WESTERN CANADIAN COAL CORP.

Management’s Discussion and Analysis
Forward-looking Information

This management s discussion and analysis contains forward-looking information that may involve risks and
uncertainties relating, but not limited to, the Company s expectations, intentions, plans and beliefs. Forward-
looking information can often be identified by forward-looking words such as anticipate , believe ,
goal , plan, intend , estimate , may , will or similar words suggesting future outcomes, or other
expectations, beliefs, plans, objectives, assumptions, intentions, or statements about future events or
performance. This management s discussion and analysis contains forward-looking information, included
in, but not limited to the sections titled Market Outlook, Guidance, Changes in Accounting Policies and
Risks and Uncertainties.

Shareholders and prospective investors are cautioned not to place undue reliance on forward-looking
information. By its nature, such information involves assumptions, known and unknown risks and
uncertainties, of both a general and specific nature, that could cause actual future events or results to differ
materially from those suggested by the forward-looking information or contribute to the possibility that
predictions, forecasts or projections will prove to be materially inaccurate.

The forward-looking statements contained in this management s discussion and analysis are based, in part,
upon certain assumptions made by the Company, including but not limited to, no material changes in
commodity prices or costs of products sold; the continued strengths of various economies; the effects of
competition and pricing pressures; the oversupply of, lack of demand for, the Company s products; currency
and interest rate fluctuations; various events which could disrupt the Company s construction schedule or
mining operations; the ability to obtain additional funding on favourable terms, if at all; the settlement of
collective bargaining disputes by the Company s contractors on terms that are acceptable; no material
increase in labour costs; no material variation in anticipated mining, energy or transportation costs;
continued availability of and no material disruption in rail service and port facilities; and the Company s
ability to anticipate and manage the foregoing factors and risks. Additionally, statements related to the
guantity or magnitude of coal deposits are deemed to be forward-looking statements. The reliability of such
statements is affected by, among other things, uncertainties involving geology of coal deposits; uncertainties
of estimates of their size or composition; uncertainties of projections related to costs of production, the
possibilities of delays in mining activities; changes in plans with respect to exploration, development
projects or capital expenditures; and various other risks including those related to health, safety and
environmental matters.

The Company cautions that the list of factors and assumptions set forth above is not exhaustive. Some of the
risks, uncertainties and other factors which negatively affect the reliability of forward-looking information
are discussed in the Company s public filings with the securities regulatory authorities, including its most
recent management information circular, annual information form, quarterly reports, material change reports
and news releases. Copies of Canadian public filings are available on SEDAR at www.sedar.com. For a
further discussion of the assumptions, risks and uncertainties relating to forward-looking statements
contained in this management s discussion and analysis also refer to the section entitled Risks and
Uncertainties in the Company s Annual MD&A for the year ended March 31, 2006.

General

The following information, prepared as of August 14, 2006, should be read in conjunction with the
unaudited consolidated financial statements of Western Canadian Coal Corp. (the Company ) for the three
month period ended June 30, 2006, as well as the audited consolidated financial statements for the year
ended March 31, 2006, which are prepared in accordance with Canadian generally accepted accounting



principles ( GAAP ). All amounts are expressed in Canadian dollars unless otherwise indicated. The
Company is listed on the Toronto Stock Exchange ( TSX ) and the Alternative Investment Market of the
London Stock Exchange ( AIM ).

The Company s principal business is the acquisition, exploration and development of coal licenses, with its
primary focus being favourably located, high-quality coal deposits in northeast British Columbia. The
Company has developed a diversified coal asset base adjacent to or nearby existing infrastructure already
established for the northeast coalfields, including rail, port, town and other facilities. The Company owns
two large multi-deposit coal property groups the Wolverine and Brazion groups of properties, which
include approximately 35,000 hectares located in north-eastern British Columbia under license, lease or
application. Additionally, the Company holds directly and indirectly a 50% interest in Belcourt Saxon Coal
Limited Partnership, which owns two additional multi-deposit coal property groups - the Belcourt and Saxon
groups of properties, which include more than 50,000 hectares under lease or application held by Belcourt
Saxon Coal Ltd., the general partner of Belcourt Saxon Coal Limited Partnership. The Company s principal
property assets are grouped geographically as follows:

(i) the Dillon open-pit mine (the Dillon Mine ) and the Brule deposit which comprise the Burnt River
coal deposit area which forms part of the larger Brazion group of coal properties; and

(ii) the Perry Creek and EB open-pit deposits (collectively, the Wolverine Project ) located within the
Company s Wolverine group of coal properties.

The Company has demonstrated the economic viability of the Wolverine Project and the Dillon and Brule
mines through independent technical studies that have been publicly disclosed on SEDAR. The Company
also owns or holds an interest in a number of other property assets located in northeast and southeast British
Columbia which are at a less advanced stage of development.

