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Over the past year we have made significant progress in positioning the company to take
advantage of the current opportunities that lay ahead for Evergreen’s coal upgrading process.

We know that the business backdrop for refined coal remains robust. Worldwide energy demand is
growing and so is the need for more environmentally friendly and efficient ways to use the planet’s vast
reserves of lower rank coal.

Coal prices at home and abroad are rising. Ultilities, smaller industrial customers and other coal
users need lower-cost ways to address future emissions regulations, and for users expensive
post-combustion technologies are out of reach.

In this environment we believe K-Fuel® offers a compelling proposition. To cultivate our
technology from laboratory to full scale, we have addressed a number of challenges, including
overcoming certain operational problems at Fort Union. Our engineering teams worked closely with
Bechtel Power Corporation to solve those problems and worked to improve and optimize the K-Fuel®
production process. All the while, the plant continued to produce K-Fuel® that was used in numerous
successful test burns for industrial, municipal and utility customers. Now our strengthened business
development and engineering teams are approaching customers in our pipeline with an economic
model, an efficient plant design and a product that has been tested and shipped across the country,
offering a suite of supply and production solutions.

The next step, and our top priority, is developing one or more of these opportunities into a
definitive construction agreement in a relatively short time, either internationally or domestically. While
we do have a sense of urgency, we will be careful not to announce any projects until we are reasonably
assured that they will proceed.

The question we are most frequently asked is: Is this the year when Evergreen can finally deliver
on the promise of refined coal? What we can tell you is that we are working with the best teams
possible and in a favorable business climate. We at Evergreen are more convinced than ever we will
succeed.

As shareholders, you have maintained the faith to endure our challenges as we work to bring this
technology to market. We also want to acknowledge the hard work of our employees, and the feedback,
guidance and insights we have received from our customers and our board of directors. We thank all of
you for your continued support while we will deliver on the promise of refined coal as an important
solution for today’s energy and environmental needs.

Sincerely,

Gk

Kevin R. Collins
President & CEO
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CAUTIONARY STATEMENT ABOUT FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements that are not statements of
historical fact and may involve a number of risks and uncertainties. These statements relate to analyses
and other information that are based on forecasts of future results and estimates of amounts not yet
determinable. These statements may also relate to our future prospects, developments and business
strategies.
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We have used the words “anticipate,” “believe,” “could,” “estimate,” “expect,” “intend,” “may,”
“will,” “plan,” “predict,” “project” and similar terms and phrases, including references to assumptions,
in this Annual Report on Form 10-K to identify forward-looking statements. These forward-looking
statements are made based on expectations and beliefs concerning future events affecting us and are
subject to uncertainties and factors relating to our operations and business environment, all of which
are difficult to predict and many of which are beyond our control, that could cause our actual results to
differ materially from those matters expressed in or implied by these forward-looking statements. The
following factors are among those that may cause actual results to differ materially from our forward-
looking statements:
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e general economic and industry conditions;
* our history of losses, deficits and negative operating cash flows;

* our substantial capital requirements and dependence on future financings and the sale of our
equity securities to provide capital to fund our operations;

* our limited operating history;

¢ technical and operational problems at K-Fuel or K-Direct facilities;
 uncertain market for our K-Fuel refined coal and K-Direct plants;
* industry competition;

 environmental and government regulation;

* protection and defense of our intellectual property rights;

e reliance on, and the ability to attract, key personnel;

* inability to implement our acquisition strategy; and

e other factors including those discussed under “Risk Factors” in Item 1A of this Annual Report
on Form 10-K.

You should keep in mind that any forward-looking statement made by us in this Annual Report on
Form 10-K or elsewhere speaks only as of the date on which we make it. New risks and uncertainties
arise from time to time, and it is impossible for us to predict these events or how they may affect us.
We have no duty to, and do not intend to, update or revise the forward-looking statements in this
Annual Report on Form 10-K after the date of this filing, except as may be required by law. In light of
these risks and uncertainties, you should keep in mind that any forward-looking statement made in this
Annual Report on Form 10-K or elsewhere might not occur.



PART 1
ITEM 1. BUSINESS
Overview

In this Annual Report on Form 10-K, we use the terms “Evergreen Energy,” “we,” “our,” and
“us” to refer to Evergreen Energy Inc. and its subsidiaries. All references to K-Fuel, K-Fuel®, K-Fuel
process, K-Fuel refined coal, K-Fuel refineries, K-Direct®™, K-Fuel Plants, K-Direct plants, K-Fuel
facilities and K-Direct facilities refer to our patented process and technology explained in detail
throughout this Annual Report on Form 10-K. All references to years, unless otherwise noted, refer to
our fiscal year, which ends on December 31st.

We were founded in 1984 as a clean coal company focused on developing our K-Fuel process. Our
goal is to leverage a vertically integrated, coal-based platform to deliver clean, efficient and affordable
energy. We intend to meet the specific needs of public utility, industrial and international market
customers by providing economical solutions to environmental emission standards compared to other
emission standard alternatives. Our proprietary K-Fuel process uses heat and pressure to physically and
chemically transform high moisture, low-Btu coals, such as sub-bituminous coal and lignite, into a more
energy efficient, lower-emission fuel.

Coal is the cheapest and most abundant source of fuel for generating America’s electricity. Many
utilities and industrial users are dependent upon coal. While the United States enjoys economical and
plentiful reserves of high moisture, low-Btu coals with heat values of less than 9,000 Btus per pound,
the reserves of high-grade coals are declining, and environmental issues are a concern. Moreover, many
coal-fired power generating facilities, including industrial and institutional facilities, generally burn coal
that is 11,000 Btus or greater. Our goal is to make those low-grade coals more economical and
environmentally compliant in order to meet the demand for energy in an optimal fashion.

The current K-Fuel process applies heat and pressure to low-rank coals, such as those found in the
northern Powder River Basin with a high water content, to reduce moisture from approximately 30% in
the low-Btu coal to 8% to 14% in our K-Fuel refined coal. As a result, the heat value is boosted by
30% to 40%. The increase is variable depending on the type of coal we process. We believe the process
results in increased efficiency of the fuel needs in power generating facilities, industrial and institutional
facilities. Further, the K-Fuel process removes a significant amount of impurities from the low-Btu coal
which we believe will allow for the power generating industry to economically comply with increasingly
stringent air emission standards and environmental regulations. The pre-combustion refinement of raw
coal into K-Fuel refined coal reduces up to 70% of the mercury content, and upon combustion, sulfur
dioxide and nitrous oxides are reduced. Our analysis also shows that burning K-Fuel refined coal with
its increased efficiency will reduce carbon dioxide emissions.

We, along with our engineering consultant, Bechtel Power Corporation, have completed the
modifications and improvements of the design and efficiency of the equipment used in the K-Fuel
process. Bechtel and Evergreen’s operations team at Fort Union completed successful testing of new
operational systems that will support construction of future K-Fuel refineries, including enhanced
standard processing tower design. This work signals that we and Bechtel have resolved the most
substantive technical challenges to scaling and fully commercializing our production process. In
February 2007, we expanded our contractual relationship with Bechtel to assist with future designs of
additional K-Fuel plants we may build or license, including any K-Fuel facilities located at coal-fired
power generating plants, which we refer to as K-Direct facilities. On September 19, 2007, we amended
and restated our umbrella agreement with Bechtel Power Corporation. Through this new program
management agreement, we committed to provide Bechtel with $1 billion in construction contracts
through 2013. This restated agreement increases the scope of engineering, procurement and
construction services which may be performed by Bechtel. We intend to use Bechtel’s services to



oversee both technical development and implementation of all new facilities and existing plants,
including both K-Fuel and K-Direct plants.

The Fort Union plant in Wyoming’s Powder River Basin, which was our first plant to implement
the current K-Fuel process and has accomplished virtually all of the goals and objectives we set forth
for this site, except for continuous production. Most notably, as a result of operations at the Fort
Union plant, we have:

e proven that the K-Fuel process works by increasing Btus and reducing mercury, sulfur dioxide,
nitrogen oxide and carbon dioxide emissions;

* successfully completed the design and testing of new operational systems;

* upgraded sufficient amounts of low-rank coal for utility and industrial customers who completed
a number of test burns of K-Fuel refined coal with favorable results; and

¢ tested and improved product handling processes and requirements and improved transportation
issues.

For the reasons discussed below, we have chosen to suspend operations at our Fort Union plant
and mine site. This will enable us to focus on future K-Fuel or K-Direct facilities by redirecting
constrained resources, both capital and human, to focus on the commercialization of our process.
Bechtel has completed the enhanced standard processing tower design based upon results of the testing
completed by us at the Fort Union plant. Additionally, suspending production at this site will further
enable us to reduce our cash expenditures. If the need arises, we are positioned to resume operations
at the Fort Union plant to demonstrate the technology or to provide K-Fuel refined coal for test burns
at utilities or other industrial sites. Alternatively, we are evaluating and anticipate redeploying some of
the equipment to a future K-Fuel facility site. We recorded an asset impairment charge of
$109.5 million related to the Fort Union plant and mine site as of December 31, 2007.

Further, on January 8, 2008, following successful test results for product performance and stability,
our subsidiary, Evergreen Energy Asia Pacific Corp., and Sumitomo Corporation have agreed with a
major Indonesian mining group to proceed with development of engineering specifications, economic
evaluation, marketability analysis and further coal tests for a 1.5 million ton per year K-Fuel plant on
the Indonesian island of Kalimantan, with the intent to expand the plant capacity in future years. We
believe that some of the key benefits of this terminal facility are as follows:

* This terminal facility is anticipated to be strategically positioned in a location with access to
deepwater transportation to many potential customers in various surrounding countries,
principally Japan, Vietnam, and India.

* There are a number of environmental regulations in place in this part of the world, most notably
the Kyoto Protocol, which make our K-Fuel refined coal and blended K-Fuel refined coal
desirable to potential customers.

* There is a large supply of low-rank coal in Indonesia, for which no current market exists.
Additionally, there is significant demand for higher Btu coal, which creates an opportunity for
our K-Fuel process.

This project contemplates a K-Fuel terminal facility with a design capacity of approximately
1.5 million tons per year, which is approximately twice the size of our Fort Union plant and the
minimum optimal size for a K-Fuel plant, based upon our and Bechtel’s redesigned plant. Bechtel has
committed to assisting us in the development of this project in addition to the engineering,
procurement and construction services to which it has previously committed.

Effective February 2007, we entered into an exclusive patent sub-license agreement with the
developer of a proprietary technology for the measurement of carbon emissions and formed a



subsidiary, C-Lock Technology, Inc. The agreement provides us with an exclusive worldwide sub-license
to a technology to standardize the measurement of carbon emissions in all business sectors. The
measurement system and procedures are transparent, repeatable and verifiable. Through C-Lock
Technology, Inc., we intend to market the proprietary measurement system and procedures to quantify,
certify, and verify carbon dioxide emissions. We expect the market in global carbon credit trading to
evolve and grow.

Segments

During the quarter ended September 30, 2007, we re-evaluated our segments and have expanded
our segment presentation to four segments to better reflect how our results of operations are now
evaluated and allocations of capital resources are determined. The Plant segment primarily represents
revenue and costs related to our Fort Union plant and our mine site in Gillette, Wyoming. The Mining
segment primarily represents our mining operations at our Buckeye location and includes certain
marketing personnel, the ash disposal facility and the blending facility. The C-lock segment reflects the
operations related to our worldwide sub-license of a technology to standardize the measurement of
carbon emissions in energy and agricultural related activities. The Technology segment is comprised of
all other operations that use, apply, own or otherwise advance our proprietary, patented K-Fuel
process, including our headquarters and related operations, activities of Evergreen Energy Asia Pacific
and KFx Technology, LLC, which holds the licenses to our technology. Our Technology segment
allocates support costs to our other segments, they are generally allocated on a percentage basis based
either on number of employees or on total operating expenses plus capital expenditures. We will
continue to evaluate how we manage our business and, as necessary, adjust our segment reporting
accordingly.

Business Strategy

The total annual coal consumption in the United States is approximately 1 billion tons per year.
The principal elements of our long-term strategy are to build, own and operate K-Fuel and K-Direct
facilities and to license our K-Fuel technology to third parties, if appropriate, through a combination of
organic growth, acquisitions and joint ventures. In the near-term, we plan to primarily focus on the
following:

* Expand Production through the Construction of K-Fuel Facilities. We intend to enhance flexibility
and expand our target market by constructing K-Fuel facilities at coal mine sites or major
transportation hubs to process abundant reserves of sub-bituminous coal and lignite into K-Fuel
refined coal. We will pursue construction at sites that have readily available access to rail, barge
and truck transportation. Further, we will focus on potential sites that allow for blending of
K-Fuel refined coal with other coals to meet customer specifications. We believe that the ability
to blend coal provides greater flexibility to potential customers by allowing them to target
specifications like heat value or post-combustion characteristics like ash content or mercury,
sulfur dioxide, chlorine, nitrogen oxide or other emission criteria.

* Expand Production through the Construction of K-Direct Facilities. K-Direct facilities co-located
with new or existing power generating plants would offer the added advantages of using
secondary steam to refine raw low-rank coal feedstocks. With K-Direct facilities at a generating
site, coal users would be able to shop the world market for abundant low-Btu coal, process it on
site and feed it directly into their boilers. We will continue to explore K-Direct opportunities
with utilities and independent power producers.

We believe that K-Direct facilities would offer power generating units a unique opportunity to
boost efficiency and meet emissions standards. We believe the advantages of a K-Direct facility
compared to a K-Fuel facility would be: (i) less capital outlay; (ii) less construction time to



complete; (iii) shorter permitting time; and (iv) accelerated product delivery as K-Fuel refined
coal would be transported from the processor directly into the coal-fired boilers at the power
generating plants.

* Enter into Licensing Agreements. We believe that there are potential opportunities to license our
technology both domestically and internationally to third parties that have access to
transportation infrastructure and high moisture, low-Btu coal supplies.

* Continue to Pursue Vertical Integration through Acquisitions and Joint Ventures. We believe we are
well-positioned to pursue selected acquisitions and attract industry joint venture partners to
continue our vertical integration strategy. Our 2006 acquisition of Buckeye Industrial Mining Co.
provided us with established markets, infrastructure, blending facilities, rail and barge
transportation access and coal supplies. We expect to pursue additional acquisitions of
companies with businesses complementary to our business model and strategy, such as the
acquisition of C-Lock Technology.

Competitive Strengths
We believe we are uniquely positioned in the energy market as a result of the following strengths:

* High BTU, Low Emission K-Fuel Refined Coal. We have been able to convert limited amounts of
low-Btu sub-bituminous coals and lignites into K-Fuel refined coal, a high Btu, low emission coal
that is a replacement for dwindling eastern coals. Federal and in some cases even tougher state
emissions regulations, will soon be implemented which requires significant reductions in sulfur
dioxide, nitrous oxides and mercury emission levels. Some states are enacting carbon dioxide
limits as well. We believe that coal-fired power plants and industrial customers that use our
K-Fuel refined coal or blended K-Fuel refined coal will be able to cost-effectively boost
efficiency and will reduce these emissions without adding new, expensive, post-combustion
cleanup equipment. Power generating facilities that burn our K-Fuel refined coal or blended
K-Fuel refined coal instead of unrefined high Btu coal are expected to realize lower emissions
and experience significant savings as a result of reducing the need to purchase carbon dioxide,
sulfur dioxide, nitrogen oxide and mercury credits in order to comply with environmental
regulations.

* Provide Flexibility in Feedstock. Coal-fired power plants and industrial users with post-combustion
pollution controls may see improved pollution control performance by using our K-Fuel refined
coal or blended K-Fuel refined coal and will benefit from the ability to use alternative feedstock
in addition to their traditional feedstocks or to blend with their traditional feedstocks.

* Proprietary Process. As demonstrated by our prior operations at our Fort Union Plant, we believe
the K-Fuel process is the only proven process for coal refining which has reached a stage of
limited commercial production with a patented process design. Our processes are patent-
protected and we have worldwide exclusive use of key equipment technology.

» Strong Base of Technical Experience and Expertise. We have proven that the K-Fuel process works
and positioned ourselves to develop a commercial plant based on the knowledge base developed
at our Fort Union plant. Our employees have a wide range of technical experience and expertise
in refining coal, coal thermal upgrading, thermal processing, coal gasification, coal liquefaction,
chemical engineering, civil engineering, mechanical engineering, power plant engineering and
process engineering. To assist in the implementation of the K-Fuel process, we have an exclusive
equipment licensing arrangement with Sasol-Lurgi Technology Company which brings in excess
of 70 years of experience in designing and building coal processing plants. In addition we have
agreements with professional engineering firms for engineering services in the areas of
architecture, civil/structural, mechanical, electrical, and controls, including subsystems



engineering and design for our commercial plants. Further, we and Bechtel have completed a
new, standard design and Bechtel Power Corporation has committed to assist us in the
construction of future K-Fuel or K-Direct facilities.

* Favorable Price Differentials and Tax Credits. We have positioned ourself in the energy market
with the goal of capturing the price differential between high and low-Btu coals. In addition, we
believe IRS Section 45 clean coal production tax credits are available for coal processed in
K-Direct or K-Fuel facilities placed in service prior to January 1, 2009. Although it is unlikely a
K-Fuel or K-Direct facility will be able to take advantage of the January 2009 deadline, we
believe Congress may consider legislation to extend this tax credit to facilities placed in service
beyond 2009. However, such provisions are not currently part of any pending energy bill.

e Established Marketing and Sales Team. Our Buckeye subsidiary provides access to established
markets, infrastructure and coal reserves. Over the years, Buckeye has shipped coal to over 70
coal customers, including utilities and industrial users. Our Buckeye marketing team has
logistical expertise and longstanding relationships with coal users that we intend to leverage in
providing our K-Fuel refined coal or blended K-fuel refined coal to a wide variety of customers.

* Key Industry Relationships. We benefit from key industry relationships, such as our agreements
with Bechtel. The Bechtel agreement provides engineering services in the areas of architecture,
civil/structural, mechanical, electrical and controls, including subsystems engineering and design
for future K-Fuel and K-Direct commercial plants. Bechtel is a global engineering, construction
and project company with more than a century of experience on complex projects in challenging
locations.

* Vertically Integrated. We believe we are positioned to capture value from the multiple steps in the
refined coal value chain, from mining to refining, marketing, distribution and verification of
carbon credits. Buckeye and C-Lock Technology are recent examples of our vertical integration
strategy.

Business History

Over the past 24 years, we have obtained multiple patents for different versions of the K-Fuel
technology using a variety of methods to apply heat and pressure to process high moisture coal
feedstocks. We have patents or patent applications for the K-Fuel technology issued or pending in the
United States and various foreign countries. As we continue to develop and make enhancements to the
K-Fuel process, we intend to expand our patent coverage.

During the last five years we have been focused on the design, construction and operation of our
Fort Union plant, which is the first plant utilizing the current version of our technology. As previously
stated, the Fort Union plant has realized virtually all of the goals and objectives except for continuous
production, which we had set forth and we have chosen to suspend operations at this site. Also, during
the last five years we have completed numerous evaluations to further test and improve our K-Fuel
refined coal and process. During the years ended December 31, 2007, 2006 and 2005, our research and
development costs were approximately $876,000, $1.4 million and $1.6 million, respectively.

