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, 2007. 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&720

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 tthations; 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

March 31 March 31 March 31

(millions of dollars) 2007 2006 2005
Balance Sheet

Total assets 107.5 90.7 100.2

Long-term liabilities 13.9 13.5 2.3

Shareholders’ equity 69.8 50.1 79.9
(millions of dollars, except per share amounts) 2007 2006 2005
Income Statement

Revenue 101.3 90.1 16.8

Cost of sales 93.2 112.3 30.5

Net loss (7.0) (32.1) (18.9)

Basic and diluted net loss per share (0.14) (0.79) (0.56)
(millions, except per tonne amounts) 2007 2006 2005
Statistics

Clean coal production 1.0 1.0 0.4

Coal sales 1.0 0.9 0.3

Average sales price ($/tonne) 101 100 63

Average cost of sales ($/tonne) 93 124 115

Average cost of production ($/tonne) 63 98 91

Grande Cache Coal commenced coal production aed dating the third quarter of 2005.

Results of Operations

Revenue

Grande Cache Coal’s sales volumes for the year wdremillion tonnes generating revenue of $101.8ioni an
increase from last year's sales volumes of 0.9anillonnes and revenue of $90.1 million.

The average U.S. dollar sales price in fiscal 2ib@reased to U.S.$93 per tonne, up from U.S.$9ltqrere last year.
The annual sales volumes included hard coking sal&ls (76%) at an average price of U.S.$100 peretamd PCI
sales (17%) at an average price of U.S.$65 peretoiiie average Canadian dollar equivalent on Udard
denominated sales was $106 per tonne in compaesph08 per tonne in the prior year, reflectingrarsgger Canadian
dollar. Thermal coal sales to the neighboring poplant facility accounted for 7% of the total saledumes and
carried an average Canadian price of $34 per toidwerall, the average realized Canadian dollagssptice for the
year was $101 per tonne, a slight increase fron® $E0 tonne in fiscal 2006.



Production Costs and Cost of Sales

The Corporation’s cost of coal produced was $63tpene, a 36% decline from $98 per tonne last yEhere were
significant productivity gains and cost reductiochi@vements during the year which led to the cogirovement.
Additionally, the Corporation achieved a higherlagzovery yield in the processing plant and pregeel into a lower
strip ratio phase in the surface mine.

Because the strip ratio remaining over the lifettef current surface mining area was reduced tore lgelow the
average for the mine, the Corporation made thes@tetito end its relationship with its surface moentractor and
secure a fleet of mining equipment appropriatetgdito the lower strip ratio mining conditions. gy the transition
period in the second and third quarters, the cotura efforts were focused on removing waste tximéae the coal
readily available to the Corporation, which had #ifect of temporarily increasing the strip ratfothe mine for the
benefit of future periods. Certain stripping castgling $4.3 million were capitalized and will laenortized over the
future coal production generated by the strippictivay which occurred during the transition peridche surface mine
contractor completed mining activity in November080 however raw coal continued to be hauled froe dhrface
mine as needed to meet sales commitments.

Grande Cache Coal’s cost of sales was $93.2 midio$93 per tonne, compared to $112.3 million d24pper tonne in
fiscal 2006. Included in the cost of sales are obgiroduct sold of $64.4 million ($64 per tonn@dalistribution costs
of $28.8 million ($29 per tonne). The cost of prodsold and distribution costs in fiscal 2006 w§#d..4 million ($101
per tonne) and $20.9 million ($23 per tonne), retpely.

The decrease in the unit cost of product sold coeathto the prior period is a result of improved darctivities across

all areas of the operation, a lower strip ratithia surface mine and a higher plant yield. The Ga@ion has also made
a concerted effort to eliminate the services ofti@mtors and replace the essential services witné Cache Coal
employees and equipment.

The increase in distribution costs during the yisgorimarily a result of a higher proportion of giients to eastern
North America which carry higher rail rates thaipsients to port in western Canada, and the impfaitisd surcharges
on rail costs.

Other Operating Expenses

General and administrative expenses during the weae $6.0 million, compared to $5.3 million indé& 2006. These
costs included head office administrative and mamgecharges of $4.0 million ($4.3 million — 2008pn-cash charges
for stock-based compensation of $1.4 million ($ilion — 2006) and a foreign exchange loss of $ibion ($0.2
million — 2006).

Depreciation, depletion and accretion expensethioyear were $4.4 million, up from $3.7 milliontime prior period.
The increase is mainly due to the addition and petde use of more capital assets.

Other Income (Expenses)

The Corporation’s interest and other income wag $dllion in fiscal 2007 versus $0.6 million lastar and consists
primarily of interest earned on restricted casterigst earned on short term investments and at@essharged for the
use of roads belonging to the Corporation.

Interest and other expenses for the year were @illion, up from $0.7 million last year and consjgtimarily of
interest paid on the revolving and term debt.

Non-recurring charges during the year were $2.8ionil(nil — 2006). These expenses consist of $2iliom in
demobilization costs paid to the surface miningt@mrtor in connection with the termination of thentract and a
charge of $0.3 million as a fee for the cancellatiba planned equipment purchase.



Liguidity and Capital Resources

At March 31, 2007, Grande Cache Coal had cash asid equivalents of $4.6 million, an increase o63$8illion over
the year, compared to a cash decrease in fiscél @0$34.5 million.

Cash used in operating activities during the yeas $16.8 million compared to a cash use of $38llfomin the prior
year. The Corporation’s net loss of $7.0 millio®2% million - 2006) was a large reason for thenaase. As well, the
net change in non-cash working capital increasea ¢ash use of $15.7 million in 2007, from $11.3iam in 2006,
due mainly to an increase in inventory and a deeré@@accounts payable.

During fiscal 2007, financing activities generatessh of $28.7 million, up from $19.3 million in tle®mparable
period. The Corporation closed a bought deal edingncing for net proceeds of $25.3 million. Agbof 10.0 million
units (“Units”) of the Corporation were issued aprice of $2.70 per Unit for gross proceeds of §27illion. Each
Unit consisted of one common share and one-hatingf common share purchase warrant of the Corparagiach
whole warrant entitling the holder thereof to acquine common share at a price of $3.40 per shaileApril 5, 2007.
The proceeds of the equity financing were usedhinte the Corporation’s capital expenditures anodige additional
working capital. Share issuance costs relatedeidotiught deal equity financing were $1.7 million.

During the year, the Corporation also exercisedofiion to extend its $10 million term facility argll5 million
revolving facility for an additional year. The ciethcilities are secured by a general securityeagrent with interest
payable monthly at a rate of prime plus 2% per anand have a maturity date of April 8, 2008. Thebwrowing on
the revolving facility during the year was $3.5linih, bringing the balance at March 31, 2007, t5 #illion.

The prior year included cash proceeds from thelving and term debt of $21.5 million, proceeds ba tssuance of
share capital of $1.5 million and repayments oergtayable totaling $3.8 million.

Investing activities resulted in a cash decreas$808 million compared to $14.9 million last ye@he current year
included $4.3 million of cash used for prestrippadivities in the surface mine. As the strip ragonaining over the
life of the current surface mining area was redutieel decision was made to end the Corporatiotédioaship with its

surface mine contractor and secure a fleet of rgieiquipment more appropriately sized to the mifeiger strip ratio

mining conditions. During the transition periode tbontractor’'s efforts were focused on removingtevés maximize

the coal readily available to the Corporation, Wwhiad the affect of temporarily increasing thepstetio in the mine
for the benefit of future periods. These deferrbdrges will be amortized over the future productiemerated by the
stripping activity which occurred during the year.

