Management’s Discussion & Analysis

This Management’s Discussion and Analysis ("MD&#ABHould be read in conjunction with the audited otidated
financial statements of Grande Cache Coal CorpordtiGrande Cache Coal” or the “Corporation”) foetyear ended
March 31, 2006. The consolidated financial stat#siéave been prepared in accordance with Canaytinarally
accepted accounting principles. This discussioriges management's analysis of the Corporatioatsiigal financial
and operating results and provides estimates oCtmporation's future financial and operating perfance based on
information currently available. Actual results Wary 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 2060

Certain information set forth in this MD&A, inclugly management's assessment of the Corporationt® fplans and
operations, contains forward-looking statementsiclvtare based on the Corporation's current inteexakctations,
estimates, projections, assumptions and beliefschwmay prove to be incorrect. Some of the forwlaking

statements may be identified by words such as '®ghe"anticipates”, "believes”, "projects”, "pldnand similar

expressions. These statements are not guararftéeie performance and undue reliance shouldbeoplaced on
them. Such forward-looking statements necessamiglve known and unknown risks and uncertaintigsich may

cause Grande Cache Coal's actual performance madcfal results in future periods to differ mathyidrom any

projections of future performance or results expedsor implied by such forward-looking statemeiftsese risks and
uncertainties include, but are not limited to: iigiles inherent in coal mine development and piithn; geological,
mining and processing technical problems; the Qatmmn’s inability to obtain required mine licensasine permits
and regulatory approvals required in connectiomwiining and coal processing operations; dependendhird party
coal transportation systems; competition for, amotiger things, capital, acquisitions of reservegjaveloped lands
and skilled personnel; incorrect assessments of/ahe of acquisitions; changes in commodity priaed exchange
rates; changes in steel-making methods and othkentéogical changes; the strength of various ecoesindifficulties

inherent with selling in foreign countries; chandgeshe regulations in respect to the use of matgital coal; the
effects of competition and pricing pressures inrnfegallurgical coal market; the oversupply of, acl of demand for,
metallurgical coal; currency and interest rate tflations; various events which could disrupt openat 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 anticipatd emanage the
foregoing factors and risks. Many of these risksl ammcertainties are described in Grande Cache Céalhual

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 waiiserindicated.



Financial Overview

March 31 March 31 March 31

(millions of dollars) 2006 2005 2004
Balance Sheet

Total assets 90.7 100.2 5.6

Long-term liabilities 13.5 2.3 0.1

Shareholders’ equity 50.1 79.9 5.0
(millions of dollars, except per share amounts) 2006 2005 2004
Income Statement

Revenue 90.7 17.6 -

Cost of sales 112.3 30.5 -

Net loss (32.1) (18.9) (1.2)

Basic and diluted net loss per share (0.79) (0.56) (0.23)
(millions, except per tonne amounts) 2006 2005 2004
Statistics

Clean coal production 1.0 0.4 -

Coal sales 0.9 0.3 -

Average sales price (CAN$/tonne) 100 63 -

Average cost of sales (CAN$/tonne) 124 115 -

Average cost of production (CAN$/tonne) 98 91 -

Grande Cache Coal commenced coal production aad 8aR005. As the Corporation was in the develafrstage in
prior periods, there are no comparative figuregésults of operations.

Results of Operations

Revenue

The Corporation earned revenue of $90.1 milliorDdhmillion tonnes of coal sales in 2006 comparéti vevenue of
$16.8 million on 0.3 million tonnes of coal sales2005. The Corporation commenced metallurgical sakes in the
third quarter of fiscal 2005.

The 2006 average realized sales price of $100gmetincludes 2006 contracted metallurgical colelssdrial cargos,
carryover coal sales tonnage and some thermalsada$. Thermal coal sales were 10% of total savbsme in the
year. The average realized sales price was $63opee in 2005, with thermal coal sales being 25%otdl sales
volume.



The average sales price achieved on U.S. dollaordearated metallurgical coal sales was U.S.$91 pend in 2006
and U.S.$61 per tonne in 2005. As the majorityhef €orporation’s revenue is earned in U.S. dollengnges in the
exchange rate, particularly recent strengtheninfp@fCanadian dollar, significantly impacts the i@wation’s results.

Interest and other revenue was $0.6 million in 26@@pared to $0.8 million in the prior year.

Cost of sales

The average cost of clean coal produced at GraadheCCoal’s mining operations in 2006 was $98 gené. The cost
of coal produced declined steadily over the ye&86 per tonne in the fourth quarter. In fiscal 208s the Corporation
transitioned from the development phase to theymiion phase, the average cost of coal produceds@haper tonne.

In the fourth quarter of 2006, the Corporation aghd its highest level of clean coal productiortsioperations began
in autumn 2004. The increased production levelsargbing cost improvement measures had a positipaét on cost
of production per clean tonne.

Increases in raw coal mined from both the surfacerand the underground mine were achieved overdhese of the
year. Depillaring operations in the underground enbregan during the fourth quarter and resulteduipstantial
productivity increases and cost reductions. A aérgj strip ratio in the surface mine also led tstdmprovements. The
raw coal strip ratio was 9:1 in the fourth quaded an average of 10:1 for the year. The strip rigtthe number of
bank cubic meters of waste material moved per tasfneaw coal mined. As the Corporation does notitatipe
stripping activities, mining costs are correlatedtie rise and fall of strip ratios in the surfawme. As the strip ratio
falls over the remaining life of the 12S B2 mineggluction costs per tonne of coal are also expdotéall.

The Corporation remains focused on improving itst @ructure, however high fuel costs as well mitdid availability
of both labour and equipment contributed to thet tegels experienced by the Corporation. The redogth costs of
diesel fuel and natural gas experienced duringytsr were beyond the Corporation’s control, bupste reduce
reliance on natural gas remain under investigafidre competitive atmosphere across the Canadiauness industry
for the services of skilled trades, consultantsitators and equipment and service providers ks antinued to
contribute to the high costs experienced by thep@ation.

Total cost of sales for the year was $112.3 milboi$124 per tonne compared to $30.5 million orSppér tonne in the
prior year. The cost of sales consisted of cogirofluct sold of $91.4 million ($101 per tonne) aligtribution costs of
$20.9 million ($23 per tonne). The cost of prodseid in 2005 was $26.2million ($99 per tonne) ardrihution costs
were $4.2 million ($16 per tonne) when the Corpgoratvas entering production with a strip ratio of T the surface
mine and selling significant quantities of therroaal which carry lower distribution costs.

Other Expenses

The Corporation incurred general and administragxgenses of $5.3 million during 2006 compared4t® $nillion for
the prior year.

General and administrative expenses included neh-azharges of $0.8 million for stock-based compimsa
compared to $1.0 million last year. Also includadyeneral and administrative expenses was a foeeighange loss of
$0.2 million compared to $0.1 million in the prigear.

Depreciation, depletion and accretion charges #8:& million in 2006 compared to $0.9 million inA) resulting
from a full year of operations and increased prtidndevels.