Additionally, on April 3, 2006, we completed the acquisition of Buckeye Industrial Mining Co. for
a total purchase price of $39.1 million, including cash paid, stock issued, liabilities assumed and costs
incurred in the acquisition. Buckeye’s primary business is to mine, process, blend and sell high quality
coal to electric utilities, industrial and institutional end users. Buckeye also operates one of the largest
ash disposal facilities in the state of Ohio, disposing of up to one million tons of dry and conditioned
ash per year. We believe the acquisition has added value through access to Buckeye’s established
markets, infrastructure and coal reserves. In addition to sustained operation cash flow, this acquisition
includes an experienced coal marketing and mining team.



We were founded in 1984 as a clean coal company focused on developing our K-Fuel process. We
incorporated under the laws of the state of Delaware in 1988. Our principal executive offices are
located at 1225 17" Street, Suite 1300, Denver, Colorado 80202, and our telephone number is
(303) 293-2992.

Competition

Our K-Fuel refined coal is a coal with characteristics of low-moisture, high-Btu content and low
sulfur dioxide, nitrogen oxides and mercury emissions. As such, and upon achieving continuous
production at a future K-Fuel or K-Direct facility, the known direct competitors for K-Fuel refined coal
include other coal upgrading processes, other high Btu coal, low sulfur coal and advanced pollution
control technologies. The indirect competition to K-Fuel refined coal includes electrical generation
from natural gas, nuclear fuel, oil, wind, bio-fuels, and other renewable energy sources. Over the past
two years, pricing trends for a number of these alternatives have enhanced the competitive position of
K-Fuel.

Potential customers could choose to install pollution equipment instead of using our K-Fuel refined
coal and/or choose to inject additives to reduce emissions. These alternatives include equipment such as
low-nitrogen oxide burners, over-fire air systems, selective catalytic reduction systems, sulfur scrubbers,
fabric filters, electrostatic precipitators, mercury control technology, or other equipment and adding
limestone or other chemicals to combustion and waste stream. In contrast to our K-Fuel refined coal,
most of these technologies require a significant investment of capital by the customer and impose a
parasitic load on the plant, thereby reducing the salable electricity produced from the affected unit.

We believe we have in our C-Lock technology a first-of-its-kind web-based platform that accurately
measures greenhouse gases emissions and certifies these environmental improvements as carbon credits
there are other companies that have developed other systems that measure greenhouse gases and
certify carbon credits. Our potential customer base could choose to use these other measuring systems
instead of ours.

Intellectual Property

Our success depends in part on our ability to protect our intellectual property and to avoid
infringement of the intellectual property of third parties. The patents which cover earlier versions of
our technology are near their expiration dates. Patents which cover newer versions of our technology
will not expire until 2018 through 2024. Our most recently issued patent covers most of the aspects of
our K-Fuel process as it is currently conducted. Additional claims have been filed at the U.S. Patent
and Trademark Office and the application is pending. As we make modifications and improvements to
our proprietary process, we continue to evaluate our patent protection. As a result, we anticipate filing
for additional patents in the future.

Customers

As of December 31, 2007, three customers from our mining segment accounted for 27%, 18%,
13% and 13% of total accounts receivables, respectively, while two customer in our mining segment,
accounted for 32% and 13% of total revenues. We believe the loss of any one of these customers
would not have a material adverse effect on our financial position.

Buckeye has presold, for delivery in 2008, approximately 500,000 tons of coal pursuant to
long-term contracts, which expire through 2012, at prices tied to various published indices. We expect
these prices to range from $35 to $59 per ton in 2008, based on varying characteristics of the coal,
including Btus, ash content, and so forth. Buckeye had presold 400,000 tons for delivery in 2007 at
prices ranging from $34 to $55 per ton. Pursuant to existing contracts, Buckeye has presold
approximately 800,000 tons of coal for delivery through 2012 at pricing which are tied to various



indices. In addition, Buckeye has committed to deliver, in 2008, approximately 200,000 tons of coal
pursuant to customer purchase orders at prices tied to various indices, with expected pricing ranging
from $39 to $74 per ton. The total 2008 commitments of 700,000 represents less than half of Buckeye’s
expected 2008 production.

Environmental Regulation Affecting our Market

We believe that existing and proposed legislation and regulations could impact fossil fuel-fired, and
specifically coal-fired, power generating facilities. According to the U.S. Environmental Protection
Agency, or EPA, power generation emits substantial levels of sulfur dioxide, nitrogen oxides, mercury
and carbon dioxide into the environment. Regulation of these emissions can affect the market for our
K-Fuel refined coal by imposing limits and caps on fossil fuel emissions. Regulation of carbon dioxide
can also affect our subsidiary, C-Lock Technology. The most significant, existing national legislation and
regulations affecting our K-Fuel market include the Clean Air Act, the Clean Air Interstate Rule and
the Clean Air Mercury Rule, which are described further below. While carbon dioxide emissions are
not regulated at the national level at this time, a U.S. Senate committee passed emissions reducing
legislation in December 2007 that should continue moving forward in the 2008 legislative session. It is
highly unlikely that national legislation will be passed in 2008 though future legislative sessions and
presidential administrations seem more likely to do so within the next several years.

In addition, the K-Fuel market will be affected by additional national policies including the EPA’s
Nitrogen Oxide State Implementation Plan Call, the EPA's National Ambient Air Quality Standards for
ozone and fine particulate matter, and the Regional Haze Rules, which requires emission controls for
industrial facilities emitting air pollutants that reduce visibility by causing or contributing to regional haze.

State and regional policies will also impact our market. The Regional Greenhouse Gas Initiative
requires reduction in carbon dioxide emissions from electric generating units, beginning in January 2009
in 10 northeastern states. The state of California has adopted a stringent greenhouse gas policy that
will affect coal-fired electricity generated in and imported into the state. And the Western Climate
Initiative, a coalition of 7 western states, is working on a regional, economy-wide greenhouse gas
reduction program. Additionally, states are implementing emission reduction policies more stringent
than national policy, such as, requiring more stringent mercury reduction than the EPA’s Clean Air
Mercury Rule and Renewable Portfolio Standards requiring robust renewable electricity generation.

The following briefly describes the most significant existing national laws and regulations affecting
the market for our K-Fuel refined coal.

* The Clean Air Act and Acid Rain Program. The Clean Air Act of 1970, as amended, is
currently the primary mechanism for regulating emissions of sulfur dioxide and nitrogen oxide
from coal-fired power generating facilities. A key component of the act regulates sulfur dioxide
and nitrogen oxide emissions. Specifically, title IV set a goal of reducing sulfur dioxide emissions
by 10 million tons below 1980 levels and imposed a two-phased tightening of restrictions on
fossil fuel-fired power plants. Phase I began in 1995 and focused primarily on coal-burning
electric utility plants in the east and midwest. In 2000, Phase II began and this phase tightened
the annual emissions’ limits on larger higher emitting plants and set restrictions on smaller,
cleaner plants fired by coal, oil, and gas. The Acid Rain Program calls for a 2 million ton
reduction in nitrogen oxide emission and focuses on one set of sources that emit nitrogen oxide:
coal-fired electric utility boilers. Beginning in January 2000, nitrogen oxide emissions are to be
reduced 900,000 tons per year beyond the 1.2 million per year reduction set by the EPA in 1995.

* Clean Air Interstate Rule. The Clean Air Interstate Rule was finalized by the EPA in March
2005. Once fully implemented, this rule will reduce sulfur dioxide emissions in 28 states and the
District of Columbia by more than 70% and nitrogen oxide emissions by more than 60% from
the 2003 levels. Through the use of a cap-and-trade approach, the rule promises to achieve
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substantial reduction of sulfur dioxide and nitrogen oxide emissions. Reductions of nitrogen
oxide emissions begin in January 2009, followed by reductions of sulfur dioxide emissions in
January 2010. The program will be fully implemented by January 2015.

* Clean Air Mercury Rule. The U.S. Environmental Protection Agency, or EPA, finalized the
Clean Air Mercury Rule, or CAMR, on March 15, 2005 to reduce mercury emissions from
coal-fired power plants. Phase 1 of CAMR was set to go into effect on January 1, 2010.
However, on February 8, 2008, the U.S. Circuit Court of Appeals for the District of Columbia
vacated the rule, requiring EPA to draft a new regulation. As a result of this ruling, it is likely
that individual coal-fired boilers and power plants will be held to stringent levels of mercury
emission reductions instead of averaging mercury emissions across multiple plants and across the
country.

Environmental Regulation Affecting the Construction and Operation of our Plants and Mining of Coal

As a general matter, we are subject to a number of state and federal regulations that (i) seek to
limit the amounts of certain emissions into the environment, (ii) articulate the disposal of certain
potentially hazardous materials, and (iii) impose certain employee safety requirements upon us. As we
expand our operations we may become subject to more regulation. For example, if we build additional
plants we may install coal-fired boilers, which are subject to more permitting requirements and more
environmental regulation than gas-fired boilers. Through our mining activities we are subject to
additional regulations including the Coal Mine Health and Safety Act of 1969, the Federal Mine Safety
and Health Act of 1977, the Black Lung Benefits Revenue Act of 1977 and other regulations that seek
to protect the health and safety of employees.

In the United States, K-Fuel refined coal is not expected to be subject to unusual levels of local,
state or federal regulation with respect to its transportation and distribution. However, any future
production plants will require numerous permits, approvals and certificates from appropriate federal,
state and local governmental agencies before construction of each facility can begin and will be
required to comply with applicable environmental laws and regulations (including obtaining operating
permits) once facilities begin production. The most significant types of permits that are typically
required for commercial production facilities include an operating and construction permit under the
Clean Air Act, a wastewater discharge permit under the Clean Water Act, and a treatment, storage and
disposal permit under the Resource Conservation and Recovery Act. Some federal programs have
delegated regulatory authority to the states and, as a result, facilities may be required to secure state
permits. Finally, the construction of new facilities may require review under the National
Environmental Policy Act, or a state equivalent, which requires analysis of environmental impacts and,
potentially, the implementation of measures to avoid or minimize these environmental impacts.

Any international K-Direct or K-Fuel plants will also be subject to various permitting and
operational regulations specific to each country. International initiatives, such as the Kyoto Protocol,
are expected to create increasing pressures on the electric power generation industry on a world-wide
basis to reduce emissions of various pollutants, which management expects will create additional
demand for our products and services.

In 2004, Congress passed tax credits for refined coal within the American Jobs Creation Act. To
qualify for the tax credit, the refined coal must realize a reduction of at least 20% in nitrogen oxide
emissions and at least 20% in either sulfur dioxide or mercury emissions and have an increase in
market value over the comparable coal of at least 50%. Based upon our testing to date, we believe that
K-Fuel refined coal meets these requirements and that our future K-Fuel plants will be eligible for the
credit if they are operational by January 1, 2009. However, due to the fact that there are no K-Fuel or
K-Direct facilities under construction, it is unlikely that any will be operational by January 1, 2009 and
be in a position to take advantage of these credits, unless extended by Congress. Generally, the refined
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coal credit, escalated annually, will be earned for each ton produced over a ten-year period from the
date the plant is placed in service.

Employees
At March 20, 2008, we had 207 full-time employees.

Access to Information

Our web site address is www.evgenergy.com. We make available, free of charge, on the Investor
Info section of our web site our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q,
Current Reports on Form 8-K, and all amendments to those reports, as soon as reasonably practicable
after these reports are electronically filed with or furnished to the Securities and Exchange
Commission. We also make available through our web site other reports electronically filed with the
SEC under the Securities Exchange Act of 1934, including our proxy statements and reports filed by
officers and directors under Section 16(a) of that Act. Additionally, we make available press releases,
presentation material including slides and other investor information. We do not intend for information
contained in our web site to be part of this Annual Report on Form 10-K.

ITEM 1A. RISK FACTORS

In addition to risk and uncertainties in the ordinary course of business that are common to all
businesses, important factors that are specific to our industry and our company could materially impact
our future performance and results. We have provided below a list of these risk factors that should be
reviewed when considering our business and securities. These are not all the risks we face, and other
factors currently considered immaterial or unknown to us may impact our future operations.

Business Risks

We have a history of losses, deficits, and negative operating cash flows and will likely continue to incur
losses in the future. Such losses may impair our ability to pursue our business plan.

We expect to incur operating losses and continued negative cash flows from operations for the
foreseeable future. We have made, and will continue to make, substantial capital and other
expenditures before we will have sufficient operating income and cash flow to recover our investments.
We are not able to accurately estimate when, if ever, our cash flows from operating activities will
increase sufficiently to cover these investments. Further, we may not achieve or maintain profitability or
generate cash from operations in future periods. Our working capital (the amount by which our current
assets exceed our current liabilities), accumulated deficit, net loss and cash (used in) provided by
operating activities are as follows:

December 31,

2007 2006 2005
(in thousands)
Working capital ........................ $ 45580 $ 79,156 $ 19,910
Accumulated defiCit . .. ... .ovrrr . (408,073)  (203,397)  (151,870)
NEE 0SS - « o v vee e e (204,676)  (51,527)  (23,313)
Cash used in operating activities ............ $ (51,581) $ (30,435) $ (12,071)

We have substantial capital requirements and, as a result, we have been and continue to be dependent on
financing activities or sales of our equity securities to fund our operating costs.

As a result of negative cash flows from operations, we have been and continue to be dependent on
financing activities and sales of our equity securities to fund the operating and substantial capital costs
associated with our business. Our need for additional capital may further increase as we continue to
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pursue our vertical integration strategy. Our success is dependent on our ability to utilize existing
resources and to generate sufficient cash flows to meet our obligations on a timely basis, to obtain
financing or refinancing as may be required, to attain profitability, or a combination thereof.
Depending on our future operations and the conditions of the capital markets, we may not be able to
continue to raise additional capital on terms acceptable to us or at all. A lack of adequate financing
may adversely affect our ability to pay our existing indebtedness, pursue our business strategy, respond
to changing business and economic conditions and competitive pressures, absorb negative operating
results and fund our continuing operations, capital expenditures or increased working capital
requirements.

We have a limited operating history as an energy solutions company, and our business and prospects
should be considered in light of the risks and difficulties typically encountered by a company with a limited
operating history.

You should consider our business and prospects in light of the risks and difficulties typically
encountered by a company with a limited operating history. The specific risks include whether we will
be able to:

* enter into agreements for the purpose of building K-Direct and K-Fuel plants or licensing our
technology;

* enter into or maintain strategic partnerships with vendors and other parties to maximize our
K-fuel process;

* raise additional capital;

* accurately assess potential markets and effectively respond to competitive developments;
e attract and retain customers for product sales;

e attract and retain credit-worthy customers;

* effectively manage expanding operations;

¢ successfully market our products;

* economically transport coal to and from processing facilities;

* execute our business strategy; and

e attract and retain key personnel.

We may not be successful in addressing these and other risks. As a result, our financial condition,
results of operations and cash flows may be adversely affected.

We rely on key personnel and if we are unable to retain or attract qualified personnel, we may not be
able to execute our business plan.

Our success is currently dependent on the performance of a small group of senior managers, key
technical personnel and independent contractors that have a wide range of technical experience and
expertise in coal refining, coal thermal upgrading, thermal processing, coal gasification and coal
liquification. In addition, our business strategy will require us to attract and retain a substantially
greater number of qualified personnel and/or hire additional contractors. The inability to retain key
managerial and technical personnel or attract and retain additional highly qualified managerial or
technical personnel in the future could harm our business or financial condition.

Our acquisition activities may not be successful.

As part of our vertical integration business strategy, we may make acquisitions of businesses and
properties. However, suitable acquisition candidates may not be available on terms and conditions we
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find acceptable. Further, acquisitions pose substantial risks to our financial condition, results of
operations and cash flows. In pursuing acquisitions, we compete with other companies, many of which
have greater financial and other resources to acquire attractive companies and properties. Even if
future acquisitions are completed, the following are some of the risks associated with acquisitions:

* the acquired businesses or properties may not produce revenues, earnings or cash flow at
anticipated levels;

* we may be unable to integrate acquired businesses successfully and realize anticipated economic,
operational and other benefits in a timely manner;

* acquisitions could disrupt our ongoing business, distract management, divert resources and make
it difficult to maintain our current business standards, controls and procedures;

* we may finance future acquisitions by issuing common stock for some or all of the purchase
price, which could dilute the ownership interests of our stockholders; and

e we may incur additional debt related to future acquisitions.

Competition from other companies in the clean coal and alternative fuel technology industries, including
competition resulting from deregulation in the United States power industry, could adversely affect our
competitive position.

Competition in the clean coal, alternative fuel and emission-reducing equipment industries could
impact our ability to generate revenue from our K-Fuel process. Many of these companies in the clean
coal, alternative fuel technology and emission-reducing equipment industries have financial resources
greater than ours. Providers of alternative or competing technologies in these industries may be subject
to less regulation, or alternatively, may enjoy subsidies that provide them with increased financial
strength, or make their products or services more attractive to energy consumers. Due to any of these
competitive advantages, our existing and future competitors may be able to offer products more
competitively priced and more widely available than ours. These companies also may have the
resources to create new technologies and products that could make our process and products obsolete.
Our future revenues may depend on our ability to address competition in these industries. In addition,
deregulation in the United States power generating industry may result in increased competition from
other producers of energy-efficient coal products, other clean fuel sources, and other products, services
and technologies designed to provide environmental and operating cost benefits similar to those which
we believe are available from our K-Fuel refined coal. In turn, this could result in lower margins for
our product.

Overseas development of our business is subject to international risks, which could adversely affect our
ability to license, construct or operate profitable overseas plants.

We believe a portion of the growth opportunity for our business lies outside the United States.
Doing business in foreign countries may expose us to many risks that are not present domestically. We
lack significant experience dealing with such risks, including political, military, privatization, technology
piracy, currency exchange and repatriation risks, and higher credit risks associated with customers. In
addition, it may be more difficult for us to enforce legal obligations in foreign countries, and we may
be at a disadvantage in any legal proceeding within the local jurisdiction. Local laws may also limit our
ability to hold a majority interest in the projects that we develop.
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K-Fuel Process Risks

We faced technical and operational issues with improving capacity utilization at our Fort Union plant
prior to suspending operations at the plant. These technical and operational problems may adversely impact
our ability to operate or develop future K-Fuel or K-Direct facilities, resulting in delays in achieving full scale
commercial production of our K-Fuel refined coal.

Research and development is an iterative process and our K-Fuel process has been evolving for
approximately 25 years with the most recent material modification being the integration of the Sasol-
Lurgi proprietary coal processing equipment with our patented technology, which started in 2003.

Our Fort Union plant is a third generation facility developed for this purpose. The first facility was
a research and development plant that currently serves as our research laboratory. The second facility
was a commercial demonstration plant that we constructed with a joint venture partner and
commenced operations in 1998. In June 1999, our joint venture partner suspended production at the
plant due to its strategic restructuring. Thereafter, we sold our interest in the plant to our joint venture
partner and in September 2002, the major equipment at the plant was purchased by a third party and
removed from the site. As part of the continued development of the K-Fuel process, we analyzed the
operations of this plant and some of the problems that we encountered with respect to operations and
product quality and made modifications to the K-Fuel process that we believe addressed these issues.
We built upon this knowledge base in designing and constructing the Fort Union plant.

We faced technical and operational problems in attempting to achieve commercial production of
K-Fuel at our Fort Union plant and have decided to suspend further operations at the plant. Problems
we have encountered include cost overruns, delays, technical issues, availability of workers and
contractors and weather. We may encounter similar problems at any future facilities we are able to
build. Additionally, any future facilities may encounter the following additional problems:

 unforeseen construction problems and limited availability of raw material or fabrication
capability;

* unforeseen problems not previously encountered at our Fort Union plant; and

e current and future K-Fuel products may not meet the technical specifications required by our
customers or other customer requirements.