Cash invested in capital projects was $3.6 mil[®b6.8 million — 2006), which was net of a deposfuind of U.S.$1.0
million on the cancellation of an equipment purehés which a deposit had previously been made. Cboration
had commitments to purchase a mining shovel andldrdm a major mining equipment manufacturer.eTéstimated
total cost of the equipment was U.S.$16 millionthwarogress payments required over the courseeofminufacturing
process. The Corporation cancelled this commitnmentSeptember 8, 2006. To the date of cancellatwogress
payments of U.S.$4.7 had been paid towards thiswmboment. Of the U.S.$4.7 million already paid, $%4 million

has been used to purchase underground mining equipinom the same vendor, U.S.$0.3 million wasinet by the
vendor as a cancellation fee and U.S.$1.0 millias veturned to the Corporation.

The prior year’s investing activities included caskeased of $3.5 million relating to letters oédtit.

Grande Cache Coal believes the current revolvinijtiais sufficient to fund its ongoing working paal requirements.
The Corporation expects to maintain sufficient imeey levels at the port to meet customer requirgs)eprovided
adequate rail service is available. At March 31072Ghe Corporation had $30.3 million in coal intay, compared to
$30.9 million at the end of the previous quarter.

The Corporation did not have any off-balance sfieahcing structures in place at March 31, 2007 ©hly long term
liabilities of the Corporation are asset retiremebligations with a present value of $3.8 milliacgpital lease
obligations of $0.1 million and long term debt dfo$0 million. Grande Cache Coal’s asset retirenadtigations are
covered by a cash deposit of $0.1 million and tetté credit totaling $5.5 million provided to tiAdberta Government,
which are presently secured by restricted cash.



Grande Cache Coal is finalizing the acquisitionaofleet of mining equipment with which to resumédl-fcale
operations in the surface mine. Financing for theigment is currently being negotiated and is etgubto result in a
combination of lease and debt financing. As of Ma3d, 2007, the Corporation has placed U.S.$0.Bomiin deposits
on surface mining equipment which is projected @cobsite in the second quarter of fiscal 2008s Hrticipated that
operations in the surface mine will resume in Smper 2007, conditional upon timely delivery of th@ning
equipment and the availability of skilled labour fmmmissioning the equipment. Capital expenditdoeshe surface
mine are expected to total approximately $32 mmllituring fiscal 2008, with approximately $3.0 nailiito be incurred
in the first quarter and the balance in the se@ndithird quarters.

In order to ensure the continued availability afdaccess to, facilities and services to meet ¢ipea 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 eused credit facility. Under contracts existingMarch 31, 2007,
future minimum amounts payable under these agretsnaee:

(millions of dollars) Payments Due by Period

Less than 1-3 4-5 After
Contractual Obligations Total 1 year years years 5 years
Long term debt 10.0 - 10.0 - -
Leases 2.3 0.5 1.0 0.3 0.5
Total Contractual Obligations 12.3 0.5 11.0 0.3 0.5

Summary of Quarterly Results

(millions, except per unit amounts) Q1 Q2 Q3 Q4 2007
Clean coal production 0.3 0.2 0.3 0.2 1.0
Coal sales 0.2 0.3 0.3 0.2 1.0
Average sales price ($/tonne) 125 103 95 78 101
Average cost of sales ($/tonne) 101 97 88 86 93
Average cost of production ($/tonne) 60 63 63 68 63
Revenue (dollars) 29.0 29.8 28.7 13.8 101.3
Net (loss) income (dollars) 1.7 (1.8) (2.2) 4.7) 7.00
Basic and diluted net (loss) income per share 0.03 (0.03) (0.04) (0.09) (0.14)
(millions, except per unit amounts) Q1 Q2 Q3 Q4 2006
Clean coal production 0.2 0.3 0.2 0.3 1.0
Coal sales 0.1 0.4 0.2 0.2 0.9
Average sales price ($/tonne) 81 90 106 122 100
Average cost of sales ($/tonne) 172 109 130 121 124
Average cost of production ($/tonne) 110 104 99 86 98
Revenue (dollars) 9.4 34.5 19.2 27.0 90.1
Net loss (dollars) (12.2) (10.5) (6.9) (2.6) (32.1)
Basic and diluted net loss per share (0.30) (0.26) (0.17) (0.06) (0.79)
Outlook

Metallurgical Coal Markets

Coal sales volumes for fiscal 2008 are expectdzbtm the range of 1.4 to 1.6 million tonnes, aogdint upon adequate
rail service and a timely startup of the surfaceenilt is projected that coking coal will accouat 0% of the total
sales volumes and achieve an average price of appately U.S.$85 per tonne. It is anticipated tR&ll sales will
account for 10% of the total sales volumes andzealn average price of approximately U.S.$68 pené.
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Grande Cache Coal is maintaining a focus on expgndnd diversifying its customer base geographjicadl well as
within traditional markets to mitigate delays insgel nominations. The demand for metallurgical wgkcoal is
expected to remain strong over the medium termaklwide supply and demand remains balanced.

Operations

It is projected that operations in the surface mileresume in September 2007, contingent uporiyndelivery of the

mining equipment and the availability of skilledotaur for commissioning the equipment. Once fullface mine

operations resume the combination of a lower s#i and the anticipated productivity improvemesuts expected to
reduce production costs from 2007 levels.

The Corporation is continuing to focus on cost oordind productivity improvements in the undergrdumine and the
process plant. These areas are not affected bychhege in the surface mining activities and witmtowed
underground mine production the Corporation expéctwill produce sufficient coal volumes to mees isales
commitments for the first half of the fiscal yefmlJowing which the surface mine operations areestpd to resume.

Production levels for fiscal 2008 will continue tme managed according to scheduled sales volumesttend
maintenance of adequate inventory levels.

Capital Expenditures

The Corporation anticipates spending approxima$d® million on capital additions and a drilling program in &ikc
2008. Grande Cache Coal is finalizing the acquoisitf a fleet of mining equipment with which to oaie the surface
mine. Financing for the equipment is currently lgemegotiated and is expected to result in a contbmaf lease and
debt financing. Expenditures on equipment for tleepGration’s surface mining fleet are expectedgpraximate $32
million and will occur primarily during the secorehd third quarters of the year. The Corporationgiased deposits
on a mining shovel, a mining drill and a fleet @fuh trucks. It is anticipated that operations ia #urface mine will
resume in September 2007, conditional upon timelydry of the mining equipment and the availapilitf skilled
labour for commissioning the equipment.

Other Information

The Corporation has not entered into any off-batasiteet arrangements at this time. Looking forwergort trade
credit insurance may be used to support accoucgsvable.

As at June 26, 2007, there were 50,768,688 comrhares issued and outstanding and the followingesbations
were also outstanding:

Number Number Exercise
Share Options Outstanding Granted Vested Price Expiry Date
1,058,334 1,058,334 $1.00 March 21, 2009
162,500 162,500 $3.70 July 21, 2009
37,500 37,500 $3.70 August 8, 2009
125,000 125,000 $11.56 March 15, 2010
10,000 10,000 $9.08 June 9, 2010
75,000 37,500 $4.50 October 18, 2010
655,000 430,000 $2.44 April 11, 2011
525,000 175,000 $1.05 October 11, 2011
175,000 58,333 $1.05 November 16, 2011
125,000 41,667 $0.79  December 14, 2011
520,000 - $0.88 May 23, 2012

Total 3,468,334 2,135,834




Subsequent Events

On April 5, 2007, 5,000,000 warrants entitling thelder to purchase one Common Share at a price8d0%each
expired. On the same day, warrants entitling agenpsirchase an aggregate of 500,000 Common Shaegsexercise
price of $3.40 per share also expired.

