Grande Cache Coal Corporation
Management’'s Discussion & Analysis

This Management’s Discussion and Analysis ("MD&Ahould be read in conjunction with the unauditetrim
consolidated financial statements and notes thdoetthe period ended June 30, 2011, and the aldibasolidated
financial statements, notes and related MD&A ttedtGrande Cache Coal Corporation ("Grande Caaad"@r the
"Corporation”) for the fiscal year ended March 2011. The consolidated financial statements haem Ipeepared in
accordance with International Financial Reportingn8ards ("IFRS"). This discussion provides manageis analysis
of the Corporation's historical financial and opiexgresults and provides estimates of the Corpmratfuture financial
and operating performance based on informationeatisr available. Actual results will vary from esites and the
variances may be significant. Readers should beaeatteat historical results are not necessarilydative of future
performance. All references are to Canadian dollatsss otherwise indicated.

This MD&A was prepared using information that isremt as of August 15, 2011.

In the interest of providing Grande Cache Coalarafiolders and potential investors with informatiegarding
Grande Cache Coal, including management's assessi&nande Cache Coal's future plans and opestioertain
statements in this MD&A are "forward-looking statems” within the meaning of applicable Canadianugges
legislation. In some cases, forward-looking statet:mean be identified by terminology such as "apéte", "believe",
"continue”, "could", "estimate", "expect”, "fore¢gs'intend", "may", "objective”, "ongoing", "outtik", "potential”,
"project”, "plan”, "should", "target", "would", "Wf or similar words suggesting future outcomes.emg or
performance. The forward-looking statements coethiim this MD&A speak only as of the date of thexdment and

are expressly qualified by this cautionary statetmen

Specifically, this MD&A contains forward-looking atements relating taanticipated sales volumes of metallurgical
coal in fiscal 2012 anticipated sales prices of metallurgical coaligtdl 2012; anticipated average cost of sales for
fiscal 2012, management of coal production in fis2@12; future development activities and relatezpital
expenditures; the capital expenditure programifmal 2012; and funding sources for the capitabexiure program.

These forward-looking statements are based onicekisy assumptions regarding, among other thingat the
Corporation will be able to attract and retain thecessary workforce personnel to support the expans its
operation; no material change in the geological aperating conditions in No. 8 pit; no materiasrdption in
production from the No. 8 pit or the No. 7 undergrd operation; no material disruption in developmef; or
production from, the No. 12 South B2 undergrourapmaterial variation in anticipated coal sales wods; no material
variations in markets and pricing of metallurgicahll other than anticipated variations; continuegilability of and no
material disruptions in rail service and port faieis other than anticipated; no material delaythmcurrent timing for
completion of ongoing projects; financing will b&adlable on terms favourable to the Corporation; material
variation in historical coal purchasing practicdscastomers; coal sales contracts will be entergd with new
customers; parties execute and deliver contracteiilly under negotiation; and no material variasion the current
regulatory environment. The reader is cautioned Such assumptions, although considered reasobgberande
Cache Coal at the time of preparation, may provgetincorrect.

Actual results achieved during the forecast pemallil vary from the information provided herein asresult of
numerous known and unknown risks and uncertaimties other factors. Such factors include, but atelimited to:

uncertainties associated with geological and operatonditions in the new No. 8 pit and the new N®.South B2
underground operation; uncertainties associateld pridduction levels during development of the nem B mining

area and No. 12 South B2 underground operatiompggsin general economic, market and business toomsli

uncertainties associated with estimating the qtiamtnd quality of coal reserves and resources; codity prices,
currency exchange rates; the availability of cref@itilities for capital expenditure requirementsbt service
requirements; dependence on a single rail systepertience on a single port facility for export sathanges to
legislation; liabilities inherent in coal mine démement and production; competition for, among otténgs, capital,
acquisitions of reserves, undeveloped lands antedkpersonnel; geological, mining and processiaghnical

problems; ability to obtain required mine licensesne permits and regulatory approvals requiregrimceed with
mining and coal processing operations; ability dmply with current and future environmental andeottaws; actions
by governmental or regulatory authorities includingreasing taxes and changes in regulations; teircence of
unexpected events involved in coal mine developraadtproduction; and other factors, many of whiehtseyond the
control of Grande Cache Coal. Many of these risitdiss and uncertainties are discussed in Grand&eC@oal's
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Annual Information Form, Grande Cache Coal's MD&#nd other documents Grande Cache Coal files wigh th
Canadian securities regulatory authorities.

There is no representation by Grande Cache Cobathaal results achieved during the forecast penitl be the same
in whole or in part as those forecast and Grandsh€&oal does not undertake any obligation to @pgablicly or to
revise any of the included forward-looking statetaerwhether as a result of new information, futesents or
otherwise, except as may be required by applicsdxterities law.

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

Cache Coal’'s Management's Discussion and Analyslsfanual Information Form for factors which coyldtentially
impact the Corporation's financial performance @sdbility to meet its targets.

Financial Overview

As at As at

June 30 March 31

($ millions) 2011 2011
Balance Sheet

Cash and cash equivalents 21.1 17.1

Total assets 438.8 433.2

Long-term liabilities 105.8 106.8

Shareholders’ equity 291.0 282.5

Three months ended

June 30
($ millions, except per share amounts) 2011 2010
Statement of Income and Comprehensive Income
Revenue 79.7 69.0
Gross profit 14.2 11.0
Income and comprehensive income 7.2 4.2
Basic and diluted earnings per share 0.07 0.04

Three months ended

June 30
2011 2010

Operating results

Clean coal production (millions of tonnes) 0.41 0.37

Coal sales (millions of tonnes) 0.39 0.45
Average sales price

Metallurgical coal (US$/tonne) 227 154

All coal products ($/tonne) 203 152
Average cost of sales ($/tonne)

Cost of product sold 125 87

Distribution costs 27 26

Depreciation 15 15
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Revenue

First quarter revenue was $79.7 million, up fron® $6million in the same three month period of lgstal year. The
15% increase was due to higher sales prices asaled volumes were lower at 0.39 million tonnesngared to 0.45
million tonnes in the same period last year. Hisdrter sales volumes were impacted by an equipmaliunction at
Westshore Terminals in the latter part of June a@hipping delays, which resulted in two vessel logdi
(approximately 70,000 tonnes) being delayed uri ffirst week of July. Metallurgical coal accountéar
approximately 84% of the total sales volume with ttmainder being thermal coal.

The average sales price of metallurgical coal dutire first quarter was US$227 per tonne ($220qane) compared
to US$154 per tonne ($158 per tonne) in the samedg&st year. The higher price during the currguarter reflects
an increase in contract price settlements comp@aréakt year, reduced somewhat by a portion of tqwveeed annual
contracts and a portion of carryover tonnage frastal 2011. The average exchange rate for congerti®
denominated sales into Canadian dollars durinditsequarter was 0.98 compared to 1.03 in the flisee months of
fiscal 2011, thus having a negative impact on therage Canadian sales price. During the first guatthe Corporation
began selling a coal product that is extractedndutihe processing of raw coal into clean coal pctgluThis recycled
coal product is not included in the Corporatio@tat sales volumes however the sales are recogaizedermal coal
revenue. The average sales price achieved frontaal products was $203 per tonne during the finsargr
representing a 33% increase over $152 per tontieisame period last year.

Cost of Sales

Cost of sales during the first quarter was $65.8iani and consisted of cost of product sold of $4@nillion,
distribution costs of $10.5 million and depreciatmf $5.9 million.

The unit cost of product sold was $125 per tonrménduthe first quarter compared to $87 per tonnthércomparable
period. The unit cost of product sold during therent quarter was impacted by the early stagesioigin No. 8 pit
where conditions were difficult due to tight miniageas. The unit cost was also affected by a I@haertt yield and a
higher surface mine strip ratio, both of which e in lower than anticipated clean coal produtti@lumes. The
Corporation also incurred higher operating costgluiding internal labour, contractor services, digsp and
consumables, which further contributed to the iasesin the cost of product sold.

The unit distribution cost in the first quarter w&&7 per tonne compared to $26 per tonne in tisé tiree months of
fiscal 2011. The unit cost of depreciation was $&6 tonne during the first quarter of both the entrand previous
fiscal years.

Other Income and Expenses

General and administrative expenses were $3.9omiliuring the quarter, up from $2.6 million in tbemparable
period. Included in the general and administraéxpenses were head office administrative and mackebarges of
$2.5 million (fiscal 2011 - $2.0 million) and nomash charges for share-based payments of $1.4 m{fiscal 2011 -
$0.6 million).

Finance income mainly relates to interest earnedasi and restricted cash. Finance expense wasy#lich during
the first quarter of fiscal 2012 and included atiore on restoration provisions and interest paidfioance lease
obligations.

The Corporation realized a net foreign exchanga g&i$0.4 million during the first quarter compareda net foreign
exchange loss of $2.7 million in the same periatl fiscal year. Included in the net foreign excheatass in fiscal 2011
was an unrealized loss of $3.8 million relatedaieefgn exchange forward contracts.
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Taxes

Income tax expense was $2.9 million for the curmumrter compared to $1.4 million in the same petast year
mainly due to higher profit before tax.

Liquidity and Capital Resources

At June 30, 2011, Grande Cache Coal had cash ahdetpivalents of $21.1 million. The Corporatioc&sh position
increased by $4.0 million during the first quartempared to a $15.4 million decrease in the samedpdéast fiscal
year.

Operating activities during the first quarter paed $25.1 million in cash, up from $19.0 milliontive same period last
year. The difference was partially due to a netngeain non-cash working capital relating to op@&gtactivities
amounting to $4.6 million, compared to $1.4 millionthe first quarter of fiscal 2011, the majoritiwhich related to a
significant increase in accounts receivable duthéotiming of sales. Higher income in the first daaof fiscal 2012,
compared to fiscal 2011, also contributed to ineeelacash generation.

Financing activities during the current quarterlided finance lease payments of $3.5 million. kes¢rpaid on
borrowings, the majority of which related to finenease obligations, was $1.2 million comparedQ® $nillion in the
same period last year.

Investing activities resulted in a cash decreas$16f3 million in the first quarter, compared tol¥B million in the
comparable period. Capital expenditures accourtiethe majority of the investing activities andlumed the addition
of buildings and equipment as well as the develoroEémineral assets.

Grande Cache Coal has an agreement with HSBC Bankda to provide the Corporation with a creditliigcup to

$29 million and the ability to enter into foreigrabange hedging arrangements. At June 30, 201 T dhgoration had
a foreign exchange forward contract to sell US$8ioni at an exchange rate of 1.06. This contractunga in July
2011 and there are currently no further contraatstanding.

The Corporation believes that its existing casiBhdéow from operations and credit facility will tsafficient to fund
ongoing working capital requirements during fis2@ll2. The Corporation expects that capital exparest will be
funded by existing cash and cash flow from openatio

Grande Cache Coal expects that coal inventory aadl production will be sufficient to meet custonmequirements
during fiscal 2012. At June 30, 2011, the Corporatiad $29.7 million in coal inventory, comparedY.6 million at
March 31, 2011.

The Corporation did not have any off-balance sfieancing structures in place at June 30, 2011 glienm liabilities
of the Corporation include restoration provisionshwa present value of $14.8 million, finance leaddigations of
$60.3 million and deferred income tax liabilities$30.7 million. Grande Cache Coal’s restoratioovision is covered
by letters of credit totaling $12.7 million providiéo the Alberta Government, which are presentbused by restricted
cash.