Liquidity and Capital Resources

Grande Cache Coal had cash and cash equivalefits@mmillion at March 31, 2006, a decrease of $3dilon from
the March 31, 2006 balance of $35.5 million.

Cash used in operating activities during the yeas $38.7 million compared to a cash use of $20l&miduring the
prior year. Cash used in operating activities waged by the Corporation’s 2006 net loss of $32illion compared to
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$18.9 million in 2005. As well, the net change mnrcash working capital increased to a cash usd df3 million in
2006 from $3.3 million in 2005 due primarily to reased inventory levels.

Financing activities generated cash of $19.3 nnillio 2006 compared to $97.1 million in 2005. Therent year
included cash proceeds from revolving and term déB21.5 million, proceeds on the issuance of slcapital of $1.5
million and repayments of notes payable totaling@$8illion.

During fiscal 2006, the Corporation entered int$2% million secured credit facility consisting o540 million term

facility and a $15 million revolving facility. Théacilities are secured by a general security agee¢rand have a
maturity date of April 8, 2007, subject to a onaryextension option. Interest is payable monthlg edte of prime plus
2% per annum. The credit facilities financed théreenent of a $5 million short-term loan the Cortiwn received
from a related party in October 2005 and are besegl to finance the Corporation’s working capital.

Cash provided by financing activities totaled $9million in 2005 due to the issuance of share edbitr net proceeds
of $93.1 million and net notes payable of $4.1 ionil

Investing activities accounted for cash use of $1dillion this year, compared to $41.3 million inet prior year.
Investing activities included capital asset addsiof $16.8 million in 2006, compared to $33.1 imillin 2005. In
addition, the Corporation set aside $9.9 milliorsézure letters of credit in 2005 and a net of $3ilbon was released
in 2006.

The Corporation believes the current revolving lfgcis sufficient to fund its ongoing working caal requirements.
The Corporation expects to maintain sufficient imeey levels at the port to meet customer requirgs)eprovided
adequate rail service is available. At March 310& the Corporation had $25.0 million in coal int@y, compared to
$10.5 million in the prior year.

On April 5, 2006, the Corporation closed a bougbaldequity financing. At closing, a total of 1(nlllion units
(“Units”) of the Corporation were issued at a price$2.70 per Unit for gross proceeds of $27 miligach Unit
consisted of one common share and one-half of onenton share purchase warrant of the Corporaticeh) @édoole
warrant entitling the holder thereof to acquire @aaenmon share at a price of $3.40 per share uptiil &, 2007. The
proceeds of the equity financing will be used tmafice the Corporation’s capital expenditures andige additional
working capital.

The Corporation did not have any off-balance sfiaahcing structures in place at March 31, 2006 dhly long term
liabilities of the Corporation are asset retiremelpligations with a present value of $3.5 milliamddong term debt of
$10.0 million. Grande Cache Coal's asset retirenudligations are covered by a cash deposit of $aillion and
letters of credit totaling $5.4 million provided ttee Alberta Government, which are presently setbgecash.

The Corporation has commitments to purchase a mirshovel and a drill from a major mining equipment
manufacturer. The estimated total cost of the eqgaigt is U.S.$16 million, with progress paymentsurezfl over the
course of the manufacturing process. This arrangemeurrently under review. To March 31, 2006S!$4.7 million

in progress payments have been paid.

In order to ensure the continued availability ofdaccess to, facilities and services to meet ¢ipas requirements,
the Corporation has entered into multi-year agregsfor the lease of coal properties, light velicded office space
and for the provision of rail transportation. Ther@oration is also party to a secured credit facilunder contracts
existing at March 31, 2006, future minimum amopdgable under these agreements are:

(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 - -
Operating Leases 2.0 0.3 0.8 0.4 0.5
Purchase Obligations 1.1 1.1 - -
Total Contractual Obligations 13.1 1.4 10.8 0.4 0.5




Summary of Quarterly Results

(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($/tonne) 110 104 99 86 8 9
Revenue (dollars) 9.7 34.6 19.3 27.1 90.7
Net loss (dollars) (12.2) (10.5) (6.9) (2.6) (32.2)
Basic and diluted net loss per share (0.30) (0.26) (0.17) (0.06) (0.79)
(millions, except per unit amounts) Q1 Q2 Q3 Q4 2005
Clean coal production - - 0.2 0.2 0.4
Coal sales - - 0.1 0.2 0.3
Average sales price ($/tonne) - - 59 65 63
Average cost of sales ($/tonne) - - 121 111 115
Average cost of production($/tonne) - - 87 94 91
Revenue (dollars) 0.1 0.3 5.1 12.1 17.6
Net loss (dollars) (0.5) (2.2) (6.0) (10.2) (18.9)
Basic and diluted net loss per share (0.02) (0.06) (0.16) (0.27) (0.56)

The Corporation began coal production and salesgluhe third quarter of 2005. The productive cdiyaof the

operations has increased steadily and the Corpar&inow capable of producing approximately twdiom tonnes of
clean coal per year. However, the Corporation maswill continue to manage production to approxinstheduled
sales volumes over the course of the year.

The average sales price achieved by the Corporatmrased each quarter to date, while cost ofymtah declined
during 2006.

Outlook
Operations

The Corporation relies on the railway to transma@l inventory to the ports. Rail service probleans delays during
the last portion of the fourth quarter and thetfissveral weeks of the first quarter of fiscal 20@8tricted the
Corporation’s sales. Grande Cache Coal requiresavament in rail service to meet customer shipmantshas been
in continual contact with the railway in attempissecure adequate service levels.

During April 2006, the Corporation temporarily sesded clean coal production in the processing ptanmndertake
several capital improvement projects that are etgoeto increase its future operating efficiencyafite Cache Coal
held adequate clean coal inventory to meet shipreehédules through the month of April and normatrapons

resumed in the month of May. Both the undergroumdi surface mines maintained normal production Etleloughout
April. It is anticipated that an annual maintenaaod vacation shutdown will be taken during thepgooation’s second
quarter.

Production levels in fiscal 2007 will be managedtbeduled sales volumes. As the Corporation ifiraging efforts to
finalize contracts with new customers, total salelsimes have not been finalized. It is anticipateat production and
sales in 2007 will be in the range of 1.0 to 1.4iam tonnes.

A significant portion of the Corporation’s costsedixed, so increases in production generated byeased sales
volumes would result in unit cost reductions.



Metallurgical Coal Markets

Grande Cache Coal is maintaining a focus on expgndnd diversifying its customer base geographjicadl well as
within traditional markets to mitigate situationfi@ve shipment delays can occur. Negotiations @ssabntracts and
trial shipments with new customers are ongoing.

Contract negotiations for the upcoming coal yearargoing. The Corporation will provide furtheranfnation on coal

sales for fiscal 2007 once substantially all cartgare settled and prices are established. Thantkfor metallurgical
coking coal is expected to remain strong over tediom term as worldwide supply and demand remaatemioed.