Our ability to effectively operate and develop K-Fuel and K-Direct facilities may be harmed to the
extent these and other technical or operational problems materialize. Should we be unable to
effectively operate and develop K-Fuel or K-Direct facilities, our ability to generate revenues and
profits from our existing operations as well as the potential for future facilities and future licensing
opportunities may be negatively impacted. In particular, because we were unable to consistently operate
our Fort Union plant for sustained periods of time to produce commercial quantities of K-Fuel refined
coal, it will likely be more difficult for us to enter into arrangements with customers for their regular
purchase of K-Fuel refined coal at future facilities or for us to finance the construction of additional
K-Fuel plants or a K-Direct plant.

We do not know if K-Fuel refined coal is commercially viable.

While our Fort Union plant previously produced limited amounts of K-Fuel refined coal, we do
not know whether K-Fuel refined coal can be produced and sold on a commercial basis in a cost
effective manner after taking into account the cost of the feedstock, our production costs and the cost
of transportation. As our Fort Union plant was not able to achieve full scale commercial production,
we have not yet developed an efficient cost structure. We are currently using the knowledge base
developed at our Fort Union plant to understand our pricing and costs, as well as the qualities of the
product when used in K-Fuel test burns, and intend to leverage this knowledge base when constructing
any additional K-Fuel plants or any K-Direct plants. We experienced technical problems with respect to
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the K-Fuel refined coal produced at our Fort Union plant, including coal dusting. If we fail to
adequately address these technical problems to the extent they occur at future K-Fuel or K-Direct
facilities, or any other unforeseen problems that may occur in the future, it could make K-Fuel refined
coal more expensive to transport and store, and therefore more expensive to burn. Failure to address
both known and unforeseen technical challenges of K-Fuel refined coal, obtain feedstock in sufficient
quantity and at acceptable prices and to arrange for transportation services at reasonable prices, may
materially and adversely affect our business, results of operations and financial condition.

Construction of future K-Fuel or K-Direct facilities will require substantial lead time and significant
additional financing.

We do not have any definitive contracts to construct additional K-Fuel facilities or K-Direct
facilities. To the extent that we identify appropriate sites for future K-Fuel plants or agree with utilities
or other businesses to construct K-Direct facilities, we will then be required to begin a lengthy
permitting and construction process. We estimate that it could take at least six months or longer to
obtain necessary permits and approvals and that, depending on local circumstances, the required time
could be much longer. Thereafter, construction of a facility with a capacity of approximately 1.5 million
tons of K-Fuel refined coal per year, which is approximately twice the size of our Fort Union plant,
would take an estimated further period of 18 to 24 months. Thus, we would not expect to obtain any
revenues from any such facilities before at least 2010.

As of December 31, 2007, we estimate that we have spent approximately $100 million in
constructing our Fort Union plant, which we have decided to suspend construction and operations. We
estimate that the cost of constructing additional facilities, such as a 1.5 million ton per year facility,
could be greater depending on additional variables, including site location, material handling equipment
and design, seismic zones, labor issues, and weather and climate conditions. Such variables could
potentially increase costs. We would be required to obtain substantial amounts of financing to
undertake any such project and there can be no assurance that such financing would be available to us.
Inability to construct additional facilities to produce K-Fuel, or to finance the construction thereof on
acceptable terms, will adversely affect our financial condition.

Any negative results from the continuing evaluation of K-Fuel refined coal produced at future facility sites
by us or third parties could have a material adverse effect on the marketability of K-Fuel refined coal and
future prospects.

Although we have currently suspended operations at our Fort Union plant, we and certain third
parties are continuing to evaluate the attributes of K-Fuel refined coal previously produced at our Fort
Union plant and that is produced in our laboratories. There can be no assurance that these evaluations
will result in positive findings concerning the moisture content, heat value, emission-levels, burn
qualities or other aspects of our K-Fuel refined coal. Furthermore, even if current evaluations indicate
that our K-Fuel refined coal performs to design specifications, there can be no assurance that later tests
will confirm these current results or that our K-Fuel refined coal will be readily accepted by the market.
The process of introducing our K-Fuel refined coal into the market may be further delayed if these test
results are negative or if potential customers conduct their own tests of the K-Fuel refined coal to
determine whether it meets their individual requirements and the results are not acceptable.
Substantially all of our evaluations of K-Fuel refined coal at our Fort Union plant used Powder River
Basin low-grade coal as the feedstock and we conducted only limited tests of the K-Fuel process at Fort
Union using other feedstocks. However, we have conducted numerous tests of the K-Fuel process using
other feedstocks in our laboratories. The ability to use feedstocks from other locations in the United
States or overseas will depend on the results of future tests on different types of coal. If these tests
limit the range of viable low-grade coal feedstocks for use in the K-Fuel process, site locations for
future K-Fuel or K-Direct plants may be limited and the commercial appeal of the process may be less
than anticipated. If this continuing process of evaluation and market introduction results in negative
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findings concerning the K-Fuel process, this could have a material adverse effect on the marketability of
K-Fuel refined coal and on our financial condition, results of operations and future prospects.

Due to the uncertain market for, and commercial acceptance of, our K-Fuel refined coal, we may not be
able to realize significant revenues from the sale of K-Fuel refined coal.

While we believe that a commercial market is developing both domestically and internationally for
cleaner coal products such as K-Fuel refined coal, we may face the following risks due to the
developing market for our cleaner coal technology:

* limited pricing information;

* changes in the price differential between low- and high-Btu coal;

e unknown costs and methods of transportation to bring K-Fuel refined coal to market;
* alternative fuel supplies available at a lower price;

* the cost and availability of emissions-reducing equipment and other technologies that may be
more desirable than the K-Fuel refined coal;

* potential future declines in energy prices which would make K-Fuel refined coal less attractive
economically;

* the market viability of K-Fuel refined coal based on a decline in energy prices; and
* sufficient market interest for us to continue in business.

If we are unable to develop markets for our K-Fuel refined coal, our ability to generate revenues
and profits may be negatively impacted.

If we are unable to construct and commercialize K-Fuel production plants, our ability to generate profits
Jfrom this process will be impaired.

Our future success depends on our ability to locate, develop and construct future commercial
K-Fuel production plants and operate them at a profit. Prior to suspending operations at our Fort
Union plant, we were not able to achieve commercial production. A number of different variables, risks
and uncertainties affect our successful construction of future K-Fuel production plants and our ability
to operate such plants at a profit including:

* the complex, lengthy and costly regulatory permit and approval process;

* local opposition to development of projects, which can increase cost and delay timelines;
* increases in construction costs such as for contractors, workers and raw materials;

* transportation costs and availability of transportation;

* our inability to acquire adequate amounts of low rank feedstock coal at forecasted prices to
meet our projected goals;

* engineering, operational and technical difficulties, as discussed above;

* possible price fluctuations of low-Btu coal, which could impact K-Fuel refined coal’s profitability;
and

* expenditures related to researching and investigating future K-Fuel production sites, which we
may not be able to recover.

If we are unable to successfully address these risks, our results from operations, financial condition
and cash flows may be adversely affected.
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Regulation of the K-Fuel process and K-Fuel refined coal may adversely affect our financial condition
and results of operations and cash flows.

Our K-Fuel refined coal is currently subject to federal, state, local, and foreign laws and
regulations. In addition, as products and commercial applications are introduced into the market,
governments may impose new regulations which may increase our costs and price of our product. If the
cost of compliance with applicable laws and regulations increases past that forecasted, our ability to
profitably market and sell K-Fuel refined coal may be jeopardized.

Compliance with environmental laws and regulations may increase our costs and reduce our future sales.

Our operations are subject to stringent and complex federal, state and local environmental laws
and regulations. Failure to comply with these laws and regulations may trigger a variety of
administrative, civil and criminal enforcement measures, including the assessment of monetary
penalties, the imposition of remedial requirements, and the issuance of orders enjoining future
operations. Certain environmental statutes impose strict, joint and several liabilities for costs required
to clean up and restore sites where hazardous substances have been disposed or otherwise released.
Moreover, it is not uncommon for neighboring landowners and other third parties to file claims for
personal injury and property damage allegedly caused by the release of substances or other waste
products into the environment.

Future changes in the law may adversely affect our ability to sell our products and services.

A significant factor in expanding the potential U.S. market for K-Fuel refined coal is the numerous
federal, state and local environmental regulations, which provide various air emission requirements for
power generating facilities and industrial coal users. We believe that the use of clean-burning fuel
technologies, like K-Fuel refined coal, will help utility companies comply with the air emission
regulations and limitations. We are unable to predict future regulatory changes and their impact on the
demand for our products. While more stringent laws and regulations, including mercury emission
standards, limits on sulfur dioxide emissions and nitrogen oxide emissions, may increase demand for
our products, such regulations may result in reduced coal use and increased reliance on alternative fuel
sources. Similarly, amendments to the numerous federal and state environmental regulations that relax
emission limitations would have a material adverse effect on our prospects.

Our inability to adequately protect and defend our proprietary process could harm our business, increase
our costs and decrease sales of our products and services.

Our success depends upon our proprietary process. We rely on a combination of patent, trademark
and trade secret rights to establish and protect our proprietary rights. We currently have a series of
patents and patent applications on our K-Fuel process. However, competitors may successfully
challenge the validity or scope of one or more of our patents, or any future patents. These patents
alone may not provide us with any significant competitive advantage.

Further, while our most recently issued patent protection covers what we believe are the unique
aspects of our K-Fuel process as it is currently conducted, not all of the claims we filed were allowed.
An additional patent application has been filed to address the examiner’s comments and we expect
some of the revised claims to be allowed. While we continue our efforts regarding these claims there
can be no assurance that we will be able to obtain patent protection in the United States or abroad to
protect these or any other aspects of our intellectual property, or that, in the absence of any such
patent protection, that the combination of additional methods that we currently employ to maintain the
confidentiality of our processes will adequately safeguard our proprietary processes and information. If
our intellectual property is not adequately protected, this may have a material adverse impact on our
financial condition, results of operations, cash flows and future prospects.
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Third parties could copy or otherwise obtain and use our technology without authorization or
develop similar technology independently. The protection of our proprietary rights may be inadequate
and our competitors could independently develop similar technology, duplicate our solutions, or design
around any patents or other intellectual property rights we hold.

Any actions taken by us to enforce our patents or other property rights could result in significant
expense as well as the diversion of management time and resources. In addition, detecting infringement
and misappropriation of patents or intellectual property can be difficult, and there can be no assurance
that we would detect any infringement or misappropriation of our proprietary rights. Even if we are
able to detect infringement or misappropriation of our proprietary rights, litigation to enforce our
rights could cause us to divert significant financial and human resources from our business operations,
and may not ultimately be successful. If we are required to divert significant resources and time to the
enforcement of our proprietary rights, even if the enforcement is successful, our business could be
materially adversely affected.

Our success will depend on our ability to operate without infringing on or misappropriating the
proprietary rights of others.

We may be sued for infringing or misappropriating the proprietary rights of others. Intellectual
property litigation is costly, and, even if we prevail, the cost of such litigation could adversely affect our
business. In addition, litigation is time consuming and could divert management attention and resources
away from our business. If we do not prevail in any litigation, we could be required to stop the
infringing activity and/or pay substantial damages. Under some circumstances, these damages could be
triple the actual damages the patent holder incurs. If we have supplied infringing products to third
parties for marketing or licensed third parties to manufacture, use or market infringing products, we
may be obligated to indemnify these third parties for any damages they may be required to pay to the
patent holder and for any losses the third parties may sustain themselves as the result of lost sales or
damages paid to the patent holder.

If a third party holding rights under a patent successfully asserts an infringement claim with
respect to any of our products or processes, we may be prevented from manufacturing or marketing
our infringing product in the country or countries covered by the patent we infringe, unless we can
obtain a license from the patent holder. Any required license might not be available to us on
acceptable terms, or at all. Some licenses may be non-exclusive, and therefore, our competitors may
have access to the same technology licensed to us. If we fail to obtain a required license or are unable
to design around a patent, we may be unable to market future products, which could have a material
adverse effect on our business.

Coal Mining Risks

A substantial or extended decline in coal prices could reduce our revenues and the value of our coal
reserves.

The results of operations in our Mining segment are substantially dependent upon the prices we
receive for our coal. The prices we receive for coal depend upon factors beyond our control, including:

¢ the supply of and demand for domestic and foreign coal;

* the demand for electricity;

* the proximity to, capacity of, and cost of transportation facilities;
* air emission standards for coal-fired power plants;

* regulatory, administrative, and judicial decisions; and

* the effect of worldwide energy conservation measures.
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Declines in the prices we receive for our coal could adversely affect our operating results and our
ability to generate the cash flows we require to improve our productivity and invest in our operations.

Our coal mining production and delivery is subject to conditions and events beyond our control, which
could result in higher operating expenses and/or decreased production and sales and adversely affect our
operating results and cash flows.

Our coal mining operations are conducted in underground mines and at surface mines. The level
of our production at these mines is subject to operating conditions and events beyond our control that
could disrupt operations, affect production and the cost of mining at particular mines for varying
lengths of time and have a significant impact on our operating results. Adverse operating conditions
and events that we may experience are:

e delays and difficulties in acquiring, maintaining or renewing necessary permits for mining or
surface rights;

 changes or variations in geologic conditions, such as the seam thickness of the coal deposits and
the amount of rock embedded in or overlying the coal deposit;

* mining and processing equipment failures and unexpected maintenance problems;
* limited availability of mining and processing equipment and parts from suppliers;
e interruptions due to transportation availability and delays;

 adverse weather and natural disasters, such as heavy rains and flooding;

* accidental mine water discharges;

* the unavailability of qualified labor; and

* unexpected mine safety accidents, including fires and explosions.

The occurrence of any of these conditions or events in the future may affect deliveries of coal to
customers, increase our cost of mining and delay or halt production at particular mines or sales to our
customers either permanently or for varying lengths of time, which could adversely affect our operating
results.

Our current business will be adversely affected if we are unable to develop or acquire additional coal
reserves that are economically recoverable.

In addition to our K-Fuel business, our ability to achieve operational profitability depends
substantially on our ability to mine coal reserves possessing quality characteristics desired by our
customers in a cost-effective manner. We have not yet applied for the permits required, or developed
the mines necessary, to mine all of our reserves. Permits are becoming increasingly more difficult and
expensive to obtain and the review process continues to lengthen. In addition, we may not be able to
mine all of our reserves profitably in the future.

Because our reserves are depleted as we mine our coal, our future success and growth depend, in
part, upon our ability to acquire additional coal reserves that are economically recoverable. If we are
unable to replace or increase our coal reserves on acceptable terms, our production and revenues will
decline as our reserves are depleted. Exhaustion of reserves at particular mines also may have an
adverse effect on our operating results that is disproportionate to the percentage of overall production
represented by such mines.
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We face numerous uncertainties in estimating our recoverable coal reserves, and inaccuracies in our
estimates could result in decreased profitability from lower than expected revenues or higher than expected
costs.

Forecasts of our future performance are based on, among other things, estimates of our
recoverable coal reserves. We base our estimates of reserve information on engineering, economic and
geological data assembled and analyzed by our internal engineers and periodically reviewed by third-
party consultants. There are numerous uncertainties inherent in estimating the quantities and qualities
of recoverable reserves and costs to mine, including many factors beyond our control. Estimates of
economically recoverable coal reserves and net cash flows necessarily depend upon a number of
variable factors and assumptions, any one of which may, if incorrect, result in an estimate that varies
considerably from actual results. These factors and assumptions include:

* future coal prices, operating costs, capital expenditures, severance and excise taxes, royalties and
development and reclamation costs;

 future mining technology improvements;
* the effects of regulation by governmental agencies; and

* geologic and mining conditions, which may not be fully identified by available exploration data
and may differ from our experiences in areas we currently mine. As a result, actual coal tonnage
recovered from identified reserve areas or properties, and costs associated with our mining
operations, may vary from estimates.

Any inaccuracy in our estimates related to our reserves could result in decreased profitability from
lower than expected revenues or higher than expected costs.
Risks Relating to Our Debt, Our Common Stock and Other Risks

Our debt obligations may affect our business, operating results and financial condition.

We have a significant amount of debt, especially given our limited cash flow from operations. In
July 2007, we issued $95.0 million long-term debt due August 1, 2012. Debt service obligations from the
notes could adversely affect us in a number of ways, including by:

* limiting our ability to obtain in the future, if needed, financing for working capital, capital
expenditures, debt service requirements or other corporate purposes;

* limiting our flexibility in implementing our business strategy and in planning for, or reacting to,
changes in our business;

* placing us at a competitive disadvantage relative to any of our competitors who have lower levels
of debt;

* decreasing our debt ratings and increasing our cost of borrowed funds;
* making us more vulnerable to a downturn in our business or the economy generally;

* subjecting us to the risk of being forced to refinance at higher interest rates these amounts when
due; and

* requiring us to use a substantial portion of our cash to pay principal and interest on our debt
instead of contributing those funds to other purposes such as working capital, capital
expenditures or other corporate purposes.

In addition, our ability to generate cash flow from operations sufficient to make scheduled
payments on our debts as they become due will depend on our future performance, our ability to
successfully implement our business strategy and our ability to obtain other financing, which may be
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influenced by economic, financial, competitive, legislative, regulatory and other factors that are beyond
our control.

The notes contain restrictive covenants that limit our operational flexibility.

The notes contain covenants that, among other things, restrict our ability to take specific actions,
even if we believe them to be in our best interest. These covenants include restrictions on our ability
to:

* incur additional debt or issue certain preferred shares;

* pay dividends on or make distributions in respect of our capital stock;

e create liens on certain assets to secure debt; and

* sell certain assets.

Our failure to comply with these restrictions could lead to a default under the notes.

Our ability to pay principal and interest on outstanding indebtedness depends upon our receipt of
dividends or other intercompany transfers from our subsidiaries, and claims of creditors of our subsidiaries
that do not guarantee our indebtedness will have priority over claims you may have as for our guaranteed
indebtedness with respect to the assets and earnings of those subsidiaries.

We are a holding company and substantially all of our properties and assets are owned by, and all
our operations are conducted through, our subsidiaries. As a result, we are dependent upon cash
dividends and distributions or other transfers from our subsidiaries to meet our debt service obligations,
including payment of the interest on and principal of our indebtedness when due, and other
obligations. The ability of our subsidiaries to pay dividends and make other payments to us may be
restricted by, among other things, applicable corporate, tax and other laws and regulations in the
United States and abroad and agreements made by us and our subsidiaries, including under the terms
of our existing and potentially future indebtedness. In addition, claims of creditors, including trade
creditors, of our subsidiaries will generally have priority with respect to the assets and earnings of such
subsidiaries over the claims of our creditors, except to the extent the claims of our creditors are
guaranteed by these subsidiaries. In the event of our dissolution, bankruptcy, liquidation or
reorganization, the holders of such indebtedness will not receive any amounts from our non-guarantor
subsidiaries with respect to such indebtedness until after the payment in full of the claims of the
creditors of those subsidiaries.

We may not have the ability to repurchase the notes for cash upon the occurrence of a fundamental
change as required by the indenture governing the notes.

Holders of the notes will have the right to require us to repurchase the notes for cash upon the
occurrence of a fundamental change. We may not have sufficient funds to repurchase the notes or have
the ability to arrange necessary financing on acceptable terms. Our ability to repurchase the notes for
cash may be limited by law or the terms of other agreements relating to our indebtedness outstanding
at the time. Our failure to repurchase the notes when required would result in an event of default with
respect to the notes and could result in the acceleration of the maturity of our then-existing
indebtedness. This repurchase right may actually have the effect of making us a less attractive
candidate for a fundamental change transaction.