On April 26, 2007, the Corporation placed a U.2%$0million deposit on a mining drill for the sucta mine
operations. To date, the total deposit placed emtming drill is U.S.$0.5 million.

On May 9, 2007, the Corporation placed a U.S.$lilRom deposit on the haul trucks for the surfaceenoperations.
To date, the total deposit placed on the haul susk).S.$1.45 million.

On May 24, 2007, as part of the Corporation’s stigrgon plan, 520 thousand options to purchase comsihares
were granted to employees and directors of the @atjpn at an exercise price of $0.88 per share. dgtions have a
five year term and are subject to an 18 month nggieriod.

On June 1, 2007, the Corporation placed a U.S$dldn deposit on a mining shovel for the surfanme operations.
To date, the total deposit placed on the miningzehis U.S.$0.5 million.

On June 11, 2007, the Corporation signed a ternetsaed made a U.S.$250 deposit with a Canadiamdiak
institution. A credit agreement for financing theface mining equipment is currently being negetiat

On June 19, 2007, the Corporation placed a U.S#dl®n progress payment on the haul trucks far surface mine
operations. To date, total payments placed ondloéthucks is U.S.$1.7 million.

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 génexatepted
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
assumptions could result in different estimates actdal results may vary from results based onetlestimates. 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 thegerof coal and changes in estimates of the coptafuction. Reserve



estimates can have a significant impact on incoasethey are a key component in the calculationegfiation. A
change in the estimate of reserves could resaltadnange in the rate of depletion or in impairnwdrthe assets.

The Corporation reviews the recoverability of tissets 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 ot@api change in these
estimates could result in an impairment of theteelassets resulting in a write down.

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 detenenil 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 increattiegcarrying
amount of mineral properties. The carrying amoamtdpleted on units of production based on thegir@nd probable
reserves of the coal leases. The liability amoarnihéreased each reporting period due to the passaime and the
amount of accretion is charged to accretion expantiee period. Any change in the timing or amooifithe cash flows
subsequent to initial recognition results in a g&im the asset and liability, which then impactpldtion 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 shat@éoong granted is
measured at fair-value at the grant date and erpenser 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 theiatnnecorded.

Initial Adoption and Changes in Accounting Policies

All accounting policies adopted by the Corporatame in accordance with Canadian generally acceptedunting
principles. There were no changes in accountingigslduring the year.

CICA Handbook Section 3855, “Financial InstrumenfRecognition and Measurement” will be applicablée
Corporation in fiscal 2008. Section 3855 estabBs$tandards for recognizing and measuring finamesatuments and
non-financial derivatives. The Corporation doeslmteve that this change in accounting policy wdlve a material
effect on the financial statements.

Disclosure Controls and Procedures

Disclosure controls and procedures have been dasignensure that information required to be dssdoby Grande
Cache Coal is accumulated and communicated to thgpdCation'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 theadritie period covered by the annual filings tha @orporation's
disclosure controls and procedures are effectiyirdoide reasonable assurance that material infiomaelated to the
Corporation is made known to them. It should beeddhat while Grande Cache Coal's Chief Execu@ffcer 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 proceduresternal 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 taiaimg
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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 CEDGFO have assessed the design of the Compatstadh
control over financial reporting procedures. Anysteyn of internal control over financial reportingshinherent
limitations and can provide only reasonable assigarith respect to financial statement preparadiot presentation.
Management is continually monitoring and revisitegdontrol procedures and processes. The Compass/ it have
complete segregation of duties within the Finanagcfion due to a small staff complement. As a tethdre is no
independent review of more complex areas of acaogireind certain accounting estimates prepared ®CHO. The
Corporation employs additional entity level consrd compensate for any deficiencies which maytexis

As at March 31, 2007, management has concludedhbanternal controls over financial reporting weppropriately

designed to provide reasonable assurance regatngliability of financial reporting and the peggation of financial
statements for external purposes in accordanceGAAP.

RISK FACTORS

An investment in the Corporation's securities stiobé 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 inwsshould 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 iphases. Grande Cache Coal competes with numerigs o
participants in the search for, and the acquisitibrcoal properties and in the marketing of co@rande Cache Coal's
competitors include coal mining companies that hewlestantially 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, armtpction costs in major coal producing regions.tha past, there
have been periods of oversupply of metallurgicalda 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 Guggion. Grande

Cache Coal's dependence on foreign markets mait irsmstability due to political and economic facs in those
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 deciddismontinue that operation forcing Grande Cachal @ incur

closure and/or care and maintenance costs, as$iegencay 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
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industry's business, technological developmenthénsteel-making process and the availability difssitutes for steel
such as aluminum, composites and plastics. A fatgmit reduction in the demand for steel produotsiiel 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 substitutionmetallurgical coal in the integrated steel Inpifocess, the
demand for metallurgical coal would materially d=ge, which would also materially and adverselgcaffsrande
Cache Coal.

Operational Risks

Exploration, Development and Production

Coal mining operations involve many risks that eeecombination 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 reservésigeplend 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 Cazdlewdl be able
to continue to locate satisfactory properties foguasition or participation. Moreover, if such acgjtions or
participations are identified, Grande Cache Coal rdatermine that current markets, terms of acdaisitand
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, fitseifit transportation capacity or other geologicgotechnical and
mechanical conditions. While diligent mine supsim and effective maintenance operations can ibobér to
maximizing production rates over time, productietays from normal field operating conditions canbeteliminated
and can be expected to adversely affect revenueasidflow levels to varying degrees.

Coal exploration, development and production openatare subject to all the risks and hazards &ffyiassociated
with such operations, including hazards such asremwmental hazards and industrial accidents, edolhich could
result in substantial damage to mines, productiailifies, 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 exploratm development stage, the nature of these riskgeis that liabilities
could exceed policy limits, in which event the Ganggtion could incur significant costs that couldvéiaa material
adverse effect upon its financial condition. Codhing operations are also subject to all the rigkécally 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 does not have a significant tpgraistory. Grande Cache Coal has earned linptedits to date,
and there is no assurance that it will continuddcso in the future. As a result, there can bassurance that Grande
Cache Coal will be able to develop and operatpritperties, or any one of them, profitably, or thatactivities will
generate positive cash flow. As a result of Gra@dehe Coal's lack of operating history, it facemynof the risks
inherent in starting a new business.

Coal Transportation

The majority of coal that is produced by Grandel@aCoal is exported outside of North America. Gea@@che 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 ant gervices. As a result, a significant portiortatl 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 Canadldational
Railway Company (“CN”) and loaded on to vessel=iier Vancouver at Westshore Terminals or Thuriiyr at
Thunder Bay Terminals. Contractual disputes, nafl port capacity issues, prolonged labour stoppanesiability of
vessels, weather problems or other factors thatemteCN, Westshore Terminals or Thunder Bay Teatsinfrom
providing their services could seriously impact @&fa Cache Coal's financial condition. In additisignificant cost
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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 @emeos difficulties
obtaining equipment, tires and other supplies &maly basis. In the event that Grande Cache Goahable to secure
required mining equipment on a timely basis, exjgansctivities, production, productivity and costeuld be
negatively affected.

