Grande Cache Coal Corporation
Management’'s Discussion & Analysis

This Management’s Discussion and Analysis ("MD&ARould be read in conjunction with the unauditedrim

consolidated financial statements and notes theimtdhe period ended September 30, 2011, and tickteal

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, 2011. The consolidated finarst&kments
have been prepared in accordance with InternatiGi@ncial Reporting Standards ("IFRS"). This dgsian

provides management's analysis of the Corporatiosterical financial and operating results andvides estimates
of the Corporation's future financial and operatpgyformance based on information currently aviélalctual

results will vary from estimates and the variantes be significant. Readers should be aware tistbrtal results
are not necessarily indicative of future perforr@angll references are to Canadian dollars unle$®ratise

indicated.

This MD&A was prepared using information that isremt as of November 7, 2011.

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

"believe", "continue”, "could", "estimate", "expgctforecast”, "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 2012anticipated sales prices of metallurgical coalisedl 2012; anticipated average cost of sales for
fiscal 2012, management of coal production in fis2@12; future development activities and relatepil
expenditures; the capital expenditure program imal 2012; funding sources for the capital expemdiprogram;
the anticipated benefits of the Arrangement to @eaGache Coal and its shareholders, the timingaatidipated
receipt of required regulatory, court, and shamdobpprovals for the Arrangement; the ability ah@le Cache
Coal and AcquisitionCo to satisfy the other comudifi to, and to complete, the Arrangement; and thieipated
timing of the mailing of the information circulaggarding the Arrangement and the closing of thadgement.

These forward-looking statements are based onigekey assumptions regarding, among other thinigat the

Corporation will be able to attract and retain tlexessary workforce personnel to support the expars 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 developtnef or

production from, the No. 12 South B2 underground;nmaterial variation in anticipated coal sales wwds; no

material variations in markets and pricing of mletgiical coal other than anticipated variationsntooued

availability of and no material disruptions in raérvice and port facilities other than anticipateal material delays
in the current timing for completion of ongoing fcts; financing will be available on terms favdueto the

Corporation; no material variation in historicalat@urchasing practices of customers; coal salagacts will be

entered into with new customers; parties executkedativer contracts currently under negotiation] @ material
variations in the current regulatory environmenfhe reader is cautioned that such assumptionspuath
considered reasonable by Grande Cache Coal attheof preparation, may prove to be incorrect.

In respect of the forward-looking statements conicgy the anticipated completion of the proposedaAgement
and the anticipated timing for completion of theargement, Grande Cache Coal has provided suaiiamee on
certain assumptions that it believes are reasoratbthis time, including assumptions as to the tieguired to
prepare and mail Grande Cache Coal shareholdeingesaterials, including the required informatidrcalar; the
ability of the parties to receive, in a timely manrthe necessary regulatory, court, shareholdgo#rer third party
approvals, including but not limited to Investmé&#&nada Act approval; and the ability of the pant@esatisfy, in a
timely manner, the other conditions to the closifighe Arrangement. These dates may change fomzbeu of
reasons, including unforeseen delays in prepariegtimg materials, inability to secure necessaryettwder,
regulatory, court or other third party approvalsthie time assumed or the need for additional timseaitisfy the
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other conditions to the completion of the Arrangaméccordingly, readers should not place undummek on the
forward-looking statements and information contdirethis news release concerning these times.

Actual results achieved during the forecast perdltl vary from the information provided herein asresult of
numerous known and unknown risks and uncertaiatigsother factors. Such factors include, but atdimited to:
uncertainties associated with geological and opwyaonditions in the new No. 8 pit and the new Mp.South B2
underground operation; uncertainties associateld pvitduction levels during development of the nesv 8! mining
area and No. 12 South B2 underground operatiomggsin general economic, market and business timms}i
uncertainties associated with estimating the qtiaatid quality of coal reserves and resources; coaity prices,
currency exchange rates; the availability of crdditilities for capital expenditure requirementgbtl service
requirements; dependence on a single rail systeperence on a single port facility for export sathanges to
legislation; liabilities inherent in coal mine démement and production; competition for, among otttengs,
capital, acquisitions of reserves, undeveloped daadd skilled personnel; geological, mining andcpssing
technical problems; ability to obtain required millgenses, mine permits and regulatory approvatgired to
proceed with mining and coal processing operatiabdijty to comply with current and future enviroamal and
other laws; actions by governmental or regulatartharities including increasing taxes and changaggulations;
the occurrence of unexpected events involved ih mice development and production; and other factorany of
which are beyond the control of Grande Cache Qdahy of these risk factors and uncertainties aseutised in
Grande Cache Coal's Annual Information Form for fieeal year ended March 31, 2011, Grande Cachd'<oa
MD&A, and other documents Grande Cache Coal filek the Canadian securities regulatory authorities.

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 law.

Readers of this Management's Discussion and Arsagysiuld refer to the section entitled "Risk Fagtan Grande
Cache Coal's Management's Discussion and Analysts Annual Information Form for factors which could
potentially impact the Corporation's financial perhance and its ability to meet its targets.
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Financial Overview

As at As at

September 30 March 31

(millions of dollars) 2011 2011
Balance Sheet

Cash and cash equivalents 38.8 17.1

Total assets 474.9 433.2

Long-term liabilities 113.9 106.8

Shareholders’ equity 310.1 282.5

Three months ended

Six months ended

September 30 September 30

(millions of dollars, except per share amounts) 2011 2010 2011 2010
Statement of Income and Comprehensive Income

Revenue 102.6 81.2 182.3 150.2

Gross profit 36.2 18.7 50.3 29.7

Income and comprehensive income 18.2 13.2 25.4 17.4

Basic earnings per share 0.19 0.14 0.26 0.18

Diluted earnings per share 0.18 0.13 0.25 0.17

Three months ended

Six months ended

September 30 September 30
2011 2010 2011 2010

Operating results

Clean coal production (million of tonnes) 0.45 0.33 0.86 0.70

Coal sales (million of tonnes) 0.45 0.44 0.84 0.89
Average sales price

Metallurgical coal (US$/tonne) 252 186 240 169

All coal products ($/tonne) 232 185 218 168
Average cost of sales ($/tonne)

Cost of product sold 110 100 117 93

Distribution costs 25 27 26 27

Depreciation 15 15 15 15
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Revenue

Fiscal 2012 second quarter revenue was $102.6omiltepresenting a 26% increase over revenue a23$8ilion
in the same period last fiscal year. Higher salésep were the main contributor to the increaseeirenue as the
current quarter’s average selling price for alllcp@ducts was $232 per tonne, up from $185 pendoin the
comparable period. The average selling price oathagical coal, which accounted for 87% of totales volumes,
was $244 per tonne (US$252 per tonne). The avesaljag price of metallurgical coal in the seconshder of
fiscal 2011 was $193 per tonne (US$186 per tonne).

Revenue for the first six months of the fiscal yeas $182.3 million on sales of 0.84 million tonmesnpared to
revenue of $150.2 million on sales of 0.89 millimmnes in the same period last year. The averdge péce for

the fiscal year to date for all coal products wai&per tonne, 30% higher than $168 per tonneadrfitht half of

fiscal 2011. The higher price during the currestdi year reflects an increase in quarterly cohpece settlements
due to higher demand partially offset by a portidhower priced thermal coal and lower priced causr tonnage
from fiscal 2011. The average Canadian dollar splise on US dollar denominated sales was impabted

stronger Canadian dollar in relation to the US atolis the average exchange rate for converting &lldrsl into

Canadian dollars was 0.97 during the first haffisdal 2012, compared to 1.03 in the first halfiefal 2011.

Cost of Sales

The cost of sales during the second quarter célfig0612 was $66.5 million, or $150 per tonne, coragao $62.5
million, or $142 per tonne in the same period Yeestr. The cash cost of sales during the quartachwhcludes cost
of product sold and distribution costs, was $13btpane compared to $127 per tonne in same pesstfiscal
year.

The cost of product sold during the current quantas $110 per tonne, up from $100 per tonne irstime period
last year, and was affected by a higher surface rsinp ratio as well as a lower plant yield. Thargbration also
incurred higher operating costs, including interledour, contractor services, supplies and consiesalwhich
further contributed to the increase in the cogprofduct sold. There was a substantial increaskemptice of diesel
fuel compared to last year as well as a signifiéactease in the volume of diesel fuel consumedtduke higher
strip ratio and the additional overburden wasteaeahrequired.

Cost of sales for the fiscal year to date was $18&3llion, or $158 per tonne, compared to $120.Bioni, or $135
per tonne in the first six months of last year.

The unit cost of product sold during the first hafifiscal 2012 was $117 per tonne (fiscal 20193 $er tonne) and
was impacted by the early stages of mining in Npit&vhere conditions were difficult due to tighinimg areas.
The unit cost was also affected by a lower plaatdyand a higher surface mine strip ratio whichtleébwer than
anticipated clean coal production volumes. Highgerating costs in the first six months of the cotriscal year,
including labour, external contractor services,pdigs and consumables, most notably a significaciteiase in the
price of diesel fuel, also led to an increase auhit cost of product sold.

Other Income and Expenses

General and administrative expenses for the seqaader were $4.5 million compared to $3.7 milliarthe same
period last year, which included head office adstmaitive and marketing charges of $3.8 millionddis2011 - $2.0
million) and share-based payment expense of $0lbomifiscal 2011 - $1.7 million). For the six mitis ended
September 30, 2011, the Corporation’s general @ntirastrative expenses were $8.4 million againsB$8illion
in the same period of last fiscal year, which cstesl of head office administrative and marketingrghs of $6.3
million (fiscal 2011 - $4.0 million) and share-bdggayment expense of $2.1 million (fiscal 2011 3%aillion).
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Finance income primarily consisted of interest edron cash and restricted cash. Finance expensésefohree
and six months ended September 30, 2011 were $illidanmand $2.0 million, respectively, compared $6.8
million for both comparable periods of fiscal 201Hinance expenses mainly include accretion on rso
provisions and interest paid on finance lease alitigs.

During the second quarter the Corporation had afareign exchange loss of $6.0 million, in contresta $4.0
million net foreign exchange gain during the sareeiqul last fiscal year. In the second quarter tloepGration
recorded an unrealized foreign exchange loss df #8llion related to the US dollar denominated fioa lease
obligations and an unrealized foreign exchange d6&8.2 million from foreign exchange forward cats. In the
same period of fiscal 2011, the Corporation recogphiunrealized foreign exchange gains of $1.9anilbn finance
lease obligations and $3.0 million related to fgreexchange forward contracts. For the fiscal yeadate, the
Corporation’s net foreign exchange loss was $5lliomiversus a $1.3 million net foreign exchangénga the first
six months of the prior fiscal year. The net foreigxchange loss in fiscal 2012 was the result sfgaificant
weakening of the Canadian dollar against the Utdul the latter part of the period.

Taxes

Income tax expense was $6.5 million and $9.3 mnillfor the current quarter and first half of fisc2012,
respectively, compared to $5.1 million and $6.8iomlin the same periods of last year. The incréasecome tax
expense in the current fiscal year was relatedgien profit before tax.

Liquidity and Capital Resources

Grande Cache Coal held cash and cash equivaler#8®8 million at September 30, 2011. During theose
quarter cash and cash equivalents increased by #iilfion in comparison to a decrease of $17.3iomllduring the
same period last fiscal year. The Corporation’gassition increased by $21.7 million during thestfisix months
of fiscal 2012 compared to a decrease of $32.6amilh the same period last fiscal year.

