Grande Cache Coal Corporation

Management's Discussion & Analysis

This Management’s Discussion and Analysis ("MD&AHould be read in conjunction with the audited otidated
financial statements of Grande Cache Coal CorpordtiGrande Cache Coal” or the “Corporation”) foetyear ended
March 31, 2008. The consolidated financial stat#séave been prepared in accordance with Canaginarally
accepted accounting principles. This discussiorides management's analysis of the Corporatiostsiiigal financial
and operating results and provides estimates o€trporation's future financial and operating perfance based on
information currently available. Actual results Mary from estimates and the variances may beifgignt. Readers
should be aware that historical results are noesearily indicative of future performance. This MB&as prepared
using information that is current as of June 2&&0

Certain information set forth in this MD&A, incluglj management's assessment of the Corporationte fplans and
operations, contains forward-looking statementsiclvtare based on the Corporation's current inteexakctations,
estimates, projections, assumptions and beliefschwimay prove to be incorrect. Some of the forwlaaking
statements may be identified by words such as '®ghe"anticipates”, "believes”, "projects”, "pldnand similar
expressions. These statements are not guararftéetie performance and undue reliance shouldbeoplaced on
them. Such forward-looking statements necessaniglve known and unknown risks and uncertaintigsich may
cause Grande Cache Coal's actual performance aadcfal results in future periods to differ matiyidrom any
projections of future performance or results exgedsor implied by such forward-looking statemeffitsese risks and
uncertainties include, but are not limited to: ligies inherent in coal mine development and prin; geological,
mining and processing technical problems; the Qatmmn’s inability to obtain required mine licensasine permits
and regulatory approvals required in connectiotwiining and coal processing operations; dependendhird party
coal transportation systems; competition for, amotiger things, capital, acquisitions of reservagjaveloped lands
and skilled personnel; incorrect assessments ofdhee of acquisitions; changes in commodity priaad exchange
rates; changes in steel-making methods and otbkendéogical changes; the strength of various ecoesindifficulties
inherent with selling in foreign countries; changeshe regulations in respect to the use of matgital coal; the
effects of competition and pricing pressures inrfetallurgical coal market; the oversupply of, acK of demand for,
metallurgical coal; currency and interest rate tfhations; various events which could disrupt operat and/or the
transportation of coal products, including labotoppages and severe weather conditions; the derfandnd
availability of rail, port and other transportati®ervices; and management’s ability to anticipaid emanage the
foregoing factors and risks. Many of these risksl amcertainties are described in Grande Cache Caéalhual
Information Form, Grande Cache Coal's Managem@®issussion and Analysis and other documents Gr&uaitshe
Coal files with the Canadian securities authorities

All references are to Canadian dollars unless wofiserindicated.



Financial Overview

Management’s Discussion & Analysis

As at As at As at
March 31 March 31 March 31
(millions of dollars) 2008 2007 2006
Balance Sheet
Total assets 123.5 107.5 90.7
Long-term liabilities 21.5 13.9 13.5
Shareholders’ equity 83.6 69.8 50.1
(millions of dollars, except per share amounts) 2008 2007 2006
Income Statement
Revenue 146.6 101.3 90.1
Cost of sales 141.3 93.2 112.3
Loss from operations (13.9) (2.4) (31.2)
Net loss (15.5) (7.0) (32.1)
Basic and diluted net loss per share (0.24) (0.14) (0.79)
(millions of tonnes, except per tonne amounts) 2008 2007 2006
Statistics
Clean coal production 1.42 0.99 1.04
Coal sales 1.65 1.00 0.90
Average sales price (U.S.$/tonne) 86 93 91
Average sales price ($/tonne) 89 101 100
Average cost of sales ($/tonne) 86 93 124
Average cost of production ($/tonne) 58 63 98
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Fiscal 2008 Compared with Fiscal 2007

Revenue

Fiscal 2008 sales volumes were 1.65 million tonaeds% increase over the 1.00 million tonnes solthé prior year.

Sales Volumes 2008 2007 2006

Coal sales (millions of tonnes) 1.65 1.00 0.90
Sales by Geographic Region (%)

Asia 53 50 83
Europe 38 20 -
North America 9 30 17

For the current fiscal year, the average price ea@d on U.S. dollar denominated sales was U.S.&86tgnne
compared to U.S.$93 per tonne in the prior yeae pitoduct sales mix in fiscal 2008 included harkirg coal sales
(87%) at an average price of U.S.$89 per tonneRDidsales (13%) at an average price of U.S.$68quere. Fiscal
2007 included hard coking coal sales (75%) at arame price of U.S.$100 per tonne, PCI sales (18%) average
price of U.S.$65 per tonne and thermal coal sales heighboring power plant (7%) at an averageepoic$34 per
tonne

The weaker U.S dollar in relation to the Canadialtad had a negative impact on the Corporationigficial results in
the current year. During fiscal 2008, on average.$ll equaled Cdn$1.03 compared to fiscal 2007 guvinich U.S.$1
equaled Cdn$1.14. As a result, the average Canadias price for U.S. dollar denominated sales $&8per tonne
compared to $106 per tonne in the comparable yeeluding thermal coal sales, the prior year’s agertotal sales
price was $101 per tonne.

Sales Prices 2008 2007 2006
U.S.$/tonne
Average hard coking coal sales price 89 100 99
Average PCI coal sales price 68 65 64
Average sales price 86 93 91
Average exchange rate (1 USD = Canadian) 1.03 1.14 1.19

Canadian $/tonne

Average hard coking coal sales price 91 114 117
Average PCI coal sales price 70 75 77
Average sales price for $U.S. denominated sales 89 106 108
Average thermal coal sales price - 34 25
Average total sales price 89 101 100

For the year, revenue was $146.6 million compaoebtln1.3 million in fiscal 2007. The annual incredsthe result of
higher sales volumes partially offset by lower WUdSllar denominated contract sales prices and ail@xchange rate
due to a stronger Canadian dollar.

Production Costs and Cost of Sales

Clean coal production cost for the year was 8% rtoate$58 per tonne compared to $63 per tonne iscdlfyear. In
fiscal 2007, the Corporation made the decisionni ies relationship with the surface mine contraetod purchase its
own fleet of mining equipment. During the trangitiperiod, the contractor’s efforts were focusedmving waste to
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maximize the coal readily available to the Corpiorgatwhich had the effect of temporarily increasthg strip ratio in
the mine for the benefit of future periods. Certatripping costs totaling $4.3 million were capiet during the
second and third quarters of fiscal 2007. Thespgidecharges were amortized over the productiorergéed by the
stripping activity resulting in amortization chasgef $0.1 million in the fourth quarter of fiscad@7 and $4.2 million
in the second quarter of fiscal 2008.

For the current fiscal year, cost of sales werel& illion ($86 per tonne), versus $93.2 milliéi®8 per tonne) in the
prior year. The cost of sales consisted of cogirofiuct sold of $96.2 million ($59 per tonne) anstribution costs of
$45.1 million ($27 per tonne). In the prior peridde cost of product sold was $64.4 million ($64 wane) and the
distribution costs were $28.8 million ($29 per tehn

The reduction in the unit cost of product sold isvarily a result of lower operating costs in thaface mine and
reduced process plant costs due to improved opgrptoductivities and a higher plant yield. The @pation has also
eliminated the services of several contractors r@pthced essential services with Grande Cache €oployees and
equipment.

The decrease in distribution costs for the curyesatr is mainly due to a lower proportion of shiptseio eastern North
America which carry higher rail rates than shiprsdntport in western Canada.

Production Costs and Cost of Sales 2008 2007 2006
Clean coal production (millions of tonnes) 1.42 D0.9 1.04

Coal sales (millions of tonnes) 1.65 1.00 0.90
Average cost of production ($/tonne) 58 63 98

Average cost of product sold ($/tonne) 59 64 101
Average distribution costs ($/tonne) 27 29 23
Average cost of sales ($/tonne) 86 93 124

Other Operating Expenses

General and administrative expenses during the yweae $9.1 million, compared to $6.0 million ind& 2007. A
major reason for the increase is related to foregchange losses on currency translation whichuatted for $1.9
million in the current year ($0.6 million — 2007Maiis a result of a stronger Canadian dollar. Heffide administrative
and marketing charges were $5.6 million ($4.0 onlli- 2007) and non-cash charges for stock-basegemusation
were $1.6 million ($1.4 million — 2007).

Depreciation, depletion and accretion expensethtoyear were $10.1 million, up from $4.4 millionthe prior period.
The increase is reflective of higher coal produttievels, the addition of productive capital assatd the change in
value of depreciation and depletion included inl dmeentory.

Other Income (Expenses)

The Corporation’s interest and other income wa4 $illion in fiscal 2008 versus $0.4 million in theior year and
consists primarily of interest earned on restrictegh, interest earned on short term investmerdsaaness fees
charged for the use of roads belonging to the Gaitjum.

Interest and other expenses for the year wererfiillién, compared to $1.8 million in fiscal 2007danonsist primarily
of interest paid on the revolving, term and corilaétdebt.

Non-recurring charges in the prior year were $2ilian and consisted of $2.2 million in demobilizat costs paid to
the surface mining contractor in connection witle ttermination of the contract and a $0.3 milliore flor the
cancellation of a planned equipment purchase.
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Liquidity and Capital Resources

At March 31, 2008, Grande Cache Coal had cash asldl equivalents of $4.2 million and availability®#5.0 million
on the revolving debt facility. During the yeargtorporation’s cash position decreased $0.4 milliocontrast to a
cash increase of $3.6 million in fiscal 2007.

Cash provided by operating activities since Marth2007 was $10.6 million versus a cash use of8dfillion in the
previous fiscal year. Cash generated in the curyeat was weakened by the Corporation’s $15.5 anilinet loss,
which was largely a result of reduced revenue duewer contract sales prices and a weaker U.$ardol

Financing activities since March 31, 2007 haveltedun cash proceeds of $25.0 million comparedash proceeds of
$28.7 million in the prior year.

On August 9, 2007, Grande Cache Coal closed a halegh equity financing. At closing, a total of 20million units
(the "Units") of the Corporation were issued atracg of $1.30 per Unit for gross proceeds of $26n@8ion. In
addition, the Corporation granted to the underwngiten over-allotment option to purchase up to aitiathal 3,075,000
Units at the issue price for a period of 30 daye¥ang the closing date. Each Unit consisted o @ammon share and
one-half of one common share purchase warranteoCibrporation, each whole warrant entitling thedeolthereof to
acquire one common share at a price of $1.60 meeamtil August 11, 2008. On September 7, 200 utiderwriters
of the Corporation’s bought deal equity financihgttclosed on August 9, 2007 exercised their olletraent option,
resulting in the issuance of 791,300 Units of treepgOration at a price of $1.30 per Unit for grossgeeds of $1.03
million. Each Unit consisted of one common share ane-half of one common share purchase warrarthef
Corporation, each whole warrant entitling the holithereof to acquire one common share at a pricld0 per share
until August 11, 2008. Costs for issuing the sheapital were $2.0 million. As at March 31, 200818®&ousand
warrants were exercised generating cash of $1libmil

During the fourth quarter of the current year, GierCache Coal completed negotiations on credinéimg with

Brookfield Bridge Lending Fund Inc. ("Brookfield"the Corporation’s existing senior lender. At clggia $17.5
million floating rate senior secured convertiblddeture (the "Convertible Debenture") was issueBrtmkfield and a
secured revolving credit facility was entered imiith Brookfield for an amount up to $20.0 milliothé "Revolving

Facility"), subject to a borrowing base calculatidie proceeds from the Convertible Debenture wsed to fully

repay the Corporation's pre-existing term facilityh Brookfield ($10 million) and associated fe@se balance of the
proceeds from the Convertible Debenture as welpraseeds from the Revolving Facility will be used fyeneral
corporate purposes.