Foreign Currency Exchange Rates

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

thereby reducing the profitability of Grande Ca€wal 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 ahgrande 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 gntags, such reviews do not guarantee or certéy &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&dat's control. Market price fluctuations in thegar of coal, as well
as increased production costs or reduced recowes,rmay render a portion or all of the reserves r@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
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 eeed\from identified reserve areas or propertiad, )@venues and
expenditures related to the exploitation of Gratbeche Coal's reserves, may vary materially fronimestes. The
estimates of reserves and resources therefore mwiapaturately reflect Grande Cache Coal's actusémes and
resources and may need to be restated in the future

Grande Cache Coal’s profitability will depend sualpgially on the Corporation’s ability to mine catdposits that have

the geological characteristics that enable therbgamined at competitive costs. Replacement depastg 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 developmentcofrently

owned properties and the acquisition of propeffiesh third parties. However, management may noalde to fully
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assess the geological characteristics of any ptiepethat it acquires until after the acquisitiovhich may adversely
affect the profitability and financial condition tife Corporation.

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

Mining Risks and Insurance

Grande Cache Coal's mining operations are suljemriditions beyond the control of managementdhatdelay coal
production or delivery, or increase the cost ofimgn Such conditions include natural disastersxpaeted equipment
repairs or replacements, unusual geological folnati environmental hazards, industrial accidentd, inclement or
hazardous weather conditions. Such conditions coeddlt in damage to, or destruction of, mineralperties or
production facilities, personal injury or deathyvieanmental damage, delays in mining, monetarydssand legal
liability. In this regard, Grande Cache Coal maimansurance against risks that are typical inrtti@ing industry. In
addition, Grande Cache Coal has insured its phlyaisets and purchased liability insurance at feitddelieves to be
reasonable. However, there is no guarantee thhtisaarance coverages will be adequate in all cases

Insurance against certain risks, including lialgiitfor environmental damage, is not availablecasonable economic
rates to Grande Cache Coal. To the extent thatder@ache Coal is subject to environmental liab#itithe payment of
such liabilities would reduce the funds availale&rande Cache Coal. Should Grande Cache Coal dgeuto fully
fund the cost of remedying an environmental probl&rande Cache Coal may be required to suspendtiges or
enter into interim compliance measures pending detiop of the required remedy.

Litigation

Legal proceedings may arise from time to time ie tourse of Grande Cache Coal's business. Theeelieen a
number of cases where the rights and privilegesniofing and exploration companies have been theestlyf
litigation. Such litigation may be brought agai@itnde 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 digglem the outstanding Common Shares. Any decisigmay
dividends on the Common Shares will be made bybtherd of directors on the basis of the Corporati@arnings,
financial requirements and other conditions exgsahsuch future time.

Personnel

Grande Cache Coal's personnel are not currentignizégd. 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 stopmagr slow-downs involving the unionized employeésts key
service suppliers could have a material adverszeffjpon Grande Cache Coal's revenues.

Grande Cache Coal’s success depends in large meaiswgertain key personnel. The loss of the sesvaf such key
personnel could have a material adverse affecthenCorporation. Grande Cache Coal does not hayep&eson
insurance in effect for management. The contrimgi 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 attraad aetain all
personnel necessary for the development and operafiits business. Investors must rely upon thiéity expertise,
judgment, discretion, integrity and good faith loé tmanagement of the Corporation.

Government Requlations

Changes in Legislation

There can be no assurance that income tax lawaltyoregulations and governmental incentive progragiating to
the mining industry in Canada will not be changedimanner which adversely affects the Corporafitiere can be
no assurance that income tax laws, royalty reqratiand government incentive programs relatinght rining

12



industry in other coal producing countries will rdftange 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 widlmong other
things, employee health and safety, air qualitpadads, water pollution, groundwater quality andikbility, plant
and wildlife protection, the reclamation and reatmm of mining properties and the discharge ofemals into the
environment. This legislation has had and willtgmre 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 increasirg dbsts. The Corporation's lands and activities are subject
extensive federal and provincial laws and regutegicontrolling not only the mining of and explocetiof mineral
properties, but also the possible effects of sutiviies upon the environment. Future legislatiord 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@dgehe Coal must comply with legislated or regulat&ndards and
existing laws and regulations which may entail tgear lesser costs and delays depending on theenaf 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 accessrommental

and health and safety and other matters in cororegtith coal mining. Regulatory authorities exsectonsiderable
discretion in whether or not to issue permits,rfges and approvals and the timing of such issuané¢so, private

individuals and the public at large possess rigltsomment on and otherwise engage in the permgjtticensing 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 adssued in a timely
fashion, or may contain requirements which resttietCorporation's ability to conduct its miningeogtions or to do so
profitably.

Kyoto Protocol

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

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

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

In October 2006 the government of Canada annouiiseidtention to develop and implement regulatorgasures
primarily, but not exclusively under t@anadian Environmental Protection Act, 198&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 potitseand greenhouse gases.

A consultation process between members of key ingligsectors and the government of Canada commeinctde
2006. The government of Canada has committed tesutban the form of the overall regulatory frameivdhat will
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 2010-2016qak

In the second consultation phase, beginning in sem&®07 and likely continuing until the end of 20G8e
government of Canada intends to engage in deta&itetsultations on the proposed regulations that apiply to
individual sectors, including defining sectoral ightions and timelines. The government of Canatienas to publish
the first sectoral regulations, for public commbkaginning in spring 2008. Proposed regulationgHerfirst sectors are
expected to be finalized no later than 2008. Aflestregulations are at this time planned to cornte force by the end
of 2010.

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 thexecarrently no
economic substitutes for these forms of energy.didsussed above, the federal government has nalizéa any
formal regulatory programs to control greenhoussegand it is not yet possible to determine thefemqtial effects on
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the operations of Grande Cache Coal. Most of Gr&@aighe Coal's products are sold outside of Carmatthsales are
not expected to be significantly affected by Carmdéyoto ratification decision. However, the broadoption of

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

The Government of Alberta has confirmed its intémtset greenhouse gas intensity limits for largdttens of
greenhouse gases in Alberta. The Government laslisbed the Specified Gas Emitters Regulatiorickvbomes into
force on July 1, 2007. Under the Regulation, aflustrial operations that exceed 100,000 tonnelsooadioxide
equivalent annually will be subject to reportinglan12% intensity reduction requirement.

For "new" facilities such as Grande Cache Coaleyagmons, emission intensity reductions will be ggthin over a six
year period. The program is intended to inducerawgments in operations that have the effect ofice) 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@iltnne of carbon dioxide equivalent) or purehafsets or
performance credits from other Alberta-based opesat

Operators are expected to report on emission lereBeptember 1, 2007. Grande Cache Coal hopegptnd current
levels of production, which will undoubtedly qualithe Corporation for the greenhouse gas intengtjuction
requirement.

Until the federal and provincial regulations areaeciled, 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 operationghe 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 dischargéllthough 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 cadtgroduction,
development or exploration activities or otherwidversely affect the Corporation's financial caondit results of
operations or prospects.

Credit Risk
Credit Facility

Grande Cache Coal's secured credit facility costaimvenants that require the Corporation to mesgsicefinancial
tests and that restrict, among other things, thktyabo incur additional debt, dispose of assetspay dividends in
certain circumstances. These restrictions may I@n#inde Cache Coal from paying dividends to shadens.