The value of the collateral may not be sufficient to repay the holders of the notes in an event of default.

The notes are secured by a first-priority security interest in the equity interest in our wholly owned
subsidiary, Evergreen Operations, LL.C. We have granted a first-priority security interest for the benefit
of the holders of the notes in our and our subsidiaries’ existing and future bank, investment, brokerage
or other accounts holding cash and cash equivalents, subject to certain limitations. We deposited
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$18.0 million of the proceeds from the note offering in an escrow account in which we granted a first-
priority security interest for the benefit of the holders of the notes. Our intellectual property rights
relating to the K-Fuel refined coal process are held by our wholly owned subsidiary, KFx

Technology, LLC, which is not a subsidiary of Evergreen Operations, and consequently, none of these
intellectual property rights are included in the collateral securing the notes or are the property of an
obligor on the notes. The value of the equity interests of Evergreen Operations, LLC at any time will
depend on market and other economic conditions, including the availability of suitable buyers, and such
collateral may be illiquid and may have no readily ascertainable market value. The value of such
collateral for the notes could be impaired in the future as a result of changing economic conditions,
our failure to implement or a change in our business strategy, competition and other future trends. In
the event that a bankruptcy case is commenced by or against us, if the value of such collateral, together
with the additional collateral in the form of cash and cash equivalents, if provided, is less than the
amount of principal and accrued and unpaid interest on the notes and all other senior secured
obligations, interest may cease to accrue on the notes from and after the date the bankruptcy petition
is filed. We cannot assure holders of the notes that the proceeds from the sale or sales of all of such
collateral would be sufficient to satisfy the amounts due on the notes in the event of a default. If such
proceeds were not sufficient to repay amounts due on the notes, then holders of the notes (to the
extent not repaid from the proceeds of the sale of the collateral) would only have an unsecured claim
against our remaining assets.

Our stock price has been volatile historically and may continue to be volatile. The price of our common
stock, and therefore the price of the notes, may fluctuate significantly, which may make it difficult for holders
to resell the notes or the shares of our common stock issuable upon conversion of the notes when desired or at
attractive prices.

The trading price of our common stock has been and may continue to be subject to wide
fluctuations. Our stock price may fluctuate in response to a number of events and factors, such as
quarterly variations in operating results, announcements of technological innovations or new products
by us or our competitors, changes in financial estimates and recommendations by securities analysts,
the operating and stock price performance of other companies that investors may deem comparable to
us, and new reports relating to trends in our markets or general economic conditions.

In addition, the stock market in general, and prices for companies in our industry in particular,
have experienced volatility that often has been unrelated to the operating performance of such
companies. These broad market and industry fluctuations may adversely affect the price of our common
stock, regardless of our operating performance. Because the notes are convertible into shares of our
common stock, volatility or depressed prices of our common stock could have a similar effect on the
trading price of our notes. Holders who receive common stock upon conversion also will be subject to
the risk of volatility and depressed prices of our common stock. In addition, the existence of the notes
may encourage short selling in our common stock by market participants because the conversion of the
notes could depress the price of our common stock. Additionally, lack of positive performance in our
stock price may adversely affect our ability to retain key employees.

Sales of a significant number of shares of our common stock in the public markets, or the perception of
such sales, could depress the market price of the notes.

Sales of a substantial number of shares of our common stock or other equity-related securities in
the public markets could depress the market price of the notes, our common stock, or both, and impair
our ability to raise capital through the sale of additional equity securities. We cannot predict the effect
that future sales of our common stock or other equity-related securities would have on the market
price of our common stock or the value of the notes. The price of our common stock could be affected
by possible sales of our common stock by investors who view the notes as a more attractive means of
equity participation in our company and by hedging or arbitrage trading activity which we expect to
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occur involving our common stock. This hedging or arbitrage could, in turn, affect the market price of
the notes.

Conversion of the notes may dilute the ownership interest of existing stockholders, including holders who
have previously converted their notes.

To the extent we deliver common stock upon conversion of the notes, the ownership interests of
existing stockholders may be diluted. Any sales in the public market of our common stock issuable
upon such conversion could adversely affect prevailing market prices of our common stock. In addition,
the anticipated conversion of the notes into shares of our common stock could depress the price of our
common stock.

We may not be able to refinance the notes if required or if we so desire.

We may need or desire to refinance all or a portion of the notes or any other future indebtedness
that we incur on or before the maturity of the notes. There can be no assurance that we will be able to
refinance any of our indebtedness on commercially reasonable terms, if at all.

We may be unable to deduct for tax purposes the interest or original issue discount, if any, paid or
accrued on the notes.

No deduction is allowed for U.S. federal income tax purposes for interest paid on a disqualified
debt instrument. A disqualified debt instrument generally includes any indebtedness of a corporation
which is payable in equity of the issuer. Although we believe and intend to take the position that the
notes are not disqualified debt instruments, the notes may be treated as disqualified debt instruments,
and we may be prohibited from deducting the interest due on the notes. Consequently, we may have
less cash available with which to satisfy our obligations.

Our stock price has been volatile, and your investment in our common stock could suffer a decline in
value.

An investment in our common stock is risky, and stockholders could suffer significant losses and
wide fluctuations in the market value of their investment. The market price of our common stock has
been extremely volatile over the last twelve months; our stock price has declined approximately 80%.
During 2007, the sale prices of our common stock on the NYSE Arca ranged from a low of $2.10 to a
high of $10.60. We expect our common stock to continue to be subject to fluctuations. Broad market
and industry factors may adversely affect the market price of our common stock, regardless of our
actual operating performance. Volatility in the market price of shares may prevent investors from being
able to sell their shares of common stock at prices they view as attractive. In the past, securities class
action litigation has often been instituted against companies following periods of volatility in their stock
price. This type of litigation could result in substantial costs and divert our management’s attention and
resources.

A substantial number of shares we have issued in exempt transactions are, or are being made, available
Jor sale on the open market, and the resale of these securities might adversely affect our stock price.

We have on file with the SEC effective registration statements for a substantial number of shares
for resale. The selling stockholders under our effective registration statements will be permitted to sell
their registered shares in the open market from time to time without advance notice to us or to the
market and without limitations on volume.

The sale of a substantial number of shares of our common stock under our registration statements,
or the anticipation of such sales, could make it more difficult for us to sell equity or equity-related
securities in the future at a time and at a price that we might otherwise wish to effect sales.
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Our certificate of incorporation and by-laws include anti-takeover provisions that may enable our
management to resist an unwelcome takeover attempt by a third party.

Our organizational documents and Delaware law contain provisions that might discourage, delay or
prevent a change in control of our company or a change in our management. Our board of directors
may also choose to adopt further anti-takeover measures without stockholder approval. The existence
and adoption of these provisions could adversely affect the voting power of holders of common stock
and limit the price that investors might be willing to pay in the future for shares of our common stock.

We have not paid cash dividends on our common stock and do not anticipate paying any dividends on
our common stock in the foreseeable future.

We anticipate that we will retain all future earnings and other cash resources for the future
operation and development of our business. Accordingly, we do not intend to declare or pay any cash
dividends on our common stock in the foreseeable future. Payment of any future dividends will be at
the discretion of our board of directors after taking into account many factors, including our operating
results, financial conditions, current and anticipated cash needs and plans for expansion.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

Due to our rapid growth, it was necessary to relocate our headquarters to a new larger location.
We leased 32,727 square feet of office space in Denver, Colorado for a ten year term and we moved
into our new headquarters in April 2007. Our new headquarters will allow us to improve office
efficiency per square foot and will also accommodate future employees. We believe this new space will
be sufficient for our near-term goals and growth projections.

In May 2004, we purchased Landrica Development Company, or Landrica. Through Landrica, we
own approximately 1,000 acres of land located in Campbell County, Wyoming (near Gillette,
Wyoming), on which our Fort Union plant is located. The land also includes various coal processing
equipment, certain industrial buildings, waste injection wells, producing water wells, a coal-mining pit
and a railroad spur.

Buckeye

Buckeye Industrial Mining Co. has been mining bituminous coal from surface and underground
mines in northeast Ohio since 1992. Buckeye currently operates three open-pit mines and one
underground mine and has more than 400 lease agreements over five counties: Stark, Carroll,
Columbiana, Jefferson, and Tuscarawas. Access to all these mine sites are via US, State, Township or
County roads. A fraction or small portion of the aggregate coal properties are owned by Buckeye.
Currently, 32 sites have been permitted, 2 sites have been permitted but not yet effective and 12 sites
are in the permitting process. The permitted sites are either actively being mined, being reclaimed, or
in the maintenance stage. Prospect drilling and evaluation on new leases is ongoing. As of
December 31, 2007, Buckeye has approximately 20 million tons of recoverable reserves.

In order to determine if potential sites are economically feasible, it is necessary to conduct drilling
on the properties. If it has been determined that the properties are economically feasible, the
permitting process is initiated which includes government permits. The permitting process takes several
years before granted. Not until a property is permitted and bonded can any mining begin.

All rock formations encountered in Buckeye’s mining operations are Pennsylvanian age. The
individual coal seams mined by Buckeye. All strata encompass the Allegheny Group of the
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Pennsylvanian age with the exception of one which is in the Conemaugh Group. Contained within these
strata are marketable shales, clays, and limestones. These are mined and marketed when possible but
comprise a very small fraction of Buckeye’s sales.

Buckeye’s wash plant was built in 1977 and repair and maintenance is performed as necessary.
Various loaders and bulldozers are utilized at this facility to move coal. Surface mines utilize small
dozers for ground preparation, scrapers for road maintenance, drainage control and mining of coal.
This equipment is constantly being upgraded to meet mining requirements.

Typically, the properties that are mined are leased from the surface land owner, the coal owner or
both. It is common for a single open-pit mine to contain multiple leases and many leases are required
for underground mines. These lease agreements require Buckeye to pay royalties, on a per ton basis,
for coal mined. New leases are being obtained continually. Most often, lease agreements contain
provisions that automatically renew lease terms during mining. In addition, leases are renewed when
necessary through amendments.

When mining on a property is completed, it must be reclaimed to government permit
specifications. A five year, post-reclamation maintenance period is required by government regulation
prior to final release of the performance security. Buckeye remains liable for any environmental issues
until final release. A performance security instrument, typically a performance bond, is required to
insure reclamation.

ITEM 3. LEGAL PROCEEDINGS

We are not engaged in any material legal proceedings to which we or any of our subsidiaries are a
party.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
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PART 1I

ITEM 5. MARKET FOR COMMON STOCK, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Principal Market and Price Range of Common Stock

Our common stock has been listed on the NYSE Arca exchange under the market symbol “EEE”
since September 29, 2006. Prior to that date, our common stock was listed on the American Stock
Exchange under the market symbol “KFX.” The following table sets forth the range of high and low
sales prices per share of common stock for the periods indicated.

Year Period High Low

2007 . o Fourth Quarter $ 515 §$ 210
Third Quarter $ 604 $ 350
Second Quarter $ 7.83 § 5.62
First Quarter $10.60 $ 5.45
2000, . 0 Fourth Quarter $14.13 $ 7.65
Third Quarter $16.50 $10.95
Second Quarter  $19.52  $11.62
First Quarter $22.16  $16.50
2005 . . Fourth Quarter $17.50 $12.41
Third Quarter $18.48 $13.98
Second Quarter  $14.90 $10.32
First Quarter $18.00 $12.24

As of February 29, 2008, we had approximately 203 holders of record of our common stock. This
does not include holdings in street or nominee names. On February 29, 2008 the closing price of our
common stock was $2.22 per share.
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Comparative Performance Graph

The following Performance Graph and related information shall not deemed “soliciting material’” or be
“filed” with the Securities and Exchange Commission, nor shall such information be incorporated by
reference into any future filings under the Securities Act of 1933 or Securities Exchange Act of 1934, each
as amended, except to the extent that the Company specifically incorporates it by reference.

The Securities and Exchange Commission requires that we include in this Form 10-K a line-graph
presentation comparing cumulative, five-year stockholder returns (assuming reinvestment of dividends)
for our common stock with a broad-based market index and either a nationally recognized industry
standard or an index of peer companies selected by us. The following graph assumes $100 invested on
December 31, 2002 in our common stock, two Peer Groups of companies and the S&P 500. The stock
price performance shown on the following graph is not necessarily indicative of future price
performance.

Comparison of 5 Year Cumulative Total Return
Assumes Initial Investment of $100
December 2007
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In 2007, we changed our Peer Group to better reflect energy companies more our size and
complexity. Our new Peer Group is comprised of the following companies: ADA-ES Inc.; Fuel Tech;
Headwaters, Inc.; James River Coal Corp.; Met-Pro Corp.; Rentech Inc.; Synthesis Energy System; and
Westmoreland Coal Company. All companies in the new Peer Group are listed on U.S. stock exchanges
or the NASDAQ system. Our Peer Group in 2006 was comprised of the following companies:

ADA-ES Inc.; Alliance Resource Partners, LP; Arch Coal, Inc.; Consol Energy, Inc.; Foundation Coal
Holdings, Inc.; Headwaters, Inc.; International Coal Corp.; James River Coal Corp.; Massey Energy
Company; Natural Resource Partners LP; Penn Virginia Resource Partners LP; Rentech Inc.; Suncor
Energy, Inc.; U.S. Energy Systems, Inc.; and Westmoreland Coal Company.

We are excluded from the Peer Group for purposes of the comparative performance graph.
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Dividend Policy

We have never paid cash dividends and do not anticipate paying dividends in the foreseeable
future. We expect that we will retain all available earnings generated by our operations for the
development and growth of our business. Payment of any future dividends will be at the discretion of
our board of directors after taking into account many factors, including our operating results, financial
conditions, current and anticipated cash needs and plans for expansion. We do not repurchase common
stock.

Recent Sales of Unregistered Securities

During the year ended December 31, 2007, we did not have any sale of securities in transactions
that were not registered under the Securities Act of 1933, as amended (‘Securities Act”) that have not
been reported in a Form 8-K or Form 10-Q.

Issuer Purchasers of Equity Securities

We did not repurchase any of our shares of common stock during the quarter ended December 31,
2007.
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ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial data should be read in conjunction with our
Consolidated Financial Statements and related notes thereto in Item 8 of this report and
Management’s Discussion and Analysis of Financial Condition and Results of Operations included in
Item 7 of this report. The selected consolidated results of operations and cash flow data for each of the
three years in the period ended December 31, 2007 and the selected balance sheet data as of
December 31, 2007 and 2006 are derived from, and qualified by reference to, our audited Consolidated
Financial Statements, in Item 8 of this report. On March 19, 2008, we identified an error related to the
classification of certain investments, principally auction rate securities, which were incorrectly classified
as cash and cash equivalents rather than marketable securities. As a result, we determined that the
consolidated balance sheets as of December 31, 2006 and 2005 and the consolidated statements of cash
flows for the years ended December 31, 2006 and 2005 should be restated. See Note 18 to our
consolidated financial statements. The selected consolidated results of operations and cash flow data
related to 2004 and 2003 and selected consolidated balance sheet data related to 2004 and 2003, have
been derived from audited financial statements not included in this report and have been revised from
prior filings for our discontinued operations unless otherwise noted.

Year ended December 31,
2007 2006 2005 2004 2003

(in thousands, except per share amounts)

Statement of operations data:

Operating revenues . . . ... ..o v v e nen . $ 48,657 $ 36,710 $§ 984 § 28 $ 72
Operating eXpenses . . .. .. .......oueuenon.. 252,878 94,918 26,144 11,375 9,590
Operatingloss . .......................... (204,221) (58,208)  (25,160)  (11,347) (9,518)
Loss from continuing operations. . . . ........... (204,676) (51,527)  (23,313)  (10,555) (10,245)
Net gain (loss) from discontinued operations . . . . . . — — — — 1,962
Netloss .. ..ot (204,676) (51,527)  (23,313)  (10,555) (8,283)
Basic and diluted loss from continuing operations . . . (2.49) (0.66) (0.35) (0.18) (0.22)
Basic and diluted net loss per share ............ $ (249 $ (0.66) $ (035 $ (0.18) $ (0.18)
Weighted average shares of common stock

outstanding . .......... ... .. 82,232 77,783 66,399 57,928 46,569

Balance sheet data:
Cash, cash equivalents and marketable securities(1). . $ 51,458 § 84,276 § 28,793 $ 79,381 § 23,701
Property, plant and equipment, mineral rights net,

including plant construction in progress . ....... 57,210 151,727 76,291 23,521 6,649
Total @SSets . . . .ot 175,811 252,319 114,172 112,304 35,005
Long-term liabilities, including current portion(2) . . . 103,756 646 535 213 170
Stockholders’ equity . . .. ..... ... . .. ... 46,699 224,984 93,641 94,260 31,098
Working capital(3) .. ........ ... ... ...... $ 45580 $ 79,156 $ 19,910 $ 73,603 § 21,204

Cash flow data:
Cash (used in) provided by operating activities . . . . . $ (51,581) $ (30,435) $(12,071) $ 2,042 $ (8,220)
Cash used in continuing investing activities(4) ... .. (50,236)  (110,866)  (73,858)  (16,285) (5,669)
Cash provided by continuing financing activities . ... $ 96,057 §$ 169,100 $ 11,467 $ 69,923 § 32,061

(1) Cash, cash equivalents and marketable securities represents our cash and cash equivalents as reflected in our
consolidated balance sheets and increased by our marketable securities outstanding as of the same balance
sheet date.

(2) The current portion of long-term debt as of December 31, 2007, 2006, 2005, 2004 and 2003 was $192,000,
$161,000, $160,000, $180,000 and $170,000, respectively.

(3) Working capital represents the difference between our current assets and our current liabilities.

(4) As restated for the periods ended December 31, 2006 and 2005.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis of our financial condition and results of operations should be
read in conjunction with, and are qualified by reference to, our Consolidated Financial Statements and
related notes thereto in Item 8 of this report and Selected Financial Data included in Item 6 of this
report. On March 19, 2008, we identified an error related to the classification of certain investments,
principally auction rate securities, which were incorrectly classified as cash and cash equivalents rather
than marketable securities. The following management’s discussion and analysis gives affect to the
restatement discussed in Note 18 to our Consolidated Financial Statements. Certain statements set
forth below under this caption constitute “forward-looking statements” within the meaning of the
Private Securities Litigation Reform of 1995. Refer to the “Cautionary Statement About Forward
Looking Statements” preceding Item 1 of this report. Also, for a discussion of certain risk factors
applicable to our business and operations see “Risk Factors” in Item 1A of this report.

We were founded in 1984 as a clean coal company focused on developing our K-Fuel process. Our
goal is to leverage a vertically integrated, coal-based platform to deliver clean, efficient and affordable
energy. We intend to meet the specific needs of public utility, industrial and international market
customers by providing economical solutions to environmental emission standards compared to other
emission standard alternatives. Our proprietary K-Fuel process uses heat and pressure to physically and
chemically transform high moisture, low-Btu coals, such as sub-bituminous coal and lignite, into a more
energy efficient, lower-emission fuel.

We, along with, our engineering consultants, Bechtel Power Corporation, have completed the
modifications and improvements of the design and efficiency of the equipment used in the K-Fuel
process. Bechtel and Evergreen’s operations team at Fort Union completed successful testing of new
operational systems that will support construction of future K-Fuel or K-Direct facilities, including a
enhanced standard processing tower design. This work signals that we and Bechtel have resolved the
most substantive technical challenges to scaling and commercializing our production process. In
February 2007, we expanded our contractual relationship with Bechtel to assist with future designs of
additional K-Fuel facilities we may build or license, including any K-Fuel plants located at coal-fired
power generating plants, which we refer to as K-Direct plants. On September 19, 2007, we amended
and restated our umbrella agreement with Bechtel Power Corporation. Through this new program
management agreement, we committed to provide Bechtel with $1 billion in construction contracts
through 2013. This restated agreement increases the scope of engineering, procurement and
construction services which may be performed by Bechtel. We intend to use Bechtel’s services to
oversee both technical development and implementation of all new facilities and existing plants,
including both K-Fuel and K-Direct plants.

