to 1961, when it introduced the first portable brake for the 
aluminum trim industry. Today, we are a premier provider of innovative exterior building products, 
including manufactured slate and shake roofing products, siding, shutters, tool systems, egress 
systems and siding components. 

Headwaters manufactures and markets millions of siding units each year. These siding products 
deliver easy installation with great efficiency and quality. Keeping both contractors and homeowners in 
mind, Headwaters has created siding products that install quickly, look beautiful, and provide maintenance-
free durability year round. We pride ourselves on both top-quality products and top-quality service. 

Our Light Building Products segment is at the forefront of making changes to enhance the environment. 
As a proud member of the U.S. Green Building Council, we manufacture products that minimize waste by 
utilizing roughly 99% of our internal regrind material in various products, conserving natural resources, and 
offering points toward USGBC LEED program certification for sustainable projects. Our products also require 
less energy to manufacture and install.  

To celebrate the 50 Year Anniversary of its siding accessories business, Headwaters introduced its Pro 50 
Anniversary Brake, which includes several improvements to the original design. A moving-hinge system 
eliminates hinge wear and material scraping and allows the hinge to be easily removed for cleaning and 
lubricating. Improved hinge geometry allows for easier bending while a dual-durometer urethane strip grips 
work pieces, but is rigid where metal is pressed against the brake’s anvil.

Foundry Brick is the latest offering in our Foundry specialty siding brand, delivering the durability, installation 
efficiency and authenticity prevalent across The Foundry’s range of premium vinyl stone and cedar 
profiles.    With meticulous and deep detail, Foundry Brick is a true-to-the-eye brick siding panel featuring 
texture that appeals to both senses of sight and touch. The brick-by-brick approach begins by casting real 
kiln-fired clay brick, and then integrating a natural, attractive grout line for genuine believability.

accessories / siding

HEADWATERS’ LIGHT BUILDING PRODUCTS MISSION
To be the brand experience leader in innovative building products 
through superior design, manufacturing and channel distribution

Headwaters’ Light Building Prod-
ucts offers a wide range of building 
solutions. Recognized category 
segments include manufactured 
stone, siding accessories and spe-
cialty siding, roofing, and siding 
tool systems. Headwaters’ shutter 
product brands can be purchased 
at more than 5,000 wholesale, spe-
cialty and retail points in the United 
States, Canada and overseas. 

7



Fiscal 2011 was a year of continued expansion for Headwaters’ 
block and brick business in the Texas market. In September 
2010, Headwaters acquired Western Brick, a distributor of clay 
brick, antique brick and thin brick, both for the residential 
and commercial markets. By the end of September 2011, the 
Western Brick business was fully integrated into Headwaters’ 
regional block business. 

During the last 10 years, the business has continued its retail 
expansion, which has further contributed to the diversification 
of its customer base and product lines. We are expanding our 
existing block business by adding additional product offerings, 
primarily landscaping products into retail distribution. The block 
business’ foundation repair product sales finished fiscal 2011 
well ahead of expectations, due primarily to extreme drought 
conditions in the Texas region.

Headwaters will continue to diversify its product lines and 
expand outside the Texas market as it begins to introduce its 
new polished block product in 2012. This product far exceeds the 
look, feel and finish of ground face or burnished block, which is 
the current “state of the art” architectural concrete masonry unit 
(“CMU”). Headwaters is one of only two companies that will offer 
this product selection to architects and builders nationwide.

block & brick

Headwaters operates five manufacturing plants 
strategically located across the state of Texas. 
The manufacturing process of Headwaters’ CMU 
consists of 100% locally extracted materials utilizing 
post and pre-consumer aggregates. Among these 
aggregates is the vertical integration of fly ash, which 
is introduced into the manufacturing of the CMU 
as a partial replacement for portland cement. The 
use of fly ash strengthens our block product, and 
helps mitigate the CO2 emissions caused from the 
production of portland cement. 

The sustainable characteristics of our block include 
increased life cycle environmental value, optimized 
energy performance through thermal massing 
qualities that improve energy efficiency and 
achieve high R-values, enhanced durability and 
reduced maintenance. Headwaters is committed 
to sustainable practices from the manufacturing 
process to the end user. 
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Headwaters Construction Materials’ showroom 
in Houston, TX displays Headwaters’ various 
block and brick products.
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Forward Looking Statements

Certain statements contained in this report 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 marketing of coal combustion products 
(“CCPs”), services to electric utilities related to the management of CCPs, the production and marketing of building products, the production and marketing of cleaned coal, 
the licensing of heavy oil hydrocracking technology and catalyst sales to oil refineries, the availability of refined coal tax credits, the development, commercialization, and 
financing of new technologies 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, catalysts, 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. Words such as 
“may,” “should,” “intends,” “plans,” “expects,” “anticipates,” “targets,” “goals,” “projects,” “believes,” “seeks,” “estimates,” “forecasts,” 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 per-
formance, 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, 2011, 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 
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 accessed through the investor relations section of our web site.
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