In order to ensure the continued availability ofdaccess to, facilities and services to meet ¢ipas requirements,
the Corporation has entered into multi-year agredsnéor the lease of coal properties, light velsclequipment,
buildings and office space.
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Future minimum undiscounted amounts payable byCtmporation under contracts existing at June 3Q12@ere:

($ millions) Payments Due by Period

Less than 1-3 4-5 After
Contractual Obligations Total 1 year years years 5 years
Operating Leases 3.3 0.9 15 0.7 0.2
Capital Leases 85.7 18.6 36.8 29.2 1.1
Total Contractual Obligations 89.0 19.5 38.3 29.9 31

International Financial Reporting Standards

International Financial Reporting Standards ("IFR&placed Canadian generally accepted accountiimgiples
("GAAP") effective January 1, 2011 for publicly aemtable enterprises. As such, the Corporation tedol#RS on
April 1, 2011, which is the beginning of the Coration’s fiscal year. However, because the Corpondicomparative
financial information for the prior fiscal year @@we months ended March 31, 2011) must also beapeepin
accordance with IFRS, the effective transition dates April 1, 2010. The three months ended June28Q] is the
Corporation’s first filing of IFRS compliant finaiad statements.

The Corporation’s conversion approach consistethrefe phases: 1) Diagnostic, 2) Evaluation and Deweent, and
3) Implementation. The Corporation has completddhebe phases of the conversion project and vdtitinue to
monitor any new or proposed changes to IFRS.

IFRS employs a conceptual framework, composed obwting principles, that is similar to Canadian &A The
adoption of IFRS has resulted in changes to th@@ation’s reported consolidated statements ohfire position and
consolidated statements of income and comprehensieene. The transition to IFRS did not have aisicgmt effect
on the Corporation’s business activities, key pennce measures or information systems.

a) Reconciliation of equity

The following is a reconciliation of the Corporatie equity reported in accordance with Canadian GAA its
equity in accordance with IFRS as at April 1, 2@¥fansition date"), June 30, 2010 and March 31,120

As at As at As at

March 31 June 3C April 1

(in thousand of Canadian dollars) Notes 2011 2010 2010

As reported under Canadian GAAP $ 283,619 $ 255,244 $ 250,820
Differences increasing (decreasing) reported amoui

Restoration provision @) 501 25 (511)

Property, plant and equipment (iii) (1,626) (738) (650)

(1,125) (713) (1,161)

As reported under IFRS $ 282,494 $ 254,531 $ 249,659

b) Reconciliation of income and comprehensive income

The following is a reconciliation of the Corporati® income and comprehensive income in accordanite w
Canadian GAAP to its income and comprehensive imcimaccordance with IFRS for the three months énde

5
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June 30, 2010 and for the twelve months ended Matci2011;:

Twelve months endec Three months endec

March 31 June 30
(in thousand of Canadian dollars) Notes 2011 2010
As reported under Canadian GAAP $ 27,729 $ 3,951
Increase (decrease) in reported amount:
Restoration provision (@) 408 98
Share-based payment (i) (2,351) (203)
Depreciation (iii) (361) 499
Income tax expense (iv) (11) (149)
(2,315) 245
As reported under IFRS $ 25,414 $ 4,196

c) Explanatory notes

The following explanatory notes describe the adjestts to the Corporation’s equity and income and
comprehensive income arising from the adoptior-&S.

(i) Restoration provision

IFRS does not have a specific accounting standardefstoration provisions. Under IFRS these prowisiare
included in IAS 37 — Provisions, Contingent Liatils and Contingent Assets. IFRS is more encompgssithat
it requires that constructive obligations be ineéddn the recognition of a liability. IFRS also féifs in that
estimates of future cash flows use a discountttatis no longer credit adjusted. On a go-forwhadis, IFRS
requires that the provision be re-measured at egarting date.

As a result of these differences, as at April 11@Qhe Corporation recorded an adjustment to irseraae
restoration provision asset by $389 thousand aock@se the restoration provision liability by $0Qfousand,
resulting in a net of tax adjustment that decreaspdty by $511 thousand at the transition dateafAdune 30,
2010, the Corporation recorded an increase inéaktoration provision asset and liability of $1,484usand and
$1,372 thousand, respectively, with a correspondetgof tax increase in equity of $25 thousandafAblarch 31,
2011, the IFRS adjustments include an increasesioration provision asset of $1,004 thousand aridaease in
the restoration provision liability of $336 thouslamresulting in a net of tax increase in equity 50$ thousand.

(i) Share-Based Payment

Under previous Canadian GAAP, the Corporation egpdnstock option awards granted to employees in an
amount equal to the fair value of the equity instemt amortized on a straight-line basis over tiipeetive vesting
period. IFRS 2Share-based Paymef(tiIFRS 2") requires that each tranche with a défé vesting date be
accounted for as a separate option grant. In additFRS 2 requires graded vesting be used in aticaufor
option expenses and requires the estimate of forés. The Corporation has elected the IFRS 1 pemand

has not applied IFRS 2 to equity instruments thatewgranted after November 7, 2002 and vested défpril 1,
2010. The Corporation continues to use the Bladieis option pricing model to fair value its equitgtruments.

The effect of the change to IFRS resulted in aneiase to contributed surplus and a reduction tirred earnings
at the date of transition of $736 thousand as agkn increase in share-based payments expen26ft®usand
for the three months ended June 30, 2010 and $#®bisand for the twelve months ended March 311201
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d)

e)

(iii) Property, plant and equipment

Under previous Canadian GAAP, carrying amountsroperty, plant and equipment ("PP&E") were deredzaph
when no future economic benefits were expected fitweir use. Under IFRS, this derecognition of asseturs at
the component level. The Corporation recorded tprifscant parts or components of its PP&E and dejated
them separately, which resulted in a decrease udyeof $650 as at April 1, 2010, $738 as at Jue2910 and
$1,626 as at March 31, 2011.

(iv) Income tax expense

The Corporation recorded the tax impact on the IBRjBstments for the restoration provision and prop plant
and equipment disclosed above. For the three mamitied June 30, 2010 and for the year ended Mdrch03.1,
the Corporation increased its income tax expenskldg thousand and $11 thousand, respectively.

Changes to financial statement presentation

At the transition date, the Corporation made chartgethe presentation of its financial statemeBtdow is the
summary of the changes to the Corporation’s codatdd statements of income and comprehensive in@nde
consolidated statements of financial position.

Coal royalties -under Canadian GAAP the Corporation presented tiherfa Coal Royalty as a current tax
expense on the income statement. IFRS requiresredygin determining whether royalties paid to govegent are
considered a resource tax expense as paymentsaongeent should be classified in accordance wighstlibstance
of the transaction. The Corporation has determitteat the current coal royalties payable to the Abbe
Government will no longer be classified as a tapesse and has elected to classify them as a ceatas.

Cost of sales under IFRS, the Corporation must present expearethe consolidated statement of income by
either function or nature. The Corporation has ehas present expenses by function, as a resalt;dbt of sales
includes cost of product sold, distribution costel alepreciation on its consolidated statementsobre and
comprehensive income.

Finance expense under IFRS, finance costs include interest expemsdinance leases, accretion expense for
restoration provisions and other finance expenégsretion expense was previously included in deptimn,
depletion and accretion while interest expensdrmante leases was presented as interest and affemses.

Deferred income tax assets and deferred incoméahitities - under Canadian GAAP, deferred income tax assets
and deferred income tax liabilities were classifietween current and non-current based on theifitasion of

the underlying assets and liabilities that gave tis the differences. IFRS requires that all defértaxes are
classified as non-current, irrespective of thesifasmition of the underlying assets or liabilitisswhich they relate,

or the expected reversal of the temporary diffeeeffihe Corporation reclassified its current deféireome tax
assets to deferred income tax assets (non-cuardtjts deferred income tax liabilities (curremtdieferred income
tax liabilities (non-current).

Adjustments to the statement of cash flows

The transition from previous Canadian GAAP to IFR&I no significant impact on the statement of déshs
generated by the Corporation except that, undeS|Fdash flows relating to interest are classifisdoperating,
investing or financing in a consistent manner gaetiod. Under Canadian GAAP, cash flows relatingnterest
payments were classified as an operation actiihe Corporation has elected to reclassify inteeggtenses on
finance leases under financing activities.
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The notes to the Corporation’s interim consoliddtedncial statements provide additional detailstom key Canadian
GAAP to IFRS differences, First-Time Adoption otémational Financial Reporting Standards, optiamamptions
elected, and the Corporation’s accounting policyiods under IFRS.

Accounting standards issued but not yet applied

IFRS 9Financial Instrumentg"IFRS 9'), as issued reflects the first phase of the IASBdsk on the replacement of
IAS 39Financial Instruments: Recognition and Measuren@I®&S 39") and applies to classification and measurement
of financial assets and liabilities as definedAi%139. The standard is effective for annual perioelginning on or after
January 1, 2013. The Corporation has not yet asdale impact of the adoption of IFRS 9 on itsfiicial statements.

In May 2011, the IASB issued the following standawhich have not yet been adopted by the Corparati€RS 10,
Consolidated Financial StatemenfdFRS 10'), IFRS 11,Joint Arrangementg'IFRS 11'), IFRS 12,Disclosure of
Interests in Other Entitief'IFRS 12') and IFRS 13Fair Value Measuremer(tIFRS 13). Each of the new standards
is effective for annual periods beginning on oeaftanuary 1, 2013 with early adoption permittdae Torporation has
not yet assessed the impact that the new and ahataiedards will have on its financial statememntatoether to early
adopt any of the new requirements.

A brief summary of the new standards is as follows.

IFRS 10 requires an entity to consolidate an ireesthen it is exposed, or has rights, to variabtarns from its
involvement with the investee and has the abilityaffect those returns through its power over theestee. Under
existing IFRS, consolidation is required when atitgmas the power to govern the financial and afieg policies of
an entity so as to obtain benefits from its adtgit IFRS 10 replaces SIC-Tnsolidation-Special Purpose Entities
and parts of IAS 2Consolidated and Separate Financial Statements

IFRS 11 requires a venture to classify its intefasa joint arrangement as a joint venture or japeration. Joint
ventures will be accounted for using the equity lrodtof accounting whereas for a joint operation thature will
recognize its share of the assets, liabilitiesenere and expenses of the joint operation. Undetiegi IFRS, entities
have the choice to proportionately consolidatecurity account for interest in joint ventures. IFRS supersedes IAS
31, Interests in Joint Ventureand SIC-13,Jointly Controlled Entities, Non-Monetary Contrians by Venturers

IFRS 12 establishes disclosure requirements ferésts in other entities, such as joint arrangesnassociates, special
purpose vehicles and off balance sheet vehicles.sténdard carries forward existing disclosuresasd introduces
significant additional disclosure requirements thddress the nature of, and risks associated aitlentity’s interest in
other entities.

IFRS 13 is a comprehensive standard for fair vahe&asurement and disclosure requirements for usssaall IFRS

standards. The new standard clarifies that faiuevas the price that would be received to sell ssef or paid to
transfer a liability in an orderly transaction beem market participants, at the measurement dasdsd establishes
disclosures about fair value measurement. Undestiegi IFRS, guidance on measuring and disclosimgviaue is

dispersed among the specific standards requirimgvédue measurement and in many cases does rettref clear
measurement basis or consistent disclosures.

