Grande Cache Coal Corporation
Management’'s Discussion & Analysis

This Management's Discussion and Analysis ("MD&ARould be read in conjunction with the unaudite@rim

consolidated financial statements and notes thefi@tdhe period ended December 31, 2010, and tlubiteal
consolidated financial statements, notes and EIMB&A thereto of Grande Cache Coal Corporation ré@le
Cache Coal" or the "Corporation") for the fiscahyended March 31, 2010. The consolidated finarst&kments
have been prepared in accordance with Canadiamallgn@ccepted accounting principles. This discusgrovides
management's analysis of the Corporation's higtbficancial and operating results and providegreges of the
Corporation's future financial and operating perfance based on information currently available.uAttesults
will vary from estimates and the variances mayigeificant. Readers should be aware that historesillts are not
necessarily indicative of future performance. &fiarences are to Canadian dollars unless othemdseated.

This MD&A was prepared using information that isremt as of February 8, 2011.

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

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

document and are expressly qualified by this caatip statement.

Specifically, this MD&A contains forward-lookingatements relating t@nticipated sales volumes of metallurgical
coal in fiscal 2011 and fiscal 2012; anticipatedtaaf coal sales in fiscal 201a&nticipated capital expenditures in
fiscal 2011 and subsequent fiscal years; anticipeeelopment activities in No. 8 pit and the aptted timing of
such activities; and, anticipated increases in petdn volumes from No. 8 pit and the anticipatiedirig thereof.

These forward-looking statements are based onicdaty assumptions regarding, among other thinganaterial
change in the geological and operating conditionsl@. 8 pit; no material disruption in productiaorm the No. 8
pit or the No. 7 underground operation; no mateviatiation in anticipated coal sales volumes; natemal

variations in markets and pricing of metallurgicahl other than anticipated variations; continueailability of and

no material disruption in rail service and portiliies other than as anticipated; no material gelan the current
timing for completion of ongoing projects; finanginvill be available on terms favourable to the Qogtion; no
material variation in historical coal purchasinggtices of customers; coal sales contracts wikitered into with
new customers; parties execute and deliver cost@aatrently under negotiation; and no materialatéyns in the
current regulatory environment. The reader isioaat that such assumptions, although consider@sbrable by
Grande Cache Coal at the time of preparation, mayepto be incorrect.

Actual results achieved during the forecast pefridltl vary from the information provided herein asresult of
numerous known and unknown risks and uncertaiatielsother factors. Such factors include, but atdimited to:
changes in general economic, market and busingslitioms; uncertainties associated with estimathegquantity
and quality of coal reserves and resources; contsngulices, currency exchange rates, the availgbdlft credit
facilities for capital expenditure requirementsptservice requirements; dependence on a singlesyatem;
changes to legislation; liabilities inherent in ta@ne development and production; competition fimong other
things, capital, acquisitions of reserves, undeyetblands and skilled personnel; geological, mimng processing
technical problems; ability to obtain required miieenses, mine permits and regulatory approvadgired to
proceed with mining and coal processing operatiabdijty to comply with current and future enviroamal and
other laws; actions by governmental or regulatouyherities including increasing taxes and change®ther
regulations; and the occurrence of unexpected svemblved in coal mine development and productamd other
factors, many of which are beyond the control ohigie Cache Coal. Many of these risk factors anérteiaties
are discussed in Grande Cache Coal's Annual Infism&orm, Grande Cache Coal's MD&A, and other doents
Grande Cache Coal files with the Canadian secsniggulatory authorities.
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There is no representation by Grande Cache Cobhttaal results achieved during the forecast pendl be the
same in whole or in part as those forecast and der&@ache Coal does not undertake any obligatiomptiate
publicly or to revise any of the included forwambking statements, whether as a result of new mmdion, future

events or otherwise, except as may be requiregpljcable securities laws.

Readers of this Management's Discussion and Arsagysiuld refer to the section entitled "Risk Fagtan Grande
Cache Coal's Management's Discussion and Analgsisdanual Information Form for the fiscal year eddéarch
31, 2010 for factors which could potentially impaioe Corporation's financial performance and ititglio meet

its targets.

Financial Overview

As at As at

December 31 March 31

(millions of dollars) 2010 2010
Balance Sheet

Cash and cash equivalents 40.5 87.4

Total assets 411.0 337.7

Long-term liabilities 95.5 54.4

Shareholders’ equity 277.5 250.8

Three months ended
December 31

Nine months ended
December 31

(millions of dollars, except per share amounts) 2010 2009 2010 2009

Statement of Net Income and Comprehensive

Income
Revenue 50.6 62.4 200.8 181.8
Cost of sales 38.9 49.5 145.0 136.3
Income from operations 3.9 55 29.1 25.7
Net income and comprehensive income 4.5 4.3 22.6 18.7
Basic net income per share 0.05 0.04 0.23 0.19
Diluted net income per share 0.05 0.04 0.23 0.19
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Three months ended Nine months ended

December 31 December 31
(millions of tonnes, except per tonne amounts) 2010 2009 2010 2009
Statistics
Clean coal production (tonnes) 0.32 0.42 1.02 1.19
Coal sales (tonnes) 0.29 0.47 1.18 1.34
Average sales price (US$/tonne) 179 131 167 128
Average sales price (CDN$/tonne) 174 134 170 136
Cost of product sold ($/tonne) 113 76 97 74
Distribution costs ($/tonne) 21 30 25 28
Cost of sales ($/tonne) 134 106 122 102
Revenue

The Corporation’s third quarter revenue was $501l6om, compared to $62.4 million in the same pdrlast year.
The decrease in revenue was mainly due to a decieasales volumes from 0.47 million in the thirdagter of
fiscal 2010, to 0.29 million tonnes in the curremarter of fiscal 2011. For the current fiscal yeadate, revenue
was $200.8 million, up from $181.8 million in thest nine months of fiscal 2010, reflecting higleal prices in
the current year. Coal sales for the current fisesr to date were 1.18 million tonnes, down fro/®341million
tonnes in the comparable period, which was large#ysult of lower production volumes.

The average sales price in the third quarter wag $ier tonne, up from $134 per tonne in the conipargeriod.

