Grande Cache Coal Corporation
Management’'s Discussion & Analysis

This Management’s Discussion and Analysis ("MD&ARould be read in conjunction with the unauditedrim
consolidated financial statements and notes théoetihe period ended June 30, 2010, and the alddasolidated
financial statements, notes and related MD&A thedtGrande Cache Coal Corporation ("Grande Caciad"@r
the "Corporation™) for the fiscal year ended Ma@h, 2010. The consolidated financial statements Hasen
prepared in accordance with Canadian generally paede accounting principles. This discussion proside
management's analysis of the Corporation's higtbficancial and operating results and providegreges of the
Corporation's future financial and operating perfance based on information currently available.uAttesults
will vary from estimates and the variances mayigeificant. Readers should be aware that historesillts are not
necessarily indicative of future performance. A&fiarences are to Canadian dollars unless othemdseated.

This MD&A was prepared using information that isremt as of August 11, 2010.

In the interest of providing Grande Cache Coalaraiholders and potential investors with informatiegarding
Grande Cache Coal, including management's assesef@rande Cache Coal's future plans and opeistizertain
statements in this MD&A are "forward-looking statms" within the meaning of applicable Canadiarugges
legislation. In some cases, forward-looking stateisiecan be identified by terminology such as "apate",

"believe", "continue”, "could", "estimate", "expg&ctforecast”, "intend", "may", "objective", "onguj", "outlook",
"potential”, "project”, "plan”, "should", "target"would", "will" or similar words suggesting futureutcomes,
events or performance. The forward-looking statesenntained in this MD&A speak only as of the datehis

document and are expressly qualified by this caatip statement.

Specifically, this MD&A contains forward-lookingatements relating t@nticipated sales volumes of metallurgical
coal in fiscal 2011anticipated average cost of sales for fiscal 2@ddnagement of coal production in fiscal 2011;
future development activities and related capiigeaditures; the capital expenditure program fecel 2011; and
funding sources for the capital expenditure program

These forward-looking statements are based onicday assumptions regarding, among other thinganaterial

disruption in production other than anticipatediatmon; no material variation in anticipated coales volumes; no
material variations in markets and pricing of mletgiical coal other than anticipated variationsntooued

availability of and no material disruption in rairvice and port facilities; no material delayghe current timing
for completion of ongoing projects; financing wilé available on terms favourable to the Corporatimnmaterial
variation in historical coal purchasing practicdscastomers; coal sales contracts will be entergéd with new

customers; parties execute and deliver contractsrily under negotiation; and no material variasian the current
regulatory environment. The reader is cautioned shich assumptions, although considered reasobgiflzande
Cache Coal at the time of preparation, may provgetincorrect.

Actual results achieved during the forecast pefridltl vary from the information provided herein asresult of
numerous known and unknown risks and uncertaiatigsother factors. Such factors include, but atdimited to:
uncertainties associated with production levelsirdqudevelopment of the new No. 8 mining area; clesnn
general economic, market and business conditiamentainties associated with estimating the quaatitd quality
of coal reserves and resources; commodity prio@seecy exchange rates, the availability of créallities for
capital expenditure requirements, debt service irements; dependence on a single rail system; asarg
legislation; liabilities inherent in coal mine démement and production; competition for, among otttengs,
capital, acquisitions of reserves, undeveloped daadd skilled personnel; geological, mining andcpssing
technical problems; ability to obtain required miieenses, mine permits and regulatory approvadgired to
proceed with mining and coal processing operatiabdijty to comply with current and future enviroamal and
other laws; actions by governmental or regulatouyherities including increasing taxes and change®ther
regulations; and the occurrence of unexpected svemblved in coal mine development and productamg other
factors, many of which are beyond the control ohigie Cache Coal. Many of these risk factors anérteiaties
are discussed in Grande Cache Coal's Annual Infiwma=orm, Grande Cache Coal's MD&A, and other
documents Grande Cache Coal files with the Canasaarities regulatory authorities.
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There is no representation by Grande Cache Cobhttaal results achieved during the forecast pendl be the
same in whole or in part as those forecast and der&@ache Coal does not undertake any obligatiomptiate
publicly or to revise any of the included forwambking statements, whether as a result of new mmdion, future
events or otherwise, except as may be requiregpljcable securities law.

Readers of this Management's Discussion and Arsagysiuld refer to the section entitled "Risk Fagtan Grande

Cache Coal's Management's Discussion and Analysts Annual Information Form for factors which could
potentially impact the Corporation's financial perhance and its ability to meet its targets.

Financial Overview

As at As at

June 30 March 31

($ millions) 2010 2010
Balance Sheet

Cash and cash equivalents 72.2 87.4

Total assets 356.4 337.7

Long-term liabilities 66.1 54.4

Shareholders’ equity 255.2 250.8

Three months ended

June 30
($ millions, except per share amounts) 2010 2009
Statement of Net Income and Comprehensive Income
Revenue 69.0 74.6
Cost of sales 50.9 56.6
Income from operations 8.5 10.7
Net income and comprehensive income 4.0 51
Basic and diluted net income per share 0.04 0.05

Three months ended

June 30
(millions of tonnes, except per tonne amounts) 2010 2009
Statistics
Clean coal production (tonnes) 0.37 0.34
Coal sales (tonnes) 0.45 0.51
Average sales price (US$/tonne) 149 129
Average sales price ($/tonne) 152 147
Average cost of product sold ($/tonne) 86 84
Average distribution costs ($/tonne) 26 27
Average cost of sales ($/tonne) 112 111
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Revenue

Revenue during the first quarter of fiscal 2011 %6&9.0 million on sales of 0.45 million tonnes cargd to $74.6
million on 0.51 million tonnes in the same periadtlyear. Sales volumes in the current quarter W2%é lower
than the comparable period mainly due to the tinmhghipments.