Disclosure Controls and Procedures and Internal Cobtrols over Financial Reporting

The Corporation’s Chief Executive Officer ("CEO'"daChief Financial Officer ("CFQ") have designed,caused to
be designed under their supervision, disclosurerolsnand procedures to provide reasonable assardmat: (i)
material information relating to the Corporation ris|ade known to the Corporation's CEO and CFO byersth
particularly during the period in which the annaat interim filings are being prepared; and (ifbimation required to
be disclosed by the Corporation in its annual gdininterim filings or other reports filed or sultted by it under



Grande Cache Coal Corporation
Management's Discussion & Analysis

securities legislation is recorded, processed, samaed and reported within the time period spedifie securities
legislation.

The Corporation’s CEO and CFO have designed, asethto be designed under their supervision, inteovrol over

financial reporting to provide reasonable assuraagarding the reliability of the Corporation’sdimcial reporting and
the preparation of financial statements for extepuaposes in accordance with the IFRS. The Cotmoras required
to disclose herein any change in the Corporatigmtsrnal control over financial reporting that oo@d during the
period beginning on April 1, 2011 and ended on J8®e2011, that has materially affected, or is oeably likely to

materially affect, the Corporation’s internal catover financial reporting. No material changedhia Corporation’s
internal control over financial reporting were ititad during such period that has materially aféel; or are
reasonably likely to materially affect, the Corgaoa’s internal control over financial reporting.

It should be noted that a control system, includhmg Corporation’s disclosure and internal contesid procedures, no
matter how well conceived, can provide only reabtamabut not absolute, assurance that the objectifehe control
system will be met and it should not be expected tiie disclosure and internal controls and proeeiwill prevent all
errors or fraud.

Summary of Quarterly Results

Fiscal Fiscal Fiscal
2012 2011 2010 (1)
(millions, except per unit amounts) Q1 Q4 Q3 Q2 Q1 Q4 Q3 Q2
Clean coal production (tonnes) 0.41 0.39 0.32 0.38.37 0.54 0.42 0.43
Coal sales (tonnes) 0.39 0.37 0.29 0.44 0.45 0.43.47 0 0.36
Average sales price:
Metallurgical coal (US$/tonne) 227 192 189 186 154 120 131 120
All coal products (CDN$/tonne) 203 180 174 185 152 118 134 124
Cost of product sold ($/tonne) 125 115 114 100 87 116 123 99
Distribution costs ($/tonne) 27 27 21 27 26 28 30 7 2
Depreciation ($/tonne) 15 17 17 15 15 15 9 8
Revenue ($) 79.7 67.3 50.6 81.2 69.0 50.7 62.4 448
Gross profit ($) 14.2 8.4 6.3 18.7 11.0 0.1 5.1 9.2
Income ($) 7.2 4.4 3.7 13.2 4.2 1.4 4.3 9.3
Basic earnings per share ($) 0.07 0.04 0.04 0.1404 0. 0.01 0.04 0.10
Diluted earnings per share ($) 0.07 0.04 0.04 0.18.04 0.01 0.04 0.09

(1) Fiscal 2010 financial information is presentedccordance with Canadian GAAP as it was notireduo be restated to IFRS.

Clean coal production during the first quarter @ased slightly from the prior quarters as develagnoé No. 8 pit
progressed. Surface mining conditions continueetahrllenging due to tight mining areas and a high@ ratio. The
underground mining operation has been achievingxeeeding production targets. First quarter colsseemained
stable from the previous quarter, although theyewienpacted by vessel loading delays that occura¢el in June
causing 70,000 tonnes to be delayed until July. piiee of metallurgical coal continues to incre&sen previous
guarters due to strong market demand. Flooding ustrialia, combined with continued demand from tiadal
steelmaking markets, has led to higher benchmack gettlements. Challenging surface pit miningditbons, a higher
strip ratio and a lower plant yield contributedldever than expected clean coal production volumemfNo. 8 pit
resulting in a higher unit cost of product soldsékontributing to the increasing cost of produwdd svere higher costs
for internal labour, contractor services, suppéiad consumables.



Grande Cache Coal Corporation
Management's Discussion & Analysis

Outlook

The Corporation anticipates that coal sales voluimeiscal 2012 will be on the low end of its peojed range of 2.2 to
2.4 million tonnes. The No. 8 surface pit continte$e in the early stages of production and collmes are being
impacted by tight mining conditions and a higheipstatio than that which is expected over the bfethe pit. The
initial stages of mining have also resulted in ghlr proportion of oxidized coal, which is beinddsas thermal coal.
Metallurgical coal is expected to account for apprately 90% of the total anticipated sales volurirefiscal 2012
while thermal coal will account for the remaind&ales volumes are contingent upon the Corporataiieging
anticipated production levels and being providethwadequate rail and port services.

Approximately 80% of the fiscal 2012 annual saletumes are expected to be sold under quarterlypor gricing
arrangements, which is consistent with industrycfica. A portion of traditional annual priced catts also remain in
place. For the quarter commencing July 1, 2011chmark contract price settlements for the highasility
metallurgical coal are approximately US$315 pernwnThe Corporation anticipates its average selprige of
metallurgical coal for the second quarter of fis2@ll2 to be approximately US$255 to US$265 perdattue to the
impact of annual contracts and trial shipmentsaieiptial new customers.

The unit cost of product sold during the first geamwas higher than anticipated due to the imp&theinitial mining
conditions in the No. 8 pit operations. As a restile Corporation anticipates that the average cash of sales
(excluding depreciation) for fiscal 2012 will be tive high end of the current guidance of $125 ®80%ier tonne. Unit
costs are being affected by cost increases fromleehstrip ratio, longer waste haul distancesyel as increases in
mining input costs and other costs such as thirtly peontractor services and consumables. An esoalét mining
input costs or lower than expected production tesskevels would result in higher than anticipatedh cost of sales in
fiscal 2012,

Capital additions for fiscal 2012 are anticipatexl e approximately $80 million. This includes deyghent
expenditures for the surface and underground minipgrations, upgrades and refurbishments at theepsoplant,
employee housing projects and other sustainingaagipenditures. Capital expenditures are expdotde funded by
existing cash and cash flow from operations.

Other Information

The Corporation has not entered into any off-batasiceet arrangements at this time. Looking forwargort trade
credit insurance may be used to support accouogsvable.

As at August 15, 2011, there were 98,306,595 comshames issued and outstanding, and the followlagesoptions
were also outstanding:

Range of Share options Exercisable share
Exercise Prices outstanding options
$0.77 - $1.00 315,002 240,000
$1.01 - $5.00 1,775,345 1,170,333
$5.01 - $5.95 2,258,338 744,988
4,348,685 2,155,321

Additional Information
Additional information regarding the Corporationdaits business operations, including the Corporédicnnual

information form for the fiscal year ended March 2011, is available on the Corporation’s SEDAR pany profile
atwww.sedar.com
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Grande Cache Coal Corporation

Consolidated Statements of Financial Position
(Unaudited)

June 30 March 31 April 1
(in thousands of Canadian dollars, as at) 2011 2011 2010
Assets
Current assets
Cash and cash equivalents $ 21,124 $ 17,136 $ 87,436
Restricted cash (note 5) 12,908 12,908 13,499
Trade and other receivables (note 6) 17,355 31,287 12,483
Inventories (note 7) 37,205 34,244 33,999
Prepaid expenses and deposits 2,252 399 9,114
90,844 95,974 156,531
Property, plant and equipment(note 8) 347,953 337,240 175,722
Deferred tax assets - - 232
Assets classified as held for sale - - 4,735
$ 438,797 $ 433,214 $ 337,220
Liabilities and Equity
Current liabilities
Accounts payable and accrued liabilities $ 27,360 $ 29,496 $ 25,716
Current portion of finance lease obligations (nbdg 14,583 14,447 6,744
41,943 43,943 32,460
Restoration provision (note 9) 14,797 14,553 9,871
Finance lease obligationgnote 10) 60,325 64,390 27,515
Deferred income tax liabilities(note 11) 30,686 27,834 17,715
147,751 150,720 87,561
Equity
Share capital (note 12) 199,810 199,810 196,232
Contributed surplus 9,920 8,524 4,681
Retained earnings 81,316 74,160 48,746
291,046 282,494 249,659
$ 438,797 $ 433,214 $ 337,220

Commitments (note 13)

The accompanying notes are an integral part oféHegncial statements.
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Grande Cache Coal Corporation
Consolidated Statements of Income and Comprehensivecome

(Unaudited)

Three months ended

June 30

(in thousands Canadian dollars, except for per shdata) 2011 2010
Revenue $ 79,731 % 69,033
Cost of sales (note 14) (65,563) (58,035)
Gross profit 14,168 10,998
General and administrative expenses (3,903) (2,604)
Other operating income 118 28
Profit from operations 10,383 8,422
Finance income 58 33
Finance expense (795) 35
Foreign exchange gain (loss) 362 (2,732)
Profit before tax 10,008 5,758
Income tax expense (2,852) (1,562)
Income and comprehensive income $ 7,156 $ 4,196
Earnings per share(note 15)
Basic $ 0.07 $ 0.04
Diluted $ 0.07 $ 0.04

The accompanying notes are an integral part oféhmmsolidated financial statements.
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Grande Cache Coal Corporation

Consolidated Statements of Changes in Equity

(Unaudited)

Share  Contributed Retained Total
(in thousands of Canadian dollars) capital surplus earnings equity
Balance - April 1, 2011 199,810 8,524 $ 74,160 282,494
Income for the period - - 7,156 7,156
Share-based payment expense (note 16) - 1,396 - 1,396
Balance - June 30, 2011 199,810 9,920 $ 81,316 291,046
Balance - April 1, 2010 196,232 4,681 $ 48,746 249,659
Income for the period - - 4,196 4,196
Share-based payment expense (note 16) - 572 - 572
Shares issued on exercise of options 182 (78) - 104
Balance - June 30, 2010 196,414 5175 $ 52,942 254,531

The accompanying notes are an integral part oféhmmsolidated financial statements.
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Grande Cache Coal Corporation

Consolidated Statements of Cash Flows
(Unaudited)

Three months ended

June 30

(in thousands of Canadian dollars) 2011 2010
Cash flow provided by (used in)
Operating activities
Income for the period 7,156 $ 4,196
Adjustments for:

Depreciation (note 14) 5,874 6,540

Unrealized foreign exchange loss 2,502 4,753

Share-based payment expense (note 16) 1,396 572

Finance expense 795 (35)

Deferred income tax 2,852 1,562

Gain on sale of property, plant and equipment (20) -
Net changes in non-cash working capital (note 17) 4,578 1,391
Settlement of restoration provision (note 9) (9) -
Net cash flows from operating activities 25,134 18,979
Financing activities

Payment on finance lease obligations (note 10) (3,526) (3,576)

Repayment of capital loan (29) -

Proceeds on exercise of options - 104

Interest paid on finance leases and capital loan (1,158) (554)
Net cash used in financing activities (4,703) (4,026)
Investing activities

Additions to property, plant and equipment (16,357) (30,986)

Proceeds on sale of property, plant and equipment 88 -
Net cash used in investing activities (16,269) (30,986)
Effect of foreign exchange on cash and cash equieals (174) 757
Net increase (decrease) in cash and cash equivakent 3,988 (15,276)
Cash and cash equivalents, beginning of period 17,136 87,436
Cash and cash equivalents, end of period 21,124 $ 72,160

The accompanying notes are an integral part oféhmmsolidated financial statements.
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Grande Cache Coal Corporation

Notes to the Consolidated Financial Statements
(Unaudited)
(in thousands of Canadian dollars, except per slzameunts)

1. Corporate information

Grande Cache Coal Corporation ("Grande Cache Gwathie "Corporation”) is an Alberta based metalicat
coal mining company that produces metallurgicall éoathe steel industry and holds coal leases Gogeover
22,000 hectares in the Smoky River Coalfield lodatewest-central Alberta.