The Fort Union plant which was our first plant to implement the current K-Fuel process, has
accomplished virtually all of the goals and objectives we set forth for this site. Most notably, as a result
of operations at the Fort Union plant, we have:

e proven that the K-Fuel process works by increasing Btus and reducing mercury, sulfur dioxide,
nitrogen oxide and carbon dioxide emissions;

* successfully completed the redesign and testing of new operational systems;

e upgraded sufficient amounts of low-rank coal for utility and industrial customers who completed
a number of test burns of K-Fuel refined coal with favorable results;

¢ tested and improved product handling processes and requirements and improved transportation
issues.
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For the reasons discussed below, we have chosen to suspend operations at our Fort Union plant
and mine site. This will enable us to focus on future K-Fuel or K-Direct plants by redirecting
constrained resources, both capital and human, to focus on the commercialization of our process.
Bechtel has completed the enhanced standard processing tower design based upon the results of testing
completed by us at the Fort Union plant. Additionally, suspending production at this site will further
enable us to reduce our cash utilization. If the need arises, we are positioned to resume operations at
the Fort Union plant to demonstrate the technology or to provide K-Fuel product for test burns at
utilities or other industrial sites. We are also evaluating redeploying some of the equipment to a future
K-Fuel facility site. We recorded an asset impairment charge of $109.5 million related to the Fort
Union plant and mine site as of December 31, 2007.

The condensed consolidated financial statements include our accounts and the accounts of our
wholly and majority-owned subsidiaries, including the nine months ended December 31, 2006 for
Buckeye Industrial Mining Co. (acquisition date of April 3, 2006). We consolidate all of our majority-
owned subsidiaries and reflect as minority interest the portion of these entities that we do not own and
reflected in other long-term liabilities. Intercompany transactions and balances have been eliminated.

During the quarter ended September 30, 2007, we re-evaluated our segments and have expanded
our segment presentation to four segments to better reflect how our results of operations are now
evaluated and allocations of capital resources are determined. The Plant segment primarily represents
revenue and costs related to our Fort Union plant and our mine site in Gillette, Wyoming. The Mining
segment primarily represents our mining operations at our Buckeye location and includes certain
marketing personnel, the ash disposal facility and the blending facility. The C-lock segment reflects the
operations related to our worldwide sub-license of a technology to standardize the measurement of
carbon emissions in energy and agricultural related activities. The Technology segment is comprised of
all other operations that use, apply, own or otherwise advance our proprietary, patented K-Fuel
process, including our headquarters and related operations, activities of Evergreen Energy Asia Pacific
and KFx Technology, LLC, which holds the licenses to our technology. Our operations are principally
conducted in the United States. We will continue to evaluate how we manage our business and, as
necessary, adjust our segment reporting accordingly.

Significant Trends

For the last several years, our operations have been focused on developing our technology and the
construction of the Fort Union plant. As a result, we have limited revenues from K-Fuel refined coal
and, historically most of our costs are related to general and administrative expenses. With the addition
of Buckeye, we have begun to generate revenue and incurred more substantial mining costs. In the
future, we plan to build, own and operate K-Fuel and K-Direct refineries domestically and
internationally, both wholly owned and through joint ventures. Through C-Lock Technology we plan to
generate revenues from our first-of- its-kind web-based system along with our patent-pending
technology that accurately measures greenhouse gases and certifies these environmental improvements
as carbon credits. As our operations expand, we expect our revenue and cost structure will also
increase. The following discussion and analysis is focused on the events and trends that we believe have
or will in the future have the most significant impact on our business.

Revenue Trends
In the future we expect to generate revenue from the following sources:

* coal sales from our Buckeye operations;

e revenues from production facilities including K-Fuel and K-Direct plants domestically and
internationally;
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 revenues from the measurement of carbon credits using our web-based patent-pending
technology;

* licensing of our technology, including license fees for constructing a plant and royalty fees for
operating a plant; and

We have granted certain rights and limited licenses for the use of certain K-Fuel technology, which
may limit our revenue from production of K-Fuel refined coal to the extent that the rights are
exercised. See Note 5 and 13 to our Consolidated Financial Statements for further details.

Expense Trends

Fort Union

We have chosen to suspend operations at our Fort Union plant and mine site. This will enable us
to focus on future K-Fuel or K-Direct plants by redirecting constrained resources, both capital and
human, to focus on the commercialization of our process. Bechtel has completed the enhanced
standard processing tower design based upon the results of testing completed by us at the Fort Union
plant. Additionally, suspending production at this site will further enable us to reduce our cash
expenditures. If the need arises, we are positioned to resume operations at Fort Union plant to
demonstrate the technology or to provide K-Fuel product for test burns at utilities or other industrial
sites. We are also evaluating redeploying some of the equipment to a future K-Fuel facility site. We will
incur costs including labor, consulting and other costs to safely suspend operations at the plant.

Future K-Fuel and K-Direct facilities

As we build future K-Fuel and K-Direct facilities and these facilities begin continuous operation,
we will incur additional operational expenses, the most significant being:

¢ coal transportation costs;

e raw material costs;

* outsourced engineering and technical support;
* plant maintenance costs;

* plant personnel labor costs;

* fluid processing costs;

* by-product and water disposal costs; and

* royalty costs, relating to fees we owe to parties who own certain rights that support our patents
and proprietary technology, primarily the Koppelman estate.

See further discussion of the royalty owed to the estate of Edward Koppelman in Note 6—
Deferred Royalty Costs in Item 8 of this report.

Coal mining operating expenses

With the acquisition of Buckeye we have incurred mine operating expenses including all costs
associated with the mining of saleable coal and costs relating to our coal ash disposal facility. As the
price of coal increases, we anticipate increasing our production at both our surface mines and
underground mines. We expect that the revenue generated from increased production will exceed the
incremental mining costs.
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General and administrative expenses

As we identify business development opportunities, build new plants, and generally expand our
business including hiring additional personnel at our corporate, future plants and C-Lock locations and
outsourced professional services, we will incur additional expenses, the most significant of which are:

e payroll and related burdens;

* non-cash, share-based compensation;

* business development costs for potential future K-Fuel and K-Direct plants;
e rent and utilities; and

* professional support fees.

We anticipate that accounting for non-cash, share-based compensation will add approximately
$6.0 million to $9.0 million per year in the foreseeable future to our expenses. In the event we should
achieve certain performance goals, we would significantly accelerate recognition of these costs. Costs
such as payroll and related burdens, professional support fees and utilities are variable costs that
increase with size and adding locations. As we build new plants and expand our vertical integration
strategy, we expect these costs to increase in future periods.

Results Of Operations
Comparison of Years Ended December 31, 2007 and 2006
Revenue

Revenues for the year ended December 31, 2007 were $48.7 million compared to $36.7 million for
the same period ended December 31, 2006. The increase in revenue primarily relates to our April 2006
acquisition of Buckeye. During the year ended December 31, 2006, we owned Buckeye for only nine
months. During the year ended December 31, 2007, we owned Buckeye for the entire twelve-month
period.

Revenues in our Mining segment for the year ended December 31, 2007 were $47.3 million and
$35.9 million for the same period ended December 31, 2006 respectively, as follows:

* Coal revenue includes mined raw and prepared coal sales within our Buckeye operations.
Buckeye coal sales, including transportation costs charged to customers, for the year ended
December 31, 2007 were $39.4 million or $54.13 sales realization per ton sold and $30.4 million
or $56.32 sales realization per ton sold for the period ended December 31, 2006. The decrease
in the sales realization per ton sold for the year ended December 31, 2007 was due to a mix of
types of coals sold during 2007 and downward pressure on coal pricing, particularly during the
first quarter of 2007 due depressed international coal prices. During periods of depressed coal
pricing, we strategically adjust the mix of coal we produce to focus less on our premium coals.
As prices have improved in 2008, we began increasing production of our premium coals and
anticipate that our sales realization per ton will increase in 2008, as compared to 2007.

* Brokered coal sales net include the revenues reduced by costs associated with the purchase of
coal from other coal producers, which we ship directly to customers. We recognized $514,000 of
net revenue for the year ended December 31, 2007 compared to $695,000 of net revenue for the
year ended December 31, 2006. We enter into brokered coals sales as opportunities arise or as
needed to meet certain customers requests, and as a result, revenues in this area fluctuate.

* Ash disposal revenues primarily include revenues generated from the disposal of coal
combustion bi-products at our ash pit in Ohio. Ash disposal revenues were $7.4 million and
$4.7 million for years ended December 31, 2007 and 2006, respectively.
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K-Fuel refined coal revenue is comprised of sales of our K-Fuel product to third parties. Blended
K-Fuel refined coal revenue represents the proportionate revenue related to K-Fuel that has been
blended with other raw or prepared coal from our Buckeye operations and sold to third parties. The
remaining revenue related to the raw or prepared coal is reflected in Mining revenues. K-Fuel refined
coal and blended K-Fuel refined coal sales were $1.1 million and $420,000 for the years ended
December 31, 2007 and 2006, respectively and are included in our Plant segment. K-Fuel refined coal
sales were less than expected primarily due to less production at our Fort Union plant for both periods.

Coal Mining Operating Expenses

Our coal mining operating expenses include all costs associated with the mining of saleable coal
and costs relating to our coal ash disposal facility at Buckeye, which principally comprises our Mining
segment.

Coal mining operating expenses

Coal mining operating expenses include employee-related costs, outside contracted mining costs for
our underground mines, internal and external coal transportation costs, blasting, drilling, heavy
equipment costs, purchased coal and other mining-related costs. Coal mining operating expenses were
$38.3 million and $28.9 million for the years ended December 31, 2007 and 2006, respectively. The
increase can be attributed to the acquisition of Buckeye in April 2006, resulting in recording nine
months of Buckeye’s operation for the year ended December 31, 2006 compared to recording twelve
months of Buckeye’s operations for the year ended December 31, 2007.

Ash disposal

Ash disposal expenses include employee-related costs, consulting costs, costs of repairs and
maintaining culverts and drainage ponds, transportation, and heavy equipment costs and other costs
associated with the ash disposal facility. Ash disposal expenses were $4.8 million and $3.4 million for
the periods ended December 31, 2007 and 2006, respectively.

General and Administrative

The following table summarizes our general and administrative costs for the years ended
December 31, 2007 and 2006.

Year Ended
December 31,
2007 2006

(in thousands)
Employee non-cash, share-based compensation ............. $19,015 $ 9,803
Employee-related costs . . .. ... ... . 11,721 8,045
Non-cash, Arch warrants. . . .. ......... ..., — 1,692
Professional fees . ........... ... .. . . .. .. ..., 4,152 4,113
Office and travel costs . ... ...... . ... 3,498 2,555
Insurance and other .. ....... ... ... . ... ... ... 4,645 2,634
Total general and administrative. . ... .................. $43,031 $28,842

Employee non-cash, share-based compensation expenses were $19.0 million and $9.8 million for
the years ended December 31, 2007 and 2006, respectively, substantially all of which related to our
Technology segment. The increase for the year ended December 31, 2007 compared to the same period
ended in 2006 was primarily due to a one-time $9.8 million charge as a result of the termination of one
of our executive officers and the acceleration of his restricted stock grant pursuant to his employment
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agreement and a one-time $661,000 charge related to the departure of another executive officer and
the acceleration of vesting of his restricted stock grant.

During 2005, we entered into two agreements with Arch Coal, Inc. which allowed us to evaluate
the potential of constructing and operating a plant at their Coal Creek mine site and required us to
issue warrants. In 2006, we extended these agreements to allow additional time for the evaluation of
the project. In connection with the extension, the expiration date of the warrants was also extended
and, pursuant to SFAS 123R, we were required to recognize an additional $1.7 million of non-cash
expense for the year ended December 31, 2006. Based on discussions with Arch Coal, it was mutually
agreed not to further extend these agreements. The first agreement expired on September 30, 2006 and
the warrant agreement expired on October 31, 2006. As market conditions and other circumstances
change we may enter into new agreements with Arch Coal.

Employee-related costs primarily include salaries and wages, temporary employees, bonuses,
benefits, employer payroll taxes and education and training. The following table summarizes our
employee-related costs related to each of our segments for the years ended December 31, 2007 and
2006.

Year Ended
December 31,
2007 2006

(in thousands)
Technology . .. $ 4,617 $4,459
Plant . . ... e 3975 2,113
MINING . . .ot 2,593 1,473
C-LocK ..o e 536 —
Total Employee-related . .. ..................cooo.... $11,721  $8,045

The increases for the year ended December 31, 2007 in comparison to the comparable period in
2006 were primarily due to a company-wide increase in health insurance costs and adding personnel,
including plant and engineering personnel. In addition, through the acquisition of Buckeye, we incurred
twelve months of expense in 2007 compared to nine months of expense in 2006. The small increase in
the technology segment and the substantial increase in the plant segment were due to more corporate
resources being used at our Fort Union plant during 2007 and the associated allocation of those
expenses.

Professional fees include legal, audit and accounting, public relations, governmental relations and
similar costs. The following table summarizes our professional fees related to each of our segments for
the years ended December 31, 2007 and 2006.

Year Ended

December 31,
12007 2006

(in thousands)
Technology . ..o $2,929  $3,469
Plant . . . ... e 478 433
MINING . . .ot 335 211
C-LOCK . ot 410 —
Total Professional fees . ......... ... ... .. $4,152  $4,113
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Office and travel costs include airfare, lodging, meals, office rent, marketing, office supplies,
phone, publications, subscriptions and utilities. The following table summarizes our office and travel
costs related to each of our segments for years ended December 31, 2007 and 2006.

Year Ended

December 31,
12007 2006

(in thousands)
Technology . . ..o $2,061 $1,767
Plant. . ... e 867 583
MINING . . .ot e 234 205
C-LoCK . oo 336 —
Total Office and travel .. ....... ... ... .. .. .. ... ...... $3,498 $2,555

The anticipation of hiring additional employees at our corporate office led to our office expansion
and relocation in May 2007, and the related increases in rent, utilities and relocation costs for the year
ended December 31, 2007 compared to the same period ended 2006. Our travel for the year ended
December 31, 2007 increased due an increase in the number of trips to our Fort Union plant as well as
increased business development efforts. In addition, during the same period we incurred non-recurring
charges relating to a loss on the sub-lease of our former corporate office space and moving costs.

Insurance and other costs primarily include costs related to our property and commercial liability,
other insurance and all costs that cannot be categorized elsewhere and include, among other costs,
various business and franchise taxes, licensing fees, repair and maintenance, engineering and technical
services and director expenses. The following table summarizes our insurance and other costs related to
each of our segments for the years ended December 31, 2007 and 2006.

Year Ended
December 31,
2007 2006
(in thousands)
Technology . . oottt $2,776  $2,052
Plant. . ... . e 511 74
MINING . ¢ .ot e 765 508
C-LOCK . .o e 593 —
Total Insurance and other . .. .......... ... ... ... ... .... $4,645 $2,634

The increase for the year ended December 31, 2007 compared to the same period ended 2006 can
be attributed to the following:

* A licensing fee paid to the owner of the proprietary technology for the measurement of carbon
emissions related to the formation of our subsidiary, C-Lock Technology, Inc, which is reflected
in the C-Lock segment;

* Increase in insurance due to the acquisition of Buckeye, which is reflected in the Mining
segment;

* Increase in business development costs associated with the identification of key public utility
leads, which are candidates for our process, and development of those leads, which is reflected
in the Technology segment; and

* Opverall increase in property and commercial liability premiums for our Fort Union plant, which
is reflected in the Plant segment.
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Plant start-up costs

Plant start-up costs include purchased raw materials, coal transportation, outsourced engineering
and technical support, fluid processing, by-products and water disposal, and employee-related costs,
which are reflected in our Plant segment. Plant start-up costs remain higher than anticipated due to
general start-up issues with this first-of-a-kind plant and technical and operation improvements being
implemented. Plant start-up costs were $34.7 million and $26.3 million for the years ended
December 31, 2007 and 2006, respectively. During the majority of the year ended December 31, 2006,
we were in the construction and commissioning phases and most of the costs incurred during these
phases were capitalized. During the year ended December 31, 2007, we were in the start-up phase and
a higher percentage of costs associated with the operations of our Fort Union plant were expensed as
incurred. In addition, non-capitalized costs increased as a result of engineering and technical work
performed to improve and reconfigure our Fort Union plant.

Depreciation, Depletion and Amortization

Depreciation, depletion and amortization are comprised of (1) depreciation on our Fort Union
plant using the units-of-production method, based on actual tons processed and depreciation on other
fixed assets using the straight-line method; (2) depletion, based on actual tons mined at our mine sites
in Ohio and Wyoming; and (3) amortization related to our patents. Depreciation, depletion and
amortization expenses were $8.4 million for the year ended December 31, 2007 compared to
$5.5 million during the same period ended 2006. The increases are primarily attributable to the
acquisition of Buckeye and the related depreciation and depletion on our mine sites and property and
equipment for the year ended December 31, 2007.

Research and Development

Research and development costs include costs incurred to advance, test, or otherwise modify our
proprietary technology or develop new technologies and primarily include costs incurred to operate and
maintain our laboratory facilities and professional engineering fees related to off-site testing of our
K-Fuel refined coal. Research and development costs were $876,000 and $1.4 million for the years
ended 2007 and 2006, respectively. The decrease is primarily a result of our Fort Union plant entering
the start-up phase of operation, which resulted in costs that were previously classified as research and
development now being classified as plant start-up costs.

Cost of License and Consulting Revenue

Cost of license and consulting revenue includes costs to transfer our technology related to licensing
and royalty agreements, including amortization of deferred royalty costs, salaries and wages of certain
personnel and professional fees. Cost of licensing and consulting revenue was $77,000 and $134,000 for
the years ended December 31, 2007 and 2006, respectively. The decreases in these costs were in direct
correlation to the revenue recognized on the licensing agreement we entered into in 2004.

Asset Impairment Charges and Bad Debt

Asset impairment and bad debt charges were $122.7 million and $335,000 for the years ended
December 31, 2007 and 2006, respectively. Impairment charges for the year ended December 31, 2007
are as follows:

* We suspended operations at our Fort Union plant and mine site to allow us focus on future
K-Fuel or K-Direct plants by redirecting constrained resources, both capital and human, to focus
on the commercialization of our process. We incurred impairment charges in our plant segment
totalling $109.5 million.
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* Pursuant to the guidance of Statements of Financial Accounting Standards No. 144 “Accounting
for the Impairment or Disposal of Long-Lived Assets”, or SFAS 144, we are required to
evaluate the fair value of our boiler, which is classified as held for sale. As result, of this fair
value calculation we impaired the carrying value of our boiler by $7.8 million in our technology
segment;

* We impaired $3.6 million of capitalized costs related to projects that we abandoned and/or
replaced with more cost effective projects in our plant segment; and

* we impaired capital costs of 2.1 million related to a previously announced future potential
project with a major utility because it was determined not to be economically feasible in our
technology segment.

Other Income Expense
Interest income

Interest income was $4.3 million and $5.6 million for the years ended December 31, 2007 and
2006, respectively. The decrease for the year ended December 31, 2007 is attributed to interest earned
on our cash balance, which was significantly lower compared to the same period in 2006.