Second quarter operating activities generated $a0l®n in cash compared to $11.2 million in thense period
last year. Cash generated prior to changes in ash-working capital was $39.9 million, compare®&28.5 million

in the same period last year. The variance wasgpiiyna result of higher net income in the secondrter as well
as the impact of unrealized foreign exchange logstee current period versus unrealized foreigghexge gains in
the comparable period of fiscal 2011. For the firslf of fiscal 2012, cash generated by operatittiyiies before

changes in non-cash working capital was $60.4 oniliompared to $41.1 million in the comparablequkri

Fiscal 2012 financing activities resulted in a cagtrease of $4.7 million and $9.4 million durirg tsecond
quarter and the year to date, respectively, contp@ra decrease of $6.9 million and $11.0 millionthe three and
six months ended September 30, 2010. Included nanfiing activities were payments towards finanasde
obligations of $3.6 million in the second quartisdal 2011 - $6.6 million) and $7.2 million foraHiscal year to
date (fiscal 2011 - $10.2 million). Also includeml $econd quarter financing activities were intestments on
finance lease obligations and a capital loan of $dillion (fiscal 2011 - $0.7 million) and $2.3 twin (fiscal 2011
- $1.3 million) for year to date.

Investing activities for the three and six monthsled September 30, 2011 led to a cash decreas20 fillion
and $36.6 million, respectively, compared to $2hiion and $52.3 million in the same periods Iéstal year.
Investing activities during fiscal 2012 year to elancluded capital asset additions to land anddimgk ($3.4
million), plant and equipment ($5.5 million) and maral assets ($25.2 million). There was also aritiaddto
restricted cash of $2.5 million during the secondrter of fiscal 2012.

Grande Cache Coal has an agreement with HSBC Bankda to provide the Corporation with a creditlitycup
to $29 million and the ability to enter into foraigexchange hedging arrangements. On Septemberlq, #te
Corporation entered into a series of foreign exgeaorward contracts to sell a total of US$70 millat an average
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rate of 0.996 Canadian dollars. At September 3@Q,12@oreign exchange forward contracts of US$60ionil
remained outstanding. These contracts settle intlihomstallments of US$10 million per month, tteest of which
will mature by March 2012. The balance owing on d¢iperating credit facility at September 30, 2015 w#. The
availability on the credit facility was reduced agproximately $15.6 million due to the Corporat&mtering into
foreign exchange forward contracts.

The Corporation believes that its existing caslshcfiow from operations and its operating creddilfly will be
sufficient to fund ongoing working capital requirents. The Corporation expects that capital exparelitduring
fiscal 2012 will be funded by existing cash andhciew from operations.

Grande Cache Coal expects that coal inventory aatiproduction will be sufficient to meet anticipdtcoal sales
volumes for fiscal 2012. At September 30, 2011,Gloeporation had $40.1 million in coal inventorgnepared to
$29.7 million at June 30, 2011.

The Corporation did not have any off-balance sHegtncing structures in place at September 30, 2@%1
September 30, 2011, the Corporation had long tenilities for restoration provision with a preseafue of $15.7
million, deferred income tax liabilities of $37.2illlen and finance lease obligations of $61.0 mitli Grande
Cache Coal's restoration provision is covered ltets of credit totaling $15.3 million provided tbe Alberta
Government, which are presently secured by restticash.

In order to ensure the continued availability ofidaaccess to, faciliies and services to meet dtiped
requirements, the Corporation has entered intoipedr agreements for the lease of coal propefigs, vehicles,
equipment and office space.

Future minimum undiscounted amounts payable byCiwporation under contracts existing at SeptembefG11,
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 3.1 0.9 1.4 0.6 0.2
Finance Leases 88.1 20.6 37.9 28.6 1.0
Total Contractual Obligations 91.2 21.5 39.3 29.2 21

International Financial Reporting Standards

International Financial Reporting Standards ("IFR&placed Canadian generally accepted accountingiples

("GAAP") effective January 1, 2011 for publicly @aemtable enterprises. As such, the Corporation tedojg-RS on
April 1, 2011, which is the beginning of the Coration’s fiscal year. However, because the Corpondi

comparative financial information for the priorda year (twelve months ended March 31, 2011) raist be
prepared in accordance with IFRS, the effectivesitaon date was April 1, 2010. The three monthsgeenJune 30,
2011 was the Corporation’s first filing of IFRS cpliant financial statements.

The Corporation’s conversion approach consistethigfe phases: 1) Diagnostic, 2) Evaluation and Dgweent,
and 3) Implementation. The Corporation has comgletethree phases of the conversion project atidcantinue
to monitor any new or proposed changes to IFRS.

IFRS employs a conceptual framework, composed odwating principles, that is similar to Canadian&A The
adoption of IFRS has resulted in changes to th@@ation’s reported consolidated statements offifre position
and consolidated statements of income and compsafeimcome. The transition to IFRS did not hawggaificant
effect on the Corporation’s business activitiey;, gerformance measures or information systems.
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a) Reconciliation of equity

The following is a reconciliation of the Corporatis equity reported in accordance with Canadian ®Ad.its
equity in accordance with IFRS as at March 31, 281d September 30, 2010:

As at As at
March 31 September 30
(in thousand of Canadian dollars) Notes 2011 2010
As reported under Canadian GAAP $ 283,619 $ 270,702
Differences increasing (decreasing) reported amount
Restoration provision ® 501 237
Property, plant and equipment iii) (1,626) (1,113)
(1,125) (876)
As reported under IFRS $ 282,494 $ 269,826

b) Reconciliation of income and comprehensive income
The following is a reconciliation of the Corporati® income and comprehensive income in accordarite w
Canadian GAAP to its income and comprehensive ircomaccordance with IFRS for the three and six thmon
ended September 30, 2010:
Three months endec  Six months endec
September30 September30
(in thousand of Canadian dollars) Notes 2010 2010
As reported under Canadian GAAP $ 14,119 $ 18,070
Increase (decrease) in reported amount:
Restoration provision (0 (62) (124)
Share-based payment (i) (777) (980)
Depreciation (iii) (853) (766)
Income tax expense (iv) 752 1,175
(940) (695)
As reported under IFRS $ 13,179 $ 17,375
c) Explanatory notes

The following explanatory notes describe the adjesits to the Corporation’s equity and income and

comprehensive income arising from the adoptior-&3.
(i) Restoration provision

IFRS does not have a specific accounting standardektoration provisions. Under IFRS these provisiare
included in IAS 37 — Provisions, Contingent Liatids and Contingent Assets. IFRS is more encompgssi
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d)

that it requires that constructive obligations heuded in the recognition of a liability. IFRS aldiffers in that
estimates of future cash flows use a discountthatieis no longer credit adjusted. On a go-forwaadis, IFRS
requires that the provision be re-measured at egarting date.

As a result of these differences, as at March 8112the IFRS adjustments include an increasestoration
provision asset of $1,004 thousand and an increéaske restoration provision liability of $336 thsand
resulting in a net of tax increase in equity of $5Bousand. As at September 30, 2010, the Corporati
recorded an increase in the restoration provisgsetaand liability of $1,898 thousand and $1,5&ushand,
respectively, with a corresponding net of tax iasein equity of $237 thousand. For the three anthenths
ended September 30, 2010, the Corporation recadeadcrease in restoration provision of $62 thodsand
$124 thousand, correspondingly.

(il Share-Based Payment

Under previous Canadian GAAP, the Corporation egpdrstock option awards granted to employees in an
amount equal to the fair value of the equity instemt amortized on a straight-line basis over tispeaetive
vesting period. IFRS 3hare-based PaymefitFRS 2") requires that each tranche with a défe vesting date

be accounted for as a separate option grant. liti@udiIFRS 2 requires graded vesting be used @oawting

for option expenses and requires the estimatertdifores. The Corporation has elected the IFR&emption

and has not applied IFRS 2 to equity instrumerds Were granted after November 7, 2002 and vestéuid
April 1, 2010. The Corporation continues to use Bieck-Scholes option pricing model to fair valte equity
instruments.

The effect of the change to IFRS resulted in amemse to contributed surplus and a reduction tairmed
earnings at March 31, 2011 of $3,087 thousand afeptember 30, 2010 of $1,716 thousand. In addithe
Corporation recorded an increase in share-baseuqrayg expense of $777 thousand and $980 thousaiitefo
three and six months ended September 30, 201G aibagly.

(iii) Property, plant and equipment

Under previous Canadian GAAP, carrying amounts odperty, plant and equipment ("PP&E") were
derecognized when no future economic benefits wepected from their use. The Corporation recordhed t
significant parts or components of its PP&E andrdejated them separately, which resulted in a hdaxo
decrease in equity of $1,626 thousand as at MatcR@®L1 and $1,113 thousand as at September 30, EOd
the three and six months ended September 30, 24 @orporation increased its depreciation expbypsks500
thousand and $616 thousand, respectively.

(iv) Income tax expense

The Corporation recorded the tax impact on the IRRfaistments for the restoration provision and prop
plant and equipment disclosed above, which resutiea decrease in deferred income tax liabilitie$276
thousand as at March 31, 2011 and $293 thousaatdSeptember 30, 2010. For the three and six manmttied
September 30, 2010, the Corporation recorded aedserin income tax expense of $55 and an increase i
income tax expense of $94, respectively.

Changes to financial statement presentation
At the transition date, the Corporation made charigehe presentation of its financial statemeBé&dow is the
summary of the changes to the Corporation’s codatdd statements of income and comprehensive ineoche

consolidated statements of financial position.

Coal royalties -under Canadian GAAP the Corporation presented tberfa Coal Royalty as a current tax
expense on the income statement. IFRS requiresrjedgin determining whether royalties paid to goveent

8
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are considered a resource tax expense as paymegtyveérnment should be classified in accordanch thi¢
substance of the transaction. The Corporation lesrhined that the current coal royalties payableht
Alberta Government will no longer be classifiedaatax expense and has elected to classify themcastaof
sales.

Cost of sales under IFRS, the Corporation must present expemsdbe consolidated statement of income by
either function or nature. The Corporation has eho® present expenses by function, as a reseltcdbt of
sales includes cost of product sold, distributiosts and depreciation on its consolidated statesrefrincome
and comprehensive income.

Finance expenseunder IFRS, finance costs include interest expemsénance leases, accretion expense for
restoration provisions and other finance expen&estetion expense was previously included in dejptiemn,
depletion and accretion while interest expensdrmante leases was presented as interest and affemses.

Deferred income tax assets and deferred incomdidbiities - under Canadian GAAP, deferred income tax
assets and deferred income tax liabilities weressifi@gd between current and non-current based en th
classification of the underlying assets and lisiedi that gave rise to the differences. IFRS reguthat all
deferred taxes are classified as non-current, peets/e of the classification of the underlying etssor
liabilities to which they relate, or the expectegversal of the temporary difference. The Corpomatio
reclassified its current deferred income tax astetieferred income tax assets (non-current) andeferred
income tax liabilities (current) to deferred incotag liabilities (non-current).

e) Adjustments to the statement of cash flows

The transition from previous Canadian GAAP to IRRS no significant impact on the statement of dkwsirs
generated by the Corporation except that, undes|FRsh flows relating to interest are classifis@perating,
investing or financing in a consistent manner epehiod. Under Canadian GAAP, cash flows relating to
interest payments were classified as an operatitinityg. The Corporation has elected to reclassifierest
expenses on finance leases under financing aesviti

The notes to the Corporation’s interim consolidatedncial statements provide additional details tha key
Canadian GAAP to IFRS differences, First-Time Adaptof International Financial Reporting Standarjstional
exemptions elected, and the Corporation’s accogmolicy choices under IFRS.

