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HOMELAND ENERGY GROUP LTD.
CONDENSED INTERIM CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
(UNAUDITED)
(Stated in thousands of Canadian Dollars)

September 30, December 31, January 1,
As at Note 2011 2010 2010

(Note 4) (Note 4)

Assets

Current Assets

Cash and cash equivalents $ 3264 $ 3702 $ 7,295
Restricted cash 528 528 540
Amounts receivable 7 4,929 5,131 6,050
Inventory 8 1,999 3,389 8,149
Prepaid expenses 105 155 122
10,825 12,905 22,156
Non-Current Assets
Deposits and deferred charges 752 107 118
Investments 9 1,131 3,002 2,017
Long-term loans receivable 10 1,901 2,044 2,362
Exploration properties 11 4,261 5,731 5,226
Property, plant and equipment 12 50,254 38,488 31,836
Total Assets $ 69,124 $ 62,277 $ 63,715
Liabilities
Current Liabilities
Accounts payable and accrued liabilities $ 11,640 $ 13,315 $ 17,829
Current portion of asset retirement obligations 18 153 - -
Non-revolving Facility 13 - - 20,528
Loan from Shareholder 13 35,323 28,843 5,023
47116 $ 42,158 $ 43,380
Non-Current Liabilities
Loan from Bank 13 10,389 - -
Asset retirement obligations 18 2,650 466 438
Total Liabilities $ 60,155 $ 42,624 % 43,818
Shareholders' Equity
Share capital 14 88,385 88,385 79,958
Deficit (82,833) $ (79,216) (67,697)
Reserves 3,417 10,484 7,636
Total Shareholders' Equity 8,969 19,653 19,897
Total Liabilities and Shareholders' Equity $ 69124 $ 62,277 % 63,715

Going Concern (note 2)
Commitments and Contingencies (note 13 & 19)

Approved by the Board on November 14, 2011:
Siened: “B.V.N. Rao” Signed: “Mike Garvey”
B.V.N. Rao, Director Mike Garvey, Director

(The accompanying notes are an integral part of these condensed interim consolidated financial statements.)



HOMELAND ENERGY GROUP LTD.

CONDENSED INTERIM CONSOLIDATED STATEMENTS OF COMPREHENSIVE
(LOSS)

(UNAUDITED)

(Stated in thousands of Canadian Dollars except for per share amounts)

Three months ended September 30,

Nine months ended September 30,

Note 2011 2010 2010
(Note 4)
Revenue $ 8,187 10,558 $ 24,650 $ 24,714
Cost of goods sold
Mining and processing expense 6,142 10,838 17,058 24,488
Depletion, depreciation and amortization 498 418 2,208 1,383
Gross Profit (Loss) 1,547 (698) 5,384 (1,157)
Expenses
Management and administrative expenses 701 693 1,989 1,520
Office and general 1,145 1,325 2,523 2,697
Interest expense 743 158 1,505 674
Professional and consulting fees 147 430 516 1,076
Legal and accounting 86 118 412 407
Travel and accomodation 82 72 228 219
Directors' fees 40 45 155 97
Transfer agent and filing 4 7 41 60
Depreciation 4 6 34 45
2,952 2,854 7,403 6,795
Loss from Operations (1,405) (3,552) (2,019) (7,952)
Other Items
Foreign exchange gain (loss) (641) (1,475) 286 (1,600)
Other income 59 36 92 31
Unrealized loss from FVTPL investment 9(b) (470) - (1,623) -
Equity loss from investment 9(c) - (189) - (362)
Write-down of investment - - (93) -
Income(Loss) before Income Taxes (2,458) (5,180) (3,357) (9,883)
Income tax recovery (expense) 20 9 - (260) -
Net Income(Loss) for the Period (2,449) (5,180) (3,617) (9,883)
Other Comprehensive (Loss) Income
Unrealized (loss) gain on available-for-sale investments (151) 184 (248) 174
Foreign exchange (loss) gain on translation of
foreign subsidiaries (7,502) 1,925 (6,819) 3,714
Other Comprehensive (Loss) Income (7,653) 2,109 (7,067) 3,888
Comprehensive (Loss) $ (10,102) (3,071) (10,684) $ (5,995)
Earnings(Loss) Per Share - Basic & Diluted $ (0.01) (0.01) 0.01) $ (0.03)
Weighted Average Number of Basic and Diluted Common Shares
Outstanding During the Period 471,204,149 449,149,141 471,204,149 351,665,468

(The accompanying notes are an integral part of these condensed interim consolidated financial statements.)



HOMELAND ENERGY GROUP LTD.
CONDENSED INTERIM CONSOLIDATED STATEMENTS OF CHANGES IN
SHAREHOLDERS’ EQUITY

(UNAUDITED)
(Stated in thousands of Canadian Dollars)

Nine months ended September 30, 2011

Share Capital Reserves
Equity Available-for-  Currency
Number of settled BEEloan sale financial translation Total
Shares Amount awards (note 15(c)) assets adjustments ~ reserves Deficit Total
Balance at December 31, 2010 471,204,149 $ 88,385 $ 225 % 7231 $ (38) $ 3006 $ 10484 $  (79,216) $ 19,653
Net loss for the period - - - - - - - (3,617) (3,617)
Other comprehensive loss: - - - - (248) (6,819) (7,067) - (7,067)
Balance, September 30, 2011 471,204,149 $ 88,385 $ 225 % 7231 $ (286) $ (3,753) $ 3417 $  (82,833) $ 8,969
Nine months ended September 30, 2010
Share Capital Reserves
Equity Available-for- Translation of
Number of settled sale financial ~ foreign Total
Shares Amount awards BEE loan assets subsidiaries reserves Deficit Total
Balance at January 1, 2010 302,115,756 $ 79,958 $ 225 $ 7231 $ (627) $ 807 $ 7636 $  (67,697) $ 19,897
Rights offering 169,088,393 $ 8,427 - - - - - - $ 8,427
Net loss for the period - - - - - - - 9,883) (9,882)
Other comprehensive Income : - - - - 174 3,714 3,888 - 3,888
Balance, September 30, 2010 471,204,149 $ 88,385 $ 25 % 7231 $ (453) $ 4521 ¢ 11524 $  (77580) $ 22,330

(The accompanying notes are an integral part of these condensed interim consolidated financial statements.)



HOMELAND ENERGY GROUP LTD.
INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)
(Stated in thousands of Canadian Dollars)
Three Months Ended Nine Months Ended
September 30, 2011~ September 30, 2010 ~ September 30, 2011 September 30, 2010
Cash flows from (used in):
Operating activities:
Net loss for the period $ (2,449) $ (5,180) $ (3,617) $ (9,883)
Items not affecting cash:

Depletion, depreciation and amortization 502 424 2,242 1,427

Foreign exchange (gain) loss 651 1,038 (286) 1,009

Accrued interest expense 612 744 1,348 1,963

Accrued interest income (59) - (87) -

Write-down of investment - - 93 -

Unrealized loss from FVTPL investment 470 - 1,623 -

Equity loss from investment - 189 - 362

Change in non-cash working capital items 2,256 3,849 (677) (1,575)

Net cash provided by(used in) operating activities 1,983 1,064 639 (6,697)
Investing activities:

Exploration properties (186) (85) (312) (120)

Acquisition of property, plant and equipment (10,258) (1172) (15,167) (1,528)
Net cash used in investing activities (10,444) (1,257) (15479) (1,648)
Financing activities:

Loan from shareholder 426 29,962 6,480 36,454

Loan from Bank 10,389 10,389 -

Repayment of credit facilities - (21,455) - (23,1006)

Repayment of GMR loan - (8,129) - (8,129)

Issuance of comon shares, for cash - 8,454 - 8,454

Share issue costs - (27) - (27)
Net cash from financing activities 10,815 8,805 16,869 13,646
Effect of foreign exchange on cash balances (2,269) - (2467) -
Changes in cash and cash equivalents 85 8,014 (437) 5,302
Cash and cash equivalents - beginning of period 3,180 3,983 3,702 7,295
Cash and cash equivalents - end of period $ 3264 % 12,597 $ 3264 % 12,597

Supplemental cash flow information (Note 16)

(The accompanying notes are an integral part of these condensed interim consolidated financial statements.)



HOMELAND ENERGY GROUP LTD.

NOTES TO THE UNAUDITED CONDENSED INTERIM CONSOLIDATED FINANCIAL
STATEMENTS

September 30, 2011 AND 2010

(Stated in thousands of Canadian Dollars, unless otherwise stated)

NATURE OF OPERATIONS AND BASIS OF PRESENTATION

Homeland Energy Group Ltd. (“Homeland” or the “Company”) was incorporated under the
Canada Business Corporations Act on October 12, 2006. The Company was listed on the TSX Venture
Exchange on February 12, 2007. The registered office of the company is 144 Front Street West,
Toronto Ontario, M5] 2L7 Canada. The principal activity of the Company is “the acquisition,
exploration, development and operation of energy related resource properties”, primarily in
Southern Africa, but with a broader focus of investigating appropriate opportunities globally.

On October 1, 2009, the Company commenced commercial production of coal from its Kendal
project in South Africa. Homeland also owns an advanced-stage coal development property in
South Africa (namely the Eloff Mineral Property) and other properties in South Africa.

The business of mining and exploring for minerals involves a high degree of risk and there can be
no assurance that current exploration and development programs, or mining operations, will
result in profitable mining operations. The recoverability of the carrying value of Homeland’s
property, plant and equipment and exploration properties, and indeed the Company’s continued
existence, is dependent upon the ability of the Company to preserve its interests in the underlying
properties and to achieve profitable operations and/or to dispose of its interests in these property,
plant and equipment and exploration properties on an advantageous basis. Changes in future
conditions could require material write downs in the carrying value of the property, plant and
equipment, and exploration properties.

Although the Company has taken steps to verify and secure title to the property, plant and
equipment, and exploration properties in which it has an interest, in accordance with industry
standards for the current stage of exploration and development of such properties, these
procedures do not guarantee the Company's title. Although management is not aware of any such
agreements, transfers or defects, property title may be subject to unregistered prior agreements,
claims or transfers and title may be affected by undetected defects. Assets may also be subject to
the risks of foreign investment, increases in taxes and royalties, renegotiation of contracts,
currency exchange fluctuations and restrictions, and to political uncertainty.

GOING CONCERN

These condensed interim consolidated financial statements have been prepared on a going
concern basis in accordance with International Financial Reporting Standards (“IFRS”), which
assumes that the Company will be able to continue in operation for the foreseeable future and will
be able to realize its assets and discharge its liabilities in the normal course of business.

At September 30, 2011, the Company had cash and cash equivalents of $3,264 and a working
capital deficiency of $36,218, inclusive of a loan due to the majority shareholder of $35,323 (USD
$34,000).

The Company has a need for working capital for operations and for the exploration and
development of its properties. The Company’s ability to carry its operations is dependent on its
ability to raise additional funds and achieve positive cash flows from its operations. During 2010,
the Company successfully raised financing via issuance of shares for cash in the amount of $8,454,
as well as received financing of USD $29,000 ($27,966) from its majority shareholder. The
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HOMELAND ENERGY GROUP LTD.

NOTES TO THE UNAUDITED CONDENSED INTERIM CONSOLIDATED FINANCIAL
STATEMENTS

September 30, 2011 AND 2010

(Stated in thousands of Canadian Dollars, unless otherwise stated)

Company received additional funds of USD $5,000 ($4,822) and USD $1,200 ($1,157) from its
majority shareholder on March 28, 2011 and June 13, 2011, respectively. On June 30, 2011 the
Company negotiated a loan facility of USD $30,000 with ICICI Bank (note 13). The first drawdown
of USD $ 10,000 was received on July 4, 2011.

These condensed interim consolidated financial statements do not reflect any adjustments in the
carrying values of the assets and liabilities, the reported expenses, and the statement of financial
position classifications used that would be necessary if the going concern assumption were not
appropriate. Such adjustments could be material.

3. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES

(@)

(b)

Statement of Compliance

These condensed interim consolidated financial statements have been prepared in
accordance with International Accounting Standard 34 Interim Financial Reporting (“IAS
34”) as issued by the International Accounting Standards Board (“IASB”) and using the
accounting policies the Company expects to adopt in its consolidated financial statements as
at and for the year ending December 31, 2011.