Interest expense

Interest expense for the year ended December 31, 2007 and December 31, 2006 was $3.4 million
and $6,000, respectively. The interest expense relates to our long-term debt due 2012, which we
completed in July 2007. We pay interest semi-annually at a rate of 8.00% per annum, due on
February 1 and August 1 of each year, beginning on February 1, 2008. For additional information, see
Note 9—Long-term Debt included in Item 8 of this report.

Other income (expense)

During the year ended December 31, 2007, other expense was $1.3 million as compared to
$1.1 million of other income for the same period ended 2006. Pursuant to FAS 133, we estimated the
fair value of the embedded derivatives as of July 30, 2007 when the notes were issued, and record those
values as either assets or liabilities. In addition, we are required to evaluate the fair value of the
embedded derivatives at the end of each subsequent reporting period. We recognized a decrease in the
fair value of the derivatives of $1.7 million. This fair value adjustment is a non-cash item and each
quarter’s estimation exercise is impacted, in part, by our stock price. For additional information, see
Note 9—Long-term Debt included in Item 8 of this report.

On November 26, 2003, we completed an equity exchange transaction with Rio Tinto Energy
America Services Company (“RTEA”), formerly Kennecott Energy Company. As a part of the exchange
transaction, an intercompany working capital loan from Evergreen Energy to Pegasus Technologies Inc.
with an outstanding balance of $9.4 million was exchanged for a contingent earn-out agreement of up
to $9.4 million in the aggregate, plus accrued interest (prime rate plus 500 basis points), payable out of
a portion of future cash flows generated by Pegasus. Due to the contingent nature of this potential
stream of future cash flows, we did not recognize an asset or any associated income at the time of the
exchange transaction. On May 16, 2006, RTEA entered into a transaction involving its investment in
Pegasus. Pursuant to the terms of the agreement entered into between us and RTEA dated
November 7, 2003, which triggered the earn-out provision, we received a payment of $1.1 million
during the year ended December 31, 2006 from Pegasus as a payment in full satisfaction of the
$9.4 million contingent obligation. This transaction had no effect on our note receivable from Pegasus
with an outstanding balance of $87,000, net of an allowance of $1.2 million, which is included in our
condensed consolidated balance sheet. We have been and expect to continue to, receive payments on
this note.
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Comparison of Years Ended December 31, 2006 and 2005
Revenue

Revenues for the year ended December 31, 2006 were $36.7 million compared to $984,000 for the
same period ended December 31, 2005. The increase in revenue for the period ended December 31,
2006 is substantially related to our April 2006 acquisition of Buckeye. Our Mining segment accounted
for $35.8 million in revenue for the period ended December 31, 2006.

We recognized revenue of $768,000 from the $7.5 million up-front licensing fee received in
December 2004 from Cook Inlet Coal LLC in our Technology segment for the year ended
December 31, 2005. To date we have completed all of our contractual deliverables for the licensing fee
and are waiting for Cook Inlet Coal to provide specific site information before the next phase of
revenue recognition can commence.

Coal Mining Operating Expenses

Our coal mining operating expenses include all costs associated with the mining of saleable coal
and costs relating to our coal ash disposal facility at Buckeye, which principally comprises our Mining
segment. Coal mining operating expenses were $32.3 million and $0 for the periods ended
December 31, 2006 and 2005, respectively. The increase in coal mining operating expenses for the
period ended December 31, 2006 is related to our April 2006 acquisition of Buckeye.

General and Administrative

The following table summarizes our general and administrative costs for the years ended
December 31, 2006 and 2005.

Year Ended
December 31,
2006 2005

(in thousands)
Employee non-cash, share-based compensation............. $ 9803 $ 2,239
Employee-related costs . . ........ ... ... ... 8,045 6,318
Non-cash, Arch warrants . . .. ............ ..., 1,692 5,803
Professional fees. ... ...... ... ... . ... .. 4,113 3,418
Office and travel costs . ... ... . i 2,555 1,445
Insurance and other ............ ... . .. . .. ... 2,634 1,365
Total general and administrative . . .. .................. $28,842 $ 20,588

Employee non-cash, share-based compensation expenses were $9.8 million and $2.2 million for the
years ended December 31, 2006 and 2005, respectively, substantially all of which related to our
Technology segment. The increase in non-cash, share-based compensation was in direct correlation with
the adoption of SFAS 123(R) as of January 1, 2006. See Note 11—Stock Options, Stock Grants and
Employee Benefit Plans for further discussion in Item 8 of this report. Non-cash, share based
compensation in 2006 primarily related to restricted stock and option grants to our executive officers.

During 2005, we entered into two agreements with Arch Coal, Inc. which allowed us to evaluate
the potential of constructing and operating a plant at their Coal Creek mine site and required us to
issue warrants. In 2005, we incurred $5.8 million of non-cash expense related to the issuance of these
warrants to Arch Coal, Inc. In 2006, we extended these agreements to allow additional time for the
evaluation of the project. In connection with the extension, the expiration date of the warrants was also
extended and, pursuant to SFAS 123R, we were required to recognize an additional $1.7 million of
non-cash expense for the year ended December 31, 2006. Based on discussions with Arch Coal, it was
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mutually agreed not to further extend these agreements. The first agreement expired on September 30,
2006 and the warrant agreement expired on October 31, 2006.

The following table summarizes our employee-related costs related to each of our segments for the
years ended December 31, 2006 and 2005.

Year Ended

December 31,
12006 2005

(in thousands)
Technology . . ..o $4,459 $5,716
Plant. . ... e 2,113 602
MINING . . .ot e 1,473 —
C-Lock ..o e — —
Total Employee-related . . . ............ ..ot .. $8,045 $6,318

Employee-related costs were $7.6 million and $6.3 million for the years ended December 31, 2006
and 2005, respectively. The increases for the year ended December 31, 2006 were primarily related to
an increase in the number of employees, which increased salaries and related burdens. During 2006, we
added personnel in many areas, including engineering and business development. In addition, the
number of employees increased as a result of the Buckeye acquisition.

The following table summarizes our professional fees related to each of our segments for the years
ended December 31, 2006 and 2005.

Year Ended

December 31,
12006 2005

(in thousands)
TechnolOgy . . oottt $3,469  $3,098
Plant . . . ... 433 320
MINING . . .ot 211 —
C-LoCK . .o e — —
Total Professional fees . ......... ... .. .. $4,113  $3,418

The increases can be attributed to a general overall increase in legal and accounting fees when
compared to the same period ended 2005.

The following table summarizes our office and travel costs related to each of our segments for
years ended December 31, 2006 and 2005.

Year Ended

December 31,

2006 2005

(in thousands)
TechnolOZY . . . oot i $1,767 $1,011
Plant. . . ... e 583 434
MINING . . .o 205 —
C-LoOCK . .o e — —
Total Office and travel ... ... ... ... $2,555  $1,445

The majority of the increase is attributed to our increase in the number of employees at our
corporate office and as a result of our acquisition of Buckeye. In addition, we increased our travel
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related to our expanded business development efforts, including travel to our Ohio subsidiary and
travel to identify potential sites for future plants. We also saw an increase in travel to our Fort Union
plant site by non-plant related employees and management in 2006, as the plant entered the startup
phase.

The following table summarizes our insurance and other costs related to each of our segments for
the years ended December 31, 2006 and 2005.

Year Ended

December 31,
12006 2005

(in thousands)
Technology . . .o $2,052  $1,029
Plant. . ... e 74 336
MINING . . .ot 508 —
C-Lock ..o — —
Total Insurance and other . . . ........ ... .. .. .. .. .. ..... $2,634  $1,365

The increase can be attributed primarily to an overall increase in property and commercial liability
premiums for our corporate and our Buckeye operations.

Plant start-up costs

Plant start-up costs were $26.3 million and $1.5 million for the years ended December 31, 2006
and 2005, respectively. Plant start-up costs were higher than anticipated due to general start up issues
with this first-of-a-kind plant and the acceleration of initial production runs. The commissioning of the
facility at this accelerated pace resulted in a number of plant operating inefficiencies. We incurred
higher feed stock costs as we chose to purchase coal from a nearby mine and incurred trucking costs
for the transportation of that purchased coal. Outsourced engineering and employee-related costs were
incurred to assist with the acceleration of the initial production. The water handling system was limited
in its ability to process water from the production process. Disposal of this excess water required
utilizing third parties to transport water to approved disposal sites. This resulted in higher water
disposal costs.

Depreciation, Depletion and Amortization

Depreciation, depletion and amortization are comprised of depreciation on our Fort Union plant
using the units-of-production method, based on actual tons processed and depreciation on other fixed
assets using the straight-line method, depletion, based on actual tons mined at our mine sites in Ohio
and Wyoming, and amortization related to our patents. Depreciation, depletion and amortization
expenses were $5.5 million for the year ended December 31, 2006 compared to $773,000 during the
same period ended 2005. The increases are primarily attributable to the acquisition of Buckeye in the
second quarter of 2006.

Research and Development

Research and development costs were $1.4 million and $1.6 million for the years ended 2006 and
2005, respectively.

Cost of License and Consulting Revenue

Cost of licensing and consulting revenue was $134,000 and $401,000 for the years ended
December 31, 2006 and 2005, respectively. The decreases in these costs were in direct correlation to
the revenue recognized in 2005 on the licensing agreement we entered into in 2004.
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Asset Impairment Charges and bad debt

Asset impairment and bad debt charges were $335,000 and $1.3 million for the years ended
December 31, 2006 and 2005, respectively. In 2006, we wrote off $295,000 of certain site specific costs,
which we were evaluating for a future K-Fuel facility.

Through a series of transactions, Pegasus became indebted to us for $2.7 million. We have rights to
collect payments under this note from Pegasus and to demand payment upon certain events of default.
During the year ended December 31, 2005, we determined that Pegasus might not have sufficient
contracts to continue to meet this obligation. Therefore, we have recorded an allowance for bad debt
for the note receivable of $1.3 million. Despite this allowance, we retain all of our rights to collect
payments under this note from Pegasus and to demand payment upon certain events of default.

Interest Income

Interest income was $5.6 million and $1.9 million for the years ended December 31, 2006 and
2005, respectively. The increase is attributed to interest earned on our cash balance, which was
significantly higher compared to the same period in 2005, primarily as a result of our public stock
offering in February of 2006.

Other income, net
Other income was $1.1 million for the year ended December 31, 2006.

In 2003, we completed an equity exchange transaction pursuant to which we transferred our
interest in Pegasus Technologies, Inc. for full ownership of K-Fuel LLC, now part of a wholly owned
subsidiary named KFx Technology, LLC. As a part of this exchange transaction, we exchanged an
intercompany working capital loan with Pegasus with an outstanding balance of $9.4 million for a
contingent earn-out agreement of up to $9.4 million in the aggregate, plus accrued interest (prime rate
plus 500 basis points), payable out of a portion of future cash flows generated by Pegasus. Due to the
contingent nature of this potential stream of future cash flows, we did not recognize an asset or any
associated income at the time of the exchange transaction. As a result of a transfer of ownership
interests, the earn-out provisions were triggered and we received a payment of $1.1 million from
Pegasus as a payment in full satisfaction of the $9.4 million obligation.

2008 Liquidity and Capital Resources Discussion

Our cash will primarily be used to fund corporate operations and for capital expenditures for
future K-Fuel and/or K-Direct facilities and corporate purposes. Our capital expenditures for 2008 are
expected to be less than $10 million which includes Buckeye mining and development costs, and costs
associated with K-Fuel and K-Direct facilities. We expect that our capital expenditures budget for 2008
may increase as we proceed with the potential construction of future K-Fuel plants and obtain
additional funding for these projects. In July 2007, the fabricator of the boiler island completed certain
fabrication and engineering work which provided an appropriate point to temporarily suspend
construction. We have classified this boiler as held for sale in the amount of $18.6 million. We agreed
with the fabricator to suspend further construction on the boiler. Effective January 31, 2008, we and
the fabricator of the boiler island agreed to terminate the contract and as a result, all future financial
obligations were also terminated. We have been in discussions with several potential buyers for the sale
of this boiler and anticipate the consummation of this sale in the future.

We believe because of the decision to suspend operations and construction at our Fort Union plant
and mine sites, along with the anticipated cash flows from our Buckeye operations, that our current
cash level is sufficient to support our corporate operations, including starting preliminary site
investigation, design, permitting and similar long-lead-time activities related to K-Fuel plants and/or
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K-Direct plants located at coal-fired power generating and industrial facilities for at least the next
twelve months. However, as we identify strategic opportunities to accelerate projects of large-scale
commercial K-Fuel facilities and/or K-Direct facilities, or other agreements such as joint ventures, we
will need to obtain additional funding. We plan to seek additional capital from time to time as needed
principally through: (1) equity offerings or the exercise of outstanding options and warrants; (2) debt
offerings; and (3) partnering with third parties in the construction and operation for some of our large-
scale commercial plants through the formation of joint ventures. While we believe we will obtain
additional capital through one or more of the alternatives described, we can provide no assurance that
any of the alternatives will be available to us or be on terms acceptable to us.

On July 30, 2007, we completed the sale of $95.0 million of long-term debt due 2012 that was
resold in a private offering to qualified institutional buyers pursuant to Rule 144A under the Securities
Act of 1933, as amended. The notes are senior, secured obligations guaranteed by our wholly owned
subsidiary, Evergreen Operations, LL.C, and its subsidiaries, and secured by a first-priority security
interest in (1) all of our equity interests in Evergreen Operations, LLC, (2) an escrow account
established in connection with the offering, and (3) our and each of our subsidiaries’ bank, investment,
brokerage or similar accounts holding cash and cash equivalents, subject to certain exceptions. We will
pay interest semi-annually at a rate of 8.00% per annum, due on February 1 and August 1 of each year,
beginning on February 1, 2008. The notes mature on August 1, 2012. We incurred costs of $6.0 million
in connection with the sale of the notes. Pursuant to the offering, we deposited $18.0 million of the net
proceeds in the escrow account referred to above. We plan on using the remaining proceeds for
Buckeye capital expenditures, for general corporate purposes and future construction of K-Fuel or
K-Direct facilities.

If (1) the closing price of our common stock for at least 20 trading days in any 30 consecutive
trading day period is at least the conversion price, or the reduced interest rate threshold, and (2) if the
shelf registration statement covering resales of the notes and the common stock issuable upon
conversion of the notes is effective and available for use for at least 30 days following the reduced
interest rate threshold, unless registration is no longer required, then the initial interest rate will be
permanently decreased to 5.00%. In addition, if (1) the closing price of our common stock for at least
20 trading days in any 30 consecutive trading day period is at least 130% of the then applicable
conversion price, or the collateral release threshold, and (2) if the shelf registration statement covering
resales of the notes and the common stock issuable upon conversion of the notes is effective and
available for use for at least 30 days following the collateral release threshold, unless registration is no
longer required, then the security will be released, including the $18.0 million held in escrow, and the
notes will become automatically subordinated. At such time as the security is released, we may redeem
the notes at a redemption price payable in cash equal to 100% of the principal amount, plus any
accrued and unpaid interest and an additional “coupon make-whole payment.” The “coupon
make-whole” amount per $1,000 principal amount of notes will be equal to the present value of all
remaining scheduled payments of interest on each note to be redeemed through the maturity date. On
October 29, 2007, we and the subsidiary guarantors filed a post-effective amendment and prospectus
supplement to our shelf registration statement with the Securities and Exchange Commission covering
the resale of the notes, guarantees and the shares of common stock issuable upon conversion of the
notes. The registration statement, post-effective amendment and prospectus supplement were
automatically effective upon filing with the Securities and Exchange Commission.

In February 2006, we sold approximately 8.1 million shares of common stock at a price to the
public of $18.75 per share pursuant to a follow-on common stock offering, resulting in net proceeds of
approximately $144.6 million after deducting the underwriting discounts and commissions and estimated
offering expenses. We used part of the proceeds from this offering to fund the acquisition of Buckeye
and the construction of our Fort Union plant. We plan on using the remaining funds for new K-Fuel
and K-Direct facility construction costs and general corporate purposes.
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Payment Obligations

The following table summarizes our future commitments as of December 31, 2007:

Payments due by period

2008 2009 2010 2011 2012 Thereafter Total
(in thousands)
Operating leases ... ................ $ 1,731 $1,748 $1,444 $1,186 $ 1,175 $28,185 $ 35,469
Capital lease and other obligations . . . . . . 111 — — — — — 111
Consulting and service commitments . . . . 776 500 500 500 500 10,000 12,776
Long-termdebt.................... 7,600 7,600 7,600 7,600 102,606 — 133,006
Total commitments. . . ............. $10,218 $9,848 $9,544 $9,286 $104,281 $38,185 $181,362

This table does not include accounts payable, accrued expenses, or asset retirement obligations,
which are reported in our December 31, 2007 Consolidated Balance Sheet. We generally have not
included any obligation in which either party has the right to terminate except as discussed below.
Additionally, we have not included royalty payments, as we cannot presently determine when such
payments will be made as such payments are based upon our receipt of cash for licensing and royalties.

We are obligated under non-cancelable operating leases with initial terms exceeding one year
relating to office space. Rent expense for the years ended December 31, 2007, 2006 and 2005 was
$784,000, $415,000 and $242,000, respectively. Additionally, included in operating leases is the rent
obligation associated with our former headquarters totaling $942,000 a portion of which we have
sub-leased but are not released from the obligation. Furthermore, included in operating leases is a dock
lease on the Ohio River, which we have the right to cancel upon six months written notice. If this lease
were cancelled as of December 31, 2007, we would be obligated to pay $250,000 rather than the entire
obligation of $24.5 million reflected in the above table.

Consulting and service commitments include an exclusive patent sub-license agreement with the
developer of a proprietary technology for the measurement of carbon emissions. The agreement
provides us with an exclusive worldwide sub-license to a technology to standardize the measurement of
carbon emissions in energy and agricultural related activities. The agreement was amended and restated
to expand the energy and agricultural activities to all applications of the technology and to eliminate
other operating requirements. In order to maintain this licensing arrangement, we are required to make
minimum annual royalty payments of $500,000 to the developer of the proprietary technology, with
each payment extending the arrangement for one year if the parties are in material compliance with the
contract. Additionally, consulting and service commitments includes our amended and restated our
umbrella agreement with Bechtel. Through this new program management agreement, we committed to
provide Bechtel with $1 billion in construction contracts through 2013. Failure to meet this commitment
by 2014 could cost us up to the $10 million in termination fees, which is included in the above table.

Long-term debt includes our principal amount due 2012 and the 8% interest payments.

Historical View
Cash Used in Operating Activities

Cash used in operating activities was $51.6 million, $30.4 million and $12.1 million for the years
ended December 31, 2007, 2006 and 2005, respectively. The majority of the cash used in operating
activities for the year ended December 31, 2007 relates to cash utilized in our on-going operations, as
adjusted for non-cash items and changes in operating assets and liabilities. The most significant
adjustment for the year ended December 31, 2007 was a $122.7 million impairment charges. Other
significant adjustments to net loss to arrive at cash used in operating activities for the years ended
December 31, 2007 and 2006 were: non-cash compensation expense of $19.6 million and $11.5 million
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in 2007 and 2006, respectively and depreciation, depletion and amortization of $8.4 million and

$5.5 million, respectively, primarily from the acquisition of Buckeye. The most significant adjustments
to net loss for the year ended December 31, 2005 were non-cash expense related to the issuance of
warrants and options to employees, directors and consultants of $11.0 million and a $1.3 million
non-cash charge to establish an allowance for a note receivable.