The Convertible Debenture matures on April 1, 2@t "Maturity Date"). Interest accrues on the Gartible
Debenture at a variable annual rate equal to a diamachartered bank's prime lending rate plus h&f&ent per
annum, calculated daily. The Convertible Debeniareonvertible at Brookfield's option into commamases of the
Corporation ("Common Shares") at the earlier of aimg prior to the Maturity Date and the busineayg tnmediately
preceding the date fixed by Grande Cache Coaledemption at a conversion price of $1.825 per ComBiware (the
"Conversion Price"). The Convertible Debenture @n-transferable except to affiliates of Brookfiedehd funds
managed by Brookfield or its affiliates.

Grande Cache Coal may redeem the Convertible Detgeat any time in multiples of $250,000 on 30 dagsce at a
redemption price equal to 107% of the principal antobeing redeemed plus accrued and unpaid inteBgande

Cache Coal is required to redeem all amounts cftantling indebtedness under the Convertible Debematiua 107%
premium in the event of a change of control of @&Cache Coal. In addition, at any time after Audgis 2008,

Grande Cache Coal may require Brookfield to conuprto 50% of the Convertible Debenture at the @osien Price,

provided that the 15 day volume weighted averageing price ("VWAP") (on volumes of at least 30@00ommon

Shares for 15 consecutive trading days) of the ComBhares on the Corporation's principal stock amgh exceeds
$2.50 per share. Grande Cache Coal may requirekBetsbto convert the balance of the ConvertiblebBeture in the
event the 15 day VWAP of the Common Shares exck¢d¥ per share.

During the current year, the Corporation made apayments of $10.0 million on the Revolving Fagiliringing the
balance to $5.0 million at March 31, 2008. Addily, common share options were exercised for gaskeeds of
$0.2 million.

Financing activities in the prior year generatedhcaf $28.7 million, during which time the Corpadoat closed a
bought deal equity financing for net proceeds d.8$2million, consisting of gross proceeds of $2milion and share

5



Management’s Discussion & Analysis

issuance costs of $1.7 million. The Corporatioro aksceived net proceeds from the revolving debilifipof $3.5
million during the previous fiscal year.

Investing activities resulted in a cash decreasg3df6 million for the year, compared to a decrezs$8.3 million in
the prior fiscal year. Capital additions accourfad$38.8 million of expenditures in the currenayeompared to $3.6
million in fiscal 2007. Included in the current ysacapital spending was $30.4 million for the phase of surface mine
equipment. Also included in investing activitiesfiscal 2007 was the capitalization and amortizatib certain prestrip
costs. Prestrip costs totaling $4.3 million werpitadized and subsequently amortized over the prioi generated by
the stripping activity resulting in amortizationashyes of $4.2 million in the current fiscal year.

The Corporation believes that the Revolving Faciliill be sufficient to fund ongoing working capitequirements.
Grande Cache Coal expects that coal production hwelisufficient to meet customer requirements duf6g9. At
March 31, 2008, the Corporation had $5.5 millioncwal inventory, compared to $30.3 million at thed eof the
previous fiscal year.

The Corporation did not have any off-balance sfieahcing structures in place at March 31, 2008 ®hly long term

liabilities of the Corporation are long term delft$d7.4 million, asset retirement obligations wéttpresent value of
$4.0 million, and capital lease obligations of $fillion. Grande Cache Coal’s asset retirementgaltions are covered
by a cash deposit of $0.1 million and letters @fdifr totaling $5.5 million provided to the Alber@overnment, which

are presently secured by restricted cash.

In order to ensure the continued availability afdaccess to, facilities and services to meet ¢ipaa requirements,
the Corporation has entered into multi-year agregsnéor the lease of coal properties, light velscleuildings and
office space. The Corporation is also party to av@atible Debenture. Under contracts existing ardie31, 2008,
future minimum amounts payable under these agretsraee:

(millions of dollars) Payments Due by Period

Less than 1-3 4-5 After
Contractual Obligations Total 1 year years years 5 years
Convertible Debenture 17.5 - 17.5 - -
Leases 2.2 0.7 0.9 0.2 0.4
Total Contractual Obligations 19.7 0.7 18.4 0.2 0.4

Fiscal 2008 Fourth Quarter

Grande Cache Coal had a net loss of $1.2 milliothénfourth quarter of fiscal 2008, compared toetloss of $4.7
million in the same period last fiscal year.

During the fourth quarter, Grande Cache Coal soi@ tnillion tonnes at an average price of $95 pan¢ generating
revenue of $39.9 million. In the comparable peripdor weather conditions restricted rail transpartalimiting coal
sales to 0.18 million tonnes and revenue to $13l&m

Cost of sales for the fourth quarter were $35.9ioni] or $86 per tonne, compared to $15.3 million$86 per tonne in
the same period last fiscal year. The cost of sal¢ise quarter consisted of cost of product sdl@§21.9 million ($59

per tonne) and distribution costs of $11.0 milli27 per tonne). In the comparable quarter o&fi2007, the cost of
product sold was $11.5 million ($65 per tonne) greldistribution costs were $3.8 million ($21 penrie).

Fiscal 2007 Compared with Fiscal 2006

The Corporation’s net loss for fiscal 2007 was $milion, or $0.14 per share, versus a net los$3#.1 million, or
$0.79 per share in fiscal 2006.

Grande Cache Coal's sales volumes for fiscal 208 w.00 million tonnes generating revenue of & ®illion, an
increase from the previous year’'s sales volume8.8® million tonnes and revenue of $90.1 milliorheTaverage
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realized Canadian dollar sales price for fiscal2@@s $101 per tonne, a slight increase from $Xqnne in fiscal
2006.

Grande Cache Coal’s cost of sales in fiscal 2003 $&8.2 million or $93 per tonne, compared to $3 1gillion or
$124 per tonne in fiscal 2006. Included in the afs$ales were cost of product sold of $64.4 mill{64 per tonne)
and distribution costs of $28.8 million ($29 penne). The cost of product sold and distributiontgas fiscal 2006
were $91.4 million ($101 per tonne) and $20.9 woill($23 per tonne), respectively.

Summary of Quarterly Results

(millions, except per unit amounts) 2008 Q4 Q3 Q2 Q1
Clean coal production 1.42 0.37 0.35 0.37 0.33
Coal sales 1.65 0.42 0.44 0.36 0.43
Average sales price ($/tonne) 89 95 85 85 89
Average cost of sales ($/tonne) 86 86 85 91 81
Average cost of production ($/tonne) 58 63 50 62 55
Revenue 146.6 39.9 37.7 30.8 38.2
Loss from operations (13.9) (0.7) (3.0) (8.5) 1.7)
Net loss (15.5) (1.2) (3.4) (8.8) (2.0)
Basic and diluted net loss per share (0.24) (0.02) (0.05) (0.14) (0.04)
(millions, except per unit amounts) 2007 Q4 Q3 Q2 Q1
Clean coal production 0.99 0.23 0.27 0.22 0.27
Coal sales 1.00 0.18 0.30 0.29 0.23
Average sales price ($/tonne) 101 78 95 103 125
Average cost of sales ($/tonne) 93 86 88 97 101
Average cost of production ($/tonne) 63 68 63 63 60
Revenue 101.3 13.8 28.7 29.8 29.0
(Loss) income from operations (2.4) (4.2) 0.6 (0.9) 2.1

Net (loss) income (7.0) 4.7) (2.2) (1.8) 1.7
Basic and diluted net (loss) income per share §0.14 (0.09) (0.04) (0.03) 0.03

Qutlook

Metallurgical Coal Markets

Grande Cache Coal has completed contract negoisatar fiscal 2009. Coal sales volumes are progetbebe 1.8 to
2.0 million tonnes contingent upon adequate raivise and shipping. The average sales price farafi2009 is
anticipated to be in the range of U.S.$245 to (2S5$per tonne and includes carryover shipments thwrprior coal
year, contract sales negotiated on a calendarhgesss and hard coking coal and PCI contract salethé new coal
year commencing on April 1, 2008. The expectedayeicoal price is comprised of a range of pricesft).S.$81 per
tonne for carry over shipments to U.S.$300 per ¢ofor contracts settled in the new coal year. TlepG@ration
negotiated an average price of approximately US%2er tonne for roughly 70% of the projected sal@sime for
fiscal 2009.

The Corporation is maintaining a focus on expandind diversifying its customer base geographicallywell as
within traditional markets to mitigate delays inssel nominations. The demand for metallurgical wokcoal is
expected to remain strong over the medium termatdwide markets have tightened as production afrdstructure
issues in parts of the world continue to constsaipply.
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Operations

The Corporation is continuing to focus on produttivmprovements and cost control measures in tivéase mine,
underground mine and process plant. Several cdsttien initiatives have been realized and whilis iexpected that
the average cost of sales will vary from quartequarter, the average cost of sales for fiscal 28@ticipated to be in
the range of $85 to $88 per tonne. There has besggnéicant rise in industry wide mining and presig input costs
recently, most notably diesel fuel and natural gasontinued escalation of these costs would hamegative impact
on the anticipated cost of sales.

Coal production in the first quarter of fiscal 200is far has been below plan due to the undergrotine being in a
development stage, which temporarily reduces coadlyction, and issues with the deployment of eqeipimand
people in the surface mine. Depillaring activitieghe underground mine are expected to resumg gathe second
quarter of fiscal 2009 which will result in increalscoal production. The Corporation is adding eongipt and skilled
personnel in the surface mine to increase produata@ume over the remainder of the fiscal year.aAesult of the
lower production volume, the Corporation expectd the cost of sales in the first quarter of fis2@09 will be higher
than the average cost of sales projected for Hovalfiyear.

Capital Expenditures

The Corporation anticipates capital expenditurdktetal approximately $50 million in fiscal 2009.

Expenditures related to surface mining are expeictedtal $30 million in the year, including $111kain on equipment
to increase mine productivity and $19 million ofnmidevelopment projects. The development experditare to
include an extension of the current surface migirep as well as development on future surface gafeas including
the No. 8 surface mine. The Corporation has filedcapplication for an Energy Resources Conservaiioard mine
permit amendment and mine license and for an AdbErivironment amendment of the Corporation’'s preESHEA

approval for the No. 8 mine.

Capital expenditures related to underground miringd the coal processing plant are projected td amaroximately
$5 million each, including both sustaining capiaipenditures and projects designed to increaseiezflly. Safety,
environmental, engineering and other projects aqgeeted to total $8 million. Ongoing drilling ancpdoration
programs are anticipated to total approximatelyrfifion.

Income Tax

Since the Corporation has been operating it haghoatred income tax. The Corporation expects ttalzable in fiscal
2009 due to a significant increase in the average ales price and improved operating results.

Other Information

The Corporation has not entered into any off-batasiteet arrangements at this time. Looking forwargort trade
credit insurance may be used to support accoucgsvable.
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As at June 26, 2008, there were 82,568,043 comrhares issued and outstanding, and the followingesbptions
were also outstanding:

Number Number Exercise
Share Options Outstanding Granted Vested Price Expiry Date
375,000 375,000 $1.00 March 21, 2009
100,000 100,000 $3.70 July 21, 2009
12,500 12,500 $3.70 August 8, 2009
115,000 115,000 $11.56 March 15, 2010
10,000 10,000 $9.08 June 9, 2010
75,000 75,000 $4.50 October 18, 2010
345,000 345,000 $2.44 April 11, 2011
175,000 175,000 $1.05 October 11, 2011
50,000 50,000 $1.05 November 16, 2011
373,407 200,000 $0.88 May 23, 2012
1,566,736 266,667 $1.04 January 8, 2013

Total 3,197,643 1,724,167

As at June 26, 2008, there were 6.8 million purehaarrants outstanding, exercisable at a pricdldi®per share until
August 11, 2008.