In conjunction with the Company’s first annual audited consolidated financial statements to
be issued under International Financial Reporting Standards (“IFRS”) for the year ended
December 31, 2011, these condensed interim consolidated financial statements present the
financial results of comprehensive income (loss) and financial position under IFRS as at and
for the three and nine months ended September 30, 2011, including 2010 comparative
periods. In previous years, the Company prepared its consolidated financial statements in
accordance with Canadian generally accepted accounting principles (“Canadian GAAP”) in
effect prior to January 1, 2011. Comparative information has been restated from previous
Canadian GAAP to IFRS. The impact of the transition to IFRS on the Company’s previously
reported consolidated financial statements are presented in note 4.

The policies applied in these condensed interim consolidated financial statements are based
on IFRS issued and outstanding as of November 11, 2011, the date the Board of Directors
approved the condensed interim consolidated financial statements. Any subsequent changes
to IFRS that are given effect in the Company’s annual consolidated financial statements for
the year ending December 31, 2011 could result in restatement of these condensed interim
consolidated financial statements, including the transition adjustments recognized on
change-over to IFRS.

These condensed interim consolidated financial statements should be read in conjunction
with the Company’s 2010 annual consolidated financial statements prepared in accordance
with Canadian GAAP and in consideration of the IFRS transition disclosures included in
note 4 to these condensed interim consolidated financial statements and the Company’s
condensed interim consolidated financial statements under IFRS as at and for the three
months ended March 31, 2011 and the six months ended June 30, 2011.

Basis of measurement
These condensed interim consolidated financial statements have been prepared on a
historical cost basis except as described in note 3(i) and 3(p). The accounting policies

9



HOMELAND ENERGY GROUP LTD.

NOTES TO THE UNAUDITED CONDENSED INTERIM CONSOLIDATED FINANCIAL
STATEMENTS

September 30, 2011 AND 2010

(Stated in thousands of Canadian Dollars, unless otherwise stated)

(©

(d)

described in note 4 have been applied consistently to all periods presented in these
condensed interim consolidated financial statements except as disclosed.

Basis of consolidation

The condensed interim consolidated financial statements incorporate the financial statements
of the Company and its subsidiaries. It includes the accounts of the Company and its wholly
owned subsidiaries Homeland Energy Corporation, Homeland Mining & Energy SA (Pty),
Ferret Coal Holdings (Pty) Ltd and Corpclo 331(Pty) as well as 50%-owned subsidiaries
Nhlalala Mining (Pty) Ltd and Tshedza mining Resources (Pty) Ltd.

Subsidiaries

Subsidiaries are entities over which the Company has control, where control is defined as the
power to govern financial and operating policies of an entity so as to obtain benefit from its
activities. Generally, the Company has a shareholding of more than one half of the voting
rights in its subsidiaries. The effects of potential voting rights that are currently exercisable
are considered when assessing whether control exists. Subsidiaries are fully consolidated
from the date control is transferred to the Company, and are de-consolidated from the date
control ceases.

Intercompany transactions between subsidiaries are eliminated upon consolidation.

Associates

Associates are entities over which the Company has significant influence, but not control.
Generally, the Company has a shareholding of between 20% and 50% of the voting rights
Investments in associates are accounted for using the equity method as follows:

e investments are initially recognized at cost;

e associates include goodwill identified on acquisition, net of any accumulated
impairment loss;

e the Company’s share of post-acquisition profits or losses is recognized in the
statement of comprehensive income (loss) and is adjusted against the carrying amount
of the investments;

e when the Company’s share of losses equals or exceeds its interest in the associates,
including unsecured receivables, the Company does not recognize further losses,
unless it has incurred obligations or made payments on behalf of the investee;

e accounting policies of associates are adjusted as necessary to ensure consistency with
the policies of the company; and

e gains on transactions between the Company and its associates are eliminated to the
extent of the Company’s interest in these entities and losses are eliminated unless the
transaction provides evidence of an impairment of the asset transferred.

Revenue recognition

Sale of goods (coal) is measured at the fair value of the consideration received or receivable
and represents the amount receivable for the goods and services provided in the normal
course of business, net of discounts and sales related tax.

Sale of Goods
Revenue from the sale of goods (coal) is recognized when all of the following conditions are
satisfied:

10



HOMELAND ENERGY GROUP LTD.

NOTES TO THE UNAUDITED CONDENSED INTERIM CONSOLIDATED FINANCIAL
STATEMENTS

September 30, 2011 AND 2010

(Stated in thousands of Canadian Dollars, unless otherwise stated)

(8)

e the Company has transferred to the buyer the significant risks and rewards of
ownership of the goods;

e the Company retains neither continuing managerial involvement to the degree
usually associated with ownership nor effective control over the goods sold;

¢ the amount of revenue can be measured reliably;

e it is probable that the economic benefits associated with the transaction will flow to
the Company; and

e the costs incurred or to be incurred in respect of the transaction can be measured
reliably.

Earnings (loss) per share

The Company presents basic and diluted earnings (loss) per share data. Basic earnings (loss)
per share are calculated by dividing the earnings or loss attributable to shareholders of the
Company by the weighted average number of common shares outstanding during the
period. The diluted earnings (loss) per share are determined by adjusting the earnings or loss
attributable to common shareholders and the weighted average number of common shares
outstanding for the effects of all dilutive potential common shares. The diluted earnings
(loss) per share calculation considers the impact of employee stock options and other
potentially dilutive instruments. The options are anti-dilutive when the Company is in a loss
position.

Leasing

Leases under which the risks and benefits of ownership are effectively retained by the lessor
are classified as operating leases. Obligations incurred under operating leases are charged to
the interim consolidated statement of comprehensive income (loss) in equal installments
over the period of the lease, except when an alternative method is more representative of the
time pattern from which benefits are derived.

Leases that transfer substantially all the risks and rewards of ownership of the underlying
asset to the lessee are classified as finance leases. Assets acquired under finance lease
agreements are capitalized at the lower of fair value and the present value of the minimum
leases payments at inception of the lease, and depreciated over the expected useful lives of
the assets.

Foreign currency translation

Functional and Presentation currency

The Company’s presentation currency is the Canadian dollar (“$”). The functional currency
of the Company and its foreign subsidiaries is the Canadian Dollar and South African Rand
(“ZAR”), respectively. These condensed interim consolidated financial statements have been
prepared in Canadian dollars in accordance with IAS 21 The Effects of Changes in Foreign
Exchange Rates. These guidelines require that assets and liabilities be translated using the
exchange rate at period end, and income, expenses and cash flow items are translated using
the rate that approximates the exchange rates at the dates of the transactions (i.e. the average
rate for the period). Subsequent to the adoption of IFRS, all resulting exchange differences
are reported as a separate component of statement of changes in equity titled “Currency
translation adjustments”.

11



HOMELAND ENERGY GROUP LTD.

NOTES TO THE UNAUDITED CONDENSED INTERIM CONSOLIDATED FINANCIAL
STATEMENTS

September 30, 2011 AND 2010

(Stated in thousands of Canadian Dollars, unless otherwise stated)

(h)

Foreign currency translation

In preparing the financial statements of the individual entities, transactions in currencies
other than the entity’s functional currency (foreign currencies) are recognised at the rates of
exchange prevailing at the dates of the transactions. At the end of each reporting period,
monetary items denominated in foreign currencies are translated at the rates prevailing at
that date. Non-monetary items carried at fair value that are denominated in foreign
currencies are translated at the rates prevailing at the date when the fair value was
determined.

Exchange differences on foreign currency translation are recognised in the statement of
comprehensive income (loss) in the period in which they arise except for:

e exchange differences on foreign currency borrowings relating to assets under
construction for future productive use, which are included in the cost of those assets
when they are regarded as an adjustment to interest costs on those foreign currency
borrowings;

e exchange differences on monetary items receivable from or payable to a foreign
operation for which settlement is neither planned nor likely to occur (therefore
forming part of the net investment in the foreign operation), which are recognised
injtially in other comprehensive income (loss) and reclassified from the equity reserve
to net income (loss) from operations on disposal or partial disposal of the net
investment.

On the disposal of a foreign operation (i.e. a disposal of the Company’s entire interest in a
foreign operation, or a disposal involving loss of control over a subsidiary that includes a
foreign operation, loss of joint control over a jointly controlled entity that includes a foreign
operation, or loss of significant influence over an associate that includes a foreign operation),
all of the accumulated exchange differences in respect of that operation attributable to the
Company are reclassified to the statement of comprehensive income (loss). Any exchange
differences that have previously been attributed to non-controlling interests are
derecognised, but they are not reclassified to the statement of comprehensive income (loss).

In the case of a partial disposal (i.e. no loss of control) of a subsidiary that includes a foreign
operation, the proportionate share of accumulated exchange differences are re-attributed to
non-controlling interests and are not recognised in the statement of comprehensive income
(loss). For all other partial disposals (i.e. of associates or jointly controlled entities not
involving a change of accounting basis), the proportionate share of the accumulated
exchange differences is reclassified to the statement of comprehensive income (loss).

Foreign exchange gains and losses that relate to borrowings and cash and cash equivalents
are presented in the statement of comprehensive income (loss) within “finance costs”. All
other foreign exchange gains and losses are presented in the statements of comprehensive
income (loss).

Borrowing costs
Borrowing costs directly attributable to the acquisition, construction or production of
qualifying assets, which are assets that necessarily take a substantial period of time to get

12



HOMELAND ENERGY GROUP LTD.

NOTES TO THE UNAUDITED CONDENSED INTERIM CONSOLIDATED FINANCIAL
STATEMENTS

September 30, 2011 AND 2010

(Stated in thousands of Canadian Dollars, unless otherwise stated)

ready for their intended use or sale, are added to the cost of those assets, until such time as
the assets are substantially ready for their intended use or sale.

Investment income earned on the temporary investment of specific borrowings pending their
expenditure on qualifying assets is deducted from the borrowing costs eligible for
capitalization.

All other borrowing costs are recognized in the statement of comprehensive income (loss) in
the period in which they are incurred.

Share-based payments

Under the Company’s stock option plan, stock-based compensation awards are available to
officers, directors, employees and consultants. All stock-based payments have been
accounted for using a fair-value-based method of accounting. The fair value of each stock
option granted is accounted for in the statement of comprehensive income (loss), over the
vesting period thereof, and the related credit is included in an equity reserve, namely equity
settled awards.

Equity-settled share-based payments to employees and others providing similar services are
measured at the fair value of the equity instruments at the grant date. Details regarding the
determination of the fair value of equity-settled share-based transactions are set out in note
15(b).

The fair value determined at the grant date of the equity-settled share-based payments is
expensed on a straight-line basis over the vesting period, based on the Company’s estimate
of equity instruments that will eventually vest. At the end of each reporting period, the
Company revises its estimate of the number of equity instruments expected to vest. The
impact of the revision of the original estimates, if any, is recognized in the statement of
comprehensive income (loss) such that the cumulated expense reflects the revised estimate,
with a corresponding adjustment to the equity-settled awards reserve.

Equity-settled share-based payment transactions with parties other than employees are
measured at the fair value of the goods or serves received, except where that fair value
cannot be estimated reliably, in which case they are measured at the fair value of the equity
instruments granted, measured at the date of the entity obtains the goods or the counterparty
renders the service.

Taxation

Current tax payable is based on taxable profit for the period. Taxable profit differs from
profits reported in the condensed interim consolidated statement of comprehensive income
(loss) because of items in income or expense that are taxable or deductable in other years and
items that are never taxable or deductable. The Company’s liability for current tax is
calculated using tax rates that have been enacted or substantively enacted by the end of the
reporting period.

Deferred tax is recognized in respect of temporary differences between the carrying amounts
of assets and liabilities for financial reporting purposes and the amounts used for taxation
purposes. Deferred tax is not recognized on the initial recognition of assets or liabilities in a

13



HOMELAND ENERGY GROUP LTD.

NOTES TO THE UNAUDITED CONDENSED INTERIM CONSOLIDATED FINANCIAL
STATEMENTS

September 30, 2011 AND 2010

(Stated in thousands of Canadian Dollars, unless otherwise stated)

transaction that is not a business combination. Deferred tax is measured at the tax rates that
are expected to be applied to temporary differences when they reverse, based on the laws
that have been enacted or substantively enacted by the reporting date. Deferred tax assets
and liabilities are offset if there is a legally enforceable right to offset, and they relate to
income taxes levied by the same tax authority on the same taxable entity, or on different tax
entities, but they intend to settle current tax liabilities and assets on a net basis or their tax
assets and liabilities will be realized simultaneously. A deferred tax asset is recognized for
unused tax losses, tax credits and deductible temporary differences to the extent that it is
probable that future taxable profits will be available against which they can be utilized.
Deferred tax assets are reviewed at each reporting date and are reduced to the extent that it
is no longer probable that the related tax benefit will be realized.