Cash Used in Investing Activities

Cash used in investing activities was $50.2 million and $110.9 million for the years ended
December 31, 2007 and 2006, respectively. The majority of the uses of cash relate to the following:

* We paid $36.9 million to consummate the Buckeye acquisition in 2006.

* We purchased $74.6 million and $113.3 million of marketable securities and received
$101.7 million and $85.6 million in proceeds from the maturity of marketable securities for the
years ended December 31, 2007 and 2006, respectively.

* We spent $49.4 million and $41.5 million primarily on our Fort Union plant and future plant
sites for the years ended December 31, 2007 and 2006, respectively.

* We had capital expenditures related to other purchases of property and equipment of
$4.1 million and $5.2 million for the years ended December 31, 2007 and 2006, respectively, and
$1.0 million for purchases of mineral rights and mine development for the year ended
December 31, 2006.

* In 2007, we were required to restrict cash and marketable securities to serve as collateral of
$24.7 million, related to our $95 million long-term debt due 2012 and to collateralize other
contractual obligations and our asset retirement obligations.

Cash used in investing activities was $73.9 million for the year ended December 31, 2005. The
majority of the uses of cash related to the following;

* We spent $47.1 million on our Fort Union plant.

* We purchased $54.7 million of marketable securities and received $30.8 million in proceeds from
the maturity of marketable securities.

* We had capital expenditures related to other purchases of property and equipment of $851,000.

* We were required to restrict $1.8 million of cash and marketable securities to collateralize other
contractual obligations and our asset retirement obligation.

Cash Provided by Financing Activities

Cash provided by financing activities for the year ended December 31, 2007 was $96.1 million
compared to $169.1 million for the same period ended 2006. The majority of the cash provided and
used by financing activities relate to the following:

* We received $95.0 million from the issuance of long-term debt and paid $5.8 million in debt
issuance costs during the year ended December 31, 2007.

* We received $144.6 million of cash from our public offering in February 2006.

* We received $4.9 million and $24.6 million in proceeds from the exercises of stock options and
warrants during the years ended December 31, 2007 and 2006, respectively

Cash provided by financing activities for the year ended December 31, 2005 was $11.5 million. We
received cash related to the exercise of options and warrants of $11.7 million.
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Critical Accounting Policies and Estimates

We have identified the policies and estimates below as critical to our current and future business
operations and the understanding of our results of operations. For a detailed discussion on the
application of these and other significant accounting policies, see the notes to our Consolidated
Financial Statements in Item 8 of this Annual Report. These policies and estimates are considered
“critical” because they either had a material impact or they have the potential to have a material
impact on our financial statements, and because they require significant judgments, assumptions or
estimates. The preparation of our financial statements in this Annual Report on Form 10-K requires us
to make estimates and judgments that affect both the results of operations as well as the carrying
values of our assets and liabilities. Some of our accounting policies require us to make difficult and
subjective judgments, often as a result of the need to make estimates of matters that are inherently
uncertain. We base estimates on historical experience and/or on various other assumptions that we
believe to be reasonable under the circumstances, the results of which form the basis for making
judgments about the carrying values of assets and liabilities as of the date of the financial statements
that are not readily apparent from other sources. Actual results may differ from these estimates under
different assumptions or conditions, making it possible that a change in these estimates could occur in
the near term. Set forth below is a summary of our most critical accounting policies.

Revenue recognition. 'We recognize revenue when there is persuasive evidence of an arrangement,
generally when an agreement has been signed, all significant obligations have been satisfied, the fee is
fixed or determinable, and collection is reasonably assured. Any up-front fees received are deferred and
recognized over the provision of specific deliverables as defined in the agreements. As our history
related to customer relationships is limited, we may be required to change the estimated period over
which we recognize our revenue as more information becomes available. Arrangements that include
multiple deliverables are evaluated to determine whether the elements are separable based on objective
evidence. If the elements are deemed separable, total consideration is allocated to each element and
the revenue associated with each element is recognized as earned. If the elements are not deemed
separable, total consideration is deferred and recognized ratably over the longer of the contractual
period or the expected customer relationship period. We believe that the accounting estimates related
to customer relationship periods and to the assessment of whether bundled elements are separable are
“critical accounting estimates” because: (1) they require management to make assumptions about how
long we will retain customers, for which we have limited history; (2) the assessment of whether bundled
elements are separable can be subjective; and (3) the impact of changes in actual retention periods
versus these estimates on the revenue amounts reported in our consolidated statements of operations
could be material.

Accounts and notes receivable and allowances. Receivables are recorded at their estimated net
realizable value. The allowance for doubtful accounts is determined through an analysis of the past-due
status of receivables and assessments of risk regarding collectability. If the financial condition of the
customers were to deteriorate, resulting in an impairment of their ability to make payments, additional
allowances may be required.

Capitalization of Costs. Generally, we expense plant start-up costs as incurred that do not extend
the life of the plant or increase production volumes. In addition, we expense mine exploration costs as
incurred. Once it has been determined that it is economically feasible to extract coal, we begin to
capitalize these costs as premining costs. We have identified the commencement of permitting as the
point to begin capitalizing premining costs. Judgment is exercised in determining (i) if costs extend the
life of the plant; (ii) if costs increase plant production volumes; and (iii) the feasibility of extracting
coal. If these judgments are incorrect, we may capitalize more costs than we otherwise should.

Mineral rights and mine development. A significant portion of our coal reserves are controlled
through leasing arrangements. Costs to obtain coal lands and leased mineral rights, including
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capitalized premining costs, are capitalized and depleted to operations using the units-of-production
method based on tons produced utilizing only proven and recoverable reserves in the depletion base
and are assumed to have no residual value. Premining costs include drilling, permitting, county and
state filing fees and the initial overburden removal. We used assumptions such as selling price of coal,
costs to mine and a discount rate to value our mines at Buckeye. If the assumptions used to value the
proven and recoverable reserves change in the future, we may be required to record impairment
charges for these assets.

Useful lives of our long-lived assets. Selecting the useful lives of long-lived assets to be depreciated,
depleted or amortized requires a significant amount of judgment. We placed our Fort Union plant into
service in the third quarter of 2006. As this is the first-of-its-kind plant, assumptions were made in
order to estimate the total expected production for the life of the plant. These assumptions were
primarily based upon research and inquiry of our engineers.

Valuation of long-lived assets. The valuation of our long-lived and intangible assets, including our
Fort Union plant, mineral rights and patents, have significant impact on our results of operations and
financial condition. We must assess the realizable value of these assets for potential impairment
whenever events or changes in circumstances indicate that the carrying value may not be recoverable.
In assessing the recoverability of these assets, we must make assumptions regarding estimated future
cash flows and other factors to determine the fair value of the respective assets. The estimates and
assumptions related to our Fort Union plant are particularly difficult to determine as it is a
first-of-its-kind facility. In addition, we must make assumptions regarding the useful lives of these
assets. If these estimates or their related assumptions change in the future, we may be required to
record impairment charges for these assets.

Asset retirement obligations. We are required to record the fair value of legally required removal
costs and retirement obligations as a liability and we also recorded an offsetting asset. Initially, our
asset retirement obligations were recorded at their fair value using an expected cash flow approach, in
which multiple cash flow scenarios that reflected the range of possible outcomes and a credit-adjusted
risk-free rate were applied. The liability is then accreted over time by applying the interest method of
allocation. In determining the initial liability, we must make assumptions regarding estimated future
cash flows and other factors. In addition, the rate of accretion is based upon our best estimate of the
rate at which cost to complete the reclamation will increase. If these estimates and their related
assumptions are incorrect or change in the future, we may be required to increase our obligation.

Accounting for stock grants, options and warrants. We issue stock grants, options and warrants to
employees, board of directors and consultants in connection with our various business activities. In
accounting for these awards we are required to make estimates of the fair value of the related
instruments, the periods benefited and forfeiture rates. These estimates may affect such financial
statement categories as stockholders’ equity and general and administrative expense. If these estimates
are incorrect, we may be required to incur additional expense in the future.

Accounting for derivative financial instruments. Derivatives may be embedded in financial
instruments (the “host instrument”). Embedded derivatives are treated as separate derivatives when
their economic characteristics and risks are not clearly and closely related to those of the host
instrument, the terms of the embedded derivative are similar to those of a stand-alone derivative and
the combined contract is not held for trading or designated at fair value. These embedded derivatives
are measured at fair value and any subsequent changes are recognized in the statement of operations.
We are required to make estimates and assumptions including, but not limited to, estimating the future
market price of our common stock and probability of a change in control. If these assumptions and
estimates are incorrect, we may be required to incur additional expense in the future. If our expected
volatility of our common stock decreased by 10%, the impact would have been an increase in other
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expenses of $420,000. If our expected volatility of our common stock increased by 10%, the impact
would have been an increase in other income of $330,000.

Accounting for acquisitions. 'The acquisition of businesses is an important element of our strategy.
We are required to record the net assets acquired at the estimated fair value at the date of acquisition.
The determination of the fair value of the assets acquired and liabilities assumed requires us to make
significant estimates and assumptions that affect our financial statements. For example, the value and
estimated life of assets may affect the amount of future period depletion and depreciation expense for
the assets as well as possible impairment charges that may be incurred.

Marketable securities We classify our marketable securities as available for sale. As of
December 31, 2007 and 2006, we had available-for-sale investments in auction rate securities (“ARS”)
with a carrying value of $29.5 million and $41.8 million as of December 31, 2006. The types of ARS
investments that we own are backed by student loans, the majority of which are guaranteed under the
Federal Family Education Loan Program (“FFELP”), and all had credit ratings of AAA or Aaa when
purchased. The interest rates on these ARS are reset every 7 to 35 days by an auction process.

Historically, these types of ARS investments have been highly liquid. As a result of the recent
liquidity issues experienced in the global credit and capital markets, in February and March 2008,
auctions for a certain ARS investment held by us failed. The recent uncertainties in the credit markets
have prevented us and other investors from liquidating the holdings of auction rate securities in recent
auctions for these securities because the amount of securities submitted for sale has exceeded the
amount of purchase orders.

The carrying value of our investments in ARS as of December 31, 2007 represents our best
estimate of the fair value of these investments based on currently available information. The estimated
fair value calculated at December 31, 2007 was determined to be the carrying value as of December 31,
2007. The estimation process included consideration of such factors as issuer and insurer credit rating,
comparable market data, if available, credit enhancement structures, projected yields, discount rates
and terminal periods. Due to the uncertainty in the credit markets, it is reasonably possible the fair
value of these investments may change in the near term. If the credit markets recover and successful
auctions resume, we may be able to recover an amount greater than the carrying value of the ARS as
of December 31, 2007, which would result in a gain. However, if the issuers are unable to successfully
close future auctions and their credit ratings deteriorate, we may be required to adjust the carrying
value of its investment in ARS through impairment charges.

Recent Accounting Pronouncements

On July 2006, the Financial Accounting Standards Board issued Interpretation No. 48, “Accounting
for Uncertainty in Income Taxes-an Interpretation of FASB Statement No. 109,” (“FIN 48”) which
clarifies the accounting for uncertainty in tax positions. This Interpretation requires that we recognize,
in our consolidated financial statements, the impact of a tax position if that position is more likely than
not of being sustained on audit, based on the technical merits of the position. The provisions of FIN 48
were effective as of January 1, 2007. We have evaluated our tax positions and determined that the
adoption of this pronouncement did not have an impact on our financial position or results of
operations.

In September 2006, the U.S. Securities and Exchange Commission, or SEC, released Staff
Accounting Bulletin No. 108, or SAB No. 108, “Financial Statement Misstatements.” SAB No. 108
expresses the SEC staft’s view regarding the process of quantifying financial statement misstatements.
The Interpretations in SAB No. 108 was issued to address diversity in practice in quantifying financial
statement misstatements and the potential under current practice for the build up of improper amounts
on the balance sheet. SAB No. 108 is effective for annual financial statements covering the first fiscal
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year ending after November 15, 2006. The adoption of this pronouncement did not have a material
impact on our financial position or results our operations.

In September 2006, the Financial Accounting Standards Board issued SFAS No. 157, “Fair Value
Measurement”. This Statement defines fair value, establishes a framework for measuring fair value in
generally accepted accounting principles and expands disclosures about fair value measurements. SFAS
No. 157 applies under other accounting pronouncements that require or permit fair value
measurements, the Financial Accounting Standards Board having previously concluded in those
accounting pronouncements that fair value is the relevant measurement attribute. Accordingly, this
statement does not require any new fair value measurements. However, for some entities, the
application of this statement will change current practice. SFAS No. 157 is effective for financial
statements issued for fiscal years beginning after November 15, 2007 and interim periods within those
fiscal years. We are in the process of evaluating the impacts, if any, of adopting this pronouncement.

In May 2005, the Financial Accounting Standards Board, as part of an effort to conform to
international accounting standards, issued SFAS No. 154, “Accounting Changes and Error Corrections,”
which was effective for us beginning on January 1, 2006. SFAS No. 154 requires that all voluntary
changes in accounting principles be retrospectively applied to prior financial statements as if that
principle had always been used, unless it is impracticable to do so. When it is impracticable to calculate
the effects on all prior periods, SFAS No. 154 requires that the new principle be applied to the earliest
period practicable. Since adoption, SFAS No. 154 has not had a material effect on our financial
position or results of operations.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

In addition to risks inherent in operations, we are exposed to the following market risks in our
business:

Some of the products used in our mining activities, such as diesel fuel and explosives, are subject
to commodity price risk. We expect to consume 1.7 million to 1.9 million gallons of fuel per year. On a
per gallon basis, based on this usage, a change in fuel prices of one cent per gallon would result in an
increase in our operating costs of approximately $17,000 per year. Alternatively, a one dollar per barrel
change in the price of crude oil would increase or decrease our annual fuel costs by approximately
$680,000.

Ignoring embedded derivatives, we own (or hold) no derivative instruments or floating rate debt
and do not expect to derive a material amount of our revenues from such interest bearing securities.
Currently, we have no significant foreign operations. We were required to establish an irrevocable
standby letter of credit in Euros, which will be adjusted to account for the change in foreign currency
rates. As these adjustments are made we will either increase or decrease our restricted cash balance. At
this time we are still evaluating our exposure to these foreign currency rate adjustments. However, to
the extent that we establish significant foreign operations in the future, we may attempt to mitigate
risks associated with foreign currency exchange rates contractually and through the use of hedging
activities and other means considered appropriate. We hold no equity market securities, which are
subject to equity market risk relative to our own equity securities.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements required pursuant to this item are included in Item 15 of this Annual
Report on Form 10-K and begin on page F-1. The supplementary financial information required by this
item is included in “Item 7. Management’s Discussion and Analysis of Financial Condition and Results
of Operations.”
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURES

None.

ITEM 9A. CONTROLS AND PROCEDURES
Background

As part of management’s ongoing review of our accounting policies and internal control over
financial reporting, on March 19, 2008, management identified a material weakness in the operation of
our internal controls over financial reporting as they existed at December 31, 2006 and 2005, related to
accounting errors that resulted in a misclassification of marketable securities held at December 31,
2006 and 2005 as cash and cash equivalents. This weakness led to the Board’s decision on March 19,
2008 regarding the restatement in this Annual Report on Form 10-K of our results for the year ended
December 31, 2006 and 2005. A more detailed description of the restatements for these periods is
included in Note 18 of the notes to the consolidated financial statements set forth in Item 15 of this
report.

Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information
required to be disclosed in our Exchange Act reports is recorded, processed, summarized and reported
within the time periods specified in the Securities and Exchange Commission’s rules and forms, and
that such information is accumulated and communicated to management, including the Chief Executive
Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required
disclosure. Management necessarily applied its judgment in assessing the costs and benefits of such
controls and procedures, which, by their nature, can provide only reasonable assurance regarding
management’s control objectives.

With the participation of management, our Chief Executive Officer and Chief Financial Officer
evaluated the effectiveness of the design and operation of our disclosure controls and procedures as of
the end of the period covered by this report. In performing this evaluation, management considered its
controls over the accounting for and disclosure of its investments. Management has determined that a
material weakness in internal control over financial reporting related to the accounting for and
disclosure of investments existed as of December 31, 2007, which resulted in errors and the subsequent
restatement of the 2005 and 2006 annual financial statements included in this Annual Report on
Form 10-K. Based upon this evaluation, the Chief Executive Officer and Chief Financial Officer
concluded that our disclosure controls and procedures were not effective in ensuring that material
information required to be disclosed is included in the reports that we file with the Securities and
Exchange Commission.

Management’s Annual Report on Internal Control over Financial Reporting

Our management, under the supervision of our Chief Executive Officer and Chief Financial
Officer, is responsible for establishing and maintaining adequate internal control over financial
reporting for the company. Internal control over financial reporting is a process to provide reasonable
assurance regarding the reliability of our financial reporting for external purposes in accordance with
accounting principles generally accepted in the United States of America. Internal control over
financial reporting includes maintaining records that in reasonable detail accurately and fairly reflect
our transactions; providing reasonable assurance that transactions are recorded as necessary for
preparation of our financial statements; providing reasonable assurance that receipts and expenditures
of company assets are made in accordance with management authorization; and providing reasonable
assurance that unauthorized acquisition, use or disposition of company assets that could have a material
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effect on our financial statements would be prevented or detected on a timely basis. Because of the
inherent limitations of internal control over financial reporting, misstatements may not be prevented or
detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
control over financial reporting to future periods are subject to the risk that the controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

Management, with the participation of the Chief Executive Officer and Chief Financial Officer,
assessed the effectiveness of our internal control over financial reporting as of December 31, 2007. In
making this assessment, management used the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) in Internal Control—Integrated Framework. Based
on this assessment, management, with the participation of the Chief Executive Officer and Chief
Financial Officer, has determined that we did not maintain effective internal controls over financial
reporting as of December 31, 2007. In connection with the preparation of its Annual Report on
Form 10-K, the Company identified certain accounting errors that led it to conclude that it’s previously
issued financial statements should be restated due to a misclassification of marketable securities held at
December 31, 2006 and 2005 as cash and cash equivalents. In connection with the restatement,
management determined that there was a material weakness in the operation of our internal controls
over financial reporting, as more fully described below.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the annual or interim financial
statements will not be prevented or detected. Management identified the following material weakness
in their assessment: the Company’s controls over the accounting for cash and cash equivalents and
short-term investments did not operate effectively to appropriately identify certain auction-rate
securities and determine that such auction-rate securities and certain other investments were presented
in accordance with generally accepted accounting principles with the Company’s balance sheet and
statement of cash flows. This material weakness resulted in the restatement of the Company’s 2005 and
2006 consolidated balance sheets and statements of cash flows. The Company will also restate the
quarterly periods for the periods ending March 31, 2007, June 30, 2007 and September 30, 2007 when
we file our quarterly reports on Form 10-Q. These errors did not result in any changes to the
consolidated statements of operations, the consolidated statements of stockholders’ equity, total current
assets, total assets, total liabilities and total stockholder’s equity on the consolidated balance sheets for
any of the previously reported periods.

The effectiveness of our internal control over financial reporting as of December 31, 2007 has
been audited by Deloitte & Touche LLP, our independent registered public accounting firm.

Remediation of Material Weaknesses in Internal Control Over Financial Reporting

In order to remediate the material weakness, management has researched the appropriate
accounting classification for auction rate securities and has communicated these findings to the Chief
Financial Officer and other appropriate accounting and treasury personnel. In our consolidated
financial statements as of December 31, 2007, the accounting for auction rate securities is in conformity
with GAAP and SEC guidance. We have implemented controls to analyze holdings at each reporting
period to attempt to identify if any auction rate securities are held and if so, that they are appropriately
accounted for. In addition, we have also re-evaluated our investment strategy and have decided to
liquidate all positions in auction rate securities due to the uncertainty in that market. Subsequent to
December 31, 2007, we have liquidated all of our holdings in auction rate securities except for
$2 million.