Capital Expenditures
The Corporation anticipates spending approxima$dlyy million on capital additions and a drilling program in &kc

2007. Options available for financing capital exgitures expected to result in improvements to tbepGration’s cost
structure include debt financing, capital or opatease arrangements or equipment manufactuiegscing.

Other Information

The Corporation has not entered into any off-badasiceet arrangements or other financial instrumantiis time.
Export trade credit insurance may be used in therduto provide security for non-payment on certagal sale
transactions.

As at June 22, 2006, there were 50,768,688 comrhares issued and outstanding and the followingesbations
were outstanding:

Number Number Exercise
Share Options Outstanding Granted Vested Price Expiry Date
1,058,334 700,000 $1.00 March 21, 2009
162,500 137,500 $3.70 July 21, 2009
37,500 25,000 $3.70 August 8, 2009
135,000 105,000 $11.56 March 15, 2010
35,000 10,000 $9.08 June 9, 2010
125,000 - $4.50  October 18, 2010
900,000 - $2.44 April 11, 2011

Total 2,453,334 977,500

There are also 5,500,000 warrants outstandingcesedale at a price of $3.40 per share on or befprd 5, 2007.

Subsequent Events

On April 5, 2006, the Corporation closed a bougbaldequity financing. At closing, a total of 1(nlllion units
(“Units”) of the Corporation were issued at a price$2.70 per Unit for gross proceeds of $27 miligach Unit
consisted of one common share and one-half of on&ron share purchase warrant of the Corporaticeh) edoole
warrant entitling the holder thereof to acquire cnenmon share at a price of $3.40 per share uptil A, 2007.

On April 7, 2006, the Corporation provided a castused letter of credit of $300 to a service previd

On April 12, 2006, 900 thousand options to purcham®mon shares were granted to employees and atiseat the
Corporation under the Corporation’s share opti@ngt an exercise price of $2.44 per share. Theraphave a five
year term and are subject to an 18 month vestingge



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

The Corporation’s consolidated financial statemears prepared in accordance with Canadian geneaaltgpted
accounting principles and in preparing these statésnmanagement must make estimates and assumibtadresfect
the reported amounts of assets, liabilities, reesnand expenses. The estimates and assumptioheleeed to be
reasonable under the circumstances and are bashistorical experience and current conditions. Tise of other
assumptions could result in different estimates actdal results may vary from results based onetles¢imates. As
events occur and additional information is obtajrtbeése 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 thtcal 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 prodactbased on proven and probable reserves of tipegtge coal
leases.

The determination of coal reserves requires a numbassumptions 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 datdnedtdrom
exploration drilling, significant changes in theger of coal and changes in estimates of the coptaduction. Reserve
estimates can have a significant impact on incoasethey are a key component in the calculationeagietion. A
change in the estimate of reserves could resaltdnange in the rate of depletion or in impairntdrthe 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 otakagi change in these
estimates could result in an impairment of theteglassets resulting in a write down.

Asset Retirement Obligations

The Corporation has adopted the standard for as8etment obligations required by CICA Handbooktis 3110.
The standard requires recognition of an asset diathitity for asset retirement obligations detenenil by estimating the
fair value of the obligation at the balance sheedThe total asset retirement obligation, catedlaising estimates of
the timing and amount of third party cash flowsuiegd for restoration, is discounted to its preseaitie using the
Corporation’s credit adjusted risk-free rate and dorresponding amount is recognized by increa#tiegcarrying
amount of mineral properties. The carrying amosrdpleted on units of production based on thegr@nd probable
reserves of the coal leases. The liability amosrihéreased each reporting period due to the passagme and the
amount of accretion is charged to accretion expantiee period. Any change in the timing or amoofthe cash flows
subsequent to initial recognition results in a geaim the asset and liability, which then impaatpldtion and accretion
charges.

Stock-based Compensation

The Corporation uses the fair-value method of acting for stock-based compensation related to sbatiens for all
awards granted, modified or settled. Under thishmet compensation cost attributable to all shatéog granted is
measured at fair-value at the grant date and ergeonser the vesting period with a correspondingease to
contributed surplus. The Corporation has not inomafed an estimated forfeiture rate of share opttbat will not vest,
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rather, the Corporation accounts for actual foufeis as they occur. In determining the fair valhe, Corporation
makes estimates for expected volatility of the Istas well as an estimated discount rate. Changéisege 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.

Disclosure Controls and Procedures

Disclosure controls and procedures have been dasigm ensure that information required to be dssdbby the
Corporation is accumulated and communicated to Goeporation's management as appropriate to allomelyi
decisions regarding required disclosure. The Qutpmn's Chief Executive Officer and Chief Finahdifficer 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
Corporation, including its consolidated subsidisris made known to them by others within thoséiest It should be
noted that while the Corporation's Chief Execut®#icer and Chief Financial Officer believe thaetEorporation's
disclosure controls and procedures provide a redderievel of assurance that they are effectivey ttho not expect
that the disclosure controls and procedures orriateeontrols over financial reporting will preveadt errors and fraud.
A control system, no matter how well conceived pemated, can provide only reasonable, not absaissyrance that
the objectives of the control system are met.

RISK FACTORS

An investment in the Corporation's securities ineslnumerous risks and uncertainties, particutduly to the nature of
the Corporation's involvement in the exploration faind the acquisition, development and miningcogl reserves. An
investment in the Corporation's securities involadsigh degree of risk that should only be madgédngons who can
afford the total loss of their investment. An iniggsshould consider carefully the risk factors et below. In addition,
investors should carefully review and consideradfier information contained in this management&cdssion 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 numerasr§&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 majt resmstability due to political and economic facs in those
foreign jurisdictions which is beyond the contréltioe Corporation. The combined effects of anwplbof these factors
on coal price or volume are impossible for Grandeh® Coal to predict. If realized coal prices fedlow the full cost
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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, 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 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 substitutnmetallurgical coal in the integrated steel Inpfocess, the
demand for metallurgical coal would materially dexse, which would also materially and adverselgcafthe
Corporation.

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 Ity abifind,
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 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 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 atjpes, and
various field operating conditions may adversefge@fthe production from a mine. These conditimaude delays in
obtaining governmental approvals or consents, fitseifit transportation capacity or other geologiaal mechanical
conditions. While diligent mine supervision andeefive maintenance operations can contribute taimmaing
production rates over time, production delays fromnmal field operating conditions cannot be elinaband can be
expected to adversely affect revenue and cashléeals to varying degrees.

Coal exploration, development and production opemnatare subject to all the risks and hazards &fiyi@associated
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 Gangtion could incur significant costs that couldvéa material
adverse effect upon its financial condition. Codihing 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 does not have a significant tpgrhistory. Grande Cache Coal is not currengberating
profitably and Grande Cache Coal has never earmedfé. As a result, there can be no assuranae@nande Cache
Coal will be able to develop and operate its proggror any one of them, profitably, or that itsiaties will generate
positive cash flow. As a result of Grande CachalGdack of operating history, it faces many of tisks inherent in
starting a new business.

