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In addition to maximizing the value of and expanding capacity in our
existing plants, we plan to grow by acquiring and building new facilities
in high-density markets in both the U.S. and in select international

markets, primarily in Europe and Asia.

taking the initiative worldwide

In particular,we see significant opportunity in the United Kingdom,where
we opened a development office last year. A European Union directive
requires a 65% reduction in the amount of biodegradable municipal solid
waste in landfills by the year 2020. To meet that requirement, the U.K.
estimates it will need to triple its energy-from-waste capabilities. The
need is there, and so is Covanta.

We also see growth opportunity in China, where 160 cities have
populations of one million or more.The Chinese government, in its effort
to come to grips with about 280-million tons of municipal solid waste a
year, is pushing to increase energy-from-waste capacity from less than 2%
of total disposal today to 30% by 2030.

In February 2007, we signed an agreement to purchase a 40%
stake in a Chinese company that shares our enthusiasm for environmentally
responsible waste disposal and clean renewable energy. That company,
Chongqing Sanfeng Environmental, has built and now operates two
modern energy-from-waste facilities. They also share our commitment
to grow the business in China by providing world-class service for

municipal clients.

we see exciting days ahead

As productive and exciting as 2006 was for all of us at Covanta, the months
and years ahead should be even more so.We’ve strengthened our balance
sheet, sharpened our focus on growth and begun to better articulate the
value we deliver to our clients, our shareholders... and to our planet.
All this 1s part of our ongoing effort to make Covanta an even stronger
company tomorrow than it is today.

We wish to thank all of our clients and partners for their trust
and support. We especially wish to thank our 3,300 Covanta employees
around the world. Their belief in our business, together with their
contributions to it, are what breathe life into our goals and make our
highest aspirations possible. Their great work, exceptional stewardship
and dedication to the future of Covanta will continue to deliver value to

our clients and wealth to our shareholders. |
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The Business of Cleaning Up.

The necessity to clean up our world has never been more urgent. With every
year that passes, our growing human family consumes more energy and pro-
duces more trash. This trend is stressing the earth’s precious natural resources
and,if not reversed, could lead to energy shortages and climate change.

For Covanta, this challenge represents both a call to action and an
extraordinary opportunity for growth.

To produce clean, renewable energy our facilities use one of the
most readily available fuels imaginable—municipal waste. In the United
States alone, we convert more than 15-million tons of municipal waste a

year into almost 10% of the country’s non-hydro renewable electricity.

Of all the renewable energy sources, energy-from-waste is the
most consistently reliable.

To satisty society’s insatiable demand for energy, many types of earth-
friendly technologies such as wind, solar, hydro and energy-from-waste
will have to grow. Each of these proven technologies offers its own unique
benefit. But since trash is an abundant, year-round commodity, energy-
from-waste stands out as the most reliable source of electricity. Covanta’s
energy-from-waste facilities operate around the clock, producing electricity
that consumers can count on whenever they decide to flip the switch.

Our power generation facilities—together with the advanced
technologies they employ—contribute in other important ways to a cleaner
world. For one, they are helping to break our society’s addiction to fossil
fuels. By burning waste instead of coal or oil, Covanta operations around
the world are also helping to reduce the amount of climate-changing
greenhouse gases that might otherwise result from more traditional

methods of power production.

reducing reliance on landfills

What’s more, our facilities help to lessen dependence on landfills, a
significant source of the potent greenhouse gas methane. We not only help
municipalities manage their waste, we also offer an important way to lessen
the impact landfills can have on our environment.

For us, environmental awareness begins at home. Our plants
employ state-of-the-art furnaces that typically exceed 2000°F to use waste
efficiently and cleanly. Combustion at this temperature reduces every 10
cubic yards of trash to about one cubic yard of ash. This 10-to-1 reduction

helps take enormous pressure off municipal landfills.
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meeting the highest standards

Our contribution to a cleaner world does not end there. A typical Covanta
plant removes for recycling thousands of tons of metals from municipal waste.
And, with the help of our state-of-the-art emission control technologies,
our facilities not only meet, but routinely exceed, some of the world’s
strictest air quality control standards. Our compliance with these standards is

continuously and automatically reported to regulatory agencies.

Covanta is on the cutting edge of technology that
makes clean energy-from-waste.

The fact that Covanta has been on the cutting edge of technology for
years has helped make energy-from-waste the clean technology it is today.
To remove soot and ash, along with the contaminants they can carry, we
pioneered installation of baghouse technologies in the 1980s. These systems
operate like giant vacuum cleaners, each using hundreds of fabric filter
bags to trap particles both large and small.

In 1990 we took the vanguard once again, working with the
U.S. Environmental Protection Agency (EPA) to test and then employ
a new technology that reduced mercury by 90% or more. Today these and
other technologies are standard in the industry. And as a result, the EPA
has found that modern energy-from-waste plants have “less environmental
impact than almost any other source of electricity.”