Metallurgical coal sales accounted for 86% of thiedtquarter sales volumes and realized an aveseage of $191

per tonne (US$189 per tonne). The remaining sal&sne related to thermal coal sales, some of wivete sold in

US dollars. For the current fiscal year to date, #lverage selling price was $170 per tonne, a 2&¥ease over
$136 per tonne in the same period last fiscal yEae. higher price during the current fiscal yedledts an increase
in contract price settlements, which are primabigng negotiated on a quarterly basis, offset pgprion of lower

priced thermal coal and lower priced carryover tgmfrom fiscal 2010. The average Canadian ddli@ssprice on
US dollar denominated sales is continuing to beatiegly affected by a stronger Canadian dollarelation to the

US dollar, as the average exchange rate was 11@%jdhe first nine months of fiscal 2011, compated..12 in the

same period last year.

Cost of Sales

Cost of sales was $38.9 million, or $134 per toringhe current quarter compared to $49.5 million$106 per
tonne, in the same period last year. The costletda the third quarter consisted of cost of peidiold of $32.7
million ($113 per tonne) and distribution costs$6f2 million ($21 per tonne). In the comparablerigraof fiscal
2010, the cost of product sold was $35.3 millioig$er tonne) and distribution costs were $14.%anil($30 per
tonne).

The unit cost of product sold continues to be affécby lower than expected production volumes, thue
challenging operating and geological conditionshim initial phases of mining in No. 8 pit. Operaticosts are also
being impacted by a lack of available skilled labas the demand for manpower increases in the miamd

resource sector, causing an increase in contraetoices. The initial coal mined from No. 8 pit lieen realizing a
low plant yield due to the quality and charactérssbf coal that is close to the surface, furtiéeaing clean coal
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production levels. The distribution unit cost wawsiér during the third quarter of fiscal 2011 duetportion of the
sales volumes being sold from the mine site, whetlab customer incurred the rail and port costs.

Cost of sales for the fiscal year to date was ¥l 4fllion, or $122 per tonne, compared to $136.Bioni, or $102
per tonne in the first nine months of last yeacldded in the current year was cost of product sd6fi114.9 million
($97 per tonne) and distribution costs of $30.dioml($25 per tonne). In the comparable periodisddl 2010, the
cost of product sold was $98.4 million ($74 pemthand distribution costs were $37.9 million ($28 tonne).

The unit cost of product sold during the first nimenths of fiscal 2011 was impacted by the tramsiin surface
mining areas from No. 12B2 pit to No. 8 pit, as Ivee difficult operating conditions in the initidkvelopment and
operations of No. 8 pit. The initial strip ratio Mo. 8 pit has been higher than the strip rationfido. 12B2 pit

during fiscal 2010. As a result, the unit cost @bduct sold increased from fiscal 2010 as additiomaste

movement was required to release the raw coaldttitian, there were higher external contract sendgosts and
higher maintenance and repair costs, resulting fiarenhanced preventative maintenance program.

Other Operating Expenses

General and administrative expenses were $2.9mitluring the third quarter, down from $3.1 millionthe same
period last year. General and administrative expenscluded head office administrative and markgtiharges of
$2.0 million (fiscal 2010 - $1.8 million) and norash charges for stock-based compensation of $0li@mm(fiscal

2010 - $0.3 million). Also included in general aadministrative expenses during the third quartefisafal 2010,
was a $1.0 million donation to the town of Grandeel@: to assist in redeveloping the local recreatenmtre. Fiscal
year to date general and administrative expenses 8.3 million, compared to $7.3 million in thesfi nine
months of last fiscal year.

Depreciation, depletion and accretion charges %ér& million in the third quarter (fiscal 2010 —&4million) and

$18.4 million in the nine month period of the cuntréiscal year to date (fiscal 2010 - $12.5 millomhe increase
was primarily a result of additional capital ass#te change in value of depreciation and depldtioluded in coal
inventory, and a one time depletion expense dutiedfirst quarter to charge remaining No. 12B2dgivelopment
costs to income.

Other Income (Expenses)

The Corporation had a foreign exchange gain of #illéon in both the third quarter of fiscal 201fdafiscal 2010.
For the current fiscal year to date, the Corporatiad a foreign exchange gain of $4.2 million, uera $2.9 million
loss in the first nine months of the prior fiscaly. The loss in fiscal 2010 was primarily the hestia significant
strengthening of the Canadian dollar against theltl&r.

During the third quarter the Corporation recordeduarealized foreign exchange gain of $1.6 millretating to
foreign exchange forward contracts, compared twsa $0.3 million in the same period of fiscal 20E6r the fiscal
year to date, foreign exchange forward contract® asulted in a gain of $0.3 million compared t$2a7 million
gain in the same period last year.

Interest and other income was $0.2 million in thiedt quarter (fiscal 2010 - $0.1 million) and $@@lion for the
fiscal year to date (fiscal 2010 - $0.3 million)daconsisted primarily of interest earned on resdcaash, interest
earned on short term investments and access fegeth for the use of roads and bridges belonginghéo
Corporation. Interest and other expenses were 0lién in the third quarter (fiscal 2010 - $0.4lhain) and $1.3
million for the fiscal year to date (fiscal 20136.4 million). Interest and other expenses congigtémarily of
interest paid on capital leases.
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Taxes

The third quarter tax expense was $2.2 millionluding a current tax expense of $0.4 million fooyincial Crown
royalties and a future income tax expense of $lilBom During fiscal 2010, the Corporation incudre third
quarter tax expense of $2.2 million, which includedurrent tax expense of $0.5 million for provaicCrown
royalties and a future income tax expense of $illfom

Liquidity and Capital Resources

Grande Cache Coal held cash and cash equivalef#0db million at December 31, 2010. During thedhjuarter
cash and cash equivalents decreased by $14.4mritlioomparison to an increase of $20.4 millioniniyithe same
period last fiscal year. The Corporation’s cashitpms has decreased by $46.9 million during thetfitine months
of fiscal 2011.

Operating activities during the third quarter gexted $15.7 million in cash compared to $22.5 millio the same
period last year. Cash generated prior to changasn-cash working capital was $9.5 million in therent quarter
and $10.7 million during the comparable period. iBgithe first nine months of the fiscal year, cgsmerated by
operating activities before changes in non-castkingrcapital was $49.9 million, an increase fron8 $8million
last year. Higher coal prices in the current fisgedr have resulted in higher net income, contiriguto the higher
cash generation from operating activities.

