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NATIONAL COAL CORP.
8915 George William Road
Knoxville, Tennessee 37923

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
To Be HeldThursdayJune 262008

To theSharéolders ofNational Coal Cqp.:

The 2008Annual Meeting ofShareholdes of National Coal Corpwill be held athe Loews
Denver Hotel, 4150 East Mississippi Avenue, Denver,oc@@hursday June 262008at 10:00 a.m.
MountainStandardrime, for the following purposes:

1. To electfour (4) Directors to hold office until the 20Gannual meeting or until their
successors are elected and qualifeetj

2. To transact such other business as may properly come before the meeting or any
adjournments or postponements thereof.

The Board of Directorhas fixed the close of businessiay 9, 2008, as the record date for
determination oshareholdes entitled to notice of, and to vote at, the meeting and any of its adjournments
or postponements.

You are cordially invited to attend the Annual Meetingp@nrson. However, you must be a
shareholdepf record at the close of businesshMay 9, 2008to vote at the meetingf your shares are
held in street name, younust obtain a Proxy, executed in your favor, from the holder of record in
order to be able tovote at the Annual Meeting Regardless of whether or not you will attend, please
mark, date, sign and return the enclosed proxy.

By Order of the Board of Directors

/s/ Kenneth Scott
Kenneth Scott
Chairman of the Board

April 29, 2008

YOUR VOTE IS IMPO RTANT. WHETHER OR NOT YOU EXPECT TO ATTEND THE
ANNUAL MEETING OF SHAREHOLDERSS, PLEASE MARK, DATE, SIGN AND RETURN
PROMPTLY THE ENCLOSED PROXY IN THE STAMPED RETURN ENVELOPE
PROVIDED. YOUR PROMPT RETURN OF THE PROXY WILL HELP AVOID THE
ADDITIONAL EXPENSE O F FURTHER SOLICITATION TO ASSURE A QUORUM AT THE
MEETING.

THE ANNUAL MEETING IS ON JUNE 26, 2008
PLEASE RETURN YOUR PROXY IN TIME



NATIONAL COAL CORP.
8915 George William Road
Knoxville, Tennessee 37923

PROXY STATEMENT FOR ANNUAL MEETING OF SHAREHOLDERS
To Be HeldThursdayJune 262008

GENERAL INFORMATION AND VOTING RIGHTS

This proxy statemerfthe Proxy Statemengind the enclosed proxy are furnished in connection
with the solicitation of proxies by the Board of DirectordNational Coal Corp.aFlorida corporation,
for use at the 2@Annual Meeting ofShareholdex (the Annual Meeting) to be heldtheLoews Denver
Hotel, 4150 East Mississippi Avenue, Denver, @Orhursday June 262008at 10:00 a.mMountain
Standardlime, and any adjournments argiponements thereof. Enclosed with this Proxy Statement is a
copy of our Annual Report, which includes our FormKL@without exhibits), for the fiscal year ended
December 31, 200 However, the Annual Report is not intended be a part of this Proxgntat or a
solicitation of proxies. We anticipate that the Proxy Statement and enclosed proxy will first be mailed or
given toour shareholdes on or aboudune 12008

Your vote is important. If your shares are registered in your name, youstzaeedlder of
record. If your shares are in the name of your broker or bank, your shares are held in street name. We
encourage you to vote by proxy so that your shares will be represented and voted at the meeting even if
you cannot attend. A#lhareholdes can vote by written proxy card. Your submitting the enclosed proxy
will not limit your right to vote at the Annual Meeting if you later decide to attend in person. If your
shares are held in street name, you must obtain a proxy, executed in your davaheftholder of record
in order to be able to vote at the meeting. If you ateaeeholdeof record, you may revoke your proxy
at any time before the meeting either by filing with the Corporate Secrethigtiohal Coal at our
principal executive oftes, a written notice of revocation or a duly executed proxy bearing a later date, or
by attending the Annual Meeting and expressing a desire to vote your shares in person. All shares
entitled to vote and represented by properly executed proxies repeioetb the Annual Meeting, and
not revoked, will be voted at the Annual Meeting in accordance with the instructions indicated on those
proxies. If no instructions are indicated on a properly executed proxy, the shares represented by that
proxy will bevoted as recommended by the Board of Directors.

Only holders of record of our common staukd series A convertible preferred statkhe close
of business oMay 9,200 will be entitled to vote at the Annual Meeting on the proposals described in
this Poxy StatementEach share of our common stock outstanding on the record date is entitled to one
vote on each of thiour director nominees and one vote on each other mati@ders of our series A
convertible preferred stock have the right to vote withcommon stock based on the number of
common shares into which the series A convertible preferred shares could be converted on the record
date. On the record dat¢here wereutstanding28,819,931shares of common stoakd133.33shares
of seriesA convertible preferred stock convertible irt&9952shares of common stockor a maximum
of 29,239,883/0tes that may be cast at the Annual MeetiBbareholdes may not cumulate votes in the
election of directors.

If any other matters are properly pretgehfor consideration at the Annual Meeting, including,
among other things, consideration of a motion to adjourn the meeting to another time or place in order to
solicit additional proxies in favor of the nominees of the Board of Directors, the persoed asproxies
and acting thereunder will have discretion to vote on these matters according to their best judgment to the
same extent as the person delivering the proxy would be entitled to vote. At the date this proxy statement
went to press, we did nkhow of any other matter to be raised at the Annual Meeting.



Thefournomi nees f or el ection as diore&ctedrexctwhen e d
elected.

The presence, in person or by proxy, of a majority of the votes entitled to be cast by the
shareholdes entitled to vote at the Annual Meeting is necessary to constitute a quorum. Abstentions and
broker nonvotes will be included in the number of shares present at the Annual Meeting for determining
the presence of a quorum. Abstentions wiltbanted toward the tabulation of votes cast on proposals
submitted teshareholdes and will have the same effect as negative votes, while brokerates on a
proposal are not counted or deemed present or represented for determining skbe¢heides have
approved that proposal. Broker neotes occur when a broker holding customer securities in street name

has not received voting i nst rruocuttiionnesd frnmaotm etrhse, caunsd
barred by the rules of the applicabézgrities exchange from exercising discretionary authority to vote

those securities. Brokers may vote their clients
directors.



PROPOSAL NO. 1
ELECTION OF DIRECTORS

Our Bylawsand Articles of Incorporatin provide that theaumber of members on our Board of
Directorsshall be fixed from time to time exclusively by the Board of Directors, but shall not be less than
one (1) nor more than fifteen (155he number of members comprisingr @oard of Directorgurrently
is fixed atfour.

At the recommendation of the Nominatiagd GovernancEommittee, the Board of Directors
proposes the election of the following nominees as directors

Robert Heinlein
Gerald Malys
Daniel Roling
Kenneth Scdt

Each of the directs elected at the Annual Meeting will serve until the Annual Meeting of
Shareholdes to be held in 2000 r unt il such directordés successor
until such director has otherwise ceased to serve as a director.

Unless othenige instructed, the proxy holders will vote the proxies received by them for the
nominees named above. If any nominee is unable or unwilling to serve as a director at the time of the
Annual Meeting, the proxies will be voted for such other nominee(¢)adisoe designated by the then
current Board of Directors to fill any vacancy. We have no reason to believe that any nominee will be
unable or unwilling to serve if elected as a director.

The principal occupation and certain other information about théne@s and our executive
officers are set forth on the following pages.

The Board of Directors and Nominatingand GovernanceCommittee Unanimously Recommend a

Vote AFORO the Election of t he Nominees

h



DIRECTORS AND EXECUTIVE OFFICERS

The following table sets forth certain information with respeatstingdirectors, nominees,
and executive officers of National Coal Corpoéépril 29, 20@. All of the nominees currently are
directors of National Coal.

