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Letter from the CEO
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As shareholders, �:�0�6���"�3�&���"�-�3�&�"�%�:���7�&�3�:���"�8�"�3�&���0�'���5�)�&���$�)�"�-�-�&�/�(�&�4��
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Even though the current coal 
market is very strong, 2007 was 
very challenging. Both prices 
and demand were weak well 
into the year. As a result, 
management focused on 
keeping our valuable employee 
base intact, managing costs, 
adding to our permitted 
production base, conserving 
our resources, and growing the 
Company. Growth was 
achieved during the year by 
acquiring another company, 
Mann Steel Products, but internally, further 
expansion was put on hold due to the very weak 
market conditions. The outlook for the 
Company is now much brighter. 
 Even though much of  2007 was spent 
focused on containing costs, limiting production, 
and fulfilling existing contractual commitments, 
a high level of  focus was maintained on plans 
and projects for future growth. Actual organic 
growth from our Tennessee and Kentucky 
operations took a low profile during the year as 
production declined 12.9%. However, a number 
of  new operating permits were obtained during 
the year to facilitate future organic growth 
projects. In addition, we remained focused on 
adding to our reserve base, which increased 
meaningfully year-on-year before adjustment for 
acquisitions and sales.
 At the beginning of  2007, National Coal 
controlled approximately 32.6 million estimated 
recoverable tons of  coal and its mining 
complexes included two underground mines, 
two surface mines, and two highwall mines. In 
addition, the Company had four preparation 
plants (two active and two inactive), and three 
unit train loading facilities (two active and one 
inactive). These facilities are served by the CSX 
and Norfolk Southern railroads. 

 At year-end, without the contribution 
made by the acquisition of  Mann Steel 
Products, the Company's production for 2007 
was 1.2 million tons, and its mining complexes 
included two underground mines, two surface 
mines, and two highwall mines. Three surface 
mines were added to this total by the Mann 
Steel Products acquisition, and at year-end, the 
Company held nine active permits. 
 Completed in October, the Mann Steel 
Products transaction was funded through a 
combination of  $60.0 million in debt and 
$12.0 million in equity. The equity financing 
was raised through a private placement of  4.0 
million shares of  common stock at $3.00 per 
share. Under the terms of  the agreement, 
National Coal Corp. acquired 100% of  Mann 
Steel Products and renamed the company 
National Coal of  Alabama, Inc. Because of  
this transaction, the Company's size increased 
to more than 350 employees and a total 
production capacity of  approximately 3.0 
million tons. 
 The second half  of  the year presented 
the Company with a number of  challenges, 
both operational and financial. Operational 
challenges included reduced levels of  
          continued



production, challenging operating conditions, 
temporary loss of  a highwall miner cutter head, 
and tough geological conditions resulting in the 
loss of  mineable coal. Financial challenges 
include the impact of  the sub-prime debt crisis 
on financing the Mann Steel Products 
acquisition, and continued increases in costs, 
especially those for fuel and explosives. 
 In order to ensure adequate cash availability 
to cover operating costs, interest, and capital 
expenditures throughout the year the Company 
initiated several projects intended to free up cash 
for operational uses. These included restructuring 

reclamation bonds, 
which reduced the 
amount of  cash 
collateral required 
to support them. 
Before the end of  
the year, National 
Coal also received 
$2.0 million from 
the sale of  Pine 
Mountain, an idle 

mining complex located in Kentucky, and an 
additional $1.0 million from the sale to the same 
purchaser of  an option entitling it to purchase 
additional properties at Pine Mountain. The 
Company recognized a gain on that transaction 
during the fourth quarter of  2007. 
 Additionally, the Company raised a total 
of  $34.1 million in stockholders' equity through 
three separate transactions during the year. A 
total of  9.1 million shares were sold to 
combination of  institutional investors and the 
Company's CEO and President, Daniel Roling.
  Because of  the deteriorating market 
conditions the Company reduced production at 
its Tennessee and Kentucky operations during 
the first half  of  the year. However, with some 
visible market improvement in the third quarter, 
the decision was made to open one new mine.