The average sales price achieved during the fuattgr was $152 per tonne (US$149 per tonne) caedpar$147
per tonne (US$129 per tonne) in the same periddykzer. The average first quarter sales price fetatturgical
coal, which accounted for 92% of the sales volumess $158 per tonne (US$154 per tonne). The highee
during the current quarter reflects an increasepintract price settlements compared to last yedyaed somewhat
by a portion of lower priced thermal coal sales angdortion of carryover tonnage from fiscal 201(ick was
contracted at lower prices. The average exchangdaaconverting US sales into Canadian dollansnduthe first
quarter was 1.03 compared to 1.16 in the firstehm@nths of fiscal 2010, thus having a negativeaichpn the
Canadian sales price of US dollar denominated sales

Cost of Sales

First quarter cost of sales was $50.9 million, 1% per tonne, compared to $56.6 million, or $1&4 tpnne per
tonne in the same period last year. The cost eksalthe current quarter consisted of cost of pecbdold of $38.9
million ($86 per tonne) and distribution costs d2% million ($26 per tonne). In the comparablertgraof fiscal
2010, the cost of product sold was $42.7 millioB4$er tonne) and distribution costs of $13.9 mill($27 per
tonne).

The unit cost of product sold during the first daaiof the current fiscal year was largely affedbgda transition in
surface mines where operations were being compbdtéite No. 12B2 pit in preparation for the comneament of
production from the No. 8 mining area. During théelstages of mining in No. 12B2 pit, mining coiwfis were
difficult leading to lower productivity and highemit costs. In addition, lower coal recovery frono.NL2B2 pit
resulted in lower than expected production volumidge Corporation also incurred an increase in reagabice and
repair costs as it initiated an enhanced prevemtia@mtenance program to its existing mining equiphtkesigned to
lower long term maintenance costs and increaseeupiit availability.

Other Operating Expenses

General and administrative expenses were $2.4omiliuring the quarter, up slightly from $2.1 mitlion the
comparable period. Included in the general and adinative expenses were head office administratine
marketing charges of $2.0 million (fiscal 2010 -&nillion) and non-cash charges for stock-basedpansation of
$0.4 million (fiscal 2010 - $0.3 million).

Depreciation, depletion and accretion charges W&r2 million compared to $5.2 million in the comalale period
of last year. The increase was mainly due to higlegietion in No. 12B2 pit because of operatioreigh changes
and lower coal recovery, resulting in a higher ttmommal one time depletion expense to charge theiréng
development costs to income. In addition, depresiaincreased due to the addition of capital asdating the
current period and throughout last fiscal year.

Other Income (Expenses)

The Corporation incurred a net foreign exchangse twfs$2.7 million during the first quarter compateda loss of
$3.4 million in the same period last fiscal yeacluded in the loss was an unrealized foreign exgbdoss of $3.8
million (fiscal 2010 - $0.2 million) related to feign exchange forward contracts.
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Interest and other income was $0.2 million durihg first quarter, versus $0.1 million in the congide period.
Interest and other income consisted primarily é¢ri@st earned on restricted cash and access faegedhfor the
use of roads and bridges belonging to the Corporati

Taxes

The Corporation incurred tax expenses of $2.0 amltiuring the first quarter, which was comprise@ aurrent tax
expense of $0.6 million for provincial Crown roye# and a future income tax expense of $1.4 milliorthe first
quarter of fiscal 2010, the Corporation incurretha expense of $2.3 million, which consisted ofuarent tax
expense of $0.6 million for provincial Crown royaft and a future income tax expense of $1.7 million

Liquidity and Capital Resources

At June 30, 2010, Grande Cache Coal had cash asid erguivalents of $72.2 million. The Corporationoash
position decreased by $15.3 million during thetfirsarter compared to a $30.3 million increasehangame period
last fiscal year.

Operating activities during the first quarter paed $18.2 million in cash, down from $43.6 millionthe same
period last year. The primary difference was dua twet change in non-cash working capital relatingperating
activities. The current quarter provided $0.5 millin cash compared to $28.6 million in the firsager of fiscal
2010, the majority of which related to a significa@duction in coal inventory.

Financing activities during the current quarterlunied the repayment of capital leases of $3.6 onilland the
exercise of share options for cash proceeds of iBilibn.

Investing activities resulted in a cash decreask36f8 million in the first quarter, compared td$L million in the
comparable period. Capital expenditures accouraec31.2 million (fiscal 2010 - $9.0 million) anamsisted of
the addition of buildings and equipment totaling7$1 million (fiscal 2010 - $8.5 million) as well ahe
development of mineral properties of $14.2 milliffirscal 2010 - $0.5 million), most of which was fdine
development of No. 8 pit.

During the first quarter of fiscal 2011, the Comiion acquired mining equipment at a cost of US§Ifillion
through capital lease arrangements. Subsequenh®3D, 2010, the Corporation finalized a capéake agreement
for two Komatsu 830E haul trucks amounting to U8%Hillion.

Grande Cache Coal has an agreement with HSBC Bankda to provide the Corporation with a creditlitycup
to $28 million and the ability to enter into foraigexchange hedging arrangements. At June 30, 200,
Corporation had a series of foreign exchange faveantracts to sell a total of US$24 million and$48 million at
an average rate of 1.0645 and 1.0494, respectiVblgse contracts settle in monthly installments,l&st of which
will mature by March 2011.

The Corporation believes that its existing caslshciiow from operations and credit facility will tsufficient to
fund ongoing working capital requirements duringcéll 2011. The Corporation expects that capitabedjiures
will be funded by existing cash, cash flow from g®ns and equipment leases.