Name Age Position with National Coal

Nominees

Robert Heinlein.................. 44  Director

Gerald Malys..........cccceeeee.e. 63 Director

Daniel Roling..........ccccce.. 58 President, Chief Executive Officer and Director
Kenneth Scott..........cc..c...... 65  Chairman of the Board

Other Executive Officers:

Michael R. Castle............... 48 Senior Vice Presieht, Chief Financial Officer
Charles Kite.......cccovevvuveennn.. 63 Senior Vice PresidenGeneral Counsel
William Snodgrass............. 44  Chief Operating Officeand Senior Vice President of

Business Development

Board of Directors andNominees

Robert Heinlein has served as a dater since April 1, 2005. Since 2003 Mr. Heinlein has
worked as a business consultant with respect to Sariadeyg regulations. From August 2000 through
2003, Mr. Heinlein was a private investor. From June 1994 through August 2000, Mr. Heinleirirserved
various management positions with Boca Research, Inc., including as Vice President of Finance and
Chief Financial Officer from August 1999 to August 2000 and as Vice President, Corporate Comptroller
and Treasurer from July 1998 to August 1999. Mrnkéén is a Certified Public Accountant. Mr.
Heinlein has a Bachel or6s and Masterods degree in

Gerald Malys has served as a director since November 2006. Mr. Malys is Senior Vice
President, Finance and Chief &itial Officer of Apex Silver Mines Limited, a position he has held since
June 2006. Mr. Malys was a private investor from 1999 to June 2006. Prior to this position, Mr. Malys
was employed in positions of increasing authority by Cyprus Amax Minerals Cgrinoam 1985 to
1999. He served as a director of Amax Gold Inc. from 1993 to 1998 and of Kinross Gold Corporation
from 1998 to 1999. Mr. Malys has a Bachelor of Science degree in accounting from Gannon University,
is a Certified Public Accountant and amrger of the American Institute of Certified Public Accountants.

Daniel Roling is President and Chief Executive Officer of National Coal Corp., positions he has
held since February 2007 and August 2006, respectively. Prior to joining the Company, My. Rolin
served as a financial analyst in the metals and mining industries for more than 25 years. He joined Merrill
Lynch in 1981, and was r ank e dAmerican Resdaich Tedmeandlthe st i t u
Greenwi ch Associ atascadongstahding membdr of theRlatibniallCgal Gowncil.
He holds a bachelordéds degree in accounting from t
of Kansas. He is a certified public accountant (C®&hartered Financial Analyst (CFAnd amember

of the American Institute of Certified Public Accountants.

Kenneth Scotthas served as a director since April 1, 2Ci% as Chairman of the Board since
Jwne 25,2007 Mr. Scott has been a Partner with Colonnade Strategies, LLC a businessrapfigult
since 2002. Prior to joining Colonnade Strategies, LLC, Mr. Scott was the Executive Vice President for
Europe and Vice President, Energy Industry, for Perot Systems Corporation, which provides teehnology



based business solutions to help orgditra worldwide control costs and cultivate growth. Mr. Scott
worked for Perot Systems Corporation from 1998 through 2002.

Other Executive Officers

Michael R. Castlehas served as our Senior Vice President and Chief Financial Officer since
December 200@nd serves as our principal financial and accounting officer. E€&®until joining us
Mr. Castlewas in professional practice specializing in management advisory and consulting services. In
his practice he offered various financial and operatiorililsgits designed to help companies grow,
acquire, or sell coal mining and natural gas properties throughout the Kentucky, West Virginia, Ohio,
Tennessee and Virginia region. He also provided income tax planning and compliance services for coal
mining andcoal industry related businesses. From 1991 to 1999, Mr. Castle served as Vice President,
Chief Financial Officer of Quaker Coal Company, Incl2amillion ton per year Kentuckpaseccoal
mining company with over 1,000 employees. Mr. Castle is a {@ertfublic Accountant and received a
B.S. degree in Accounting from the University of Kentucky.

Charles Kite has served as our General Counsel since May 2004, and served as a director from
February 2003 until May 2004. Prior to becoming our General ChiMiseKite, an attorney since 1973,
was our outside corporate counsel, and since 1990 was engaged in general legal practice with the
Tennessee law firm of Kite, Bowen & Associates, P. A., where he specialized in commercial business
representation, tax regsentation and litigation, estate planning, and probate makeys) 1985 to 1990,

Mr. Kite was a senior partner with the law firm of Brabson, Kite & Vance in Sevierville, Tennessee.
Prior to that, he served as an associate at the law offices of lHdskselson, Bearman, Adams,
Williams & Kirsch from 1983 to 1985Mr. Kite served as Senior Trial Attorney with the Chief

Counsel 6s Office of the Internal Revenue Service
College in 1967 with a Bachelof Arts degree, and received his Juris Doctorate degree from the
University of Tennessee in 1973. Charles Kite 1is

William Snodgrasshas served asur Chief Operating Officer sindgugust 2007and as our
Senior Vice Prsident of Business Development since March 2007. Snodgrass served as our
Operations Manager from July 2003 until March 2G06Jas our Chief Operating Officer from May
2006 until March 2007. Mr. Snodgrass also served as our consultant from F0Q@&ity July 2003.
Prior to joining us, Mr. Snodgrass served as superintendent and area manager for Tennessee Mining, Inc.,
a subsidiary of Addington Enterprises, Inc., one of the largest coal companies in the nation, a position he
held from 1994 until Felnary 2003. Mr. Snodgrass has extensive knowledge and expertise in the coal
mining industry and has been involved in numerous mining projects in the Kentucky and Tennessee areas.
Mr. Snodgrass has over 20 years of experience in the coal industry.

The Board and Board Committees

Board of Directors A’ maj ority of our Board of Directors i
directors within the meaning of the applicable rules for companies traded on The NASDAQ Global
Market (NASDAQ). The Boardhasdetermined that eamf Robert HeinleinGerald MalysandKenneth
Scot areindependentlirectors Daniel Rolingdoesnot qualify as independent becausash@National
Coal employee.

In making its determination, the Board considered the objective tests and the sulgsetdit@r
determining who is an fAindependent directoro unde
an independent director must be a person who lacks a relationship that, in the opinion of the Board, would
interfere with the exercise of indepent judgment in carrying out the responsibilities of a director. In
assessing independence under the subjective test, the Board took into account the standards in the
objective tests, and reviewed and discussed additional information provided byetiterdiand the



company with regard to each director 6 <Natbnalsi ness a
CoalandNational Coals management. Based on all of the foregoing, as required by NASDAQ rules, the

Board made a subjective determinates to each independent director that no relationships exists which,

in the opinion of the Board, would interfere with the exercise of independent judgment in carrying out the
responsibilities of a director.

In making its independence determinations,Bbardwill consider transactions occurring since
the beginning ofhe third fiscal year prior to the date of its determinakietweerNational Coalnd
entities associated with the independent directors or members of their immediate family. All dentifie
transactions that appear to relat&tdional Coabnd a person or entity with a known connection to a
directorwill be presented to the Board for consideration. In each case, the\Bitladdterminewvhether,
becausedf he nat ur e oldtionship aithdhe entitycanddor tilesamaurd involved, the
relationship impagdt he di rectord6s independence.