 Market improvements continued 
throughout the fourth quarter when the average 
selling price per ton of  coal sold increased $4.11 
while the average cost of  sales decreased by 
$1.70 per ton, relative to the third quarter. The 
Company generated total revenues of  $34.0 
million, up 58% from $21.5 million realized in 
2006, driven by the sale of  617,549 tons of  coal 
versus 405,622 tons sold in the fourth quarter of  
2006. Both the increase in per ton revenue and 
the decrease in average cost of  sales were due to 
the higher selling prices and operational 
efficiencies achieved with the acquisition of  
National Coal of  Alabama.
 In addition to the $58.7 million 
acquisition of  Mann Steel Products, National 
Coal invested $10.8 million in equipment and 
mine development during 2007 including $5.2 
million purchased through equipment financing 
arrangements. In 2008, it is the Company's 
intention to invest approximately $16.0 million 
of  capital expenditures to expand operations, 
and an additional approximately $1.2 million to 
maintain existing assets.
 The Company's Tennessee and Kentucky 
operations produced 172,192 fewer tons in 2007 
than in 2006 relying instead on increased 
purchases of  coal from third parties. As a result, 
overall production costs at these operations 
decreased $2.3 million, offset by a $0.8 million 
increase in the cost of  purchased coal. However, 
in the fourth quarter of  2007, by placing less 
reliance on contract miners and producing more 
tons on owned reserves in the New River Tract, 
           continued
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which do not result in royalty payments to 
lessors, the Company was able to minimize the 
effect of  increases on its per ton cost of  sales to 
only $0.09, excluding a $1.05 per ton increase 
in the cost of  sales effect of  purchased coal.

Milestones

������In December 2007,  National Coal 
signed a number of  new coal sales contracts. 
With the addition of  these commitments, 
National Coal has sold a vast majority of  its 
estimated 2008 production ± approximately 
1.1 million tons for National Coal of  Alabama 
and approximately 0.9 million tons for 
National Coal Corporation's properties in 
Tennessee. These new contracts vary in length 
from one to three years. 

������Also in December 2007,  the Company 
appointed Michael R. Castle to the position of  
Senior Vice President and Chief  Financial 
Officer (CFO). Previously a CFO for a large 
Kentucky-based coal producer, and more 
recently a financial consultant for other 
Southeastern coal companies, he has 
experience in assisting companies grow, 
acquire, or sell coal mining and natural gas 
properties throughout the Kentucky, West 

Virginia, Ohio, Tennessee, and 
Virginia region.

������In November 2007,  National 
Coal Corporation received $2.0 
million from the sale of  certain 
real property and mineral leases at 
Pine Mountain, an idle mining 
complex located in Kentucky, and 
an additional $1.0 million from 
the sale to the same purchaser of  
an option entitling it to purchase 
additional properties at Pine 

Mountain. The Company recognized a gain on 
this sale during the fourth quarter of  2007.  

������In October 2007,  the Company completed 
the acquisition of  Alabama-based Mann Steel 
Products, Inc. for $58.7 million. The acquisition 
of  Mann Steel adds 1.0 million tons of  annual 
capacity to National Coal's existing 2.0 million 
tons of  annual capacity. Mann Steel produces 
about 1.0 million tons of  steam and industrial 
coal for the domestic market.

������In September 2007,  the Company 
announced the opening of  a new highwall mine 
in Eastern Kentucky, which is expected to 
produce approximately 20,000 tons of  high 
quality steam coal per month. The opening was 
in conjunction with the Company's receipt of  
two additional highwall permits in the State of  
Kentucky that made it possible for the Company 
to keep the highwall mine open for at least two 
years. These assets were later sold, effective 
March 31, 2008. 

������During 2007, the Company raised $34.1 
million through three private placements of  
common stock. The stock was purchased by a 
limited number of  institutional investors as well 
as the CEO and President, Daniel Roling. 
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Looking Forward/Company Specific

Looking forward, the Company anticipates an 
improving market for coal. Representative spot 
prices for calendar year 2008 for our quality 
of  coal have increased significantly, with some 
qualities seeing prices up over 100%. Other 
qualities are now priced at a level that 
encourages the Company to bring on-line 
previously idled facilities. In conjunction with 
the improving pricing environment, the 
Company is seeing an improving market for its 
coal. As a result of  the improving market 
conditions, management is in the process of  
planning for higher levels of  production during 
2008 from both Tennessee and Alabama. 
 At the end of  the first quarter of  2008, 
National Coal paid-off  its 12%, $10.0 million 
senior secured term loan scheduled to mature 
in December 2008, with proceeds from the sale 
of  its Kentucky assets. In addition to the $11.0 
million received from the sale, the transaction 
will return to the Company an additional $7.4 
million in cash pledged to secure reclamation 
bonds and other liabilities, and relieved the 
Company of  $3.6 million of  reclamation 
liabilities as well as $2.6 million of  equipment 
related debt. Looking forward into 2008, 
National Coal's operating plan includes cash 
receipts from sales committed under contracts; 
open purchase order arrangements with long 
time customers; and the release of  restricted 
cash from the March 31, 2008 sale of  its 
Southeast Kentucky properties.