Additional Funding Requirements

Grande Cache Coal anticipates making substantjzitateexpenditures for the exploration, developmgmbduction

and acquisition of coal reserves in the future.ndeaCache Coal will have to obtain additional dahd/or equity

financing to the extent that the capital expendsuare 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 odelft or equity financing is available, that it lwile on terms
acceptable to the Corporation. The inability of @& Cache Coal to access sufficient capital foojisrations could
have a material adverse effect on the Corporatfordscial condition, results of operations or rests.
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Conflicts of Interest

Certain directors of Grande Cache Coal are alsecttirs of other mineral resource companies anducls 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 caudtinoeto place undue reliance on forward-lookinfpimation. 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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Management's Report

The accompanying consolidated financial statemants$ related financial information in the annualagpare the
responsibility of management, have been preparedcrordance with Canadian generally accepted atiogun
principles and necessarily include amounts thdeeceimanagement’s judgment and estimates. Finaidi@mation
contained elsewhere in this annual report is ctarsisvith that found in the consolidated finanattements.

Management has developed and maintains systemscotiating, 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 externdltcas appointed by the shareholders, have conduate
examination of the consolidated financial statemémtaccordance 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 moanagement
directors. The Audit Committee reviews the consaikd financial statements with management andrtiependent
auditors prior to submission to the Board of Dicestfor approval. The independent auditors havieafull free access
to the Audit Committee. The Audit Committee revieasnual and interim consolidated financial stateieand
Management’s Discussion and Analysis, as well arporation’s Annual Information Form prior teethrelease.

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

June 27, 2007

Auditors’ Report

To the Shareholders
Grande Cache Coal Corporation

We have audited the consolidated balance sheetrafid@ Cache Coal Corporation as at March 31, 20@i7tke
consolidated statements of loss and deficit andh desvs for the year ended March 31, 2007. Thesantial
statements are the responsibility of the Corpon&immanagement. Our responsibility is to expresspnion on these
financial statements based on our audit.

We conducted our audit in accordance with Canademerally accepted auditing standards. Those stasdaquire

that we plan and perform an audit to obtain redslenassurance whether the financial statementfregeof material

misstatement. An audit includes examining, onsh basis, evidence supporting the amounts andodises in the

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

In our opinion, these consolidated financial stapta present fairly, in all material respects, fihancial position of
the Corporation as at March 31, 2007 and the esilits operations and its cash flows for the yi@n ended in
accordance with Canadian generally accepted adogumtinciples.

The 2006 comparative figures are based upon calaeli financial statements which were reported yprother
auditors who signed their opinion on May 15, 2006.

(Signed) PricewaterhouseCoopers LLP

Chartered Accountants

Calgary, Alberta
June 27, 2007
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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 3)
Accounts receivable
Inventory (note 4)
Prepaid prestrip charges (note 5)
Prepaid expenses

Deposit for future reclamation expenditures
Capital assets (note 6)

Liabilities

Current liabilities
Accounts payable and accrued liabilities
Revolving debt (note 7)

Long term debt (note 7)
Asset retirement obligations (note 8)
Capital lease obligations

Shareholders’ equity
Share capital (note 9)
Contributed surplus
Deficit

Commitments and Contingencies (note 17)

See accompanying notes to the consolidated finhsigitements.

(Signed) Robert G. Brawn
Chairman of the Board

2007 2006

$ 4614 $ 973
6,528 6,138

5,129 2,836

34,677 26,509

4,193 -

1,769 1,490

56,910 37,946

82 82

50,473 52,720

$ 107,465 $ 90,748
$ 8,788 $ 15,653
15,000 11,500

23,788 27,153

10,000 10,000

3,783 3,470

104 -

37,675 40,623

126,979 101,715

3,036 1,621

(60,225 (53,211)

69,790 50,125

$ 107,465 $ 90,748

(Signed) Donald du@as

Director



Grande Cache Coal Corporation

Consolidated Statements of Loss and Deficit

Years Ended March 31

(thousands of Canadian dollars, except per shanewants)

Revenue

Expenses
Cost of product sold
Distribution
General and administrative (note 10)
Depreciation, depletion and accretion

Loss from operations

Other income (expenses)
Interest and other income

Interest and other expenses
Non-recurring charges (note 11)

Net loss before taxes
Taxes(note 12)

Net loss

Deficit, beginning of year
Deficit, end of year
Net loss per shargnote 13)

Basic and diluted

See accompanying notes to the consolidated finbsizEitements.
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2007 2006
101,251 $ 90,106
64,398 91,385
28,841 20,888
6,000 5,335
4,409 3,686
103,648 121,294
(2,397) (31,188)
399 578
(1,751) (747)
(2,541) -
(6,290) (31,357)
(724) (761)
(7,014) (32,118)
(53,211 (21,093)
(60,225 $ (53,211)
(0.14) § (0.79)




Grande Cache Coal Corporation
Consolidated Statements of Cash Flows
Years Ended March 31

(thousands of Canadian dollars)

2007 2006
Cash provided by (used for)
Operating activities
Net loss ¢ (7,014, ¢ (32,118)
Items not affecting cash
Stock-based compensation (note 14) 1,415 767
Unrealized foreign exchange loss 25 277
Depreciation, depletion and accretion 4,409 3,686
(1,165) (27,388)
Net change in non-cash working capital relatingperating activities (15,650) (11,345)
(16,815) (38,733)
Financing activities
Proceeds on revolving and long term debt (note 7) 3,500 21,500
Proceeds on issuance of share capital (note 9) 27,000 1,545
Share issuance costs (note 9) (1,736 Q)
Payment on capital lease obligations (39) -
Repayment of notes payable (note 15) - (3,752)
28,725 19,292
Investing activities
Additions to mineral properties and development (2,219) (4,456)
Additions to buildings and equipment (1,376) (12,350)
Restricted cash (note 3) (390) 3,501
Net change in non-cash working capital relatingnt@sting activities (4,333) (1,592)
(8,318) (14,897)
Effect of foreign exchange on cash and cash equieals 49 (144)
Increase (decrease) in cash and cash equivalents 3,641 (34,482)
Cash and cash equivalents, beginning of year 973 35,455
Cash and cash equivalents, end of year $ 4,614 § 973
Supplemental cash flow information:
Interest paid $ 1,751 ¢ 740
Taxes paid 703 77

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

Notes to Consolidated Financial Statements
March 31, 2007 and 2006

(thousands of Canadian dollars, except per sharewats)

1. Nature of Operations

Grande Cache Coal Corporation (“Grande Cache Coal’the “Corporation”) is an Alberta based
metallurgical coal mining company whose experientssin of coal professionals are operating a mining
operation that produces metallurgical coal for steel industry and holds coal leases covering 82¢000
hectares in the Smoky River Coalfield located irstaeentral Alberta.

2. Significant Accounting Policies

The consolidated financial statements of the Cafian have been prepared in accordance with Camadia
generally accepted accounting principles withinfthenework of the accounting polices summarizeawel

Principles of Consolidation

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

Management Estimates

The consolidated financial statements include gemaanagement estimates that may require accounting
adjustments based on future occurrences. The ngosticant estimates relate to asset retiremenaktibns,
stock based compensation, depletion, depreciadod, an asset impairment test calculation for minera
properties and deferred development. By their eatilnese estimates are subject to measurementaintgr

and the effect on the consolidated financial stat@sfrom changes in future periods could be nslteri

Cash and Cash Equivalents

Cash and cash equivalents consist primarily of aiteown deposit with banks and other highly liquid
investments with a maturity at the time of purchat¢hree months or less. Cash and cash equivaieats
recorded at cost, which approximates market value.