The Board of Directors helti7 general meetings during 200 The Board of Directors also acted
onnineoccasios by unanimous written consentiihg 200/. Each current directpwhile serving as a
director,attended at least 75% of all the meetings of the Board of Directors and those committees on
which he served in 200 While we have not established a policy with respect to members of thedBoa
of Directors attending annual meetings, directors are generally in attendance at the annual meeting of
sharéolders. All four of our directors that were nominated foralection athe2007 annual meeting of
shareholders attended the meeting in person

The Board of Directors regularly maintains/Andit Committee,CompensatiorCommittee and
Nominating andsovernance&Committee and establishes special committees from time to time to perform
specifically delegated functiong.he Board of Directors haslapted a written charter that governs the
conduct and responsibilities of each of thedk Committee,CompensatiotCommittee andNominating
andGovernance&Committee copies of whichmay be found on our website located at
http://www.nationalcoal.comOur Audit Committee heldevenmeetings during 200 our Nominating
and Governance Committbéeldonemeeting during 200 andour Compensation Committeseted on
two occasions by unanimous written consguting 20Q.

Audit Committee The Audit Committee curently consists oRobert Heinlein, Kenneth Scott and
GeraldMalys all | of whom qualify as Aindependento direc
for companies traded on The NASDAQ Global Market (NASDAQuring 200, Robert Heinlein,

KennethScott, Scott Filstrup (who served on the Board until July 2007) and Gerald $éaed orthe

Committee, and/r. Heinlein, a certified public accountant, chaired this commitige Board of

Directors has determined thdt. Heinleini s an faeeéi fi camai @t experto as
401(h)(2) of Regulation-&. The Boardalsohas determined that eaGlommittee member has sufficient
knowledge in reading and understanding financial statements to serve on @@mmittee. The

Committee reviewshe scope and results gfiarterly audit reviews arttie yearend audit with

management and the independent auditors, reviews and discusses the ademuactenial controls

and recommends to the Board of Directors selection of independent auditibies doming year.

Compensation Committed he Compensation Committee of the Board of Directors is primarily
responsible for determining the annual salaries and other compensaticettirs anaxecutive officers
and administeringur equity compensath plans TheCommittee currently consists Bfobert Heinlein,
Kenneth Scott and Gerald Majylof whom qualify as fAindependent o di
the applicable rules for companies traded on NASDAQring 200, Robert Heinlein, KennetBcott,
Scott Filstrup(until his resignation in July 200@nd Gerald Malyserved orthe Committee, and Mr.
Scott chaired this Committedn connection with its deliberations, the Committee seeks the views of the
Chief Executive Officer with respect &ppropriate compensation levels of the other offiaars



periodically recruits compensation experts to provide independent advice regarding market trends and

other competitive consideratiansor further discussion of the role of tBempensation Commeein
determining executive compensation, see the discu
included elsewhere in this proxy statement.

Nominating and Governance CommitteéeheNominating and Governance Committe#fehe
Board of Directorgurrently consists oRobert HeinleinKennethScottand Gerald Malysall of whom
gualify as findependentodo directors within the mea
NASDAQ. During 20, Robert Heinlein, Kenneth Scott, Scott Filstrup and @ekédlysserved orthe
Committee andMr. Filstrup chaired this Committaentil July 2007, after which Mr. Malys has served as
its chairman The Committeeeviews and makes recommendations regarding the functioning of the
Board of Directors as an entiteaommends corporate governance principles applicable to National Coal
and assists the Board of Directors in its reviews of the performance of the Board and each of its
committees.

The Committee alsmeviews those Board members who are candidates fetawion to our
Board of Directors, and makéhe determination to nominate a candidate who is a current member of the
Board of Directors for relection for the nextterm. TlHgo mmi t t eeds met hods f or i de
for election to the Board of Direars (other than those proposed by our shareholders, as discussed below)
include the solicitation of ideas for possible candidates from a number of sbuneesbers of the Board
of Directors; our executives; individuals personally known to the members 8oidrd of Directors; and
other research. We may also from time to time retain one or moreptnitgisearch firms to identify
suitable candidates. The Committee members also nominate outside candidates for inclusion on the Board
of Directors

A NationalCoal shareholder may nominate one or more persons for election as a director at an
annual meeting of shareholders if the shareholder complies with the notice, information and consent
provisions contained in our Bylaws. In addition, the notice must be imad&ing and include (i) the
gualifications of the proposed nominee to serve on the Board of Directors, (ii) the principal occupations
and employment of the proposed nominee during the past five years, (iii) directorships currently held by
the proposedaminee and (iv) a statement that the proposed nominee has consented to the nomination.
The recommendation should be addressed to our Secretary.

Among other matters, the Nominating and Governance Committee members:

e Review the desired experience, mix ofliskand other qualities to assure appropriate Board
composition, taking into account the current Board members and the specific needs of
National Coal and the Board;

e Conduct candidate searches, interview prospective candidates and conduct programs to
introduce candidates to our management and operations, and confirm the appropriate level of
interest of such candidates;

¢ Recommend to the Board qualified candidates who bring the background, knowledge,
experience, independence, skill sets and expertise théd stoengthen and increase the
diversity of the Board,;

e Conduct appropriate inquiries into the background and qualifications of potential nominees;
and

* Review the suitability for continued service as a director of each Board member when he or
she has a sigiicant change in status, such as an employment change, and recommend
whether or not such director should benteninated.



Based on the foregoing, the Nominating and Governance Committee recommended for
nomination.andthe Board of Directors nominateldpbert Heinlein,Gerald Malys Daniel Rolingand
Kenneth Scottor re-election as directors on the Board of Directors, subjesihaneholdeapproval, for a
oneyear term ending on or around the date of th©@2Z0thual Meeting.

Compensation Committee Interlaks and Insider Participation

During 20/, Robert Heinlein, Kenneth Scott, Scott Filstuptil his resignation in July 2007)
and Gerald Malyserved orthe Compensation Committe&lone of these Committee membkeaye
served a®fficers or employees diational Coalandwhile serving on the Committeeere independent
directors pursuant to applicable NASDAQ rules. DuringZ20@ne of our executive officers served on
the compensation committee (or equivalent), or the board of directors, of anothewbatigyexecutive
officer(s) served on our Compensation Committee or Board of Directors.

Code of Ethics

We have adopted a Code of Ethical Conduct that is applicable to all of our officers, directors and
employees, including our principal executive offigaincipal financial officer, principal accounting
officer and persons performing similar functions. A copy of our Code of Ethical Conedsfiled as an
exhibit toour Annual Report on Form 1.

Section 164) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires that our executive officers and
directors, and persons who own more than ten percent of a registered class of our equity securities, file
reports of ownership and changes in ownership with the SE@cutive officers, directors and greater
thanten percent shareholders are required by SEC regulations to furnish us with all Section 16(a) forms
they file. Based solely on our review of the copies of the forms received by us and written reprasentatio
from certain reporting persons that they have complied with the relevant filing requirements, we believe
that, during the year ended December 31,7280 of our executive officers, directors and gredien
ten percent shareholders complied withSattion 16(a) filing requirements, except for the following: (i)
oneStatement of Changes in Beneficial Ownership on Form 4 repani@geparate transactjovas
filed late byJon Nix (ii) oneStatement of Changes in Beneficial Ownership on Form 4rtiegdwo
transactios, was filed late byCrestview Capital Master, LLEiii) oneAnnual Statement of Changes in
Beneficial Ownership ond¥fm 5 reporting ondatetransaction, was filed bgharles Kite and(iv) one
Annual Statement of Changes Benefigal Ownership on Form,Seportingfive latetransactios, was
filed by William Snodgrass

Certain Relationships and Related Transactions

Review and Approval of Related Party Transaction® have adopted a Code of Ethical Conduct
that applies to all empyees and directors of the company. This Code of Ethical Conduct requires that all
of our employees and directors avoid engaging in activities that give rise to conflicts of interest, including
engaging in any transactions with the company, withoutdiv&ining a waiver. Executive officers and
directors are required to obtain such a waiver from our Board of Directors or an appropriate committee of
our Board. There were no instances during7z2@@vhich an executive officer or director engaged in a
related party transaction with the company without first obtaining a waiver as required under our Code of
Ethical Conduct.