Property, plant and equipment

Property, plant and equipment are recorded at cost less accumulated depreciation and
depletion. The Company provides for depreciation on a straight-line basis using the
following rates, designed to amortize the cost of the assets over their estimated useful lives,
as follows:

Mining property, plant and equipment
Mining property, plant and equipment Unit-of-production basis over reserves
Motor vehicles 5 years

Corporate assets

Office furniture and equipment 3 to 6 years
Computer equipment 3 years
Leasehold improvements Straight-line over the shorter of useful

life or lease terms
Mineral properties
Exploration and evaluation

Once a license to explore an area has been secured, expenditures on exploration and
evaluation activities are capitalized to exploration and evaluation and classified as a
component of property, plant and equipment. Exploration expenditures relate to the initial
search for deposits with economic potential and to detailed assessments of deposits or other
projects that have been identified as having economic potential. Management reviews the
carrying value of capitalized exploration costs at least annually or earlier when indicator of
impairment exists. The review is based on the Company’s intentions for development of the
undeveloped property. Subsequent recovery of the resulting carrying value depends on
successful development or sale of the undeveloped project. If a project does not prove viable,
all irrecoverable costs associated with the project net of any impairment provisions are
written off.

14



HOMELAND ENERGY GROUP LTD.

NOTES TO THE UNAUDITED CONDENSED INTERIM CONSOLIDATED FINANCIAL
STATEMENTS

September 30, 2011 AND 2010

(Stated in thousands of Canadian Dollars, unless otherwise stated)

Development

When economically viable reserves have been determined and the decision to proceed with
development has been approved, the expenditures related to development and construction
are capitalized as construction-in-progress and classified as a component of property, plant
and equipment. Costs associated with the commissioning of new assets incurred in the
period before they are operating in the way intended by management, are capitalized and
transferred to property, plant and equipment. Development expenditure is net of the
proceeds of the sale of metals from ore extracted during the development phase. Interest on
borrowings related to the construction and development of assets are capitalized until
substantially all the activities required to make the asset ready for its intended use are
complete. The costs of removing overburden to access ore are capitalized as pre-production
stripping costs and classified as a component of property, plant and equipment.

Direct property acquisition costs, holding costs, field exploration and supervisory costs, and
development costs (net of any pre-commercial production revenues and related pre-
commercial production operating costs) relating to specific properties are capitalized and
deferred until the property to which they directly relate is placed into commercial
production, at which time they are re-classified as property, plant and equipment and are
depleted on a unit-of-production basis, or until the property to which they relate is
abandoned, sold or considered to be impaired in value, at which time an appropriate charge
will be made to the statement of comprehensive income (loss). Any incidental reserve is
recorded in the statement of comprehensive income (loss).

Costs include the cash consideration paid as well as the fair market value of shares, warrants
or stock options issued, if any, on the acquisition of exploration properties. Properties
acquired under option agreements whereby payments are made at the sole discretion of the
Company are recorded in the accounts at such time as the payments are made. The proceeds
from options granted are applied to the cost of the related property and any excess is
included in the statement of comprehensive income (loss) for the period. Costs incurred for
administration and general exploration that are not project specific, are charged to the
statement of comprehensive income (loss).

The recorded amounts for the acquisition costs of properties and their related capitalized
exploration and development expenses represent actual expenditures incurred and are not
intended to reflect present or future values. The Company, however, reviews the capitalized
costs on its properties on a periodic basis and will recognize any impairment in value based
upon the stage of operations, exploration and/or development, work programs proposed,
current exploration results and upon management’s assessment of the future probability of
profitable revenues from each property, or from the sale of the relevant property.
Management’s assessment of a property’s current fair market value may also be based on a
review of other property transactions that have occurred in the same geographic area as that
of the property under review. The recovery of acquisition costs and deferred exploration is
dependent upon the existence of economically recoverable reserves, the Company’s ability to
obtain the necessary financing to complete exploration and development, and future
profitable production or proceeds from disposition of such properties.
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(m) Impairment of non-financial assets

The Company reviews its long-lived assets to determine whether there is any indication for
impairment whenever events or changes in circumstances indicate those assets have suffered
an impairment loss. If any such indications exist, the recoverable amount of the asset is
estimated in order to determine the extent of the impairment loss (if any).

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing
value in use, the estimated future cash flows are discounted to their present value using a
pre-tax discount rate that reflects current market assessments of the time value of money and
the risks specific to the asset for which the estimates of future cash flows have not been
adjusted.

Where an impairment loss subsequently reverses, the carrying amount of the asset is
increased to the revised estimate of its recoverable amount, but so that the increased carrying
amount does not exceed the carrying amount that would have been determined had no
impairment loss been recognized for the asset in prior years. A reversal of an impairment
loss is recognized immediately in the statement of comprehensive income (loss), unless the
relevant asset is carried at a revalued amount, in which case the reversal of the impairment
loss is treated as a revaluation increase.

Inventories

Material and supplies expected to be used in production are valued at the lower of average
cost and net realizable value. Stock-piled run-of-mine ore inventory is valued at the lower of
average production cost and net realizable value. Discards which consist of usable
byproduct are valued at the lower of average production cost and net realizable value.
Production costs include the cost of raw materials, direct labour, mine-site overhead
expenses, and depletion of property, plant and equipment. Finished goods inventory which
consists of coal which is available for sale is valued at the lower of average production cost
and net realizable value. Net realizable value represents the estimated selling price for
inventories less all estimated costs of completion and costs necessary to make the sale.

Provisions

Asset retirement obligation

The fair value of an asset retirement obligation is recognized in the period in which the
obligation is incurred, discounted to its present value using a pre-tax rate specific to the
obligation. The fair value of the estimated obligation is recorded as a long-term liability, with
a corresponding increase in the carrying amount of the related asset. The costs capitalized to
the related asset will be amortized to the statement of comprehensive income (loss) in a
manner consistent with the depletion and amortization of the underlying asset. The liability
amount is increased in each reporting period due to passage of time and the amount of
accretion is charged to operations in the period. Revisions to the estimated timing of cash
flows or to the original estimated undiscounted costs could also result in an increase or
decrease in the obligation. Actual costs incurred upon settlement of the retirement obligation
are charged against the obligation to the extent of the liability recorded.

The Company’s estimates of restoration costs could change as a result of changes in
regulatory requirements, discount rates and assumptions regarding the amount and timing
of the future expenditures. These changes are recorded directly to the related asset with a
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corresponding entry to the restoration provision. The Company’s estimates are reviewed
annually for changes in regulatory requirements, discount rates, effects of inflation and
changes in estimates.

Financial instruments

Financial assets

All financial assets are recognized and derecognized on trade date where the purchase or
sale of a financial asset is under a contract whose terms require delivery of the financial asset
within the timeframe established by the market concerned, and are initially measured at fair
value, plus transaction costs, except for those financial assets classified as at fair value
through profit or loss, which are initially measured at fair value.

Financial assets are classified into the following specified categories: financial assets 'at fair
value through profit or loss' (FVIPL), 'held-to-maturity' investments, 'available-for-sale'
(AFS) financial assets and 'loans and receivables'. The classification depends on the nature
and purpose of the financial assets and is determined at the time of initial recognition.

Financial instruments recorded at fair value

Financial instruments recorded at fair value on the condensed interim consolidated
statements of financial position are classified using a fair value hierarchy that reflects the
significance of the inputs used in making the measurements. The fair value hierarchy has the
following levels:

e Level 1 - inputs to the valuation methodology are quoted prices (unadjusted) for
identical assets or liabilities in active markets;

e Level 2 - inputs to the valuation methodology include quoted prices for similar assets
and liabilities in active markets, and inputs that are observable for the asset or
liability, either directly or indirectly, for substantially the full term of the financial
instruments.

e Level 3 - valuation techniques using inputs for the asset or liability that are not based
on observable market data (unobservable inputs).

Effective-interest method

The effective-interest method is a method of calculating the amortized cost of a debt
instrument and of allocating interest income over the relevant period. The effective-interest
rate is the rate that exactly discounts estimated future cash receipts (including all fees on
points paid or received that form an integral part of the effective-interest rate, transaction
costs and other premiums or discounts) through the expected life of the debt instrument, or
(where appropriate) a shorter period, to the net carrying amount on initial recognition.

Income is recognized on an effective-interest basis for debt instruments other than those
financial assets classified as at FVTPL.

Financial assets at FVTPL

Financial assets are classified as at FVTPL when the financial asset is either held for trading
or it is designated as at FVTPL.
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A financial asset is classified as held at FVTPL if:
e it has been acquired principally for the purpose of selling it in the near term; or
e on initial recognition it is part of a portfolio of identified financial instruments that the
Company manages together and
e has arecent actual pattern of short-term profit taking; or
e itisa derivative that is not designated and effective as a hedging instrument.

A financial asset other than a financial asset held for trading may be designated as at FVTPL
upon initial recognition if:
¢ such designation eliminates or significantly reduces a measurement or recognition
inconsistency that would otherwise arise; or
e the financial asset forms part of a group of financial assets or financial liabilities or
both, which is managed and its performance is evaluated on a fair value basis, in
accordance with the Company's documented risk management or investment
strategy, and information about the grouping is provided internally on that basis; or
e it forms part of a contract containing one or more embedded derivatives, and 1AS 39
Financial Instruments: Recognition and Measurement permits the entire combined
contract (asset or liability) to be designated as at FVTPL.

Financial assets at FVTPL are stated at fair value, with any gains or losses arising on re-
measurement recognized in profit or loss. The net gain or loss recognized in profit or loss
incorporates any dividend or interest earned on the financial asset and is included in the
'other gains and losses' line item in the interim consolidated statement of comprehensive
income. Fair value is determined in the manner described in note 6(a).

Held-to-maturity investments

Bills of exchange and debentures with fixed or determinable payments and fixed maturity
dates that the Group has the positive intent and ability to hold to maturity are classified as
held-to-maturity investments. Held-to-maturity investments are measured at amortized cost
using the effective-interest method less any impairment, with revenue recognized on an
effective-yield basis.

Awvailable-for-sale financial assets

Listed shares and listed redeemable notes held by the Company that are traded in an active
market are classified as available for sale (“AFS”) and are stated at fair value. Fair value is
determined in the manner described in note 6(a). Gains and losses arising from changes in
fair value are recognized in other comprehensive income and accumulated in the available-
for-sale financial asset reserve, with the exception of impairment losses, interest calculated
using the effective-interest method, and foreign exchange gains and losses on monetary
assets, which are recognized in profit or loss. When the investment is disposed or is
determined to be impaired, the cumulative gain or loss previously accumulated in the
investments revaluation reserve is reclassified to profit or loss.

Dividends on AFS equity instruments are recognized in profit or loss when the Company’s
right to receive the dividends is established.

The fair value of AFS monetary assets denominated in a foreign currency is determined in
that foreign currency and translated at the spot rate at the end of the reporting period. The
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foreign exchange gains and losses that are recognized in profit or loss are determined based
on the amortized cost of the monetary asset. Other foreign exchange gains and losses are
recognized in other comprehensive income.

Loans and receivables

Amounts receivables, and long-term loans receivable that have fixed or determinable
payments that are not quoted in an active market are classified as 'loans and receivables'.
Loans and receivables are measured at amortized cost using the effective-interest method,
less any impairment. Interest income is recognized by applying the effective-interest rate,
except for short-term receivables when the recognition of interest would be immaterial.

Impairment of financial assets

Financial assets, other than those at FVTPL, are assessed for indicators of impairment at the
end of each reporting period. Financial assets are considered to be impaired when there is
objective evidence that, as a result of one or more events that occurred after the initial
recognition of the financial asset, the estimated future cash flows of the investment have
been affected.

For listed and unlisted equity investments classified as AFS, a significant or prolonged
decline in the fair value of the security below its cost is considered to be objective evidence of
impairment.

For all other financial assets classified as AFS, objective evidence of impairment could
include:
e significant financial difficulty of the issuer or counterparty; or
e default or delinquency in interest or principal payments; or
e it becoming probable that the borrower will enter bankruptcy or financial re-
organization.