Subsequent Events
Subsequent to March 31, 2008, the following eventsirred.
The Corporation made payments of U.S.$1.3 millmmards the purchase commitment on the haul trucks.

3.0 million warrants were exercised into commonrehat an exercise price of $1.60 per share fassgpooceeds of
$4.8 million.

2.0 million common shares were issued on the eserof options at an average price of $1.29 peresfar gross
proceeds of $2.6 million.

The Corporation received $0.8 million in cash dodhe return of restricted cash that had been aseskcurity for a
letter of credit that had been made available $eraice provider. A cash secured letter of credihe amount of $1.9
million was provided to the Alberta Government &yandonment security to cover anticipated costeaimation.

Pursuant to the terms of the convertible deben®ireokfield converted $7.7 million of the convetéldebenture into
4.2 million shares.

Additional Information

Additional information regarding the Corporationdaits business operations, including the Corpon&icannual
information form, is available on the CorporatioBEDAR company profile at www.sedar.com

Critical Accounting Estimates

Grande Cache Coal's consolidated financial statésnare prepared in accordance with Canadian géyneedepted
accounting principles and in preparing these statésnmanagement must make estimates and assumibtadresfect
the reported amounts of assets, liabilities, reesnand expenses. The estimates and assumptiohelaeed to be
reasonable under the circumstances and are basbistonical experience and current conditions. Tike of other
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assumptions could result in different estimates actdal results may vary from results based onetles¢imates. As
events occur and additional information is obtajrtbése estimates may be subject to change. EsSnaaé deemed
critical when the Corporation’s financial condition results of operations could be materially inipddy a change in
estimate. The Corporation’s significant accountjpgjicies are discussed in note 2 of the consoldldirancial
statements. The following is a discussion of thcat accounting estimates used to determine ithential results of
the Corporation.

Capital Assets, Depletion and Impairment

Mineral properties and development assets inclugeraitures to acquire and develop mineral propedind reserves,
as well as development costs incurred to develop mserves in advance of commercial production. |&@&m on
producing properties is based on a unit of prodacbased on proven and probable reserves of tipectge coal
leases.

The determination of coal reserves requires a naumbassumptions and estimates, including geoldgampling and
modeling as well as estimates of future coal pramed future production costs. Estimates of thervesemay change
based on additional information obtained subseqtrihe assessment date. This may include datanedtdrom
exploration drilling, significant changes in theger of coal and changes in estimates of the coptafuction. Reserve
estimates can have a significant impact on incasehey are a key component in the calculatiorepfetion and asset
impairment. A change in the estimate of reservesddcesult in a change in the rate of depletiomampairment of the
assets.

The Corporation reviews the recoverability of tlssets whenever events or changes in circumstandiesiie that their
carrying amount may not be recoverable. The tesinfipairment involves a significant number of esttas including

future coal prices, future cost of production, reeeamounts, interest rates and future cost otakgi change in these
estimates could result in an impairment of theteelassets resulting in a write down.

Inventory Valuation

Coal inventory is valued at the lower of averagst @md net realizable value. Net realizable vadugaised on the
expected selling price less the costs to get théinto a saleable form and to the selling locatibime determination of
net realizable value requires a number of estimatesh as expected selling prices, anticipatechtiroif sales,
distribution costs and foreign exchange rates. @gde in these estimates could result in a writerdofinventory
value with a corresponding charge to cost of prodald.

Asset Retirement Obligations

The Corporation has adopted the standard for asgetment obligations required by CICA Handbookt#s 3110.
The standard requires recognition of an asset diathiity for asset retirement obligations detenel by estimating the
fair value of the obligation at the balance shededThe total asset retirement obligation, catedlaising estimates of
the timing and amount of third party cash flowsuiegd for restoration, is discounted to its presatie using the
Corporation’s credit adjusted risk-free rate and torresponding amount is recognized by increatliegcarrying
amount of mineral properties. The carrying amoamtdpleted on units of production based on thegir@nd probable
reserves of the coal leases. The liability amoarihéreased each reporting period due to the passaime and the
amount of accretion is charged to accretion expantee period. Any change in the timing or amoofthe cash flows
subsequent to initial recognition results in a g&im the asset and liability, which then impacpldtion and accretion
charges.

Stock-based Compensation

The Corporation uses the fair-value method of awting for stock-based compensation related to sbptiens for all
awards granted, modified or settled. Under thishmet compensation cost attributable to all shatéong granted is
measured at fair-value at the grant date and egpenser the vesting period with a correspondingease to
contributed surplus. The Corporation has not inoafed an estimated forfeiture rate of share opttbat will not vest,
rather, the Corporation accounts for actual foufeis as they occur. In determining the fair vathe, Corporation
makes estimates for expected volatility of the Istas well as an estimated discount rate. Changé#sete estimates
could result in the fair-value of the stock-basethpensation to be less than or greater than theistmecorded.
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Recent and Upcoming Changes in Accounting Policies

All accounting policies adopted by the Corporatame in accordance with Canadian generally acceptedunting
principles. There were no changes in accountingieslduring the year except as described below.

The CICA Handbook sections 1530 - Comprehensiveoriie; 3855 - Financial Instruments — Recognition and
Measurement and 3865 - Hedges, became applicatiie Borporation on April 1, 2007.

Section 1530 requires the presentation of a stateafecomprehensive income and its componentsateahot included
in net income (loss). Other comprehensive incoméhés change in net assets during a period thatitrésum
transactions, events and circumstances from norepgources such as unrealized gains or lossesaiiatde-for-sale
investments. The Corporation did not have other grefmensive income or losses during the period there
comprehensive loss was equal to the net loss.

Section 3855 establishes the recognition and meamnt criteria of financial assets, financial ligigis and
derivatives. All financial instruments are requitedoe measured at fair value on initial recognitad the instrument,
except for certain related party transactions. Mesment in subsequent periods depends on whetbefirthncial
instrument has been classified as held-for-tradavgilable-for-sale, held-to-maturity, loans andeieables, or other
financial liabilities as defined by the standardhdncial assets and financial liabilities held-foading are measured at
fair value with changes in those fair values redogph in net income (loss). Financial assets aviilédr-sale are
measured at fair value, with changes in thosevalues recognized in other comprehensive incomss)ld-inancial
assets held-to-maturity, loans and receivablesadher financial liabilities are measured at amedizost using the
effective interest method of amortization. The meth used by the Corporation in determining the failue of
financial instruments are unchanged as a resuhpiementing the new standard.

Section 3865 provides new standards for entitigdya@y hedge accounting. The Corporation had nastations
which have been designated as hedges for accoumtimpses therefore the new standard did not inthacfinancial
statements.

The CICA Handbook sections 1535 — Capital Disclesur3031 — Inventories, 3862 — Financial Instrusent
Disclosures and 3863 — Financial Instruments —gPtasions, will become applicable to the Corporatbm April 1,
2008.

Section 1535 requires the disclosure of informatiegarding objectives, policies and processes fanaging capital.
Adoption of this accounting standard may resuladditional disclosure in the Corporation’s noteshe financial
statements.

Section 3031 prescribes new accounting treatmennf@ntories. The impact of adopting this accauptstandard is
currently being assessed.

Section 3862 requires enhanced financial statemisotosure of financial instruments including thgndicance of
financial instruments, the nature and extent dfsriarising from financial instruments and how thois&s will be
managed. Section 3863 establishes enhanced fihastaitement presentation of financial instrumentsl dheir
implications on the Corporation’s financial positjoperformance and cash flows. The impact of adgpthese
accounting standards is currently being assessed.

The Canadian Accounting Standards Board has deti@dgdnternational Financial Reporting StandartBRS") will
be adopted as Canadian generally accepted accguyiimciples ("GAAP") for publicly accountable erpeses. As
such, the Corporation will be required to adopt $HRr the fiscal year beginning April 1, 2011, inding comparative
data from the prior year. The Corporation is in grecess of assessing the differences between HfigSCanadian
GAAP and the impact the transition will have on fimancial statements.

Disclosure Controls and Procedures

Disclosure controls and procedures have been dasignensure that information required to be dssdbby Grande
Cache Coal is accumulated and communicated to thgdCation's management as appropriate to allovelyim
decisions regarding required disclosure. The Catpar's Chief Executive Officer and Chief Finandifficer have

concluded, based on their evaluation as of theadrttie period covered by the annual filings, the Corporation's
disclosure controls and procedures are effectiyirdoide reasonable assurance that material infiomaelated to the
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Corporation is made known to them. It should beeddhat while Grande Cache Coal’'s Chief Execufcer and
Chief Financial Officer believe that the Corporat®disclosure controls and procedures provideasorable level of
assurance that they are effective, they do notaxpat the disclosure controls and proceduresterrnal controls over
financial reporting will prevent all errors and dich A control system, no matter how well conceieedperated, can
provide only reasonable, not absolute, assurarateth objectives of the control system are met.

Internal Controls Over Financial Reporting

Internal controls over financial reporting are desid to provide reasonable assurance regardingettability of
financial reporting and the preparation of finah@tatements for external reporting purposes inoatance with
Canadian generally accepted accounting principléanagement is responsible for establishing and taiaiimg
adequate internal controls over financial reportaggpropriate to the nature and size of the busitesprovide
reasonable assurance regarding the reliabilitynafitial reporting for the Corporation.

Grande Cache Coal's management, including the @hetutive Officer and Chief Financial Officer, leagissessed
the design of the Company's internal control ouearicial reporting procedures. Any system of inéémrontrol over
financial reporting has inherent limitations andn cprovide only reasonable assurance with respedinencial
statement preparation and presentation. Manageimeontinually monitoring and revising its contpmocedures and
processes. The Company does not have completegagigreof duties within the Finance function dueatemall staff
complement. As a result there is no independerieweof more complex areas of accounting and ceratounting
estimates prepared by the Chief Financial OfficEhe Corporation employs additional entity level ols to
compensate for any deficiencies which may exist.

As at March 31, 2008, management has concludedhbanternal controls over financial reporting eeppropriately
designed to provide reasonable assurance regatngliability of financial reporting and the peggation of financial
statements for external purposes in accordanceQ@dgttadian generally accepted accounting principles.

RISK FACTORS

An investment in the Corporation's securities stiobké considered highly speculative due to the patfr the

Corporation's involvement in the exploration fondathe acquisition, development and mining of, aeslerves. An
investment in the Corporation's securities involadsigh degree of risk and should only be madedrggns who can
afford the total loss of their investment. An inwgsshould consider carefully the risk factors @ett below. In addition,
investors should carefully review and consideradfier information contained in this managementscds$sion and
analysis, the annual consolidated financial statesnand other public disclosures of the Corporatiefore making an
investment decision.

Market Risks

Competition

The coal mining industry is competitive in all ighases. Grande Cache Coal competes with numerthgs o
participants in the search for, and the acquisitifrcoal properties and in the marketing of co@rande Cache Coal's
competitors include coal mining companies that hewestantially greater financial resources, staff facilities than
those of Grande Cache Coal. Grande Cache Codlty &b increase reserves in the future will degerot only on its
ability to explore and develop its present progsitibut also on its ability to select, acquire aedelop suitable
properties or prospects. Competitive factors i distribution and marketing of coal include pramed methods and
reliability of delivery.

