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PART 1
Item 1. BUSINESS
General

NACCO Industries, Inc. (“NACCO” or the “Company”) is the public holding company for The North American Coal
Corporation. The North American Coal Corporation and its affiliated companies (collectively, “NACoal”) operate
surface mines that supply coal primarily to power generation companies under long-term contracts, and provide other
value-added services to natural resource companies. In addition, its North American Mining ("NAM") business
operates and maintains draglines and other equipment under contracts with sellers of aggregates. NACoal’s
service-based business model aligns its operating goals with customers’ objectives.

Additional information relating to financial and operating data on a segment basis (including NACCO and Other) is
set forth under the heading ‘“Management’s Discussion and Analysis of Financial Condition and Results of Operations”
contained in Part II of this Form 10-K and in Note 15 to the Consolidated Financial Statements contained in this Form
10-K.

NACCO was incorporated as a Delaware corporation in 1986 in connection with the formation of a holding company
structure for a predecessor corporation organized in 1913. As of December 31, 2018, the Company and its subsidiaries
had approximately 2,400 employees, including approximately 2,000 employees at the Company’s unconsolidated
mining operations.

The Company makes its annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K,
and any amendments to those reports available, free of charge, through its website, www.nacco.com, as soon as
reasonably practicable after such material is electronically filed with, or furnished to, the Securities and Exchange
Commission (“SEC”).

Significant Events

During 2018, 2017 and 2016, NACoal expanded its NAM business by adding several new customers.

On September 29, 2017, the Company spun-off Hamilton Beach Brands Holding Company ("HBBHC"), a former
wholly owned subsidiary. As a result of the spin-off, NACCO stockholders received one share of HBBHC Class A
common stock and one share of HBBHC Class B common stock for each share of NACCO Class A or Class B
common stock owned on the record date for the spin-off. The financial position, results of operations and cash flows
of HBBHC are reflected as discontinued operations for all periods presented through the date of the spin-off.

On September 28, 2017, prior to the spin-off, HBBHC paid NACCO a one-time $35.0 million cash dividend. This
payment was in addition to $3.0 million in dividends HBBHC paid to NACCO from January 1, 2017 to June 30, 2017.

On June 28, 2017, Southern Company and its subsidiary, Mississippi Power, suspended operations involving the coal
gasifier portion of the Kemper County energy facility. Liberty Fuels Company, LLC ("Liberty"), an unconsolidated
mining operation, was the sole supplier of coal to fuel the gasifier under its contract with Mississippi Power. Liberty
ceased all mining and delivery of lignite in 2017 and commenced mine reclamation in 2018.

On January 1, 2017, Bisti Fuels Company, LLC ("Bisti"), an unconsolidated mining operation, became the contract
miner at Navajo Transitional Energy Company's ("NTEC's") Navajo Mine.

Centennial Natural Resources, LLC ("Centennial") ceased active mining operations at the end of 2015. During 2016
and 2017, the Company's NACoal subsidiary recorded non-cash impairment charges of $17.4 million and $1.0
million, respectively. The carrying value of coal land and real estate and the assets held for sale were zero as of
December 31, 2017.
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North American Coal

General

NACoal operates surface mines that supply coal primarily to power generation companies under long-term contracts,
and provides other value-added services to natural resource companies. In addition, its NAM business operates and
maintains draglines and other equipment under contracts with sellers of aggregates.

Coal is surface-mined from NACoal's mines in North Dakota, Texas, Mississippi, Louisiana and on the Navajo Nation

in New Mexico. NACoal has the following operating coal mining subsidiaries: Bisti, Caddo Creek Resources

Company, LLC (“Caddo Creek”), Camino Real Fuels, LLC (“Camino Real”), The Coteau Properties Company (“Coteau”),
Coyote Creek
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Mining Company, LLC (“Coyote Creek”), Demery Resources Company, LLC (“Demery”), The Falkirk Mining Company
(“Falkirk™), Mississippi Lignite Mining Company (“MLMC”) and The Sabine Mining Company (‘“‘Sabine”). Liberty ceased
all mining and delivery of lignite in 2017 and commenced mine reclamation in 2018.

Coteau, Coyote, Falkirk, MLMC and Sabine supply lignite coal for power generation. Bisti and Camino Real supply
sub-bituminous coal for power generation. Caddo Creek and Demery supply lignite coal for the production of
activated carbon. Each of these mines deliver their coal production to adjacent or nearby power plants, synfuels plants
or activated carbon processing facilities under long-term supply contracts. With the exception of Camino Real, each
mine is the exclusive supplier to its customers' facilities.

All of the operating coal mining subsidiaries other than MLMC are unconsolidated. The unconsolidated coal mining
subsidiaries were formed to develop, construct and/or operate surface coal mines under long-term contracts and are
capitalized primarily with debt financing provided by or supported by their respective customers, and without recourse
to NACCO and NACoal.