The Corporation is a public company which is listad the Toronto Stock Exchange and is incorporated
domiciled in Canada. The address of its registeféde is Suite 1600, 800 —“"5Avenue SW, Calgary, Alberta,
Canada T2P 3T6.

2. Basis of preparation and First-time adoption of IFRS

The Corporation prepares its financial statementadcordance with Canadian generally accepted atiogu
principles as set out in the Handbook of the Caamattistitute of Chartered Accountant€(CA HandbooK). In
2010, the CICA Handbook was revised to incorpohaternational Financial Reporting Standardé-RS'), and
requires publicly accountable enterprises to appbh standards effective for years beginning oafter January

1, 2011. Accordingly, the Corporation has commenoegorting on this basis in these condensed interim
consolidated financial statements. In these coretkristerim consolidated financial statements, teemt
"Canadian GAAP refers to Canadian GAAP before the adoption ofSFR

The condensed interim consolidated financial statémhave been prepared in accordance with IFREable
to the preparation of condensed interim consoldidieancial statements, including IAS 3dterim Financial
Reportingand IFRS JFirst-time Adoption of International Financial Repiag Standardq"IFRS 1'). Subject to
certain transition elections disclosed in note @, Corporation has consistently applied the sacoeumting
policies in its opening IFRS statement of finangiakition at April 1, 2010"¢ransition date) and throughout all
periods presented, as if these policies had allwags in effect. Note 20 discloses the impact oftthssition to
IFRS on the Corporation’s reported consolidatedestants of financial position, statements of incoamel
comprehensive income and statements of cash flmekjding the nature and effect of significant ches in
accounting policies from those used in the Corpon&t consolidated financial statements for thedisyear
ended March 31, 2011. Comparative figures for fifd 1 in these financial statements have beemtasstto
give effect to these changes.

The policies applied in these condensed interinselitiated financial statements are based on IFBS®d and
outstanding as at August 15, 2011, the date thedBo& Directors approved the financial statemeitay

subsequent changes to IFRS, that are given efietttei Corporation’s annual consolidated financiatesnents
for the fiscal year ending March 31, 2012 couldules restatement of these condensed interim ditzged

financial statements, including the transition atfjuents recognized on change-over to IFRS.

The condensed interim consolidated financial statémshould be read in conjunction with the Corfiongs
Canadian GAAP annual financial statements for theaf year ended March 31, 2011. Note 20 discltBBS

information for the year ended March 31, 2011 fkanaterial to an understanding of these condeimgedm
consolidated financial statements.

3. Summary of significant accounting policies
Basis of measurement
The condensed interim consolidated financial statémhave been prepared on a historical cost basiept for

certain risk management contracts and the restoratiovision. The risk management contracts aresored at
fair value and the restoration provisions are disted using a risk-free interest rate.
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Grande Cache Coal Corporation
Notes to the Consolidated Financial Statements

(Unaudited)
(in thousands of Canadian dollars, except per slzameunts)

Basis of consolidation

The condensed interim consolidated financial statgmcomprise the financial statements of the Gatjzn and
its inactive wholly-owned subsidiary, Smoky Rivatdrnational Inc. All intercompany transactionsiabaes and
unrealized gains and losses from intercompany actims are eliminated on consolidation.

Subsidiaries are those entities which the Corpamationtrols by having the power to govern the faoiainand
operating policies. The existence and effect oéptial voting rights that are currently exercisableconvertible
are considered when assessing whether the Comoi@introls another entity. Subsidiaries are fabypsolidated
from the date on which control is obtained by trepg@ration and are de-consolidated from the daedantrol
ceases.

Foreign currency translation

0] Functional and presentation currency
Items included in the financial statements of therp@ration are measured using the currency of the
primary economic environment in which the Corpamatioperates (théfunctional currencY). The
consolidated financial statements are presentéhimadian dollars, which is the Corporation’s fumadil
currency.

(i)  Transactions and balances
Foreign currency transactions are translated hedunctional currency using the exchange rateggineg
at the dates of the transactions. Foreign exchgage and losses resulting from the settlemenbiidgn
currency transactions and from the translation eod-end exchange rates of monetary assets and
liabilities denominated in currencies other thano@eration’s functional currency are recognizedha
statement of income.

Cash and cash equivalents

Cash and cash equivalents consist of amounts oosdepith banks and other highly liquid investmentish a
maturity at the time of purchase of three monthiess.

Restricted cash

Restricted cash consists of cash set aside adtydouietters of credit.

Trade and other receivables

Trade receivables are amounts due from customersdal sold in the ordinary course of business.e®th
receivables consist primarily of goods and servi@es receivable and unrealized gains on foreignhemge
forward contracts. Collection is expected in onaryar less, therefore they are classified as ctieesets.

Inventories

Coal inventory is valued at the lower of averagedpiction cost and net realizable value. Produatimsts include
mining, labour, operating materials and supplieangportation costs and a relevant allocation darioead
including depreciation. Net realizable value repres the estimated selling price for inventories lall estimated
costs of completion and costs necessary to maksalbe

Materials inventory consists of parts, supplies emasumables, and is valued at the lower of avectageand net
realizable value.
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Grande Cache Coal Corporation
Notes to the Consolidated Financial Statements

(Unaudited)
(in thousands of Canadian dollars, except per slzameunts)

Exploration and evaluation expenditures

Exploration and evaluation expenditures includeaeshing and analyzing historic exploration datmduicting
topographical, geological, geochemical and geopghysitudies as well as exploratory drilling, treinghand
sampling. In addition, costs incurred to provettehnical feasibility and commercial viability cfsources found
are included.

Exploration and evaluation expenditures incurredairas without an existing mine or in areas outsiue
boundary of known mineral deposits are expensexcasred.

Exploration and evaluation expenditures are cadpédlwhen the activity occurs within an area oérest where
it is considered likely to be recoverable by futasgloitation or sale of resources. Capitalizedl@gtion and

evaluation expenditures are initially measured iatohical cost and are subsequently measured 4t less

accumulated impairment losses. Exploration anduatimin assets are assessed for impairment as péneo
Corporation’s cash generating unit as describedvbé@l ‘Impairment of non-financial assets’. No degiation is

charged to assets during the exploration and etiaiuphase.

Once the technical feasibility and commercial viabbf the extraction of proven and probable maleeserves
in an area of interest are demonstrable, explaratia evaluation assets are tested for impairmehteclassified
to ‘Mineral assets’ within property, plant and guuient.

Property, plant and equipment

Property, plant and equipment are measured atritistacost less accumulated depreciation and actaieu
impairment losses. Cost includes expenditures ahatdirectly attributable to the acquisition of thgset. This
includes the purchase price, any other costs ¢iratributable to bringing the assets to a workaagdition for
intended use, the costs of dismantling and remotlhiagtems and restoring the site on which theyl@rated and
borrowing costs on qualifying assets.

Where an item of property, plant and equipment aiseap significant parts with useful lives that aignificantly
different from that of the asset as a whole, thespare accounted for as separate items of propelant and
equipment and depreciated accordingly.

An item of property, plant and equipment is deredpgd upon disposal or when no future economic fitsrere
expected to arise from the continued use of thetagey gain or loss arising from derecognizing asset,
determined as the difference between the net digposceeds and the carrying amount of the assetcbgnized
in the consolidated statement of income or loss.

Expenditures incurred that renew or refurbish plant equipment to extend its useful life or inceedis
productive capacity are capitalized when it is dateed that a future benefit will flow to the Coration as a
result of the renewal or reconditioning expendisuiRepairs that do not extend an asset’s useéublifproductive
capacity are expensed in the period in which theyirecurred.

Depreciation is calculated on the depreciable amowhich is the cost of an asset less its resiciéilie.

Depreciation is recognized in income or loss ortraight-line basis over the estimated useful lieéseach

significant part of an item of property, plant aaglipment, since this most closely reflects thecetgu pattern of
consumption of the future economic benefits emtbdighe asset.
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Grande Cache Coal Corporation
Notes to the Consolidated Financial Statements

(Unaudited)

(in thousands of Canadian dollars, except per slzameunts)

The estimated useful lives for each of the clas$g@soperty, plant and equipment are as follows:

Land not depreciated

Buildings 10 to 20 years

Equipment and machinery 3 to 20 years

Furniture and fixtures 3to 10 years

Computer equipment 2 to 5 years

Mineral assets unit of production based on pramshprobable reserves

Depreciation methods, useful lives and residualeslare reviewed annually and adjusted if apprtgria

Mineral assets

@0

(ii)

Mines under construction

Expenditures directly attributable to the developt@nd construction of mineral assets, includingamts
transferred from exploration and evaluation assats, capitalized when the expenditures will provide
future benefit to the Corporation. Stripping costsurred to remove overburden and other mine waste
materials during the initial development phase ofmiming area are capitalized. Borrowing costs and
depreciation of plant and equipment used in theeldgment of a mine are capitalized. No depreciaiton
charged to mineral assets during the developmehtanstruction phase.

Producing mines

Mining areas generally become producing mines whkieey are available for their intended use.
Management considers various relevant criteriassgess when a mining area is ready for its intencsed
and is considered to be in the production phaseelWa mine development project moves into the
production stage, the capitalization of certain enitevelopment costs ceases and costs are eittzzdeeg
as forming part of the cost of inventory or expehsxcept for costs that qualify for capitalizati@hating

to mining asset additions and improvements or nfileeaeserve development. Mineral assets in the
production phase are depreciated based on proverprbable reserves using the unit of production
method.

Impairment of non-financial assets

The Corporation assesses at each reporting datdhevhthere is an indication that an asset or a gasierating

unit ('CGU") may be impaired. A CGU is the smallest identigalgroup of assets that generates cash flows
largely independent of the cash inflows from othsesets or groups of assets. If any indication gfainment
exists, or when annual impairment testing for asetds required, the Corporation estimates thet'asse
recoverable amount. An asset’s recoverable amasutiei higher of an asset’s fair value less cosgelioand its
value in use and is determined for an individualegsunless the asset does not generate cash snftat are
largely independent of those from other assetsroufgs of assets, in which case the asset is testquhrt of a
larger CGU. Where the carrying amount of an asse€CGU exceeds its recoverable amount, the asset is
considered impaired and an impairment loss is @thtg the consolidated statement of income or loss.

In assessing value in use, the estimated future flaws are discounted to their present value usine-tax
discount rate that reflects current market assestshne the time value of money and the risks sjetif the
asset. These assessments require the use of estiarad assumptions such as long-term commoditesric

discount rates, future capital requirements, exgion potential and operating performance.

Fair value is determined as the amount that woeldobtained from the sale of the asset in an arerigth
transaction between knowledgeable and willing partThe best evidence of fair value is the valuaiobd from
an active market or binding sale agreement. Wheither exists, fair value is based on the bestrin&ion
available to reflect the amount the Corporationld¢aeceive for the cash generating unit in an arkatggth
transaction. This is often estimated using discedictsh flow techniques.
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Grande Cache Coal Corporation
Notes to the Consolidated Financial Statements

(Unaudited)
(in thousands of Canadian dollars, except per slzameunts)

Impairment losses are reversed if there is an &tdin that there has been a change in the estimatss to
determine the recoverable amount. Impairment lossesreversed only to the extent that the asset's/iog
amount does not exceed the carrying amount thatdvbave been determined, net of depreciation, had n
impairment loss been previously recognized.

