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Xinergy Ltd.

Consolidated Balance Sheets
(Expressed in U.S. Dollars)

As at As at
June 30 December 31
2010 2009
(Unaudited) (Note 1)

Assets
Current assets:

Cash $15,692,206 $10,192,766

Trade accounts receivable 5,649,259 830,777

Coal inventories 7,476,304 1,772,871

Other current assets 834,997 467,201
Total current assets 29,652,766 13,263,615
Future income taxes 10,331,125 8,366,660
Restricted cash 12,244,124 9,089,989
Recoupable royalties 1,302,349 1,598,180
Investment in entity (Note 2) - 1,884,792
Property, plant and equipment, net (Note 3) 40,998,697 22,384,236
Mineral rights, net (Note 3) 30,881,569 4,526,662
Mine development costs, net (Note 3) 3,045,130 1,730,727
Coal supply agreement, net (Note 4) 18,389,736 -
Deferred financing costs, net (Note 6) 2,837,459 -
Other noncurrent assets 290,131 412,840
Total assets $149,973,086 $63,257,701




Xinergy Ltd.

Consolidated Balance Sheets
(Expressed in U.S. Dollars)

As at As at
June 30 December 31
2010 2009
(Unaudited) (Note 1)

Liabilities and shareholders’ equity
Current liabilities:

Accounts payable and accrued expenses $ 9,414,839 $ 3,116,088

Accrued interest payable (Note 6) 1,282,192 -

Income taxes payable - 61,000

Current portion of asset retirement obligations (Note 5) 428,357 428,357

Current portion of equipment notes payable (Note 6) 3,713,214 2,128,959
Total current liabilities 14,838,602 5,734,404
Asset retirement obligations, less current portion (Note 5) 7,170,248 5,293,307
Senior secured notes payable, $75,000,000 net of discount

of $3,166,443 as at June 30, 2010 (Note 6) 71,833,557 -

Equipment notes payable, less current portion (Note 6) 3,469,551 1,175,436
Deferred gain on sale and leaseback (Note 4) 750,000 750,000
Total liabilities 98,061,958 12,953,147
Shareholders’ equity:

Share capital 64,672,714 61,747,806

Contributed surplus 2,936 2,936

Warrants 5,236,614 4,365,380

Stock options 2,615,377 2,111,623

Accumulated deficit (20,616,513) (17,923,191)
Net shareholders’ equity 51,911,128 50,304,554
Total liabilities and shareholders’ equity $149,973,086 $63,257,701

Commitments and contingencies (Note 12)

See accompanying Notes to Consolidated Financial Statements.

(Signed) Jon Nix (Signed) Robert J. Metcalfe
Chairman of the Board Director



Consolidated Statements of Operations

Coal revenues

Cost of coal sales

Gross margin

General and administrative expenses

Depreciation, depletion and
amortization

Operating (loss) income

Other income (expense):
Interest income
Interest expense
Investment income
Gain on business acquisition

(Note 2)

Gain on sale of mineral rights
Gain (loss) on sale of equipment
Loss on advances to contract miners
Other expense

Net other income (expense)

Loss before income taxes

Provision for income tax benefit:
Current
Future

Total provision for income tax benefit

Net (loss) income

Weighted average number of basic
shares outstanding
Basic (loss) income per share

Weighted average number of diluted
shares outstanding
Diluted (loss) income per share

Xinergy Ltd.

(Expressed in U.S. Dollars)
(Unaudited)

Six months ended

Three months ended

June 30 June 30

2010 2009 2010 2009
$ 33,037,309 $ 36,160,371 $ 25,177,248 $ 12,912,514
26,194,853 27,365,758 18,579,210 12,268,957
6,842,456 8,794,613 6,598,038 643,557
5,849,343 2,093,087 3,383,204 1,077,617
9,295,604 5,041,677 6,569,074 2,694,982
(8,302,491) 1,659,849 (3,354,240) (3,129,042)
199,065 112,846 45,146 54,743
(1,441,971) (5,113,530) (1,431,555) (2,578,623)
215,000 - 215,000 -
3,357,356 - 3,357,356 -
- 655,472 - -
101,249 (165,773) 101,249 (165,773)
- (2,252,004) - (2,252,004)
(158,744) - (137,734) -
2,271,955 (6,762,989) 2,149,462 (4,941,657)
(6,030,536) (5,103,140) (1,204,778) (8,070,699)
61,000 - - -
3,276,214 1,570,412 1,621,752 2,608,364
3,337,214 1,570,412 1,621,752 2,608,364
$ (2,693,322) $ (3,532,728) $ 416,974 $ (5,462,335)
55,320,849 32,864,743 56,180,221 33,003,022
$ (0.05) $ (0.11) $ 0.01 $ (0.17)
55,320,849 32,864,743 58,466,653 33,003,022
$ (0.05) $ (0.11) $ 0.01 $ (0.17)

See accompanying Notes to Consolidated Financial Statements.