Management believes we have sufficient individuals that collectively possess a strong background,
experience and expertise related to SEC reporting and finance functions. However, due to the material
weaknesses in our internal control over financial reporting as defined in Rules 13a-15(f) and 15d-15(f)
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under the Exchange Act, and as described in this Item 9A, and the fact that the significant scope and
timing of these remediation steps did not permit observation over an appropriate period of time for us
to adequately test their effectiveness, our disclosure controls and procedures were not effective as of
December 31, 2007 to assure that the information required to be disclosed by us in the reports that we
file or submit under the Exchange Act is appropriately recorded, processed, summarized and reported
within the periods specified in the SEC’s rules.

Notwithstanding the existence of a material weakness in internal controls, we believe that the
consolidated financial statements fairly present, in all material respects, our consolidated balance sheets
as of December 31, 2007 and 2006 and the related consolidated statements of operations, stockholders’
deficit, and cash flows for the years ended December 31, 2007, 2006 and 2005 in conformity with
GAAP.

Changes in Internal Control over Financial Reporting

Other than as described above, there has been no change in our internal controls over financial
reporting during the quarter ended December 31, 2007 that has materially affected our internal
controls over financial reporting.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Evergreen Energy Inc.
Denver, Colorado

PPl

We have audited Evergreen Energy Inc. and subsidiaries’ (the “Company’s”) internal control over
financial reporting as of December 31, 2007 based on the criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. The Company’s management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial
reporting, included in the accompanying Management’s Report on Internal Control over Financial
Reporting. Our responsibility is to express an opinion on the Company’s internal control over financial
reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained
in all material respects. Our audit included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design
and operating effectiveness of internal control based on that risk, and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed by, or under the
supervision of, the company’s principal executive and principal financial officers, or persons performing
similar functions, and effected by the company’s board of directors, management, and other personnel
to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles.
A company’s internal control over financial reporting includes those policies and procedures that
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with
generally accepted accounting principles, and that receipts and expenditures of the company are being
made only in accordance with authorizations of management and directors of the company; and
(3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition,
use, or disposition of the company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the
possibility of collusion or improper management override of controls, material misstatements due to
error or fraud may not be prevented or detected on a timely basis. Also, projections of any evaluation
of the effectiveness of the internal control over financial reporting to future periods are subject to the
risk that the controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

A material weakness is a deficiency, or a combination of deficiencies, in internal control over
financial reporting, such that there is a reasonable possibility that a material misstatement of the
company’s annual or interim financial statements will not be prevented or detected on a timely basis. A
material weakness related to the identification and presentation in accordance with accounting
principles generally accepted in the United States of America, of marketable securities as cash and cash
equivalents has been identified and included in management’s assessment. This material weakness was
considered in determining the nature, timing, and extent of audit tests applied in our audit of the
accompanying consolidated financial statements the Company as of and for the year ended
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December 31, 2007 of the Company and this report does not affect our report on such financial
statements.

In our opinion, because of the effect of the material weakness identified above on the achievement
of the objectives of the control criteria, the Company has not maintained effective internal control over
financial reporting as of December 31, 2007, based on the criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission.

We have also audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the accompanying consolidated financial statements of the Company
as of and for the year ended December 31, 2007 and our report dated March 21, 2008 expressed an
unqualified opinion on those financial statements and includes an explanatory paragraph relating to the
change in method of accounting for stock based compensation discussed in Note 1 and an explanatory
paragraph relating to the restatement discussed in Note 18.

DELOITTE & TOUCHE LLP

Deloitte & Touche LLP
Denver, Colorado
March 21, 2008
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ITEM 9B. OTHER INFORMATION

On March 19, 2008, our Board of Directors decided to suspend operations at our Fort Union plant
and mine site. As described elsewhere in this Annual Report, we believe this will enable us to focus on
future K-Fuel or K-Direct facilities by redirecting constrained resources, both capital and human, to
focus on the commercialization of our process. We incurred an asset impairment charge of
$109.5 million related to the Fort Union plant and mine site as of December 31, 2007. Additionally, we
performed a fair value analysis on our boiler classified as assets held for sale and concluded that the
carrying value was greater than the fair value analysis and recorded an impairment charge of
$7.8 million. None of these impairment charges, which are reflected in our financial statements
included with this Annual Report, will result in future cash expenditures.
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PART III
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The required information for this item is incorporated by reference to our Definitive Proxy
Statement for the 2008 Annual Meeting of Stockholders, since such Definitive Proxy Statement will be
filed with the Securities and Exchange Commission not later than 120 days after the end of our fiscal
year pursuant to Regulation 14A.

Our board of directors has adopted a Code of Business Conduct and Ethics that applies to our
directors, executives, officers and employees. Our Code of Business Conduct and Ethics can be found
on our web site, which is located at www.evgenergy.com. We intend to make all required disclosures
concerning any amendments to, or waivers from, our Code of Business Conduct and Ethics on our web
site. Any person may request a copy of the Code of Business Conduct and Ethics, at no cost, by writing
to us at the following address: Evergreen Energy Inc, 1225 17 Street, Suite 1300, Denver, Colorado,
80202, Attention: Investor Relations.

ITEM 11. EXECUTIVE COMPENSATION

The required information for this item is incorporated by reference to our Definitive Proxy
Statement for the 2008 Annual Meeting of Stockholders, since such Definitive Proxy Statement will be
filed with the Securities and Exchange Commission not later than 120 days after the end of our fiscal
year pursuant to Regulation 14A.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The required information for this item is incorporated by reference to our Definitive Proxy
Statement for the 2008 Annual Meeting of Stockholders, since such Definitive Proxy Statement will be
filed with the Securities and Exchange Commission not later than 120 days after the end of our fiscal
year pursuant to Regulation 14A.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

The required information for this item is incorporated by reference to our Definitive Proxy
Statement for the 2008 Annual Meeting of Stockholders, since such Definitive Proxy Statement will be
filed with the Securities and Exchange Commission not later than 120 days after the end of our fiscal
year pursuant to Regulation 14A.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The required information for this item is incorporated by reference to our Definitive Proxy
Statement for the 2008 Annual Meeting of Stockholders, since such Definitive Proxy Statement will be
filed with the Securities and Exchange Commission not later than 120 days after the end of our fiscal
year pursuant to Regulation 14A.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULE

15(a)(1) The following documents are filed as part of this Annual Report on Form 10-K:

The following consolidated financial statements of Evergreen Energy Inc. are filed as part of this

report:

Report of Independent Registered Public Accounting Firm .. ......... ... ... ... ..... F-1
Consolidated Balance Sheets ... ... ... ... e F-2
Consolidated Statements of Operations . . . . ... ..ttt et F-3
Consolidated Statements of Changes in Stockholders” Equity . ...................... F-4
Consolidated Statements of Cash Flows. . . ... ... ... . . . . .. F-5
Notes to Consolidated Financial Statements . ............. ... ... 0., F-6 - F-48

15(a)(2) Financial Statement Schedules. Consolidated Financial Statements of Evergreen Operations,
LLC and Subsidiaries for the years ended December 31, 2007, 2006 & 2005.

15(a)(3) Exhibits.

EXHIBIT
NUMBER

DESCRIPTION

3.1

3.2

3.3

3.4

35

3.6

3.7

4.1

4.2

Restated Certificate of Incorporation of the Company (incorporated by reference to
Exhibit 2.1 to our Form 10-KSB for the year ended December 31, 1993).

Certificate of Amendment to Certificate of Incorporation of the Company (incorporated by
reference to Exhibit 2.2 to our Form 10-KSB for the year ended December 31, 1993).

Second Amended and Restated Bylaws of the Company (incorporated by reference to
Exhibit 3.4 to our Form 10-KSB, as amended, for the year ended December 31, 1995).

Certificate of Amendment to Restated Certificate of Incorporation of the Company
(incorporated by reference to Exhibit 3.4 to our Form 10-K for the year ended
December 31, 2006).

Certificate of Amendment to Restated Certificate of Incorporation of the Company
(incorporated by reference to Exhibit 3.4 to our Form 10-Q for the quarter ended June 30,
2006).

Certificate of Amendment to Restated Certificate of Incorporation of the Company
(incorporated by reference to Exhibit 3.6 to our Form 10-K for the year ended
December 31, 2006).

Third Amended and Restated Bylaws of the Company (incorporated by reference to
Exhibit 3.1 to our Form 8-K filed February 27, 2007).

Indenture, dated July 30, 2007, by and between Evergreen Energy Inc., Evergreen
Operations, LLC, KFx Plant, LLC, KFx Operations, LLC, Landrica Development Company,
Buckeye Industrial Mining Co. and U.S. Bank National Association, including the form of
8.00% Convertible Secured Note due 2012 (included as Exhibit A to the Indenture)
(incorporated by reference to Exhibit 4.1 to our Form 8-K filed July 30, 2007).

Registration Rights Agreement dated as of July 30, 2007, by and among Evergreen

Energy Inc., Evergreen Operations, LLC, KFx Plant, LLC, KFx Operations, LLC, Landrica
Development Company, Buckeye Industrial Mining Co. and the initial purchasers listed
therein (incorporated by reference to Exhibit 4.2 to our Form 8-K filed July 30, 2007).
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EXHIBIT
NUMBER

DESCRIPTION

4.3

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

Security Agreement, dated as of July 30, 2007, by and among Evergreen Energy Inc.,
Evergreen Operations, LLC, KFx Plant, LLC, KFx Operations, LLC, Landrica Development
Company, Buckeye Industrial Mining Co. and U.S. Bank National Association, as trustee
and collateral agent (incorporated by reference to Exhibit 4.3 to our Form 10-Q for the
quarter ended September 30, 2007).

Amendments to Agreements Between Theodore Venners, S.A. Wilson, Koppelman Fuel
Development Company, and the Koppelman Group dated December 29, 1992 (incorporated
by reference to Exhibit 6.1 to our Form 10-KSB for the year ended December 31, 1993).%*

Royalty Agreement dated December 29, 1992 between the Company and the Koppelman
Group (incorporated by reference to Exhibit 6.7 to our Form 10-KSB for the year ended
December 31, 1993).

Stock Option Plan dated December 16, 1993 (incorporated by reference to Exhibit 6.19 to
our Form 10-KSB for the year ended December 31, 1993).**

Gross Royalty Share Agreement dated August 17, 1995 between the Company and Fort
Union, Ltd. (incorporated by reference to Exhibit 10.51 to our Registration Statement on
Form SB-2 (File No. 33-97418)).

Letter of Agreement dated August 15, 1995 between the Company and Edward Koppelman
(incorporated by reference to Exhibit 10.53 to our Registration Statement on Form SB-2
(File No. 33-97418)).

Royalty Amendment Agreement dated June 3, 1996 between the Company, Edward
Koppelman and Theodore Venners (incorporated by reference to Exhibit 10.1 to our
Form 10-Q for the quarter ended June 30, 1996).**

Non-qualified Stock Option Agreement dated October 1, 1998 between the Company and
Seth L. Patterson (incorporated by reference to Exhibit 10.43 to our Form 10-K for the year
ended December 31, 1998).

Stock Purchase Agreement dated March 26, 1997 between the Company and Theodore
Venners (incorporated by reference to Exhibit 10.1 to our Form 10-Q for the quarter ended
March 31, 1999).**

1999 Stock Incentive Plan (incorporated by reference from Annex A-1 of the Company’s
Proxy Statement filed May 4, 1999).**

1996 Stock Option and Incentive Plan of KFx Inc. (incorporated by reference to Exhibit 10.1
to our Form 10-K for the year ended December 31, 2000).**

Addendum to Blanket Contract, No. 142072, dated May 1, 2001, Project—Cinergy NOx
Compliance Plan, Addendum dated July 24, 2001 (incorporated by reference to Exhibit 10.3
to our Form 10-Q for the quarter ended September 30, 2001).

Common Stock and Warrant Purchase Agreement dated as of March 28, 2002 (incorporated
by reference to Exhibit 10.1 to our Form 8-K filed April 2, 2002).

Common Stock and Warrant Purchase Agreement between KFx Inc. and the Investors dated
April 30, 2002 (incorporated by reference to Exhibit 10.1 to our Form 8-K filed May 7,
2002).

Common Stock and Warrant Purchase Agreement between KFx Inc. and the Investors dated
July 1, 2002 (incorporated by reference to Exhibit 10.1 to our Form 8-K filed July 3, 2002).

Common Stock and Warrant Purchase Agreement between KFx Inc. and the Investors dated
July 19, 2002 (incorporated by reference to Exhibit 10.1 to our Form 8-K filed July 24, 2002)
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EXHIBIT

NUMBER DESCRIPTION

10.16 ~ Common Stock and Warrant Purchase Agreement between KFx Inc. and the Investors dated
August 21, 2002 (incorporated by reference to Exhibit 10.1 to our Form 8-K filed August 28,
2002).

10.17  Waiver of Penalty Warrants dated September 25, 2002 (incorporated by reference to
Exhibit 10.1 to our Form 8-K filed September 27, 2002).

10.18  KFx Inc. 2004 Equity Incentive Plan (incorporated by reference to Exhibit 10.1 to our
Form 8-K filed December 17, 2004).%*

10.19  Waiver Agreement dated December 17, 2004 between KFx Inc. and Theodore Venners
(incorporated by reference to Exhibit 10.60 to our Form 10-K for the year ended
December 31, 2004).**

10.20  Employment Agreement between KFx Inc. and William G. Laughlin (incorporated by
reference to Exhibit 10.61 to our Form 8-K filed March 15, 2005).**

10.21  Employment Agreement between KFx Inc. and Robert I. Hanfling (incorporated by
reference to Exhibit 10.62 to our Form 10-Q for the quarter ended March 31, 2005).**

10.22  K-Fuel Projects Participation and Development Agreement Dated May 5, 2005 (incorporated
by reference to Exhibit 10.63 to our Form 10-Q for the quarter ended March 31, 2005).

10.23  First Amendment to Fourth Amended and Restated Investors’ Rights Agreement
(incorporated by reference to Exhibit 10.64 to our Form 10-Q for the quarter ended
March 31, 2005).

10.24  Employment Agreement between KFx Inc. and Mark S. Sexton (incorporated by reference
to Exhibit 10.65 to our Form 8-K filed October 25, 2005).**

10.25  Employment Agreement between KFx Inc. and Kevin R. Collins (incorporated by reference
to Exhibit 10.66 to our Form 8-K filed October 25, 2005).**

10.26  KFx Inc. 2005 Employee Stock Purchase Plan (incorporated by reference to Exhibit 10.67 to
our Form S-8 filed November 4, 2005).**

10.27  Option Agreement dated September 28, 2005 between Buckskin Mining Company and KFx
Plant III, LLC (incorporated by reference to Exhibit 10.68 to our Form 10-Q for the quarter
ended September 30, 2005).

10.28  Employment Agreement between KFx Inc. and Theodore Venners (incorporated by
reference to Exhibit 10.69 to our Form 8-K filed December 22, 2005).**

10.29  Business Development and Intellectual Property Rights Agreement, dated January 2, 2003
(incorporated by reference to Exhibit 99.1 to our Form 8-K filed January 31, 2006).

10.30  Addendum to Business Development and Intellectual Property Rights Agreement, dated
January 8, 2004 (incorporated by reference to Exhibit 99.2 to our Form 8-K filed January 31,
2006).

10.31 First Amendment to the Business Development and Intellectual Property Rights Agreement,
dated May 21, 2004 (incorporated by reference to Exhibit 99.3 to our Form 8-K filed
January 31, 2006).

10.32  Professional Services Agreement, dated July 16, 2003 (incorporated by reference to
Exhibit 99.4 to our Form 8-K filed January 31, 2006).

10.33 Master Agreement between KFx Plant II, LLC and Arch Coal, Inc. dated October 5, 2005

(incorporated by reference to Exhibit 10.74 to our Form 10-K for the year ended
December 31, 2005).
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EXHIBIT

NUMBER DESCRIPTION

10.34 Stock Purchase and Warrants Agreement between KFx Inc. and Arch Coal, Inc. dated
October 5, 2005 (incorporated by reference to Exhibit 10.75 to our Form 10-K for the year
ended December 31, 2005).

10.35 Marketing, Distribution and Transportation Logistics Service Agreement with DTE Coal
Services, Inc. dated June 6, 2006 (incorporated by reference to Exhibit 10.79 to our
Form 10-Q for the quarter ended June 30, 2006).

10.36 Amendment to Master Agreement Between KFx Plant II, LLC and Arch Coal, Inc. dated
June 29, 2006 (incorporated by reference to Exhibit 10.80 to our Form 10-Q for the quarter
ended June 30, 2006).

10.37  Net lease agreement between Company and Seventeenth Street Plaza Realty Holding
Company dated November 17, 2006 (incorporated by reference to Exhibit 10.37 to our
Form 10-K for the year ended December 31, 2006).

10.38  Purchase Agreement dated as of July 25, 2007, among Evergreen Energy Inc., Evergreen
Operations, LLC, KFx Plant, LLC, KFx Operations, LLC, Landrica Development Company,
Buckeye Industrial Mining Co. and the initial purchasers named therein (incorporated by
reference to Exhibit 10.1 to our Form 10-Q for the quarter ended September 30, 2007).

10.39 Program Management Agreement, dated September 19, 2007.*

12.1 Statement of Computation of Ratio of Earnings to Fixed Charges.*

21.1 Subsidiaries. *

23.1 Consent of Deloitte & Touche LLLP—Evergreen Energy Inc.*

23.2 Consent of Deloitte & Touche LLP—Evergreen Operations, LLC.*

24.1 Powers of Attorney, incorporated by reference to Signature page attached hereto.

31.1 Certification Pursuant to Rule 13a-14(a) or 15d-14(a) of the Exchange Act, as Adopted
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.*

31.2 Certification Pursuant to Rule 13a-14(a) or 15d-14(a) of the Exchange Act, as Adopted
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.*

321 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.*

322 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.*

99.1 Consolidated Financial Statements of Evergreen Operations, LLC and Subsidiaries for the

years ended December 31, 2007, 2006 and 2005.*

*  Filed herewith.

Hok

Management contracts and compensatory plans.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

EVERGREEN ENERGY INC.

Date: March 21, 2008 By: /s/ KEVIN R. COLLINS

Kevin R. Collins
President and Chief Executive Officer
(Principal Executive Officer)

/s/ DIANA L. KUBIK

Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)

POWER OF ATTORNEY

Know all persons by these presents, that each person whose signature appears below constitutes
and appoints Diana L. Kubik or Kevin R. Collins as his or her true and lawful attorney-in-fact and
agent, with full power of substitution and resubstitution, for him or her and in his or her name, place,
stead, in any and all capacities, to sign any and all amendments to this Report on Form 10-K, and to
file the same, with all exhibits thereto, and other documents in connection therewith, including all
amendments thereto, with the Securities and Exchange Commission, granting unto said attorney-in-fact
and agent full power and authority to do and perform each and every act and thing requisite and
necessary to be done in connection therewith, as fully to all intents and purposes as he or she might or
could do in person, hereby ratifying and confirming all that said attorney-in-fact and agent or his or her
substitute or substitutes, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates
indicated.

/s/ KEVIN R. COLLINS

Kevin R. Collins, President, Chief Executive Officer and Director
(Principal Executive Offi