Accounts payable and accrued liabilities

Trade payables are obligations to pay for goodssandices that have been acquired during the nocmatke of
business from suppliers. Accounts payable and eddiabilities are classified as current liabilitig payment is
due within one year.

Provisions

Provisions are recognized when the Corporationahaiesent legal or constructive obligation as altes a past
event, the amount can be reliably estimated ansl [irobable that an outflow of economic resourcés ve
required to settle the obligation. Provisions agtedmined by discounting expected future cash awtlat a pre-
tax rate that reflects the current market assessofaisks specific to the liability and the timalue of money.
The unwinding of the discount is recognized asarfce cost.

Restoration provision

The Corporation’s operations give rise to decomimissg, restoration and rehabilitation activities.
Environmental costs arise when environmental distince is caused by the exploration, developmenngoing
production of a mineral property interest. The pegsent value of future restoration cost estimatesng from
the decommissioning, restoration and rehabilitatocapitalized to mineral assets with a correspanihcrease
in the restoration provision in the period incutr@iscount rates using a risk-free rate that reftee time value
of money are used to calculate the net presenevaloe capitalized restoration costs are chargathsigincome
and loss over the economic life of the related tasheough depreciation on a unit of production moet The
restoration provision is accreted to net presehtevaach reporting period with the unwinding of tksetoration
provision being charged to finance expense in timsalidated statement of income. Actual costs imzlto settle
the site restoration obligation are charged agdiesiprovision. Any difference between the actwts incurred
and the provision is recognized as a gain or loshe consolidated statement of income in the gariovhich the
settlement occurs.

The Corporation’s estimates of restoration costdccchange as a result of changes in regulatoryiregpents,
discount rates and assumptions regarding the ananthtiming of the future expenditures. These ckargye
recorded directly to mineral assets with a corragdpgy entry to the restoration provision.

Leases

Leases where the Corporation assumes substardlaliye risks and rewards of ownership are accalftde as
finance leases. Finance leases are capitalizednwptioperty, plant and equipment at the commence¢methe

lease with an offsetting lease liability. The vahfethe leased asset is established as the lek#erfair value at
inception and the present value of the minimumedeaayments. Lease payments are allocated betwesncé
expenses and a reduction of the lease liabilitadbieve a constant periodic rate of interest onfithenced

balance outstanding. Finance expenses are chaggétsaincome or loss in the period they are iredirt eased
assets are depreciated over the shorter of the teas and their useful lives unless it is reasbnaértain that
the Corporation will obtain ownership by the endtlvd lease term, in which case the asset will lpretgated
over its useful life.

Leases where a significant portion of the risks sewdards of ownership are retained by the lessmmacounted
for as operating leases. Payments made under oggelaases are charged directly against incomess bn a
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Grande Cache Coal Corporation
Notes to the Consolidated Financial Statements

(Unaudited)
(in thousands of Canadian dollars, except per slzameunts)

straight-line basis over the respective lease term.
Financial instruments

Financial assets and liabilities are recognizednithe Corporation becomes a party to a contraglision of
the instrument. Financial assets are derecogniZzsehwhe rights to receive cash flows from the asbketve
expired or have been transferred and the Corpordtas transferred substantially all the risks aadards of
ownership.

Financial assets and liabilities are offset andrteeamount presented in the consolidated stateofeimiancial
position when the Corporation has a legal righdffset the amounts and intends either to settla aet basis or
to realize the asset and settle the liability stamgously.

At initial recognition, the Corporation classifigs financial instruments into the following categs depending
on the purpose for which the instruments were aedui

0] Financial assets and liabilities at fair value thugh income or lossre financial instruments acquired
principally for the purpose of selling or repurcinasin the short-term. Financial instruments insthi
category are measured at fair value and subseghanges are recognized in income or loss. Upoialinit
recognition, attributable transaction costs aregezed in income or loss as incurred.

(i)  Held-to-maturity investmentre non-derivative financial instruments with fixgayments and maturity for
which the Corporation has the intention and abildyhold to maturity. These financial instruments a
recognized initially at fair value plus any dirgcthttributable transaction costs. Subsequent talini
recognition held-to-maturity financial assets areasured at amortized costs using the effectivedste
method, less any impairment losses.

(i) Loans and receivableare non-derivative financial instruments with fixer determinable payments that
are not quoted in an active market. Such instrusare recognized initially at fair value plus arnsedtly
attributable transaction costs. Subsequent toalnittcognition loans and receivables are measuted a
amortized cost using the effective interest methess any impairment losses.

(iv) Available-for-sale financial assetse non-derivative financial instruments that @itber designated in this
category or are not designated in any of the piiagethree categories. These financial instrumengs a
measured at fair value with unrealized gains asdde recognized in other comprehensive incomessr lo

(v) Financial liabilities measured at amortized coate all other financial liabilities. These finaalci
instruments are recognized initially at fair vaplas any directly attributable transaction costshs®quent
to initial recognition these financial liabilitiere measured at amortized cost using the effeatiezest
method.

Derivative financial instruments

The Corporation may enter into certain derivativecial instruments to hedge its foreign currerisig. These
derivative financial instruments are not used f@ading or speculative purposes. The Corporation rats
designated its derivative contracts as effectivemanting hedges, and therefore not applied hedgeuating. All
financial derivative contracts are classified asvalue through income and loss and recorded erctéimsolidated
statement of financial position at fair value.

Impairment of financial assets

A financial asset not carried at fair value througtome or loss is assessed at each reportingtaatetermine
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Grande Cache Coal Corporation
Notes to the Consolidated Financial Statements

(Unaudited)
(in thousands of Canadian dollars, except per slzameunts)

whether there is objective evidence that it is irgzh

If there is objective evidence that an impairmergsion assets carried at amortized cost has beemrédd, the
amount of the loss is measured as the differenbedea the assets’ carrying amount and the pressoe\of
estimated future cash flows discounted at the irrdrasset’s original effective interest rate. Taerying amount
of the asset is then reduced by the amount ofrtipairment. The amount of the loss is recognizeiéome or
loss.

If, in a subsequent period, the amount of the impant loss decreases and the decrease can bel r@bgeetively

to an event occurring after the impairment was gaced, the previously recognized impairment lasseversed
to the extent that the carrying value of the adses not exceed what the amortized cost would hage had the
impairment not been recognized. Any subsequentsal/ef an impairment loss is recognized in incanéoss.

If an available-for-sale asset is impaired, an amh@omprising the difference between its cost andurrent fair
value, less any impairment loss previously recagphiin income or loss, is transferred from equitynimome or
loss.

Share capital

Common shares are classified as equity. Incrementis directly attributable to the issue of comrebares are
recognized as a deduction from share capital, n@bptax effects.

Revenue

Sales revenues are recognized when the risks amarde of ownership pass to the customer, collecitson
reasonably assured and the price is reasonablynuetble. These criteria are generally met at thee tthe
product is delivered to the customer and, dependimglelivery conditions, title and risk have passedhe
customer. Seaborne coal sales revenue is genezatignized when the coal is loaded on to the veggbk port.
Direct sales revenue is generally recognized wioahis either loaded onto a truck or train or witéa unloaded
at the final destination, depending on the termhefcontract.

Revenue is measured at the price specified inales $ontract, net of any penalties. Sales reverakides any
applicable sales taxes.

Cost of sales

(i)  Cost of product sold
Cost of product sold represents the cost of caadlysetion including mining and hauling, labour, cgterg
materials and supplies, coal royalties, changdaevientory and a relevant allocation of overheadstGi
product sold is charged against income at the tifrsale.

(i)  Distribution costs
Distribution costs include the cost of transportitmal to port or direct to customers, port charfygs
storage and loading of coal onto vessels, testmagges, commissions and demurrage. Distributiongetsa
are charged against income at the time of sale.

(i)  Depreciation
Depreciation on property, plant and equipment alle¢he cost of capital assets over their expacseful
lives.

Share-based payment

The Corporation operates an equity-settled, shased compensation plan, under which outstandingk sto
options of the Corporation granted prior to Augdst 2010 are governed. The Board of Directors & th
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Grande Cache Coal Corporation
Notes to the Consolidated Financial Statements

(Unaudited)
(in thousands of Canadian dollars, except per slzameunts)

Corporation granted stock options to certain emgésy An individual is classified as an employee rwiiee
individual is an employee for legal or tax purpogdsect employee) or provides services similarthiose
performed by a direct employee. The maximum nunobshares authorized for option grants is limited ©% of

the aggregate number of issued and outstanding ooirshares, less the number of common shares igsuabl
pursuant to all other security based compensati@mgements. Stock options generally vest oveetligars and
expire after five years.

Each tranche in an award is considered a sepasatiel avith its own vesting period and grant date Yalue. The
fair value of each tranche is measured at the ofatgant using the Black-Scholes option pricing mloking
into account the terms and conditions upon whiehdptions were granted. Compensation expense agmeed
over the tranche’s vesting period based on the eurob awards expected to vest, by increasing dmutid
surplus. At each financial position reporting ddtes amount recognized as an expense is adjustedi¢at the
actual number of share options that are expectedsb

The exercise price for each option is the closirigepfor the Corporation’s shares on the last trgdiay before
the date of grant. When options are exercisedCtirporation issues new shares and the proceedsedcaet of
any transaction costs, together with the amountipusly recognized in contributed surplus are destlio share
capital.

The dilutive effect of outstanding options is refted as additional dilution in the computation afréngs per
share.

Finance income and finance expense
Finance income comprises interest income on fumgssted and restricted cash.

Finance expenses comprise interest expense onwing® accretion on the restoration provision, amy
impairment losses recognized on financial assetstoBiing costs that relate to the acquisition, tmdion or
development of a qualifying asset are capitalizedouthe date the asset is ready for its intenced u

Taxes

(i)  Currentincome tax
Current income tax assets and liabilities for therent period are measured at the amount expeoctbd t
recovered from or paid to the taxation authoritiEise tax rates and tax laws used to compute theisaimo
are those that are enacted or substantively enaatelde consolidated statement of financial positate.
Management periodically evaluates positions takethe tax returns with respect to situations inckhi
applicable tax regulations are subject to integiieh and establishes provisions where appropriate.

(i)  Deferred income tax
Deferred income tax is provided using the balarteesmethod on temporary differences at the balance
sheet date between the tax bases of assets ailididimland their carrying amounts for financiapogting
purposes. Deferred income tax liabilities are reiepd for all taxable temporary differences ancedeid
income tax assets are recognized for all deductétgorary differences as well as unused tax lossds
tax credits carried forward from prior years. Tlaerging amount of deferred income tax assets ievead
each period and is recognized only to the exteattghfficient taxable income will be available e tfuture
for the assets to be utilized.

Tax on income in interim periods has been accrisiuguhe tax rate that would be applicable to #died total
annual income.
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Grande Cache Coal Corporation
Notes to the Consolidated Financial Statements

(Unaudited)
(in thousands of Canadian dollars, except per slzameunts)

Earnings per share

The Corporation presents basic and diluted earnpegshare"EPS') data for its common shares. Basic EPS is
calculated by dividing the income for the periottibtitable to common shareholders of the Corponalig the
weighted average number of common shares outsiguadining the period. Diluted EPS is calculated Ojusting

the weighted average number of common shares adtety for the effects of all potentially dilutivestruments,
which may comprise share options granted to emplayeonvertible debentures, warrants and similar
instruments.