Restricted Cash

Restricted cash consists of cash set aside asityefturletters of credits provided to governmegeacies
and to service providers. Restricted cash is rembed fair market value.

Inventory

Coal inventory is valued at the lower of averagedpiction cost and net realizable value. Productiosts
include contract mining, labour, operating materiaind supplies, transportation costs and a relevant
allocation of overhead including depreciation aegldtion.

Materials inventory consists of parts, supplies andsumables, and is valued at the lower of codtreat
realizable value.

Prepaid Prestrip Charges

In accordance with EIC-160: Stripping Costs Incdrie the Production Phase of a Mining Operatioe, th
Corporation has capitalized certain stripping calt® to mining conditions in which the surface mine
contractor was winding down its activities for tBerporation. During the transition period, the caotor’s
efforts were focused on removing waste to maxirttizecoal readily available to the Corporation, vahiad
the affect of temporarily increasing the strip@dti the mine for the benefit of future periodse¥a deferred
charges will be amortized over the future productgenerated by the stripping activity.

Mineral Properties and Development

The Corporation has acquired several crown coakeled‘Leases”) in the Grande Cache, Alberta araeh e
for a term of 15 years. The recoverability of theoaints recorded for mineral properties and devetgm

20



Grande Cache Coal Corporation

Notes to Consolidated Financial Statements
March 31, 2007 and 2006

(thousands of Canadian dollars, except per sharewats)

costs are dependent on the existence of econoynieabverable reserves and future profitable prodoc
from the mineral properties.

Mineral properties and development include expeme# to acquire and develop mineral properties and
reserves. Development costs incurred to develop meserves in advance of commercial production are
capitalized. Exploration costs that relate to #jmeproperties for which economically recoverabéserves
have been established are capitalized.

Mineral properties and development costs are teRiedecoverability whenever events or changes in
circumstances indicate that their carrying amouay mot be recoverable. When the net carrying vafube
mineral properties, less their related provisiom &sset retirement obligations, exceeds the estiinat
undiscounted future net cash flows together withirthesidual values, the mineral properties aretenri
down to their fair value.

Depreciation and Depletion

Depreciation of computer equipment and softwapravided for using the declining balance methorhtds
ranging from 30% to 100% per annum. Depreciatiohwldings and equipment is straight-line basedhan
useful life of the asset ranging from 4 to 20 ye@spletion on producing properties is calculatsthg a
unit of production method based on proven and flebeeserves of the respective coal leases. Denwlop
costs are charged to depletion expense on a upibadiiction method based on proven and probabéeves
of the respective coal leases.

Asset Retirement Obligations

The value of the liabilities for asset retiremembiigations is recognized in the period they areuined,
discounted to its present value using the Corpmmaticredit adjusted risk-free rate and the comwasding
amount is recognized by increasing the carrying warh@f mineral properties. The carrying amount is
depleted on unit of production method based onpitewen and probable reserves of the respective coal
leases. The liability amount is increased eachrigggpperiod due to the passage of time and theuaof
accretion is charged to accretion expense in thegeRevisions to the estimated timing of cashvBoor to
the original estimated undiscounted cash flowsa@lgo result in an increase or decrease in thigadtan.
Actual costs incurred upon settlement of the retaet obligation are charged against the obligatiothe
extent of the liability recorded. Any differencetiveen the actual costs incurred upon settlemerthef
obligation and the recorded liability is recognizasl a gain or loss in the period in which the setént
occurs.

Foreign Currency Translation

Foreign currency assets and liabilities are traaedlanto Canadian dollars at the month-end exchaaigefor
monetary items and at the historical exchange faat@on-monetary items. Foreign currency revenues a
expenses are translated at the exchange rate éot edh the dates of the related transactions. gorei
currency gains and losses are included in inconmeeidiately.

Revenue Recognition

Product revenues are recognized when title passebet customer. Seaborne coal sales revenues are
generally recognized when the coal has been loadethe vessel. Direct sales are recognized when the
ownership of the coal is transferred to the custoinéerest and other revenues are recognized whared.

Cost of Product Sold

Cost of product sold represents the cost of coadlyetion including contract mining and hauling, dab
operating materials and supplies, and a relevdotailon of overhead. Cost of product sold is ghdr
against income at the time of sale.
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Distribution

Distribution includes the cost of transporting ctmaport 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 fedeaaf)é corporation tax. The Alberta crown royaltp&sed
on a portion of product revenue, net of distribatexpenses incurred. The large corporation taalisutated
based on a percentage of eligible capital.

Future income taxes are accounted for using tiditiamethod of income tax allocation. Under thebility
method, income tax assets and liabilities are dmmbito recognize future income tax inflows and lout§
arising from the recovery or settlement of assatslmbilities at their carrying values. Income ssets are
also recognized for the benefits from tax lossesdaductions that cannot be identified with paticassets
and liabilities, provided those benefits are makely than not to be realized. Future income tasets and
liabilities are determined based on substantialigcéed tax rates that are anticipated to applirénperiod of
realization.

Stock-based Compensation

The Corporation uses the fair-value method of acting for stock-based compensation related to share
options for all awards granted, modified or settlddder this method, compensation cost attributadlall
share options granted is measured at fair-valikeagrant date and expensed over the vesting peiitbda
corresponding increase to contributed surplus. Uperexercise of the share options, consideratoaived
together with the amount previously recognized antdbuted surplus is recorded as an increase d@oesh
capital. The Corporation has not incorporated dimesed forfeiture rate of share options that wibt vest,
rather, the Corporation accounts for actual foufeis as they occur.

Reclassification
Certain prior years’ figures have been reclassiftiedonform to the presentation adopted in theeruryear.
3. Restricted Cash

Cash secured letters of credit in the amount ob25,(2006 - $5,438) have been provided to the Adber
Minister of Finance for abandonment security toercanticipated costs of reclamation for the Corponés
mining areas, processing facilities and surroundfigstructure. In addition, cash secured lettérsredit of
$1,000 (2006 - $700) have been made availablerticeeproviders.

4. Inventory
March 31 March 31
2007 2006
Coal inventory $ 30,251 $ 25,041
Materials inventory 4,426 1,468
Total $ 34,677 $ 26,509
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5. Prepaid Prestrip Charges

In accordance with EIC-160: Stripping Costs Incdrie the Production Phase of a Mining Operatioe, th
Corporation has capitalized certain stripping costshe amount of $4,325, due to mining conditions
which the surface mine contractor was winding datsractivities for the Corporation. During the ts#ion
period, the contractor’s efforts were focused anaging waste to maximize the coal readily availabléhe
Corporation, which had the affect of temporarilgrigasing the strip ratio in the mine for the baneffifuture
periods. These deferred charges will be amortizegr ¢he future production generated by the strigpin
activity. Amortization charges in the current yaare $132.

6. Capital Assets
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
As at March 31, 2006
Accumulated
depreciation Net Book
Cost and depletion Value
Buildings and equipment $ 33,426 $ 1,780 $ 31,646
Mineral properties and development 24,374 3,300 21,074
Capital leases - - -
$ 57,800 $ 5080 $ 52,720

At March 31, 2007, $5,575 (2006 - $7,738) was edipitd for reserves, buildings, equipment, leasthol
improvements, computer hardware and software theme wot in use during the year. No depreciation has
been taken on these assets.