Coal Price and Volume Volatility

Grande Cache Coal's financial condition will beedity related to the volume and price of coal aodl products sold.
Coal demand and price are determined by numerasré&abeyond the control of Grande Cache Coal diofy the

international demand for steel and steel produbtsavailability of competitive coal supplies, imtational exchange
rates and political and economic conditions, aratpction costs in major coal producing regions.tha past, there
have been periods of oversupply of metallurgicadlda the market, which have resulted in price dases. An
oversupply of metallurgical coal in world markets a general downturn in the economies of any ofn@eaCache
Coal's significant markets would have a materialease effect on the financial condition of the Gwagion. Grande

Cache Coal's dependence on foreign markets mait irsmstability due to political and economic facs in those
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foreign jurisdictions which is beyond the contréltive Corporation. The combined effects of anglbof these factors
on coal price or volume are impossible for Grandel@ Coal to predict. If realized coal prices lfedlow the full cost
of production of any of Grande Cache Coal's openatiand remain at such level for any sustainecogeGrande
Cache Coal will experience losses and may deciddigoontinue production, forcing Grande Cache Goaincur
closure and/or care and maintenance costs, asitieencay be.

Dependence Upon the Steel Industry

Substantially all of the metallurgical coal thataBde Cache Coal produces is sold to steel produc&he steel
industry's demand for metallurgical coal is affectey a number of factors including the cyclical urat of that
industry's business, technological developmentsénsteel-making process and the availability difssitutes for steel
such as aluminum, composites and plastics. A fsigmit reduction in the demand for steel productsild reduce the
demand for metallurgical coal, which would have atenal adverse effect upon Grande Cache Coal.il&8im if less

expensive ingredients could be used in substitutnmetallurgical coal in the integrated steel Inpfocess, the
demand for metallurgical coal would materially d=se, which would also materially and adverselgcaffsrande
Cache Coal.

Operational Risks

Exploration, Development and Production

Coal mining operations involve many risks that eaecombination of experience, knowledge and carefaluation
may not be able to overcome. The long-term comialesaccess of Grande Cache Coal depends on lityabifind,
acquire, develop and commercially produce coalfutéire increase in Grande Cache Coal's reservésieplend not
only on its ability to explore and develop any prdjes it may have from time to time, but also tnability to select
and acquire suitable producing properties or pratspeNo assurance can be given that Grande Cazalewdl be able
to continue to locate satisfactory properties foguasition or participation. Moreover, if such acgtions or
participations are identified, Grande Cache Coal rdatermine that current markets, terms of acdarsiand
participation or pricing conditions make such asdigns or participations uneconomic. There isassurance that
commercial quantities of coal will be discoveredhoquired by Grande Cache Coal.

Establishment of a coal reserve and developmeataafal mine does not assure a profit on the investror recovery
of costs. In addition, mining hazards or environtaé damage could greatly increase the cost of atjpss, and
various field operating conditions may adversefg@fthe production from a mine. These conditima$ude delays in
obtaining governmental approvals or consents, fitsait transportation capacity or other geologiggotechnical and
mechanical conditions. While diligent mine supsim and effective maintenance operations can ibobér to
maximizing production rates over time, producti@ays from normal field operating conditions canbeteliminated
and can be expected to adversely affect revenueastdflow levels to varying degrees.

Coal exploration, development and production openatare subject to all the risks and hazards &fyi@associated
with such operations, including hazards such asremwmental hazards and industrial accidents, edolhich could
result in substantial damage to mines, productailifies, other property and the environment opémsonal injury. In
accordance with industry practice, Grande Cache it fully insured against all of these riskey are all such risks
insurable. Although Grande Cache Coal maintaialillty insurance in an amount that it considerasistent with
industry practice for a company in the exploratma development stage, the nature of these riskgeis that liabilities
could exceed policy limits, in which event the Gangtion could incur significant costs that couldvéa material
adverse effect upon its financial condition. Coéihing operations are also subject to all the riykécally associated
with such operations, including encountering uneige mining conditions, pit wall slides and pitdtting. Losses
resulting from the occurrence of any of these risisld have a material adverse effect on futuraltesf operations,
liquidity and financial condition.

Stage of Development

Grande Cache Coal has not earned profits to datehame is no assurance that it will do so in thieife. As a result,
there can be no assurance that Grande Cache dbbéwible to develop and operate its propertieghy one of them,
profitably, or that its activities will generate gitive cash flow. As a result of Grande Cache Bdatk of significant
operating history, it faces many of the risks immiin starting a new business.
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Coal Transportation

The majority of coal that is produced by Grandeh@a€oal is exported outside of North America. Gea@dche Coal's
mines are located more than 1,000 kilometres freapsrts and are all serviced by a single rail sys#&ccordingly,
operations are highly dependent on both rail antl ggrvices. As a result, a significant portiortathl transportation
and other costs are attributable to rail and posts; which includes demurrage charges for vesaiing times. All of
the metallurgical coal production from Grande Ca&wmal is transported to port facilities by CanadMdational
Railway Company (“CN”) and loaded on to vesseliitmer Vancouver at Westshore Terminals or Thurileyr at
Thunder Bay Terminals. Contractual disputes, nadl port capacity issues, prolonged labour stoppageslability of
vessels, weather problems or other factors thatepteCN, Westshore Terminals or Thunder Bay Teatsinfrom
providing their services could seriously impact @@ Cache Coal's financial condition. In additisignificant cost
escalation for these services will serve to redoiesitability, possibly increasing the full cost pfoduction above
realized coal prices. To the extent such increasesustained, Grande Cache Coal could experiesses and may
decide to discontinue production, forcing Grandeh@aCoal to incur closure and/or care and main@nansts, as the
case may be.

Shortage of Mining Equipment and Operating Supplies

The recent growth in global mining activities hasated a demand for mining equipment and relatpgl®s that
outpaces supply. As a result, future operationsdcbe adversely affected if Grande Cache Coal @émeos difficulties
obtaining equipment, tires and other supplies timaly basis. In the event that Grande Cache Goahable to secure
required mining equipment on a timely basis, exmansctivities, production, productivity and costeuld be
negatively affected.

Foreign Currency Exchange

Grande Cache Coal's operating results and casls ffwer affected by foreign currency exchange raeshange rate
movements have a significant impact on resultsesihe vast majority of Grande Cache Coal's oparatosts are
incurred in Canadian dollars and most of its reesnare denominated in U.S. dollars. An increadbérvalue of the
Canadian dollar relative to the U.S. dollar wouddluce Grande Cache Coal's realized Canadian delliang price

thereby reducing the profitability of Grande Ca€wmal and such reduction could be material. Intiaidithe relative
exchange rate fluctuation between the Canadiaradalhd the currencies of Grande Cache Coal's miieral

competitors will impact the ability of Grande Cadbeal’s products to compete in foreign markets.

Dependence on Major Customers

The metallurgical coal industry is characterizedabselatively small number of customers worldwi@ansequently,
Grande Cache Coal expects that future revenuesauilinue to be derived from a small number of @ors. A loss
of, or a significant reduction in, purchases by ahysrande Cache Coal’s largest customers couléradly affect the
Corporation's revenue.

Title to Assets

Grande Cache Coal's properties may be subjecttteeniand claims or government regulations. Althbuigle reviews
may be conducted prior to the purchase of coal gitgs, such reviews do not guarantee or certdy #m unforeseen
defect in the chain of title will not arise to dafethe Corporation’s claim which could result inreduction or
extinguishment of the revenue received by Grandh€&oal.

Reserve and Resource Estimates

While the estimates of reserves and resources afider Cache Coal have been prepared in accordaticéndustry

standards and applicable law based on informatibictwthe Corporation believes to be reliable, thame numerous
uncertainties inherent in the estimation of mineeslerves and resources. For example, the estimatireserves and
resources in accordance with applicable standaxddvies a determination of economic recovery ofarafs that are in
the ground, which in turn requires that assumptiomsnade regarding their future price and the obsecovery, as
well as other factors that are beyond Grande C&dad's control. Market price fluctuations in thegar of coal, as well
as increased production costs or reduced recowes,r may render a portion or all of the reserved @sources
uneconomic and may ultimately result in a restaténué reserves and resources. Moreover, short-tgparating

factors relating to the coal reserves and resoustesh as the need for sequential developmentadflmmdies, varying
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stripping ratios and the processing of new or dififé ore grades, may adversely affect the Corporatifuture results
of operations and financial condition in any parée accounting period.

For these reasons, the actual mineral tonnage eeetvfrom identified reserve areas or propertiad, rvenues and
expenditures related to the exploitation of Graehe Coal's reserves, may vary materially fronimestes. The
estimates of reserves and resources therefore miapacurately reflect Grande Cache Coal's actusémess and
resources and may need to be restated in the future

Grande Cache Coal’s profitability will depend sualngially on the Corporation’s ability to mine catdposits that have
the geological characteristics that enable therbeamined at competitive costs. Replacement depaositg not be
available when required or may not be capable ofgomined at costs comparable to those of the tiaglenines. The
Corporation will seek to replace its economic mahdnoldings through exploration and developmentcoifrently
owned properties and the acquisition of propefftiesh third parties. However, management may noate to fully
assess the geological characteristics of any ptiepehat it acquires until after the acquisitiovhich may adversely
affect the profitability and financial condition tife Corporation.

Grande Cache Coal has extensive coal propertigsattea undeveloped. Authorization from federal oovimcial
governments will be required before these propean be brought into production. Access to saodd for mining
purposes may be restricted by future legislatioctokdingly, there can be no assurance that GraadaeCCoal will be
able to obtain the necessary authorizations toldpwesource properties in the future and this adwyersely affect the
Corporation’s future results of operations andriial condition.

Mining Risks and Insurance

Grande Cache Coal's exploration, development amihmioperations are subject to conditions beyomdcitntrol of
management that can delay coal production or d#live increase the cost of mining. Such conditiomdude natural
disasters, unexpected equipment repairs or repkmsmunusual geological formations, environmeititatards,
industrial accidents, and inclement or hazardouathes conditions. Such conditions could result &amdge to, or
destruction of, mineral properties or productionilfdes, personal injury or death, environmentalthge, delays in
mining, monetary losses and legal liability. Instbégard, Grande Cache Coal maintains insuranéesagesks that are
typical in the mining industry. In addition, Gran@ache Coal has insured its physical assets archased liability
insurance at levels it believes to be reasonabdsveider, there is no guarantee that such insuraoeerages will be
adequate in all cases.

Insurance against certain risks, including liatgfitfor environmental damage, is not availableesasonable economic
rates to Grande Cache Coal or other companiesmiitie industry. To the extent that Grande Cachd Saaubject to
environmental liabilities, the payment of such lidles would reduce the funds available to Gra@dehe Coal. Should
Grande Cache Coal be unable to fully fund the obsemedying an environmental problem, Grande C&aba may
be required to suspend operations or enter interimt compliance measures pending completion ofrétpired
remedy.

Litigation

Legal proceedings may arise from time to time ie tourse of Grande Cache Coal's business. Them been a
number of cases where the rights and privilegesnofing and exploration companies have been theestlgf
litigation. Such litigation may be brought agai@tnde Cache Coal in the future from time to toné&rande Cache
Coal may be subject to another form of litigation.

Dividends

To date, Grande Cache Coal has not paid any did&l@em the outstanding common shares. Any decisiopay
dividends on the common shares will be made bybtherd of directors on the basis of the Corporai@arnings,
financial requirements and other conditions exgsihsuch future time.

Personnel

Grande Cache Coal's personnel are not currentignizéd. Some or all of such personnel may chooseetome
unionized. The rail carrier and port facilities which the Corporation is dependent to deliver ¢oats customers are
unionized. Strikes, lockouts or other work stomg®m@r slow-downs involving the unionized employeéssrande
Cache Coal's key service suppliers could have @miadtadverse effect upon Grande Cache Coal's uegen
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Grande Cache Coal's success depends in large measwertain key personnel. The loss of the sesvaf such key
personnel could have a material adverse affecthenCorporation. Grande Cache Coal does not hayepkeson
insurance in effect for management. The contringi of these individuals to the immediate operatiof the
Corporation are likely to be of central importancehe competition for qualified personnel in thelkmining industry
is intense and there can be no assurance that &@adhe Coal will be able to continue to attraal aetain all
personnel necessary for the development and operatiits business. Investors must rely upon thiéty expertise,
judgment, discretion, integrity and good faith loé thanagement of the Corporation.