Accounting standards issued but not yet applied

IFRIC 20 Stripping Costs in the Production Phase of a Swfiine ("IFRIC 20") was issued in October 2011,
which sets out the accounting for overburden westgoval (stripping) costs in the production phafsa mine. The
interpretation may require mining entities repagtimnder IFRS to write off existing stripping ass&isopening
retained earnings if the assets cannot be attdbistein identifiable component of an ore body. #ymalso require
mining entities that has been expensing all pradncperiod stripping to begin capitalizing from tldate of
adoption of the interpretation. IFRIC 20 is effgetfor annual periods beginning on or after Janda3013, earlier
application is permitted if disclosed. The Corpmmathas not yet assessed the impact of the adoptifRIC 20 on
its financial statements.

IAS 1 Presentation of items of other comprehensive inc@i#S 1") was amended to change the disclosure of
items presented in other comprehensive incomeudial a requirement to separate items presentecther
comprehensive income into two groups based on whethnot they may be recycled to profit or losshie future.
The standard is effective for annual periods begmon or after July 1, 2012. The Corporation hasyet assessed
the impact of the adoption of IAS 1 on its finahc@tements.

IFRS 9Financial Instrumentg"IFRS 9, as issued reflects the first phase of the IASB3sk on the replacement
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of IAS 39 Financial Instruments: Recognition and Measurem@hAS 39') and applies to classification and
measurement of financial assets and liabilitiesleftned in IAS 39. The standard is effective fonaal periods
beginning on or after January 1, 2013. The Corjamdtas not yet assessed the impact of the adoptiFRS 9 on
its financial statements.

In May 2011, the IASB issued the following standawhich have not yet been adopted by the CorporatitRS
10, Consolidated Financial StatementSIFRS 10), IFRS 11, Joint Arrangements("IFRS 11), IFRS 12,
Disclosure of Interests in Other Entiti€¢4FRS 12') and IFRS 13Fair Value Measuremert'IFRS 13). Each of
the new standards is effective for annual periodgirming on or after January 1, 2013 with early pdidm
permitted. The Corporation has not yet assessedhthact that the new and amended standards wik toavits
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 variablerns from its
involvement with the investee and has the abilityffect those returns through its power over thestee. Under
existing IFRS, consolidation is required when atitgias the power to govern the financial and afieg policies
of an entity so as to obtain benefits from its\atiis. IFRS 10 replaces SIC-X2onsolidation-Special Purpose
Entitiesand parts of IAS 2Consolidated and Separate Financial Statements

IFRS 11 requires a venture to classify its intefest joint arrangement as a joint venture or jaiperation. Joint
ventures will be accounted for using the equityhudtof accounting whereas for a joint operationvibeture will

recognize its share of the assets, liabilitiesenexe and expenses of the joint operation. Undestiegi IFRS,

entities have the choice to proportionately cowsé or equity account for interest in joint veetirIFRS 11
supersedes IAS 3interests in Joint Ventureand SIC-13,Jointly Controlled Entities, Non-Monetary Contribars

by Venturers

IFRS 12 establishes disclosure requirements farésts in other entities, such as joint arrangesergsociates,
special purpose vehicles and off balance sheetleshiThe standard carries forward existing disgles and also
introduces significant additional disclosure requients that address the nature of, and risks asedcwith, an
entity’s interest in other entities.

IFRS 13 is a comprehensive standard for fair vadeasurement and disclosure requirements for usssatl IFRS
standards. The new standard clarifies that faineva$ the price that would be received to sell ssef or paid to
transfer a liability in an orderly transaction betm market participants, at the measurement daitsd establishes
disclosures about fair value measurement. UndestiagiIFRS, guidance on measuring and disclosiitgvédue is
dispersed among the specific standards requirimgyédue measurement and in many cases does Hettrefclear
measurement basis or consistent disclosures.

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 Corporationnemde 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, osezhto be designed under their supervision, intemtrol
over financial reporting to provide reasonable emste regarding the reliability of the Corporat®rinancial
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reporting and the preparation of financial statetsdor external purposes in accordance with theSFRhe
Corporation is required to disclose herein any geaim the Corporation’s internal control over fioah reporting
that occurred during the period beginning on Jyl20d11 and ended on September 30, 2011, that hesiafy
affected, or is reasonably likely to materiallyeaff, the Corporation’s internal control over finethceporting. No
material changes in the Corporation’s internal mandver financial reporting were identified durisgich period
that has materially affected, or are reasonablglyiko materially affect, the Corporation’s intekrmantrol 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 opable, but not absolute, assurance that the dlgeodf the

control system will be met and it should not beaxtpd that the disclosure and internal controlsmondedures will

prevent all errors or fraud.

Summary of Quarterly Results

Fiscal Fiscal Fiscal
2012 2011 2010 (1)
(millions, except per unit amounts) Q2 Q1 Q4 Q3 Q2 Q1 Q4 Q3
Clean coal production (tonnes) 0.45 0.41 0.39 0.3D.33 0.37 0.54 0.42
Coal sales (tonnes) 0.45 0.39 0.37 0.29 0.44 0.45.43 0 0.47
Average sales price:
Metallurgical coal (US$/tonne) 252 227 192 189 186154 120 131
All coal products (CDN$/tonne) 232 203 180 174 185152 118 134
Cost of product sold ($/tonne) 110 125 115 114 100 87 116 123
Distribution costs ($/tonne) 25 27 27 21 27 26 28 0 3
Depreciation ($/tonne) 15 15 17 17 15 15 15 9
Revenue ($) 102.6 79.7 67.3 50.6 81.2 69.0 50.7 4 62.
Gross profit ($) 36.2 14.2 8.4 6.3 18.7 11.0 0.1 15.
Income ($) 18.2 7.2 4.4 3.7 13.2 4.2 1.4 4.3
Basic earnings per share ($) 0.19 0.07 0.04 0.04 14 0. 0.04 0.01 0.04
Diluted earnings per share ($) 0.18 0.07 0.04 0.00.13 0.04 0.01 0.04

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

Clean coal production improved quarter over qudrtgrart due to higher coal release from the Nanderground
operation. The strip ratio in the No. 8 surfaceipiteased in the current quarter however the itmpacoal mined
was partially mitigated by an improvement in thestgamovement productivity. Coal sales in the seoqumater
were higher than the previous quarters increasttg bver the first quarter of fiscal 2012. The mietajical coal
sales price was significantly higher than previqusrters as price settlements were negotiated glariperiod of
strong market demand. The unit cost of product sa@d lower compared to previous quarters, as thpdtation
achieved certain productivity improvements and higther sales volumes during the current quarter.

Outlook

Recent softening of steel markets has led to angasthe demand and price for metallurgical céal.a result, the
Corporation is reducing its annual sales volumédooutfor fiscal 2012 to approximately 2.0 to 2.2lman tonnes.
Achieving the revised sales volumes is continggnuadequate rail and port services as well agutfidment of
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existing contracts and realization of projectedtsgales. The Corporation had previously expectatualnsales
volumes to be on the low end of its anticipatedyeaof 2.2 to 2.4 million tonnes.

Industry benchmark pricing for the quarter begigni@ctober 1, 2011 was settled at US$285 per tonnghe
highest quality coking coal. Grande Cache Coalcgrdtes that its average metallurgical coal satésedor the
third quarter will be in the range of US$225 to Q8% per tonne, which includes quarterly contraskgpments
contracted at annual prices and spot sales.

The Corporation currently anticipates that the agerunit cash cost of sales will be $132 to $137q®ne during
fiscal 2012. The Corporation had previously antitgal the average unit cash cost of sales wouldhlikeohigh end
of its projected range of $125 to $130 per tonnee increase in unit cost is due to the reductiomrndfcipated
annual sales volumes as well as higher strip ratidd. 8 pit and a lower plant yield.

Subsequent Event

On October 31, 2011, the Corporation entered inttefinitive agreement (the “Arrangement Agreementijh
1629835 Alberta Ltd. (“AcquisitionCo”) for the purase of all of the issued and outstanding commarestof the
Corporation (the “Common Shares”) at a cash prit&10.00 per Common Share. The transaction is to be
completed by way of a plan of arrangement undeBtisness Corporations Act (Alberta) (the “Arranggti).

AcquisitionCo, formed for the purpose of completthg Arrangement, is wholly owned by Winsway Cokgal

Holdings Limited (“Winsway”) and Marubeni Corporati (“Marubeni”). Winsway is a Hong Kong listed pigbl
company and its core business involves the supipisnported coking coal from around the world to Bhinese
steel industry. Marubeni is one of the largestitrgchouses in Japan involved in the handling ofdpots and the
provision of services across a broad range of sestach as metals and mineral resources, trangipartaachinery,
energy related commodities, food, textiles, matgrigulp and paper and chemicals.

The Arrangement is subject to customary condititorsa transaction of this nature, which include rntoand
regulatory approvals, and the approval of 66 2/3%he votes cast by Grande Cache Coal sharehaldpresented
in person or by proxy at a special meeting of Geail@hche Coal shareholders to be called to consider
Arrangement. The Arrangement also requires majaeqifgroval of Winsway'’s shareholders and the approfvthe
Hong Kong Stock Exchange. Certain shareholders afsWay, who beneficially own or exercise control or
direction over approximately 51% of the ordinanads of Winsway, have entered into voting agreesnaiith
Grande Cache Coal pursuant to which they havedoay agreed to, among other things, vote theindiay
shares in favour of the Arrangement at the extiaargt meeting of Winsway shareholders to be caitedonsider
the Arrangement.

An information circular regarding the Arrangemesieipected to be mailed to shareholders of GramdfeCCoal
in December 2011 for a special meeting of the haldé Common Shares scheduled to take place iraja2012,
with closing expected to occur in February.

The Corporation has agreed in the Arrangement Agesé that it will not solicit or initiate discussis regarding
any other business combination or sale of matasséts. The Corporation has also granted Acqui§itoa right to
match competing unsolicited proposals. The Arrarg@mgreement contains a non-completion fee of 1Billon
and a cost reimbursement fee of $10 million, pagdtyl the Corporation to AcquisitionCo in certaircaimstances
if the Arrangement is not completed. The Arrangetm&greement also contains a reverse non-compldgenof
$100 million and a cost reimbursement fee of $10iani payable by AcquisitionCo to the Corporationcertain
circumstances if the Arrangement is not completed.
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Other Information

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

As at November 7, 2011, there were 98,314,928 camshares issued and outstanding, and the followirage
options were also outstanding:

Range of Share options Exercisable share
Exercise Prices outstanding options
$0.77 - $1.00 315,002 281,669
$1.01 - $5.00 1,767,012 1,500,011
$5.01 - $5.95 2,258,338 745,000
4,340,352 2,526,680

Additional Information

Additional information regarding the Corporationdaits business operations, including the Corpon&i@annual

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)

September 3C March 31
(in thousands of Canadian dollars, as at) 2011 2011
Assets
Current assets
Cash and cash equivalents 38,839 $ 17,136
Restricted cash (note 5) 15,483 12,908
Trade and other receivables (note 6) 12,395 31,287
Inventories (note 7) 48,796 34,244
Prepaid expenses and deposits 1,076 399
116,589 95,974
Property, plant and equipment(note 8) 358,355 337,240
474,944 $ 433,214
Liabilities and Equity
Current liabilities
Accounts payable and accrued liabilities (note 9) 34,453 $ 29,496
Current portion of finance lease obligations (nbit¢ 16,507 14,447
50,960 43,943
Restoration provision (note 10) 15,728 14,553
Finance lease obligationgnote 11) 61,027 64,390
Deferred income tax liabilities(note 12) 37,171 27,834
164,886 150,720
Equity
Share capital (note 13) 199,930 199,810
Contributed surplus 10,614 8,524
Retained earnings 99,514 74,160
310,058 282,494
474,944 $ 433,214

Commitments (note 14)
Subsequent event (note 23)