For certain categories of financial assets, such as amounts receivables, assets that are assessed
not to be impaired individually are, in addition, assessed for impairment on a collective
basis. Objective evidence of impairment for a portfolio of receivables could include the
Company’s past experience of collecting payments, an increase in the number of delayed
payments in the portfolio past the average credit period of 60 days, as well as observable
changes in national or local economic conditions that correlate with default on receivables.

For financial assets carried at amortized cost, the amount of the impairment loss recognized
is the difference between the asset’s carrying and the present value of estimated future cash
flows, discounted at the financial asset’s original effective-interest rate.

The carrying amount of the financial asset is reduced by the impairment loss directly for all
financial assets with the exception of amounts receivables, where the carrying amount is
reduced through the use of an allowance account. When an amount receivable is considered
uncollectible, it is written off against the allowance account. Subsequent recoveries of
amounts previously written off are credited against the allowance account. Changes in the
carrying amount of the allowance account are recognized in profit or loss.

When an AFS financial asset is considered to be impaired, cumulative gains or losses
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previously recognized in other comprehensive income are reclassified to profit or loss in the
period.

With the exception of AFS equity instruments, if, in a subsequent period, the amount of the
impairment loss decreases and the decrease can be related objectively to an event occurring
after the impairment was recognized, the previously recognized impairment loss is reversed
through profit or loss to the extent that the carrying amount of the investment at the date the
impairment is reversed does not exceed what the amortized cost would have been had the
impairment not been recognized.

In respect of AFS equity securities, impairment losses previously recognized in profit or loss
are not reversed through profit or loss. Any increase in fair value subsequent to an
impairment loss is recognized in other comprehensive income.

De-recognition of financial assets

The Company de-recognizes a financial asset only when the contractual rights to the cash
flows from the asset expire, or when it transfers the financial asset and substantially all the
risks and rewards of ownership of the asset to another entity. If the Company neither
transfers nor retains substantially all the risks and rewards of ownership and continues to
control the transferred asset, the Company recognizes its retained interest in the asset and an
associated liability for amounts it may have to pay. If the Company retains substantially all
the risks and rewards of ownership of a transferred financial asset, the Company continues
to recognize the financial asset and also recognizes a collateralized borrowing for the
proceeds received.

Classification as debt or equity
Debt and equity instruments are classified as either financial liabilities or as equity in
accordance with the substance of the contractual arrangement.

Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of an
entity after deducting all of its liabilities. Equity instruments issued by the Company are
recognized at the proceeds received, net of direct issue costs.

Financial liabilities
Financial liabilities are classified as either financial liabilities 'at FVTPL' or 'other financial
liabilities'.

Other financial liabilities

Other financial liabilities, including accounts payable and accrued liabilities, long-term
liabilities and loan from GMR Energy, are initially measured at fair value, net of transaction
costs.

Other financial liabilities are subsequently measured at amortized cost using the effective-
interest method, with interest expense recognized on an effective-yield basis. The effective-
interest method is a method of calculating the amortized cost of a financial liability and of
allocating interest expense over the relevant period. The effective-interest rate is the rate that
exactly discounts estimated future cash payments through the expected life of the financial
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(C))

liability, or (where appropriate) a shorter period, to the net carrying amount on initial
recognition.

De-recognition of financial liabilities
The Company de-recognizes financial liabilities when, and only when, the Company's
obligations are discharged, cancelled or they expire.

Use of estimates and judgments

The preparation of financial statements requires management to make judgments, estimates
and assumptions that affect the application of accounting policies and the reported amounts
of assets, liabilities, income and expenses. Actual results could differ from these estimates.

Key areas of estimation, where management has made difficult, complex or subjective
judgments, often as a result of matters that are inherently uncertain are as follows:

i.  Income taxes
Income tax liabilities must be estimated for the Company, including an
assessment of temporary differences. Any temporary differences will
generally result in the recognition of deferred tax assets and liabilities in
the condensed interim consolidated financial statements. Management
judgment is required for the calculation of current and deferred taxes.

ii.  Property, plant and equipment
Measurement of property, plant and equipment involves the use of
estimates for determining the expected useful lives of depreciable assets.
Management’s judgment is also required to determine depreciation
methods and an asset’s residual value, the rate of capitalization of internal
labour costs and whether an asset is a qualifying asset for the purposes of
capitalizing borrowing costs.

iii.  Impairment of non-financial assets

The impairment test on cash-generating unit is carried out by comparing
the carrying amount of cash-generating unit and their recoverable
amount. The recoverable amount of a cash-generating unit is the higher of
fair value, less costs to sell, and its value in use. This complex valuation
process entails the use of methods such as the discounted cash flow
method which uses assumptions to estimate cash flows. The recoverable
amount depends significantly on the discount rate used in the discounted
cash-flow model as well as the expected future cash flows and the growth
rate used for the extrapolation.

iv.  Provisions
Considerable judgment is used in measuring and recognizing provisions
and the exposure to contingent liabilities. Judgment is necessary to
determine the likelihood that a pending litigation or other claim will
succeed, or a liability will arise and to quantify the possible range of the
final settlement
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Vi.

Vii.

Viii.

Restoration, rehabilitation and environmental obligations

A legal or constructive obligation to incur restoration, rehabilitation and
environmental costs may arise when environmental disturbance is caused
by the exploration, development or ongoing production of a mineral
property interest. Such costs arising from the decommissioning of plant
and other site preparation work, discounted to their net present value, are
provided for and capitalized at the start of each project to the carrying
amount of the asset, as soon as the obligation to incur such costs arises.
Discount rates using a pretax rate that reflects the time value of money are
used to calculate the net present value. These costs are charged in the
statement of comprehensive income (loss) over the economic life of the
related asset, through amortization using either a unit-of-production or
the straight-line method as appropriate. The related liability is adjusted
for each period for the unwinding of the discount rate and for changes to
the current market-based discount rate, amount or timing of the
underlying cash flows needed to settle the obligation. Costs for
restoration of subsequent site damage that is created on an ongoing basis
during production are provided for at their net present values and
charged against profits as extraction progresses.

Financial risk management and financial instruments

The fair value of investments in publicly traded and private companies
and equity instruments is determined on the basis of either prices in
regulated markets or quoted prices provided by financial counterparts, or
using valuation models which also take into account subjective
measurements such as, for example, cash-flow estimates or expected
volatility of prices.

Stock options

Assumptions are used in the underlying calculation of fair values of the
Company’s stock options. Fair value is determined using the Black-
Scholes pricing model. Details of the assumptions used are included in
note 15(b).

Reserve estimates

The Company estimates its ore reserves and mineral resources based on
information compiled by Qualified Persons as defined in accordance with
Canadian Securities Administrators National Instrument 43-101
Standards for Disclosure of Mineral Projects (NI 43-101). Reserves are
used in the calculation of depreciation, impairment assessment and for
forecasting the timing of payment of mine closure, reclamation and
rehabilitation costs. There are numerous uncertainties inherent in
estimating ore reserves, and assumptions that are valid at the time of
estimation may change significantly when new information becomes
available. Changes in the forecasted prices of commodities, exchange
rates, production costs or recovery rates may change the economic status
of reserves and may, ultimately, result in the reserves being restated.
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(r) Deferred financing costs
Professional, consulting, regulatory and other costs directly attributable to financing
transactions are recorded as deferred financing costs until the financing transactions are
completed, if the completion of the transaction is considered likely at which time the costs
will be charged against the proceeds received; otherwise they are expensed as
incurred. Deferred financing costs related to financing transactions that are not completed
are charged to expenses.

Future accounting changes

IFRS 9, Financial Instruments

In October 2010, the IASB issued IFRS 9, Financial Instruments (“IFRS 9”). IFRS 9, which replaces
IAS 39 Financial Instruments: Recognition and Measurement, establishes principles for the
financial reporting of financial assets and financial liabilities that will present relevant and useful
information to users of financial statements for their assessment of the amounts, timing and
uncertainty of an entity’s future cash flows. This new standard is effective for the Company’s
condensed interim and annual consolidated financial statements commencing January 1, 2013. The
Company is assessing the impact of this new standard on its consolidated financial statements.

IFRS 10 Consolidated Financial Statements (“IFRS 10”) provides a single model to be applied in the
control analysis for all investees, including entities that currently are special purpose entities in the
scope of SIC 12. In addition, the consolidation procedures are carried forward substantially
unmodified from IAS 27 Consolidated and Separate Financial Statements. The Company intends to
adopt IFRS 10 in its financial statements for the annual period beginning on January 1, 2013. The
Company has not yet determined the impact of the amendments to IFRS 10 on its consolidated
financial statements.

IFRS 11 Joint Arrangements (“IFRS 11”) replaces the guidance in IAS 31 Interests in Joint Ventures.
Under IFRS 11, joint arrangements are classified as either joint operations or joint ventures. IFRS
11 essentially carves out of previous jointly controlled entities, those arrangements which
although structured through a separate vehicle, such separation is ineffective and the parties to the
arrangement have rights to the assets and obligations for the liabilities and are accounted for as
joint operations in a fashion consistent with jointly controlled assets/operations under IAS 31. In
addition, under IFRS 11 joint ventures are stripped of the free choice of equity accounting or
proportionate consolidation; these entities must now use the equity method.

Upon application of IFRS 11, entities which had previously accounted for joint ventures using
proportionate consolidation shall collapse the proportionately consolidated net asset value
(including any allocation of goodwill) into a single investment balance at the beginning of the
earliest period presented. The investment’s opening balance is tested for impairment in
accordance with IAS 28 Investments in Associates and LAS 36 Impairment of Assets. Any impairment
losses are recognized as an adjustment to opening retained earnings at the beginning of the
earliest period presented. The Company intends to adopt IFRS 11 in its consolidated financial
statements for the annual period beginning on January 1, 2013. The Company has not yet
determined the impact of the amendments to IFRS 7 on its consolidated financial statements.
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IFRS 12, Disclosure of Interests in Other Entities (IFRS 12), was issued in May 2011. This standard
addresses disclosure requirements for all forms of interests in other entities, including joint
arrangements, associates, special purpose vehicles, and other off balance sheet vehicles. This
standard is required to be applied for accounting periods beginning on or after January 1, 2013,
with earlier adoption permitted. The Company is currently assessing the impact on its
consolidated financial statements

IFRS 13 Fair Value Measurement (IFRS 13) creates a single source of guidance for fair value
measurements, where fair value is required or permitted under IFRS, by not changing how fair
value is used but how it is measured. The focus will be on an exit price. IFRS 13 is effective for
annual periods beginning on or after January 1, 2013, with early adoption permitted. The
Company has not yet determined the impact of the amendments to IFRS 13 on its consolidated
financial statements.

An amendment to IAS 1, “Presentation of financial statements” (IAS 1) was issued by the IASB in
June 2011. The amendment requires separate presentation for items of other comprehensive
income that would be reclassified to profit or loss in the future if certain conditions are met, from
those that would never be reclassified to profit or loss. The effective date is July 1, 2012 and earlier
adoption is permitted. The Corporation is currently evaluating the impact of this amendment on
its consolidated financial statements.

TRANSITION TO INTERNATIONAL FINANCIAL REPORTING STANDARDS (“IFRS”)

As stated in note 3(a), these condensed interim consolidated financial statements presents the
financial results and financial position under IFRS for the period ended September 30, 2011 in
conjunction with the Company’s first annual audited consolidated financial statements to be
issued under IFRS as at and for the year ending December 31, 2011.

The accounting policies set out in note 3 have been applied in preparing these unaudited
condensed interim consolidated financial statements for the three and nine months ended
September 30, 2011, the comparative information presented in these unaudited condensed interim
consolidated financial statements for the nine months ended September 30, 2010 and in
preparation of an opening IFRS statement of financial position at January 1, 2010 (the Company’s
date of transition to IFRS) and statements of financial position at September 30, 2011 and
December 31, 2010.

IFRS 1 requires an entity to adopt IFRS in its first annual financial statements prepared under IFRS
by making an explicit and unreserved statement in those financial statements of compliance with
IFRS. The Company will make this statement when it issues its 2011 annual consolidated financial
statements.