 National Coal recently negotiated a new 
contract for the sale of  1.2 million tons of  coal 
to be delivered over the next two and one-half  
years to one of  its customers. This new contract 
requires the Company to increase its production 
in Tennessee in a meaningful manner.  This 
opportunity will allow National Coal to open 
new mines and restart a number of  idle 
facilities, including the Baldwin preparation 
plant and its railroad. In conjunction with the 
new contract, the Company successfully 
renegotiated an existing coal supply agreement 
that resulted in an increase in the selling price. 
It is the Company's belief  that given the current 
strong coal market, further opportunities also 
exist to revisit existing coal supply agreements.
 Given the current strong market for coal, 
the Company's 
plan is to increase 
coal production 
through internal 
expansion.  
Accordingly, 
National Coal 
intends to make 
approximately 
$16.0 million 
in capital 
expenditures 
during 2008 to expand operations and an 
additional $1.2 million to maintain existing 
assets. 
 At present, National Coal has total 
committed tonnage of  approximately 4.3 
million tons through 2009 at an average price 
of  $64.11 per ton. A significant portion of  these 
tons are committed for 2008 ± 2.3 million at 
$62.25 per ton; and 2009 ± 2.0 million at 
$65.98. Management believes that the market 
will remain firm for the near future and 
is committed to meet the strong, visible 
growth ahead.
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Looking Forward
Our 2008 Outlook

Commentary provided by National Coal 
President & CEO, Daniel Roling

Last year we were bullish on the long-term outlook 
for the coal market, but mindful of  the near-term 
pressure on coal prices. This year we are bullish 
on both the long-term and near-term outlook for 
the coal market. The coal market has returned to 
a more balanced position, with demand slightly 
exceeding supply, and inventories of  bituminous 
coal declining from the year ago level. Prices 
too have recovered, moving to new highs. The 
return to a more normal weather pattern during 
2007 contributed to the improved domestic coal 
market. In addition, demand for coal on a global 
basis has been very strong while supply from the 
traditional exporting countries has been curtailed. 
Also contributing to the strong domestic price for 
coal is resurgence in the export market. As a result 
of  the depreciated U.S. dollar, domestic coal has 
become extremely competitive in the international 
market. As a result, exports increase almost 20% 
year-on-year.
 Looking forward, the underlying trends of  
the past decade seem to be falling into place with 
the result of  a continuation of  a tight supply and 
demand balance. I believe those trends include the 
lack of  investment in major new mines, supporting 
infrastructure, exploration, and permitting on the 
part of  the entire industry. Couple those trends 
with the current ongoing political trends towards 
reduced dependency on coal as a fuel, and I 
believe that it is only a matter of  time before supply 
becomes even more restricted. 
 These trends, both positive and cautionary, 
lead us to the belief  that the outlook for coal is 
very positive. We are positive because the U.S. is 
dependent on coal as its primary source of  secure 
energy. The United States has approximately 300 
years of  coal reserves, which can be economically 
extracted and used to fuel the economy. Coal 
provides approximately 50% of  the nation's 

electricity, and is estimated to increase to 57% by 
2030 according to the Energy Information Agency. 
In addition, electricity demand is anticipated to 
increase 24% by 2030, while the supply of  coal 
is anticipated to increase by approximately 44%, 
which will be needed to meet the incremental 
demand for electricity and Coal-to-Liquids. 
 What does this all mean for National Coal? It 
is my belief  that National Coal is well positioned to  
capitalize on these trends. The Company has invested 
heavily since inception during 2003 for future growth. 
A significant amount of  that capital was idled during 
2007, but it is now being placed back into service. 
The outlook for production is much stronger this 
year with our production estimated to approach 
2.4 million tons. In addition, we have a number of  
organic growth projects planned which should drive 
production towards the 3.0 million ton per year level 
during 2009, and greater still thereafter. 
 Ultimately, the fundamentals of  the overall 
coal market will determine our ability to grow the 
Company from an organic perspective. It is my 
belief  that the U.S. coal market will once again be 
under-supplied as demand will exceed supply due 
to a shortfall in production, a significant increase in 
export tonnage, and higher than anticipated domestic 
demand from both industrial and utility customers.
 National Coal has already begun to reopen some 
of  its idled facilities including mines and a preparation 
plant. In addition, it is in the process of  reopening its 
railroad, opening new mines, exploring for additional 
reserves, and working diligently on new permits. 
We believe that the outlook for coal, even though in 
question from a political perspective, is quite bullish. 
The U.S. needs a secure source of  energy, and coal is 
the major source of  energy in the United States.
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National Coal
Coal Sales by Customer

National Coal
Coal Reserves by Sulfur Content

National Coal
Coal Reserves by BTU Content

National Coal is well positioned with sales to both 
electric utility and industrial customers. Our electric 
utility customers' remain a key focus for the Company. 
The Southeastern region of the United States is the 
largest electricity generation region and is our primary 
market. Almost 54% of the electricity generated in the 
Southeastern region is coal based. We are comfortable 
with the industrial customer segment of our business 
and believe it offers significant growth opportunities.