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 Six months ended

September 30 September 30

(in thousands of Canadian dollars, except for gere data) 2011 2010 2011 2010
Revenue $ 102,611 $ 81,183 ¢ 182,342 $ 150,216
Cost of sales (note 15) (66,457) (62,466) (132,020 (120,501)
Gross profit 36,154 18,717 50,322 29,715
General and administrative expenses (4,461) (3,737) (8,364) (6,341)
Other operating income 118 65 236 93
Profit from operations 31,811 15,045 42,194 23,467
Finance income 71 37 129 70
Finance expense (note 16) (1,178) (806) (1,973) (771)
Foreign exchange (loss) gain (6,021) 3,988 (5,659) 1,256
Profit before tax 24,683 18,264 34,691 24,022
Income tax expense (6,485) (5,085) (9,337) (6,647)
Income and comprehensive income $ 18,198 ¢ 13,179 $ 25,354 ¢ 17,375
Earnings per share(note 17)
Basic $ 0.19 $ 014 $ 0.26 $ 0.18
Diluted $ 0.18 $ 0.13 $ 025 $ 0.17

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 - - 25,354 25,354
Share-based payment expense (note 18) - 2,143 - 2,143
Shares issued on exercise of options 120 (53) - 67
Balance - September 30, 2011 199,930 $ 10,614 $ 99,514 $ 310,058
Balance - April 1, 2010 196,232 $ 4,681 $ 48,746 $ 249,659
Income for the period - - 17,375 17,375
Share-based payment expense (note 18) - 2,252 - 2,252
Shares issued on exercise of options 924 (384) - 540
Balance - September 30, 2010 197,156 $ 6,549 $ 66,121 $ 269,826

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

Six months ended

September 30 September 30
(in thousands of Canadian dollars) 2011 2010 2011 2010
Cash flow provided by (used in)
Operating activities
Income for the period 18,198 ¢ 13,179 § 25354 ¢ 17,375
Adjustments for:
Depreciation (note 15) 6,547 6,570 12,421 13,110
Unrealized foreign exchange loss (gain) 6,728 (3,729) 9,230 1,024
Share-based payment expense (note 18) 747 1,680 2,143 2,252
Finance expense (note 16) 1,178 806 1,973 771
Deferred income tax 6,485 5,085 9,337 6,647
Gain on sale of property, plant and equipment - - (20) -
Net changes in non-cash working capital (note 19) 962 (12,311) 5,540 (10,919)
Settlement of restoration provision (note 10) - (81) (9) (81)
Net cash flows from operating activities 40,845 11,199 65,979 30,179
Financing activities
Proceeds on exercise of options 67 436 67 540
Payment on finance lease obligations (3,626) (6,637) (7,152) (10,213)
Repayment of capital loan (20) - (39) -
Interest paid on finance leases and capital loan (1,137) (744) (2,295) (1,298)
Net cash used in financing activities (4,716) (6,945) (9,419) (10,971)
Investing activities
Additions to property, plant and equipment (17,750) (21,311) (34,107) (52,298)
Proceeds on sale of property, plant and equipment - - 88 -
Restricted cash (2,575) - (2,575) -
Net cash used in investing activities (20,325) (21,311) (36,594) (52,298)
Effect of foreign exchange on cash and cash equieals 1,911 (226) 1,737 531
Net increase (decrease) in cash and cash equivakent 17,715 (17,283) 21,703 (32,559)
Cash and cash equivalents, beginning of period 21,124 72,160 17,136 87,436
Cash and cash equivalents, end of period 38,839 ¢ 54,877 ¢ 38,839 ¢ 54,877

The accompanying notes are an integral part oféhmmsolidated financial statements




Grande Cache Coal Corporation
Notes to the Consolidated Financial Statements

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

1. Corporate information

Grande Cache Coal Corporation ("Grande Cache QGwaltie "Corporation”) is an Alberta based metalicad
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 incorporatedi
domiciled in Canada. The Corporation’s head offickocated in Calgary, Alberta, Canada.

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

The Corporation prepares its financial statememtadcordance with Canadian generally accepted atiogu
principles as set out in the Handbook of the Carattistitute of Chartered Accountant€[CA HandbooK). In
2010, the CICA Handbook was revised to incorpohaternational Financial Reporting Standard$-RS"), and
requires publicly accountable enterprises to appth standards effective for years beginning oafter January
1, 2011. Accordingly, the Corporation is reportmythis basis in these condensed interim conselitifihancial
statements. In these condensed interim consolidatadcial statements, the terilCanadian GAAP refers to
Canadian GAAP before the adoption of IFRS.

The condensed interim consolidated financial statémhave been prepared in accordance with IFRIEable

to the preparation of condensed interim consoldiditeancial statements, including I1AS 3dterim Financial

Reportingand IFRS IFirst-time Adoption of International Financial Repiag Standardg"IFRS 1'). Subject to
certain transition elections disclosed in note t22, Corporation has consistently applied the saceeumnting
policies in its opening IFRS statement of finangiakition at April 1, 2010"¢ransition dat&) and throughout all
periods presented, as if these policies had alWwags in effect. Note 22 discloses the impact ofttassition to
IFRS on the Corporation’s reported consolidatedestants of financial position, statements of incoamel

comprehensive income and statements of cash flmekiding the nature and effect of significant ches in

accounting policies from those used in the Corpon& consolidated financial statements for thedisyear
ended March 31, 2011. Comparative figures for fi&d 1 in these financial statements have beemtesbto
give effect to these changes.

The policies applied in these condensed interinsclitiated financial statements are based on IFR&dand
outstanding as at November 7, 2011, the date trerdBof Directors approved the financial statemeAisy

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

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

The condensed interim consolidated financial statémshould be read in conjunction with the Corfionés
Canadian GAAP annual financial statements for tbeaf year ended March 31, 2011. Note 22 discltSBS

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

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

certain risk management contracts and the restargtiovision. The risk management contracts aresared at
fair value and the restoration provisions are dis¢ed using a risk-free interest rate.
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(Unaudited)
(in thousands of Canadian dollars, except per sluta)

Basis of consolidation

The condensed interim consolidated financial statémcomprise the financial statements of the Gatm and
its inactive wholly-owned subsidiary, Smoky Rivatdrnational Inc. All intercompany transactiondabaes and
unrealized gains and losses from intercompany acimns are eliminated on consolidation.

Subsidiaries are those entities which the Corpamationtrols by having the power to govern the foiahand
operating policies. The existence and effect oéptigl voting rights that are currently exercisateconvertible
are considered when assessing whether the Comporaidntrols another entity. Subsidiaries are fully
consolidated from the date on which control is otgd by the Corporation and are de-consolidatech fitee date
that control ceases.

Foreign currency translation

0] Functional and presentation currency
Items included in the financial statements of therpOration are measured using the currency of the
primary economic environment in which the Corpamatioperates (theé'functional currenc}). The
consolidated financial statements are presenté&himadian dollars, which is the Corporation’s funicél
currency.

(i)  Transactions and balances
Foreign currency transactions are translated i@ functional currency using the exchange rates
prevailing at the dates of the transactions. Foreixchange gains and losses resulting from thiesetht
of foreign currency transactions and from the i@ at period-end exchange rates of monetargtass
and liabilities denominated in currencies othemtl@& operation’s functional currency are recogniired
the statement of income.

Cash and cash equivalents

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

Restricted cash

Restricted cash consists of cash set aside astydoutetters of credit.

Trade and other receivables

Trade receivables are amounts due from customergdal sold in the ordinary course of business.e®th
receivables consist primarily of goods and servisesreceivable and unrealized gains on foreigrharge
forward contracts. Collection is expected in onarya less, therefore they are classified as cuassets.

Inventories

Coal inventory is valued at the lower of averagedprction cost and net realizable value. Produatasts include
mining, labour, operating materials and supplieangportation costs and a relevant allocation darioead
including depreciation. Net realizable value reprgs 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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(Unaudited)
(in thousands of Canadian dollars, except per sluta)

Exploration and evaluation expenditures

Exploration and evaluation expenditures includeeaeshing and analyzing historic exploration datmdeicting
topographical, geological, geochemical and geophystudies as well as exploratory drilling, treinghand
sampling. In addition, costs incurred to provetehnical feasibility and commercial viability afsources found
are included.

Exploration and evaluation expenditures incurredaieas without an existing mine or in areas outsite
boundary of known mineral deposits are expenseédcasred.

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

evaluation expenditures are initially measured iatohical cost and are subsequently measured dtless

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

charged to assets during the exploration and etrafuphase.

Once the technical feasibility and commercial Vigpbf the extraction of proven and probable malaeserves
in an area of interest are demonstrable, explaratiod evaluation assets are tested for impairmedt a
reclassified to ‘Mineral assets’ within propertyamt and equipment.

Property, plant and equipment

Property, plant and equipment are measured atritigtacost less accumulated depreciation and ackatetl
impairment losses. Cost includes expenditures dhatdirectly attributable to the acquisition of thsset. This
includes the purchase price, any other costs djrattributable to bringing the assets to a workaagdition for
intended use, the costs of dismantling and rematfiagtems and restoring the site on which theyl@rated and
borrowing costs on qualifying assets.

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

An item of property, plant and equipment is deredped upon disposal or when no future economic titsrezre
expected to arise from the continued use of thetaggly gain or loss arising from derecognizing asset,
determined as the difference between the net di$posceeds and the carrying amount of the asset, i
recognized in the consolidated statement of incorness.

Expenditures incurred that renew or refurbish plant equipment to extend its useful life or incecdts
productive capacity are capitalized when it is tdateed that a future benefit will flow to the Comation as a
result of the renewal or reconditioning expendisuiRepairs that do not extend an asset’'s usedubtipproductive
capacity are expensed in the period in which theyircurred.

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

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

significant part of an item of property, plant aaguipment, since this most closely reflects theeetqd pattern
of consumption of the future economic benefits edibd in the asset.
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(Unaudited)

(in thousands of Canadian dollars, except per sluta)

The estimated useful lives for each of the clas$@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 3 to 10 years

Computer equipment 2 to 5 years

Mineral assets unit of production based on pramhprobable reserves

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

Mineral assets

(i)

(ii)

Mines under construction

Expenditures directly attributable to the developtmand construction of mineral assets, including
amounts transferred from exploration and evaluatiesets, are capitalized when the expenditures will
provide a future benefit to the Corporation. Stifgpcosts incurred to remove overburden and otliee m
waste materials during the initial development phafsa mining area are capitalized. Borrowing cesis
depreciation of plant and equipment used in theeldgment of a mine are capitalized. No depreciaon
charged to mineral assets during the developmehtanstruction phase.

Producing mines

Mining areas generally become producing mines whey are available for their intended use.
Management considers various relevant criteriassess when a mining area is ready for its intenced
and is considered to be in the production phaseenWé mine development project moves into the
production stage, the capitalization of certain eniievelopment costs ceases and costs are eitlzedeelg

as forming part of the cost of inventory or expehsexcept for costs that qualify for capitalizatiahating

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

Impairment of non-financial assets

The Corporation assesses at each reporting datthevhibere is an indication that an asset or a gaskerating

unit ("CGU") may be impaired. A CGU is the smallest identitagroup of assets that generates cash flows
largely independent of the cash inflows from othesets or groups of assets. If any indication gfainment
exists, or when annual impairment testing for asetss required, the Corporation estimates thet'asse
recoverable amount. An asset’s recoverable amauthiei higher of an asset’s fair value less costelioand its
value in use and is determined for an individualedsunless the asset does not generate cash snftat are
largely independent of those from other assetsroupgs of assets, in which case the asset is testquhrt of a
larger CGU. Where the carrying amount of an asse€CBU 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 ffaws are discounted to their present value usimye-tax
discount rate that reflects current market assestmmad the time value of money and the risks spetif the
asset. These assessments require the use of estianad assumptions such as long-term commoditegric
discount rates, future capital requirements, exgtion potential and operating performance.