Government Requlations

Changes in Legislation

There can be no assurance that income tax lawaltyoyegulations and governmental incentive prograelating to
the mining industry in Canada will not be changed&imanner which adversely affects the Corporafitrere can be
no assurance that income tax laws, royalty requiatiand government incentive programs relatinght rining

industry in other coal producing countries will ndtange to favor the Corporation’s competitors ilegdo reduced
international coal prices and demand for coal petalthat the Corporation intends to produce.

Government Regulations

Government authorities regulate the coal miningugtdy to a significant degree, in connection wiimong other
things, employee health and safety, air qualitydsads, water pollution, groundwater quality andikability, plant
and wildlife protection, the reclamation and reatmm of mining properties and the discharge ofemals into the
environment. This legislation has had and willtogmre to have a significant effect on Grande Cachel’s operations
and competitive positionFuture legislation may also adversely impact thepGration's operations by hindering the
Corporation's mining operations or by increasirgy dbsts. The Corporation's lands and activities are subfect
extensive federal and provincial laws and regutegicontrolling not only the mining of and explocatiof mineral
properties, but also the possible effects of swtiviies upon the environment. Future legislataond regulations could
cause additional expense, capital expendituregamadion obligations, restrictions and delays ie tevelopment of
the Corporation’s properties, the extent of whiemmot be predicted.In the context of environmental permitting,
including the approval of reclamation plans, Gra@dehe Coal must comply with legislated or regdaandards and
existing laws and regulations which may entail ggear lesser costs and delays depending on theenat the activity
to be permitted and how stringently the regulatiaressimplemented by the permitting authority.

Permits and Permitting Process

Mining companies must obtain numerous permitshbes and approvals that strictly regulate accesstommental

and health and safety and other matters in cororestith coal mining. Regulatory authorities exsectonsiderable
discretion in whether or not to issue permits,rges and approvals and the timing of such issuanééso, private

individuals and the public at large possess rigltsomment on and otherwise engage in the permgjttioensing and
approval process, including through interventionthie courts. Accordingly, new permits, licensesl approvals

required by the Corporation to fully exploit itsoperties may not be issued, or if issued, may eassued in a timely
fashion, or may contain requirements which resthietCorporation's ability to conduct its miningeogtions or to do so
profitably.

Kyoto Protocol

The Kyoto Protocol is an international agreemeat 8ets limits on greenhouse gas emissions frotainesignatory
countries. While the United States government hamanced that it will not ratify the Kyoto Protocdhe Kyoto

Protocol came into force in Canada on February,2085. The Kyoto agreement commits Canada to liteinet

greenhouse gas emissions to 6% below the leveldeghin 1990. Canada's current level of greenhgaseemissions
significantly exceeds the agreed-upon limit.

In October 2006 the government of Canada annouitseidtention to develop and implement regulatorgasures
primarily, but not exclusively under tl@anadian Environmental Protection Act, 19@&d as enabled by amendments
set out in the propose@anada's Clean Air Actaddressing the main human-made sources (inclutfidgstry,
transportation and certain products) of air politdeand greenhouse gases.

A consultation process between members of key ingligsectors and the government of Canada commeinctde
2006. The government of Canada has committed teutban the form of the overall regulatory frametlvdinat will
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guide the development of industrial sector regofegi The intent is to reach a decision on the divesgulatory
approach, including proposed short-term targetsaiiopollutants and greenhouse gases to be redléctthe proposed
regulations to come into effect in the 2010-2018quks.

As a result of the second consultation phase onl 26t 2007, the Federal Government released itsoAdPlan to
Reduce Greenhouse Gases and Air Pollution (theidAcPlan”) also known as ecoACTION which includée t
regulatory framework for air emissions. This Acti®an covers not only large industry, but regulates fuel

efficiency of vehicles and the strengthening ofrggestandards for a number of energy using produot®rder to
strengthen the Action Plan, on March 10, 2008, Guwernment of Canada released “Turning the Corn&aking

Action to Fight Climate Change” which provides soaulitional guidance with respect to the Governrsgpian to

reduce greenhouse gas emissions by 20% by 202Byaf@Pb6 to 70% by 2050.

The primary source of greenhouse gas emissionsurada is the use of hydrocarbon energy. The opesatif Grande
Cache Coal depend significantly on hydrocarbongsneources to conduct daily operations, and thexrecarrently no

economic substitutes for these forms of energy.dissussed above, the federal government has naliziéa any

formal regulatory programs to control greenhoussegand it is not yet possible to determine thefemtial effects on
the operations of Grande Cache Coal. Most of Gra&@aitshe Coal's products are sold outside of Carsdhsales are
not expected to be significantly affected by Carmdéyoto ratification decision. However, the broadoption of

emission limitations or other regulatory effortsctintrol greenhouse gas emissions could negatafédgt in a material
adverse way the demand for coal as well as inci@@shiction and transportation costs.

The Government of Alberta has confirmed its intémtset greenhouse gas intensity limits for largdttens of
greenhouse gases in Alberta. The Government halsliehed the Specified Gas Emitters Regulatiorickvbame into
force on July 1, 2007. Under the Regulation, aflustrial operations that exceed 100,000 tonnesooadioxide
equivalent annually will be subject to reportinglan12% intensity reduction requirement. In addition January 31,
2008 the Government of Canada and the Province Ibérfa released the final report of the Canada-Adbe
ecOENERGY Carbon Capture and Storage Task Forcehwlecommends among others: (i) incorporating @arb
capture and storage into Canada’s clean air regnlatii) allocating new funding into projects tlugh competitive
process; and targeting research to lower the dasthnology.

For "new" facilities such as Grande Cache Coaleyagmons, emission intensity reductions will be ggthin over a six
year period. The program is intended to induceraw@ments in operations that have the effect oficed) greenhouse
gas emissions intensity. If the 12% intensity itun target is not achieved, the operator wilkhbject to paying into
a Climate Change and Emissions Management Fundg@iltonne of carbon dioxide equivalent) or purehafsets or
performance credits from other Alberta-based opesat

Grande Cache Coal hopes to expand current levgisoaluction, which will undoubtedly qualify the Qaration for
the greenhouse gas intensity reduction requirement.

Until the federal and provincial regulations arearciled, industry is faced with uncertainty andpisshing for an
equivalency agreement between the Province of fdband the Government of Canada to minimize dujdicaof
reporting or financial penalties.

Environmental

All phases of the coal mining business presentrenwiental risks and hazards and are subject toramental
regulation pursuant to a variety of federal, proiah and local laws and regulations. Environmerégjislation
provides for, among other things, restrictions @nohibitions on spills, releases or emissions afous substances
produced in association with coal mining operatiorhe legislation also requires that mines andlifiacsites be
operated, maintained, abandoned and reclaimedetadtisfaction of applicable regulatory authoritie€ompliance
with such legislation can require significant exgitures and a breach may result in the impositibrfires and
penalties, some of which may be material. Envirental legislation is evolving in a manner expededesult in
stricter standards and enforcement, larger finediahility and potentially increased capital exgiuares and operating
costs. The discharge of pollutants into the air, soil @ter may give rise to liabilities to governmentsl &inird parties
and may require the Corporation to incur costetoady such dischargéilthough Grande Cache Coal believes that it
is in material compliance with current applicablavieonmental regulations, no assurance can be giver
environmental laws will not result in a curtailmewft production or a material increase in the cadtproduction,
development or exploration activities or otherwidversely affect the Corporation's financial coodit results of
operations or prospects.
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Credit Risk
Debt Instruments

Grande Cache Coal's revolving facility and conbégtidebenture contain covenants that require thgdZation to
meet certain financial tests and that restrict, mgnather things, the ability to incur additionabtiedispose of assets or
pay dividends in certain circumstances. Theseictstis may limit Grande Cache Coal from payingidiénds to
shareholders.

Additional Funding Requirements

Grande Cache Coal anticipates making substant@tataexpenditures for the exploration, developmgmbduction

and acquisition of coal reserves in the future.n@eaCache Coal may have to obtain additional dabfca equity

financing to the extent that the capital expenédiuare not funded by internally generated cash. fidvere can be no
assurance that debt or equity financing or castergeed by operations will be available or suffitiém meet these
requirements or for other corporate purposes odelfit or equity financing is available, that it lwile on terms
acceptable to the Corporation. The inability of &la Cache Coal to access sufficient capital foofitsrations could
have a material adverse effect on the Corporatfordscial condition, results of operations or grests.

Conflicts of Interest

Certain directors of Grande Cache Coal are alsecttirs of other mineral resource companies anduels say, in
certain circumstances, have a conflict of intereqtiiring them to abstain from certain decisio@anflicts, if any, will
be subject to the procedures and remedies dtistness Corporations Act (Alberta)

Forward-Looking Information May Prove Inaccurate

Shareholders and prospective investors are cautinoeto place undue reliance on forward-lookinfprimation. By
its nature, forward-looking information involvesmarous assumptions, known and unknown risks andrtainties, of
both a general and specific nature, that could eattual results to differ materially from thoseygested by the
forward-looking information or contribute to the gsibility that predictions, forecasts or projectonill prove to be
materially inaccurate.
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The accompanying consolidated financial statemants related financial information in the annualaepare the
responsibility of management, have been preparedcitordance with Canadian generally accepted atiogun
principles and necessarily include amounts thdeecefmanagement’s judgment and estimates. Finantiaimation
contained elsewhere in this annual report is ctardisvith that found in the consolidated finanatitements.

Management has developed and maintains systemscofiating, disclosure and internal control in ortteprovide
reasonable assurance as to the reliability ofitten€ial records and the safeguard of assets.i®oknd procedures are
maintained to support the control systems and dlechucode of business conduct.

PricewaterhouseCoopers LLP, independent externditaxs appointed by the shareholders, have condueite
examination of the consolidated financial statemémticcordance with Canadian generally acceptdiiag standards
on behalf of the shareholders.

The Board of Directors of the Corporation has dithbd an Audit Committee, consisting of three moaragement
directors. The Audit Committee reviews the consaibd financial statements with management andritiependent
auditors prior to submission to the Board of Dicestfor approval. The independent auditors havieafudl free access
to the Audit Committee. The Audit Committee revieasnual and interim consolidated financial stateieand
Management’s Discussion and Analysis, as well asXbrporation’s Annual Information Form prior teethrelease.

(Signed) Robert H. Stan (Signed) Anita L. Roncin
President and Chief Executive Officer Vice-Presid&inance and Chief Financial Officer

June 27, 2008

Auditors’ Report

To the Shareholders of
Grande Cache Coal Corporation

We have audited the consolidated balance she@&sasfde Cache Coal Corporation as at March 31, 2668007 and

the consolidated statements of net loss, compraleltss and deficit and cash flows for the yeaentended. These
financial statements are the responsibility of @eporation's management. Our responsibility isxpress an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with Canagkanerally accepted auditing standards. Those atdadequire

that we plan and perform an audit to obtain redsienassurance whether the financial statementfr@geof material

misstatement. An audit includes examining, onsa basis, evidence supporting the amounts andodis@s in the

financial statements. An audit also includes assgshe accounting principles used and signifiemtimates made by
management, as well as evaluating the overall fimhistatement presentation.

In our opinion, these consolidated financial staets present fairly, in all material respects, fihancial position of

the Corporation as at March 31, 2008 and 2007 haecconsolidated statements of net loss, comprefehsss and
deficit and cash flows for the years then endeatcitordance with Canadian generally accepted adoguymtinciples.