IFRS 1 also requires that comparative financial information be provided. As a result, the first date
at which the Company has applied IFRS was January 1, 2010 (the “Transition Date”). IFRS 1
requires first-time adopters to retrospectively apply all effective IFRS standards as of the reporting
date, which for the Company will be December 31, 2011. However, it also provides for certain
optional exemptions and certain mandatory exceptions for first-time IFRS adopters.
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Initial elections upon adoption
Set forth below are the IFRS 1 applicable exemptions and exceptions applied in the conversion
from Canadian GAAP to IFRS.

Share-based payments - IFRS 2, Share-based Payments, encourages application of its provisions
to equity instruments granted on or before November 7, 2002, but permits the application only
to equity instruments granted after November 7, 2002 that had not vested by the Transition
Date. The Company elected to avail itself of the exemption provided under IFRS 1 and applied
IFRS 2 for all equity instruments granted after incorporation on October 12, 2006 that had not
vested by its Transition Date.

IFRS Mandatory Exceptions

Estimates - Hindsight is not used to create or revise estimates. The estimates previously made by
the Company under Canadian GAAP were not revised for application of IFRS except where
necessary to reflect any difference in accounting policies.

Reconciliations between Canadian GAAP and IFRS

In preparing its opening IFRS statement of financial position, the Company has adjusted amounts
previously reported in its consolidated financial statements prepared in accordance with previous
Canadian GAAP. An explanation of how the transition from previous Canadian GAAP to IFRS
has affected the Company’s financial position and shareholders’ equity and comprehensive
income is set out in the following tables and the notes that accompany the tables.

IFRS 1 requires an entity to reconcile equity, comprehensive income and cash flows for prior
periods. The changes made to the consolidated statements of financial position and consolidated
statements of comprehensive income have resulted in reclassifications of various amounts on the
consolidated statements of cash flows; however, as there have been no significant changes to the
net cash flows, no reconciliations have been presented.
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Reconciliation of financial position at:

Asat 31-Dec-10 30-Sep-10 1-Jan-10
N AD] IFRS N AD] IFRS N AD] IFRS
Note GAAP GAAP GAAP

Assets (note 22)

Current Assets $ $ $ $ $ $ $ $ $
Cash and cash equivalents (b) 3,721 (19) 3,702 12,910 (314) 12,59 7,650 (355) 7,295
Restricted cash 528 528 528 - 528 540 - 540
Amounts receivable (b) 5,139 ) 5,131 6,391 - 6,391 6,052 @ 6,050
Prepaid expenses (b) 156 1) 155 111 - 111 122 - 122
Inventory 3,389 3,389 2,973 - 2,973 8,149 - 8,149

12,933 (28) 12,905 22,913 (314) 22,599 22,513 (357) 22,156

Non-Current Assets

Deposits and deferred charges 107 107 17 - 17 118 - 118

Investments 3,002 3,002 1,829 - 1,829 2,017 - 2,017

Long-term loans receivable (b),(d) 11,359 (9,315) 2,044 10,705 (8,625) 2,080 9,605 (7,303) 2,362

Exploration properties 5375 356 5,731 5,336 203 5,539 5217 9 5,226

Property, plant and equipment (a),(b),(c) 32,626 5,862 38,488 29,304 6,207 35,511 30,081 1,755 31,836

Other assets (b) 678 (678) - 570 (570) 4 (4)

Total Assets 66,080 (3,803) 62,277 70,674 (3,099) 67,575 69,615 (5,900) 63,715

Liabilities

Current Liabilities
Accounts payable and accrued liabilities (b) 13,881 (566) 13,315 11,779 (472) 11,307 18,207 (378) 17,829
Current portion of asset retirement obligation - - - - - -

Current portion of long-term liabilities - - - - 20,528 - 20,528
Loans from GMR Energy 28,843 28,843 33,484 - 33,484 5,023 - 5,023
42,724 (566) 42,158 45,263 (472) 44,791 43,758 (378) 43,380

Non-Current Liabilities

Asset retirement obligations 466 - 466 454 - 454 438 - 438

Total Lisbilities 43,190 (566) 42,624 45,717 472) 45,245 44,19 (378) 43,818

Shareholders’ Equity (a),(b) 22,890 (3,237) 19,653 24,957 (2,627) 22,330 25,419 (5,522) 19,897

Total Liabilities and Shareholders’ Equity 66,080 (3,803) 62,277 70,674 (3,099) 67,575 69,615 (5,900) 63,715
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Reconciliation of shareholders’ equity at:

As at January 1, 2010

Share Capital Reserves
Available-
Equity for-sale  Translation
Number of Settled financial  of foreign Total
Note  Shares Amount awards  BEE loan assets  subsidiaries reserves Deficit Total
Canadian GAAP 302,115,756 $ 87,041 $ 7,908 $ (627) $ - $ 7281 $ (68,903) $ 25419
Equity settled awards (e) (7,683) (7,683) 7,683 -
Property, plant and equipment (a) - 2,238 2,238
Consolidated and separate financial
statements (b) - 1,228 1,228
BEE transaction (d) (7,083) 7,231 7,231 (9,813) (9,665)
Cumulative translation adjustments  (c) 807 807 (130) 677
IFRS 302,115,756 $ 79,958 $ 225 § 7231 $ (627) $ 807 $ 7636 $ (67,697) $ 19,897
As at September 30, 2010
Share Capital Reserves
Available-
Equity for-sale  Translation
Number of Settled financial  of foreign Total
Shares Amount awards  BEE loan assets  subsidiaries reserves Deficit Total
Canadian GAAP 471,204,149 $ 95,468 $ 7908 $ - $ (453) $ - $ 7455 $ (77,965) $ 24,958
Equity settled awards (e) (7,683) (7,683) 7,683 -
Property, plant and equipment (a) - 3,381 3,381
Consolidated and separate financial
statements (b) - 698 698
BEE transaction (d) (7,083) 7,231 7,231 (10,853) (10,705)
Cumulative translation adjustments  (c) 4,521 4,521 (523) 3,998
IFRS 471,204,149 $ 88,385 $ 225 $ 7231 § (453) $ 4521 $ 11,524 $ (77,580) $ 22,330
As at December 31, 2010
Share Capital Reserves
Available-
Equity for-sale  Translation
Number of Settled financial  of foreign Total
Shares Amount awards  BEE loan assets  subsidiaries reserves Deficit Total
Canadian GAAP 471,204,149 $ 95,468 $ 7908 $ - $ (38) $ - $ 7870 $ (80,448) $ 22,890
Equity settled awards (e) (7,683) (7,683) 7,683 -
Property, plant and equipment (a) - 4,074 4,074
Consolidated and separate financial
statements (b) - 1,251 1,251
BEE transaction (d) (7,083) 7,231 7,231 (11,507) (11,359)
Cumulative translation adjustments  (c) 3,066 3,066 (269) 2,797
IFRS 471,204,149 $ 88,385 $ 225 $ 7231 $ (38) $ 3,066 $ 10484 $ (79216) $ 19,653
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Reconciliation of comprehensive income (loss):

For the three-months ended

September 30, 2010

For the Nine-months ended

September 30, 2010

CDN CDN
Note GAAP ADJ IFRS GAAP ADJ IFRS
$ $ $ $ $ $

Revenue (b) 11,508 -950 10,558 26,816 -2,102 24,714
Cost of Goods Sold
Mining and processing expense (b) 10,303 535 10,838 24,585 97 24,488
Depletion, depreciation and amortization (a),(b) 347 71 418 1,263 120 1,383
Gross profit (loss) 858 (1,556) (698) 968 (2,125) (1,157)
Expenses
Management and administrative expenses (b) 1,741 (1,048) 693 2,606 (1,086) 1,520
Office and general (b) 1,623 (298) 1,325 3,037 (340) 2,697
Interest expense (a) 597 (439) 158 1,963 (1,289) 674
Professional and consulting fees (b) 430 - 430 1,096 (20) 1,076
Legal and accounting (b) 139 (21) 118 459 (52) 407
Travel and accommodation 87 (15) 72 235 (16) 219
Director's fees (b) 83 (38) 45 175 (78) 97
Transfer agent and filing 7 - 7 60 - 60
Depreciation 13 (7) 6 38 7 45

4,720 (1,866) 2,854 9,669 (2,874) 6,795
Income (Loss) from Operations (3,862) 294 (3,552) (8,701) 749 (7,952)
Other Items
Foreign exchange gain (loss) (b),(c),(d) (1,036) (439) (1,475) (776) (823) (1,599)
Interest Income (b),(d) 224 (188) 36 832 (745) 87
Other Income(Expense) - - - (56) - (56)
Equity pickup (loss) from investment in Homeland Uranium Inc. (189) - (189) (362) - (362)
Loss before Incomes Taxes (4,863) (333) (5,180) (9,063) (820) (9,882)
Income tax recovery (expense) - - - - - -
Net Loss for the Period (4,863) (333) (5,180) (9,063) (820) (9,882)
Other comprehensive income (loss) for the period
Unrealized gain on available-for-sale securities 184 - 184 174 - 174
Foreign exchange gain (loss) on translation of foreign subsidiaries (d) - 1,925 1,925 - 3,714 3,714
Comprehensive income (loss) for the period (4,679) 1,592 (3,071) (8,889) 2,894 (5,995)
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Reconciliation of comprehensive income (loss):

For the year ended
Dec 31, 2010
CDN
Note GAAP AD]J IERS
$ $ $

Revenue (b) 33,016  (1,884) 31,132
Cost of Goods Sold
Mining and processing expense (b) 32,299 (96) 32,203
Depletion, depreciation and amortization (a),(b) 1,992 (117) 1,875
Gross profit (loss) (1,275)  (1,671) (2,946)
Expenses

Management and administrative expenses (b) 3,252 (1,325) 1,927

Office and general (b) 3,386 (131) 3,255

Interest expense (a) 3,271 (2,030) 1,241

Professional and consulting fees (b) 1,161 (20) 1,141

Legal and accounting (b) 858 (55) 803

Travel and accommodation 335 - 335

Director's fees (b) 226 98) 128

Transfer agent and filing 62 - 62

Depreciation 83 14 97

12,634  (3,645) 8,989

Income (Loss) from Operations (13,909) 1,974 (11,935)
Other Items

Foreign exchange gain (loss) (b),(c),(d) 712 (948) (236)

Other income (expense) (b),(d) 956 (1,000) (44)

Gain on investment 876 - 876

Write-down of exploration properties 3) - 3)

Unrealized gain (loss) on FVTPL investments (118) - (118)

Equity loss from investment (362) - (362)
Loss before Incomes Taxes (11,848) 26 (11,822)

Income tax recovery (expense) 303 - 303
Net Loss for the Period (11,545) 26 (11,519)
Other comprehensive income (loss) for the period

Unrealized gain on available-for-sale securities 589 - 589

Foreign exchange gain (loss) on translation of foreign subsidiaries (d) - 2,259 2,259
Comprehensive income (loss) for the period (10,956) 2,285 (8,671)
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(a) Property, Plant and Equipment

The Company has applied IAS 23 Borrowing cost which requires the capitalization of interest
and other borrowing costs as part of the cost of certain qualifying assets. For the purposes of
IAS 23, a qualifying asset is one that necessarily takes a substantial period of time to get ready
for its intended use or sale. The Company has designated October 1, 2008 to be the effective
date for applying this standard. Under previous Canadian GAAP, the Company elected not to
capitalize borrowing costs. The Company has designated each Block as separate qualifying
asset. In accordance with its accounting policy, the company capitalizes and records borrowing
costs for each qualifying assets until the qualifying asset is ready for its intended use or sale.

The effect arising from these changes are as follows:

Nine months Three months
Year ended ended ended
Dec 31, 2010 Sept 30, 2010 Sept 30, 2010

Consolidated statements of comprehensive income (loss):

Depletion, depreciation and amortization $ 194 $ 146 $ 50

Interest expense (2,030) (1,289) (439)
Adjustment to retained earnings/ deficit $ 1,836 $ (1,143) $ (389)
As at Dec 31, 2010 Sept 30, 2010 Jan1, 2010

Consolidated financial position
Property, plant and equipment $ 4,074 $ 3,381 $ 2,238

Adjustment to retained earnings/ deficit $ 4,074 $ 3,381 $ 2,238

(b) Consolidated and Separate Financial Statements

Canadian GAAP requires that an entity assess whether it should consolidate another entity
using two different frameworks: the variable interest entity model and the voting control
model. Under IFRS, the appropriateness of consolidating an entity is based on control, which
is defined as the power to govern the financial and operating policies of an entity to obtain
benefit. Control is presumed to exist when the parent owns, directly or indirectly through
subsidiaries, more than one half of an entity’s voting power, but also exists when the parent
owns half or less of the voting power but has legal or contractual rights to control, or where it
has de facto control.