Balance at January 1, 2009
Stock based compensation expense
Issuance for exercised stock options
Net income for the six months ended
June 30, 2009
Balance at June 30, 2009

Balance at January 1, 2010
Issuance for exercised warrants
Issuance for exercised stock options
Issuance to CFO for services
Issuance to directors for services

Issuance of warrant for senior secured

notes payable (Note 6)
Stock based compensation expense
Net loss for the six months ended
June 30, 2010
Balance at June 30, 2010

Xinergy Ltd.

Consolidated Statements of Shareholders’ Equity
(Expressed in U.S. Dollars)
(Unaudited)

Share Capital (Note 7)

Voting and Non-Voting Contributed Stock Accumulated Receivable

Shares Amount Surplus Warrants Options Deficit Key Employee Total
15,573,475  $ 7,318,708 $1,580 $ 224,114 $ 443521 $ (5,575,270) $ - $ 2,412,653
- - - - 202,134 - - 202,134
250,000 459,155 - - (146,655) - (312,500) -
- - - - - (3,532,728) - (3,532,728)
15,823,475 $7,777,863 $1,580 $ 224,114 $ 499,000 $ (9,107,998) $ (312,500) $ (917,941)
53,752,070  $61,747,806 $2,936 $4,365,380 $2,111,623 $(17,923,191) $ - $50,304,554
1,975,925 2,002,569 - (105,681) - - - 1,896,888
292,226 397,320 - - (190,586) - - 206,734
100,000 333,295 - - - - - 333,295
60,000 191,724 - - - - - 191,724
- - - 976,915 - - - 976,915
- - - - 694,340 - - 694,340
- - - - - (2,693,322) - (2,693,322)
56,180,221 $ 64,672,714 $2,936 $5,236,614 $ 2,615,377 $(20,616,513) $ - $51,911,128

See accompanying Notes to Consolidated Financial Statements.



Xinergy Ltd.

Consolidated Statements of Cash Flows
(Expressed in U.S. Dollars)
(Unaudited)

Six months ended Three months ended
June 30 June 30
2010 2009 2010 2009

Operating activities

Net (loss) income $ (2,693,322) $(3,532,728) $ 416,974 $(5,462,335)
Items not affecting cash:
Depreciation, depletion and
amortization 9,217,727 4,949,244 6,491,197 2,481,224
(Gain) loss on sale of equipment (101,249) 165,773 (101,249) 165,773
Gain on business acquisition (3,357,356) - (3,357,356) -
Gain on sale of mineral rights - (655,472) - -
Accretion of assets retirement
obligations 168,946 213,758 109,018 101,809
Amortization of deferred financing
costs 77,877 92,433 77,877 46,217
Amortization of discount on notes
payable 60,472 19,739 60,472 9,869
Future income tax benefit (3,276,214) (1,570,412) (1,621,752) (2,608,364)
Loss on advances to contract miners - 2,252,004 - 2,252,004
Stock based compensation expense 694,340 202,134 349,195 107,281
Issuance of common shares for
services rendered 525,019 - - -
Changes in operating assets and
liabilities:
Trade accounts receivable (3,142,082) 1,053,944 (3,381,046) 4,065,996
Advances to contract miners - (22,134) - (245,079)
Coal inventories (435,726) (961,412) 1,793,703 238,300
Other current assets (112,310) (11,623) 48,895 59,161
Recoupable royalties 295,831 (829,220) (110,349) (52,620)
Other noncurrent assets 150,110 (20,011) 26,200 13,047
Accounts payable and accrued
expenses 3,301,360 (1,172,878) 1,207,441 (2,913,699)
Accrued interest payable 1,282,192 (16,140) 1,282,192 (16,140)
Other noncurrent liabilities - 60,703 - 60,703
Assignment of overriding coal
royalty interest payable - 2,211,250 - 1,110,833
Income taxes payable (61,000) - - -
Asset retirement obligations
settled (90,431) (91,630) (31,149) (68,944)
Net cash provided by (used in)
operating activities 2,504,184 2,337,322 3,260,263 (654,964)



Xinergy Ltd.

Consolidated Statements of Cash Flows (continued)

Investing activities

Proceeds on sale of equipment

Acquisition of Raven Crest, net of
cash acquired

Purchases of property, plant and
equipment

Purchases of mine development costs

Proceeds from sale of mineral rights

Deposits for future equipment
acquisitions

Change in restricted cash

Net cash (used in) provided by
investing activities

Financing activities

Proceeds from issuance of equipment
notes payable

Proceeds from issuance of senior
secured notes payable

Payments for deferred financing costs

Repayment on Raven Crest notes
payable

Repayments on equipment notes

payable

Proceeds from exercise of options

Proceeds from exercise of warrants

Net cash provided by (used in)
financing activities

Net change in cash
Cash at beginning of period
Cash at end of period

(Expressed in U.S. Dollars)
(Unaudited)