Reportable Related Party Transactior@ther than the employment arrangements described
elsewhere in this report and the transactiesctbed below, since January 1, 20@Yre has not been,



nor is thee currently proposed, any transaction or series of similar transactions to which we were or will
be a party:

¢ in which the amount involved exceeds $120,000; and

e in which any director, exmitive officer, shareholder who beneficially owns 5% or
more of our common stock or any member of their immediate family had or will
have a direct or indirect material interest.

In March 2007 Jon Nixsold toDaniel Roling,our President and idef Executie Officerfor
$10.00in aggregate considerationfudly vested option to purchase 400,000 shares of National Coal
Corp. common stock at $7.00 per shatech option expires oBecember 31, 2008. The transaction
resulted in $434,493 of additional comper@aexpense to the Company in the year ended December 31,
2007.

Mr. Nix is a founder, significant stockholder, and former officer and director of National Coal.
Mr. Nix served as a director of National Coal Corp. from January 2003 until July 2007, @und as
Chairman of the Board from March 2004 until July 2007. Mr. Nix also served as our President and Chief
Executive Officer from January 2003 until August 2006. He is married to the stepdaughter of our General
Counsel, Charles Kite. As of April 24, 200&ded on reports Mr. Nix has filed with the Securities and
Exchange CommissioMr. Nix beneficially owned 346,138 shares of our common stoepresenting
approximatelyl1.9% of our outstanding common stock as of such date.

On March 2, 2007, we sold 2000 shares of our common stock to Daniel Roling, our President
and Chief Executive Officer, for a purchase price of $4.65 per share. The sale to Mr. Roling was made
pursuant to a subscription agreement, dated February 28, 2007, and was part of ddairggobdf
3,000,000 sharasf our common stock in which two institutional investors acquired the remaining shares.
In connection with the offering, we entered into a registration rights agreement with Mr. Roling and the
other purchasers, dated February Z87, pursuant to which we agreed to register with the Securities and
Exchange Commission the resale by the purchasers of the shares purchased in the offering.

On October 192007, we sold 200,000 shares of our common stock to Daniel Roling, our
Presidehand Chief Executive Officer, for a purchase priceD®per sharewhich shares were sold to
Mr. Roling pursuant to our 2004 Stock Option Plamg was part of a larger offering 4066,968shares
of our common stock in whickeveral institutionahvestorsand other accredited invest@sqguired the
remaining shares.

OnOctoberl9, 2007, we paid Jon Nix $100,000 for consulting services related to our acquisition
of National Coal of Alabama, Inc. (formerly Mann Steel Products, Inc.).

On March 312008 we sold the real angersonapropertyassets that comprisedr active
StraightCreek miningoperations irBell, Leslie and Harlan Counties, Kentucky to Xinergy Corp. for
$11,000,000n cash. In addition to our receipt of the purchase price for thetaghe transactiomalso
resulted in the return to us of approximately $7,400,000 in cash that we previously pledged to secure
reclamatiorbonds and other liabilities associated with the Straight Creek operatidmnelieved us of
approximately$3,600,00 in reclamatioriabilities andapproximately $2,700,008f equipmentelated
debtwhichwereassumed by Xinergy in the transaction. The sale resulted in a small gain. Xinergy Corp.
was founded and is controlled by Jon Nix



COMPENSATION DISCUSSION AND ANALYSIS
Overview of Compensation Philosophy and Program

The objective of the Companyds executive compe
motivate key executives to enhance ldagn profitability and create shareholder value. On April 1,
2005,uponte creation of the Companyds Compensation Co
Company did not have a compensation philosophy or
bring certain skill sets and experience to the top positions in the Cgn(aief Executive Officer, Chief
Operating Officer and Chief Financial Officer. Compensation programs have been negotiated on an
individual by individual basis in order to attract the people who were identified for those positions. More
recently, the Cmpensation Committee has been working with management and the Board in seeking the
development and publication of Boaagproved, annual company targets around which an incentive
compensation program can be designed that would enable a senior execediveup to a substantial
portion of his base salary in the form of a cash bonus in return for achieving the targets.

The philosophy of the Compensation Committee iscenmi¢dh e bel i ef that the
ability to responsibly deliver and sustain valsi@lriven by superior individual performance. We believe
that a company must offer competitive compensation to attract and retain experienced, talented and
motivated employees. At the senior leadership roles with the organization, we are in the jprocess o
structuring executive bonus plans which will be based upon making perforinasee pay a significant
portion of compensation. We believe this will encourage talented leaders to stay with the company over
extended years.

The Compensation Committee hagpeoved a compensation structure for the named executive
officers, determined on an individual by individialsis thatncorporates four key components: base
salary, annual discretionary incentive payments, stock options, and retirement and other benefits

Deductibility of Compensation Expenses

Pursuant to Section 162(m) under the Internal Revenue Code, certain compensation paid to
executive officers in excess of $1 million is not tax deductible, except to the extent such excess
constitutes performandeesed compensation. The Committee has and will continue to carefully consider
the impact of Section 162(m) when establishing incentive compensation plans. As a result, a significant
portion of the Companyés execut iondeductbditynyméens at i on s
Section 162(m). At the same time, the Committee considers its primary goal to design compensation
strategies that further the best interests of the Company and its shareholders. In certain cases, the
Compensation Committee may detarenthat the amount of tax deductions lost is insignificant when
compared to the potential opportunity a compensation program provides for creating shareholder value.
The Compensation Committee therefore retains the ability to evaluate the performdmee of@o mpany 6 s
executive officers and to pay appropriate compensation, even if it may result in #lechanibility of
certain compensation.

2007 Executive Compensation Components

For the year ended December 31, 2Q8e principal components of compensatior the named
executive officers were:

¢ annual base salary;
e annual discretionary incentive compensation;
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e stock options; and
e retirement and other benefits.

Annual Base Salaryln general, base salary for each employee, including the named executive

oficer s, is established based on the individual 6s |
Companyods size relative to competitors; the compe
resources.

For the Company6 s Cempensation Comaittew feviewedeahe base saldiies
of the Chief Executive Officer and his direct reports at the time of hire, which has been within the past
three years, to ensure competitiveness in the marketplace. No adjustments have been madedo execut
officer compensation since their hire date. The Compensation Committee consider the base salaries of the
named executive officers to ensure they take into account performance, experience and retention value
and that salary levels continue to be contipetwith companies of similar size and complexity.

Annual Discretionary Incentive Compensatiddamed executive officers are provided with a
discretionary incentive program which allows for cash incentive bonuses up to certain percentages of
compensatio established in each employment agreement. At this time, the incentive program has not yet
been linked with a set of clear objectives. In20@ incentive bonuses were paid other thaBharles
Kite and William Snodrass

Stock Options The Compeng®smn Committee approved a loitgrm incentive opportunity for
each of the named executive officers through awar
program is a longerm plan designed to: create a direct link between executive compensation and
increased shareholder value, provide an opportunity for increased equity ownership by executives, and
maintain competitive levels of total compensation.

Initial awards of tock optionsare maden the hire date of the executive officer or employee.
Additionally, the Compensation Committee will make additional awards of stock options on a case by
case basis.