Coal exploration and mining involves a high degoéeisk. The amounts attributed to Grande Cachd'Soderest in
its properties reflected in its financial statensergpresent acquisition and exploration and devedop expenses and
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should not be taken to represent realizable valszards such as unusual or unexpected mining c¢onslitare
involved.

Fires, power outages, labour disruptions, floodiraye-ins, landslides and the inability to obtaiitable or adequate
machinery, equipment or labour are some of thesriskolved in the operation of mines. Unknownshwigspect to
market demand, coal pricing and mining conditiores iavolved. Existing and future environmental $amay cause
additional expenses and delays in Grande CachésGaailvities, and they may render Grande Cachd'SCoperties
uneconomic. Grande Cache Coal has limited ligbilisurance, and Grande Cache Coal may becomecsubje
liability for pollution, cave-ins or hazards agdimgich it cannot insure or against which it magatinot to insure. The
payment of such liabilities may have a materialeade effect on Grande Cache Coal's financial jpositi

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 gervices. As a result, a significant portiortathl transportation
and other costs are attributable to rail and pasts; which includes demurrage charges for vesaiing times. All of
the metallurgical coal production from Grande CaClual is transported to port facilities by Savadbefta Railway
Inc. and Canadian National Railway Company (“CNfiddoaded on to vessels in either Vancouver at $tese
Terminals or Thunder Bay at Thunder Bay Termin@lsntractual disputes, rail and port capacity isspeslonged
labour stoppages, availability of vessels, weagiteblems or other factors that prevent Savage AdbRailway Inc.,
CN, Westshore Terminals Ltd. or Thunder Bay Terisinad. from providing their services could seribyusnpact
Grande Cache Coal's financial condition. In additisignificant cost escalation for these servicdssgrve to reduce
profitability, possibly increasing the full cost pfoduction above realized coal prices. To themxsuch increases are
sustained, Grande Cache Coal could experiencesl@sgEmay decide to discontinue production, forémngnde Cache
Coal to incur closure and/or care and maintenaostscas 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 Rates

Grande Cache Coal's operating results and casls ffwer affected by foreign currency exchange raeshange rate
movements can have a significant impact on resitfise the vast majority of Grande Cache Coal'saifmgy costs 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 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 worldwidleloss of, or a
significant reduction in, purchases by any of therg@ration’s largest customers could adversely caffine
Corporation's revenue.

Title to Assets

The Corporation's properties may be subject tovadand claims or government regulations. Althotigjle 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 the Qatm.
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Reserve Estimates

While the estimates of Grande Cache Coal's resdmage been prepared in accordance with industrydatas and
applicable law based on information which the Coagtion believes to be reliable, there are numermusertainties
inherent in the estimation of mineral reservesr &ample, the estimation of reserves in accordavitte applicable
standards involves a determination of economicweigoof minerals, which in turn requires the Cogi@m to make
assumptions regarding the future price of the Capan’s products and the cost of recovery, as aelbther factors
that are beyond Grande Cache Coal’s control. Markee fluctuations for coal as well as increassatipction costs or
reduced recovery rates, may render a portion orofilthe reserves uneconomic and may ultimately lrdsua
restatement of reserves. Short-term operatingofaatelating to the coal reserves, such as the faedequential
development of coal bodies, varying stripping ratmd the processing of new or different coal ¢jealimay adversely
affect the Corporation's future results of operaiand financial condition.

For these reasons, the actual mineral tonnage eeetd\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 therefore may not accuragdlgct Grande Cache Coal's actual reserves andneegt to be
restated in the future.

The Corporation's profitability will depend subdiahly on its ability to mine coal deposits thatvieathe geological
characteristics that enable them to be mined atpetitive costs. Replacement deposits may not béasa when
required or may not be capable of being mined atscoomparable to those of the depleting minese Trporation
will seek to replace its economic mineral holdinig®ugh exploration and development of currentlyned properties
and the acquisition of properties from third partieHowever, management may not be able to fulsess the
geological characteristics of any properties thatcquires until after the acquisition, which malversely affect the
profitability and financial condition of the Corpadion.

Grande Cache Coal has extensive coal propertigsaitea undeveloped. Authorization from federal oovimcial
governments may be required before these propexiede brought into production. Access to suolddaor 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 andritial condition.

Mining Risks and Insurance

Grande Cache Coal's exploration, development andingi operations are subject to conditions beyond th
Corporation's control which can affect the cosegploration, development and mining at particuléessfor varying
lengths of time. Such conditions include environtakhazards, industrial accidents, explosions, uausr unexpected
geological formations or pressures, pit wall slidp# flooding and periodic interruptions in botmogduction and
transportation due to inclement or hazardous weatheditions. Such risks could result in damagetajestruction of,
mineral properties or production facilities, perabimjury, environmental damage, delays in minintpnetary losses
and possible legal liability. In this regard, ther@oration maintains insurance against risks thattgpical in the
mining industry. In addition, Grande Cache Coa hesured its physical assets and purchased tialnisurance at
levels it believes to be reasonable. However gtlieno guarantee that such insurance coveragéevéldequate in all
cases. The payment of uninsured liabilities waellluce the funds available to Grande Cache Coat oEcurrence of
a significant event that the Corporation is nolyfiisured against, or the insolvency of the insafesuch event, could
have a material adverse effect on the Corporatfordscial position, results of operations or press.

Insurance against environmental risks (includingeptal liability for pollution or other hazards agesult of disposal
of waste products occurring from exploration anddpiction) is not available at reasonable economaiesrto the
Corporation or to other companies within the industo the extent that the Corporation is subjecenvironmental
liabilities, the payment of such liabilities woulgéduce the funds available to Grande Cache Coadul8hthe

Corporation be unable to fully fund the cost of eslying an environmental problem, the Corporatiory tva required
to suspend operations or enter into interim compkameasures pending completion of the require@dgm

Litigation

Legal proceedings may arise from time to time ia tourse of Grande Cache Coal's business. Theeelieen a
number of cases where the rights and privilegesniofing and exploration companies have been theestlf
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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, the Corporation has not paid any dividemdthe outstanding common shares. Any decisigrajodividends
on the common shares will be made by the Board itddibrs on the basis of the Corporation's earnifigancial
requirements and other conditions existing at guttire time.

Personnel

None of Grande Cache Coal's personnel are currantbnized, however, some or all of such personmegy become
unionized. In addition, the contract miner at @ 12S B2 mine and the rail carriers and portlitees on which the
Corporation is dependent to deliver coal to itsteurers are unionized. Strikes, lockouts or otherkwstoppages or
slow-downs involving the unionized employees ofcibmtract miner at the No. 12S B2 mine or thosisofey service
suppliers could have a material adverse effect {@mde Cache Coal's revenues.