Under Canadian GAAP, Madic Operations (Pty) Ltd. (“Madic”) and Numin Close
Corporation (“Numin”) met the definition of a variable interest entity in which the Company
was the primary beneficiary because of the nature of its investment in these entities.
Accordingly, under Canadian GAAP, the Company consolidated Madic & Numin. On
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transition to IFRS, the Company completed an assessment of whether its interest gives the
Company the power to govern the financial and reporting policies of Madic and Numin and it
concluded that such control did not exist. Consequently, on the Transition Date, the Company
applied IAS 27, Consolidated and Separate Financial Statements, and retrospectively

deconsolidated the accounts of Madic and Numin.

Further, on transition to IFRS and upon deconsolidation of Madic & Numin, the Company
completed an impairment analysis and concluded that the amounts receivable from Madic &

Numin were not impaired.

The impact arising from the change is summarized as follows:

Nine months

Three months

Year ended ended ended
Dec 31, 2010 Sept 30, 2010 Sept 30, 2010
Consolidated statements of comprehensive income (loss):
Revenue $ (1,884) % (2102) % (950)
Mining and processing expense (96) (97) 535
Depletion, depreciation and amortization (436) (90) 64
Management and administrative expenses (1,325) (1,086) (1,048)
Office and general (131) (340) (297)
Professional and consulting fees (20) (20 -
Legal and accounting (55) (52) (21)
Directors' fees (98) (78) (38)
Travel and accomodation (16) (16)
Other income (expense) 1) 1) -
Foreign exchange gain (loss) (253) (206) 3
Adjustment to retained earnings/deficit $ 23 $ (530) $ 126
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As at

Dec 31, 2010 Sept 30, 2010 Jan1, 2010

Consolidated financial position

Cash and cash equivalents $ 19 S (314) % (355)
Amounts receivable ) - 2)
Deposits and prepaid expenses 1) - -
Long-term loans receivable 2,044 2,080 2,362
Property, plant and equipment (653) (1,022) (1,151)
Other assets (678) (570) (4)
Accounts payable and accrued liabilities (566) (472) (378)
Adjustment to retained earnings/ deficit $ 1,251 $ 646 $ 1,228

() Cumulative translation differences

IFRS requires that the functional currency of each entity in the consolidated Group be
determined separately in accordance with the indicators as per IAS 21 - Foreign exchange
and should be measured using the currency of the primary economic environment in which
the entity operates (“the functional currency”). The Company has determined that as at the
Transition Date, the South African Rand was the functional currency of all the subsidiary
entities in the Company except Homeland Energy Corporation and Homeland Energy Group
Ltd (the Parent) which have the Canadian dollar as their functional currency.

Under IFRS, the results and financial position of all the group entities (none of which has
the currency of a hyper-inflationary economy) that have a functional currency different from
the presentation currency are translated into the presentation currency as follows:

assets and liabilities for each statement of financial position presented are
translated at the closing rate at the reporting date;

income and expenses for each statement of income and comprehensive income are
translated at average exchange rates (unless this average is not a reasonable
approximation of the cumulative effect of the rates prevailing on the transaction
dates, in which case income and expenses are translated at the rate on the dates of
the transactions);

equity transactions are translated using the exchange rate at the date of the
transaction; and

all resulting exchange differences are recognized as a separate component of
equity.

Under IFRS, the cash flow statement of the group must be prepared in the functional currency
and then translated to the presentation currency at the exchange rates at the date of the cash
flows or an average rate in line with the statement of comprehensive income (loss) treatment.
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In accordance with the IFRS 1 optional exemptions, the Company elected to reset the
translation differences to $nil at the Transition Date. Under Canadian GAAP, all the
subsidiaries were defined as an integrated foreign operation from the date formed/acquired
("Formation Date") to the Transition Date and therefore no foreign exchange translation in
equity was noted. In electing to take this IFRS 1 exemption, the Company has elected to reset
the translation difference to $nil at the Transition Date.

The impact arising from the change is summarized as follows:

Year ended
Dec 31, 2010

Nine months
ended
Sept 30, 2010

Three months
ended
Sept 30, 2010

Consolidated statements of comprehensive income (loss):

Depletion, depreciation and amortization $ 125 $ 64 $ (27)
Depreciation 14 7 (23)
Foreign exchange (loss) gain - (322) 147
Foreign exchange (loss) gain on translation of
foreign subsidiaries 2,259 3,767 1,978
Adjustment to retained earnings/ deficit $2,120 $3,374 $2,175
As at Dec 31, 2010 Sept 30, 2010 Jan1, 2010

Consolidated financial position

Property, plant and equipment $ 2,723 $ 3,848 $ 344
Exploration & development properties 473 203 386
Adjustment to retained earnings/ deficit $ 3,196 $ 4,051 $ 730

(d) Black Economic Empowerment (“BEE”) transaction

Under Canadian GAAP, the Company originally recorded the BEE transaction, as described in
Note 15(c), as a disposal of the shares of Kendal, and the assumption of a loan receivable.
Interest was accrued annually on the outstanding balance of the loan receivable.

The transaction is now considered in accordance with IFRS 2 - Share-based payments. For
accounting purposes, the Company has issued an option for the 26% shareholding in Kendal
with an exercise price equal to the amount outstanding on the loan. The value of the option on
the date of issuance of $7,231 (ZAR 54,862) was estimated using the Black-Scholes option
pricing model with the following assumptions: risk free rate of return - 15%, volatility - 100%,
expected life - 20 years and expected dividend yield of $nil. The value of the option was
expensed at the time of issuance and been recorded as an equity reserve under equity-settled
awards.
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This transaction was previously recorded as a loan receivable under the previous Canadian
GAAP, which has now been adjusted under IFRS with the following impact:

Nine months Three months
Year ended ended ended
Dec 31, 2010 Sept 30, 2010 Sept 30, 2010

Consolidated statements of comprehensive income (loss):

Other income (expense) $ (999) $ (744) $ (188)
Foreign exchange gain (loss) (695) (296) (589)
Adjustment to retained earnings/deficit (1,694) (1,040) (777)
As at Dec 31, 2010 Sept 30, 2010 Jan1, 2010

Consolidated financial position
Long-term loans receivable $ (11,359) $ (10,705)  $ (9,665)
Adjustment to retained earnings/ deficit (11,359) (10,705) (9,665)

(e) Share-based compensation

IFRS 2 is effective for the Company as of January 1, 2010 and is applicable to stock options and
grants that are unvested at that date. The transition rules in IFRS 1 and IFRS 2 as applied by the
Company result in the following;:

e Stock options and share grants subsequent to incorporation on October 26,2006 are only taken
into account if they have not vested as at January 1, 2010; and,

e From January 1, 2010, all stock options, share grants and other share-based payments are
expensed in accordance with the policy stated in note 3(i).

Recognition of Expense

Canadian GAAP - For grants of share-based awards with graded vesting, the total fair value of the

award is recognized on a straight-line basis over the employment period necessary to vest the

award.

IFRS - Each tranche in an award with graded vesting is considered a separate grant with a

different vesting date and fair value. Each grant is accounted for on that basis. The company has

determined no adjustment is required.

Forfeitures

Canadian GAAP - Forfeitures of awards are recognized as they occur.
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IFRS - An estimate is required of the number of awards expected to vest, which is revised if
subsequent information indicates that actual forfeitures are likely to differ from the estimate. The
company has determined no adjustment is required.

CAPITAL MANAGEMENT

The Company’s capital consists of its shareholders” equity and its credit facilities and loans. The
Company’s objectives in managing its capital are to ensure sufficient liquidity to pursue its
strategy of organic growth combined with strategic acquisitions, to ensure externally imposed
capital requirements relating to its credit facilities are being met, and to provide returns to its
shareholders.

The Company manages its capital structure and makes adjustments to it in light of general
economic conditions, the risk characteristics of the underlying assets and the Company’s working
capital requirements. The properties in which the Company currently has an interest are in the
exploration, development and production stages; as such the Company remains dependent on
external financing to fund many of its activities. In order to carry out its planned acquisition,
exploration and development activities, and to pay for administrative costs, the Company will
spend its existing working capital and raise additional amounts as needed. In order to maintain or
adjust its capital structure, the Board of Directors may approve the issuance of shares or the
undertaking of other activities as deemed appropriate under the specific circumstances.

The Board of Directors reviews and approves all material transactions out of the ordinary course
of business, including proposals on acquisitions or other major investments or divestitures, as well
as capital and operating budgets.

Management reviews its capital management approach on an ongoing basis and believes that this
approach, given the relative size of the Company, is reasonable.

There were no changes in the Company's approach to capital management during the nine months
ended September 30, 2011.

FINANCIAL RISK FACTORS

The Company's financial risk exposures and their impact on the Company's financial instruments
are summarized below.

(a) Fair value of financial instruments
The estimated fair value of the Company’s financial instruments has been determined based
on the Company’s assessment of available market information and appropriate valuation
methodologies. However, these estimates may not necessarily be indicative of the amounts
that the Company could realize in a current market exchange.

At September 30, 2011, the Company’s financial instruments are primarily comprised of cash
and cash equivalents, restricted cash, accounts receivable, investments, long-term loan
receivable, accounts payable and accrued liabilities, and loan from GMR Energy Limited
(“GMR”). The carrying values of these items, excluding the long-term loan receivable,
approximate their fair values due to the relatively short-term expected maturities of these
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(b)

instruments and/or the short term that has passed from inception of these instruments.
Investments classified as available-for-sale are carried at their quoted market value. The fair
value of investments accounted for as equity investments were estimated based on recent
transactions and market-based information, when available, and was estimated to be
approximately equal to the carrying value of the investment.

The Company has designated its cash and cash equivalents, including restricted cash, as
FVTPL, which are measured at fair value. Financial instruments included in amounts
receivable and long-term loan receivable are classified as loans and receivables, which are
measured at amortized cost. Loan from GMR Energy and accounts payable and accrued
liabilities are classified as other financial liabilities, which are measured at amortized cost.

Investments (excluding the investment in Southern Andes Energy Inc.) are classified as
available-for-sale. The investment in Southern Andes Energy Inc. is classified as FVTPL.

At September 30, 2011 and 2010, the Company’s financial instruments that are carried at fair
value, consisting of cash and cash equivalents, and restricted cash are classified as Level 1.
The investment in Aviva Corporation Limited, and the investment in Southern Andes Energy,
Inc. have been classified as Level 1 within the fair value hierarchy.

Foreign currency risk

Major purchases are primarily transacted in Canadian Dollars, US Dollars and South African
Rand. The Company has funded certain exploration, development and administrative
expenses in South Africa on a cash basis using funds converted from its bank accounts held in
Canada. The South African operations were funded locally by way of the Nedbank Facility,
utilizing cash held in South African Rand with South African financial institutions. During
2010, the Nedbank facility was repaid in full through the use of funds received from GMR
Energy in the form of US Dollar promissory notes (see note 13). The South African operations
are also funded by intercompany advances from the parent company.

Coal sales are currently predominately denominated in South African Rand, the same
currency in which the operating costs are incurred.

The Company does not use derivative instruments to reduce its exposure to foreign currency
risk. The Company held cash and cash equivalents, in the following currencies, stated in
Canadian Dollars at:

September December January
30,2011 31,2010 1, 2010
Canadian Dollars $ 397 % 160 $ 700
United States Dollars 514 1,753 5,043
British Pounds - - 96
South African Rand 2,351 1,785 1,452
Botswana Pula 2 4 4
$ 3264 $ 3,702 $ 7,295
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(©)

Other monetary assets and liabilities denominated in foreign currencies, consist primarily of
South African Rand, except as indicated, are as follows (stated in thousands of Canadian
Dollars):

September December January

30,2011 31,2010 1, 2010

$ $ $

Restricted cash 528 528 540
Amounts receivable 4,873 5,026 5,831
Long-term loan receivable 1,901 2,044 2,362
Accounts payable and accrued liabilities (10,367) (13,068) (17,265)
Credit facilities - - (20,582)
GMR Energy loan payable (USD 34,000) (35,323) (28,843) -
ICICI Loan Payable(USD 10,000) (10,389) - -

Revenue has been earned in South African Rand. Expenses incurred in South African Rand
were $18,279 (2010 - $11,748) for the three months ended September 30, 2011 and $32,659
(2010 - $33,670) for the nine months ended September 30, 2011.