Six months ended

Three months ended

June 30 June 30

2010 2009 2010 2009
$ 130,000 $ 457,000 $ 130,000 $ 457,000
(42,477,878) - (41,227,877) -
(10,331,716) (1,712,763) (6,703,642) (1,324,301)
(147,026) - (76,542) 422,250
- 1,750,000 - -
(141,048) - (141,048) -
(1,945,132) 21,142 (2,729,545) 550,274
(54,912,800) 515,379 (50,748,654) 105,223
5,829,826 393,070 3,357,511 393,070
72,750,000 - 72,750,000 -
(2,915,336) - (2,915,336) -
(17,908,600) (1,000,000) (17,908,600) -
(1,951,456) (1,955,415) (687,550) (991,759)
206,734 - - -
1,896,888 - - -
57,908,056 (2,562,345) 54,596,025 (598,689)
5,499,440 290,356 7,107,634 (1,148,430)
10,192,766 163,813 8,584,572 1,602,599
$ 15,692,206 $ 454,169 $15,692,206 $ 454,169




Xinergy Ltd.

Consolidated Statements of Cash Flows (continued)
(Expressed in U.S. Dollars)

(Unaudited)
Six months ended Three months ended
June 30 June 30
2010 2009 2010 2009
Supplemental disclosure of noncash
activities

Issuance of common stock in exchange

for note receivable — key employee

for stock options exercised $ - $ 312,500 $ - $ -

In connection with the Raven Crest acquisition, the Company acquired assets with a fair value of $71,736,192 and assumed
liabilities with a fair value of $24,016,166. These amounts were inclusive of the 5% investment in Raven Crest the Company
previously had with a carrying value of $1,884,792.

Supplemental disclosure of cash

flow information
Interest paid $ 55,913 $5,129,670 $45,497 $3,732,812

See accompanying Notes to Consolidated Financial Statements.



Xinergy Ltd.

Notes to Consolidated Financial Statements
(Unaudited)

June 30, 2010

1. Description of Business and Summary of Significant Accounting Policies
Description of Business

Xinergy Corp. was incorporated on October 2, 2007 and was formed to extract and market coal
produced from internal operations and broker coal purchased from third-parties. The Company
utilizes its own employees for the majority of its mining operations, while also purchasing and
remarketing coal from third-parties. The business activities of the Company are presently
located in Kentucky and West Virginia.

Reverse Takeover

On December 21, 2009, Xinergy Corp. (“Xinergy”) completed a reverse takeover (“RTO”) of
Xinergy Ltd. (the “Company”), formerly Greenwich Global Capital, Inc. (“GGC”), which was
previously listed on the NEX Board of the TSX Venture Exchange. GGC was incorporated
under the Business Corporations Act (“Ontario”) on February 11, 2005, and was classified as a
capital pool company (“CPC”) as defined in the TSX Venture Exchange Policy 2.4 and,
accordingly, had no significant assets other than cash and no commercial operations. GGC
changed its name to Xinergy Ltd. on December 21, 2009. Pursuant to the RTO transaction, these
interim consolidated financial statements reflect the results of operations of Xinergy prior to the
RTO and the consolidated results of operations of the Company and Xinergy subsequent to the
RTO. These interim consolidated financial statements are issued under the name of the legal
parent (the “Company”), but are deemed to be a continuation of the legal subsidiary (“Xinergy”).
The acquisition of the shares of Xinergy has been accounted for as an RTO transaction as GGC
did not qualify as a business for accounting purposes; accordingly, the transaction has been
accounted for as a capital transaction of Xinergy. Where context requires, in respect to
transactions prior to the RTO, the “Company” also refers to Xinergy.

Warrants and options to purchase Xinergy shares outstanding immediately prior to the RTO were
replaced with warrants and options to purchase an equivalent number of common shares of the
Company, on economically equivalent terms and conditions. Stock warrants and options
disclosed in these consolidated financial statements reflect the converted number of shares and
exercise prices.

Principles of Consolidation

The consolidated financial statements include Xinergy Ltd. and its subsidiaries, all of which are
wholly-owned. All significant intercompany accounts and transactions have been eliminated.



Xinergy Ltd.

Notes to Consolidated Financial Statements (continued)
(Unaudited)

1. Description of Business and Summary of Significant Accounting Policies (continued)
Basis of Presentation

These unaudited interim consolidated financial statements have been prepared in accordance
with Canadian generally accepted accounting principles (“GAAP”) for interim financial
statements. Accordingly, they do not include all the information and footnotes required by
GAAP for complete financial statements. In the opinion of management, the accompanying
financial information reflects all adjustments, consisting primarily of normal recurring
adjustments, which are, in the opinion of management, necessary for a fair presentation of results
for the interim periods. Operating results for the six months ended June 30, 2010 are not
necessarily indicative of the results that may be expected for the year ended December 31, 2010.
These interim consolidated financial statements follow the same accounting policies and
methods of their application as the audited consolidated financial statements of the Company for
the year ended December 31, 2009. Accordingly, these interim consolidated financial statements
should be read in conjunction with the Company’s 2009 annual audited consolidated financial
statements and notes thereto. All monetary references expressed in these notes are references to
United States dollars, except occasional references to Canadian dollar amounts, where the dollar
amount is preceded by “Cdn”.