Still, we continue to push the envelope. After a year of extensive
testing, we are introducing a new technology capable of cutting nitrogen
oxide (NOx) emissions in half. And we will continue to invest in research
and development to stay at the forefront of progress.

Doing good for the environment is its own reward, of course. But

these efforts also provide benefits to Covanta... and its shareholders.

striving constantly for excellence

Our goal is to become the world’s leading energy-from-waste company.
We are already the largest in North America by far with 31 operating
facilities in the United States. Over the last 20 years, Covanta has developed
an unparalleled expertise in making energy-from-waste. Designing and
building 20 facilities, and operating almost every proven technology that
exists, we have accumulated a vast amount of know-how. Our knowledge
and experience position us to effectively compete in promising markets
around the world. We are already moving aggressively in China and the

United Kingdom.
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WELL-TRAVELED

Increasing
Economic and
Environmental Cost

Over 30-million tons cross state
lines for disposal every year.
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Less tangible, perhaps, but an equally important indicator of future success
is Covanta’s unique corporate culture. Our culture incorporates attributes
that are easier to feel than to describe. But that doesn’t stop us from trying.

One example: We continue to be recognized for both our cont-
ributions to the environment and for the safe operation of our facilities.
Over half of Covanta’s facilities in the United States have been awarded a
Voluntary Protection Programs (VPP) star by the U.S. Occupational Safety
and Health Administration. A remarkable achievement when you consider
only one of every 3,000 industrial facilities in the country has been so
honored.This does more than put us in an elite group of companies, it also

underscores the commitment of our employees to doing things right.

We continue to be recognized for both our contributions to
the environment and the safe operations of our facilities.

Our commitment to the health of our planet, together with our safety
performance, says something very important about our company. Stated
simply, we care. We care about what we do. We care about the client
communities we serve. And we care about the great group of people who

make it all happen, day-in and day-out: the 3,300 employees of Covanta.

competence, experience, commitment
Our people work hard every day to protect our good standing—together
with the level of trust that we’ve developed—in each of the communities
we serve. Our employees live in these communities. Their children attend
school there. Good citizenship is as essential to their nature as it is to ours.
During the more than two decades we’ve been in business, our
record of safety and environmental stewardship has continued to reflect
the competence, experience and commitment we bring to every Covanta
project. It not only points to our passion for what we do, it also shows how
much we care about those we do it for.
After all, as we see it, there’s no better job on the planet than

producing energy for a cleaner world. [l
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Voluntary Protection Programs
An OSHA Cooperative Program



PERFORMANCE GRAPH

The following graph sets forth a comparison of the yearly percentage change in the Company’s cumulative total
stockholder return on common stock with the Standard & Poor’s 500 Index* and the Dow Jones Waste & Disposal
Services Index (“D] Waste & Disposal Services Index”).** The foregoing cumulative total returns are computed assuming
(a) an initial investment of $100, and (b) the reinvestment of dividends at the frequency which dividends were paid during
the applicable years. The Company has never paid any dividends on shares of common stock. The graph below reflects

comparative information for the five fiscal years beginning with the close of trading on December 31,2001, and ending

December 31,2006.The stockholder return reflected below is not necessarily indicative of future performance.
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* The Standard & Poor’s 500 Stock Index is a capitalization—weighted index of 500 stocks designed to measure performance of the broad domestic economy through

changes in the aggregate market value of 500 stocks representing all major industries.

** The DJ Waste & Disposal Services Index is maintained by Dow Jones & Company, Inc. As described by Dow Jones, the DJ Waste & Services Index consists of providers

of pollution control and environmental services for the management, recovery and disposal of solid and hazardous waste materials, such as landfills and recycling centers.
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SELECTED FINANCIAL DATA
STATEMENTS OF OPERATIONS DATA

(In thousands, except per share amounts)