National Coal has approximately 37.4 million tons of coal reserves as of December 31, 2007. These reserves are 
of high quality and are well positioned geographically to serve the Southeastern region of the United States. 
Over 54% of our reserve base contains sulfur of less than 1.5%. Accordingly, we are well positioned to benefit 
from the addition of scrubber units being added to our customers' electricity generating facilities. In addition, 
our coal has a very high BTU content, a desired characteristic by many of our customers. Most of our coal 
contains greater than 12,500 BTUs per pound, and about 82% contains more than 13,500 BTUs per pound.

Source: EIA

U.S. Net Electricity Generation by Year & Fuel 
(In Thousand Megawatt Hours)

  Coal Nuclear Natural Hydro Petroleum  Other Total
    Gas  Products

 2005 2,013,179 781,986 757,974 270,321 122,522 109,441 4,055,423
 % of Generation 49.6% 19.3% 18.7% 6.7% 3.0% 2.7% 100.0%
 
2006 1,990,926 787,219 813,044 289,246 64,364 119,903 4,064,702
 % of Generation 49.0% 19.4% 20.0% 7.1% 1.6% 2.9% 100.0%
 
2007 2,020,572 806,487 893,211 248,312 65,708 125,224 4,159,514
 % of Generation 48.6% 19.4% 21.5% 6.0% 1.6% 3.0% 100.0%

2006/2005
Yr/Yr % Chg -1.1% 0.7% 6.8% 6.5% -90.4% 8.7% 0.2%

2007/2006
Yr/Yr % Chg 1.5% 2.4% 9.0% -16.5% 2.0% 4.2% 2.3%

Source: National Coal Corp.

Source: National Coal Corp.
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Utility Inventories Days of Supply

Utility Coal Inventory
(In Tons and Days of Supply)

Source: EIA
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National Coal Corp.
Board of Directors

Kenneth Scott
Chairman of the Board
Compensation Committee Chair
Retired Senior Vice President of Energy and
Managing Director of European Operations, 
Perot Systems Corporation

Daniel A. Roling
President and Chief Executive Officer
National Coal Corp., National Coal Corporation

Robert Heinlein
Audit Committee Chair
Partner, Full Lein Consulting

Gerald Malys
Nominating and Governance Committee Chair
Chief Financial Officer,
Apex Silver Inc.

Senior
Management

Daniel A. Roling
President and Chief Executive Officer

Charles W. Kite
Senior Vice President and General Counsel

Michael Castle
Senior Vice President and Chief Financial Officer

William R. Snodgrass
Senior Vice President and Chief Operating Officer 

Information About Forward-Looking Statements
This Annual Report contains ªforward-looking statementsº that include information relating to future events, future financial performance, supply and demand in the coal market, strategies, 
expectations, competitive environment, consolidation in the coal industry, availability of resources, the company's long-term outlook for the coal market, and other similar expressions concerning 
matters that are not historical facts.  Forward-looking statements should not be read as a guarantee of future performance or results, and will not necessarily be accurate indications of the times at, or 
by which, that performance or those results will be achieved.  Forward-looking statements are based on information available at the time they are made and/or management's good faith belief as of 
that time with respect to future events, and are subject to risks and uncertainties that could cause actual performance or results to differ materially from those expressed in or suggested by the 
forward-looking statements.  Important factors that could cause these differences include, but are not limited to: the worldwide demand for coal; the price of coal; the supply of coal and other 
competitive factors; the costs to mine and transport coal; the ability to obtain new mining permits; the costs of reclamation of previously mined properties; the risks of expanding coal production; 
industry competition; the company's ability to continue to finance and execute our growth strategies; general economic conditions; and other factors discussed in the company's periodic filings with the 
Securities and Exchange Commission.  Forward-looking statements speak only as of the date they are made.  The company assumes no obligation to update forward-looking statements to reflect actual 
results, changes in assumptions or changes in other factors affecting forward-looking information, except to the extent required by applicable securities laws.
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8915 George Williams Road, Knoxville,  Tennessee  37923      Phone: 865.690.6900   Fax: 865.691.9982      www.nationalcoal.com
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