In the case of recommended stock option awards, the Compensation Committee reviews the
recommendations of senior management and tests fairness teefmmmending stock option award to
the board of directors. The process for stock option awards is to approve grants prospectively (i.e.
approval date occurs prior to grant date) although there have been occasions where stock option awards
have been appved on the grant date at the closing market price on that date.

All stock options, except for those granted to Daniel Roling, have been granted at an exercise
price equal to the closing market price of the Co
Accordingly, those stock options will have intrinsic value to employees only if the market price of the
Common Stock increases after that date. The stock options granted to Daniel Roling had an exercise price
equal to the cl osi ng @mmdnStock gnithe date hiodmplaymemt Co mpany 6
agreement was signed and the grant date was the commencement date of his employment. Stock options
generally vest in ondourth increments over a period of four years; however, options will immediately
vestupon& hange of control of the Company or a recapi!l
disability. If the holder terminates employment without good reason (as defined in his or her employment
agreement), all unvested stock options are forfeited. ®foiins expire ten years from the date of grant.

Retirement BenefitsThe Company maintains a 401(k) plan. Named executive officers participate
in these plans on the same terms as other eligible employees, subject to any legal limits on the amount
that mg be contributed by executives under the plans. At this time, the Company proeitiding
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funds under the 401(k) plaa employes of National Coal of Alabama but not to employees of the
Companydés other subsidiaries.

Other Benefits Provided by the Coamy. The Company also provides the following benefits to
the named executive officers and all other employees.

¢ Medical Benefits Employees have a choice of two coverage options. Each option covers the
same services and supplies, but differsinthequalib f t he d oRribraorAprd net wor
2007, theplan was fully funded by the Company. Beginning April 2007, the employee will
pay between $0 and $200 per month depending upon the number of family members covered
under the plan.

e Dental Benefits Theplan covers preventive, basic and major services for employees and
their dependents. Orthodontia care is also provided for eligible dependents. Preventive care
and basic services are covered at 100%. Major services at 50% after a waiting period. The
plan ras no deductible§.he premium is paid 100% by the compdmrysalaried employees
and 100% by the employee for hourly employees

e Life Insurance Employees receive a basic benefit equal $10,000. The premium is paid
100% by the company.

e Vacation All employees are eligible for vacation based on years of service. Each executive,
including the named executive officers, is eligible for 20 days of vacation each year.

¢ Holidays The company provides 12 paid holidays each year.

e Perquisites The Company providkcertain perquisites to senior management irv 289
follows:

o Life Insurance Certain executive officers are provided $1 million or $500,000 keyman
life insurance in which, upon the death of the employee, the proceeds of such insurance
aredividedeveyl bet ween the Company and the empl oy

0 LongTerm Disability (LTD) and Londerm Care The contract of our Chief Executive
Officer requires the company to provide letegm disability and longerm care
insurance programs on his behalf. At Decentil, 200, only the longterm care
insurance was in place. Lotgrm care insurance provides $400 per day paid directly to
the insured for every day in which the employee meets certain criteria and requires
outside care.

e Other Perquisites The Compangoes not provide or reimburse for country club
memberships for any officers. Vehicles have been provided to certain named executives.

Compensation CommitteeReport

The Compensation Committee of the Board of Directors is primarily responsible for detgrmini
the annual salaries and other compensatieguity of exe
compensatioplans. The Committee has reviewed and discussed the Compensation Discussion and
Analysissection of this proxy statemewtith managemerand based on such review and discussion has
recommended to the Board of Directors that the Compensation Discussion and Aseatysisbe
i ncluded i n Na&aAnnua Repdrt orCroran ItRbamd ir2tlisProxy statement.

Compensation Committee
Kenneth Scott, Chairman
Robert Heinlein

Gerald J. Malys
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EXECUTIVE COMPENSATION
Summary Compensation Table

The following table sets forth, as to each person serving as Chief Executive Officer and Chief
Financial Officer during 200 thetwo most highly compesated executive officers other than the Chief
Executive Officer and Chief Financial Officer who were serving as executive officers at the end of the
2007 whose compensation exceeded $100(@0® were the only other executive officers serving at the
end ofthe 2007)and Kenneth Hodak, whose serviceaagxecutive officer terminated during 200
(referred to as named executive officers), information concerning all compensation paid for services to us
in all capacities for 20Dand 2006

Option All Other

Name and Salary Bonus Awards Compensation  Total

Principal Position Year [€)] €] €3]] (B %)

Daniel A. Roling(1)........ccocvvvveeeeennne. 2007 600,00( -- 759,5146) 18,11: 1,377,62
President and Chief 2006 236,53¢ -- 127,91° 59,59 424,04°
Executive Officer

Michael R. Castl€2) ............ccvveeeeeen. 2007 20,00( -- 3,757 2,311 26,06¢
Senior Vice Presidersnd 2006 -- -- -- -- --
Chief FinancialOfficer

T. Michael Love(2) ......ccccccvvvvvvvnnnene. 2007 275,00( -- 78,44¢ 7,15( 360,59¢
Senior Vice Presidernd 2006 275,00( 10,00( 92,62 30,11¢ 407,73¢
former Chief Financial Officer

Charles Kite............ccuuvvvveeeeieieeennnnn, 2007 180,00 5,00( 79,54 70¢ 265,25(
General Counsel 2006 180,00( -- 93,91« 5,177 279,09:

William Snodgrass.......ccccceeeeeeeeeennn. 2007 180,00  40,00( 160,71° 1,84t 382,56:
Chief Operating Officer and 2006 157,50( 32,58¢ 83,77 1,84t 275,70¢
Senior Vice President of Busines:
Development

Kenneth Hodak (3).......cccccevviiiinnnenn. 2007 90,00( -- -- 54¢ 90,54¢
Former Chief Operating Officer 2006  106,77- -- 53,97( 16,34 177,08

(1) Mr. Rolingd employment with Mdtional Coal commenced @&ugust 9, 2006.

(2) Mr. Castlereplaced MrLove asChief Financial OfficeeffectiveDecembet, 2007. Mr. Love continued to
serve as Senior Vice President until his resignation from such position on January 2, 2008.

(3) Mr. Hodakwasemployed with us from January 1, 2006 uilhy 12, 2006 and again from January 31, 2007
until August 31, 2007

(4) The amounts in this column represent the dollar amounts recognized for financial statement reporting purposes
in the applicabldiscal yearwith respect to stock options grantedhie applicable fiscal yeas well as prior
fiscal years, in accordance with SFAS 123R. For additional information on the valuation assumptions with
respect to option grants, including the options grame&tDD6and 2007 see notd 6to the consolidated
financial statements in our Annual Report on ForrKlfdr the year ended December 31, 200 hese
amounts do not reflect the actual value that may be realized by the named executive officers whictodepends
the value of our shares in the future.
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(5) All other compensation for 20061d 2007consists of the following (amounts in dollars):

Moving and  Insurance Automobile
Relocation Premiums Allowance Total
M. ROING. ..o 2007 - 17,621 49C 18,11:
200€ 42,391 18,034 3,62: 59,59:
Mr. Castle..........cccoevvveveuennn 2007 2,311 -- -- 2,311
200€ -- -- -- -
Mr. LOVE....cccooevieeiieii, 2007 -- -- 7,15(C 7,15(
200€ 21,625 - 8,491 30,11¢
MF. Kt v 2007 708" - 70¢
200€ - 708" 3,76 5,177
Mr. SNOAQrass.................... 2007 - 820" 1,02t 1,84¢
2006 -- 820" 1,02¢ 1,84¢
Mr. Hodak.........cocceveveveuenne 2007 -- - 54¢€ 54¢
2006 15,533 - 81C 16,34¢