In addition, the Corporation's success dependargel measure on certain key personnel. The lofiseafervices of
such key personnel could have a material adveffsetadn the Corporation. Grande Cache Coal doéhaee key
person insurance in effect for management. Théribotions of these individuals to the immediateeigiions of the
Corporation are likely to be of central importanck addition, the competition for qualified perseh in the coal
mining industry is intense and there can be norasse that Grande Cache Coal will be able to castio attract and
retain all personnel necessary for the developraadtoperation of its business. Investors must upiyn the ability,
expertise, judgment, discretion, integrity and géaith of the management of the Corporation.

Government Reqgulations

Changes in Legislation

There can be no assurance that income tax lawaltyoregulations and governmental incentive prograglating 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

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

Government Regulations

Government authorities regulate the coal miningugtdy to a significant degree, in connection widmong other
things, employee health and safety, air qualityadsads, water pollution, groundwater quality andikability, plant
and wildlife protection, the reclamation and reatimn of mining properties and the discharge ofamals into the
environment. This legislation has had and willtoare to have a significant effect on Grande Cachal'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 subject
extensive federal and provincial laws and regutegicontrolling not only the mining of and explocetiof mineral
properties, but also the possible effects of swtiviies upon the environment. Future legislataond regulations could
cause additional expense, capital expendituretamedion obligations, restrictions and delays ie trevelopment of
the Corporation’s properties, the extent of whiegmmot be predicted.In the context of environmental permitting,
including the approval of reclamation plans, Gra@dehe 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,rges and approvals and the timing of such issuanééso, private
individuals and the public at large possess rightsomment on and otherwise engage in the permjtticensing and
approval process, including through interventionttie 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
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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 gets limits on greenhouse gas emissions frotainesignatory

countries. While the United States governmentadramunced that it will not ratify the Kyoto Protdcthe Canadian
Parliament has voted to ratify its participationtliis agreement. The Kyoto Protocol came into darc Canada on
February, 16, 2005 after being ratified by enouighaory countries. The Kyoto agreement commiteatia to limit

its net greenhouse gas emissions to 6% below thleslemitted in 1990. Canada's current level eeghouse gas
emissions significantly exceeds the agreed-upoib.lim

The government of Canada has initiated the devedmpof regulations for greenhouse gas emissiomaighr a formal

notice of intent to regulate greenhouse gas enmisshy Large Final Emitters ("LFEs") under partefind 11 of the
Canadian Environmental Protection Act, 1999. The timetable for development indicated with tla¢ice was to have at
least part of the regulatory package ready forfitse part of 2006. The operations of Grande CaCloal are not

currently classified as LFEs under this regulaifoitjative, but this may change in the future.

The primary source of greenhouse gas emissionairada is the use of hydrocarbon energy. The apesadf Grande
Cache Coal depend significantly on hydrocarbongsneources to conduct daily operations, and thexecarrently no
economic substitutes for these forms of energysighificant proportion of Canada's industrial sedaxes a similar
situation. The federal and provincial governmenése not finalized any formal regulatory programscontrol
greenhouse gases, and it is not yet possible spn@bly estimate the nature, extent, timing and ebany programs
contemplated or their potential effects on the apens of Grande Cache Coal. Most of Grande C&afad's products
are sold outside of Canada, and sales are not &xpbéc be significantly affected by Canada's Kyadtification
decision. However, the broad adoption of emisdimitations or other regulatory efforts to contigeenhouse gas
emissions could negatively affect in a materialeadg way the demand for coal as well as increasduption and
transportation costs.

Environmental

All phases of the coal mining business presentrenwiental risks and hazards and are subject tor@mental
regulation pursuant to a variety of federal, proiah and local laws and regulations. Environmenégjislation
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 reclaimedetdtisfaction of applicable regulatory authoritieSompliance
with such legislation can require significant exgiéures and a breach may result in the impositibriirees and
penalties, some of which may be material. Envirental legislation is evolving in a manner expecedesult in
stricter standards and enforcement, larger finediability and potentially increased capital exgi¢ares and operating
costs. The discharge of pollutants into the air, soil @ter may give rise to liabilities to governmentsl dinird parties
and may require the Corporation to incur costetoady such dischargéilthough Grande Cache Coal believes that it
is in material compliance with current applicablaviconmental regulations, no assurance can be gibet
environmental laws will not result in a curtailmewft production or a material increase in the cadtproduction,
development or exploration activities or otherwadversely affect the Corporation's financial coodit results of
operations or prospects.

Credit Risk
Credit Facility

Grande Cache Coal's existing credit facility camatovenants that require the Corporation to megaio financial
tests and that restrict, among other things, thityakbo incur additional debt, dispose of assetspay dividends in
certain circumstances. These restrictions may Iénitnde Cache Coal from paying dividends to shadens.

Additional Funding Requirements

The Corporation anticipates making capital expemdg for the development of the coal leases adadjaswell as
capital expenditures to enhance the productioh@turrent producing coal leases. The Corporatiay Inave to obtain
additional debt or equity financing to the extdrattthe capital expenditures are not funded bynatey generated cash
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flow. There can be no assurance that debt or eduigncing or cash generated by operations willaleilable or
sufficient to meet these requirements or for ott@porate purposes or, if debt or equity finandgm@vailable, that it
will be on terms acceptable to the Corporation. Trahility of the Corporation to access sufficierapital for its
operations could have a material adverse effecthenCorporation's financial condition, results gqfecations or
prospects.

Conflicts of Interest

Certain directors of the Corporation are also dimexof other mineral resource companies and as &y, in certain
circumstances, have a conflict of interest reqgirhem to abstain from certain decisions. Cordlict any, will be
subject to the procedures and remedigb@®Business 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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Management’'s Report

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. Finantiamation
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.

Collins Barrow Calgary LLP, independent externalditars appointed by the shareholders, have conduete
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 tethrelease.

(Signed) Robert H. Stan (Signed) Anita L. Roncin
President and Chief Executive Officer Vice-Presid&inance and Chief Financial Officer
May 15, 2006

Auditors’ Report

To the Shareholders
Grande Cache Coal Corporation

We have audited the consolidated balance she@&sasfde Cache Coal Corporation as at March 31, 26662005 and
the consolidated statements of loss and deficitaasth flows for the years ended March 31, 2006 2005. 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, 2006 and 2005 heddsults of its operations and its cash flowstler years then
ended in accordance with Canadian generally acdegmeounting principles.