For the Years Ended December 31,

OPERATING REVENUES =Ll 2095 (1) 2090
Waste and service revenues $ 817,633 $ 638,503 $ 372,748
Electricity and steam sales 433,834 322,770 181,074
Other operating revenues 17,069 17,490 22,374
Total operating revenues 1,268,536 978,763 576,196
OPERATING EXPENSES
Plant operating expenses 712,156 559,638 349,502
Depreciation and amortization expense 193,217 124,925 53,282
Net interest expense on project debt 60,210 §2,431 32,586
Other operating expenses 2,504 11,015 16,560
General and administrative expenses 73,599 67,481 47,396
California Grantor Trust Settlement _ 10,342 _
Restructuring charges _ 2,765 _
Acquisition-related charges _ 3,950 _
Total operating expenses 1,041,776 832,547 499,326
Operating income 226,760 146,216 76,870
Operating income as a percentage of revenue 18% 15% 13%
OTHER INCOME (EXPENSE):
Investment income 11,770 6,129 2,343
Interest expense (113,960) (89,973) (43,739)
Loss on extinguishment of debt (2,342) _ _
Gain on derivative instruments, ACL warrants _ 15,193 _
Total other expenses (104,532) (68,651) (41,396)
Income before income tax expense, minority
interests and equity in net income from
unconsolidated investments 122,228 77,565 35,474
Income tax expense (38,465) (34,651) (11,535)
Minority interests (6,610) (9,197) (6,869)
Equity in net income from unconsolidated investments 28,636 25,609 17,024
NET INCOME $ 105,789 $ 59,326 $ 34,094
Income per share of common stock—basic $ 0.73 $ 0.49 $ 0.39
Income per share of common stock—diluted $ 0.72 $ 0.46 $ 0.37

(1) Includes the results of operations for Covanta ARC Holdings, Inc. from June 25 through December 31, 2005.

(2) Includes the results of Covanta Energy Corporation from March 11 through December 31, 2004.




BALANCE SHEET DATA

(In thousands)
As of December 31,
ASSETS 2006 (1) 2006 2005
(Unaudited)
Cash and cash equivalents $ 124,948 $ 233,442 $ 128,556
Reestricted funds held in trust 368,972 407,921 447,432
Property, plant and equipment, net 2,637,923 2,637,923 2,724,843
Total Assets 4,281,003 4,437,820 4,702,165
Long-term debt 1,023,851 1,260,123 1,308,119
Project debt 1,435,947 1,435,947 1,598,284
Total liabilities 3,384,161 3,655,987 4,022,296
Stockholders’ equity 854,221 739,152 599,241

(1) These balance sheet amounts were prepared on a pro forma basis as if the recapitalization plan was fully implemented

on December 31, 2006.

STATEMENTS OF CASH FLOWS DATA

(In thousands)

For the Years Ended December 31,

2006 2005 (1) 2004 (2)

Cash flow provided by operating activities $ 309,247 $ 208,259 $ 108,353
Purchase of Covanta ARC Holdings, Inc. (2005) and

Covanta Energy Corporation (2004) — (747,348) (36,400)
Cash acquired from Covanta ARC Holdings, Inc. (2005)

and Covanta Energy Corporation (2004) — 62,358 57,795
Purchase of property, plant and equipment (54,267) (23,527) (11,999)
Proceeds from rights offering, net 20,498 395,791 41,021
Proceeds from borrowings on long-term debt 97,619 675,000 —
Principal payments on long-term debt (140,638) (368,432) (19,673)
Principal payments on project debt (151,095) (188,975) (67,943)
Net increase in cash and cash equivalents 104,886 32,408 78,196
Cash paid for interest 205,807 154,545 66,917
Cash paid for income taxes 17,398 16,737 24,207

(1) Includes the results of operations for Covanta ARC Holdings, Inc. from June 25 through December 31, 2005.

(2) Includes the results of Covanta Energy Corporation from March 11 through December 31, 2004.
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BOARD OF DIRECTORS AND EXECUTIVE OFFICERS

BOARD OF DIRECTORS

Samuel Zell

Chairman of the Board

Covanta Holding Corporation
Chairman of the Board

Equity Group Investments, LLC

David M. Barse
President and Chief Executive Officer
Third Avenue Management LLC

Ronald J. Broglio
President
RJB Associates

Peter C.B. Bynoe
Partner
DLA Piper US,LLP

Richard L. Huber
Managing Director, Chief Executive Officer
and Principal

Norte Sur Partners

Anthony J. Orlando
President and Chief Executive Officer

Covanta Holding Corporation

William C. Pate
Managing Director
Equity Group Investments, LLC

Robert S. Silberman
Chairman of the Board of Directors
and Chief Executive Officer

Strayer Education, Inc.

Jean Smith
Managing Director
Plainfield Asset Management LLC

Clayton Yeutter
Senior Advisor
Hogan & Hartson LLP

EXECUTIVE OFFICERS

Anthony J. Orlando
President and Chief Executive Officer

John Klett
Senior Vice President and Chief Operating Officer

Covanta Energy Corporation

Mark A. Pytosh
Senior Vice President and Chief Financial Officer

Timothy J. Simpson
Senior Vice President, General Counsel

and Secretary

Thomas E. Bucks
Vice President and Chief Accounting Officer

In 2006, our Chief Executive Officer submitted to the New York Stock Exchange (“NYSE”) the annual certification regarding Covanta’s compliance
with the NYSE’ corporate governance listing standards, stating that he was not aware of any violation of the N'YSE corporate governance listing standards.
In addition, our Chief Executive Officer and Chief Financial Officer provided all certifications required by the Securities and Exchange Commission

regarding the quality of Covanta’s public disclosures in its reports during 2006.