The foreign currency losses reported resulted primarily from the appreciation of the South
African Rand relative to the Canadian and US Dollar and the Company having net South
African Rand costs at its Kendal operation in South Africa. Based on the foreign currency
denominated balances noted above as of September 30, 2011, a ten-percent change in the
value of all foreign currencies relative to the Canadian dollar could result in a corresponding
change in net loss of approximately $3,900 (September 30, 2010 - $1,400).

Commodity price risk

The Company is exposed to price risk with respect to commodity prices. Homeland closely
monitors commodity prices to determine the appropriate course of action to be taken by the
Company. A ten-percent change in commodity prices would have impacted the Company’s
revenues and net loss by approximately $2,500 (September 30, 2010 - $2,000) based on the
commercial production revenues earned during the nine months ended September 30, 2011.
The Company is exposed to price risks with respect to the market price of its publicly traded
investments.

(d) Interest rate risk

The Company has cash and cash equivalent balances, long-term loans receivable loan from
GMR Energy and Loan from ICICI, which are subject to interest-rate risk. The Company's
current policy is to hold its cash balances with reputable banking institutions in Canada, South
Africa and Mauritius and to invest excess cash in investment-grade short-term deposit
certificates where applicable. The Company periodically monitors the investments it makes
and is satisfied with the credit ratings of its banks.

The Company is exposed to interest-rate risk on its variable rate debt. At September 30, 2011,
the outstanding balance on the Company’s loan due to GMR Energy amounted to $35,322
(USD $34,000) and due to ICICI Bank is $10,389 (USD $10,000) A one-percent change in
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(e)

(®)

interest rates would result in a corresponding change in net loss of approximately $500
(September 30, 2010 - $100).

Credit risk

Credit risk is the risk that a third party might fail to fulfill its performance obligations under
the terms of a financial instrument. The Company’s credit risk is primarily attributable to
cash and cash equivalents, accounts receivable, deposits and long-term loan receivable. Cash
equivalents consist of overnight deposits and savings accounts, which have been placed with
reputable financial institutions, primarily in Canada and South Africa, from which
management believes the risk of loss to be remote. Financial instruments included in
amounts receivable consist of sales receivables on 30-day terms, harmonized sales tax due
from the Federal Government of Canada, value added tax due from the department of Inland
Revenue in South Africa, and deposits with and receivables from unrelated companies.
Management believes that the credit risk concentration with respect to financial instruments
included in amounts receivable is low. Long-term loans have been made to entities in which
the Company has a commercial interest in the technology being developed, and in which the
Company’s technical management believes there is a reasonable probability of successful
implementation, or where the Company has the contractual ability to ensure repayment
through the successful commissioning of the Kendal Colliery.

Liquidity risk

Liquidity risk is the risk that a financial instrument cannot be eliminated quickly, by either
liquidating it or by establishing an off-setting position. The Company addresses the capital
management process as described in note 5.

The Company's approach to managing liquidity risk is to attempt to ensure that it will have
access to sufficient liquidity to meet liabilities as they become due. As at September 30, 2011,
the Company had cash and cash equivalents of $3,264 (December 31, 2010 - $3,702) available
to settle current liabilities of $47,052 (December 31, 2010 - $42,158). Except for the loan
payable to GMR Energy, all of the Company's current liabilities have contractual maturities
of 30 days and are subject to normal trade terms.

The following tables summarize the carrying amount and the contractual maturities of both
the interest and principal portion of significant financial liabilities:
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Contractual cash flow maturities

Carrying Within lyearto  3yearsand
As at September 30, 2011 amount Total 1 year 3 years beyond
Accounts payable and accrued liabilities $ 11,566 $ 11,566 $ 11,566 $ -9
Loan from GMR Energy 35,323 35,323 - 35,323
Loan from ICICI Bank 10,389 10,389 - - 10,389
Operating leases - 1,422 238 789 395
$ 57218 § 58,700 $ 11,804 $ 36,112 $ 10,784
Contractual cash flow maturities
Carrying Within lyearto  3yearsand
As at December 31, 2010 amount Total 1 year 3 years beyond
Accounts payable and accrued liabilities $ 13315 § 13315 $ 13,315 $ -5
Loan from GMR Energy 28,843 28,843 28,843 - -
Operating leases - 1,555 240 462 853
$ 42158 § 43,713 ' $ 4239 $ 462§ 853

On June 30, 2011 Company obtained a credit facility from ICICI Bank. The funds will be used
to support the development of the Kendal and Eloff mines and for working capital
requirements for Homeland and its subsidiaries in South Africa.

7. AMOUNTS RECEIVABLE
September 30, December 31, January 1,
2011 2010 2010
Trade receivables $ 4,250 $ 4,957 $ 5,240
Allowance for doubtful accounts (617) (719) -
Other 1,296 893 810
$ 4,929 $ 5,131 $ 6,050
Of which are aged as follows:
September 30, December 31, January 1,
2011 2010 2010
Current $ 2131 $ 3,602 $ 3,431
Past due 31 - 60 days 1,211 1,576 1,636
Past due 61 - 90 days - 79 6
Past due over 90 days 2,204 533 977
5,546 5,850 6,050
Less: allowance for doubtful accounts (617) (719) -
$ 4929 § 5131 $ 6,050

39



HOMELAND ENERGY GROUP LTD.

NOTES

TO THE UNAUDITED CONDENSED INTERIM CONSOLIDATED FINANCIAL

STATEMENTS
September 30, 2011 AND 2010

(Stated in thousands of Canadian Dollars, unless otherwise stated)
8. INVENTORY
September 30, December 31, January 1,
2011 2010 2010
Stock-piled run-of-mine $ 856 $ 1,601 $ 2,691
Discards 889 1,312 -
Finished goods valued 254 476 5,458
$ 1,999 $ 3,389 $ 8,149

Total inventories expensed during the three months ended September 30, 2011 were $6,639 (2010 -

$11,272) and during the nine months ended September 30, 2011 were $19,266 (2010 - $25,871).

- 4,000,000 (December 31, 2010 - 4,000,000) common shares

Southern Andes Energy, Inc. (b) 564 2,188
- 4,704,219 (December 31, 2010 - 4,704,219) common shares

9. INVESTMENTS
September 30, December 31, January 1,
Note 2011 2010 2010
$ $ $
Aviva Corporation Limited (a) 567 814 225

Homeland Uranium Inc. ("HUI") () - - 1,792

- 11,888,348 (December 31, 2010 - 11,888,348) common shares

1,131 3,002 2,017

(@)

This investment has been classified as available-for-sale securities. Based on the closing price
per Aviva common share on the Australian Securities Exchange on September 30, 2011 of AUD
0.14, the investment has been written down to $567 (December 31, 2010 - $814 written up).
During the three months ended September 30, 2011, the Company recognized an unrealized loss
of $151 (September 30, 2010 - $181 gain) in other comprehensive income (loss) and during the
Nine months ended September 30, 2011, the Company recognized an unrealized loss of $248
(September 30, 2010 - $171 gain) in other comprehensive income (loss).

This investment has been classified as FVIPL. Based on the closing price per Southern Andes
common share at September 30, 2011 of $0.22, the investment has been written down to its
quoted market value of $564 (December 31, 2010 - $2,188). During the three months ended
September 30, 2011, the Company recognized an unrealized loss of $470 (September 30, 2010 -
$nil) and during the nine months ended September 30, 2011, the Company recognized an
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unrealized loss of $1,623 (September 30, 2010 - $nil).

(c) This investment was classified as an investment in associate up until January 2011, when it was
determined that significant influence no longer existed. After this time, the investment is
classified as available-for-sale and measured at cost, which was determined to be nominal as on
January 2011. Subsequent to the distribution of share dividends of Southern Andes on
December 15, 2010, HUI has no significant assets or liabilities, and our valuation of this
investment is determined to be nominal. During the three months ended September 30, 2011,
the Company recognized an equity loss of $nil (September 30, 2010- $189) on its investment in
HUI and during the Nine months ended September 30, 2011, the Company recognized an

equity loss of $nil (September 30, 2010- $365) on its investment in HUL

(d) Investments in Madic PTY (“Madic”) (note 10) and Londoloza are both accounted for as
investments in associate. These investments do not have any significant assets or liabilities and

valuation of these investments are determined to be nominal.

10. LONG-TERM LOAN RECEIVABLE

In 2008, the Company advanced a loan to Madic, of $1,380 (ZAR 10,000), in order to capitalize the
development of a continuous conveyor system for the mining industry. Madic shall repay the
loan, plus interest calculated at a rate of 5% per annum. In terms of this Loan Agreement,
Homeland is entitled, but not obligated, to purchase at cost a maximum of four Madic continuous
conveyor systems. During 2010, $307 (ZAR 2,181) was repaid, leaving loan balance including

interest of $1,109 (ZAR 8,564) remaining as on September 30, 2011.

Homeland also entered into a Loan Agreement and Share Purchase Option Agreement with
Numin, an entity associated with Madic, that is implementing the Madic system, including terms
in which it has loaned to this entity company (“Numin”) totaling $720 (ZAR 5,606), of which ZAR
3,000 was the original loan amount, an additional ZAR 1,313 was issued in 2008 and additional
ZAR 1,293 was issued in 2009. This loan bears interest at the prime lending rate less 1% and is
repayable within one year. Homeland was granted an option for a period of three years, to
purchase 20% of the issued share capital in Numin for a nominal value of ZAR 1.00 per share.
During 2010, $200 (ZAR 1,418) was repaid, leaving loan balance including interest of $792 (ZAR

6,117) remaining as on September 30, 2011.
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11.

EXPLORATION PROPERTIES

Eloff Northfield Other Total
Cost
Balance as at January 1, 2010 $ 2753 % 2469 $ 3% 5,225
Additions 376 7 - 383
Effect of foreign currency exchange difference 178 146 - 324
Balance as at December 31, 2010 3,307 2,622 3 5,932
Additions 288 24 - 312
Effect of foreign currancy exchange difference (561) (347) 0 (908)
Balance as at September 30, 2011 $ 3034 § 2299 § 3% 5,336
Impairment losses and accumulated depreciation
Balance as at January 1, 2010 $ - 8 -9 - % -
Depletion and depreciation for the period 199 3 202
Balance as at December 31, 2010 - 199 3 202
Depletion and depreciation for the period - 873 - 873
Disposals
Balance as at September 30, 2011 $ - $ 1,072 % 39 1,075
Carrying amounts
Asat January 1, 2010 $ 2,753 % 2469 $ 3% 5,226
As at December 31, 2010 $ 3307 % 2423 $ - $ 5,731
As at September 30, 2011 $ 3,03 $ 1,227 % - $ 4,261

Tshedza Mining Resources (Pty) Limited (“Tshedza or Eloff”) - South Africa

In March 2006, the Company entered into an agreement to purchase a 50% interest in Tshedza,
including its Eloff coal deposit, and has an option to acquire a further 1% for ZAR 1.00 with the
approval of the DME. Homeland is required to fund all costs associated with the applications for
prospecting, as well as all costs associated with any granted prospecting rights through to the
granting of a mining license.

The Eloff Mineral Property lies in the western extremity of the Witbank Coalfield, south of the
town of Eloff, in the Mpumalanga Province of South Africa.