(Signed) PricewaterhouseCoopers LLP
Chartered Accountants

Calgary, Alberta
June 27, 2008
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Grande Cache Coal Corporation
Consolidated Balance Sheets

As at March 31
(thousands of Canadian dollars)

Assets

Current assets
Cash and cash equivalents
Restricted cash (note 4)
Accounts receivable
Inventory (note 5)
Prepaid expenses
Prepaid prestrip charges (note 6)

Deposit for future reclamation expenditures
Capital assets (note 7)

Liabilities

Current liabilities
Accounts payable and accrued liabilities
Revolving debt (note 8)

Long term debt (note 8)
Asset retirement obligations (note 9)
Capital lease obligations

Shareholders’ equity

Share capital (note 10)
Convertible debenture (note 8)
Contributed surplus

Deficit

Commitments (note 11)

See accompanying notes to the consolidated finbstEigements.

(Signed) Robert G. Brawn
Chairman of the Board

2008 2007
$ 4238 $ 4,614
6,528 6,528

20,171 5,129

10,477 34,677

1,084 1,769

- 4,193

42,498 56,910

82 82

80,937 50,473

$ 123,517 $ 107,465
$ 13,484 $ 8,788
5,000 15,000

18,484 23,788

17,382 10,000

4,020 3,783

52 104

39,938 37,675

154,676 126,979

118 -

4,468 3,036
(75,683 (60,225)

83,579 69,790

$ 123,517 $ 107,465

(Signed) Donald du@as
Director



Grande Cache Coal Corporation
Consolidated Statements of Net Loss, Comprehensilzess and Deficit

Years Ended March 31
(thousands of Canadian dollars, except per sharewaits)

2008 2007
Revenue $ 146,579 $ 101,251
Expenses
Cost of product sold 96,246 64,398
Distribution 45,081 28,841
General and administrative (note 12) 9,089 6,000
Depreciation, depletion and accretion 10,057 4,409
160,473 103,648
Loss from operations (13,894, (2,397)
Other income (expenses)
Interest and other income 1,123 399
Interest and other expenses (1,672) (1,751)
Non-recurring charges (note 13) - (2,541)
Loss before taxes (14,443, (6,290)
Taxes(note 14) (1,015) (724)
Net loss and comprehensive loss (15,458, (7,014)
Deficit, beginning of year (60,225) (53,211)
Deficit, end of year $ (75,683 ¢ (60,225)
Net loss per shargnote 15)
Basic and diluted $ (0.24) ¢ (0.14)

See accompanying notes to the consolidated finbstzitements.
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Grande Cache Coal Corporation
Consolidated Statements of Cash Flows

Years Ended March 31
(thousands of Canadian dollars)

2008 2007
Cash provided by (used for)
Operating activities
Net loss and comprehensive loss $ (15,458 ¢ (7,014)
Items not affecting cash
Stock-based compensation (note 16) 1,575 1,415
Settlement of asset retirement obligations (note 9) (29) -
Unrealized foreign exchange loss 1,433 25
Depreciation, depletion and accretion 10,057 4,409
(2,412) (1,165)
Net change in non-cash working capital relatingperating activities 13,042 (15,650)
10,630 (16,815)
Financing activities
(Repayment) proceeds on revolving debt (note 8) (10,000 3,500
Proceeds on long term debt (note 8) 7,500 -
Proceeds on issuance of share capital (note 10) 27,956 27,000
Share issuance costs (note 10) (1,979 (1,736)
Proceeds on exercise of warrants (note 10) 1,377 -
Proceeds on exercise of options (note 10) 200 -
Payment on capital lease obligations (62) (39)
Net change in non-cash working capital relatin§irtancing activities 2 -
24,994 28,725
Investing activities
Additions to mineral properties and development (1,380 (2,219)
Additions to buildings and equipment (37,369 (1,376)
Restricted cash (note 4) - (390)
Net change in non-cash working capital relatingt@sting activities 4,198 (4,333)
(34,551 (8,318)
Effect of foreign exchange on cash and cash equieats (1,449) 49
(Decrease) increase in cash and cash equivalents (376) 3,641
Cash and cash equivalents, beginning of year 4,614 973
Cash and cash equivalents, end of year $ 4,238 ¢ 4,614
Supplemental cash flow information:
Interest paid $ 1,672 ¢ 1,751
Taxes paid 923 703

See accompanying notes to the consolidated finbstEigements.
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Grande Cache Coal Corporation

Notes to Consolidated Financial Statements
March 31, 2008 and 2007

(thousands of Canadian dollars, except per sharewats)

1. Nature of Operations

Grande Cache Coal Corporation (“Grande Cache Gmathe “Corporation”) is an Alberta based metalload
coal mining company whose experienced team of quafessionals are managing a mine that produces
metallurgical coal for the steel industry and hatdsl leases covering over 22,000 hectares in thek$ River
Coalfield located in west-central Alberta.

2. Significant Accounting Policies

The consolidated financial statements of the Cajpam have been prepared in accordance with Camadia
generally accepted accounting principles withinftaenework of the accounting policies summarizelbive

Principles of Consolidation

The consolidated financial statements include tbeoants of the Corporation and its inactive whalyned
subsidiary, Smoky River International Inc.

Management Estimates

The consolidated financial statements include oertaanagement estimates that may require accounting
adjustments based on future occurrences. The ngrsficant estimates relate to asset retirementgakibns,
stock based compensation, depletion, depreciadiah,an asset impairment test calculation for mimmaperties

and deferred development. By their nature, themates are subject to measurement uncertaintyttanéffect

on the consolidated financial statements from charig future periods could be material.

Cash and Cash Equivalents

Cash and cash equivalents consist primarily of art®oon deposit with banks and other highly liquiddstments
with a maturity at the time of purchase of threenths or less. Cash and cash equivalents are ratatdeost,
which approximates market value.

Restricted Cash

Restricted cash consists of cash set aside astyefourletters of credits provided to governmegeacies and to
service providers. Restricted cash is recordediatfarket value.

Inventory

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.

Prepaid Prestrip Charges

In accordance with EIC-160: Stripping Costs Incdria the Production Phase of a Mining Operatiorg th
Corporation capitalized certain stripping costs tuenining conditions in which the surface mine ttaator was
winding down its activities for the Corporation. fing the transition period, the contractor’s effontere focused
on removing waste to maximize the coal readily lakéé to the Corporation, which had the affecteshporarily
increasing the strip ratio in the mine for the Hiradf future periods. These deferred charges veanertized over
the future production generated by the strippirtgyiayg.

Mineral Properties and Development

The Corporation has acquired several crown coakeled‘'Leases”) in the Grande Cache, Alberta am®eh éor a
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Grande Cache Coal Corporation

Notes to Consolidated Financial Statements
March 31, 2008 and 2007

(thousands of Canadian dollars, except per sharewats)

term of 15 years. The recoverability of the amouetsorded for mineral properties and developmestscare
dependent on the existence of economically rectlereeserves and future profitable production fréme
mineral properties.

Mineral properties and development include expeméi to acquire and develop mineral propertiesragsdrves.
Development costs incurred to develop new reseimeadvance of commercial production are capitalized
Exploration costs that relate to specific propertfer which economically recoverable reserves hbhgen
established are capitalized.

Mineral properties and development costs are tedtedrecoverability whenever events or changes in
circumstances indicate that their carrying amouaty mot be recoverable. When the net carrying valfuthe
mineral properties, less their related provisionageset retirement obligations, exceeds the estinatdiscounted
future net cash flows together with their residualues, the mineral properties are written dowrthisir fair
value.

Depreciation and Depletion

Depreciation of computer equipment and softwarpravided for using the declining balance methodasts
ranging from 30% to 100% per annum. Depreciatiorbwifdings and equipment is straight-line basedtton
useful life of the asset ranging from 2 to 20 ye@xspletion on producing properties is calculatethg a unit of
production method based on proven and probableves®f the respective coal leases. Developmeris @e
charged to depletion expense on a unit of prodoctieethod based on proven and probable reservelseof t
respective coal leases.

Asset Retirement Obligations

The value of the liabilities for asset retiremebligations is recognized in the period they areiined, discounted
to their present value using the Corporation’s itradjusted risk-free rate and the correspondinguarh is

recognized by increasing the carrying amount ofer@hproperties. The carrying amount is depletedimin of

production method based on the proven and prolvabérves of the respective coal leases. The Lghithount is
increased each reporting period due to the passitime and the amount of accretion is chargedciregion

expense in the period. Revisions to the estimateithg of cash flows or to the original estimatedliscounted
cash flows could also result in an increase orekes® in the obligation. Actual costs incurred upettiement of
the retirement obligation are charged against tiigation to the extent of the liability recordedhy difference

between the actual costs incurred upon settlemietitecobligation and the recorded liability is rgozed as a
gain or loss in the period in which the settlemmturs.

Foreign Currency Translation

Foreign currency assets and liabilities are traedlanto Canadian dollars at the period-end exchaate for
monetary items and at the historical exchange fatenon-monetary items. Foreign currency revenued a
expenses are translated at the exchange rateeict effi the dates of the related transactions. goreirrency
gains and losses are included in income immediately

Financial Instruments

All financial instruments are measured at fair eabn initial recognition of the instrument. Measuesnt in
subsequent periods depends on whether the finanstaliment has been classified upon its inceptirither i)
held-for-trading, ii) available-for-sale, iii) held-maturity, iv) loans and receivables, or v) ethHmancial
liabilities.

Financial assets and financial liabilities held-fimding are measured at fair value with changethase fair
values recognized in net income (loss). Finand@akts available-for-sale are measured at fair yatite changes
in those fair values recognized in other comprelvenscome (loss). Financial assets held-to-matukitans and
receivables and other financial liabilities are mead at amortized cost using the effective intemesthod of
amortization.
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Grande Cache Coal Corporation

Notes to Consolidated Financial Statements
March 31, 2008 and 2007

(thousands of Canadian dollars, except per sharewats)

Revenue Recognition

Product revenues are recognized when title pass#setcustomer. Seaborne coal sales revenues aegatig
recognized when the coal has been loaded on tleelvdlirect sales are recognized when the owneishthe
coal is transferred to the customer. Interest dhdraevenues are recognized when earned.

Cost of Product Sold

Cost of product sold represents the cost of coatlgetion including mining and hauling, labour, agérg
materials and supplies, and a relevant allocatfooverhead. Cost of product sold is charged agam®me at
the time of sale.

Distribution

Distribution includes the cost of transporting ct@alport or direct to customers, port charges forage and
loading of coal onto vessels, testing charges, cission and demurrage. Distribution charges aregeth
against income at the time of sale.

Taxes

Taxes include Alberta crown royalties and fedesadé corporation tax. The Alberta crown royaltypésed on a
portion of product revenue, net of distribution erpes incurred. The large corporation tax is catedl based on
a percentage of eligible capital.

Future income taxes are accounted for using th®litia method of income tax allocation. Under thability
method, income tax assets and liabilities are dEbto recognize future income tax inflows and lowt$ arising
from the recovery or settlement of assets and lii@si at their carrying values. Income tax assats also
recognized for the benefits from tax losses andudidohs that cannot be identified with particulasets and
liabilities, provided those benefits are more lijkdtan not to be realized. Future income tax asmadsliabilities
are determined based on enacted and substantigbtesl tax rates that are anticipated to applyénperiod of
realization.

Stock-based Compensation

The Corporation uses the fair-value method of aesting for stock-based compensation related to sbptiens
for all awards granted, modified or settled. Untdhés method, compensation cost attributable talaire options
granted is measured at fair-value at the grant datkexpensed over the vesting period with a cpomeding
increase to contributed surplus. Upon the exeraishe share options, consideration received tagetlith the
amount previously recognized in contributed surfdusecorded as an increase to share capital. Bingo€ation
has not incorporated an estimated forfeiture rdteshare options that will not vest, rather, the gtwation
accounts for actual forfeitures as they occur.