(Signed) Collins Barrow Calgary LLP
Chartered Accountants

Calgary, Alberta
May 15, 2006
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Grande Cache Coal Corporation
Consolidated Balance Sheets

As at March 31
(thousands of Canadian dollars)

2006 2005
Assets
Current assets
Cash and cash equivalents $ 973 $ 35,455
Restricted cash (note 3) 6,138 9,666
Accounts receivable 2,836 4,755
Inventory (note 4) 26,509 10,838
Prepaid expenses 1,490 199
37,946 60,913
Deposit for future reclamation expenditures 82 82
Property and equipment (note 5) 52,720 39,225
$ 90,748 $ 100,220
Liabilities
Current liabilities
Accounts payable and accrued liabilities $ 15,653 $ 14,302
Notes payable (note 6) - 3,647
Revolving debt (note 7) 11,500 -
27,153 17,949
Long term debt (note 7) 10,000 -
Asset retirement obligations (note 8) 3,470 2,338
40,623 20,287
Shareholders’ equity
Share capital (note 9) 101,715 99,751
Contributed surplus 1,621 1,275
Deficit (563,211 (21,093)
50,125 79,933
$ 90,748 $ 100,220
See accompanying notes to the consolidated financial statements.
(Signed) Robert G. Brawn (Signed) Donald du@as

Chairman of the Board Director
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Grande Cache Coal Corporation

Consolidated Statements of Loss and Deficit

Years Ended March 31

(thousands of Canadian dollars, except per share amounts)

Revenue
Sales
Interest and other

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

Net loss before taxes
Taxes(note 13)

Net loss

Deficit, beginning of year
Deficit, end of year
Net loss per shardgnote 11)

Basic and diluted

See accompanying notes to the consolidated financial statements.
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2006 2005
90,106 $ 16,822
578 827
90,684 17,649
91,385 26,222
20,888 4,259
5,335 4,908
747 125
3,686 895
122,041 36,409
(31,357 (18,760)
(761) (179)
(32,118 (18,939)
(21,093 (2,154)
(53,211 $ (21,093)
(0.79) § (0.56)




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

(thousands of Canadian dollars)

Cash provided by (used for)

Operating activities
Net loss
Items not affecting cash
Stock-based compensation (note 12)

Unrealized foreign exchange loss (gain)
Depreciation, depletion and accretion

Net change in non-cash working capital relatingperating activitie:

Financing activities
Proceeds on revolving and term debt (note 7)
Proceeds on issuance of share capital (note 9)
Proceeds on issuance of note payable (note 6)
Repayment of notes payable (note 6)
Share issuance costs (note 9)
Net change in non-cash working capital relatin§irtancing activities

Investing activities
Additions to mineral properties and developmentsos
Additions to buildings and equipment
Restricted cash (note 3)
Net change in non-cash working capital relatingnt@sting activities

Effect of foreign exchange on cash and cash equieals

(Decrease) increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Supplemental cash flow information:
Interest paid
Taxes paid

See accompanying notes to the consolidated financial statements
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2006 2005
(32,118 (18,939)
767 1,004
277 (253)
3,686 895
(27,388) (17,293)
(11,345) (3,314)
(38,733) (20,607)
21,500 -
1,545 99,097
- 5,335
(3,752, (1,186)
1) (5,959)
- (197)
19,292 97,090
(4,456 (12,535)
(12,350 (20,527)
3,501 (9,872)
(1,592) 1,612
(14,897) (41,322)
(144) (43)
(34,482 35,118
35,455 337
973 35,455
740 125
777 104



Grande Cache Coal Corporation

Notes to Consolidated Financial Statements
March 31, 2006 and 2005

(thousands of Canadian dollars, except per share amounts)

1.

Nature of Operations

Grande Cache Coal Corporation (“Grande Cache Coal’the “Corporation”) is an Alberta based
metallurgical coal mining company whose experierteagn of coal professionals are developing a lemgyt
mining operation that produces metallurgical caal the export market from Grande Cache Coal's coal
leases covering over 18,000 hectares in the Smoler Roalfield located in west central Alberta.

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 summarizeadwel

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 eatinese 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 equivadeats
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 resmbed fair market value.

Inventory

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

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

Mineral Properties and Development

The Corporation has acquired several crown coakled‘Leases”) in the Grande Cache, Alberta ameh e
for a term of 15 years. The recoverability of thmoants recorded for mineral properties and devetom
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 mreserves 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 tefiedecoverability whenever events or changes in
circumstances indicate that their carrying amouay mot be recoverable. When the net carrying vafube
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Grande Cache Coal Corporation

Notes to Consolidated Financial Statements
March 31, 2006 and 2005

(thousands of Canadian dollars, except per share amounts)

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 yed@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 retirememhiigations 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 onpttowen and probable reserves of the respective coal
leases. The liability amount is increased eachriggpperiod 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 differencetlveen the actual costs incurred upon settlemenhef
obligation and the recorded liability is recognizasl a gain or loss in the period in which the seatdnt
occurs.

Foreign Currency Translation

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

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 relevdotatlon of overhead. Cost of product sold is gbdr
against income at the time of sale.

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 royaltyp&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 louté
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Grande Cache Coal Corporation

Notes to Consolidated Financial Statements
March 31, 2006 and 2005

(thousands of Canadian dollars, except per share amounts)

4.

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, consideragonived
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.
Restricted Cash

Cash secured letters of credit in the amount of35,(2005-$4,204) have been provided to the Alberta
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
$700 (2005-$512) have been made available to sepriaviders. As well, at March 31, 2005 a cash =etu
letter of credit of U.S.$4,100 was provided as séctor the notes payable.

Inventory
March 31 March 31
2006 2005
Coal inventory $ 25,041 $ 10,478
Materials inventory 1,468 360
Total $ 26,509 $ 10,838

Property and Equipment

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
$ 57,800 $ 5080 $ 52,720

As at March 31, 2005

Accumulated Net Book
Cost depreciation Value
Buildings and equipment $ 21,078 $ 303 $ 20,775
Mineral properties and development 18,982 532 18,450
$ 40,060 $ 835 $ 39,225
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Grande Cache Coal Corporation

Notes to Consolidated Financial Statements
March 31, 2006 and 2005

(thousands of Canadian dollars, except per share amounts)

At March 31, 2006, $7,738 (2005-$4,464) was capedl for reserves, buildings, equipment, leasehold
improvements, computer hardware and software tlee wot in use during the year. No depreciation has
been taken on these assets.

The Corporation has acquired several crown coakeled‘Leases”) in the Grande Cache, Alberta araeh e
for a term of 15 years. The Corporation is conedittunder the Lease terms, to paying an annua lessal
and a royalty on all coal recovered from these &sakuring their respective terms

6. Notes Payable

The Corporation entered into a coal sale agreenhatetd April 13, 2004 with a Japanese trading compan
(the “Trading Co.”) for the sale of approximately(R000 tonnes of metallurgical coal to the Tradi@ by
September 30, 2005. In conjunction with the cadé sagreement, the parties entered into an advance
payment agreement pursuant to which the Tradinga@eeed to advance U.S.$4,000 to the Corporatitwe to
used by the Corporation for certain developmenivities and operations of its mining properties mea
Grande Cache, Alberta. As the advance was denoadimat).S. dollars, changes in the U.S./Canadidlardo
exchange rate impacted the carrying value of the.raterest was payable on the outstanding balance
LIBOR plus 2% per annum, but in any event, wasto@xceed U.S. $100 over the term of the advance.