The balance sheet at December 31, 2009 has been derived from the audited financial statements
at that date but does not include all the information and footnotes required by GAAP for
complete financial statements.

Certain prior year’s amounts have been reclassified to conform to the presentation adopted in the
current fiscal year.

Recently Issued Accounting Pronouncements

In February 2008, the Accounting Standards Board of the Canadian Institute of Chartered
Accountants announced that Canadian GAAP for publicly accountable enterprises will be
converged with International Financial Reporting Standards (“IFRS”) for fiscal years beginning
on or after January 1, 2011. Companies will be required to provide IFRS comparative
information for the previous fiscal year. The transition date of January 1, 2011, will require the
restatement for comparative purposes, amounts reported by the Company for the six months
ended June 30, 2010, for which the current and comparative information will be prepared under
IFRS. A detailed assessment of the impact of adopting IFRS on the Company’s consolidated
financial statements is in the process of being completed.



Xinergy Ltd.

Notes to Consolidated Financial Statements (continued)
(Unaudited)

2. Business Acquisition

Effective in December 2009, the Company purchased 100% of the membership interest in
Shenendoah Energy, LLC (*Shenendoah”). Shenendoah’s assets consist of a 5% ownership
interest in Raven Crest Mining, LLC (“Raven Crest”) and $160,000 in accounts receivable from
Raven Crest. Pursuant to the purchase agreement, all liabilities of Shenendoah were retained by
the seller. Management has evaluated this transaction and has determined that Shenendoah does
not meet the definition of a business under GAAP; accordingly, this transaction was considered
acquiring a group of assets and not a business combination.

On March 11, 2010, the Company executed a definitive membership interest purchase agreement
with JMP Coal Holdings, LLC (“JMP”) and Raven Crest to acquire the remaining 95%
membership interest from JMP in Raven Crest that the Company did not own. Raven Crest is a
West Virginia coal producer. A description of the Raven Crest projects is set forth in a technical
report entitled “An Independent National Instrument 43-101 Report Summarizing Mineral
Exploration, Development and Production Activities of Raven Crest Mining Reserves, Boone
County, West Virginia” dated April 6, 2010. This technical report can be found under the
Company’s profile on SEDAR at www.sedar.com.

On April 28, 2010, the Company completed the acquisition of the remaining 95% membership
interest in Raven Crest that it did not own (“the Acquisition”). The operations of Raven Crest
are included in the accompanying interim consolidated financial statements beginning April 28,
2010. Total fair value consideration for the Acquisition was $43,990,000 in cash, consisting of a
purchase price of $40,000,000, plus a payment of $3,990,000 for a working capital adjustment
settlement. During the first quarter of 2010, the Company made cash deposits for the
Acquisition totaling $1,250,000 that were funded from its cash balances. The Company paid
$37,270,667 (net of $1,479,333 of cash acquired from Raven Crest) on April 28, 2010 and paid
the working capital adjustment of $3,990,000 in June 2010.

Prior to acquiring the remaining 95% membership interest in Raven Crest, the Company
accounted for its 5% membership interest in Raven Crest using the cost method. The Company
recognized a loss of $32,789 as a result of re-measuring its prior investment in Raven Crest to
fair value as of the date of the Acquisition. The re-measured fair value of the previous
membership interest in Raven Crest was $1,852,003 and was determined based on the fair value
paid for the 95% interest in Raven Crest less a 20% discount to exclude the control and deal size
premium inherent in the purchase price of the Acquisition. In connection with the Acquisition,
Shenendoah wrote-off the $160,000 in accounts receivable from Raven Crest.

10



Xinergy Ltd.

Notes to Consolidated Financial Statements (continued)
(Unaudited)

2. Business Acquisition (continued)

The following table summarizes the estimated fair value of the assets acquired and liabilities
assumed at the Acquisition date. The Company obtained independent third-party valuations of
the mining machinery and equipment, coal supply agreement and other intangible assets and the
asset retirement obligations. The Company used a widely accepted valuation model to determine
the fair value of the mineral rights. The fair value of the assets acquired and liabilities assumed
as of the Acquisition date (April 28, 2010) are as follows:

Trade accounts receivable $ 1,676,400
Coal inventory 5,267,707
Other current assets 114,438
Property, plant and equipment 14,401,682
Mine development costs and mineral rights 28,249,472
Coal supply contract 20,790,000
Restricted cash 1,209,003
Other assets 27,490
Total identifiable assets acquired 71,736,192
Accounts payable and accrued expenses 2,997,391
Notes payable 17,908,600
Asset retirement obligations 1,798,426
Future income taxes 1,311,749
Total liabilities assumed 24,016,166
Net identifiable assets acquired 47,720,026
Fair value of consideration transferred for

100% of the membership interest 44,362,670
Gain $ 3,357,356

As further discussed in Note 6, the Company issued $75,000,000 of senior secured notes payable
and received $72,750,000 in net proceeds, after a 3% discount, to finance the purchase price and
working capital adjustment payment, repay approximately $17,900,000 of long-term debt
acquired in the Acquisition, fund reclamation bond collateral payments of approximately
$2,800,000, financing costs and transaction expenses of approximately $3,900,000 and the
remaining proceeds of approximately $6,900,000, inclusive of approximately $1,500,000 of cash
acquired, will be used for general corporate purposes.

The Company recognized $994,250 of acquisition related expenses that were expensed in the

second quarter of 2010. These expenses are included in the interim consolidated statement of
operations in general and administrative expenses.

11



Xinergy Ltd.

Notes to Consolidated Financial Statements (continued)
(Unaudited)

2. Business Acquisition (continued)

In connection with the Acquisition, certain deferred tax items were created to reflect the tax
effects of temporary differences between the carrying amounts of certain assets and liabilities for
financial reporting purposes and the amounts used for income tax purposes. The components of
the $1,113,943 in net deferred tax liabilities related to transaction costs, which resulted in a
deferred tax asset of $34,799, and the gain on the Acquisition, which resulted in a deferred tax
liability of $1,148,742. Primarily as a result of the deferred tax liability on the gain on the
Acquisition being recorded in connection with the Acquisition, the provision for income tax
recorded on the statement of operations differs from the amount that would be calculated at the
statutory federal and state income tax rates.

The following represents the pro forma consolidated statements of operations as if Raven Crest
had been included in the consolidated results of the Company for the entire six months ended
June 30:

2010 2009
Revenue $50,319,428 $66,143,923
Net loss 4,224,362 4,191,337

The pro forma amounts have been calculated after applying the Company’s accounting policies
and adjusting the results of Raven Crest to reflect the fair value adjustments for (i) depreciation
and amortization related to plant and equipment, (ii) the amortization of the coal supply
agreement and mineral rights, (iii) the change in accretion expense, (iv) additional interest
expense related to the financing, net of historical interest expense related to the assumed debt
that was repaid at closing, (v) additional interest income from the net proceeds of the financing,
(vi) elimination of the effect of a change in a Raven Crest accounting principle in 2010 that will
not have a continuing effect on the results of operations, (vii) elimination of the non-recurring
transaction expenses included in the Company’s historical financial statements and (viii) income
tax adjustments. These adjustments assume that the Acquisition and the related financing
occurred on January 1 of each period presented.

12



Xinergy Ltd.

Notes to Consolidated Financial Statements (continued)
(Unaudited)

3. Property, Plant and Equipment
Property, plant and equipment consists of the following at:

June 30, 2010

Accumulated
Depreciation

Cost and Depletion Net

Land $ 283421 $ - $ 283421
Plant and improvements 6,319,195 1,634,270 4,684,925
Mining equipment 49,008,625 15,893,991 33,114,634
Autos and trucks 1,586,325 691,561 894,764
Other equipment 318,899 105,526 213,373
Capitalized asset retirement costs 2,479,226 671,646 1,807,580

$59,995,691 $18,996,994 $40,998,697

December 31, 2009

Accumulated
Depreciation

Cost and Depletion Net

Land $ 133421 % - $ 133421
Plant and improvements 6,183,419 1,250,544 4,932,875
Mining equipment 25,267,491 10,681,792 14,585,699
Autos and trucks 1,109,075 481,885 627,190
Other equipment 184,567 78,227 106,340
Capitalized asset retirement costs 2,479,226 480,515 1,998,711

$35,357,199  $12,972,963 $22,384,236

Mineral rights and mine development costs are recorded at cost. The Company’s mine
development costs and mineral rights are controlled through leasing arrangements and non-
cancellable royalty lease agreements, under which future mining lease payments are due, and
generally last until the recoverable reserves are depleted. Depletion of reserves and amortization
of mine development costs are computed using the units of production method over estimated
total recoverable tons. Accumulated depletion of mineral rights was $1,278,003 and $703,505 as
at June 30, 2010 and December 31, 2009, respectively. Accumulated depletion of mine
development costs was $454,653 and $301,963 as at June 30, 2010 and December 31, 2009,
respectively.

13



Xinergy Ltd.