MLMLC is a consolidated entity because NACoal pays all operating costs and provides the capital for the mine.
MLMC sells coal to its customer at a contractually agreed-upon price which adjusts monthly, primarily based on
changes in the level of established indices which reflect general U.S. inflation rates. MLMC's customer, KMRC RH,
LLC until April 30, 2016 and Choctaw Generation Limited Partnership, LLLP subsequent to April 30, 2016,
accounted for approximately 60%, 60% and 69% of NACoal's revenues for the years ended December 31, 2018, 2017
and 2016, respectively. Centennial, which ceased coal production at the end of 2015, is also a consolidated entity.

NAM primarily provides value-added services for independently owned limestone quarries and is generally
reimbursed by its customers based on production costs plus a management fee per unit of limestone delivered. NAM's
largest customer, Cemex Construction Materials of Florida, LLC ("Cemex"), accounted for approximately 20%, 18%
and 16% of NACoal's revenues for the year ended December 31, 2018, 2017 and 2016, respectively. The financial
results for NAM are included in the consolidated mining operations or unconsolidated mining operations based on
each entity's structure.

The contracts with the customers of the unconsolidated subsidiaries eliminate exposure to spot coal and aggregates
market price fluctuations and are based on a "management fee" approach, whereby compensation includes
reimbursement of all operating costs, plus a fee based on the amount of coal or limestone delivered. The fees earned
adjust over time in line with various indices which reflect general U.S. inflation rates.

NACoal also provides coal handling, processing and drying services for a number of customers. For example, NoDak
Energy Services, LLC ("NoDak") operates and maintains a coal processing facility for a customer's power plant.
North American Coal Royalty Company ("NACRC") provides surface and mineral acquisition and lease maintenance
services related to the Company's operations and owns the mineral rights of various properties throughout the U.S.

NACoal's total coal reserves approximate 1.9 billion tons (including the unconsolidated coal mining subsidiaries),
with approximately 1.0 billion tons committed to customers pursuant to long-term contracts. At December 31, 2018,
NACoal's operating mines consisted both of mines where the reserves were acquired (whether in fee or through
leases) and developed by NACoal, as well as mines where reserves are owned or leased by the customers of the mines
and developed by NACoal.

The contracts under which certain of the unconsolidated subsidiaries operate provide that, under certain conditions,
including default, the customer(s) involved may elect or be obligated to acquire the assets (subject to the liabilities) or
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know of any conditions of default that currently exist.
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Sales, Marketing and Operations

The principal coal customers of NACoal are electric utilities, an independent power provider, producers of activated
carbon and a synfuels plant. The total coal severed by mine (in millions of tons) for the two years ended December 31
are as follows:

2018 2017
Unconsolidated Mines
Coteau 142 14.7
Falkirk 82 7.2
Sabine 35 38
Bisti 34 3.7
Camino Real 22 24
Coyote Creek 25 21
Other 04 0.8
Consolidated Mines
Mississippi Lignite Mining Company 2.9 2.4
Total tons severed 37.3 37.1
Seasonality

NACoal has experienced limited variability in its results due to the effect of seasonality; however, variations in coal
demand can occur as a result of the timing of planned or unplanned outage days at NACoal's customers' facilities.
Variations in coal demand can also occur as a result of changes in market prices of competing fuels such as natural
gas, wind and solar power and demand for electricity, which can fluctuate based on changes in weather patterns.

Competition

The coal industry competes with other sources of energy, particularly oil, gas, hydro-electric power and nuclear
power. In addition, it competes with subsidized sources of energy, primarily wind and solar. Among the factors that
affect competition are the price and availability of oil and natural gas, environmental and related political
considerations, the time and expenditures required to develop new energy sources, the cost of transportation, the cost
of compliance with governmental regulations, the impact of federal and state energy policies and the impact of
subsidies on renewable pricing. The ability of NACoal to maintain comparable levels of coal production at existing
facilities and to market and develop its reserves will depend upon the interaction of these factors.

Based on industry information, NACoal believes it was one of the ten largest coal producers in the U.S. in 2018 based
on total coal tons produced.

Employees

As of December 31, 2018, NACoal had approximately 2,400 employees, including approximately 2,000 employees at
the unconsolidated mining operations of which approximately 255 are represented by a union at Bisti. NACoal
believes its current labor relations with both union and non-union employees are satisfactory.
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The location, mine type, reserve data, coal quality characteristics, sales tonnage and contract expiration date for the
mines operated by NACoal were as follows:

COAL MINING OPERATIONS ON AN “AS RECEIVED” BASIS
2018 2017
Proven and Probable
Reserves (a)(b)

Committed Total
Under Uncommitiéotal Committed
Contract Tons Owned Leased and Tons ontract
DeliveredReserveReservesUncomibtedere Xpires
Mine/Reserve T){pe of (Millions of Tons) (Millions} %) (%) (MillionMillions
Mine of
Tons)
Unconsolidated Mines
Freedom Mine (c)- Surface
The Coteau Properties _ 4445 — 444.5 14.2 3 % 97 % 4522 14.7 2022 (d)
Lignite
Company
Falkirk Mine (c)- Surface
The Falkirk Mining . 373.6 — 373.6 8.4 1 % 99
Lignite
Company
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