Grande Cache Coal expects that coal inventory aatiproduction will be sufficient to meet customequirements
during fiscal 2011. At June 30, 2010, the Corporathad $22.2 million in coal inventory, compared$®8.0
million at March 31, 2010.

The Corporation did not have any off-balance sHigncing structures in place at June 30, 2010.gLterm
liabilities of the Corporation include asset ratient obligations with a present value of $11.7iomll capital lease
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obligations of $34.8 million and future income tabilities of $19.5 million. Grande Cache Coal'ssat retirement
obligations are covered by letters of credit toigl$11.8 million provided to the Alberta Governmenhich are
presently secured by restricted cash.

In order to ensure the continued availability ofidaaccess to, facilities and services to meet dipes
requirements, the Corporation has entered intoi+ypedtr agreements for the lease of coal propetitgst vehicles,
equipment, buildings and office space.

The Corporation has entered into various purchasritments for mining equipment. At June 30, 20&®aining
payments owing on the mining equipment totalled .$1&illion, which included US dollar commitments of
US$11.9 million.

Future minimum undiscounted amounts payable byCtrporation under contracts existing at June 3Q02@&ere:

($ millions) Payments Due by Period

Less than 1-3 4-5 After
Contractual Obligations Total 1 year years years 5 years
Operating Leases 3.7 0.8 1.4 1.1 0.4
Capital Leases 50.6 115 21.2 17.9 -
Purchase Obligations 18.5 18.5 - - -
Total Contractual Obligations 76.8 30.8 22.6 19.0 40

Recent and Upcoming Changes in Accounting Policies

All accounting policies adopted by the Corporatiasa in accordance with Canadian generally accegatedunting
principles. There were no changes in accountingigslduring the current period.

Convergence with International Financial Reporting Standards

The Canadian Accounting Standards BodAt$B’) confirmed that International Financial Reportitandards
(“IFRS") will replace Canadian generally accepted accagntrinciples (GAAP”) in 2011 for publicly accountable
enterprises. As such, the Corporation will be regfliito adopt IFRS for the fiscal year beginning iRfr 2011,
including comparative data from the prior fiscabyeThe Corporation’s first filing of IFRS compliafinancial
statements will be the first quarter of fiscal 2@3@ne 30, 2011).

The Corporation’s conversion approach consistfiaet phases: 1) Diagnostic, 2) Evaluation and gwveént and
3) Implementation. With the assistance of thirdtpadvisers, the Corporation completed the diagngstase,
which identified the key differences between thegooation’s current accounting policies and IFR8 astimated
the level of impact on the consolidated financi@teaments. The Corporation made significant pragiasthe
evaluation and development phase including thediig:

« Completed an assessment on the effects of adomtidey financial statement components;

» Made choices regarding alternatives available ufidgrtime adoption (IFRS 1);

» Componentization of property, plant and equipmexst lreen substantially completed;

» Prepared an assessment of changes to stock baspértsation provisions and asset retirement obdigafi

» Prepared mock financial statements including orffR3$ presentation and disclosure requirements and
conducted a review of these statements with thatAlammittee of the Board of Directors;

* Continued assessments of less critical IFRS tiansisues;

e Continued training of key personnel and stakehgtdand
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e Maintained communication with the Corporation’sepéndent external auditors.

The Corporation has transitioned into the impleragon phase. Key initiatives that will be achievied the
implementation phase include the following:

» Finalize the development of IFRS accounting podicie

* Revise internal control procedures and documemtatia implement controls as required;

* Prepare IFRS compliant interim and annual finanstatements for the fiscal year ended March 31,1201
including reconciliation to previously reported GRAand

* Prepare IFRS compliant interim and annual finarstialements for the fiscal year ended March 312201

The full extent of adopting IFRS and the impact tbe Corporation’s financial position and future ulés of
operations is not reliably determinable at thisetinThe Corporation will continue to monitor deveilmnts in
accounting standards as issued by the Internatisc@dunting Standards Board and the AcSB which afégct the
timing, nature and disclosure of the Corporatiadsption of IFRS and will update its plan as neasss

Summary of Quarterly Results

Fiscal Fiscal Fiscal

2011 2010 2009
(millions, except per unit amounts) Q1 Q4 Q3 Q2 Q1 Q4 Q3 Q2
Clean coal production (tonnes) 0.37 0.54 0.42 0.43.34 0.26 0.35 0.43
Coal sales (tonnes) 0.45 0.43 0.47 0.36 0.51 0.11.36 0 0.34
Average sales price (US$/tonne) 149 120 131 120 129 292 213 214
Average sales price (CDN$/tonne) 152 118 134 124 7 14 364 254 223
Cost of product sold ($/tonne) 86 66 76 57 84 72 96 69
Distribution costs ($/tonne) 26 28 30 27 27 24 32 5 3
Cost of sales ($/tonne) 112 94 106 84 111 96 128 4 10
Revenue ($) 69.0 50.7 62.4 44.8 74.6 38.7 91.9 76.6
Income from operations ($) 8.5 1.0 5.5 9.5 10.7 524.41.3 36.4
Net income ($) 4.0 14 4.3 9.3 5.1 18.936.8 47.1
Basic net income per share ($) 0.04 0.01 0.04 0.10.05 0.20 0.38 0.52
Diluted net income per share ($) 0.04 0.01 0.04 90.0 0.05 0.20 0.38 0.1

Sales volumes during the current quarter remaitezlescompared to the past several quarters maadguse of an
increase in sales to Chinese customers. The avel@giollar sales price was higher in the curremiopereflecting
an increase in contract price settlements comptargde last coal year. The average cost of salaeased in the
first quarter of fiscal 2011, compared to fiscall@Ddue largely to the transition in surface mingkich caused
lower productivity, as well as higher repair andmtenance costs.