Notes to Consolidated Financial Statements (continued)
(Unaudited)

4. Long-term Coal Supply Agreement

In order to hedge against the risk of falling coal prices, the Company periodically enters into
long-term sales contracts. As at June 30, 2010, the Company has various existing sales contracts
which provide for the Company to deliver a specified amount of coal. Company management has
evaluated and concluded that the Company has the capacity to fulfill these obligations without
purchasing coal from a third-party and does not anticipate sustaining any losses from the
inability to fulfill these sales commitments.

The application of purchase accounting related to the acquisition of Raven Crest (Note 2)
resulted in the recognition of an asset in the amount of $20,790,000 for an above market priced
coal supply agreement in relation to the market prices at the date of acquisition. The
amortization of the asset for this agreement was $2,400,264 during 2010. As shipments on this
agreement are completed, the asset balance, which totaled $18,389,736 as at June 30, 2010, will
diminish through 2011 when this coal supply agreement is estimated to be complete.

5. Asset Retirement Obligations

The Company estimates the fair value of its asset retirement obligation (*ARO”) liabilities for
final reclamation and mine closure based upon detailed engineering calculations of the amount
and timing of future costs for third-party to perform the required work. Cost estimates are
escalated for inflation, and then discounted at the credit-adjusted risk-free rate, which
approximated a weighted average rate of 7.48% at June 30, 2010. Total estimated undiscounted
future costs related to the ARO liabilities totaled approximately $9,100,000 at June 30, 2010,
with costs expected to be paid from 2010 to 2019.

Changes in the Company’s asset retirement obligations are summarized as follows:

Six months ended Year ended
June 30, 2010 December 31, 2009

Asset retirement obligations,

beginning of period $5,721,664 $4,994,135
Liabilities assumed in acquisition 1,798,426 -
Liabilities incurred - 703,946
Accretion expense 168,946 361,544
Revisions in estimated cash flows - 17,028
Liabilities settled (90,431) (354,989)
Asset retirement obligations,
end of period $7,598,605 $5,721,664

6. Notes Payable

In 2008, the Company issued notes payable totaling $35,000,000, which were paid in full during
December 20009.

14



Xinergy Ltd.

Notes to Consolidated Financial Statements (continued)
(Unaudited)

6. Notes Payable (continued)

In conjunction with the Acquisition discussed in Note 2, during April 2010 the Company issued
$75,000,000 of senior secured notes payable to Marret Asset Management, Inc. (“Marret”) and
received $72,750,000 in net proceeds, after a 3% discount. These senior secured notes are
collateralized by substantially all assets of the Company and bear interest at an annual rate of
9.75%, payable in semi-annual payments of $3,656,250 ($1,282,192 accrued as at June 30,
2010). These senior secured notes mature in April 2015. The Company is required to maintain
certain debt covenants, including certain restrictions on dividends, and has limitations on
additional indebtedness.

The Company has certain early redemption options, in whole or in part, which would result in
percentages ranging from 110% to 102% of the principal amount of the notes, based on the dates
of the early redemption. If a change in control occurs, the Company will be required to offer to
redeem the outstanding notes for a redemption price equal to 109.75% of the outstanding
principal balance of the notes.

In consideration for the closing of the financing, the Company issued 3,000,000 common share
purchase warrants to the note holders with an exercise price of Cdn$4.20 expiring in December
2012. The value of these common share purchase warrants was estimated at the date of issuance
to be $976,915 and was recorded as a discount to the notes payable. Additionally, the Company
paid $2,915,336 of fees in connection with the financing, which have been capitalized as
deferred financing costs.

Additionally, the Company has numerous equipment notes. These notes bear interest at fixed
rates ranging from non-interest bearing to 8.1% and are due in various monthly payments
through April 2013. All these loans are collateralized by the related equipment purchased.

Aggregate annual future maturities of the Company’s notes payable are as follows at June 30,
2010:

July 1, 2010 to June 30, 2011 $ 3,713,214
July 1, 2011 to June 30, 2012 2,917,651
July 1, 2012 to June 30, 2013 551,900
July 1, 2012 to June 30, 2014 -
July 1, 2012 to June 30, 2015 75,000,000
Total notes payable $82,182,765
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Xinergy Ltd.

Notes to Consolidated Financial Statements (continued)
(Unaudited)

7. Shareholders’ Equity
Share Capital

The authorized share capital consists of an unlimited number of no par voting and non-voting
shares. The non-voting shares were created in connection with the RTO in December 2009,
resulting in the issuance of 19,467,541 shares with an allocated share capital amount of
$4,500,015. All remaining share capital transaction amounts affect voting shares.

In January 2010, in connection with the Chief Financial Officer’s employment agreement, the
Company issued 100,000 restricted common shares, of which 50,000 shares are exercisable in
December 2010 and 50,000 shares are exercisable in December 2011. These shares were valued
based on the trading price at the date of issuance.

Additionally, in January 2010 the Company issued an aggregate of 60,000 restricted common
shares to its three independent Directors, which are exercisable in January 2011. These shares
were value based on the trading price at the date of issuance.