Financing activities resulted in a cash decreas¥2d million during the current quarter and $1&lion for the
year to date, in contrast to a cash increase & ##llion and $4.5 million in the comparable peoaf last fiscal
year. Fiscal 2011 payments towards capital leagations were $4.2 million in the third quarterda$14.4 million
for the fiscal year to date. In the third quartefigcal 2010, the Corporation entered into a $sdseback agreement
for a Hitachi EX5500 hydraulic excavator that hageib purchased during the second quarter of fis6aD,2
resulting in cash proceeds of $10.7 million. Alscluded in fiscal 2011 financing activities wereslegroceeds of
$1.5 million during the third quarter (fiscal 20180.2 million) and $2.0 million for the year totdgfiscal 2010 -
$0.5 million), due to the exercise of share options

Investing activities during the third quarter leda cash decrease of $26.0 million, compared 0 88llion in the
same period of fiscal 2010. Capital additions aoted for $26.9 million (fiscal 2010 - $5.4 millioand consisted
of the additions to buildings and equipment of $1fillion (fiscal 2010 - $4.2 million) and the déepment of
mineral properties for $16.0 million (fiscal 201%1.2 million). In the first nine months of fisc2011, investing
activities resulted in a cash decrease of $79.0omjlcompared to $38.3 million in fiscal 2010, thejority of
which was due to capital expenditures. Fiscal yeadate buildings and equipment additions were 44illion
while development of mineral properties was $37ilian, the majority of which related to the devploent of No.
8 pit.

During the first nine months of fiscal 2011 the @anation acquired mining equipment through capi¢alse
agreements amounting to US$51.5 million, US$25.8aniof which were acquired during the third quartAs at
December 31, 2010, the Corporation had made depo$itUS$11.2 million, and had remaining purchase
commitments of US$3.7 million and $2.2 million, onning equipment that will be financed through taplease
arrangements. Subsequent to December 31, 201@diporation made deposit payments of US$3.0 milaod
$0.8 million towards mining equipment that will fieanced through a capital lease arrangement, athwtfme all
cash deposits will be returned to the Corporation.

Grande Cache Coal has an agreement with HSBC Bankda to provide the Corporation with a creditlitycup
to $28 million and the ability to enter into foreigxchange hedging arrangements. At December 310, 2Be
Corporation had a series of foreign exchange faveantracts to sell a total of US$24 million and433 million at
an average rate of 1.05 and 1.06, respectivelys@ kentracts settle in monthly installments, thst ¢d which will
mature by July 2011.
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The Corporation believes that its existing caslshcfiow from operations and its operating creddilfty will be
sufficient to fund ongoing fiscal 2011 working cigbi requirements. The Corporation expects that tabpi
expenditures during fiscal 2011 will be funded listng cash, cash flow from operations and equipnteases.

Grande Cache Coal expects that coal inventory aatiproduction will be sufficient to meet anticipdtcoal sales
volumes for fiscal 2011. At December 31, 2010, @meporation had $23.2 million in coal inventoryngoared to
$13.8 million at September 30, 2010.

The Corporation did not have any off-balance sHeetncing structures in place at December 31, 2040.
December 31, 2010, the Corporation had long teabilifies for asset retirement obligations withragent value of
$12.1 million, future income tax liabilities of $Zmillion and capital lease obligations of $58.0lion. Grande
Cache Coal's asset retirement obligations are eavéry letters of credit totaling $12.7 million prded to the
Alberta Government, which are presently securetebiricted cash.

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

The Corporation has entered into various purchasenutments for mining equipment. At December 311®0
remaining payments owing on the mining equipmens approximately $5.9 million, which included US ldol
commitments of US$3.7 million.

Future minimum undiscounted amounts payable byCiiporation under contracts existing at Decembe2810,
were:

(millions of Canadian dollars) Payments Due by Period

Less than 1 2-3 4-5 After
Contractual Obligations Total year years years 5 years
Operating Leases 35 0.8 1.4 0.9 0.4
Capital Leases 81.8 16.7 36.3 23.4 5.4
Purchase Obligations 5.9 5.9 - - -
Total Contractual Obligations 91.2 23.4 37.7 24.3 .85

Recent and Upcoming Changes in Accounting Policies

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

Convergence with International Financial Reporting Standards

The Canadian Accounting Standards Board ("AcSB'f)fiomed that International Financial Reporting $tards
("IFRS") will replace Canadian generally acceptectoanting principles ("GAAP") in 2011 for publicly
accountable enterprises. As such, the Corporatithib&required to adopt IFRS for the fiscal yeagimning April
1, 2011, including comparative data from the pfiecal year. The Corporation’s first filing of IFR&mpliant
financial statements will be the first quarteristal 2012 (the three months ended June 30, 2011).

The Corporation’s conversion approach consistbmeft phases: 1) Diagnostic, 2) Evaluation and @veént, and
3) Implementation. With the assistance of thirdtypadvisers, the Corporation has completed thendistic phase,
which identified the key differences between thegooation’s current accounting policies and IFR8 astimated
the level of impact on the Corporation’s consokdhfinancial statements. The Corporation has magtefisant
progress in the evaluation and development phasadimg the following:
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» completed an assessment on the effects of adomtidey financial statement components;

* made preliminary choices regarding alternativeslaig under First-time Adoption of Internationah&ncial
Reporting Standards ("IFRS 1");

» componentization of property, plant and equipmerst been substantially completed;

» prepared an assessment of changes to stock basgemsation provisions and asset retirement obdigafi

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

» continued assessments of less critical IFRS tiansgsues;

e continued training of key personnel and stakehaldmnd

e maintained communication with the Corporation’sapdndent external auditors.

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

» finalize the development of IFRS accounting polcie

» revise internal control procedures and documentatial implement controls as required;

* prepare an IFRS compliant opening balance shest/agsril 1, 2010;

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

e prepare IFRS compliant interim and annual finansiatements for the fiscal year ended March 312201

The full extent of adopting IFRS and the impact tbe Corporation’s financial position and future ulés of
operations is not reliably determinable at thisatinowever based on the progress made to dat€gtiporation has
identified the following accounting standard ard¢faat are most likely to have a noteworthy finan@tdtement
impact. The following areas are not intended tacabmmplete list of all changes that may occur assalt of the
transition to IFRS, nor is it intended to be regakds final. The Corporation has performed thidyaigbased on
preliminary policy choices and current IFRS staddarThe Corporation will continue to monitor IFRS
developments and review internal accounting potiegices and will provide the estimated financiapaat on the
opening balance sheet (April 1, 2010) when it iebdy determinable.