Fair value is determined as the amount that woldbbtained from the sale of the asset in an aremnigth

transaction between knowledgeable and willing partlhe best evidence of fair value is the valuainbd from
an active market or binding sale agreement. Wheither exists, fair value is based on the bestriméion
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(Unaudited)
(in thousands of Canadian dollars, except per sluta)

available to reflect the amount the Corporationlgéaeceive for the cash generating unit in an arhaiggth
transaction. This is often estimated using discedicsh flow techniques.

Impairment losses are reversed if there is an atiin that there has been a change in the estinngtss to
determine the recoverable amount. Impairment loasesreversed only to the extent that the assersyiog
amount does not exceed the carrying amount thaidwvbave been determined, net of depreciation, had n
impairment loss been previously recognized.

Accounts payable and accrued liabilities

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

Provisions

Provisions are recognized when the Corporatiorahaesent legal or constructive obligation as altes a past
event, the amount can be reliably estimated ansl fiirobable that an outflow of economic resourcds lve
required to settle the obligation. Provisions agtedmined by discounting expected future cash @utlat a pre-
tax rate that reflects the current market assessofarsks 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 distuce is caused by the exploration, developmenhgoing
production of a mineral property interest. The metsent value of future restoration cost estimatesng from
the decommissioning, restoration and rehabilitaiocapitalized to mineral assets with a correspanahcrease
in the restoration provision in the period incurrBiscount rates using a risk-free rate that reéflbe time value
of money are used to calculate the net presenevalioe capitalized restoration costs are chargathsigincome
and loss over the economic life of the related tagheough depreciation on a unit of production moet The
restoration provision is accreted to net presehtevaach reporting period with the unwinding of thetoration
provision being charged to finance expense in thesalidated statement of income. Actual costs mclito
settle the site restoration obligation are chargedinst the provision. Any difference between tbiua costs
incurred and the provision is recognized as a gainss in the consolidated statement of incomiéaénperiod in
which the settlement occurs.

The Corporation’s estimates of restoration costddcahange as a result of changes in regulatoryireqents,
discount rates and assumptions regarding the anauhtiming of the future expenditures. These charaye
recorded directly to mineral assets with a corradpa@ entry to the restoration provision.

Leases

Leases where the Corporation assumes substardlhliye risks and rewards of ownership are accalfde as
finance leases. Finance leases are capitalizednwitoperty, plant and equipment at the commenceémmithe
lease with an offsetting lease liability. The vahfethe leased asset is established as the lek#srfair value at
inception and the present value of the minimumdagasyments. Lease payments are allocated betwesmcé
expenses and a reduction of the lease liabilitadbieve a constant periodic rate of interest onfitenced
balance outstanding. Finance expenses are chaggétstincome 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 reastnaeértain that
the Corporation will obtain ownership by the endtlvd lease term, in which case the asset will h@etéated
over its useful life.
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(Unaudited)
(in thousands of Canadian dollars, except per sluta)

Leases where a significant portion of the risks @wdards of ownership are retained by the lessaacounted
for as operating leases. Payments made under opgelaases are charged directly against incomess bn a
straight-line basis over the respective lease term.

Financial instruments

Financial assets and liabilities are recognizednithe Corporation becomes a party to a contragiuadision of
the instrument. Financial assets are derecognizeehwhe rights to receive cash flows from the asbewe
expired or have been transferred and the Corpordtas transferred substantially all the risks asdards of
ownership.

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

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

0] Financial assets and liabilities at fair value thugh income or lossire financial instruments acquired
principally for the purpose of selling or repurcimgsin 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 aregeized in income or loss as incurred.

(i)  Held-to-maturity investmentare non-derivative financial instruments with fixpayments and maturity
for which the Corporation has the intention andigtio hold to maturity. These financial instruntgrare
recognized initially at fair value plus any dirgcthttributable transaction costs. Subsequent tialni
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 instrusnarg recognized initially at fair value plus arredtly
attributable transaction costs. Subsequent toalnitcognition loans and receivables are measuted a
amortized cost using the effective interest metlhegs any impairment losses.

(iv) Available-for-sale financial assetse non-derivative financial instruments thateiteer designated in this
category or are not designated in any of the piiagetihree categories. These financial instruments a
measured at fair value with unrealized gains asddse 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 vahplas any directly attributable transaction costssequent
to initial recognition these financial liabilitieere measured at amortized cost using the effeatiesest
method.

Derivative financial instruments

The Corporation may enter into certain derivativecial instruments to hedge its foreign currerisk. These
derivative financial instruments are not used f@ading or speculative purposes. The Corporation rats
designated its derivative contracts as effectivmanting hedges, and therefore not applied hedgruating. All
financial derivative contracts are classified ag fealue through income and loss and recorded an th
consolidated statement of financial position at Yaiue.
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Impairment of financial assets

A financial asset not carried at fair value througtome or loss is assessed at each reportingtaatetermine
whether there is objective evidence that it is irgzh

If there is objective evidence that an impairmession assets carried at amortized cost has bearmed, the
amount of the loss is measured as the differenteees the assets’ carrying amount and the pressdoe\of
estimated future cash flows discounted at the firdrasset’s original effective interest rate. Taerying amount
of the asset is then reduced by the amount ofrtipairment. The amount of the loss is recognizeidéome or
loss.

If, in a subsequent period, the amount of the impent loss decreases and the decrease can bedrelate
objectively to an event occurring after the impannwas recognized, the previously recognized impett loss

is reversed to the extent that the carrying valube asset does not exceed what the amortizednogdt have
been had the impairment not been recognized. Abgesquent reversal of an impairment loss is receghin
income or loss.

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

Share capital

Common shares are classified as equity. Incremeaosds directly attributable to the issue of commabares 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, collecion
reasonably assured and the price is reasonablyndetble. These criteria are generally met at three tthe
product is delivered to the customer and, dependimglelivery conditions, title and risk have passedhe
customer. Seaborne coal sales revenue is genszatignized when the coal is loaded on to the vedgbk 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 ternthefcontract.

Revenue is measured at the price specified indhes €ontract, net of any penalties. Sales reveraides any
applicable sales taxes.

Cost of sales

(i)  Cost of product sold
Cost of product sold represents the cost of caadysetion including mining and hauling, labour, cérg
materials and supplies, coal royalties, changésviantory and a relevant allocation of overheadstGd
product sold is charged against income at the tifrzale.

(i)  Distribution costs
Distribution costs include the cost of transporteca@pl to port or direct to customers, port charfpes
storage and loading of coal onto vessels, testiagges, commissions and demurrage. Distributiongetsa
are charged against income at the time of sale.
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(i)  Depreciation
Depreciation on property, plant and equipment alle¢he cost of capital assets over their expaasetul
lives.

Share-based payment

The Corporation operates an equity-settled, shased compensation plan, under which outstandingk sto
options of the Corporation granted prior to Augast 2010 are governed. The Board of Directors &f th
Corporation granted stock options to certain emgdsy An individual is classified as an employee rwitee
individual is an employee for legal or tax purpogdBect employee) or provides services similarthose
performed by a direct employee. The maximum nunafbeshares authorized for option grants is limitedl0%

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

Each tranche in an award is considered a sepasatel avith its own vesting period and grant date ¥ailue. The
fair value of each tranche is measured at the ofaggant using the Black-Scholes option pricing mlohking
into account the terms and conditions upon whiehdptions were granted. Compensation expensedgmeed
over the tranche’s vesting period based on the eurob awards expected to vest, by increasing douted
surplus. At each financial position reporting ddle amount recognized as an expense is adjustedi¢ot the
actual number of share options that are expectedsp

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 exercisedCtrporation issues new shares and the proceedsedcaet of
any transaction costs, together with the amountipusly recognized in contributed surplus are destliio share
capital.

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

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

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

Taxes

(i)  Current income tax
Current income tax assets and liabilities for therent period are measured at the amount expectéd t
recovered from or paid to the taxation authoritiise tax rates and tax laws used to compute theiaimo
are those that are enacted or substantively enaatt¢lde consolidated statement of financial positlate.
Management periodically evaluates positions takethé tax returns with respect to situations inaclahi
applicable tax regulations are subject to integdieh and establishes provisions where appropriate.

(i)  Deferred income tax
Deferred income tax is provided using the balareesmethod on temporary differences at the balance
sheet date between the tax bases of assets ailitidimland their carrying amounts for financiapogting
purposes. Deferred income tax liabilities are redxzed for all taxable temporary differences ancedefd
income tax assets are recognized for all deductéstgorary differences as well as unused tax lossds
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tax credits carried forward from prior years. Tlagrging amount of deferred income tax assets ievead
each period and is recognized only to the exteat shfficient taxable income will be available met
future for the assets to be utilized.

Tax on income in interim periods has been accrisiguhe tax rate that would be applicable to #died total
annual income.

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 Corponalip the
weighted average number of common shares outsigndiiming the period. Diluted EPS is calculated by
adjusting the weighted average number of commoneshautstanding, for the effects of all potentiallijutive
instruments, which may comprise share options grhitd employees, convertible debentures, warramnts a
similar instruments.

Accounting standards issued but not yet applied

IFRIC 20 Stripping Costs in the Production Phase of a Swfitine("IFRIC 20") was issued in October 2011,
which sets out the accounting for overburden weesteoval (stripping) costs in the production phaka mine.
The interpretation may require mining entities mtipg under IFRS to write off existing strippingsass to
opening retained earnings if the assets cannottbbuted to an identifiable component of an orelypdt may
also require mining entities that has been expgraiinproduction period stripping to begin capitalg from the
date of adoption of the interpretation. IFRIC 2@ffective for annual periods beginning on or aftanuary 1,
2013, earlier application is permitted if disclos&tle Corporation has not yet assessed the impaoe @doption
of IFRIC 20 on its financial statements.

IAS 1 Presentation of items of other comprehensive inc@itdesS 1) was amended to change the disclosure of
items presented in other comprehensive incomeudimg) a requirement to separate items presentexthier
comprehensive income into two groups based on whath not they may be recycled to profit or losghie
future. The standard is effective for annual pesibeginning on or after July 1, 2012. The Corporatias not
yet assessed the impact of the adoption of IAS itsdimancial statements.

IFRS 9 Financial Instruments("IFRS ¢'), as issued reflects the first phase of the IAS®@rk on the
replacement of IAS 3%Financial Instruments: Recognition and Measurem@HAS 39') and applies to
classification and measurement of financial asaetsliabilities as defined in IAS 39. The standereffective
for annual periods beginning on or after Januarg01,3. The Corporation has not yet assessed thacingb the
adoption of IFRS 9 on its financial statements.

In May 2011, the IASB issued the following standawhich have not yet been adopted by the CorparalitRS
10, Consolidated Financial Statemen($IFRS 10), IFRS 11, Joint Arrangementq"IFRS 11'), IFRS 12,
Disclosure of Interests in Other Entiti€4FRS 12') and IFRS 13Fair Value Measuremen{tIFRS 13). Each
of the new standards is effective for annual pexibdginning on or after January 1, 2013 with eadgption
permitted. The Corporation has not yet assesseithbact that the new and amended standards wik logwvits
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 variagtierns from its
involvement with the investee and has the abilityaffect those returns through its power over theestee.

Under existing IFRS, consolidation is required wharentity has the power to govern the financial aperating
policies of an entity so as to obtain benefits fritsnactivities. IFRS 10 replaces SIC-Cdnsolidation-Special
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Purpose Entitiesind parts of IAS 2Zonsolidated and Separate Financial Statements

IFRS 11 requires a venture to classify its intenest joint arrangement as a joint venture or joipération. Joint
ventures will be accounted for using the equityhodtof accounting whereas for a joint operationbeture
will recognize its share of the assets, liabilitieyenue and expenses of the joint operation. Uexisting IFRS,
entities have the choice to proportionately comsaé or equity account for interest in joint veesuriIFRS 11
supersedes IAS 3linterests in Joint Venturegnd SIC-13,Jointly Controlled Entities, Non-Monetary
Contributions by Venturers

IFRS 12 establishes disclosure requirements ferésts in other entities, such as joint arrangesnassociates,
special purpose vehicles and off balance sheethashiThe standard carries forward existing disgles and also
introduces significant additional disclosure regoients that address the nature of, and risks asedawith, an
entity’s interest in other entities.