Reclassification

Certain prior years’ figures have been reclassifiedonform to the presentation adopted in theeruryear.

3. Recent and Upcoming Changes in Accounting Polieb

The CICA Handbook sections 1530 - Comprehensivertreg 3855 - Financial Instruments — Recognition and
Measurement and 3865 - Hedges, became applicatiie ©orporation on April 1, 2007.

Section 1530 requires the presentation of a stateofecomprehensive income and its componentsataiot
included in net income (loss). Other comprehensiceme is the change in net assets during a pénetdresult
from transactions, events and circumstances fromawaer sources such as unrealized gains or losses
available-for-sale investments. The Corporation mid have other comprehensive income or lossesgluhe
period therefore comprehensive loss was equaktoi¢h loss.
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Grande Cache Coal Corporation

Notes to Consolidated Financial Statements
March 31, 2008 and 2007

(thousands of Canadian dollars, except per sharewats)

Section 3855 establishes the recognition and meamnt criteria of financial assets, financial litigis and
derivatives. All financial instruments are requirtdl be measured at fair value on initial recognitiaf the
instrument, except for certain related party tratisas. Measurement in subsequent periods depanddether
the financial instrument has been classified asl-fegttrading, available-for-sale, held-to-matuyitpans and
receivables, or other financial liabilities as defi by the standard. Financial assets and finahakilities held-
for-trading are measured at fair value with charigebose fair values recognized in net incomesjloginancial
assets available-for-sale are measured at faireyahith changes in those fair values recognizedtimer
comprehensive income (loss). Financial assets tfoetdaturity, loans and receivables and other fir@nc
liabilities are measured at amortized cost usiegetffiective interest method of amortization. Thehuds used by
the Corporation in determining the fair value afdiincial instruments are unchanged as a result pementing
the new standard.

Section 3865 provides new standards for entitigdyapy hedge accounting. The Corporation had nos@ations
which have been designated as hedges for accouptirmpses therefore the new standard did not imibesct
financial statements.

The CICA Handbook sections 1535 — Capital Disclesui3031 — Inventories, 3862 — Financial Instrusent
Disclosures and 3863 — Financial Instruments —ePtasions, will become applicable to the Corporatia April
1, 2008.

Section 1535 requires the disclosure of informatiegarding objectives, policies and processes fanaging
capital. Adoption of this accounting standard masutt in additional disclosure in the Corporation&tes to the
financial statements.

Section 3031 prescribes new accounting treatmentinieentories. The impact of adopting this accoumti
standard is currently being assessed.

Section 3862 requires enhanced financial statentBstlosure of financial instruments including their
significance, the nature and extent of risks agisfrom financial instruments and how those riskdl Wwe
managed. Section 3863 established enhanced fihatatament presentation of financial instrumemd their
implications on the Corporation’s financial positigperformance and cash flows. The impact of adgpthese
accounting standards is currently being assessed.

The Canadian Accounting Standards Board has madedé#tision that International Financial Reporting
Standards ("IFRS") will be adopted as Canadian gdéigeaccepted accounting principles ("GAAP") farlgicly
accountable enterprises. As such, the Corporatitinbes required to adopt IFRS for the fiscal yeaglnning
April 1, 2011, including comparative data from {wéor year. The Corporation is in the process akasing the
differences between IFRS and Canadian GAAP anihtpact the transition will have on the financiadtsiments.

4. Restricted Cash

Cash secured letters of credit in the amount BB3% (2007 - $5,528) have been provided to the Adbklinister
of Finance for abandonment security to cover gudiid costs of reclamation for the Corporation’sing areas,
processing facilities and surrounding infrastruetun addition, cash secured letters of credit bD80 (2007 -
$1,000) have been made available to service proside
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Grande Cache Coal Corporation

Notes to Consolidated Financial Statements
March 31, 2008 and 2007

(thousands of Canadian dollars, except per sharewats)

5. Inventory
As at As at
March 31 March 31
2008 2007
Coal inventory $ 5500 $ 30,251
Materials inventory 4,977 4,426
Total $ 10,477 $ 34,677

6. Prepaid Prestrip Charges

In accordance with EIC-160: Stripping Costs Incdria the Production Phase of a Mining Operatiorg th
Corporation capitalized certain stripping costsaliog $4,325 in fiscal 2007 due to mining condiSaturing the
period in which the surface mine contractor wasdivig down its activities for the Corporation. Dugithe
transition period, the contractor’s efforts wereused on removing waste to maximize the coal readihilable

to the Corporation, which had the affect of tempityancreasing the strip ratio in the mine for thenefit of
future periods.

Prepaid prestrip charges were amortized over tloglymtion generated by the stripping activity rdegltin
amortization charges of $132 during fiscal 2007 $4d.93 during fiscal 2008.

7. Capital Assets

As at March 31, 2008
Accumulated

depreciation Net Book

Cost and depletion Value
Buildings and equipment $ 71,060 $ 6,421 $ 64,639
Mineral properties and development 28,045 11,965 16,080
Capital leases 230 12 218

$ 99,335 $ 18,398 $ 80,937

As at March 31, 2007
Accumulated

depreciation Net Book

Cost and depletion Value
Buildings and equipment $ 33,691 $ 3,235 $ 30,456
Mineral properties and development 26,666 6,878 19,788
Capital leases 230 1 229

$ 60,587 $ 10,114 $ 50,473

At March 31, 2008, $8,797 (2007 - $5,575) was cdigied for reserves, buildings, equipment, leashol
improvements, computer hardware and software tlegie wiot in use during the year. No depreciationbeen
taken on these assets.

8. Revolving and Long Term Debt

In fiscal 2006, the Corporation entered into a $#lion secured credit facility consisting of a $ifllion term
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Grande Cache Coal Corporation

Notes to Consolidated Financial Statements
March 31, 2008 and 2007

(thousands of Canadian dollars, except per sharewats)

facility and a $10 million revolving facility wittBrookfield Bridge Lending Fund Inc. ("Brookfield"Pn March
28, 2006 the Corporation amended and extendeddtgad credit facility to consist of a $10 millicerm facility
and a $15 million revolving facility with intereglayable monthly at a rate of prime plus 2% per amntihe
amended facilities had a maturity date of AprieB07, subject to a one year extension option.

In the fourth quarter of fiscal 2007, the Corparatexercised its option to extend its $10 milliemt facility and
$15 million revolving facility for an additional ge. The credit facilities were secured by a gensealurity
agreement with interest payable monthly at a raf@ime plus 2% per annum and had a maturity da#pail 8,

2008. The net borrowing on the revolving facilityrihg fiscal 2007 was $3,500 bringing the balanc&larch
31, 2007 to $15,000. At March 31, 2007 the $10ianilterm facility was classified as long term defte credit
facilities were being used to finance the Corporas working capital.

During the fourth quarter of the current year, G@iCache Coal completed negotiations on credinéimay with
Brookfield for a $17.5 million three year floatingite senior secured convertible debenture and aresbc
revolving credit facility for an amount up to $20llian, subject to a borrowing base calculation.eTroceeds
from the convertible debenture were used to fulypay the Corporation’s pre-existing term facilityittw
Brookfield ($10 million) and associated fees. Tladabce of the proceeds from the convertible deberdas well
as proceeds from the revolving facility will be dfer general corporate purposes.

The convertible debenture matures on April 1, 20fferest accrues on the convertible debenture\ariable
annual rate equal to a Canadian chartered banke pending rate plus 1.75 percent per annum, Gled daily.
The convertible debenture is convertible at Broalkfs option into common shares of the Corporatibithe
earlier of any time prior to the maturity date dhd business day immediately preceding the dagelfby Grande
Cache Coal for redemption at a conversion pricklo825 per common share.

Grande Cache Coal may redeem the convertible defeeat any time in multiples of $250 on 30 daysaoat a
redemption price equal to 107% of the principal anideing redeemed plus accrued and unpaid int€seahde
Cache Coal is required to redeem all amounts dftantling indebtedness under the convertible defriatua
107% premium in the event of a change of contrédbfnde Cache Coal. In addition, at any time aftggust 12,
2008, Grande Cache Coal may require Brookfield dovert up to 50% of the convertible debenture at th
conversion price, provided that the 15 day volungghted average trading price ("VWAP") (on volunoésat
least 300,000 common shares for 15 consecutivengadays) of the common shares on the Corporation's
principal stock exchange exceeds $2.50 per shaw@nd® Cache Coal may require Brookfield to contieet
balance of the convertible debenture in the eveatlt5 day VWAP of the common shares exceeds $400 p
share. Upon full conversion of the convertible debee, 9,589,042 common shares would be issued and
outstanding.

At closing, Grande Cache Coal entered into an tovesghts agreement with Brookfield pursuant toiathit
granted Brookfield the right to appoint one indivéd to the Board of Directors of Grande Cache Ggain
Brookfield converting the convertible debenture &dding at least 10% of the outstanding commomneshdn
addition, Grande Cache Coal also granted Brookfieddright of first offer to purchase its pro rafguity interest
in future security issuances of the Corporatiorvjated that Brookfield and its affiliates owns andhas rights to
acquire pursuant to the terms of convertible dalrenhot less than 3% of the outstanding commoneshakt
closing, Grande Cache Coal also entered into alstiiragreement with Brookfield pursuant to whighookfield
agreed with the Corporation that until the dateclitis one year from the date that the convertieleetiture has
been fully repaid (either through conversion oremragtion or repayment on the maturity date), neitheor any
of its affiliates or funds managed by it will, ditéy or indirectly, acquire any securities of ther@oration unless
specifically approved in writing by the Board ofrBétors of Grande Cache Coal.

At March 31, 2008, the Corporation determined 8,382 of the convertible debenture should besiflad as
long term debt based on the market interest rate similar liability that does not have an assedaequity
component. The residual value of $118 has beenaiid to equity.

Net repayments on the revolving facility in the reunt fiscal year were $3.0 million during the ficgiarter and
$7.0 million during the second quarter bringing ilzdéance at March 31, 2008 to $5.0 million.
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Grande Cache Coal Corporation

Notes to Consolidated Financial Statements
March 31, 2008 and 2007

(thousands of Canadian dollars, except per sharewats)

Interest expense on the revolving and term debt$&e800 in the current year and $1,703 in the préar.

As at As at

March 31 March 31

2008 2007
Revolving debt $ 5000 % 15,000
Term facility - 10,000
Convertible debenture 17,500 -

Less: Equity portion of convertible debenture (118) -
Long term debt 17,382 10,000

$ 22,382  $ 25,000

9. Asset Retirement Obligations

Future asset retirement obligations were estimbyethanagement based on the Corporation’s estintatsid to
fulfill its legal asset retirement obligations. figcal year end, the Corporation has estimatedétgresent value
of its asset retirement obligations to be $4,0ZW2- $3,783), based on a total future liability$adf, 225 (2007 -
$7,225). The Corporation’s credit adjusted rislefrates range from 5.5% to 7.6% depending on thegwhen
the provision originated and the term of estimagtears to reclamation.