Stock Options

During January 2010, the Company issued stock options as follows: options were granted to
purchase 400,000 shares with an exercise price of $3.10 per share and options were granted to
purchase 120,000 shares with an exercise price of $3.62 per share. During May 2010, the
Company granted to certain employees the option to purchase an aggregate 115,000 shares with
an exercise price of $2.71 per share.

Details of the stock options outstanding are as follows:

Number of Weighted Average
Options Exercise Price
Outstanding at January 1, 2009 3,806,403 $0.60
Granted 1,626,283 2.16
Options acquired as a result of RTO 27,108 Cdn1.99
Forfeited (552,711) 0.60
Exercised (521,425) 0.60
Outstanding at December 31, 2009 4,385,658 1.19
Granted 635,000 3.13
Forfeited (11,736) 0.60
Exercised (292,226) 0.71
Outstanding at June 30, 2010 4,716,696 $1.48

Of the stock options outstanding at June 30, 2010, 2,482,185 options expire in 2018, 1,599,511
options expire in 2019, 635,000 options expire in 2020.
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Notes to Consolidated Financial Statements (continued)
(Unaudited)

7. Shareholders’ Equity (continued)

Details of the stock options exercisable at June 30, 2010 are as follows:

Number of Weighted Average
Options Exercise Price
2,048,353 $0.60
4,518 Cdn1.99
500,000 3.62
2,552,871 $1.19

During February 2009, 250,000 options were exercised in exchange for a $312,500 nonrecourse
note receivable from a key employee with interest at 4% and a maturity of December 31, 20009.
The note receivable was repaid during December 2009.

Warrants

Summarized information about warrants, after reflection of the converted number of warrants
and exercise prices, from inception to June 30, 2010, is as follows:

Number of Weighted Average

Warrants Exercise Price
Outstanding at January 1, 2009 3,540,200 $0.96
Issued to investors in December 2009 9,514,136 Cdn$4.20
Issued to agents in December 2009 1,139,142 Cdn$4.20
Exercised in December 2009 (1,564,275) 0.96
Outstanding at December 31, 2009 12,629,203 $3.52
Exercised in March 2010 (1,975,925) 0.96
Issued for Marret note payable 3,000,000 Cdn$4.20
Outstanding at June 30, 2010 13,653,278 Cdn$4.20

Of the warrants outstanding at June 30, 2010, 10,653,278 expire in December 2011 and
3,000,000 expire December 2012.

17



Xinergy Ltd.

Notes to Consolidated Financial Statements (continued)
(Unaudited)

8. Net Earnings (Loss) per Share

The Company computes basic earnings (loss) per share by dividing net income (loss) attributable
to shareholders by the weighted average number of shares outstanding during the period.
Diluted earnings (loss) per share is computed by dividing net income (loss) attributable to
shareholders by diluted weighted average shares outstanding. Potentially dilutive shares include
the assumed exercise of stock options and warrants and the assumed vesting of stock option
grants (using the treasury stock method), if dilutive.

Basic and diluted earnings (loss) per share disclosed in these financial statements reflect the
converted weighted average number of shares outstanding after the RTO.

9. Capital Management

The Company’s objective in managing capital is to ensure sufficient liquidity to pursue its
growth strategy, fund mine development and undertake selective acquisitions, while also
managing financial risk. At June 30, 2010, the Company defines capital as cash and
shareholders’ equity.

The Company’s primary uses of capital are to finance ongoing operations, capital expenditures
and increases in noncash working capital. The Company currently funds these requirements
from internally generated cash flows and cash raised through equity issuances, as well as long-
term debt as required. The Company’s objectives when managing capital are to ensure that the
Company will continue to have enough liquidity so it can provide its products to its customers
and returns to its shareholders.

The Company continuously monitors its capital on the basis of the adequacy of its cash resources
to fund its business plan. In order to maximize flexibility to finance the Company’s ongoing
growth, the Company does not currently pay a dividend to its shareholders.

10. Financial Instruments and Financial Risk Factors

All financial instruments are measured at fair value on initial recognition of the instrument.
Measurement in subsequent periods depends on how the financial instrument has been classified
upon its inception. Financial instruments are classified into one of the following five categories:
held-for-trading, held-to-maturity, loans and receivables, available-for-sale financial assets or
other financial liabilities. Held-for-trading financial instruments are measured at fair value with
changes in those fair values recognized in net income (loss). Available-for-sale financial
instruments are measured at fair value, with changes in those fair values recognized in other
comprehensive income (loss). Financial assets held-to-maturity, loans and receivables and other
financial liabilities are measured at amortized cost using the effective interest method.
Transaction costs for financial instruments, other than held-for-trading, are included in the value
of the financial instrument. Income and expense related to financial instruments is included in
the consolidated statement of operations as interest income or interest expense.
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Notes to Consolidated Financial Statements (continued)
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10. Financial Instruments and Financial Risk Factors (continued)

The Company’s financial instruments include cash, restricted cash and certificates of deposit,
trade accounts receivable, advances to contract miners, accounts payable and accrued expenses,
and notes payable.