Outlook

Coal Markets

The Corporation continues to anticipate fiscal 2@hles volumes of 2.0 to 2.2 million tonnes, howeivds
expected that sales may be on the lower end ofdhige. Sales volumes are dependent upon produatiriue to
the transition in surface mines from No. 12B2 pifNo. 8 pit, it is expected that sales volumesmlast half of the
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fiscal year will be higher compared to the firsifh8ales volumes are also contingent upon adeqadtservice, the
timing of vessel arrivals and port loading schedule

As a result of developing the new No. 8 pit arbare will be a short term increase in the salesmel of thermal
coal over the balance of the current fiscal yednictvis expected to represent approximately 5%08» df the total
annual sales volume.

Industry benchmark pricing for metallurgical coal the second quarter of fiscal 2011 was settled2%$225 per
tonne. The Corporation expects that its averagaliaggical sales price for the second quarter talin the range
of US$190 to US$195 per tonne, which includes seaprarter sales contracts, contracts settled ananal basis
and carryover tonnage from the first quarter, whigts contracted at lower prices.

Various external reports suggest that metallurgimahl markets have softened recently and as atrésel
benchmark price settlement for the third quartey ima lower than the benchmark price settlementeaelti during
the second quarter. The Corporation is uncertaithiattime what the market impact will be on itérdhquarter
pricing as negotiations are not likely to commeunn#gl mid to late August.

Operations

The unit cost of product sold during the first gearwas higher than anticipated because of ditficoining
conditions in the late stages of mining at the N2B2 pit. In addition, the Corporation expects thatond quarter
clean coal production will be low due to the tréiosi in surface mining areas. As a result, the Goapon
anticipates that the average cost of sales foalfi@@11 will be approximately $105 per tonne, umirthe previous
guidance of $100 per tonne. A continuation of lowen expected production levels or an escalatfomiaing
input costs would have a negative impact on thgepted cost of sales.

The Corporation expects that cost of sales willticme to vary from quarter to quarter. The Corpioratwill
continue to focus on productivity improvements andt control measures throughout all areas of dpera

Capital Expenditures

Grande Cache Coal plans to increase annual proedutdi 3.5 million tonnes by the end of fiscal 20T8is is
anticipated to require aggregate capital expenehtaf approximately $225 million over the threerygeriod. The
Corporation expects that approximately $165 milliohthis capital will be spent during fiscal 201Capital
expenditures are expected to be funded by existish balances, cash flow from operations and edqnpleases.
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Other Information

Looking forward, export trade credit insurance rbayused to support accounts receivable.

As at August 11, 2010, there were 97,075,206 comsi@res issued and outstanding, and the followirages

options were also outstanding:

Number Number Exercise
Share Options Outstanding Granted Vested Price Expiry Date
25,000 25,000 $4.50 October 18, 2010
245,000 245,000 $2.44 April 11, 2011
125,000 125,000 $1.05 October 11, 2011
25,000 25,000 $1.05 November 16, 2011
201,668 201,668 $0.88 May 23, 2012
850,005 850,005 $1.04 January 8, 2013
150,000 49,998 $5.02 August 20, 2013
1,606,736 316,729 $1.01 November 12, 2013
100,000 33,333 $0.88 January 10, 2014
83,334 - $0.77 February 10, 2014
50,000 - $3.57 August 18, 2014
125,000 - $5.95 February 10, 2015
2,145,000 - $5.61 June 11, 2015
Total 5,731,743 1,871,733

Additional Information

Additional information regarding the Corporationdaits business operations, including the Corpon&i@annual
information form for the fiscal year ended March, 2D10, is available on the Corporation’'s SEDAR pany

profile atwww.sedar.com
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Consolidated Balance Sheets
(thousands of Canadian dollars)

As at As at
June 30 March 31
(unaudited) 2010 2010
Assets
Current assets
Cash and cash equivalents 72,160 $ 87,436
Restricted cash (note 3) 13,499 13,499
Accounts receivable (note 4) 4,936 12,483
Inventory (note 5) 28,879 33,999
Prepaid expenses 17,233 9,114
Future income taxes (note 7) 256 232
136,963 156,763
Capital assets (note 6) 219,391 180,935
356,354 $ 337,698
Liabilities
Current liabilities
Accounts payable and accrued liabilities 26,063 $ 25,716
Current portion of capital lease obligations (n®}e 8,986 6,744
35,049 32,460
Asset retirement obligations (note 9) 11,706 8,801
Capital lease obligations (note 8) 34,816 27,515
Future income taxes (note 7) 19,539 18,102
101,110 86,878
Shareholders’ Equity
Share capital (note 10) 196,414 196,232
Contributed surplus 4,236 3,945
Retained earnings 54,594 50,643
255,244 250,820
356,354 $ 337,698

Commitments (note 11)

See accompanying notes to the consolidated financial statements.
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Consolidated Statements of Net Income, Comprehengiincome and Retained Earnings
(thousands of Canadian dollars, except per share amounts)

Three months ended

June 30

(unaudited) 2010 2009
Revenue $ 69,033 $ 74,585
Expenses

Cost of product sold 38,942 42,665

Distribution 11,981 13,900

General and administrative 2,401 2,063

Depreciation, depletion and accretion 7,199 5,234

60,523 63,862

Income from operations 8,510 10,723
Other income (expenses)

Foreign exchange gain (losses) 1,096 (3,202)

Unrealized losses on foreign exchange forward ectgr (3,828) (212)

Interest and other 158 119
Income before taxes 5,936 7,428
Taxes

Current tax expense (572) (612)

Future income taxes expense (1,413) (1,735)
Net income and comprehensive income 3,951 5,081
Retained earnings, beginning of period 50,643 30,536
Retained earnings, end of period $ 54594 $ 35,617
Net income per shargnote 12)