7. Revolving and Long Term Debt

In 2006, the Corporation entered into a $20 millsatured credit facility consisting of a $10 miflicerm
facility and a $10 million revolving facility. Intest was payable monthly at a rate of prime plus®¥
annum.

The Corporation amended and extended its secuestit dacility on March 28, 2006. The restated credi
facility consisted of a $10 million term facilitynd a $15 million revolving facility with interestagable
monthly at a rate of prime plus 2% per annum. Tineraded facilities had a maturity date of April 802,
subject to a one year extension option.

In the fourth quarter of the current year, the @oation exercised its option to extend its $10 ioillterm
facility and $15 million revolving facility for aadditional year. The credit facilities are secubgda general
security agreement with interest payable monthlg edte of prime plus 2% per annum and have a rhatur
date of April 8, 2008.

The net borrowing on the revolving facility duritige year was $3,500 bringing the balance at Mafch 3
2007 to $15,000. Interest expense on the revolamyyterm debt was $1,703 in the current year @28 $h
the prior year.
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The credit facilities are being used to finance erporation’s working capital and allowed for the
retirement of a $5 million loan the Corporationeied from a related party in the prior year.

8. Asset Retirement Obligations

Future asset retirement obligations were estimatednanagement based on the Corporation’s estimated
costs to fulfill its legal asset retirement obligat. At fiscal year end, the Corporation has estau the net
present value of its asset retirement obligationset $3,783 (2006 - $3,470), based on a total duiability

of $7,225 (2006 - $7,123). The Corporation’s crealifjusted risk free rates range from 5.5% to 7.6%
depending on the period when the provision origidatnd the term of estimated years to reclamation.

The following table reconciles the Corporation’setgetirement obligations:

2007 2006
Balance, beginning of year $ 3470 $ 2,338
Increase in liability 72 935
Accretion expense 241 197
Balance, end of year $ 3,783 % 3,470
9. Share Capital
Authorized
Unlimited common shares
Unlimited preferred shares, issuable in series
Issued
2007 2006
Number Stated Number Stated
(thousands) Value (thousands) Value
Common shares
Balance, beginning of year 40,769 $ 101,715 40,184 99,751
Shares issued on exercise of warrants - - 485 5211,
Shares issued on exercise of options - - 150 444
Shares issued on bought deal equity financing 10,00 27,000 - -
Balance, end of year 50,769 $ 128,715 40,769 $ ,7161
Less: Share issuance costs 1,736 1
$ 126,979 $ 101,715

On April 5, 2006, the Corporation closed a bougkalcequity financing. At closing, a total of 1Gvllion
units (“Units”) of the Corporation were issued apace of $2.70 per Unit for gross proceeds of $27.
million. Each Unit consisted of one common shard ane-half of one common share purchase warrant of
the Corporation, each whole warrant entitling tieédbr thereof to acquire one common share at & mic
$3.40 per share until April 5, 2007.

Share issuance costs related to the bought dedtly efipancing were $1,736. Warrants to purchase an
aggregate of 500,000 Common Shares at an exendtgeqd $3.40 per share until April 5, 2007, welgsoa
issued to the agents.
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10.

11.

12.

The following transactions occurred during the yeaded March 31, 2006:

In the first quarter, 485 thousand agents’ warramgge exercised for cash proceeds of $1,260. Ortiseeof
these warrants, $261 was credited to share cdptal contributed surplus. During the second qua83
thousand share options were exercised for castepdscof $268. On exercise of these options, $147 wa
credited to the share capital from contributed ksp In the third quarter, 16 thousand share ogtiwvere
exercised for cash proceeds of $17. On exercighasfe options, $12 was credited to share capiah f
contributed surplus.

General and Administrative

2007 2006
Head office administrative and marketing charges $ 938 $ 4,349
Non-cash stock-based compensation charges 1,415 7 76
Foreign exchange loss 650 219

$ 6,000 $ 5,335

Non-recurring Charges

In the second quarter of 2007, Grande Cache Coatried a charge of $335 for cancelling a commitntent
purchase mining equipment from a major equipmentufacturer.

During the third quarter of 2007, demobilizatioraoles of $2,206 were paid by the Corporation totfNor
American Energy Partners as part of ending a coiahrelationship.

These expenses are not expected to occur agdie iiutlire and have been classified as non-recucasts.
The non-recurring costs have been classified asr@hkpenses as they are not part of the contindéygto
day operations of the mine.

Taxes

The Corporation has a future income tax asset 0f248 (2006 - $18,486) that has not been recognizeel
components of the future tax asset are as follows:

2007 2006
Temporary differences related to buildings and pepgint and
mineral properties and development costs $ 35 % (2,780)
Asset retirement obligations 1,229 1,151
Share issuance costs 1,353 1,484
Non-capital loss carryforward 17,601 18,631
Valuation allowance (20,218) (18,486)

$ - $ -
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13.

14.

Income tax expense differs from that which wouldelgpected from applying the effective Canadian fade
and provincial income tax rates of 32.5% (2006.638 to the net loss before taxes, as follows:

2007 2006
Expected income tax recovery $ 2,044 $ 11,169
Decrease resulting from:
Resource allowance - (1,061)
Stock based compensation (460) (273)
Other 230 (314)
Non deductible crown payments - 160
Future income tax recovery not recognized (1,814) (9,681)
Provincial crown royalties 724 692
Large corporation tax - 69
$ 724 % 761

The Corporation has non-capital losses for income gurposes totaling approximately $54,157 (2006-
$52,306) which may be carried forward and appligdirsst taxable income of future years, expiring@s
$479 in 2008, $981 in 2009, $1,081 in 2010, $1872014, $21,768 in 2015, $26,125 in 2016 and 185
2017.

Net Loss per Share

The following table reconciles the denominators asic and diluted net loss per share calculatiohise
treasury stock method is used to determine thdieklleffect of the share options. There was notigitu
effect for the Corporation’s outstanding sharemmiand warrants as they were not in-the-moneynduhe
quarter, and the effect of all option and warraxgreises would be anti-dilutive to the net loss pleare
amount.

(thousands, except per share information) 2007 2006
Weighted average shares outstanding — basic amtediil 50,632 40,658
Net loss $ (7,014) $ (32,118)

Net loss per share:

Basic and diluted $ (0.14) $ (0.79)

Stock-based Compensation

The Corporation has a share option plan, pursuamthich the Board of Directors or a committee tbére
may from time to time grant options to purchase wmm shares. Share options granted under the plgn ma
have a term of up to ten years and are subjecesting periods determined by the Board of Directdise
number of shares authorized for option grantamstéid to 3.6 million options.

Total stock-based compensation expense includegtmeral and administrative expenses for the year wa
$1,415 (2006 - $767) and was a result of optioastgd pursuant to the Corporation’s share optian.pl

As part of the Corporation’s share option planAgmil 12, 2006, 900 thousand options to purchasaroon
shares were granted to employees and directorgedCorporation at an exercise price of $2.44 pareston
October 12, 2006, 525 thousand options to purcbasemon shares were granted to employees and disecto
of the Corporation at an exercise price of $1.05 Nevember 17, 2006, 175 thousand options to pseha
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common shares were granted to employees of theo@aiipn at an exercise price of $1.05 and on Deegmb
15, 2006, 125 thousand options to purchase comimares were granted to employees of the Corporation
an exercise price of $0.79. The options have ayagr term and are subject to an 18 month vestniggb.