Decommissioning and Restoration Provisions

IFRS does not have a specific accounting standardiécommissioning and restoration provisions. WA&&S

these provisions are included in IAS 37 — Provisjo@iontingent Liabilities and Contingent AssetfRE-is more
encompassing in that it requires that construativiégations be included in the recognition of aiidy. IFRS also

differs in that estimates of future cash flows asdiscount rate that is no longer credit adjusul.a go-forward
basis, IFRS requires that the provision be re-mealsat each reporting date. As a result of theBerdnces, and
preliminary policy choices, the Corporation hasreated a pre-tax decrease to shareholders’ eqdiitgss than
$1.0 million as at April 1, 2010.

Share-Based Payments

IFRS requires that each tranche with a differesting date be accounted for as a separate optén.dn addition,
IFRS requires graded vesting be used in accouffitingption expenses and requires the estimaterédifores. The
Corporation has prepared an initial calculatiorslwdre-based payments under IFRS and does not éRpettiange
will have a material impact on shareholders’ eqagyat April 1, 2010.

Impairment of Long-Lived Assets
Unlike Canadian GAAP where there is a two-step aagh to impairment testing, IFRS requires the dse ane-
step approach for testing both the identificatiord aneasurement of impairment. Impairment lossesldvbe

recognized when the carrying value exceeds thevesable amount, which is the higher of value in asd fair
value less costs to sell. While the Corporationsdogt expect the impairment test to have an impadhe opening

7
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balance sheet, IFRS requires that indicators ofimgent be assessed at each reporting date, whidld enpact
future periods. In addition, IFRS allows for theeesal of previously recognized impairments. ThepOaeation is
continuing to assess these differences however d@heynot expected to have a material impact onoffening
shareholders’ equity as at April 1, 2010.

Property, plant and equipment

In valuing property, plant and equipment ("PP&HPRS allows application of either the revaluationdal or the
historical cost model. The Corporation expects pplya the historical cost model for valuation purgssUpon
transition to IFRS, there is an optional exemptidrereby an entity may value PP&E at deemed cosgusther: i)
fair value at the date of transition; ii) previoGRAP revaluation at or before the date of transitprovided the
revaluation was broadly comparable to either fatug or depreciated cost under IFRS; or iii) deernest
established under previous GAAP by measuring PP&Eheir fair value at some particular date becaoka
significant event. The Corporation does not expeetpply this exemption.

Similar to Canadian GAAP, IFRS requires that sigaifit items, or components, of PP&E be recorded and
depreciated separately. The Corporation does mpeatxhat componentization of PP&E will have a miatémpact
on the opening consolidated financial statements.

Coal Royalties

Under Canadian GAAP the Corporation presents theéd Coal Royalty as a current tax expense ornntdwme

statement. IFRS requires judgment in determiningtiver royalties paid to government are consideresgsaurce
tax expense, as payments to government shouldalssifeéd in accordance with the substance of testction.
The Corporation has made the preliminary deternginathat current coal royalties payable to the Aibe
Government will no longer be classified as a tapesse and should more likely be classified as aatexh to

operating income. This preliminary decision to dmarthe classification of coal royalties would natpact

shareholders’ equity on the opening balance shatetddApril 1, 2010, however it would change thespreation of
the consolidated income statement in future periods

The Corporation will continue to monitor developrtgiin accounting standards as issued by the Irtierzd
Accounting Standards Board and the AcSB which nitgcathe timing, nature and disclosure of the @ogtion’s
adoption of IFRS and will update its plan as neagss

Disclosure Controls and Procedures and Internal Cotrols over Financial
Reporting

The Corporation’s Chief Executive Officer ("CEO'RdaChief Financial Officer ("CFQO") have designedcaused
to be designed under their supervision, disclosorgrols and procedures to provide reasonable asseithat: (i)
material information relating to the Corporationnsmde known to the Corporation’s CEO and CFO bemsth
particularly during the period in which the annwaedd interim filings are being prepared; and (ifformation

required to be disclosed by the Corporation iraitaual filings, interim filings or other reportéefil or submitted by
it under securities legislation is recorded, preeds summarized and reported within the time pesjpetified in

securities legislation.

The Corporation’s CEO and CFO have designed, asezhto be designed under their supervision, intemtrol
over financial reporting to provide reasonable emste regarding the reliability of the Corporat®rinancial
reporting and the preparation of financial statetséor external purposes in accordance with theaGem GAAP.
The Corporation is required to disclose herein ahgnge in the Corporation’s internal control ovirancial
reporting that occurred during the period beginremgOctober 1, 2010 and ended on December 31, 2040has
materially affected, or is reasonably likely to evally affect, the Corporation’s internal contrler financial
reporting. No material changes in the Corporationtsrnal control over financial reporting were tifed during
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such period that has materially affected, or assaoaably likely to materially affect, the Corpooats internal
control over financial reporting.

It should be noted that a control system, includhmgCorporation’s disclosure and internal contesld procedures,
no matter how well conceived, can provide only omable, but not absolute, assurance that the dlgscdf the
control system will be met and it should not beeotpd that the disclosure and internal controlsmndedures will
prevent all errors or fraud.

Summary of Quarterly Results

Fiscal Fiscal Fiscal

2011 2010 2009
(millions, except per unit amounts) Q3 Q2 Q1 Q4 Q3 Q2 Q1 Q4
Clean coal production (tonnes) 0.32 0.33 0.37 0.540.42 0.43 0.34 0.26
Coal sales (tonnes) 0.29 0.44 0.45 0.43 0.47 0.36.51 0 0.11
Average sales price (US$/tonne) 179 177 149 120 131 120 129 292
Average sales price (CDN$/tonne) 174 185 152 118 4 13 124 147 364
Cost of product sold ($/tonne) 113 98 86 66 76 57 84 72
Distribution costs ($/tonne) 21 27 26 28 30 27 27 4 2
Cost of sales ($/tonne) 134 125 112 94 106 84 111 6 9
Revenue ($) 50.6 81.2 69.0 50.7 62.4 44.8 74.6 38.7
Income from operations (%) 3.9 16.6 8.5 1.0 55 9.510.7 24.5
Net income ($) 4.5 141 4.0 14 4.3 9.3 5.1 18.9
Basic net income per share ($) 0.05 0.15 0.04 0.010.04 0.10 0.05 0.20
Diluted net income per share ($) 0.05 0.14 0.04 10.0 0.04 0.09 0.05 0.20

Clean coal production during fiscal 2011 has beevet than the last three quarters of fiscal 204@édly due to the
transition in the surface mining areas and lowanthnticipated production from No. 8 surface pileS volumes
are being impacted by the production volumes, rsiggtificantly in the third quarter of fiscal 201The average US
dollar sales price has been increasing in receattens reflecting an increase in contract pricdesaents compared
to the preceding coal year when prices were negadtiduring the global economic downturn. The averegst of

sales has been increasing during fiscal 2011, lliachee to the transition in the surface mining araad challenging
operating conditions in the initial phases of Nqi which has caused a reduction of clean coadlpetion. Also

contributing to the cost increase has been highair and maintenance costs and an increase imakt®ntractor
services.