Basic and diluted $ 004 % 0.05

See accompanying notes to the consolidated financial statements.
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Consolidated Statements of Cash Flows
(thousands of Canadian dollars)

Three months ended

June 30
(unaudited) 2010 2009
Cash provided by (used for)
Operating activities
Net income and comprehensive income 3951 $ 5,081
Items not affecting cash
Stock-based compensation (note 13) 369 312
Unrealized foreign exchange losses 925 2,475
Unrealized losses on foreign exchange forward ectgr 3,828 212
Future income taxes 1,413 1,735
Depreciation, depletion and accretion 7,199 5,234
17,685 15,049
Net change in non-cash working capital relatingperating activities 526 28,586
18,211 43,635
Financing activities
Proceeds on exercise of options (note 10) 104 -
Payments on capital lease obligations (note 8) (3,576) (19)
(3,472) (19)
Investing activities
Additions to mineral properties and development (14,204, (540)
Additions to buildings and equipment (17,001 (8,454)
Net change in non-cash working capital relatingtesting activities 433 (1,668)
(30,772 (10,662)
Effect of foreign exchange on cash and cash equieals 757 (2,663)
(Decrease) increase in cash and cash equivalents (15,276) 30,291
Cash and cash equivalents, beginning of period 87,436 68,035
Cash and cash equivalents, end of period 72,160 $ 98,326

See accompanying notes to the consolidated financial statements.
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Notes to Consolidated Financial Statements
June 30, 2010

(Unaudited)

(thousands of Canadian dollars, except per share amounts)

1.

Basis of Presentation

The interim consolidated financial statements ef@orporation have been prepared in accordanceGaitfadian
generally accepted accounting principles. The ime&onsolidated financial statements have beengpegpusing
the same accounting policies as the consolidateshéial statements for the fiscal year ended Madg2010.

The interim consolidated financial statements sthdu read in conjunction with the Corporation’s itedl
consolidated financial statements and notes théoetihe year ended March 31, 2010.

Certain prior years’ figures have been reclassiftiedonform to the presentation adopted in theenirfiscal year.

Upcoming Changes in Accounting Policies

Convergence with International Financial Reporting Standards

The Canadian Accounting Standards BodAt$B”) confirmed that International Financial Report®&andards
(“IFRS) will replace Canadian generally accepted accagntprinciples (GAAP”) in 2011 for publicly
accountable enterprises. As such, the Corporatitinbes required to adopt IFRS for the fiscal yeaglmning
April 1, 2011, including comparative data from theor fiscal year. The Corporation’s first filingf 3FRS
compliant financial statements will be the firsegter of fiscal 2012 (June 30, 2011).

The Corporation’s conversion approach consist$afet phases: 1) Diagnostic, 2) Evaluation and @gweént
and 3) Implementation. With the assistance of tlgedty advisers, the Corporation completed the riiatic
phase, which identified the key differences betwgenCorporation’s current accounting policies #RS and
estimated the level of impact on the consolidabednicial statements. The Corporation made sigmifipgaogress
in the evaluation and development phase includiegdllowing:

« Completed an assessment on the effects of adomtideey financial statement components;

« Made choices regarding alternatives available ufidgrtime adoption (IFRS 1);

e Componentization of property, plant and equipmexst een substantially completed;

* Prepared an assessment of changes to stock baspdrsation provisions and asset retirement obdigafi

* Prepared mock financial statements that includdg BfRS presentation and disclosure requirements an

conducted a review of these statements with thatALmmmittee of the Board of Directors;
¢ Continued assessments of less critical IFRS tiansgsues;
» Continued training of key personnel and stakehgtdend
e Maintained communication with the Corporation'sépeéndent external auditors.

The Corporation has transitioned into the impleragoh phase. Key initiatives that will be achieviedthe
implementation phase include the following:

e Finalize the development of IFRS accounting posicie

* Revise internal control procedures and documemtaia implement controls as required,;

* Prepare IFRS compliant interim and annual finanstatements for the fiscal year ended March 31,1201
including reconciliation to previously reported GRAand

* Prepare IFRS compliant interim and annual finarsfalements for the fiscal year ended March 312201

The full extent of adopting IFRS and the impacttbe Corporation’s financial position and future uks of
operations is not reliably determinable at thisetirithe Corporation will continue to monitor deveiggnts in
accounting standards as issued by the Internatide@dunting Standards Board and the AcSB which afésct
the timing, nature and disclosure of the Corporasiadoption of IFRS and will update its plan asassary.
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Notes to Consolidated Financial Statements
June 30, 2010

(Unaudited)

(thousands of Canadian dollars, except per share amounts)

3. Restricted Cash

Cash secured letters of credit in the amount of, 34 (2010 - $11,799) have been provided to theedb
Government for security to cover anticipated cadteeclamation for the Corporation’s mining areasycessing
facilities and surrounding infrastructure. In aduit cash secured letters of credit of $1,700 (20%0,700) have
been made available to service providers.

4. Accounts Receivable

As at As at

June 30 March 31

2010 2010
Trade accounts receivable $ 2298 $ 7,384
Goods and services tax receivable 2,156 1,440
Unrealized gain on foreign exchange forward comsrac - 3,024
Other 482 635
$ 4,936 $ 12,483

5. Inventory

As at As at

June 30 March 31

2010 2010
Coal inventory $ 22,207 % 27,986
Materials inventory 6,672 6,013
$ 28,879 $ 33,999

Coal inventory is valued at the lower of averagedpiction cost and net realizable value. Produatmsts include

mining, labour, operating materials and supplieangportation costs and a relevant allocation dafrioead
including depreciation and depletion.