IFRS 13 is a comprehensive standard for fair vaheasurement and disclosure requirements for usssaill

IFRS standards. The new standard clarifies thatvélue is the price that would be received to asllasset, or
paid to transfer a liability in an orderly trandaotbetween market participants, at the measureneet It also
establishes disclosures about fair value measuretdeder existing IFRS, guidance on measuring asclasing

fair value is dispersed among the specific starslezduiring fair value measurement and in manysdses not
reflect a clear measurement basis or consistecibdigres.

4. Significant accounting estimates, judgments anédssumptions

Preparation of the Corporation’s consolidated faialnstatements requires management to make judgmen
estimates and assumptions that affect the rep@medunts of revenues, expenses, assets and lesildind
disclosure of contingent liabilities at the datetlef consolidated financial statements. Estimatelsassumptions
are continuously evaluated and are based on mamagsnexperience and other factors, including etqiems

of future events that are believed to be reasonabtker the circumstances. Actual outcomes may rdiftam
these estimates should different assumptions anditimns arise.

Key sources of estimation uncertainty that havaiigant risk of causing a material adjustmenttie tarrying
amounts of assets and liabilities within the nénariicial year are described below.

0] Property, plant and equipment
Depreciation of property, plant and equipment isdohon the expected useful lives at the time of
acquisition. Management estimates the useful lofggroperty, plant and equipment based on the ltenef
that is expected to be derived from their use. @harnn the intended use of property, plant andpsgent
or changes in economic circumstances beyond marag&ntontrol may impact the carrying value of
property, plant and equipment. Management revidwsuseful life, carrying value and residual valdie o
property, plant and equipment at each reportinge.d&hanges to these estimates are accounted for
prospectively.

(i)  Mineral reserves and resources estimates

Coal reserves are estimates of the amount oftbafican be economically and legally extracted fthm
Corporation’s mining properties. The Corporatiotireates its coal reserves and mineral resourcesdbas
on information compiled by appropriately qualifipgérsons relating to the geological data on the, size
depth and shape of the coal body, and requires leongeological judgments to interpret the data. The
estimation of recoverable reserves is based upotorfasuch as estimates of foreign exchange rates,
commodity prices, future capital requirements, @nolduction costs along with geological assumptions
and judgments made in estimating the size and grhttee coal body. Changes in the reserve or resour
estimates may impact upon the carrying value ofagation and evaluation assets, property, plant and
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(iii)

(iv)

(v)

(i)

(Vi)

(viii)

equipment, restoration provision and depreciatiwarges.

Unit-of-production depreciation

Estimated recoverable reserves are used in detegrtime depreciation of mineral assets. This redula
depreciation charge that is proportional to theletggn of the anticipated remaining life of mine
production. Each asset’s life, which is assesseulialy, considers its physical life limitations atttk
present assessments of economically recoveraldevessof the mine property to which the asset eslat
These calculations require the use of estimatesamsdmptions, including the amount of recoverable
reserves and estimates of future capital expemdithanges are accounted for prospectively.

Mine decommissioning and restoration

The Corporation assesses its decommissioning astbration liability associated with its mining
properties annually. Significant estimates and mpgions are made in determining the provision famem
restoration as there are numerous factors that affiict the ultimate liability payableThese factors
include estimates of the extent and costs of rastor activities, technological changes, regulatory
changes, cost increases, and changes in discow@st fEhose uncertainties may result in future actua
expenditures differing from the amounts currenttpyided. The provision at the statement of finahcia
position date represents management’s best estiofiatee present value of the future restorationtos
required. Changes to estimated future costs aregnéxed in the statement of financial position by
adjusting the restoration asset and liability. Ré&denote 9 for details of the restoration provisimalance.

Production start date

The Corporation assesses the stage of each minagumder construction to determine when a mining
area moves into the production stage being whemthing area is substantially complete and readyt$o
intended use. The criteria used to assess thedsttatare determined based on the unique natusaabf
mine construction project. The Corporation considearious relevant criteria to assess when the
production phase is considered to commence. Sorttedriteria used will include, but are not linaitto,

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 coakgatice
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 requiresuse 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 amthantvould be obtained from the sale of the aissen
arm’s length transaction between knowledgeable ailihg parties. Fair value for mineral assets is
generally determined as the present value of esthfaiture cash flows arising from the continued ab

the asset, which includes estimates such as theotfigure expansion plans and eventual dispagihg
assumptions that an independent market participeyt take into account. Cash flows are discounted by
an appropriate discount rate to determine the restemt value.

Income tax

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

period in which such determination is made.

5. Restricted cash

As at As at
September 30 March 31
2011 2011
Cash secured letters of credit - Alberta Government $ 15,283 $ 12,708
Cash secured letters of credit - Service providers 200 200
$ 15483  $ 12,908

Cash secured letters of credit have been providetia Alberta Government for security to cover cptted
costs of reclamation for the Corporation’s minirrg@as, processing facilities and surrounding inftestire. In

addition, cash secured letters of credit have Inethe available to service providers.

6. Trade and other receivables
As at As at
September 30 March 31
2011 2011
Trade accounts receivable $ 11,069 $ 27,131
Goods and services tax receivable 911 285
Unrealized gain on foreign exchange forward comsrac - 2,857
Other 415 1,014
$ 12,395 $ 31,287

Trade receivables are non-interest bearing andearerally on less than 30 days terms. At Septedbe2011,

none of the trade receivables were past due or egémpaired.

7. Inventories
As at As at
September 30 March 31
2011 2011
Coal inventory $ 40,144 $ 27,628
Materials inventory 8,652 6,616
$ 48,796 $ 34,244

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

Materials inventory consists of parts, supplies emasumables, and is valued at the lower of avectageand net
realizable value. The Corporation maintains an ey of parts and supplies for day to day mainteeaand
operations. For the three and six months endeceStyr 30, 2011, parts and supplies inventoriesl(3B and
$4,325, respectively, were expensed to cost ofymbsbld, compared to $2,294 and $4,683 in the gzeneds
of last fiscal year.

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

8. Property, plant and equipment

As at September 30, 2011

Land and Plant and Mineral

buildings equipment assets Total
Cost
Balance, beginning of the period $ 15792 % 293,903 $ 106,645 $ 416,340
Additions 3,440 5,495 27,894 36,829
Disposals - (1,283) - (1,283)
Balance, end of the period $ 19232 $ 298,115 $ 134,539 $ 451,886
Accumulated depreciation
Balance, beginning of the period $ (2,291) $ (47,593) $ (29,216) $ (79,100)
Depreciation (494) (12,577) (2,568) (15,639)
Disposals - 1,208 - 1,208
Balance, end of the period $ (2,785 % (58,962) $ (31,784) $  (93,531)
Net book value $ 16,447 $ 239,153 $ 102,755 $ 358,355

As at March 31, 2011

Land and Plant and Mineral

buildings equipment assets Total
Cost
Balance, beginning of the year $ 11,439 $ 166,145 $ 53,068 $ 230,652
Additions 4,353 127,758 53,577 185,688
Balance, end of the year $ 15792 $ 293,903 $ 106,645 $ 416,340
Accumulated depreciation
Balance, beginning of the year $ (1,377 $ (26,236) $ (22,582) $ (50,195)
Depreciation (914) (21,357) (6,634) (28,905)
Balance, end of the year $ (2,291) $ (47,593) $ (29,216) $ (79,100)
Net book value $ 13501 $ 246,310 $ 77,429 $ 337,240
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During fiscal 2012 year to date, the Corporatiopitedized interest expense of $455 incurred fromming
equipment under finance lease agreements, whicé diezctly used in the development of No. 8 pitatidition,
the Corporation capitalized depreciation expen$&i @41 and $230 on mining equipment that wasctireised
in the development of No. 8 surface pit and NoSbath B2 underground operations, respectively.

During fiscal 2011, the Corporation capitalizecenatst expense of $1,529 incurred from mining eqeigpnainder
finance lease agreements, which were directly irsé¢tle development of No. 8 surface mine. In additithe
Corporation capitalized depreciation expenses ofi&56 on mining equipment that was directly usedhe
development of the No. 8 surface pit.

9. Accounts payable and accrued liabilities

As at As at

September 30 March 31
2011 2011

Trade payables $ 13,858 $ 15,189
Accrued expenses 14,991 11,907
Accrued foreign exchange forward contracts 3,243 -
Capital loan 2,361 2,400

$ 34,453 $ 29,496

Trade payables are non-interest bearing and areallgrsettled on 30-day terms.

The capital loan was utilized to fund the acquisitof land and buildings to be used as housingifoployees. It
has a rate of 4.25% per annum, a term of 20 yeasgcured by the asset and is payable on demaddharefore
has been classified as a current liability.

10. Restoration provision

At September 30, 2011, the Corporation estimatech#t present value of its restoration provisiobad15,728,
based on a total future liability of $20,058. Thergbration’s discount rates range from 1.6% to 3d&ending
on the term of estimated years to reclamation.

The following table reconciles the Corporation’stogation provision:

Balance — March 31, 2010 $ 9,871
Additions 4,399
Change in estimates 169
Settlement of liability (135)
Accretion 249
Balance — March 31, 2011 $ 14,553
Additions 27
Change in estimates 1,024
Settlement of liability (9)
Accretion 133
Balance — September 30, 2011 $ 15,728

31



Grande Cache Coal Corporation
Notes to the Consolidated Financial Statements

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

11.

Finance lease obligations

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

The following table summarizes the Corporationfmfice 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 (9,396)
Interest portion of payments 2,244
Foreign exchange adjustment to US dollar obligation 5,849

Balance — September 30, 2011 77,534
Current portion of finance lease obligations (16,507)

Long term portion of finance lease obligations $ 61,027

Future minimum payments under finance leases dooisike following:

As at As at
September 30 March 31
2011 2011
Within one year $ 20,594 $ 18,658
After one year but not more than five years 66,482 70,115
More than five years 1,050 2,074
Total minimum lease payments 88,126 90,847
Amounts representing interest (10,592) (12,010)
Present value of minimum lease payments 77,534 78,837
Current portion of finance lease obligations (16,507) (14,447)
Long term portion of finance lease obligations $ 61,027 $ 64,390
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12.

13.

14.

Income taxes
At September 30, 2011, the Corporation had a dedeirrcome tax liability of $37,171. The componeuwitshe
deferred income tax liabilities are as follows:
As at As at
September 30 March 31
2011 2011
Temporary differences related to:
Buildings, equipment and mineral asset costs $ 43,119 % 31,861
Restoration provision (3,932) (3,638)
Finance lease obligation (401) (224)
Other (1,615) (165)
Deferred income tax liabilities $ 37,171 $ 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 96,975 $ 196,232
Shares issued on exercise of options 1,325 3,578
Balance — March 31, 2011 98,300 199,810
Shares issued on exercise of options 15 120
Balance — September 30, 2011 98,315 $ 199,930

During the second quarter of fiscal 2012, 15 thadseommon share options were exercised for castepds of
$67. On exercise of these common share optionswdsZredited to share capital from contributegblsis:

There were no changes in share capital duringitsiegiuarter of fiscal 2012.