Corpclo 331 (Pty) Ltd. (“Corpclo” or “Northfield”) - South Africa

The Northfield Site Reclamation Project is a small power-generation-quality slurry dump
consisting of dried fine tailings from the processing of coal from the now defunct Northfield
Colliery. The Project lies in northwestern Kwa-Zulu Natal Coalfield, to the north west of the town
of Glencoe in the Kwa-Zulu Natal Province of South Africa. Sales commenced on this property in
2010.
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12. PROPERTY, PLANT AND EQUIPMENT

Mining property,

plant and equipment Corporate assets Total
Cost
Balance as at January 1, 2010 $32,354 $1,505 $33,859
Additions 4,480 28 4,508
Capitalized borrowing costs 2,030 - 2,030
Effect of foreign currency exchange difference 1,941 8 1,949
Balance as at December 31, 2010 40,805 1,541 42,346
Additions 13,224 7 13,231
Asset retirement obligation 2,470 - 2,470
Effect of foreign currency exchange difference (2,211) (97) (2,308)
Balance as at September 30, 2011 $54,288 $1,451 $55,739
Accumulated depletion and depreciation
Balance as at January 1, 2010 $1,552 $471 $2,023
Depletion and depreciation for the period 1,682 153 1,835
Balance as at December 31, 2010 3,234 624 3,858
Depletion and depreciation for the period 1,564 63 1,627
Balance as at September 30, 2011 $4,798 $687 $5,485
Carrying Amounts
As at January 1, 2010 $30,802 $1,034 $31,836
As at December 31, 2010 $37,571 $917 $38,488
As at September 30, 2011 $49,490 $764 $50,254
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13. CREDIT FACILITIES

Sep-30 Dec-31 Jan-01
2011 2010 2010

Nedbank - Non-revolving facility $ - $ - $ 20,528
GMR Loan Payable 35,323 28,843 5,023
Less: Current portion (35,323) (28,843) (25,550)
ICICI Loan Payable 10,389 - -
Long-term Portion $ 10,389 $ - $ -

On November 30, 2009, the Company signed a promissory note with its majority shareholder GMR Energy
(“GMR”) and funds were advanced in three tranches of $4,997 on November 30, 2009, $2,996 on January
15, 2010, and $3,522 on June 30, 2010, bringing the total advanced to the Company to $11,515. The funds
were used to satisfy, in part, the Company’s requirement under the Ned bank amendment to raise ZAR
70,000 by January, 2010. The loan bears interest at LIBOR plus 600 basis points. During the second half of
2010, the entire balance of all three tranches including interest was repaid. First repayment occurred on
July 16, 2010 in the amount of $8,124, second repayment occurred on October 7, 2010 in the amount of
$3,286, and a final repayment of $294 was made on December 30, 2010 to settle the loan, including interest.

On September 27, 2010, the Company signed a promissory note with GMR Energy for USD $29,000
($27,966), bearing interest at LIBOR plus 4.5% per annum, payable quarterly, with the entire amount due
on September 27, 2011. The loan is secured by a pledge of operating assets as well as noncore assets
related to the Kendal Colliery and the Northfield Property. The loan is guaranteed by several subsidiaries
of the Company. On March 28, 2011, the Company obtained an additional loan from GMR in the amount
of USD $5,000 ($4,822), bearing interest at LIBOR plus 4.5% per annum, payable quarterly, and was due on
September 27, 2011. On June 13, 2011, the Company obtained an additional loan from GMR in the amount
of USD $1,200 ($1,157), which was subsequently repaid on July 13, 2011. On September 30, 2011 for the
amount due to GMR of USD $34,000, Company obtained a nine-month extension to June 27, 2012. All
other terms of facility will remain same.

On June 30, 2011, management negotiated a loan facility of USD $30,000 from ICICI Bank, with the first
drawdown of USD $10,000 received on July 4th, 2011. The loan facility is guaranteed by GMR
Infrastructure Ltd., it is secured “principally” by the assets listed but there are other pledges, bears
interest at USD LIBOR plus 4%, with tenure of 6 years from first drawdown date with repayment
starting from third year onwards. The funds will be used towards capital expenditure requirements to
support the development of the Kendal and Eloff mines, as well as working capital requirements for the
Company and its subsidiaries in South Africa.
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14.

15.

CAPITAL STOCK

Common shares

Authorized - Unlimited number of common shares with no par value

Issued and outstanding common shares Number of Shares Share Capital
Balance - January 1, 2010 302,115,756 79,958

Rights offering 169,088,393 8,454

Share issue costs (27)
Balance - December 31, 2010 and September 30, 2011 471,204,149 88,385

RESERVES

(a) Share purchase warrants

There were no share purchase warrants outstanding at September 30, 2011 and 2010.

(b) Equity-settled awards

Homeland may grant incentive stock options to its directors, officers, employees and consultants,
for the purchase of common shares of the Company. Stock options are non-transferable. The Plan
provides for the issuance of stock options to acquire up to 10% of the Company's issued and
outstanding capital. The plan is a rolling plan as the number of shares reserved for issuance
pursuant to the grant of stock options will increase as the Company's issued and outstanding
share capital increases. The Board of Directors of the Company determines the exercise price,
which may be no less than the current market price at the time of the grant, the term and the
vesting rules which have historically been at the time of granting of the option or over a period of
up to two years. Stock options terminate within 90 days of the termination of employment or other
contracting arrangement of the option holder. Once vested, stock options are exercisable at any

time until expiry or termination as above.

The following summary sets out the activity in outstanding stock options during the nine months

ended September 30, 2011 and 2010:
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Nine months ended September 30

2011 2010
Weighted Weighted
average average

Number of  exercise price Number of  exercise price

options per share options per share

# $ # $

Outstanding, beginning of period 4,250,000 0.14 9,053,375 0.37

Granted - - - -

Exercised - - - -
Expired (650,000) 0.14 (1,842,125) 1.27

Forfeited - - - -
Outstanding, end of period 3,600,000 0.14 7,211,250 0.14
Options exercisable, end of period 3,600,000 0.14 7,211,250 0.14

There were no stock options granted during the nine months ended September 30, 2011 and 2010.

During the nine months ended September 30, 2011 the Company recognized stock-based
compensation of $nil (2010 - $nil).

Included in equity-settled awards at the end of the period are the following stock options at
valuations estimated using the Black-Scholes option pricing model on the date of grant:

Estimated
Weighted Exercise price Options Options grant date fair
average per share outstanding vested value *
Expiry date remaining life $ # # $
February 10, 2014 2.33 0.20 640,000 640,000 77
December 15, 2014 3.21 0.12 2,960,000 2,960,000 148
3,600,000 3,600,000 225
*  Black-Scholes valuation
BEE option (note 14(c )) 7,231
Total 7,456

(c) Black Economic Empowerment (BEE partner) Option

On May 22, 2008, Homeland funded a loan of ZAR 55,124 ($7,083) to aid a private Black
Economic Empowerment (“BEE”) company in South Africa to purchase 26% of Ferret Coal
(Kendal) (Pty) Ltd. (“Kendal”). The loan bears interest at the South African prime overdraft
rate with the related equity interest in the Kendal Mine pledged as security for the loan.
Repayment of the loan will take place out of dividends or other payments accruing to the
borrower in respect of the Kendal Mine, or out of the proceeds of their disposal to a third-
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party purchaser in accordance with the terms of the loan agreement. The Company’s minority
BEE partner will be entitled to future earnings based on its respective ownership of shares, but
only once this loan account plus interest has been paid. Any outstanding balance on the loan
will be repaid to Homeland in 2028.

This transaction has been treated as an issuance of an option to BEE partner, in accordance
with IFRS 2 Share-based payments (note 4(d)). Exercise price is equal to the amount
outstanding on the loan. The value of the option on the date of issuance of $7,231 (ZAR
54,862) was estimated using the Black-Scholes option pricing model with the following
assumptions: risk free rate of return - 15%, volatility - 100%, expected life - 20 years and
expected dividend yield of nil. The value of the option was expensed at the time of issuance
and was recorded as an equity reserve under equity-settled awards.

16. SUPPLEMENTAL CASH FLOW INFORMATION
September 30 December 31 January 1
2011 2010 2010
Cash and cash equivalents
Cash $ 3,264 $ 3,682 $ 7,295
Cash Equivalents - 20 -
$ 3,264 $ 3,702 $ 7,295
Change in Non-Cash Working Capital Items
Three months ended Nine months ended
September 30 September 30
2011 2010 2011 2010
Amounts receivable $ 2,458 $ (771) $ 203 % (347)
Prepaid expenses (159) 39 50 119
Inventory 1,651 3,578 1,390 5,176
Deposits and deferred charges (397) (1) (644) (1)
Accounts payable and accrued liabilities (1,297) 1,004 (1,676) (6,522)
$ 2,256 % 3,849 $ 677) $ (1,575)
Supplemental Cash Flow Information
Interest paid $ - % -8 -5 -

Income taxes paid
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17.

18.

RELATED PARTY TRANSACTIONS

Subsidiaries
The condensed interim consolidated financial statements include the financial statements of
Homeland Mining & Energy SA (Pty) Ltd and the subsidiaries listed below:

. ) Effective % equity
Name Country of incorporation

held
Homeland Energy Corp Mauritius 100
Homeland Mining & Energy SA (Pty) Ltd South Africa 100
Ferret Coal Holdings (Pty) Ltd South Africa 100
Corpclo 331 (Pty) Ltd South Africa 100
Tshedza Mining Resources (Pty) Ltd South Africa 50
Nhlalala Mining (Pty) Ltd South Africa 50
Homeland Energy (Botswana) (Pty) Ltd Botswana 70
Manoka Mining (Pty) Ltd South Africa 65

Related party transactions during the three and nine months ended September 30, 2011 and 2010
are as follows:

(a) During the three months ended September 30, 2011, the Company expensed $46 (2010 - $137)
and during nine months ended September 30, 2011, the Company expensed $102 (2010 - $258)
in legal fees provided by a law firm of which an officer of the Company is a partner. Included
in accounts payable and accrued liabilities at September 30, 2011 was $23 (2010 - $177) owing
to this firm. The amount is unsecured, non-interest bearing, with no fixed terms of
repayment.

(b) Interest earned by GMR amounted to $402 (2010 - $117) for the three months ended September
30, 2011 and $1138 (2010 - $363) for the nine months ended September 30, 2011. (See note 13)

Assets and liabilities of subsidiaries less than 100% held are not significant, and do not require
separate disclosure of non-controlling interest portion.

ASSET RETIREMENT OBLIGATIONS
The Company’s asset retirement obligations (“ARO”) are based on management’s estimates of
costs to abandon and reclaim mining, exploration and development properties and facilities as

well as an estimate of the future timing of the costs to be incurred.

The following table presents the reconciliation of the beginning and ending aggregate carrying
amount of the ARO associated with the retirement of the Company’s exploration properties:
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19.

Balance, January 1, 2010 $ 438
Re-valuation adjustment 28
Balance, December 31, 2010 466
Additional provisions recognized 2605
Accretion expense 207
Foreign Exchange translation (475)
Reductions resulting from re-measurement during

the period (161)
Less: current portion (153)
Balance, September 30, 2011 $ 2650

The Company has estimated its total asset retirement obligations to be $2,650 at September 30,
2011 using a discount rate of 9%. Reclamation at the Kendal Colliery is expected to occur over the

next 10 years.

COMMITMENTS AND CONTINGENCIES

(@) Lease commitments

As at September 30, 2011, the Company had lease commitments relating to office rent and

operating leases, with anticipated future payments as follows:

$
Not later than 1 year 238
Later than 1 year and not later than 5 years 789
Later than 5 years 395
1,422

(b) Environmental contingencies

The Company’s mining and exploration and development activities are subject to various
laws and regulations governing the protection of the environment.
regulations are continually changing and generally becoming more restrictive. The Company
believes its operations are materially in compliance with all applicable laws and regulations.
The Company has made, and expects to make in the future, expenditures to comply with such

laws and regulations.

These laws and
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20.

21.

(c) Contingent liability

In September 2010, a former contractor of the Company filed a claim against the Company for
approximately $726 (ZAR 5,223). Management believes the claim is without merit and has
launched a counter claim for approximately $1,251 (ZAR 9,000) against the former contractor.
The Company intends to defend its position vigorously, but cannot reasonably predict the
likelihood or outcome of this case at this time. No provision for this claim has been recorded
in these condensed interim consolidated financial statements.

INCOME TAXES

The Company recognizes an income tax expense in each of the jurisdictions in which the
Company or its subsidiary operates. However, actual amounts of the income tax expense only
become final upon filing and acceptance of the tax return by the relevant authorities, which
occurs subsequent to the issuance of the financial statements.

According to the tax laws in different jurisdictions, the Company is subject to income tax rates
as follows: 15% in Mauritius, 28% in South Africa, Botswana and Swaziland and 31% in
Canada.

In interim periods, the income tax provision is based on actual earnings by jurisdiction. The
effective tax rate for the nine months ended September 30, 2011 was 31.7%.

SEGMENTED INFORMATION

Substantially all of the Company’s property, plant and equipment and exploration properties are
located in South Africa.

During the nine months ended September 30, 2011, all revenues were earned from the sale of coal
from mining operations located in South Africa.
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