Materials inventory consists of parts, supplies amasumables, and is valued at the lower of avetageand net
realizable value. The Corporation maintains an mwey of parts and supplies for day to day mainteeaand
operations. For the three months ended June 3@, 2@tts and supplies inventories of $2,389 wepepsed to
cost of product sold, compared to $1,617 in theesperiod last fiscal year.

There was no write-down of inventories or reveda write-down of inventories during the curreetipd.
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Grande Cache Coal Corporation

Notes to Consolidated Financial Statements
June 30, 2010

(Unaudited)

(thousands of Canadian dollars, except per share amounts)

6. Capital Assets

As at As at
June 30 March 31
2010 2010
Mineral properties and development $ 44,019 $ 29,398
Buildings and equipment 118,608 101,289
Capital leases 56,764 45,513
Assets held for sale - 4,735
$ 219,391 $ 180,935

In fiscal 2009 the Corporation entered into an aegrent with a property and development company tohase

condominium units for employees. During the firsager of fiscal 2010, construction of the condaonmim units

was completed and final payments were made. Thedtation had intended to sell the condominium utats
employees within one year, as such these condominhits were classified as assets held for saldéuhe 2010,
the Corporation changed its housing strategy arsliels the condominium units have been reclassiftedssets
in use and a full year’'s depreciation has beengmrized.

During the first quarter of fiscal 2011, the Corgtiwn acquired mining equipment at a cost of US$49 through
capital lease agreements.

7. Future Income Taxes

At June 30, 2010, the Corporation had a net futwteme tax liability of $19,283, of which $256 weassified
as a current asset. The components of the futaaria tax liability were as follows:

As at As at
June 30 March 31
2010 2010
Temporary differences related to:
Buildings and equipment and mineral properties @eklopment
costs $ 22,715 % 20,611
Asset retirement obligations (2,927) (2,200)
Share issuance costs (249) (309)
Other (256) (232)
Net future income taxes $ 19,283 $ 17,870
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(Unaudited)

(thousands of Canadian dollars, except per share amounts)

8. Capital Lease Obligations

The Corporation has certain mining equipment anttlimgs under capital lease agreements. The calgitales
for the mining equipment are denominated in USatslhat interest rates up to a maximum of 6.7% paum,
expire by fiscal 2017 and are secured by the mlassets.

The following table summarizes the Corporation’itz lease obligations:

Balance — March 31, 2009 $ 52
Fair value of initial capital leases 44,311
Payments made during the period (9,328)
Interest portion of payments 967
Foreign exchange adjustment to US dollar obligation (1,743)

Balance — March 31, 2010 34,259
Fair value of initial capital leases 11,422
Payments made during the period (4,122)
Interest portion of payments 546
Foreign exchange adjustment to US dollar obligation 1,697

Balance — June 30, 2010 43,802
Current portion of capital lease obligations (8,986)

Long term portion of capital lease obligations $ 34,816

Future minimum payments under capital leases a 30n2010 consist of the following:

Less than 1 year $ 11,476
2-3 years 21,190
4-5 years 17,934
Total minimum lease payments 50,600

Amounts representing interest (6,798)
Present value of minimum lease payments 43,802

Current portion of capital lease obligations (8,986)
Long term portion of capital lease obligations $ 34,816

9. Asset Retirement Obligations

Future asset retirement obligations were calculateskd on the Corporation’s estimated costs tdlfitff legal
asset retirement obligations. The Corporation Iséismated the net present value of its asset re¢intimbligations
to be $11,706 as at June 30, 2010, based on afuttad liability of $17,833. The Corporation’s dieadjusted
risk free rates range from 3.9% to 7.6% dependmghe period when the provision originated andtéren of
estimated years to reclamation.
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10.

The following table reconciles the Corporation’setsetirement obligations:

Balance — March 31, 2009 $ 6,429
Increase in liability 1,865
Accretion expense 507

Balance — March 31, 2010 8,801
Increase in liability 2,745
Accretion expense 160

Balance — June 30, 2010 $ 11,706

Share Capital
Authorized
Unlimited common shares
Unlimited preferred shares, issuable in series
Issued
Stated
(thousands) Number Value

Common shares
Balance — March 31, 2009

Shares issued on exercise of options
Balance — March 31, 2010

Shares issued on exercise of options
Balance — June 30, 2010

96,076 194,541

899 1,691
96,975 196,232
100 182

97,075 $ 196,414

During the first quarter of fiscal 2011, 100 thoadaommon share options were exercised for castepds of
$104. On exercise of these common share optio@swé8 credited to share capital from contributeplss.

The following transactions occurred during fiscale.

There were no changes to share capital duringr$tegiuarter of fiscal 2010.

During the second quarter of fiscal 2010, 274 thodscommon share options were exercised for castepds of
$346. On exercise of these common share optior2§ $2s credited to share capital from contributeglss.

During the third quarter of fiscal 2010, 170 thaud@ommon share options were exercised for castepas of
$171. On exercise of these common share optiordd, %as credited to share capital from contributeglss.

During the fourth quarter of fiscal 2010, 455 thaus common share options were exercised for casteeds of
$445. On exercise of these common share optio78 $as credited to share capital from contributaglss.
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11. Commitments

In order to ensure the continued availability ofidaaccess to, facilities and services to meet oipea
requirements, the Corporation has entered intoifpeétr agreements for the lease of coal propertiekicles,
equipment, buildings and office space.

The Corporation entered into various purchase camermits for mining equipment. At June 30, 2010,

commitments owing on this equipment totalled appnaely $18,481, which included US dollar commitiizen
of US$11,924.

Future minimum amounts payable by the Corporatiotien contracts existing at June 30, 2010, for dizchl
year is summarized below:

2011 $ 19,077
2012 $ 745
2013 $ 663
2014 $ 592
2015 and thereafter $ 1,091

12. Net Income per Share

The following table reconciles the denominators llasic and diluted net income per share calculstidine
treasury stock method is used to determine théieileffect of the share options to purchase comstanes.