SHAREHOLDER INFORMATION

CORPORATE OFFICE
Covanta Holding Corporation
40 Lane Road

Fairfield, NJ 07004

www.covantaholding.com
INDEPENDENT ACCOUNTANTS AND AUDITORS
Ernst & Young LLP

Metropark, NJ

INVESTOR SERVICES

TRANSFER AGENT

American Stock Transfer and Trust Company
59 Maiden Lane

Plaza Level

New York, NY 10038

OVERNIGHT ADDRESS

American Stock Transfer and Trust Company
Operations Center

6201 15th Avenue

Brooklyn, NY 11219

If you have questions regarding security ownership or

would like to request printed information, including the 800 937 5449
most recent Form 10-K, please contact the Company’s 718 921 8124
Investor Relations Department. Write to the corporate 718 236 2641 Fax

office address or call 973.882.7001.

Please send change of address notices directly

to the transfer agent.

This 2006 Annual Report to Shareholders (“2006 Annual Report”) contains an overview of our business, as well as information regarding our operations
during fiscal 2006 and other information that our shareholders may find useful. Our 2006 Annual Report includes certain items from our Annual Report
on Form 10-K for the fiscal year ended December 31,2006 filed with the U.S. Securities and Exchange Commission (“SEC”) on February 26,2007. (the
“2006 Form 10-K”). Please note, however, that the 2006 Form 10-K is not incorporated by reference into this 2006 Annual Report.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain statements in this 2006 Annual Report and in our 2006 Form 10-K may constitute “forward-looking” statements as defined in Section
27A of the Securities Act of 1933 (the “Securities Act”), Section 21E of the Securities Exchange Act of 1934 (the “Exchange Act”), the Private
Securities Litigation Reform Act of 1995 (the “PSLRA”) or in releases made by the SEC, all as may be amended from time to time. Such forward-
looking statements involve known and unknown risks, uncertainties and other important factors that could cause the actual results, performance or
achievements of Covanta or industry results, to differ materially from any future results, performance or achievements expressed or implied by such
forward-looking statements. Statements that are not historical fact are forward-looking statements. Forward-looking statements can be identified by,

s i s e

among other things, the use of forward-looking language, such as the words “plan,” “believe,” “expect,” “anticipate,” “intend,” “estimate,” “project,’
g g g languag )
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“may,”“will,” “would,”“could,”“should,”“seeks,” or “scheduled to,” or other similar words, or the negative of these terms or other variations of these
terms or comparable language, or by discussion of strategy or intentions. These cautionary statements are being made pursuant to the Securities Act, the
Exchange Act and the PSLR A with the intention of obtaining the benefits of the “safe harbor” provisions of such laws. Covanta cautions investors that
any forward-looking statements made by Covanta are not guarantees nor are they indicative of future performance. Important assumptions and other
important factors that could cause actual results to differ materially from those forward-looking statements with respect to Covanta, include, but are
not limited to, the risks and uncertainties affecting their businesses described in Item 1A of our 2006 Form 10-K for the year ended December 31,2006

and in other securities filings by Covanta.

Although Covanta believes that its plans, intentions and expectations reflected in or suggested by such forward-looking statements are reasonable,
actual results could differ materially from a projection or assumption in any of its forward-looking statements. Covanta’s future financial condition and
results of operations, as well as any forward-looking statements, are subject to change, inherent risks and uncertainties. The forward-looking statements
contained in this 2006 Annual Report are made only as of the date hereof and Covanta does not have or undertake any obligation to update or revise

any forward-looking statements whether as a result of new information, subsequent events or otherwise, unless otherwise required by law.
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ABOUT THE PRODUCTION OF THIS BOOK

PRINTING

This book was printed in its entirety using the latest ultraviolet (UV) technology. UV inks
do not produce harmful by-products like standard printing inks. This eliminates the need
for solvents that release volatile organic compounds (VOCs) into the atmosphere. Empty ink
containers require no special disposal method and UV printed material can be safely recycled.
The printer of this book is FSC certified, ensuring that they meet the highest standards of

responsible forest management.

PAPER

The non-translucent paper in this book is Neenah Environment PC100, which is man-
ufactured from 100% post-consumer fiber. It has a neutral pH and is processed without the
use of chlorine chemistry. Neenah Environment PC100 is also certified by Smart Wood,
a program of the Rainforest Alliance, to the FSC standards. The translucent cover is Glama
Natural Recycled, which is manufactured from 30% post-consumer waste. Glama Natural is

elemental chlorine free,lignin and acid free, and fully recyclable.

Covanta Holding Corporation
40 Lane Road
Fairfield,NJ 07004
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