The following table reconciles the Corporation’setgetirement obligations:

2008 2007
Balance, beginning of year $ 3,783 $ 3,470
Increase in liability - 72
Settlement of liability (29) -
Accretion expense 256 241
Balance, end of year $ 4020 $ 3,783

10. Share Capital
Authorized

Unlimited common shares
Unlimited preferred shares, issuable in series
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Grande Cache Coal Corporation

Notes to Consolidated Financial Statements
March 31, 2008 and 2007

(thousands of Canadian dollars, except per sharewats)

Issued
Stated
(thousands) Number Value
Common shares
Balance — March 31, 2006 40,769 401,715
Shares issued on bought deal equity financing 0Qr, 27,000
Share issuance costs - (1,736)
Balance — March 31, 2007 50,769 126,979
Shares issued on private placement 289 277
Shares issued on bought deal equity financing 50D, 26,650
Shares issued on over-allotment option 791 1,029
Shares issued on exercise of warrants 861 1,377
Shares issued on exercise of options 151 343
Share issuance costs - (1,979)
Balance — March 31, 2008 73,361 $54,676

On April 5, 2006, the Corporation closed a bougkaldequity financing. At closing, a total of 10llioin units
(the "Units") of the Corporation were issued atr@eof $2.70 per Unit for gross proceeds of $21ion. Each
Unit consisted of one common share and one-hatingf common share purchase warrant of the Corparatio
Each whole warrant entitled the holder thereofdquire one common share at a price of $3.40 peediatil
April 5, 2007. Share issuance costs related tdthaht deal equity financing were $1,736. Warrémtsurchase
an aggregate of 500 thousand common shares atatisExprice of $3.40 per share until April 5, 20@@ére also
issued to the agents.

On July 9, 2007, Grande Cache Coal completed ateriplacement of 289 thousand common shares ateaqdr
$0.96 per share, which was the five day volume teid) average trading price of the common sharehef
Corporation calculated as at June 14, 2007. Theeshaere issued to certain directors and officdrshe

Corporation.

On August 9, 2007, the Corporation closed a bodght equity financing. At closing, a total of 2@rlion units
(the "Units") of the Corporation were issued atrizgof $1.30 per Unit for gross proceeds of $26élion. In
addition, the Corporation granted to the underwsigm over-allotment option to purchase up to afitdal 3.1
million Units at the issue price for a period of 8@ys following the closing date. Each Unit coresisbf one
common share and one-half of one common share asectvarrant of the Corporation, each whole warrant
entitling the holder thereof to acquire one comrsbare at a price of $1.60 per share until Augus2008.

On September 7, 2007, the underwriters of the Gatjum’s bought deal equity financing that closedAugust
9, 2007 exercised their over-allotment option, l&sy in the issuance of 791 thousand units (thait$J) of the
Corporation at a price of $1.30 per Unit for grpssceeds of $1,029. Each Unit consisted of one comshare
and one-half of one common share purchase warfahecCorporation, each whole warrant entitling todder
thereof to acquire one common share at a pricd @0$per share until August 11, 2008.

Share issuance costs related to the private platerneught-deal equity financing and over-allotmeption
were $1,979.

During the fourth quarter of fiscal 2008, 861 thaud warrants were exercised for cash proceeds,8731At
March 31, 2008, there were 9.8 million purchaserargs outstanding. No value was attributed to tlerants
issued during the second quarter.

During the fourth quarter of fiscal 2008, 151 thanud common share options were exercised for castepds of
$200. On exercise of these common share optiodS #as credited to share capital from contributaglss.
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(thousands of Canadian dollars, except per sharewats)

11.

12.

13.

14.

Commitments

In order to ensure the continued availability ofidaaccess to, facilities and services to meet tipes
requirements, the Corporation has entered intoi+petr agreements for the lease of coal propertiekicles,
equipment, buildings and office space. Under @mtér existing at March 31, 2008, future minimum anie
payable under these agreements are summarized:below

2009 $ 726
2010 $ 401
2011 $ 238
2012 $ 238
2013 and thereafter $ 612

Grande Cache Coal has a commitment to purchadeasixtrucks that will primarily be used to supplemthe
transportation of coal from the surface mine to phecess plant. The haul trucks have an estimabst af
U.S.$4.1 million. At March 31, 2008, U.S.$1.9 nali had been paid towards the purchase of the halks.

General and Administrative

2008 2007
Head office administrative and marketing charges $ 636 $ 3,935
Non-cash stock-based compensation charges 1,575 4151,
Foreign exchange loss 1,884 650

$ 9,089 $ 6,000

Non-recurring Charges

In fiscal 2007, Grande Cache Coal incurred a chafgg335 for cancelling a commitment to purchaseing
equipment from a major equipment manufacturer a2@ $nillion in demobilization costs were paid tceth
surface mining contractor in connection with thert@ation of the contract. These expenses are xpeated to
occur again in the future and have been classd®&aon-recurring costs. These non-recurring casie fbeen
classified as Other Expenses as they are not ptine @ontinuing day to day operations of the mine.

Taxes

The Corporation has a future income tax asset @f43 (2007 - $20,218) that has not been recognitbd
components of the future tax asset are as follows:

2008 2007
Temporary differences related to buildings and popgint and
mineral properties and development costs $239% $ 35
Asset retirement obligations 1,181 1,229
Share issuance costs 1,178 1,353
Non-capital loss carryforward 17,658 17,601
Valuation allowance (22,413) (20,218)
$ - $ -
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15.

16.

Income tax expense differs from that which wouldelzspected from applying the effective Canadian faldend
provincial income tax rates of 29.4% (2007 — 32.584he net loss before taxes, as follows:

2008 2007

Expected income tax recovery $ 4243 $ 2,044

Decrease resulting from:

Stock based compensation (463) (460)
Other 359 230

Tax rate reductions (1,944) -
Future income tax recovery not recognized (2,195) (1,814)
Provincial crown royalties 1,015 724
$ 1,015 $ 724

The Corporation has non-capital losses for incoaxepurposes totaling approximately $60,113 (200%#57)
which may be carried forward and applied againsaliée income of future years, expiring as to $472008,
$981 in 2009, $1,081 in 2010, $1,872 in 2014, $34.,n 2015, $26,125 in 2016, $1,851 in 2017 an@%5,in
2018.

Net Loss per Share

The following table reconciles the denominatorstfasic and diluted net loss per share calculatidre treasury
stock method is used to determine the dilutive a¢ftd the share options. There was no dilutive affer the
Corporation’s outstanding share options, warrants eonvertible debentures as the effect of all @ges and
conversions would be anti-dilutive to the net Ipses share.

(thousands, except per share information) 2008 2007
Weighted average shares outstanding — basic amtediil 64,666 50,632
Net loss $ (15,458) $ (7,014)

Net loss per share:

Basic and diluted $ (0.24) $ (0.14)

Stock-Based Compensation

The Corporation has a share option plan, pursuamthich the Board of Directors or a committee tbénmay
from time to time grant options to purchase comrebares. Share options granted under the plan magy da
term of up to ten years and are subject to vegigripds determined by the Board of Directors. Thaimum
number of shares authorized for option grantangdid to 10% of the aggregate number of issuedoatstanding
common shares, less the number of common shanggbisspursuant to all other security based compiemsa
arrangements.

Total stock-based compensation expense includegmeral and administrative expenses for the figeal was
$1,575 (2007 - $1,415) and was a result of opt@grasted pursuant to the Corporation’s share ogtlan.

On May 24, 2007, pursuant to the Corporation’s shaption plan, options to purchase 520 thousandromm
shares were granted to employees, consultantseoffiand directors of the Corporation at an exerprice of
$0.88 per share. The options have a five year &minare subject to an 18 month vesting period.

On June 30, 2007, options to purchase 32 thousamehon shares were cancelled. On August 31, 20Qignsp
to purchase 17 thousand common shares were cahcelle
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On January 9, 2008, options to purchase 1,950 #musommon shares were granted to employees, ¢anisl
officers and directors of the Corporation pursuanthe Corporation’s share option plan at an esergrice of
$1.04 per share. The options have a five year terdhwill vest on a one third basis on each of M&th2008,
March 31, 2009 and March 31, 2010.

During the fourth quarter of fiscal 2008, optiolspurchase 151 thousand common shares were exkatise
weighted average price of $1.32 per share.

The following transactions occurred during the yeaded March 31, 2007:

On April 12, 2006, pursuant to the Corporation’srghoption plan, options to purchase 900 thousamthwon
shares were granted to employees, consultantseodfiand directors of the Corporation at an exerprice of
$2.44 per share, on October 12, 2006, options tewhase 525 thousand common shares were granted to
employees, consultants, officers and directordef@orporation at an exercise price of $1.05, oneNter 17,
2006, options to purchase 175 thousand common shegee granted to employees of the Corporationnat a
exercise price of $1.05 and on December 15, 2006pres to 125 thousand purchase common shares were
granted to employees of the Corporation at an eseqrice of $0.79. The options have a five yeantand are
subject to an 18 month vesting period.

On July 28, 2006, options to purchase 35 thousamdnwn shares were cancelled, on September 26, 2006,
options to purchase 188 thousand common shares caacelled, on October 26, 2006, options to purehas
thousand common shares were cancelled, on NoveftheP006, options to purchase 23 thousand common
shares were cancelled, on November 30, 2006, aptmpurchase 23 thousand common shares were leahcel
on December 25, 2006, options to purchase 13 thdusammon shares were cancelled, on February 10¥, 20
options to purchase 12 thousand common shares eegreelled, on March 2, 2007, options to purchase 12
thousand common shares were cancelled and on NM&rc¥007, options to purchase 20 thousand commaresh
were cancelled.

The fair value of each share option granted isredgd on the date of the grant using the Black-Bshoption
pricing model, using an estimated volatility at tiae of each grant between 42% and 95%, risk-iinéerest
rates of 3% to 4.5% and an expected term of fiase

Details of the share options outstanding are &svist

Common Shares
Weighted Average

(thousands of shares) Number Exercise Price
Outstanding — March 31, 2006 1,554 $ 2.73
Granted 1,725 1.76
Cancelled (331) 3.53
Exercised - -
Outstanding — March 31, 2007 2,948 2.07
Granted 2,470 1.01
Cancelled (49) 4.13
Exercised (151) 1.32
Outstanding — March 31, 2008 5,218 $ 1.57

Of the share options outstanding at March 31, 20089 thousand options expire in 2009, 200 thodisgations
expire in 2010, 1,435 thousand options expire ih12®04 thousand options expire in 2012, and 190re in
2013.
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17.

18.

19.

Details of the share options exercisable at Madc2B08 are as follows:
Common Shares
Weighted Average

(thousands of shares) Number Exercise Price
942 $ 1.00
187 3.70
115 11.56

10 9.08

75 4.50
610 2.44
467 1.05
83 0.79
168 0.88
650 1.04
3,307 $ 1.89

Financial Instruments
Fair Values
The fair values of accounts receivable, accounygigla and accrued liabilities and revolving debpragimate

their carrying values due to the short-term majwitthese financial instruments. The fair valudarfy term debt
approximates its carrying value as it bears intdrased on a variable market rate.

Economic Dependence
All of the Corporation’s metallurgical coal prodiaat is transported by CN and loaded onto vessel&aatouver
by Westshore Terminals Ltd. or at Thunder Bay byrider Bay Terminals Ltd. There are limited alteinres for

these services and securing alternatives coul@aser distribution costs. Interruption of rail seed would limit
the Corporation’s ability to operate.

Subsequent Events
Subsequent to March 31, 2008, the following eventsirred.
The Corporation made payments of U.S.$1.3 millmmards the purchase commitment on the haul trucks.

3.0 million warrants were exercised into commorresat an exercise price of $1.60 per share fasgpooceeds
of $4.8 million.

2.0 million common shares were issued on the esermf options at an average price of $1.29 perstoargross
proceeds of $2.6 million.

The Corporation received $0.8 million in cash doehe return of restricted cash that had been aseskcurity
for a letter of credit that had been made availdble service provider. A cash secured letter eflitrin the
amount of $1.9 million was provided to the Albe@avernment for abandonment security to cover grdted
costs of reclamation.

Pursuant to the terms of the convertible debenBreokfield converted $7.7 million of the convetéldebenture
into 4.2 million shares.
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