Three months ended

June 30
(thousands, except per share amounts) 2010 2009
Weighted average shares outstanding — basic , 9996 96,076
Dilutive effect of share options 1,483 1,365
Weighted average shares outstanding — diluted 98,478 97,441
Net income $ 3,951 $ 5,081
Net income per share — basic and diluted $ 004 $ 0.05

13. Stock-Based Compensation

The Corporation has a share option plan pursuamthich the Board of Directors or a committee théneay

from time to time grant options to purchase commsbares to directors, officers, employees and ctarstsl of
the Corporation. Total stock-based compensatiormse included in general and administrative exmefsethe

first quarter was $369, compared to $312 in theesquarter last year and was a result of optionstgdapursuant
to the Corporation’s share option plan.

On June 11, 2010, options to purchase 2,145 thdusammon shares were granted pursuant to the Giirpo's
share option plan at an exercise price of $5.61share. The options have a five year term and ugst to a
three year vesting period.

During the first quarter of fiscal 2011, options garchase 100 thousand common shares were exeiszad
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weighted average price of $1.04 per share and mptwpurchase 30 thousand common shares werellednce
The following transactions occurred during fiscalg.

On August 17, 2009, options to purchase 50 thousantmon shares were granted pursuant to the Caiposa
share option plan at an exercise price of $3.57share. The options have a five year term and a@geest to a
three year vesting period.

During the second quarter of fiscal 2010, optiamptrchase 274 thousand common shares were exkatise
weighted average price of $1.26 per share and mgptm purchase 37 thousand common shares werelleaince

During the third quarter of fiscal 2010, optionsporchase 170 thousand common shares were exewmtised
weighted average price of $1.01 per share.

On February 11, 2010, options to purchase 125 #mmlscommon shares were granted pursuant to the
Corporation’s share option plan at an exerciseepoic$5.95 per share. The options have a five tgan and are
subject to a three year vesting period.

During the fourth quarter of fiscal 2010, 455 thaus common share options were exercised at a vegight
average price of $0.98 and options to purchaseld@8and common shares were cancelled.

The fair value of each share option granted andeotly outstanding is estimated on the date ofgifat using
the Black-Scholes option pricing model, using atinested volatility at the time of each grant betwei®?% and
150%, risk-free interest rates of 1.3% to 4.5% amexpected term of five years.

Details of the share options outstanding are davist
Common Shares
Weighted Average

(thousands of shares) Number Exercise Price
Outstanding — March 31, 2009 4,616 $ 1.50
Granted 175 5.27

Cancelled (175) 7.29
Exercised (899) 1.07
Outstanding — March 31, 2010 3,717 151
Granted 2,145 5.61
Cancelled (30) 3.70
Exercised (100) 1.04
Outstanding — June 30, 2010 5,732 $ 3.04

Of the share options outstanding at June 30, 2R%0thousand options expire in fiscal 2011, 395 sand
options expire in fiscal 2012, 1,052 thousand aygtiexpire in fiscal 2013, 1,940 thousand optiorgrexn fiscal
2014, 175 thousand options expire in fiscal 2018, 2,145 thousand options expire in fiscal 2016.
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Details of the share options exercisable at Jup@@00 are as follows:

14.

15.

Common Shares
Weighted Average

(thousands of shares) Number Exercise Price
25 $ 4.50
245 2.44
125 1.05
25 1.05
202 0.88
850 1.04
50 5.02
317 1.01
33 0.88
1,872 $ 1.35

Capital Management

Grande Cache Coal's objective is to maintain atahpgtructure that will sustain ongoing operatioakow for
capital expansion and provide returns to shareh®ldehe capital structure, as disclosed on thenbalaheet,
consists of cash and cash equivalents, capitat$emsd shareholders’ equity. The Corporation adsoam unused
operating credit facility of up to $28,000 and #islity to enter into foreign exchange hedging agements.

As part of capital management, the Corporation gmep an annual capital expenditures budget andfroay
time to time issue new equity or debt in orderitarfice capital expenditures. The Corporation hasleadared or
paid any dividends on its outstanding common sharesany decision to pay dividends in the futuré e
based on the financial condition of the Corporatibhe Corporation may elect to adjust its capitalicture
through the purchase of shares for cancellatiguyaisce of new shares, issuance of new debt, refimamof
existing debt or by acquiring or disposing of asset

The Corporation is subject to certain borrowingemants in its operating credit facility that arenitored on a
monthly basis when monies are drawn on such facilit

Financial Instruments and Risks Management

The Corporation has identified all financial instrents that are recognized in the financial statésnand has
presented the financial instruments by categotiértable below.

Financial instrument Classification

Cash and cash equivalents Held-for-trading
Restricted cash Held-to-maturity
Foreign exchange forward contracts Held-for-trading
Trade accounts receivable Loans and receivables
Accounts payable and accrued liabilities ~ Otherrfiial liabilities
Operating credit facility Other financial liabiks
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Fair value

The Corporation has certain financial instrumehé ire measured at fair value on a recurring basidune 30,
2010, the fair value of cash and cash equivaleettyicted cash, trade accounts receivable, foreigrihange
forward contracts and accounts payable and accliabdities approximates their carrying amounts the
balance sheet due to the short periods to matamidythe terms of the financial instruments.

Financial instruments hierarchy

In estimating fair value, the Corporation utilizgeoted market prices when available. Financial tasaed
liabilities are classified in the fair value hiethy according to the lowest level of input thasignificant to the
fair value measurement. Assessment of the signifieaof a particular input to the fair value meament
requires judgment and may affect placement withénfair value hierarchy levels. The hierarchy iscdisws:

« Level 1: Quoted prices (unadjusted) in active markar identical assets or liabilities.