As security for this advance, the Corporation gednthe Trading Co. a letter of credit in the amooit
U.S.$4,100 in the second quarter of 2005, replatiegdemand debenture on all present and afteriracu
property of the Corporation that had initially begranted. The Corporation was required to repay the
advance not later than September 30, 2005 andHeaption to repay, without penalty, the outstagdin
balance of the advance at any time and thereaftairodischarge of the letter of credit.

Interest expense on the note of $125 was recordéiprior year.

Repayment of the advance occurred through a redudti the price per tonne otherwise payable by the
Trading Co. for coal delivered under the coal sajeeement. During the prior year, U.S.$985 of ppalc
and U.S.$100 of interest charges were repaid. DQutie current year, the remainder of the coal urtider
agreement was shipped and the balance owing waglrep

7. Revolving and Term Debt

During the third quarter of 2006, the Corporationeeed into a $20 million secured credit facilignsisting
of a $10 million term facility and a $10 millionvelving facility. Interest was payable monthly atae of
prime plus 2% per annum.

The Corporation amended and extended its secuestit dacility on March 28, 2006. The restated credi
facility consists of a $10 million term facility dra $15 million revolving facility. Interest is payle monthly
at a rate of prime plus 2% per annum. The facilifiee secured by a general security agreementamaah
maturity date of April 8, 2007, subject to a onaryextension option.

Interest expense on the revolving and term defd@B was recorded in the current year.
The credit facilities are being used to finance erporation’s working capital and allowed for the
retirement of a $5 million loan the Corporatione®ed from a related party.

8. Asset Retirement Obligations

Future asset retirement obligations were estimatednanagement based on the Corporation’s estimated
costs to fulfill its legal asset retirement obligats. The Corporation has estimated the net presdae of its
asset retirement obligations to be $3,470 (20083®), based on a total future liability of $7,128Q5-
$5,695). The Corporation’s credit adjusted rislefrates range from 5.5% to 7.6% depending on tine ¢é
estimated years to reclamation.
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The following table reconciles the Corporation’setgetirement obligations:

2006 2005
Balance, beginning of year $ 2,338 $ 77
Increase in liability 935 2,180
Accretion expense 197 81
Balance, end of year $ 3,470 % 2,338
9. Share Capital
Authorized
Unlimited common shares
Issued
2006 2005
Number Stated Number Stated
(thousands) Value (thousands) Value
Common shares
Balance, beginning of year 40,134 $ 106,798 6,067 485
Shares issued on initial public offering - - 00 57,200
Conversion of Series 1 preferred shares - 8,400 6,825
Shares issued on private placement - - 2,942 0140,
Shares issued on exercise of warrants 485 1,521 25 7 2,277
Shares issued on exercise of options 150 444 - -
Balance, end of year 40,769 $ 108,763 40,134 $ , 7986
Series 1 preferred shares
Balance, beginning of year - % - 6,825 $ 6,825
Conversion of series 1 preferred shares to - - (6,825) (6,825)
common shares
Balance, end of year - $ - - $ -
108,763 106,798
Less: Share issuance costs 7,048 7,047
$ 101,715 $ 99,751

In the first quarter of 2006, 485 thousand agewts'rants were exercised for cash proceeds of $1 Q60
exercise of these warrants, $261 was creditedamestapital from contributed surplus.

During the second quarter of 2006, 133 thousancestyations were exercised for cash proceeds of 3268
exercise of these options, $147 was credited tslhee capital from contributed surplus.

During the third quarter of 2006, 16 thousand shgrgons were exercised for cash proceeds of 0.
exercise of these options, $12 was credited teesteital from contributed surplus.

The following transactions occurred during the yeaded March 31, 2005:

On May 12, 2004, the Corporation completed itsahpublic offering of 22.0 million common sharesa
price of $2.60 per common share for gross proceé857,200. This included the full exercise by #gents

of their over-allotment option to sell an additibria0 million common shares. Net proceeds to the
Corporation, after deducting the agents’ fee o188,and cash costs of the offering of $769 were ZFR
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10.

11.

Following the completion of the offering, all isslueand outstanding Series 1 preferred shares were
exchanged into common shares at a conversion faftdr23 common shares for each preferred share.
Holders of Series 1 preferred shares were notletib any accrued and unpaid cumulative dividema$o

the date of exchange.

On February 25, 2005, the Corporation completedthate placement of 2.9 million units at an ispuee

of $13.60 per unit for gross proceeds of $40,01is Thcluded the full exercise by the underwritefsheir
over-allotment option to purchase an additional illion units. Each unit consisted of one commabars

and one half of one common share purchase warfahedCorporation, each whole common share purchase
warrant entitling the holder to acquire one comrabare of the Corporation at a price of $16.25 pareson

or before February 27, 2006. Net proceeds to tpdation were $37,654, after deducting the agdéets

of $2,201 and cash costs of the offering of $156.

Warrants

On May 12, 2004, the Corporation issued agentsramis to purchase 1.21 million common shares at an
exercise price of $2.60 per share for a period2ofbnths from the closing date of the initial paldifering.

The fair value of each warrant issued is estimatethe date of the issuance using the Black Schprlemg
model, using an estimated volatility at the timetaf grant of 50%, risk free interest rate of 3% arpected

life of one year. The non-cash stock based compiensaxpense of the agents’ warrants of $653, was
recorded as a share issuance cost.

During the year 485 thousand (2005-725 thousandhtafywarrants were exercised for cash proceeds of
$1,260 (2005-$1,886). On exercise of these warr&§281 (2005-$391) was credited to share capitahfr
contributed surplus.

Upon closing of the private placement on Februdy 2005, the Corporation issued warrants to puechas
1,471 million common shares at an exercise pric81&.25 per share on or before February 27, 2006. N
value was attributed to the warrants.

General and Administrative

General and administrative expenses in the cugmsnt consist of customary overhead charges. Geardal
administrative expenses in the prior year condistustomary overhead charges as well as non-requrri
charges related to the initial start-up of operaiancluding internal labour, equipment rental and
miscellaneous supplies that were not capitalizddo Ancluded are non-cash charges of $767 (200304},
for stock-based compensation and a $219 (2005-3t64 for foreign exchange.

Net Loss per Share

The following reconciles the denominators for basid diluted net loss per share calculations. tidasury
stock method is used to determine the dilutivectftd the share options. The effect of all optiowl avarrant
exercises would be anti-dilutive to the net lossghare amount.

(thousands, except per share information) 2006 2005
Weighted average shares outstanding — basic amtediil 40,658 33,697
Net loss $ (32,118) $ (18,939)

Net loss per share:

Basic and diluted $ (0.79) $ (0.56)

24



Grande Cache Coal Corporation

Notes to Consolidated Financial Statements
March 31, 2006 and 2005

(thousands of Canadian dollars, except per share amounts)

12.

Stock-based Compensation

The Corporation has a share option plan, pursuamthich the Board of Directors or a committee thére
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 includegbmeral and administrative expenses for the year wa
$767 (2005-$1,004) and was a result of the Cormratshare option plan.