(i) Insurance premium for Mr. Roling to provide individual letegm care insurancand life insurance

(i) Onehalf of the insurance premiums to provide insurane in partf o r

beneficiaries.

t he

(6) On March 6, 2007, Jon Nix sold to Daniel Roling, our President and Chief Executive Officer for $10.00 in
aggregate consideration, a fully vested option to purchase 400,000 ahided®nal Coal Corp. common

stock at $7.00 per share until December 31, 2008. The transaction resulted in $434,493 of compensation

expense to the Company in the year ended December 31, 2007 in accordance with SEAS 123R

Grants of Plan-Based Awards in kscal 200/

The following table provides information about eqtatyards granted to each named executive

officer in 20 under the Amended and Restated 2004 National Coal Corp. Option Plan, which is the only

plan pursuant to which awards were granted ir7200

benefit of

All
Other
Stock All Other
Awards: Option Grant Date
Number Awards: Exercise or  Market Fair Value
of Shares Number of Base Price  Price on of Stock
of Stock  Securities  of Option Grant and Option
Grant Approval or Units  Underlying Awards Date Awards
Name Date(1) Date(1) (#) Options (#) ($/SH) (2) ($/SH)2) (63]€))]
Daniel Roling 10/1907 10/1907 200,000 - $3.00 $3.19 38,000
Michael R. Castle  12/01/07 11/14/07 -- 130,000 $3.22 $3.22 221,000
William 09/01/07 09/0107 -- 100,000 $3.00 $3.00 164,000
Snodgrass

(1) The grant date of an option award is the date that the compensation committee fixes as the date the recipient is
entitled to receive the award. The approval date is the date that the compensation committeetbpproves
award.

(2) The exercise price of option awaildgyenerally equal tthe closingmarket priceo f
stock on the trading day immediately priotthe date of grant.

(3) The grant date fair value is generally the amount tiepamy would expense in its financial statements over
the awardds service period, but does not include a

Nati onal Coal 6s
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Outstanding Equity Awards at Fiscal Year 200/

The following table provides information with respect to outstanding stoabnspheld by each

of the named executive officers as of December 317.200

Name

Daniel A. Rolin
Daniel A. Rolin
Michael Castle

T. Michael Love...............

Charles Kite....

William Snodgrass..........

Grant
Date

08/09/06
03/06/07
12/01/07
11/14/05

(o RUTU
(o ROTUT

03/25/04
05/03/04
03/25/04
06/07/05
09/01/07

Number of Securities
Underlying Unexercised

(1) Options are exercisable in 25% annimarements beginning August 9, 2007.
(2) Options are exercisable in 25% annual increments begimrengmber 1, 2008.

B) The re

mai ni ng

(4) Options are exercisable in 25% annual increments begidaimgary 1, 2005.
(5) Options are exercisable in 25% annual increments beginning January 1, 2006

(6) The remaining portion becomes exercisable on September 1, 2008.

Option Exercises and Stock Vested in Fiscal Year 280

The following table provides information otosk option exerciseand vesting of stock awards

for each of the named executive officers during7200

Darniel A. Roling

(1) Mr.

authorized under the 2004 Stock Option Rlaaccordance wiit a restricted stock awarah @ctober 19, 200 The

Option Awards Stock Awards
Number of Number of
Shares Value Shares Value
Acquired on Realized on Acquired on Realized on
Exercise (#) Exercise ($) Vesting (#) Vesting ($)
................................ -- -- 200,000(1) $638,000
Roling purchased 200,000 shares of the

market price on the date of grant was $3.19 per share

Employment Agreements, Termination of Employment and Change of Control Arrangements

Other than William R. Snodgrass, each of our named execiutivers not only serves as an

officer of National Cal Corp.,but also as an officer of our wholbwned subsidiary National Coal
Corporation. Mr. Snodgrass is an executive officer of National Coal Corporation only.
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Options Option Option
#) (#) Exercise Expiration

Exercisable  Unexercisable Price ($) Date
125,000 375,000(1) $8.88 08/09/16
400,000 - $7.00 12/31/08
- 130,000 (2) $3.22 12/01/17
50,000 25,000(3) $7.02 11/14/15
18,750 6,250 @) $2.20 03/25/14
75,000 25,000(4) $5.40 05/03/14
25,000 12,500 (4) $2.20 03/25/14
25,000 25,000(5) $5.86 06/07/15
50,000 50,000 (6) $3.00 09/01/17

porti on exefcisaMenJanuaoyl,e2008 opti on became

Company



Daniel A. Roling In May 2006, we, alapwith our whollyowned subsidiary, National Coal
Corporation, entered into an employment agreement with Daniel A. Roling pursuant to which Mr. Roling
would become the President and Chief Executive Officer of each company. Mr. Roling became our Chief
Exeaitive Officer onAugust 9,2006 and President on February 6, 20Pdrsuant to the terms of his
employment agreement, Mr. Roling shall also serve as a member of the Board. In November 2006, we
expanded the size of our Board from 5 to 7 members, anddingrand Mr. Malys were appointed as
directors. Mr . Rolingbés empl oyment agreement exp
agreement shall be automatically renewed after the expiration of the initial term for successieartwo
terms unless thBoard elects to terminate the employment agreement. Mr. Roling earns a base salary of
$600,000 per year, which rate of compensation is in effect until expiration of the initial term. Thereafter,
the base annual salary shall be at the rate determigedihfaith by the Board, but shall not be lower
than the base salary in effect at the end of the immediately preceding fiscal year. In addition, for each full
fiscal year during which Mr. Roling is employed as the Chief Executive Officer, commencinthevith
fiscal year ended December 31, 2006, Mr. Roling shall be paid an annual cash bonus in an amount to be
determined in good faith by the Board, but not more than an amount equal to fifty percent (50%) of the

base amount of Mr. ®&®&oMi ngBsesl sagasyemplPoyseantagr e
Corporation maintains key man life insurance for Mr. Roling. Any proceeds of this policy would be
di stributed 50% to National Coal Corporation and

Under his employment agreemgoh May 25, 2006, the compensation committee approved the
grant to Mr. Roling of a negualified stock option to purchase 500,000 shares of our common stock at an
exercise price of $8.88 per share, the tgirant of w
employment in August 2006. The options shall vest in four equal annual installments on the anniversary
of the date of commencement of employment, but shall fully vest upon a change of control. In addition,
under his employment agreement, Mr. Rolngchased 100,000 shares of our common stock at a price
of $8.88 per share.

In the event that Mr. Rolingbés employment is t
substantial differences of opinion between Mr. Roling and the Board, or othensiences should arise
such that Mr. Roling, in good faith, no longer feels that he can function effectively as Chief Executive
Officer of the Company, then Mr. Roling shall be entitled to certain severance benefits for a severance
period of twelve monthsSuch severance benefits include a conti
prorated annual cash bonus payment, continued insurance coverage, continued use of a company owned
and maintained automobile, and immediate vesting of all unvested optiomarardiate lapse of any
forfeiture provision relating to restricted share grants scheduled to vest during the severance period. In
the event of a change of control, the Company shall perform an analysis to determine the applicability of
Section 4999 of thednited States Internal Revenue Code of 1986, and if applicable, shall pay to Mr.
Roling a grosaup not to exceed $200,000 such that Mr. Roling will retain a net amount equal to the
payments he is entitled to pursuant to the terms of the Employment Agtetagincome and
empl oyment taxes, assuming that the excise tax un

I n additi on, in the event t hat Mr . Rolingbés em
reason, the Company shall, upon the request of Mr. Rolingppayitplacement service for Mr. Roling
for a period of twelve (12) months and provide office space and secretarial support to assist Mr. Roling in
searching for and obtaining a new position.