Accounting standards issued but not yet applied

IFRS 9Financial Instrumentg'IFRS 9'), as issued reflects the first phase of the IAS#sk on the replacement
of IAS 39 Financial Instruments: Recognition and Measurem@hAS 39") and applies to classification and
measurement of financial assets and liabilitiegdefined in IAS 39. The standard is effective fonaal periods
beginning on or after January 1, 2013. The Corpmmdtas not yet assessed the impact of the adopfitFRS 9
on its financial statements.

In May 2011, the IASB issued the following standawhich have not yet been adopted by the CorporaliRS
10, Consolidated Financial Statemen($IFRS 10), IFRS 11, Joint Arrangementy"IFRS 11'), IFRS 12,
Disclosure of Interests in Other Entiti€4FRS 12') and IFRS 13Fair Value Measuremerft IFRS 13). Each of
the new standards is effective for annual perioegirming on or after January 1, 2013 with early idmn
permitted. The Corporation has not yet assesseirbact that the new and amended standards wik loawvits
financial statements or whether to early adoptdafrthe new requirements.

A brief summary of the new standards is as follows:

IFRS 10 requires an entity to consolidate an ireesthen it is exposed, or has rights, to variadtierns from its
involvement with the investee and has the abibtaffect those returns through its power over tivestee. Under
existing IFRS, consolidation is required when atitgrhas the power to govern the financial and afirg
policies of an entity so as to obtain benefits fribgnactivities. IFRS 10 replaces SIC-Cdnsolidation-Special
Purpose Entitiegand parts of IAS 2Consolidated and Separate Financial Statements

IFRS 11 requires a venture to classify its intenest joint arrangement as a joint venture or jopération. Joint
ventures will be accounted for using the equity mdtof accounting whereas for a joint operation\hseture
will recognize its share of the assets, liabilitiessenue and expenses of the joint operation. Uexisting IFRS,
entities have the choice to proportionately comlsdé or equity account for interest in joint veetirlFRS 11
supersedes IAS 3llnterests in Joint Venturesand SIC-13,Jointly Controlled Entities, Non-Monetary
Contributions by Venturers

IFRS 12 establishes disclosure requirements ferests in other entities, such as joint arrangemessociates,
special purpose vehicles and off balance sheetheshiThe standard carries forward existing dissles and also
introduces significant additional disclosure regaoients that address the nature of, and risks asedaiith, an
entity’s interest in other entities.

IFRS 13 is a comprehensive standard for fair vahgasurement and disclosure requirements for usssaitl
IFRS standards. The new standard clarifies thatvédue is the price that would be received to aetl asset, or
paid to transfer a liability in an orderly transantbetween market participants, at the measurenteset It also
establishes disclosures about fair value measuretdader existing IFRS, guidance on measuring asdaking
fair value is dispersed among the specific starslezduiring fair value measurement and in many<dses not
reflect a clear measurement basis or consistediodigres.
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4. Significant accounting estimates, judgments anégssumptions

Preparation of the Corporation’s consolidated foiahstatements requires management to make judgmen
estimates and assumptions that affect the repa@medunts of revenues, expenses, assets and ladilaind
disclosure of contingent liabilities at the datetlud consolidated financial statements. Estimatelssssumptions
are continuously evaluated and are based on mamagsnexperience and other factors, including etatems of
future events that are believed to be reasonatderuhe circumstances. Actual outcomes may difl@mfthese
estimates should different assumptions and comditézise.

Key sources of estimation uncertainty that havei@ant risk of causing a material adjustmenthe tarrying
amounts of assets and liabilities within the nénarficial year are described below.

(i)

(ii)

(iif)

(iv)

Property, plant and equipment

Depreciation of property, plant and equipment isdolon the expected useful lives at the time of
acquisition. Management estimates the useful lofgsroperty, plant and equipment based on the ltenef
that is expected to be derived from their use. @harin the intended use of property, plant andpegent

or changes in economic circumstances beyond mareag&rcontrol may impact the carrying value of
property, plant and equipment. Management revidwsuseful life, carrying value and residual valde o
property, plant and equipment at each reportingg.d&€hanges to these estimates are accounted for
prospectively.

Mineral reserves and resources estimates

Coal reserves are estimates of the amount oftbasican be economically and legally extracted ftbm
Corporation’s mining properties. The Corporatiotimates its coal reserves and mineral resourcesdbas
on information compiled by appropriately qualifipérsons relating to the geological data on the, size
depth and shape of the coal body, and requires leangeological judgments to interpret the data. The
estimation of recoverable reserves is based upotorfasuch as estimates of foreign exchange rates,
commodity prices, future capital requirements, pratluction costs along with geological assumptimms
judgments made in estimating the size and gradéheofcoal body. Changes in the reserve or resource
estimates may impact upon the carrying value oflczgtion and evaluation assets, property, plant and
equipment, restoration provision and depreciatiarges.

Unit-of-production depreciation

Estimated recoverable reserves are used in detagrine depreciation of mineral assets. This resualia
depreciation charge that is proportional to theletegn of the anticipated remaining life of mine
production. Each asset’s life, which is assessetially, considers its physical life limitations atfie
present assessments of economically recoveraldevessof the mine property to which the asset éslat
These calculations require the use of estimatesamssdmptions, including the amount of recoverable
reserves and estimates of future capital experaditi@hanges are accounted for prospectively.

Mine decommissioning and restoration

The Corporation assesses its decommissioning ahakagion liability associated with its mining pesfies
annually. Significant estimates and assumptionsvaee in determining the provision for mine rediora

as there are numerous factors that will affectutienate liability payableThese factors include estimates
of the extent and costs of restoration activitteshnological changes, regulatory changes, costases,
and changes in discount rates. Those uncertaim#gsresult in future actual expenditures differfirgm

the amounts currently provided. The provision a #tatement of financial position date represents
management’s best estimate of the present valutheoffuture restoration costs required. Changes to
estimated future costs are recognized in the stateof financial position by adjusting the restanatasset
and liability. Refer to note 9 for details of thestoration provision balance.
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v)

(vi)

(vii)

(vii)

Production start date

The Corporation assesses the stage of each miréaguader construction to determine when a minieg a
moves into the production stage being when the mgiirea is substantially complete and ready for its
intended use. The criteria used to assess thedstertare determined based on the unique natueaabf
mine construction project. The Corporation considearious relevant criteria to assess when the
production phase is considered to commence. Sortieedfriteria used will include, but are not lindtto,

the ability to produce coal in saleable form (wittspecifications) and the ability to sustain ongoin
production of coal.

Inventories

Net realizable value tests are performed at leasti@ly and represent the estimated future coakgalice
based on prevailing coal prices at the reportirtg,dass estimated production costs and distributimsts.

In addition, the Corporation assesses various ffactioat influence the inventory valuation including
depreciation rates and future foreign exchangesrate

Stockpile tonnages are verified by periodic survey.

Impairment of assets

The Corporation’s assessment of impairment requfresuse of estimates and assumptions such as long-
term commodity prices, discount rates, future epiequirements, exploration potential and opegatin
performance. Fair value is determined as the amiiatwould be obtained from the sale of the aissah
arm’s length transaction between knowledgeable wailihg parties. Fair value for mineral assets is
generally determined as the present value of ewiinfauture cash flows arising from the continued aé

the asset, which includes estimates such as theot@sture expansion plans and eventual dispasahg
assumptions that an independent market participayttake into account. Cash flows are discountedrby
appropriate discount rate to determine the netemtesalue.

Income tax

Considerable judgment is required in determining $@orporation’s liability for income tax. The
Corporation recognizes liabilities for anticipatedome tax audit issues based on estimates of wheth
additional taxes will be due. Where the final tatamme is different from the amounts that wereiait
recorded, such differences will impact the currentl deferred income tax assets and liabilitieshia t
period in which such determination is made.

5. Restricted cash
As at As at
June 30 March 31
2011 2011
Cash secured letters of credit - Alberta Government $ 12,708 $ 12,708
Cash secured letters of credit - Service providers 200 200

$ 12,908 $ 12,908

Cash secured letters of credit have been provialéiaet Alberta Government for security to cover@ptited costs
of reclamation for the Corporation’s mining argamcessing facilities and surrounding infrastruetun addition,
cash secured letters of credit have been madeabiaiio service providers.
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6. Trade and other receivables

As at As at
June 30 March 31

2011 2011
Trade accounts receivable $ 15,516 27,131
Goods and services tax receivable 751 285
Unrealized gain on foreign exchange forward comgrac 764 2,857
Other 324 1,014
$ 17,355 31,287

Trade receivables are non-interest bearing andearerally on less than 30 days terms. At June @Dl 2none of

the trade receivables were past due or deemedrieabai

7. Inventories
As at As at
June 30 March 31
2011 2011
Coal inventory 29,721 % 27,628
Materials inventory 7,484 6,616
37,205 $ 34,244

Coal inventory is valued at the lower of averagedpiction cost and net realizable value. Produatimsts include
mining, labour, operating materials and supplieangportation costs and a relevant allocation drioead

including depreciation.

Materials inventory consists of parts, supplies emasumables, and is valued at the lower of avetageand net
realizable value. The Corporation maintains an mwey of parts and supplies for day to day mainteeaand

operations. For the three months ended June 3@, 2@tts and supplies inventories of $2,426 wepeesed to
cost of product sold, compared to $2,389 in theespariod last fiscal year.

There was no write-down of inventories or reveda write-down of inventories during the curreetipd.

8. Property, plant and equipment

As at As at

June 30 March 31
2011 2011

Land, buildings and equipment 144,848 143,698
Mineral assets 89,471 $ 77,429
Equipment under finance leases 113,634 116,113
347,953 $ 337,240
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10.

During the first quarter of fiscal 2012, the Corgiiwn capitalized interest expense of $455 incufrech mining
equipment under finance agreements, which werettlirased in the development of No. 8 pit. In aitdit the
Corporation capitalized depreciation expenses gfi4ill on mining equipment that was directly usedhe
development of No. 8 pit.

During the first quarter of fiscal 2011, the Coration capitalized interest expense of $651 and edggtion
expenses of $1,090 relating to mining equipmerttwzss directly used in the development of No. 8 pit

Restoration provision

At June 30, 2011, the Corporation has estimatedhtgresent value of its restoration provisioéo$14,797,
based on a total future liability of $20,119. Ther@ration’s discount rates range from 1.6% to 3d&pending
on the term of estimated years to reclamation.

The following table reconciles the Corporation’stogation provision:

As at As at
June 30 March 31
2011 2011
Balance, beginning of year $ 14553 $ 9,871
Additions - 4,399
Change in estimates 162 169
Settlement of liability 9 (135)
Accretion 91 249
Balance, end of period $ 14,797 $ 14,553

Finance lease obligations

The Corporation has certain mining equipment uffitnce lease agreements. The finance leasesdanithing
equipment are denominated in US dollars and béearest at rates ranging from 0.9% to 6.7% per anriurase
finance leases mature between 2012 and 2017, aueeseby the related assets and are repayableeyldad
monthly payments of principal and interest.