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

Commitments

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

requirements, the Corporation has entered intoi+pedir agreements for the lease of coal propertiekicles,
and office space.
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Under contracts existing at September 30, 2011Lrduminimum amounts payable under these agreenfemts
each fiscal year are summarized below:

2012 $ 446
2013 $ 836
2014 $ 693
2015 $ 582
2016 and thereafter $514

15.

Cost of sales

Three months ended

Six months ended

September 30 September 30
2011 2010 2011 2010
Cost of product sold $ 48,926 $ 43921 % 98,127 $ 83,435
Distribution costs 10,984 11,975 21,472 23,956
Depreciation 6,547 6,570 12,421 13,110
$ 66,457 $ 62,466 $ 132,020 $ 120,501

16. Finance expense

Three months ended Six months ended

September 30 September 30
2011 2010 2011 2010
Interest expense $ 1,136 $ 744 $ 2295 % 1,298
Accretion on restoration provision 42 62 133 124
Less interest capitalized - - (455) (651)
$ 1,178 $ 806 $ 1,973 $ 771
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17.

18.

Earnings per share

The following table reconciles the denominators li@sic and diluted earnings per share calculatiombe
treasury stock method is used to determine théidileffect of outstanding options to purchase cammshares.

Three months ended Six months ended
September 30 September 30

(thousands, except per share data) 2011 2010 2011 2010
Weighted average shares outstanding — basic 98,309 97,139 98,305 97,067

Dilutive effect of share options 2,316 2,433 2,451 2,629
Weighted average shares outstanding — diluted 260,6 99,572 100,756 99,696
Income for the period $ 18,198 $ 13,179 $ 25354 $ 17,375
Basic earnings per share $ 019 $ 014 $ 026 $ 0.18
Diluted earnings per share $ 0.18 $ 013 $ 025 % 0.17

Share-based payment

The Corporation has a share option plan pursuawhioh outstanding share options of the Corporatjanted
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 includgeneral and administrative expenses for thesthred six
months ended September 30, 2011 were $747 and32d<pectively, compared to $1,680 and $2,252én t
same periods of last fiscal year.

There were no share options granted during fis@aR2

During the first quarter of fiscal 2011, the Coration granted shareptions to purchase 2,145 thousand common
shares pursuant to the Corporation’s share optlem gt an exercise price of $5.61 per share. Thiermphave a
five year term and are subject to a three yearinggieriod. The weighted average fair value of ¢hebare
options was estimated at $4.61 per share optitheagirant date using the Black-Scholes option pgichodel.
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%.
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Details of the common share options outstandingarellows:

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 4,389 $ 3.46
Forfeited (34) 3.77
Exercised (15) 4.48
Outstanding - September 30, 2011 4,340 $ 3.46
Details of the common share options outstandingexedcisable at September 30, 2011 are as follows:
Weighted-average
Outstanding remaining Weighted- Exercisable Exercisable
Range of share options contractual life average share qotions  weighted-average
exercise prices (000’s) (months) exercise price (000’s) exercise price
$0.77 — $1.00 315 20 $ 0.85 282 % 0.85
$1.01 - $5.00 1,767 21 1.16 1,500 1.19
$5.01 — $5.95 2,258 43 5.62 745 5.63
4,340 31 % 3.46 2527 $ 2.46

19.

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 Corporatemd any
subsidiary thereof who provide services to the Goapion with the opportunity to acquire common sisanf the
Corporation through an award of restricted sharigs UtRSUs"). Each RSU represents a right to rexaine
common share. As at September 30, 2011, the Cdipotaas not awarded any RSUs pursuant to the R&t P

Net changes in non-cash working capital

Three months ended Six months ended

September 30 September 30
2011 2010 2011 2010
Trade and other receivables $ 5,814 %14,032) $ 17,008 $ (10,268)
Inventories (10,494) 7,093 (13,005) 12,090
Prepaid expenses and deposits 1,175 (279) (677) (8,397)
Accounts payable and accrued liabilities 4,467 098) 2,214 (4,344)
$ 962 $ (12,311) $ 5540 $ (10,919)
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20.

21.

Capital management

Grande Cache Coal’s objective is to maintain ataehptructure that will sustain ongoing operatioakow for
capital expansion and provide returns to sharehsldenhe capital structure, as disclosed on thestant of
financial position, consists of cash and cash edeits, finance leases and shareholders’ equitye Th
Corporation also has an unused operating crediitfaand the ability to enter into foreign exchanfedging
arrangements.

As part of capital management, the Corporation gmep an annual capital expenditures budget andfroay
time to time issue new equity or debt in orderitarice capital expenditures. The Corporation hasleolared
or paid any dividends on its outstanding commomeshand any decision to pay dividends in the fuwwald be
based on the financial condition of the Corporatidbhe Corporation may elect to adjust its capitalicture
through the purchase of shares for cancellatiguyaisce of new shares, issuance of new debt, refimof
existing debt or by acquiring or disposing of asset

For the operating credit facility, the Corporatisrsubject to certain borrowing covenants thatraogitored on a
monthly basis. For the period ended September @D]1,2the Corporation was in compliance with extidyna
imposed requirements on its capital, including dmltenants and 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 categotiértable below.

Financial instrument Classification

Cash and cash equivalents Loans and receivables

Restricted cash Loans and receivables

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

Accounts payable and accrued liabilities  Otherrfimal liabilities

Finance lease obligations Other financial liakakti

Fair value of financial instruments

The Corporation has certain financial instrumethtst tare measured at fair value on a recurring basis
September 30, 2011, the fair value of cash and easlivalents, restricted cash, trade accounts vaiok,

foreign exchange forward contracts and accountslgayand accrued liabilities approximates theiryéag

amounts on the statement of financial position uthe short periods to maturity and the termsheffinancial
instruments.

Financial instruments hierarchy

In estimating fair value, the Corporation utilizgeoted market prices when available. Financial tasaad
liabilities are classified in the fair value hiezhy 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 isalews:
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» Level 1: Quoted prices (unadjusted) in active marker identical assets or liabilities.

e Level 2: Inputs other than quoted prices included.@vel 1 that are observable for the asset oiliab
either directly (i.e., as prices) or indirectlye(i.derived from prices).

« Level 3: Inputs for the asset or liability thatist based on observable market data (unobservaiési).

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

As at September 30, 2011

(thousands of Canadian dollars) Level 1 Level 2 Level 3 Total
Financial liability
Foreign exchange forward contracts - 3,243 - 3,243

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 tdrceigks, which includes credit risk, liquidity ksand market
risk. The Corporation’s risk management is carragd by management under policies approved by the
Corporation’s Board of Directors.

Credit Risk

Grande Cache Coal carries a balance of cash aidecpsvalents as disclosed on the statement ohdiah
position at September 30, 2011. The Corporatioests/conservatively a portion of its cash in shemt, low
risk term deposits with credit worthy financial filstions. The remainder of the cash balance id éth major
financial institutions and is available for immegiaise.

The Corporation has a balance of restricted caslisa®sed on the statement of financial positibBeptember
30, 2011. Restricted cash is held with major firaniostitutions for the purpose of securing ledtef credit and
is invested in short-term guaranteed investmertificates. The Corporation is exposed to credk iisthe event
that the financial institutions were to redeeml#iter of credit to the beneficiary. The Corporat@onsiders this
risk as low as the majority of the letters of ctddive been provided to the Alberta Governmensémurity to
cover future anticipated costs of restoration.

Grande Cache Coal is exposed to credit risk inetent that it does not receive payment of tradeaus
receivable. The maximum credit risk exposure isaé¢o the carrying amount of trade accounts reddévas
disclosed in the notes to the consolidated findrstéiements. The Corporation typically sells itsduct to large
steel companies with high credit ratings. The Caoxpion does not consider any of the trade accawutsivable
to be impaired or past due.

The Corporation has the ability to enter into fgreiexchange forward contracts. Derivative credik @rises
from the possibility that the counterparty to tlemitract fails to fulfill its obligation in accordaa with the terms
and conditions of the contract. Derivative credikris reduced by dealing with credit worthy couptgties in
compliance with established credit approval poicie
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Liguidity Risk

The Corporation is exposed to liquidity risk in theent that it would be unable to meet obligatiaasociated
with financial liabilities. The Corporation has @%000 operating credit facility that it can utdifor working
capital purposes. The balance owing on the operatiadit facility at September 30, 2011 was nilwdwer,
availability on the credit facility was reduced bpproximately $15,572 due to the Corporation engeinto

foreign exchange forward contracts. At September28d1, the Corporation had contractual obligatiauith

estimated future minimum undiscounted amounts dayde as follows:

Less than 1 1-3 4-5 After
(thousands of Canadian dollars) year years years 5 years
Accounts payable and accrued liabilities 34,453 - - -
Operating leases 864 1,402 571 235
Finance leases 20,594 37,916 28,566 1,050
55,911 39,318 29,137 1,285

Market Risk
The Corporation is exposed to market risk dueuocttlations in foreign exchange rates and inteedssr
Foreign exchange rates

The majority of the Corporation’s revenues from rgpiens are received in US dollars while most &f it
operating expenses are incurred in Canadian doldtisough the Corporation has taken certain stepbkelp
mitigate foreign currency fluctuations, there isassurance that the activities or products ar®jilgrcontinue to
be effective. Accordingly, the inability of the Qmration to obtain or to put in place effective gesl could
materially increase exposure to fluctuations in thtue of the Canadian dollar relative to the USadoThis
could have a material adverse effect on the Cotjpora business, financial condition and resultopérations.
In addition, the relative exchange rate fluctuatimiween the Canadian dollar and the currencieGrahde
Cache Coal’s international competitors will imp#ut ability of Grande Cache Coal’'s coal productsampete
in foreign markets.

Based on the US dollar denominated trade accoentsvable balance at September 30, 2011, eachasecoé
US$0.01 relative to the Canadian dollar would hesgulted in a decrease of $99, which would havenbee
charged to income in the current period.

The Corporation has US dollar denominated finaeesé obligations. At September 30, 2011, the mdsig
commitment on the finance lease obligations wasA33#68. Based on this balance, each decrease di.05$
relative to the Canadian dollar would have resuited decrease of $740, which would have been te@do
income in the current period. Significant flucteais in the US/Canadian dollar exchange rate coult&mally
impact the Canadian dollar value of the financedgaayments. The Corporation entered into thiglifain US
currency to provide a natural hedge against foreigrhange rate fluctuations on the trade accoesctsvable.

The Corporation entered into a series of foreigrharge forward contracts that will mature by Ma2€ti2. At
September 30, 2011, the Corporation had outstaretingacts to sell a total of US$60,000 at an ayerate of
Canadian dollars 0.996 to the US dollar. At Sepem3®, 2011, these contracts were marked to magketting
in an unrealized foreign exchange loss of $3,242\Was recognized in the consolidated statemeimicoime and
has been classified on the balance sheet as amedckability. A decrease of US$0.01 relative te thanadian
dollar would have resulted in a decrease in theuack liability of $600, which would have been chadgo
income in the current period. Significant flucteais in the US/Canadian dollar exchange rate coult&mally
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22.

impact the Canadian dollar value of these contracts

Interest rates

Interest accrues on the Corporation’s operatingitfacility at a rate equal to the prime lendirger or a US
dollar base rate plus 1.00 percent per annum, leééeidaily. The Corporation did not have a balamw@ég on
the operating credit facility at September 30, 2011

First time adoption of IFRS

(i) Transition elections

IFRS 1 requires full retrospective application BRIS at the transition date with all adjustmentsssets and
liabilities as stated under Canadian GAAP takenetained earnings unless certain exemptions aveailatder
IFRS 1 are applied. The Corporation has electddk® the following IFRS 1 exemptions:

IFRS 2 Share-based Paymehias not been applied to any equity instrumentsitgdaon or before
November 7, 2002, nor has it been applied to egnigtruments granted after November 7, 2002 that
vested before the transition date.