T. Michael Loveln November 2005, National Coal Corp., and whplly-owned subsidiary,
National Coal Corporation, entered into an employment agreement with Mr. Love to serve as Chief
Financial Officer. Under his employment agreement, Mr. Lwgesentitled to an initial salary of
$275,000 per year. Annual increasedlin . L o v e 0 swerbdetermined ia goadrfaith by the
Board at the beginning of each fiscal year. Mr. Lax&salso entitled to one year of severance pay in the
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event of termination without cause any time before January 1, 2009 or if he tedrhisamployment

for good reason. Mr. Love was granted 100,000 stock options at the then current market value of $7.02

per share. These optiongre scheduled teest in four equal annual installments, starting on January 1,

2006, butwouldfully vest upon ahange of control of National Coal Corp. or upon termination of Mr.
Loveds empl oyment without cause or for good reaso

On November 282007, we entered into a separation agreement withLlgive, pursuant to which
heresigned as our Chief Financial Offiand as a member of our Board of Directors effective December
1, 2007, and continued to serve as our Senior Vice President until January 2T R@G&paration
agreement also provides for a full release of claims either party may have against tlendtaetends
until December 31, 2009, the period during which Mr. Love may exercise his stock options that were
vested as of January 2, 2008. We also entered into a consulting agreement with Mr. Love, which became
effective on January 2, 2008, pursuanivtoch Mr. Love agreed to provide financial and accounting
services to us until March 31, 2008. For these services, we agreed to pay Mr. Love $68,750.

MichaelR. Castle In November 208, National Coal Corp., and our whoibwwned subsidiary,
National Cal Corporation, entered into an employment agreement witiChbtleto serve aSenior
Vice President an@hief Financial Officecommencing December 1, 200@nder his employment
agreement, MrCastle isentitled to an initial salary of ®,000 per yea Mr. Castle isalso entitled to
one year of severance payd full acceleration of all unvested stock options if his employment is
terminated by us without causklir. Castlewas granted 30,000 stock options at the then current market
value of 8.22per share. These optiomse exercisable in 25% annual increments beginDegember 1,
2008.

Potential Severance Payments

As described above, our employment agreements with Messrs. RaliregndCastleprovide
for severance benefits in the eventthatdthee c ut i vebds empl oyment i s ter min
circumstances. The following table sets forth severance payments and benefits that we would have been
obligated to pay to Messrs. RdajifLove, and Castlassuming a triggering event had occurred undeh e
of their respective agreements as of December 3%; 200

Value of
Cash Acceleration of Total
Severance Bonus Continuation of  Vesting of Equity Outplacement Severance
Name Payment ($)(1) Value ($) Benefits ($) Awards ($)(4) Services($)  Benefits ($)
Daniel Roling........ 600,000 300,000(2) 51,150 (3) -- 42,000(5) 993,150
T. Michael Love.... 275,000 -- -- -- -- 275,000
Michael R. Castle 240,000 - - 304,200 - 544,200
(1) Represents twelve months of cash severance payments based onthe exécsti sal ary payabl e in
periodic payments as provided in the executivebds empl

(2) Consists oinannual cash bonus paymemjual to50% ofMr . R ocbhse salgr§ s

(3) Represents the estimated cost of continuation of tk@nfislg benefits for the severance period: (i) insurance
coverage for medical, major medical and disability coverage; (ii) automobile allowance; and (iii) reimbursement
of fees for professional services of $10,000.

4 Represents the wathe ombnagodelse¢eoakedpfii ons using the
on DecembeB1, 2007 of $5.56, as reported by NASDAQ. At December 31, 2006, no stock options held by
Messrs. Rolingand Lowwer e fiin the money. 0O

(5) Represents the estimated costthimCompany of providing Mr. Roling with (i) outplacement services for a
period of twelve months with agency selected by Mr. Roling, based upon the customary fees charged by
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nationally rated firms engaged in providing such services, and (ii) office spda®eretarial support for a
period of twelve months to assist Mr. Roling in searching for and obtaining a new position.

Potential Change in Control Payments

As described above, our employment agreements with Messrs. Rotihgve provide for
acceleratedesting of all options held by such executives upon a change in control. The following table
sets forth the change in control benefits that we would have been obligated to pay to our named executive
officers assuming a change in control had occurred Be@ember 31, 200

Value of Acceleration

of Vesting of Equity 280G Tax
Name Awards ($)(1) Gross Up ($)
Daniel ROING.......cccoiiiiiiiiiiiiiiireeie e -- 200,000 (2)
Mi chael R Castleéeééecéeéecé $304,200 -

(1) Represents the val ue of omiangusihgahe eldsiagdricd of aur dohneonstoakn ey 6 st
on DecembeBl, 2007 of $5.56 as reported by NASDAQ.

(2) Mr. Roling is entitled to receive up to $200,000 of additional cash compensation to reimburse him for any
excise taxes payable by Mr. Roling orypeents, distributions or benefits that are subject to excise taxes as
provided under Section 4999 of the Internal Revenue Code.

Director Compensation

The general policy of the Board is that compensation for independent directors should be a mix of
cash anaquity-based compensation. We do not pay management directors for Board service in addition
to their regular employee compensation. The Compensation Committee, which consists solely of
independent directors, has the primary responsibility for revieamagconsidering any revisions to
director compensation. The Board reviews the com
of director compensation. The committee can engage the services of outside advisers, experts, and others
to assist the comittee in determining director compensation. DuringZ2®%e committee did not use an
outside adviser to aid in setting director compensation.

Jon Nix resigned as an officer of the company in August 2006. For services as our Ctairman,
position he heldintil July 2007 Mr. Nix couldearn a discretionary bonus as determined by the other
non-management directors then serving on the Board. No bonus for service as a director was awarded to
Mr. Nix during 200. We also agreed to provide Mr. Nix with headtteurance coverage while he seatve
on the Board.

The key elements of oimdependentlirector compensation progrdor 2007 weres follows:

¢ annual Board Chairman cash retainer of $120,000 ;
¢ annualdirectorcash retainer of $50,000;
e annual Audit Committeehairperson fee of $25,000;

e annual Compensation and Nominating Committee chairperson fees of $10,000 each, which
was changed during 2006 from $25,000 each in the prior year; and

e stock option grant of 75,000 somemestwthe pon t he
Board.
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The f owi

directors in 200.

ol |

Name

Scott Filstrup(1) ..
Robert Heinlein...
Gerald J. Malys...
Kenneth Scott.....

Jon Nix(2)

Total.....cc..........

ng table details the temglogge compensa
Director Summary Compensation

Fees Earned

or Paid in Option

Cash ($) Awards ($) Total ($)

............... $ 39,167 $ - $ 39,167
............... 75,000 52,235 127,235
............... 60,000 45,101 105,101
............... 89,167 52,235 141,402
............................... $ 263,33t $ 149,571 $412,905

(1) Represents compensation for Boaelvicesenderedrom January 1, 2007
throughJuly 23, 2007.
(2) Mr. Nix is a former employee, and was not compensated for Board services
rendered from January 1, 2007 through July 23, 2007.