The estimated fair value of financial instruments has been determined by the Company using
available market information. The carrying value of the Company’s cash, restricted cash and
certificates of deposit, trade accounts receivable, advances to contract miners and accounts
payable and accrued expenses and approximates their fair value due to the short-term nature of
these items or the terms of the financial instruments. The estimated fair value of the Company’s
notes payable also approximate their carrying values because the effective interest rates are not
significantly different from current market rates.

The Company’s financial instruments have been classified as follow:

Financial Instrument Classification

Cash Held-for-trading
Restricted cash and certificates of deposit Held-to-maturity

Trade accounts receivable Loans and receivables
Advances to contract miners Loans and receivables
Accounts payable and accrued expenses Other financial liabilities
Notes payable Other financial liabilities

The Company is exposed to credit risk, liquidity risk and market risk associated with its financial
instruments.

Credit Risk

Credit risk arises from the potential that a customer or counterparty will fail to perform its
obligations. The Company’s exposure to credit risk exists primarily related to its trade accounts
receivable. While economic factors can affect credit risk, the Company manages risk by
providing credit terms on a case by case basis. Customers are primarily investment grade
companies and quasi-governmental agencies. The Company’s cash and certificates of deposit
are on deposit with quality financial institutions and such deposits are subject to insurance by the
Federal Deposit Insurance Corporation, an independent agency of the United States of America,
and the Canada Deposit Insurance Corporation, a federal Crown corporation created by Canadian
Parliament. The Company’s maximum credit risk exposure at June 30, 2010, is approximately
$18,870,000 and is equal to the carrying amount of all uninsured cash, restricted certificates of
deposit and trade accounts receivable as listed on the accompanying consolidated balance sheet.
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10. Financial Instruments and Financial Risk Factors (continued)
Market Risk

Interest rate risk is the risk the fair value or future cash flows of a financial instrument will
fluctuate due to changes in market interest rates. The Company’s interest rate risk primarily
relates to its interest bearing debt on the accompanying consolidated balance sheet. As the
Company’s debt has fixed interest rates, the Company has minimized its exposure to cash flow
interest rate risk.

The Company’s price risk primarily relates to the ability for coal prices to fluctuate widely and is
affected by many factors outside of the Company’s control. The Company minimizes its price
risk by entering into long-term sales contracts with customers which fix the price of coal sold.

Liquidity Risk

Liquidity risk is the risk the Company will have difficulty meeting its obligations associated with
financial liabilities. To manage this risk, the Company ensures, to the extent possible, that it will
have sufficient liquidity to meets its obligations when due by continually monitoring its cash
balances and its cash flow projections.

The Company has sustained losses since operations commenced in 2008 and has financed these
losses mainly through a combination of equity and debt offerings. As a result of the RTO and
equity issuance in December 2009, the Company significantly increased its cash balances,
reduced its outstanding debt and increased its shareholders’ equity. As a result of the financing
for the business acquisition discussed in Note 2, the Company’s debt and cash increased
significantly during the second quarter of 2010. Management of the Company believes it has
sufficient resources to meet all its obligations and also has the ability to fund the Company’s
operations in the upcoming year. The Company has contractual obligations with future minimum
undiscounted amounts payable that are due as follows at June 30, 2010:

Less than 1 2-3
Year Years Thereafter Total
Accounts payable and
accrued expenses $ 9,414,839 $ - $ - $9,414,839
Accrued interest payable 1,282,192 - - 1,282,192
Notes payable 3,713,214 3,469,551 75,000,000 82,182,765

$14,410,245 $3,469,551  $75,000,000 $92,879,796
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11. Concentrations

The Company’s three largest customers individually accounted for approximately 62%, 15% and
13% of the Company’s revenues during the six months ended June 30, 2010, and approximately
47%, 31%, and 21% of the Company’s revenues during the six months ended June 30, 2009.

Trade accounts receivable consists primarily of contractual receivables from coal sales to its
customers, which are nationally recognized public utilities and industrial companies, as is typical
in the industry. Two customers accounted for approximately 47% and 46% of trade account
receivable at June 30, 2010. Two customers accounted for approximately 54% and 43% of trade
accounts receivable at December 31, 2009.

12. Commitments and Contingencies

The Company is subject to various claims in the ordinary course of business but management
believes their ultimate resolution will have no material adverse effect on its financial condition,
results of operations or cash flows.

13. Subsequent Event
On July 27, 2010, the Company entered into a non-binding letter of intent to sell all its interest in
Xinergy of Alabama, Inc., a wholly-owned subsidiary of the Company, for $3,300,000. Although

the Company owns mining rights in Alabama through Xinergy of Alabama, Inc., there are
currently no operations related to those properties.
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