Outlook

Late in the third quarter of fiscal 2011, Grandecl@a Coal began producing coal from the second pbése
development in the No. 8 surface pit. The firstgghaf No. 8 surface pit began producing coal dutirgsecond
quarter of fiscal 2011. Both phases are in theyestdges of production with ongoing developmenivaits
continuing to be necessary. As a result, productiolumes are increasing gradually from these twasph of
development. As expected, a relatively higher pasge of the production has been partially oxidizedl, which
is sold as a thermal coal product. Lower productevels during the third quarter and year to dateehimpacted
the sales volumes for these periods. Producticgiddvom the first two phases are expected to asaen the fourth
quarter of fiscal 2011 as development activitiesrélase, operations progress and the strippingsratiprove.
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Development of the third phase of production in Bosurface pit will continue throughout the fougharter of
fiscal 2011 with production expected to commencehim first quarter of fiscal 2012. Coal productisam this
phase of development has been delayed by slowarahticipated progress in the construction of azceads,
which has resulted in lower than expected voluniegaste removal.

As a result of lower than expected production freawh phase of No. 8 pit, in January 2011 the Catjmor revised
its fiscal 2011 sales volume guidance to a rangk®fo 1.6 million tonnes, down from the previoasge of 1.7 to
1.9 million tonnes. Sales volumes are continger@nupchieving expected production levels from N@it3and
receiving adequate rail and port services. Thengnof shipments in the fourth quarter could be ioted by
possible shipping delays due to congestion at WestsTerminals in Vancouver, B.C., where the majoof the
Corporation’s shipping takes place.

Industry benchmark pricing for the quarter begignitanuary 1, 2011 was settled at US$225 per toon¢hé
highest quality product. Grande Cache Coal antiegpdts average metallurgical coal sales pricetlier fourth
quarter will be in the range of US$185 to US$196tpane, which includes lower priced carryover @age.

As announced in January 2011, the average costex for fiscal 2011 is now anticipated to be agpnately $125
to $130 per tonne, up from the previous guidanc®1dfo to 115 per tonne. The increase is primatilg tb lower
production volumes and increased mining costs énittitial stages of production in No. 8 pit. Opérgtcosts are
also being impacted by a lack of available skillglour as the demand for manpower increases imthag and
resource sector. Lower than expected productiosidelower than expected sales volumes or a fuakealation of
mining input costs would continue to have a negaitiwpact on the projected cost of sales.

The Corporation anticipates that its sales volumiide in the range of 2.4 to 2.6 million tonnes fiscal 2012, as
demand for metallurgical coal is expected to rensaiong and production from No. 8 pit is expectedncrease.
Sales volumes are contingent upon the Corporatibieaing expected production levels and being mrediwith

adequate rail and port services.

The Corporation continues to anticipate capital ittmits of approximately $165 million during fisc&011,
consistent with previous guidance. The Corporataticipates that these capital expenditures wilfureled by
existing cash balances, cash flow from operatior equipment leases. Grande Cache Coal plans rtease its
annual production rate to 3.5 million tonnes byéehe of fiscal 2013.
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Grande Cache Coal Corporation
Management's Discussion & Analysis

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

As at February 8, 2011, there were 98,259,930 camsaiares issued and outstanding, and the followtraye
options were also outstanding:

Number Number Exercise
Share Options Outstanding Granted Vested Price Expiry Date
135,000 135,000 $2.44 April 11, 2011
131,668 131,668 $0.88 May 23, 2012
458,337 458,337 $1.04 January 8, 2013
50,004 - $5.02 August 20, 2013
1,218,342 616,662 $1.01 November 12, 2013
100,000 33,333 $0.88 January 10, 2014
83,334 - $0.77 February 10, 2014
33,667 333 $3.57 August 18, 2014
125,000 - $5.95 February 10, 2015
2,145,000 - $5.61 June 11, 2015

Total 4,480,352 1,375,333

Additional Information

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

profile atwww.sedar.com
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Grande Cache Coal Corporation

Consolidated Balance Sheets
(thousands of Canadian dollars)

As at As at
December 31 March 31
(unaudited) 2010 2010
Assets
Current assets
Cash and cash equivalents 40,506 $ 87,436
Restricted cash (note 2) 12,908 13,499
Accounts receivable (note 3) 14,448 12,483
Inventory (note 4) 30,169 33,999
Prepaid expenses and deposits (note 5) 13,432 9,114
Future income taxes (note 6) - 232
111,463 156,763
Capital assets (note 7) 299,531 180,935
410,994 $ 337,698
Liabilities
Current liabilities
Accounts payable and accrued liabilities 24,247 $ 25,716
Capital lease obligations (note 8) 12,885 6,744
Future income taxes (note 6) 849 -
37,981 32,460
Asset retirement obligations (note 9) 12,079 8,801
Capital lease obligations (note 8) 58,045 27,515
Future income taxes (note 6) 25,342 18,102
133,447 86,878
Shareholders’ Equity
Share capital (note 10) 199,736 196,232
Contributed surplus 4,573 3,945
Retained earnings 73,238 50,643
277,547 250,820
410,994 $ 337,698

Commitments (note 11)

See accompanying notes to the consolidated financial statements.

12




Grande Cache Coal Corporation

Consolidated Statements of Net Income, Comprehengiincome and Retained Earnings

(thousands of Canadian dollars, except per share amounts)

Three months ended
December 31

Nine months ended
December 31

(unaudited) 2010 2009 2010 2009
Revenue $ 50,619 $ 62,388 $ 200,835 $ 181,766
Expenses
Cost of product sold 32,685 35,259 114,851 98,411
Distribution 6,240 14,196 30,196 37,847
General and administrative 2,936 3,096 8,297 7,344
Depreciation, depletion and accretion 4,820 4,367 18,433 12,484
46,681 56,918 171,777 156,086
Income from operations 3,938 5,470 29,058 25,680

Other income (expenses)