« Level 2: Inputs other than quoted prices includetevel 1 that are observable for the asset oilitigleither
directly (i.e., as prices) or indirectly (i.e., dexd from prices).

< Level 3: Inputs for the asset or liability thatist based on observable market data (unobservailisi).

The hierarchy of the Corporation’s financial instents measured at fair value is as:

As at June 30 2010
(thousands of Canadian dollars) Level 1 Level 2 Level 3 Total

Financial asset

Cash and cash equivalents 72,160 - - 72,160
Restricted cash 13,499 - - 13,499

Financial liability
Foreign exchange forward contracts - 804 - 804

Risk Management

Grande Cache Coal’s operations are exposed tarceitks, which includes credit risk, liquidity kisand market
risk. The Corporation’s risk management is caroetiby management under policies approved by trerdof
Directors.

Credit Risk

Grande Cache Coal carries a balance of cash ahdegasvalents as disclosed on the balance shekmat 30,
2010. The Corporation invests conservatively aiporof its cash in short-term, low risk term dep®siith

credit worthy financial institutions. The remainddithe cash balance is held with major finanaiatitutions and
is available for immediate use.

The Corporation has a balance of restricted cagtisatosed on the balance sheet at June 30, 20dri®ed

cash is held with major financial institutions thie purpose of securing letters of credit and v@s$ted in short-
term guaranteed investment certificates. The Catpor is exposed to credit risk in the event that financial

institutions were to redeem the letter of credithte beneficiary. The Corporation considers thsk s low as the
majority of the letters of credit have been prodide the Alberta Government for security to covetufe

anticipated costs of reclamation.
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Grande Cache Coal is exposed to credit risk inetrent that it does not receive payment of tradeaus
receivable. The maximum credit risk exposure isatda the carrying amount of trade accounts reddévas
disclosed in the notes to the interim consoliddieaincial statements. The Corporation typicallyissébs product
to large steel companies with high credit ratingse Corporation does not consider the accountsvadde to be
impaired or past due.

The Corporation has the ability to enter into fgreiexchange forward contracts. Derivative credik r@rises
from the possibility that the counterparty to tlomizact fails to fulfill its obligation in accordaa with the terms
and conditions of the contract. Derivative creiskris reduced by dealing with credit worthy coupgeties in
compliance with established credit approval poticie

Liquidity Risk

The Corporation is exposed to liquidity risk in tieent that it would be unable to meet obligatiassociated
with financial liabilities. The Corporation has 28000 operating credit facility that it can utdiZor working
capital purposes. The balance owing on the operatiedit facility at June 30, 2010 was nil, howeaeailability
on the facility was reduced by approximately $7,23B& to the Corporation entering into foreign exge
forward contracts. At June 30, 2010, the Corporaktiad contractual obligations with estimated futenieimum
undiscounted amounts payable due as follows:

Less than 1 1-3 4-5 After
(thousands of Canadian dollars) year years years 5 years
Accounts payable and accrued liabilities 26,063 - - -
Operating leases 782 1,369 1,081 454
Capital leases 11,476 21,190 17,934 -
Purchase obligations 18,481 - - -
56,802 22,559 19,015 454

Market Risk
The Corporation is exposed to market risk dueucttflations in foreign exchange rates and inteegstr
Foreign exchange rates

The Corporation's revenues from operations areweden US dollars while most of its operating empes are
incurred in Canadian dollars. Although the Corpiorahas taken certain steps to help mitigate foreigrrency
fluctuations, there is no assurance that the dietsvor products are or will continue to be effeetiAccordingly,
the inability of the Corporation to obtain or totpu place effective hedges could materially inseeaxposure to
fluctuations in the value of the Canadian dolldatiee to the US dollar. This could have a matesidVerse effect
on the Corporation's business, financial conditiad results of operations. In addition, the reéa@xchange rate
fluctuation between the Canadian dollar and theetumies of Grande Cache Coal's international coitopgtwill
impact the ability of Grande Cache Coal’s coal picid to compete in foreign markets.

Based on the US dollar denominated trade accowusivable balance at June 30, 2010, each decrdase o
US$0.01 relative to the Canadian dollar would haasulted in a decrease of $22, which would haven bee
charged to income in the current period.

The Corporation has US dollar denominated capialsé obligations. At June 30, 2010, the outstanding
commitment on the capital lease obligations was41SB14. Significant fluctuations in the US/Canadiknilar
exchange rate could materially impact the Canadi@lar value of the capital lease payments. Thep@aition
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16.

entered into this liability in US currency to prdeia natural hedge against foreign exchange nattufitions on
the trade accounts receivable.

The Corporation entered into a series of foreigcharge forward contracts that will mature by Ma2€ii1. At

June 30, 2010, the Corporation had outstandingractst to sell a total of US$24,000 at an average o&

Canadian dollars 1.065 to the US dollar and a witdlS$48,000 at an average rate of Canadian dall&49 to
the US dollar. At June 30, 2010, these contractseewearked to market resulting in an unrealized ifpre
exchange loss of $804 that was recognized in tbeniie statement and has been classified on thedeatdreet
as accounts payable. Significant fluctuations & tts/Canadian dollar exchange rate could mateii@pact the
Canadian dollar value of these contracts.

The Corporation entered into a US dollar purchasemitment for mining equipment. At June 30, 2010,
US$11,924 remained owing on this commitment. Sigaift fluctuations in the US/Canadian dollar exden
rate could materially impact the Canadian dolldueaf this commitment.

Subsequent events

Subsequent to June 30, 2010, the Corporation Zmdla capital lease agreement for two Komatsu 880H
trucks amounting to US$7,385. The lease has ayfree term, an interest rate of 5.7% per annum suséc¢ured
by the capital assets.
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