The following table summarizes the Corporationfgfice lease obligations:

Balance — March 31, 2010 $ 34,259
Fair value of initial finance leases 70,258
Payments made during the period (24,949)
Interest portion of payments 3,110
Foreign exchange adjustment to US dollar obligation (3,841)

Balance — March 31, 2011 78,837
Payments made during the period (4,659)
Interest portion of payments 1,133
Foreign exchange adjustment to US dollar obligation (403)

Balance — June 30, 2011 74,908
Current portion of finance lease obligations (14,583)

Long term portion of finance lease obligations $ 60,325
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11.

12.

Future minimum payments under finance leases dowoisike following:

As at As at
June 30 March 31
2011 2011
Within one year 18,560 $ 18,658
After one year but not more than five years 66,041 70,115
More than five years 1,128 2,074
Total minimum lease payments 85,729 90,847
Amounts representing interest (10,821) (12,010)
Present value of minimum lease payments 74,908 78,837
Current portion of finance lease obligations (14,583) (14,447)
Long term portion of finance lease obligations $ 60,325 $ 64,390

Income taxes

At June 30, 2011, the Corporation had a deferrednre tax liability of $30,686. The components & treferred

income tax liability are as follows:

As at As at
June 30 March 31
2011 2011
Temporary differences related to:
Buildings and equipment and mineral asset costs 4709 $ 31,861
Restoration provision (3,699) (3,638)
Share issuance costs (78) (104)
Other (246) (285)
Deferred income tax liability $ 30,686 $ 27,834
Share capital
Authorized
Unlimited common shares
Unlimited preferred shares, issuable in series
Issued
Number Stated
Common shares (000's) Value

Balance — March 31, 2010

Shares issued on exercise of options

Balance — March 31, 2011 and June 30, 2011
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There were no changes in share capital duringitsiegiuarter of fiscal 2012.

During fiscal 2011, 1,325 thousand common sharéooptwere exercised for cash proceeds of $2,037. On
exercise of these common share options, $1,54kedied to share capital from contributed surplus.

13. Commitments

In order to ensure the continued availability ofidaaccess to, facilities and services to meet tipes

requirements, the Corporation has entered intoi+pedtr agreements for the lease of coal propertiebicles,
and office space.

Under contracts existing at June 30, 2011, futur@mum amounts payable under these agreementsafdr e
fiscal year are summarized below:

2012 $ 669
2013 $ 836
2014 $ 693
2015 $ 582
2016 and thereafter $514
14. Cost of sales
Three months ended
June 30
2011 2010
Cost of product sold $ 49,201 $ 39,514
Distribution costs 10,488 11,981
Depreciation 5,874 6,540
$ 65,563 $ 58,035

15. Earnings per share

The following table reconciles the denominators fasic and diluted earnings per share calculatiolmbe
treasury stock method is used to determine theivileffect of outstanding options to purchase camrshares.

Three months ended

June 30

(thousands, except per share data) 2011 2010
Weighted average shares outstanding — basic 98,300 96,995

Dilutive effect of share options 2,594 3,058
Weighted average shares outstanding — diluted 9a0,8 100,053
Income for the period $ 7,156 % 4,196
Basic earnings per share $ 0.07 $ 0.04
Diluted earnings per share $ 007 % 0.04
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16. Share-based payment

The Corporation has a share option plan pursuawhioh outstanding share options of the Corporagmamted
prior to August 17, 2010 are governed. The optioeee a five year term and are subject to a thrae yesting
period. Total share-based payment expense inclidgdneral and administrative expenses for thesthmenths
ended June 30, 2011, was $1,396 compared to $502 same period last fiscal year.

There were no share options granted during thedirarter of fiscal 2012.

During the first quarter of fiscal 2011, the Cor@tion granted shareptions to purchase 2,145 thousand common
shares pursuant to the Corporation’s share opfiam @t an exercise price of $5.61 per share. Thiermphave a
five year term and are subject to a three yearingegieriod. The weighted average fair value of ¢hekare
options was estimated at $4.61 per share optidheagrant date using the Black-Scholes option pgiechodel.
The option valuations were based on an averagecwg@ption life of five years, a risk-free intereate of
2.17%, a dividend yield of 0%, a forfeiture rate58b and an average expected volatility of 149%.

Details of the common share options outstandingar®llows:

Common Shares

Number of Options Weighted Average

(000’s) Exercise Price

Outstanding - March 31, 2010 3,717 % 151
Granted 2,145 5.61
Forfeited (148) 2.64
Exercised (1,325) 1.54
Outstanding - March 31, 2011 and June 30, 2011 A,38 3.46

Details of the common share options outstandingexedcisable at June 30, 2011 are as follows:

Weighted-average

Outstanding remaining Weighted- Exercisable Exercisable

Range of share options contractual life average share tions  weighted-average

exercise prices (000's) (months) exercise price (000’s) exercise price

$0.77 - 1.00 315 22 % 0.85 240 $ 0.86
$1.01-5.00 1,789 24 1.17 1,170 1.19
$5.01-5.95 2,285 47 5.62 745 5.63

4,389 36 $ 3.46 2,155 % 2.69

The Corporation has a restricted share unit plaa (RSU Plan") that is a discretionary incentivenpensation
plan to provide officers, directors, employees atiger eligible service providers of the Corporatamd any
subsidiary thereof who provide services to the Goapion with the opportunity to acquire common sisanf the
Corporation through an award of restricted sharés UiRSUs"). Each RSU represents a right to rezaine
common share. As at June 30, 2011, the Corporatiemot awarded any RSUs pursuant to the RSU Plan.
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17.

18.

19.

Net changes in non-cash working capital

Three months ended

June 30
2011 2010
Trade and other receivables $ 11,194 $ 3,764
Inventories (2,511) 4,997
Prepaid expenses and deposits (1,853) (8,118)
Accounts payable and accrued liabilities (2,252) 748
$ 4578 $ 1,391

Capital management

Grande Cache Coal's objective is to maintain atahgtructure that will sustain ongoing operatioalow for
capital expansion and provide returns to shareheldehe capital structure, as disclosed on theestamt of
financial position, consists of cash and cash exjeits, capital leases and shareholders’ equitg.Jdrporation
also has an unused operating credit facility arcathility to enter into foreign exchange hedgingagements.

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

For the operating credit facility, the Corporatisrsubject to certain borrowing covenants thatraoaitored on a

monthly basis. For the period ended June 30, 2BELCorporation was in compliance with externathposed
requirements on its capital, including debt covesamd credit facilities.

Financial instruments and risks management

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

Financial instrument Classification

Cash and cash equivalents Loans and receivables

Restricted cash Loans and receivables

Foreign exchange forward contracts Financial asddesr value through income or loss
Trade accounts receivable Loans and receivables

Accounts payable and accrued liabilities  Otherriial liabilities

Finance lease obligations Other financial lialkakti

Fair value of financial instruments

The Corporation has certain financial instrumehg tire measured at fair value on a recurring basidune 30,
2011, the fair value of cash and cash equivaleetdricted cash, trade accounts receivable, foreigihange
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forward contracts and accounts payable and accliabdities approximates their carrying amounts the
statement of financial position due to the shortquks to maturity and the terms of the financiatioments.

Financial instruments hierarchy

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

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

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

* Level 3: Inputs for the asset or liability thainist based on observable market data (unobservales).

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

As at June 30, 2011
(thousands of Canadian dollars) Level 1 Level 2 Level 3 Total

Financial asset

Foreign exchange forward contracts - 764 - 764

As at March 31, 2011

(thousands of Canadian dollars) Level 1 Level 2 Level 3 Total

Financial asset
Foreign exchange forward contracts - 2,857 - 2,857

Risk Management

Grande Cache Coal's operations are exposed tarceitks, which includes credit risk, liquidity kisand market
risk. The Corporation’s risk management is carrmtt by management under policies approved by the
Corporation’s Board of Directors.

Credit Risk

Grande Cache Coal carries a balance of cash aidezpsvalents as disclosed on the statement ohdiah
position at June 30, 2011. The Corporation investservatively a portion of its cash in short-telomy risk term
deposits with credit worthy financial institutioriBhe remainder of the cash balance is held withomfjancial
institutions and is available for immediate use.

The Corporation has a balance of restricted casfisetosed on the statement of financial positibdune 30,
2011. Restricted cash is held with major finanaiatitutions for the purpose of securing lettercdit and is
invested in short-term guaranteed investment aaatéds. The Corporation is exposed to credit niskhie event
that the financial institutions were to redeemltiteer of credit to the beneficiary. The Corporatapnsiders this
risk as low as the majority of the letters of ctddive been provided to the Alberta Governmentsémurity to
cover future anticipated costs of restoration.

Grande Cache Coal is exposed to credit risk inetent that it does not receive payment of tradewus
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receivable. The maximum credit risk exposure isabdo the carrying amount of trade accounts retdévas
disclosed in the notes to the consolidated findrst&iements. The Corporation typically sells itsduct to large
steel companies with high credit ratings. The Coapon does not consider any of the trade accowutsivable
to be impaired or past due.

The Corporation has the ability to enter into fgreexchange forward contracts. Derivative credk drises from
the possibility that the counterparty to the coettfails to fulfill its obligation in accordance thithe terms and
conditions of the contract. Derivative credit risk reduced by dealing with credit worthy countetigar in
compliance with established credit approval poficie

Liguidity Risk

The Corporation is exposed to liquidity risk in teeent that it would be unable to meet obligatiassociated
with financial liabilities. The Corporation has 23000 operating credit facility that it can utdifor working
capital purposes. The balance owing on the opegratiedit facility at June 30, 2011 was nil. At JB®& 2011,
the Corporation had contractual obligations wittinested future minimum undiscounted amounts paydbkas

follows:

Less than 1 1-3 4-5 After
(thousands of Canadian dollars) year years years 5 years
Accounts payable and accrued liabilities 27,360 - - -
Operating leases 878 1,466 697 253
Finance leases 18,560 36,848 29,193 1,128

46,798 38,314 29,890 1,381

Market Risk

The Corporation is exposed to market risk dueuotfiations in foreign exchange rates and inteegesr
Foreign exchange rates

The majority of the Corporation’s revenues frommyiens are received in US dollars while most sfaperating
expenses are incurred in Canadian dollars. AlthathghCorporation has taken certain steps to hetgate
foreign currency fluctuations, there is no assueatiat the activities or products are or will caong to be
effective. Accordingly, the inability of the Cormiion to obtain or to put in place effective hedgesld
materially increase exposure to fluctuations in ¥h&ie of the Canadian dollar relative to the USadoThis
could have a material adverse effect on the Cotjmora business, financial condition and resultopérations.
In addition, the relative exchange rate fluctuatimtween the Canadian dollar and the currencieGrahde
Cache Coal’s international competitors will imp#uot ability of Grande Cache Coal’s coal productsdmpete
in foreign markets.

Based on the US dollar denominated trade accowusivable balance at June 30, 2011, each decrdase o
US$0.01 relative to the Canadian dollar would hessulted in a decrease of $161, which would hawenbe
charged to income in the current period.

The Corporation has US dollar denominated finareasé obligations. At June 30, 2011, the outstanding
commitment on the finance lease obligations was1J3%6. Based on this balance, each decrease d.05$
relative to the Canadian dollar would have resulted decrease of $777, which would have been te@do
income in the current period. Significant fluctoats in the US/Canadian dollar exchange rate cowltkrially
impact the Canadian dollar value of the financedegayments. The Corporation entered into thislialin US
currency to provide a natural hedge against forexxrhange rate fluctuations on the trade accowusivable.
The Corporation had an outstanding foreign exchdngeard contract to sell US$8,000 at an average oA
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20.