Foreign exchange gain (loss) 1,644 1,646 4,233 (2,934)
Unrealized gain (loss) on foreign exchange forwarc
contracts 1,588 (266) 255 2,739
Interest and other income 184 89 347 319
Interest and other expenses (646) (403) (1,293) (431)
Income before taxes 6,708 6,536 32,600 25,373
Taxes
Current tax expense (415) (484) (1,684) (1,451)
Future income taxes expense (1,768) (1,736) (8,321) (5,234)
Net income and comprehensive income 4,525 4,316 22,595 18,688
Retained earnings, beginning of period 68,713 44,908 50,643 30,536
Retained earnings, end of period $ 73,238 $ 49,224 $ 73,238 $ 49,224

Net income per shargnote 12)
Basic 0.05 $ 0.04 $
Diluted $ 0.05 $ 0.04 $

»

See accompanying notes to the consolidated financial statements.
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Grande Cache Coal Corporation

Consolidated Statements of Cash Flows
(thousands of Canadian dollars)

Three months ended
December 31

Nine months ended

December 31

(unaudited) 2010 2009 2010 2009
Cash provided by (used for)
Operating activities
Net income and comprehensive income $ 4525 % 4,316 $ 22595 % 18,688
Items not affecting cash
Stock-based compensation (note 13) 863 326 2,135 957
Unrealized foreign exchange (gain) loss (870) (354) (1,178) 3,378
Unrealized (gain) loss on foreign exchange forwe
contracts (1,588) 266 (255) (2,739)
Future income taxes 1,768 1,736 8,321 5,234
Depreciation, depletion and accretion 4,820 4,367 18,433 12,484
Settlement of asset retirement obligations (note 9) (48) - (129) -
9,470 10,657 49,922 38,002
Net change in non-cash working capital relating to
operating activities 6,235 11,832 (4,645) 32,175
15,705 22,489 45,277 70,177
Financing activities
Proceeds on exercise of options (note 10) 1,457 171 1,997 517
Payments on capital lease obligations (4,210) (4,294) (14,423) (6,696)
Net proceeds from capital lease financing - 10,729 - 10,729
(2,753) 6,606 (12,426) 4,550
Investing activities
Additions to mineral properties and development (16,017) (1,181) (37,439) (2,821)
Additions to buildings and equipment (10,852) (4,240) (42,399) (30,340)
Restricted cash (note 2) 591 (3,570) 591 (3,570)
Net change in non-cash working capital relating to
investing activities 239 (23) 220 (1,552)
(26,039) (9,014) (79,027)  (38,283)
Effect of foreign exchange on cash and cash equieals (1,285) 272 (754) (4,008)
(Decrease) increase in cash and cash equivalents (14,372) 20,353 (46,930) 32,436
Cash and cash equivalents, beginning of period 54,878 80,118 87,436 68,035
Cash and cash equivalents, end of period $ 40,506 $ 100,471 $ 40,506 $ 100,471

See accompanying notes to the consolidated financial statements.
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Grande Cache Coal Corporation

Notes to the Consolidated Financial Statements
December 31, 2010

(Unaudited)

(thousands of Canadian dollars, except per share amounts)

1.

3.

4.

Basis of Presentation

The interim consolidated financial statements ef@orporation have been prepared in accordanceGaitfadian
generally accepted accounting principles. The ime&onsolidated financial statements have beengpegpusing
the same accounting policies as the consolidateshéial statements for the fiscal year ended MadgH2010.

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

Certain prior years’ figures have been reclassifeeddonform to the presentation adopted in theerurfiscal
year.

Restricted Cash

As at As at

December 31 March 31

2010 2010
Cash secured letters of credit - Alberta Government $ 12,708 $ 11,799
Cash secured letters of credit - Service providers 200 1,700
$ 12,908 $ 13,499

Cash secured letters of credit have been provindaket 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 madeablaito service providers. During the third quadéffiscal
2011, the Corporation increased its letters of icneith the Alberta Government by $909, and reduitedetters
of credit with service providers by $1,500.

Accounts Receivable

As at As at

December 31 March 31

2010 2010
Trade accounts receivable $ 8,969 $ 7,384
Goods and services tax receivable 1,684 1,440
Unrealized gain on foreign exchange forward comsrac 3,279 3,024
Other 516 635
$ 14,448 $ 12,483

Inventory

As at As at

December 31 March 31

2010 2010
Coal inventory $ 23,150 $ 27,986
Materials inventory 7,019 6,013
$ 30,169 $ 33,999
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Grande Cache Coal Corporation

Notes to the Consolidated Financial Statements
December 31, 2010

(Unaudited)

(thousands of Canadian dollars, except per share amounts)

Coal inventory is valued at the lower of averagedpiction cost and net realizable value. Produatmsts include
mining, labour, operating materials and supplieangportation costs and a relevant allocation darioead
including depreciation and depletion.

Materials inventory consists of parts, supplies emalsumables, and is valued at the lower of averageand net
realizable value. The Corporation maintains an mwey of parts and supplies for day to day mainteeaand
operations. For the three months ended Decembel@®l), parts and supplies inventories of $2,468ewer
expensed to cost of product sold, compared to $2i18he same period last fiscal year. For the munths
ended December 31, 2010, parts and supplies investof $7,151 were expensed to cost of produdd, sol
compared to $5,602 in the same period last fiseat.y

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

5. Prepaid expenses and deposits
As at As at
December 31 March 31
2010 2010
Deposits on mining equipment $ 12,518 $ 8,825
Prepaid expenses and other deposits 914 289
$ 13,432 % 9,114

The Corporation has made deposits on mining equipthet will be financed through capital lease agements
prior to the equipment being commissioned, at whiicle the deposit amounts will be returned to tlepGration
in cash.

6. Future Income Taxes

At December 31, 2010, the Corporation had a funuzeme tax liability of $26,191, of which $849 welassified
as a current liability. The components of the fatincome tax liability were as follows:

As at As at
December 31 March 31
2010 2010
Temporary differences related to:
Buildings and equipment and mineral properties@aklopment
costs $ 29,701 $ 20,611
Asset retirement obligations (3,020) (2,200)
Share issuance costs (151) (309)
Other (339) (232)
Net future income taxes $ 26,191 $ 17,870
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Grande Cache Coal Corporation

Notes to the Consolidated Financial Statements
December 31, 2010

(Unaudited)

(thousands of Canadian dollars, except per share amounts)

7. Capital Assets

As at As at

December 31 March 31

2010 2010

Buildings and equipment $ 134,094 101,289
Mineral properties and development 65,810 $ 29,398
Capital leases 99,627 45,513
Assets held for sale - 4,735
$ 299531 $ 180,935

In fiscal 2011, the Corporation acquired miningipgquent through capital lease agreements includis§10,849
during the first quarter, US$14,746 during the secguarter and US$25,943 during the third quarter.