The Corporation has elected to apply the exemptfoom full retrospective application of
decommissioning and restoration provisions unde$ |87 Provisions, Contingent Liabilities and
Contingent Asse("IAS 37") and IFRIC 1Changes in Existing Decommissioning, Restoratiod an
Similar Liabilities As a result, the Corporation has re-measuresbist retirement obligation as at April
1, 2010 in accordance with IAS 37 and re-measuredsset retirement cost included in property,tplan
and equipment by estimating the amount that woaketbeen included in the cost of the related adset
the time the liability first arose, discounting thability to date using the best estimate of thgtdrical
risk-free discount rate and calculating the accaea depreciation on that amount up to the date of
transition to IFRS.
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(i) Reconciliation of equity

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

As at As at
March 31, 2011 September 30, 2010
Cdn Cdn
Notes GAAP Adj IFRS GAAP Adj IFRS
Assets
Current assets
Cash and cash equivalents $ 17,136 $ - ¢$ 17136 $ 54,878 $ $ 54,878
Restricted cash 12,908 - 12,908 13,499 13,499
Trade and other receivables 31,287 - 31,287 21,292 21,292
Inventories 34,244 - 34,244 20,627 20,627
Prepaid expenses and deposits 399 - 399 17,511 17,511
95,974 95,974 127,807 127,807
Property, plant and equipment a,c 338,405 (1,165) 337,240 251,677 415 252,092

$ 434379 $ (1,165) ¢ 433,214 $ 379,484 $ 415 $ 379,899

Liabilities and equity
Current liabilities
Accounts payable and accrued

liabilities $ 29,496 $ - $ 29496 $ 21,423 $ $ 21,423
Deferred income tax liabilities d 891 (891) - 314 (314) -

Current portion of finance lease
obligations 14,447 - 14,447 9,665 9,665
44,834 (891) 43,943 31,402 (314) 31,088
Restoration provision a 14,217 336 14,553 11,971 1,584 13,555
Finance lease obligations 64,390 - 64,390 41,300 41,300
Deferred income tax liabilities d 27,319 515 27,834 24,109 21 24,130
150,760 (40) 150,720 108,782 1,291 110,073

Equity

Share capital 199,810 - 199,810 197,156 197,156
Contributed surplus b 5,437 3,087 8,524 4,833 1,716 6,549
Retained earnings 78,372 (4,212) 74,160 68,713 (2,592) 66,121

283,619  (1,125) 282,494 270,702 (876) 269,826
$ 434379 $ (1,165) § 433214 $ 379484 $ 415 $ 379,899
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As at As at
March 31  September 30
(in thousand of Canadian dollars) Notes 2011 2010
As reported under Canadian GAAP 283,619 $ 270,702
Differences increasing (decreasing) reported amount
Restoration provision 501 237
Property, plant and equipment c (1,626) (1,113)
(1,125 (876)
As reported under IFRS $ 282,494 $ 269,826

(i) Reconciliation of income and comprehensive income
The Corporation’s statements of income and commiEiie income under Canadian GAAP have been reashcil

to IFRS as follows:

Six months ended
September 30, 2010

Three months ended
September 30, 2010

Cdn Cdn

Notes  GAAP Adj IFRS GAAP Adj IFRS
Revenues $ 81,183 % $ 81,183 $ 150,216 $ $ 150,216

c, e,
Cost of sales f,g (61,613 (853) (62,466, (119,735 (766) (120,501)
Gross profit 19,570 (853) 18,717 30,481 (766) 29,715
General and administrative expense b (2,960) (777) (3,737) (5,361) (980) (6,341)
Other income 65 65 93 93
Operating profit 16,675 (1,630, 15,045 25,213 (1,746) 23,467
Finance income 37 37 70 70
Finance expense a, g (744) (62) (806) (647) (124) (771)
Foreign exchange gain 3,988 3,988 1,256 1,256
Profit before taxes 19,956 (1,692) 18,264 25,892 (1,870) 24,022
Income tax expense d, e (5,837) 752 (5,085) (7,822) 1,175 (6,647)
Income and comprehensive income $ 14119 % (940)$ 13,179 $ 18,070 $  (695) $ 17,375
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(iv) Explanatory notes

The following explanatory notes describe the adpeastts and reclassification to the consolidatecestatts of
financial position and statements of income andm@imensive income arising from the adoption of IFRS

a)

b)

d)

Restoration provision

IFRS does not have a specific accounting standardektoration provisions. Under IFRS these prowisi
are included inlAS 37 — Provisions, Contingent Liabilities and @pgent Assets IFRS is more
encompassing in that it requires that construatibkgations be included in the recognition of abliliy.
IFRS also differs in that estimates of future cHetvs use a discount rate that is no longer cradjtisted.
On a go-forward basis, IFRS requires that the gioxibe re-measured at each reporting date.

As a result of these differences, as at March 8112the IFRS adjustments include an increasesioration
provision asset of $1,004 and an increase in tstenation provision liability of $336 resulting anet of tax
increase in equity of $501. As at September 3002601 Corporation recorded an increase in theratson
provision asset and liability of $1,898 and $1,5&%&pectively, with a corresponding net of tax &ase in
equity of $237. For the three and six months er8latember 30, 2010, the Corporation recorded anase
in restoration provision of $62 and $124, correstiogly.

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(iiFRS 2") requires that each tranche with a diffé vesting
date be accounted for as a separate option grarggddition, IFRS 2 requires graded vesting be lsed
accounting for option expenses and requires thenatt of forfeitures. The Corporation has eledtesl
IFRS 1 exemption and has not applied IFRS 2 totgdnstruments that were granted after November 7,
2002 and vested before April 1, 2010. The Corporationtinues to use the Black-Scholes option pgicin
model to fair value its equity instruments.

The effect of the change to IFRS resulted in ameiase to contributed surplus and a reduction @ined
earnings at March 31, 2011 of $3,087 and at Semei®0, 2010 of $1,716. In addition, the Corporatio
recorded an increase in share-based payments expefg77 and $980 for the three and six monthgend
September 30, 2010, respectively.

Property, plant and equipment

Under previous Canadian GAAP, carrying amounts afperty, plant and equipment ("PP&E") were
derecognized when no future economic benefits wexpected from their use. Under IFRS, this
derecognizing of assets occurs at the componesl. l&he Corporation recorded the significant pants
components of its PP&E and depreciated them segharathich resulted in a net of tax decrease intgaf
$1,626 as at March 31, 2011and $1,113 as at Septefth 2010. For the three and six months ended
September 30, 2010, the Corporation increasedisetiation expense by $500 and $616, respectively.

Deferred income taxes
Under Canadian GAAP, deferred tax assets wereifidabdetween current and non-current based on the

classification of the underlying assets and liéibi that gave rise to the differences. IFRS reguthat all
deferred taxes are classified as non-current, peettve of the classification of the underlying etssor
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9)

liabilities to which they relate, or the expectesvarsal of the temporary difference. The Corporatio
reclassified the amount of $891 from deferred ineotax liabilities (current) to deferred income tax
liabilities (non-current) as at March 31, 2011ahd amount of $314 from deferred income tax liabiit
(current) to deferred income tax liabilities (nam@nt) as at September 30, 2010.

In addition, the Corporation recorded the tax impat the IFRS adjustments for the restoration miowi

and property, plant and equipment disclosed abwtdch resulted to a decrease in deferred income tax
liabilities of $376 as at March 31, 2011land $29%BSeptember 30, 2010. For the three and six reonth

ended September 30, 2010, the Corporation recoadddcrease in income tax expense of $55 and an
increase in income tax expense of $94, respectively

Coal royalties

Under Canadian GAAP the Corporation presented therfa 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 ketasrmhined that the current coal royalties payabléhe
Alberta Government will no longer be classifiedsatsx expense and has elected to classify thentast af
sales. The change of the classification of coahlt®ds had no impact on shareholders’ equity atdia1,
2011, however it changed the presentation of thesalidated statements of income and comprehensive
income for the three and six months ended SepteBhe2010, for the twelve months ended March 31,120
and for the future periods.

For the three and six months ended September 3@, 20e Corporation reclassified coal royalties$697
and $1,269, respectively, from income tax expeosmst of sales.

Cost of sales

Under IFRS, the Corporation must present expenseth@ consolidated statement of income by either
function or nature. The Corporation has chosernrésgnt expenses by function, as a result, theafcstles
include cost of product sold, distribution costsl @epreciation on its consolidated statementsadirive and
comprehensive income.

Finance expense

Under IFRS, finance expense includes interest esgoen finance leases, accretion expense for réistora
provisions and other finance expenses. Accretiggeese was previously included in depreciation, etegn
and accretion while interest expense on financseleavas 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 iecamal
do not impact net income.

(v) Adjustments to the statement of cash flows

The transition from Canadian GAAP to IFRS had mmidicant impact on statement of cash flows gereldty
the Corporation except that, under IFRS, cash floalating to interest are classified as operatingesting or
financing in a consistent manner each period. Ukradian GAAP, cash flows relating to interestrpagts
were classified as an operating activity. The Coapon has elected to reclassify interest expensefnance
leases under financing activities.
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23. Subsequent event

Subsequent to September 30, 2011, the Corporatieneg into a definitive agreement (the "Arrangenfggreement”)

with 1629835 Alberta Ltd. ("AcquisitionCo") for thmurchase of all of the issued and outstanding comshares of the
Corporation (the "Common Shares") at a cash prfi&10.00 per Common Share. The transaction is tcobapleted by
way of a plan of arrangement under the Businesp@ations Act (Alberta) (the "Arrangement”).

AcquisitionCo, formed for the purpose of completitig Arrangement, is wholly owned by Winsway Coki@gal
Holdings Limited ("Winsway") and Marubeni Corpomti ("Marubeni"). Winsway is a Hong Kong listed pabl
company and its core business involves the suppimported coking coal from around the world to fbkinese steel
industry. Marubeni is one of the largest tradingdes in Japan involved in the handling of prodaat$ the provision of
services across a broad range of sectors suchtatsraad mineral resources, transportation machirerergy related
commodities, food, textiles, materials, pulp anggraand chemicals.

The Arrangement is subject to customary conditimns transaction of this nature, which include t@nd regulatory
approvals, and the approval of 66 2/3% of the votet by Grande Cache Coal shareholders represenpedson or by
proxy at a special meeting of Grande Cache Coatebbiders to be called to consider the Arrangemé&he

Arrangement also requires majority approval of Wiag's shareholders and the approval of the HonggKstock

Exchange. Certain shareholders of Winsway, who fio@ally own or exercise control or direction ovapproximately
51% of the ordinary shares of Winsway, have entaredvoting agreements with Grande Cache Coalyauntsto which
they have irrevocably agreed to, among other thimgte their Winsway shares in favour of the Arramgnt at the
extraordinary meeting of Winsway shareholders toediked to consider the Arrangement.

An information circular regarding the Arrangemesiteixpected to be mailed to shareholders of GrarmdheCCoal in
December 2011 for a special meeting of the holdéxSommon Shares scheduled to take place in JarRgdrg, with
closing expected to occur in February.

The Corporation has agreed in the Arrangement Agee¢ that it will not solicit or initiate discussis regarding any
other business combination or sale of materialtas$te Corporation has also granted AcquisitioaGaht to match
competing unsolicited proposals. The ArrangementeAment contains a non-completion fee of $50,00D amcost
reimbursement fee of $10,000, payable by the Catjmor to AcquisitionCo in certain circumstancethi# Arrangement
is not completed. The Arrangement Agreement alsttaios a reverse non-completion fee of $100,000 armmbst
reimbursement fee of $10,000, payable by Acquis@io to the Corporation in certain circumstancekef Arrangement
is not completed.
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