Share options to purchase 55 thousand common slaéres exercise price of $9.08 were granted to
employees of the Corporation under the Corporagighare option plan on June 10, 2005. The sharenspt
were priced at the trading price of the Common &hamn the date of the grant and have a five yeanr. te
Share options to purchase 30 thousand of the consimares vested immediately and options to purchase
thousand of the common shares are subject to gaaovesting period.

On September 30, 2005, 131 thousand options tdipseccommon shares were cancelled.

Options to purchase 125 thousand common shareseatesicise price of $4.50 were granted to emplogées
the Corporation under the Corporation’s share oppian on October 17, 2005. The options have ayfear
term and are subject to a two year vesting period.

On October 15, 2005, 108 thousand options to pgelt@mmon shares were cancelled, on December 2,
2005, 23 thousand options to purchase common shamescancelled, on December 29, 2005, 10 thousand
options to purchase common shares were cancelttdradanuary 13, 2006, 10 thousand options to psech
common shares were cancelled.

The following transactions occurred during the yeaded March 31, 2005:

At March 31, 2004, 1.40 million options to purch&senmon shares at an exercise price of $1.00 @eesh
were outstanding. The options have a term of figary and vest in equal amounts over three yearsu®n
30, 2004, 75 thousand of these options were cautell

Options to purchase 200 thousand common shares exexcise price of $3.70 per share were granted to
directors and employees of the Corporation underQbrporation’s share option plan on July 22, 200
options have a five year term and were priced atthding price of the Common Shares on the datheof
grant. Options to purchase 125 thousand of the camshares vested immediately and options to puechas
75 thousand of the common shares are subjectvto gidar vesting period.

Options to purchase 75 thousand common shares akemise price of $3.70 per share were granted to
employees and an officer of the Corporation untler@orporation’s share option plan on August 9,4200
The options were priced at the trading price of @tmnmon Shares on the date of the grant and héive a
year term. Options to purchase 25 thousand of tmanwon shares vested immediately and options to
purchase 50 thousand of the common shares arecstije two year vesting period.

Options to purchase 205 thousand common shares exeacise price of $11.56 per share were gramted t
directors, an officer and employees of the Corponatinder the Corporation’s share option plan orrdfia
14, 2005. The options were priced at the tradingepof the Common Shares on the date of the gnaaht a
have a five year term. Options to purchase 75 #hudisof the common shares vested immediately and
options to purchase 130 thousand of the commoreslaae subject to a two year vesting period.

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 61%, riskifrteest
rates of 3% and expected lives of five years.
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Details of the options outstanding are as follows:

Common Shares
Weighted Average

(thousands of shares) Number Exercise Price
Outstanding — March 31, 2004 1,400 $ 1.00
Granted 480 7.06
Cancelled (75) 1.00
Exercised - -
Outstanding — March 31, 2005 1,805 $ 2.61
Granted 180 5.90
Cancelled (282) 4.44
Exercised (149) 1.90
Outstanding — March 31, 2006 1,554 2.73

Details of the options exercisable at March 31,28 as follows:

Common Shares
Weighted Average

(thousands of shares) Number Exercise Price
700 $ 1.00

162 3.70

105 11.56

10 9.08

977 $ 2.67

Of the options outstanding, 1,259 thousand optexgEre in 2009 and the remaining 295 thousand share
options expire in 2010.

13. Taxes

The Corporation is required to pay Alberta crowpalties on net product revenues. The royalty expdos

the year ended March 31, 2006 was $692 (2005-$246). included is large corporation tax of $69 foe
year (2005-$53).

The Corporation has a future income tax asset 8f48b (2005-$ 8,632) that has not been recognizkd.
components of the future tax asset are as follows:

2006 2005
Temporary differences related to buildings and popegint and
mineral properties and development costs $(2,780) $ (1,621)
Asset retirement obligations 1,151 773
Share issuance costs 1,484 2,065
Non-capital loss carryforwards 18,631 7,415
Valuation allowance (18,486) (8,632)

$ - $ -
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14.

15.

16.

Income tax expense differs from that which wouldelgpected from applying the effective Canadian falde
and provincial income tax rates of 35.62% (2005t2%) to the net loss before taxes, as follows:

2006 2005
Expected income tax recovery $ 11,169 $ 6,964
Decrease resulting from:
Resource allowance (1,061) (1,136)
Stock based compensation (273) (373)
Tax rate reductions (307) (74)
Other @) (6)
Non deductible crown payments 160 27
Future income tax recovery not recognized (9,681) (5,402)
$ - $ -

The Corporation has non-capital losses for income gurposes totaling approximately $52,306 (2005-
$26,180) which may be carried forward and appligdirsst taxable income of future years, expiring@s
$479 in 2008, $981 in 2009, $1,081 in 2010, $1,872014, $21,768 in 2015 and $26,125 in 2016.

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

In order to ensure the continued availability afidaaccess to, facilities and services to meet dpes
requirements, the Corporation has entered intoipedir agreements for the lease of coal propentisicles
and office space as well as a provision of raihgportation. Under contracts existing at March Z106,
future minimum amounts payable under these agretsrae@ summarized below:

2007 $1,445
2008 $ 298
2009 $ 232
2010 $ 224
2011 and thereafter $ 928

The Corporation has commitments to purchase a gisiovel and a drill from a major mining equipment
manufacturer. The estimated total cost of the egaigt is U.S.$16 million, with progress paymentsuresg
over the course of the manufacturing process. TocM8&1, 2006, U.S.$4.7 million in progress payments
have been paid.

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 amtoof $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 dateceipe
The loan was repaid in December 2005 and intexpstrese of $98 was recorded.
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17.

18.

During the year ended March 31, 2005, prior toGloeporation’s initial public offering, managemenes of
$23, which have been included in general and adinative expenses, were paid to companies owned by
two directors of the Corporation. This transactieas in the normal course of business and was neshsur
the exchange amount, which was the consideratioeedgo by the parties

Economic Dependence

All of the Corporation’s metallurgical coal is tsported by Canadian National Railway Company and
Savage Alberta Railway Inc. and loaded onto vesael¥ancouver by Westshore Terminals Ltd. or at
Thunder Bay by Thunder Bay Terminals Ltd. There lanited alternatives for these services and sequri
alternatives could increase distribution costsermiption of rail services would limit the Corpdoat's
ability to operate.

Subsequent Events

On April 5, 2006, the Corporation closed a bougkdlcequity financing. At closing, a total of 10Gvlllion
units (“Units”) of the Corporation were issued gbrice of $2.70 per Unit for gross proceeds of $lfion.
Each Unit consisted of one common share and orfedfiadne common share purchase warrant of the
Corporation, each whole warrant entitling the holithereof to acquire one common share at a pric3ef0

per share until April 5, 2007.

On April 7, 2006, the Corporation provided a castused letter of credit of $300 to a service previd

On April 12, 2006, 900 thousand options to purchesmamon shares were granted to employees and
directors of the Corporation under the Corporasastiare option plan at an exercise price of $2et&pare.
The options have a five year term and are subjeaht18 month vesting period.
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