Directors receive cash fees in monthly installments with tbeption of committee chairperson
fees which are paid at the beginning of each annual term. Annual retainers are prorated so that
adjustments can be made during the year. Unpaid portions of cash retainers are forfeited upon
termination, retirement, disaity, or death. Our current practice is to grant eacheamployee director a
stock option to purchase 75,000 shares of common stock upon their initial election or appointment to the

Boar d. Di
Vesting accel
for re-election as a director.

rect

erates

orsd6 options

upon the di

v eyeadr period froenghe date ofgnam. u a | [
rectoro6s
In 2007, the term of the stock options for independent directors immediately

deat h or

following their end of service was extended from ninety days to eighteen months.
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Based on a review of a survey report regarding director compensation for similarly sized
companies in the energy and natural resources industriegiaddector compensain program our
Compensation Committesgprovedan increase in director compensation and modifiedalsh
compensation fononemployedlirectors effective immediately following the 2008 Annual Shareholder
Meeting as follows:

Annual

Cateqory Amount
DIrector FE€.........ccoiuiiiiiiiiien e, $50,000
Chairman of the Board Fee............cccoooviiieenicice, $70,000
Committee Member Fees (not paid@dommitteeChairman):

AUdit COMMITEEE...cevvieee e $5,000

Compensation Committee..............cceeeeeeerieecvvnnnnnnn, $5,000

Nominating and Governance Committee.................... $5,000
Committee Chairmandes:

AUt COMMITEEE...eeveeeee e $30,000

Compensation COMMIttEL..........eeriuerriiiieiieeriee e $10,000

Nominating and Governance Committee.................... $10,000

Our Compensation Committee also approved additional equity compensation payable to each of
our noremployee directors consisg) of an option to purchase 10,000 shares of common stock and a
restricted stock award of 5,000 shares of common stock.

Equity Compensation Plan Information

The following table sets forth certain information as of December 3%, r2g@rding equity
compemsation plans (including individual compensation arrangements) under which our equity securities
are authorized for issuance:

Number of securities

Number of securities Weighted-average remaining available for
to be issued upon exercise price of future issuance under
exercise of outstanding equity compensation plans
outstanding options, options, warrants (excluding securities
warrants and rights and rights reflected in column (a))
Plan Category (@ (b) (©
Equity compensation plans
approved by security faers (1).. 1,565,625 $6.22 1,737,625
Equity compensation plans not
approved by security holders.... -- -- --
10 ] ¢ RO 1,565,625 $6.22 1,737,625

(1) Consists of shares underlying cdmended and Restated 2004 National Coal Corpio®lan of which an
aggregate o#,49,000 sharebave beemeserved for issuanceAll outstanding awards under the 20ption
plan consist of stock optiongith the exception of one award of 200,000 shares of common stock
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AUDIT RELATED MATTERS
Audit Committee Report

The Audit Committee of the Board of Directors, which consists of independent directors (as that
term is defined in Rule 4200(a)(15) of the Nation
Rules), has furnished the following report:

The role of the Audit Committee is to oversee
behalf of the Board of Directors. Management of the Company has the primary responsibility for the
Companyos financial st at e m@alrepatinggpsocesses| principlessatdh e Com
internal control s. The independent auditors are

financial statements and expressing an opinion as to the conformity of such financial statements with
generally acepted accounting principles.

In fulfilling its responsibilitieswith respect tdhe financialstatements for fiscal year 2Z0Ghe
Audit Committee

¢ Reviewed and discussed the audited financial statemeriteefgear ended December 31,
2007 with managemerandErnst & YoungL LP (t he A Audi torso), the |
independent auditors;

e Reviewed and discussed with the Auditors the matters required to be discussed by Statement
on Auditing Standards No. gCommunication with Audit Committees);

¢ Received written dclosures and the letter from the Auditors regarding its independence as
required by Independence Standards Board Standard No. 1. The Audit Committee discussed
with the Auditors their independence;

e Considered whethertheu di t or s 6 p rawditsergidesoisncongpétiblenatim
maintaining their independence; and

e Discussed with managementand#edi t or s t he adequacy of the C
controls.

Based on theeviews and discussions referred to above, the Audit Committee recommended to
the Boardof Directors, and thBoard of Directors approvethat theaudited financial statemente
includedin theC 0 mp a Anpu@aldReport on Form 1K for the year ended December 31, 200r
filing with the SEC.

Audit Committee

Robert Heinlein, Chairman
Gerall Malys

Kenneth Scott
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Services Provided by the Independent Auditors

Ernst & Young LLP has served as our independegistered public accounting firgince
August 2006, and our Audit Committpkans to appoint Ernst & Yourap the independent registered
publ i c¢c accounting firm to audit National Coal 6s fii
DecembeB1,2008. We do not expect representatives of Ernst & Young LLP to be present at the Annual
Meeting. If they do attend, they will be available to mgpto appropriate questions and will be given an
opportunity to make a statement if they so desire.

On August 25, 2006, Gordon, Hughes & Banks resigned as our independent registered public
accounting firm. The report of Gordon, Hughes, & Banks on oaniiial statements for the fiscal year
ended December 31, 2005 did not contain an adverse opinion or disclaimer of opinion and was not
modified as to uncertainty, audit scope, or accounting principles. In connection with its audit for the
fiscal year ende®ecember 31, 2005, and the interim period from January 1, 2006 through August 24,
2006, there were no disagreements with Gordon, Hughes & Banks on any matter of accounting principles
or practices, financial statement disclosure, or auditing scope odprecevhich disagreements, if not
resolved to the satisfaction of Gordon, Hughes, & Banks would have caused them to make reference
thereto in their report on the financial statements for such year. In addition, no reportable events, as
defined in Item 30@)(1)(v) of Regulation %, occurred during our fiscal year ended December 31,
2005, and the subsequent interim period through August 24, 2006. We requested that Gordon, Hughes, &
Banks furnish us with a letter addressed to the Securities and ExchangeiCe si on ( ASECO0) st .
whether or not it agreed with the above statements. A copy of such letter, dated August 30, 20086, is filed
as Exhibit 16.1 to our Current Report on ForiK 8led with the SEC on August 31, 2006.

On August 25, 2006, we engaged &r& Young LLP as our independent registered public
accounting firm for the fiscal year ending December 31, 2006, and to perform procedures related to the
financial statements included in our quarterly reports on For@,ieginning with, and includingpé
guarter ended September 30, 2006. Our Audit Committee approved the engagement of Ernst & Young.
We did not consult with Ernst & Young during our two most recent fiscal years or during any subsequent
interim period prior to its appointment as auditgarding either (i) the application of accounting
principle to a specified transaction, either completed or proposed; or the type of audit opinion that might
be rendered on our consolidated financial statements, and neither oral advice nor a writtaraseport
provided to us that Ernst & Young concluded was an important factor considered by us in reaching a
decision as to the accounting, auditing or financial reporting issue; or (ii) any matter that was either the
subject of disagreement (as defined in I&0v(a)(1)(iv) of Regulation-& and the related instructions)
or a reportable event (within the meaning of Item 304(a)(1)(v) of Regulatidn S

Audit Committee Pre-Approval Policies and Procedures

All audit work for the fiscal yearended Decembe¥l, 2007 and2006wasperformed by the full
time employees of Ernst & Young LLP. Generally, the Audit Committee approves in advance audit and
nonraudit services to be provided by Ernst & Young LLP. In other cases, in accordance with Rule 2
01(c)(7) of Securigs and Exchange Commission Regulatiex, $he Audit Committee has delegated
pre-approval authority to the Chairman of the Audit Committee for matters which arise or otherwise
require approval between regularly scheduled meetings of the Audit Committeidegrthat the
Chairman reports such approvals to the Audit Committee at the next regularly scheduled meeting of the
Audit Committee.No services were approved by the Audit Committee in accordance with{tem 2
01(c)(7)()(C) of Regulation X.
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