In fiscal 2009 the Corporation entered into an agrent with a property and development company tohase
condominium units for employees. During the firsager of fiscal 2010, construction of the condadomim units
was completed and final payments were made. The@dZation intended to sell the condominium units to
employees within one year, as such the condomininits were classified as assets held for saleute 2010,
the Corporation changed its housing strategy arshiels the condominium units were reclassified astasn use
and a full year of depreciation was recognized.

8. Capital Lease Obligations

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

The following table reconciles the Corporation’pital lease obligations:

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

Balance — March 31, 2010 34,259
Fair value of capital lease additions 52,983
Payments made during the period (16,527)
Interest portion of payments 2,104
Foreign exchange adjustment to US dollar obligation (1,889)

Balance — December 31, 2010 70,930
Current portion of capital lease obligations (12,885)

Long term portion of capital lease obligations $ 58,045
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Grande Cache Coal Corporation
Notes to the Consolidated Financial Statements
December 31, 2010

(Unaudited)
(thousands of Canadian dollars, except per share amounts)

Future minimum payments under capital leases at@Dber 31, 2010 consist of the following:

Less than 1 year $ 16,690
2-3 years 36,340
4-5 years 23,408
After 5 years 5,393
Total minimum lease payments 81,831

Amounts representing interest (10,901)
Present value of minimum lease payments 70,930

Current portion of capital lease obligations (12,885)
Long term portion of capital lease obligations $ 58,045

9. Asset Retirement Obligations

Future asset retirement obligations were calculateskd on the Corporation’s estimated costs tdlfitff legal
asset retirement obligations. The Corporation Istisnated the net present value of its asset reéintimbligations
to be $12,079 as at December 31, 2010, based otalafuture liability of $18,143. The Corporationtsedit
adjusted risk free rates range from 3.9% to 7.6%edding on the period when the provision originaed the
term of estimated years to reclamation.

The following table reconciles the Corporation’setgetirement obligations:

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

Balance — March 31, 2010 8,801
Increase in liability 2,929
Settlement of liability (129)
Accretion expense 478

Balance — December 31, 2010 $ 12,079

10. Share Capital

Authorized

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

Notes to the Consolidated Financial Statements
December 31, 2010

(Unaudited)

(thousands of Canadian dollars, except per share amounts)

11.

Issued
Stated
(thousands) Number Value
Common shares
Balance — March 31, 2009 96,076 104,541
Shares issued on exercise of options 899 1,691
Balance — March 31, 2010 96,975 196,232
Shares issued on exercise of options 1,285 43,50
Balance — December 31, 2010 98,260 199,736

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

During the second quarter of fiscal 2011, 320 thodscommon share options were exercised for castepds of
$436. On exercise of these common share optio®§ $38s credited to share capital from contributeglss.

During the third quarter of fiscal 2011, 865 thaua@ommon share options were exercised for castepds of
$1,457. On exercise of these common share opt®hd23 was credited to share capital from contedut
surplus.

The following transactions occurred during fiscal .
There were no changes to share capital duringr$teguarter of fiscal 2010.

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

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

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

Commitments

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

The Corporation entered into various purchase camerits for mining equipment. At December 31, 2010,
commitments owing on this equipment was approxitye$®,874, which included US dollar commitments of
US$3,743.
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Grande Cache Coal Corporation

Notes to the Consolidated Financial Statements
December 31, 2010

(Unaudited)

(thousands of Canadian dollars, except per share amounts)

12.

13.

Future minimum amounts payable by the Corporatiotien contracts existing at December 31, 2010, émhe
fiscal year is summarized below:

2011 $ 6,083
2012 $ 815
2013 $ 756
2014 $ 622
2015 and thereafter $ 1,091

Net Income per Share

The following table reconciles the denominators liasic and diluted net income per share calculgtidine
treasury stock method is used to determine théikleffect of outstanding options to purchase camrshares.

Three months ended Nine months ended
December 31 December 31

(thousands, except per share amounts) 2010 2009 2010 2009
Weighted average shares outstanding — basic 97,743 96.403 97,293 96,216

Dilutive effect of share options 2,674 2,892 7,2 2,464
Weighted average shares outstanding — diluted 4100, 99,295 99,540 98,680
Net income $ 4525 $ 4316 $ 22595 $ 18,688
Net income per share - basic $ 005 $ 004 % 023 $ 0.19
Net income per share - diluted $ 005 $ 004 % 023 $ 0.19

Stock-Based Compensation

The Corporation has a share option plan pursuawhtoh the outstanding share options of the Cotjpmraas at
August 17, 2010 are governed. Total stock-basedpeosation expense included in general and adnatiigtr
expenses for the third quarter of fiscal 2011 wag3$ compared to $326 in the same quarter lastgmamwas a
result of options granted pursuant to the Corponddi share option plan. The fiscal year to datelstmsed
compensation was $2,135, compared to $957 in ibe year.

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

During the first quarter of fiscal 2011, options garchase 100 thousand common shares were exeiiszad
weighted average price of $1.04 per share and mptwmpurchase 30 thousand common shares werellednce

During the second quarter of fiscal 2011, optionparchase 320 thousand common shares were extatise
weighted average price of $1.37 per share.

During the third quarter of fiscal 2011, optionsporchase 865 thousand common shares were exewrtised
weighted average price of $1.68 per share andptmpurchase 67 thousand common shares werelleance

The following transactions occurred during fiscalg.
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Grande Cache Coal Corporation

Notes to the Consolidated Financial Statements
December 31, 2010

(Unaudited)

(thousands of Canadian dollars, except per share amounts)

On August 17, 2009, options to purchase 50 thousantmon shares were granted pursuant to the Cdipos

share option plan at an exercise price of $3.57share. The options have a five year term and @gst to a
three year vesting period.