On July 28, 2006, 35 thousand options to purchasenton shares were cancelled, on September 26, 2006,
188 thousand options to purchase common sharesoaroelled, on October 26, 2006, 5 thousand optmns
purchase common shares were cancelled, on Noveh@h&006, 23 thousand options to purchase common
shares were cancelled, on November 30, 2006, 2@s#imil options to purchase common shares were
cancelled, on December 25, 2006, 13 thousand aptionpurchase common shares were cancelled, on
February 10, 2007, 12 thousand options to purchasemon shares were cancelled, on March 2, 2007, 12
thousand options to purchase common shares wecelethand on March 30, 2007, 20 thousand options t
purchase common shares were cancelled.

The following transactions occurred during the yeaded March 31, 2006:

Share options to purchase 55 thousand common skaras exercise price of $9.08 were granted to
employees of the Corporation under the Corporatishare option plan on June 10, 2005. The shaienspt
were priced at the trading price of the Common &hamn the date of the grant and have a five year. te
Share options to purchase 30 thousand of the consimares vested immediately and options to purchase
thousand of the common shares are subject to ay@éaovesting period. Options to purchase 125 thalisa
common shares at an exercise price of $4.50 wexetept to employees of the Corporation on October 17
2005. The options have a five year term and argestito a two year vesting period.

On September 30, 2005, 131 thousand options tchpseccommon shares were cancelled, on October 15,
2005, 108 thousand options to purchase commonshaee cancelled, on December 2, 2005, 23 thousand
options to purchase common shares were cancelleBgoember 29, 2005, 10 thousand options to puechas
common shares were cancelled and on January 18, 200thousand options to purchase common shares
were cancelled.

The fair value of each option granted is estimatedhe date of the grant using the Black-Schold®op
pricing model, using an estimated volatility at tiee of each grant between 42% and 86%, riskifrteest
rates of 3% to 4% and expected lives of five years.

Details of the options outstanding are as follows:

Common Shares
Weighted Average

(thousands of shares) Number Exercise Price
Outstanding — March 31, 2005 1,806 $ 2.61
Granted 180 5.90
Cancelled (282) 4.44
Exercised (150) 1.90
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

Of the share options outstanding at March 31, 200258 thousand options expire in 2009, 210 thadisan
options expire in 2010, and the remaining 1,48Qishod options expire in 2011.
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15.

16.

17.

Details of the options exercisable at March 31,728 as follows:

Common Shares
Weighted Average

(thousands of shares) Number Exercise Price
1,058 $ 1.00

200 3.70

125 11.56

10 9.08

38 4.50

218 2.44

1,649 $ 2.45

Notes Payable

The Corporation entered into a coal sale agreeateted April 13, 2004, with a Japanese trading campa
(the “Trading Co.”) for the sale of approximately(000 tonnes of metallurgical coal to the Trad@ by
September 30, 2005. In conjunction with the cadé sagreement, the parties entered into an advance
payment agreement pursuant to which the TradingaGeed to advance U.S.$4,000 to the Corporatisn. A
the advance was denominated in U.S. dollars, clwaimgéthe U.S./Canadian dollar exchange rate implacte
the carrying value of the note.

Repayment of the advance occurred through a rexdudti the price per tonne otherwise payable by the
Trading Co. for coal delivered under the coal sajgeement. During the second quarter of 2006, the
remainder of the coal under the agreement was stiippd the balance owing was repaid.

Financial Instruments

Fair Values
The fair values of accounts receivable, accountalpa and accrued liabilities, revolving debt arades
payable approximate their carrying values due ¢osthort-term maturity of these financial instrunsefthe
fair value of long term debt approximates its cengyvalue as it bears interest based on a varialaleket
rate.

Commitments and Contingencies

In order to ensure the continued availability afidaaccess to, facilities and services to meet dpes
requirements, the Corporation has entered into ityeitr agreements for the lease of coal properties,
vehicles, buildings and office space. Under catgr&xisting at March 31, 2007, future minimum amtsu
payable under these agreements are summarized:below

2008 $ 487
2009 $ 400
2010 $ 326
2011 $ 238
2012 and thereafter $ 849

The Corporation had previously made commitmentpuichase a mining shovel and a drill from a major
mining equipment manufacturer. The estimated totat of the equipment was U.S.$16 million, with
progress payments required over the course of @meufacturing process. The Corporation cancelles thi
commitment on September 8, 2006. To the date ofadktion, progress payments of U.S.$4.7 milliod ha
been paid towards this commitment. Of the U.S.$dillion already paid, U.S.$3.4 million has was used
purchase underground mining equipment from the sandor, U.S.$0.3 million was retained by the vendo
as a cancellation fee, and U.S.$1.0 million wasrretd to the Corporation.
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18.

19.

20.

The Corporation has commitments to purchase miaqgpment from heavy equipment distributors for the
purpose of operating the surface mine. Includettiése commitments are a mining shovel with an edéth
total cost of U.S.$4.7 million, a mining drill withn estimated total cost of U.S.$1.9 million, amadltrucks
with an estimated total cost of U.S.$5.5 milliort. March 31, 2007, deposits of U.S.$0.8 million hivezn
placed on this mining equipment.

Related Party Transactions

In October 2005, due to a temporary build-up ofeimory, the Corporation received short-term finagci
from a member of the Board of Directors in the antoaf $5 million. The loan was secured by coal
inventory at the port and bore interest at 8% peuan and was repayable 2 months from the datecefpt
The loan was repaid in December 2005 and intexpstrese of $98 was recorded.

Economic Dependence

All of the Corporation’s metallurgical coal prodigt is transported by CN and loaded onto vessels at
Vancouver by Westshore Terminals Ltd. or at Thurigky by Thunder Bay Terminals Ltd. There are limhite
alternatives for these services and securing atmes could increase distribution costs. Intelinmpdf rail
services would limit the Corporation’s ability tperate.

Subsequent Events

On April 5, 2007, 5,000,000 warrants entitling tiwdder to purchase one Common Share at a pric8.40%
each expired. On the same day, warrants entitljgnts to purchase an aggregate of 500,000 Common
Shares at an exercise price of $3.40 per shareegfsced.

On April 26, 2007, the Corporation placed a U.2%$0million deposit on a mining drill for the suctamine
operations. To date, the total deposit placed emitming drill is U.S.$0.5 million.

On May 9, 2007, the Corporation placed a U.S.$lilRom deposit on the haul trucks for the surfacemen
operations. To date, the total deposit placed erhtul trucks is U.S.$1.45 million.

On May 24, 2007, as part of the Corporation’s stugtion plan, 520 thousand options to purchase ocmmm
shares were granted to employees and directoledforporation at an exercise price of $0.88 pareshThe
options have a five year term and are subject tb8amonth vesting period.

On June 1, 2007, the Corporation placed a U.S.8@libn deposit on a mining shovel for the surfanee
operations. To date, the total deposit placed emtiming shovel is U.S.$0.5 million.

On June 11, 2007, the Corporation signed a ternetsaed made a U.S.$250 deposit with a Canadian
financial institution. A credit agreement for firdang the surface mining equipment is currently bein
negotiated.

On June 19, 2007, the Corporation placed a U.S.80ll®n progress payment on the haul trucks far th
surface mine operations. To date, total paymenmtsepl on the haul trucks is U.S.$1.7 million.
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