Canadian dollars 1.06 to the US dollar, which medun July 2011. At June 30, 2011, the contract masked to
market resulting in an unrealized foreign exchagaia of $764 that was recognized in the consoliiatatement
of income and has been classified on the statewofefimancial position as accounts receivable. Ardase of
US$0.01 relative to the Canadian dollar would heesilted in a decrease in accounts receivable @f $8ich
would have been charged to income in the curreribgeSignificant fluctuations in the US/Canadiaolldr
exchange rate could materially impact the Canadadiar value of these contracts.

Interest rates

Interest accrues on the Corporation’s operatinglitfacility at a rate equal to the prime lendirager or a US
dollar base rate plus 1.00 percent per annum, ledézlidaily. The Corporation did not have a balamméng on
the operating credit facility at June 30, 2011.

First time adoption of IFRS

(i) Transition elections

IFRS 1 requires full retrospective application BRS at the transition date with all adjustmentassets and
liabilities as stated under Canadian GAAP takemnetained earnings unless certain exemptions availatder
IFRS 1 are applied. The Corporation has electedk® the following IFRS 1 exemptions:

* IFRS 2Share-based Paymehas not been applied to any equity instrumentstgdaon or before November
7, 2002, nor has it been applied to equity instnmgranted after November 7, 2002 that vestedrbdfe

transition date.

e The Corporation has elected to apply the exemtimm full retrospective application of decommissitn
and restoration provisions under IAS Brovisions, Contingent Liabilities and ContingergsAt("IAS 37")
and IFRIC 1Changes in Existing Decommissioning, Restoratiod Similar Liabilities As a result, the
Corporation has re-measured its asset retiremdigiation as at April 1, 2010 in accordance with 18% and
re-measured the asset retirement cost includetbjmepty, plant and equipment by estimating the amhthat
would have been included in the cost of the relaigskt at the time the liability first arose, distting the
liability to date using the best estimate of th&tdniical risk-free discount rate and calculating #ltcumulated
depreciation on that amount up to the date of tiango IFRS.
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1) Reconciliation of equity

The Corporation’s equity in accordance with Canad@#®AP has been reconciled to IFRS as follows:

Assets

Current assets

Cash and cash equivalents

Restricted cash

Trade and other receivables

Inventories

Prepaid expenses and depos
Deferred income tax assets

Property, plant and equipment
Deferred income tax assets

Assets classified as held for se

Liabilities and equity

Current liabilities

Accounts payable and accrue

liabilities

Deferred income tax liabilities
Current portion of finance

lease obligations

Restoration provision
Finance lease obligations
Deferred income tax liabilities

Equity

Share capital

Contributed surplus

Retained earnings

As at As at
March 31, 2011 April 1, 2010
Cdn Cdn
Notes GAAP Adj IFRS GAAP Adj IFRS

$ 17,136 $ - ¢ 17136 % 87,436 $ - $ 87,436
12,908 - 12,908 13,499 - 13,499
31,287 - 31,287 12,483 - 12,483
34,244 - 34,244 33,999 - 33,999
399 - 399 9,114 - 9,114
d - - - 232 (232) -
95,974 95,974 156,763 (232) 156,531
a,c 338,405 (1,165) 337,240 176,200 (478) 175,722
d - - - - 232 232
338,405 (1,165) 337,240 176,200 246 175,954
- - - 4,735 - 4,735
$ 434,379 $ (1,165) § 433,214 $ 337,698 $ (478) $ 337,220
$ 29,496 $ - ¢ 29,49 $ 25,716 $ - $ 25,716
d 891 (891) - - - -
14,447 - 14,447 6,744 - 6,744
44,834 (891) 43,943 32,460 - 32,460
a 14,217 336 14,553 8,801 1,070 9,871
64,390 - 64,390 27,515 - 27,515
d 27,319 515 27,834 18,102 (387) 17,715
150,760 (40) 150,720 86,878 683 87,561
199,810 - 199,810 196,232 - 196,232
b 5,437 3,087 8,524 3,945 736 4,681
78,372 (4,212) 74,160 50,643 (1,897) 48,746
283,619 (1,125) 282,494 250,820  (1,161) 249,659
$ 434,379 $ (1,165) § 433,214 $ 337,698 $ (478) $ 337,220
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(in thousands of Canadian dollars, except per slzameunts)

As at As at As at

March 31 June 3C April 1

Notes 2011 2010 2010

As reported under Canadian GAAP $ 283,619 $ 255,244 $ 250,820
Increase (decrease) in reported amount:

Restoration provision a 501 25 (511)

Property, plant and equipment c (1,626) (738) (650)

(1,125) (713) (1,161)

As reported under IFRS $ 282,494 $ 254,531 $ 249,659

2) Reconciliation of income and comprehensive income

The Corporation’s statements of income and comm&iie income under Canadian GAAP have been reazhcil
to IFRS as follows:

Twelve months ended Three months ended
March 31, 2011 June 30, 2010
Cdn Cdn

Notes GAAP Adj IFRS GAAP Adj IFRS
Revenues $ 268,103 $ - $ 268,103% 69,033 % -$ 69,033

c, e,
Cost of sales f, g (221,689 (1,987) (223,676 (58,122 (87) (58,035)
Gross profit 46,414 (2,987 44,427 10,911 87 10,998
General and administrative expense b (11,762 (2,351 (14,113 (2,401) (203) (2,604)
Other income 226 - 226 28 - 28
Operating profit 34,878 (4,338 30,540 8,538 - 8,422
Finance income 279 - 279 33 - 33
Finance expense a, g (1,644) (249) (1,893) 97 (62) 35
Foreign exchange gain (loss) 6,839 - 6,839 (2,732) - (2,732)
Profit before taxes 40,352 (4,587) 35,765 5,936 (178) 5,758
Income tax expense d, e (12,623 2,272 (10,351 (1,985) (423) (1,562)
Income and comprehensive income $ 27,729 $ (2,315 $ 25414 $ 3,951 $ 245 $ 4,196
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(i) Explanatory notes

The following explanatory notes describe the adpesits and reclassification to the consolidatecestants of
financial position and statements of income andpr@mensive income arising from the adoption of IFRS

a)

b)

d)

Restoration provision

IFRS does not have a specific accounting standarcegtoration provisions. Under IFRS these prowvisiare
included inlAS 37 — Provisions, Contingent Liabilities and @ogent AssetdFRS is more encompassing in
that it requires that constructive obligations beluded in the recognition of a liability. IFRS aldiffers in
that estimates of future cash flows use a discmtstthat is no longer credit adjusted. On a goxod basis,
IFRS requires that the provision be re-measuredéit reporting date.

As a result of these differences, as at April 11®€he Corporation recorded an adjustment to irseréhe
restoration provision asset by $389 and increasedstoration provision liability by $1,070, resudf in a net
of tax adjustment that decreased equity by $51theatransition date. As at June 30, 2010, the Gatjom
recorded an increase in the restoration provisgsetaand liability of $1,404 and $1,372, respebtiwsith a
corresponding net of tax increase in equity of $%.at March 31, 2011, the IFRS adjustments inclade
increase in restoration provision asset of $1,0@ an increase in the restoration provision ligpitif $336
resulting in a net of tax increase in equity of $50

Share-based payment

Under previous Canadian GAAP, the Corporation egpdrshare option awards granted to employees in an
amount equal to the fair value of the equity instemt amortized on a straight-line basis over tispeetive
vesting period. IFRS Bhare-based Payme(iFRS 2") requires that each tranche with a défe vesting
date be accounted for as a separate option gmardaddition, IFRS 2 requires graded vesting be used
accounting for option expenses and requires thmat of forfeitures. The Corporation has eledtelIFRS

1 exemption and has not applied IFRS 2 to equ#jriments that were granted after November 7, 2002
vested before April 1, 2010. The Corporation camgmto use the Black-Scholes option pricing moaoléhir
value its equity instruments.

The effect of the change to IFRS resulted in amea®e to contributed surplus and a reduction irmed
earnings at the date of transition of $736 as aglén increase in share-based payments expen20fd
the three months ended June 30, 2010 and $2,3%tefawelve months ended March 31, 2011.

Property, plant and equipment

Under previous Canadian GAAP, carrying amounts aiperty, plant and equipment ("PP&E") were
derecognized when no future economic benefits wrpected from their use. Under IFRS, this deredagni
of assets occurs at the component level. The Catiporrecorded the significant parts or componeffitiss
PP&E and depreciated them separately, which rebiftea decrease to equity of $650 as at April L0
$738 as at June 30, 2010 and $1,626 as at Mar&031,

Deferred income taxes

Under Canadian GAAP, deferred tax assets wereiftdaisdetween current and non-current based on the
classification of the underlying assets and lisieti that gave rise to the differences. IFRS reguthat all
deferred taxes are classified as non-current, deetd/e of the classification of the underlying etssor
liabilities to which they relate, or the expectesversal of the temporary difference. The Corporatio
reclassified the amount of $232 from deferred inedax assets (current) to deferred income tax &i§seh-
current) as at April 1, 2010 and the amount of $86in deferred income tax liabilities (current)deferred
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e)

f)

)

(iii)

income tax liabilities (non-current) as at March 2@11.

In addition, the Corporation recorded the tax immacthe IFRS adjustments for the restoration fgiow and
property, plant and equipment disclosed above, lwigsulted to an increase in deferred income &biliiies
of $515 as at March 31, 2011 and a decrease imrddfencome tax liabilities of $238 and $387 aduate 30,
2010 and April 1, 2010, respectively. For the thmenths ended June 30, 2010 and for the year evidech
31, 2011, the Corporation increased its incomeetgense by $149 and $11, respectively.

Coal royalties

Under Canadian GAAP the Corporation presented tierfa coal royalty as a current tax expense on the
income statement. IFRS requires judgment in deténmi whether royalties paid to government are
considered a resource tax expense as paymentsvéongeent should be classified in accordance with th
substance of the transaction. The Corporation leterimined that the current coal royalties payabléhe
Alberta Government will no longer be classifiedaatsx expense and has elected to classify thenctast af
sales. The change of the classification of coahitas had no impact on shareholders’ equity aflApr2010

and March 31, 2011, however it changed the presentaf the consolidated statements of income and
comprehensive income for the three months ended 30n 2011 and June 30, 2010, and for the twelve
months ended March 31, 2011.

For the three months ended June 30, 2010 and fory¢far ended March 31, 2011, the Corporation
reclassified coal royalties of $572 and $2,283eetively, from income tax expense to cost of sales

Cost of sales

Under IFRS, the Corporation must present expensethe consolidated statement of income by either
function or nature. The Corporation has choserrésent expenses by function, as a result, thecfasiles
include cost of product sold, distribution costsl @epreciation on its consolidated statements ajfrive and
comprehensive income.

Finance expense

Under IFRS, finance expense includes interest esg@m finance leases, accretion expense for réstora
provisions and other finance expenses. Accretigoerse was previously included in depreciation, etepi
and accretion while interest expense on financsekeavas presented as interest and other expersese T
items have been reclassified accordingly.

The reclassifications in e, f and g above occuhiwithe statement of income and comprehensive ircand
do not impact net income.

Adjustments to the statement of cash flows

The transition from Canadian GAAP to IFRS had miicant impact on statement of cash flows germetdty
the Corporation except that, under IFRS, cash floalating to interest are classified as operatingesting or
financing in a consistent manner each period. Ui@Bmadian GAAP, cash flows relating to interestrpants
were classified as an operating activity. The Coxpion has elected to reclassify interest expensefinance
leases under financing activities.
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