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

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

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

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

The fair value of each share option granted andeatly outstanding is estimated on the date ofgitaat using
the Black-Scholes option pricing model, using atineegted volatility at the time of each grant betwé®% and
150%, risk-free interest rates of 1.3% to 4.5%ivaddnd yield of 0% and an expected term of fivange

Details of the share options outstanding are dgvist

Common Shares
Weighted Average

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

Cancelled (175) 7.29
Exercised (899) 1.07
Outstanding — March 31, 2010 3,717 1.51
Granted 2,145 5.61
Cancelled 97) 1.84
Exercised (1,285) 1.55
Outstanding — December 31, 2010 4,480 $ 3.45

Of the share options outstanding at December 310,2085 thousand options expire in fiscal 2012, ti@isand
options expire in fiscal 2013, 1,452 thousand aygiexpire in fiscal 2014, 159 thousand options rexjpi fiscal
2015, and 2,145 thousand options expire in fis0ab2

Details of the share options exercisable at Deeer@b, 2010 are as follows:

Common Shares
Weighted Average

(thousands of shares) Number Exercise Price
135 $ 2.44

132 0.88

458 1.04

617 1.01

33 0.88

1,375 $ 1.15
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Grande Cache Coal Corporation
Notes to the Consolidated Financial Statements
December 31, 2010

(Unaudited)
(thousands of Canadian dollars, except per share amounts)

14.

15.

Capital Management

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

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

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

Financial Instruments and Risks Management

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

Financial instrument Classification
Cash and cash equivalents Held-for-trading
Restricted cash Held-to-maturity
Foreign exchange forward contracts Held-for-trading
Trade accounts receivable Loans and receivables
Accounts payable and accrued liabilities  Otherriial liabilities
Operating credit facility Other financial liabikgs
Fair value

The Corporation has certain financial instrumemtst tare measured at fair value on a recurring basis
December 31, 2010, the fair value of cash and egsfkvalents, restricted cash, trade accounts rabktyforeign
exchange forward contracts and accounts payablaecrdied liabilities approximates their carryingoamts on
the balance sheet due to the short periods to ityatund the terms of the financial instruments.

Financial instruments hierarchy

In estimating fair value, the Corporation utilizgeoted market prices when available. Financial tasaad
liabilities are classified in the fair value hiethy according to the lowest level of input thasignificant to the
fair value measurement. Assessment of the signifieaof a particular input to the fair value meament
requires judgment and may affect placement 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 (unobservailes).
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Grande Cache Coal Corporation

Notes to the Consolidated Financial Statements
December 31, 2010

(Unaudited)

(thousands of Canadian dollars, except per share amounts)

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

As at December 31, 2010
(thousands of Canadian dollars) Level 1 Level 2 Level 3 Total

Financial asset

Cash and cash equivalents 40,506 - - 40,506
Restricted cash 12,908 - - 12,908
Foreign exchange forward contracts - 3,279 - 3,279

Risk Management

Grande Cache Coal's operations are exposed tarceigks, which includes credit risk, liquidity kisand market
risk. The Corporation’s risk management is carpet by management under policies approved by threrdof
Directors.

Credit Risk

Grande Cache Coal carries a balance of cash ahdegasvalents as disclosed on the balance sh&xdamber
31, 2010. The Corporation invests conservativebpgion of its cash in short-term, low risk termpdsits with
credit worthy financial institutions. The remainddithe cash balance is held with major finanaiatitutions and
is available for immediate use.

The Corporation has a balance of restricted casHisgdosed on the balance sheet at December 31). 201
Restricted cash is held with major financial ingtins for the purpose of securing letters of dradd is invested

in short-term guaranteed investment certificatdse Torporation is exposed to credit risk in thengvbat the
financial institutions were to redeem the letteccoddit to the beneficiary. The Corporation conssdéis risk as
low as the majority of the letters of credit hawseb provided to the Alberta Government for secuntgover
future anticipated costs of reclamation.

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

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

Liquidity Risk

The Corporation is exposed to liquidity risk in t&eent that it would be unable to meet obligatiassociated
with financial liabilities. The Corporation has 28000 operating credit facility that it can utdiZor working
capital purposes. The balance owing on the operatiedit facility at December 31, 2010 was nil, levar
availability on the facility was reduced by approstely $2,459 due to the Corporation entering fioi@ign
exchange forward contracts. At December 31, 20i®,Gorporation had contractual obligations withnested
future minimum undiscounted amounts payable duelsvs:
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Grande Cache Coal Corporation

Notes to the Consolidated Financial Statements
December 31, 2010

(Unaudited)

(thousands of Canadian dollars, except per share amounts)

16.

Less than 1 1-3 4-5 After
(thousands of Canadian dollars) year years years 5 years
Accounts payable and accrued liabilities 24,247 - - -
Operating leases 821 1,427 914 333
Capital leases 16,690 36,340 23,408 5,393
Purchase obligations 5,874 - - -
47,632 37,767 24,322 5,726

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

The Corporation's revenues from operations areweden US dollars while most of its operating expes are
incurred in Canadian dollars. Although the Corpiorahas taken certain steps to help mitigate foreigrrency
fluctuations, there is no assurance that the aietsvor products are, or will continue to be, effex. Accordingly,
the inability of the Corporation to obtain or totpu place effective hedges could materially inseaxposure to
fluctuations in the value of the Canadian dolldatiee to the US dollar. This could have a mateadVerse effect
on the Corporation's business, financial conditiod results of operations. In addition, the retagxchange rate
fluctuation between the Canadian dollar and theetuies of Grande Cache Coal's international coitopgwill
impact the ability of Grande Cache Cealoal products to compete in foreign markets.

Based on the US dollar denominated trade accoestsvable balance at December 31, 2010, each decoda
US$0.01 relative to the Canadian dollar would hassulted in a decrease of $80, which would haven bee
charged to income in the current period.

The Corporation has US dollar denominated cap&abé obligations. At December 31, 2010, the oulgign
commitment on the capital lease obligations was T1S¥L5. Significant fluctuations in the US/Canadiknilar

exchange rate could materially impact the Canad@lar value of the capital lease payments. Thep@ation

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

The Corporation entered into a series of foreigohexge forward contracts that will mature by JUWML 2. At

December 31, 2010, the Corporation had outstanclimgracts to sell a total of US$24,000 at an average of
Canadian dollars 1.05 to the US dollar and a witdlS$32,000 at an average rate of Canadian ddl@&to the
US dollar. At December 31, 2010, these contracteewearked to market resulting in an unrealized ifpre
exchange gain of $3,279 that was recognized imnit@me statement and has been classified on tleadmkheet
as accounts receivable. Significant fluctuationthim US/Canadian dollar exchange rate could mélieimapact

the Canadian dollar value of these contracts.

The Corporation entered into a US dollar purchaseritment for mining equipment. At December 31, @201
US$3,743 remained owing on this commitment. Sigaifi fluctuations in the US/Canadian dollar exclearsge
could materially impact the Canadian dollar valiéhess commitment.

Subsequent Events

Subsequent to December 31, 20ft@yments of US$2,995 and $825 were made towardhase commitments
on mining equipment.
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