Burnt River Dillon Mine

The Dillon Mine is located within the Burnt River property, one of the Brazion group of properties,
approximately 45 kilometers south by road of the BC Rail ( BCR ) mainline near Chetwynd, British
Columbia. The Dillon Mine property had initial estimated saleable reserves of approximately 1.56 million
tonnes, as described in the technical report on the Dillon Mine property entitled Dillon Mine Coal Project

dated September 13, 2004 (the Dillon Mine Coal Project Technical Report ) prepared under the
supervision of Dennis N. Kostic, P.E., President and Chief Executive Officer of Weir International Mining
Consultants and a Qualified Person as defined in National Instrument 43-101  Standards of Disclosure for
Mineral Projects ( NI 43-101 ), a copy of which is available under the Company s profile on the SEDAR
website at www.sedar.com. During the Company s last fiscal year, the Dillon Mine coal reserves were
reduced by 188,000 tonnes, to approximately 1.37 million tonnes, due to the encountering of a previously
undefined fault in the southern end of the Dillon Mine property syncline. The Dillon Mine permit, amended
in July 2005, allows for production at a continuous rate of 80,000 tonnes per month.

The Dillon Mine produces an ultra low-volatile pulverized coal injection ( ULV-PCI ) coal that requires no
washing prior to shipment. ULV-PCI coal can replace up to 30% of the coke feed in the blast furnace,
thereby significantly reducing steelmaking raw material costs. With its high calorific value, low ash level
and volatility of less than 14%, Burnt River ULV-PCI coal has become one of the world s premium
pulverized coal injection ( PCI ) coals. Since the start of production, ULV-PCI coal from the Dillon Mine
has met customer quality specifications and bettered the ash specification significantly. Average ash content
for product coal has been 5.9% versus a contract specification of 7.5%.

The Dillon Mine is operated and managed by a mining contractor; however, the Company retains overall
management and engineering responsibility for the project and for the operation of the Bullmoose load-out
facility, which is being leased from Bullmoose Operating Corporation. ULV-PCI coal from the Dillon Mine
is trucked 94 kilometers to the load-out facility which has access to a rail line built by BCR that runs through
the Wolverine Valley. Part of the road haul from the Dillon Mine to the load-out facility is on industrial-use
roads which are subject to load restrictions during certain times of the year, particularly during spring break-



up. Such road-bans have been allowed for in the Company s production plans. The rail line, known as the
Tumbler Ridge Branch Line, connects to Ridley Terminals within the Port of Prince Rupert, via the
Canadian National Railway Company. The coal is loaded on ships at Ridley Terminals for shipment to
international steel mills.

Production for the three month period ended June 30, 2006 and from the start of commercial production to
March 31, 2006 are summarized in the following table:

3 months ended Life-of-Mine to
June 30, 2006 March 31, 2006
Waste Stripping.......cccoevererencnnnnens 68,000 bank cubic metres 3,501,700 bank cubic metres
Run-of-mine coal mined.................... 111,000 tonnes 1,005,420 tonnes
Product coal to rail ...........cccovvveenens 132,200 tonnes 950,400 tonnes
Coal SaleS ....cvvevveecieicee e 319,778 tonnes 700,379 tonnes

Demand for metallurgical coal, including PCI coal, was strong early in fiscal 2006 but weakened in the
second half of the fiscal year. This is generally attributed to a number of steel mills overbuying in late 2004
and early 2005 to protect against the potential for supply disruptions, which did not occur, and to a slow
down in steel production. As a result, high PCI inventory levels at customer facilities led to a rescheduling
of some shipments into the first quarter of the fiscal year starting April 1, 2006. Accordingly, approximately
175,000 tonnes of coal originally scheduled for delivery in the fiscal year ending March 31, 2006 were
carried over into the fiscal year starting April 1, 2006.

Including the remaining reserve, approximately 340,000 tonnes of ULV-PCI coal from the Dillon Mine are
available to be sold in the balance of the current fiscal year.

Burnt River Brule Deposit

The Brule deposit is also located within the Burnt River coal property. During fiscal 2006, the Company
completed a coal reserve estimate for the Brule mine (Brule and Blind deposits). Detailed mine designs and
economic analysis developed for a recently completed feasibility study and technical report on the Brule
mine entitled Brule Coal Project of the Burnt River Property dated October 27, 2005 (the Brule Coal
Project Technical Report ) were prepared under the supervision of Edward Minnes, P.E., Senior Project
Manager for Marston Canada Ltd. and a Qualified Person as defined in NI 43-101. A copy of the report is
available under the Company s profile on the SEDAR website at www.sedar.com. As reported in the Brule
Coal Project Technical Report, the Brule deposit proven reserves are expected to provide 22.5 million
tonnes of run-of-mine ( ROM ) coal. The total amount of salable export coal contained within the proven
reserves is estimated to be 21.1 million tonnes at an estimated average preparation plant yield of 92% on a
dry basis.

In July 2006, the Company received an Environmental Assessment (EA) Certificate from the British
Columbia Environmental Assessment Office for the Brule Mine project. This approval-in-principle paves
the way for the Company to produce up to 2.0 million tonnes per annum (Mt/a) of PCI coal from the Brule
mine on the Burnt River Property, and approves future development of a new coal rail load-out at Falling
Creek Flats in the Pine River Valley, along with associated roads and power lines. As reported in the Brule
Coal Project Technical Report, the plant, facilities and mining equipment for the Brule mine project are
estimated to require an initial capital investment of approximately $212 million. Given current PCI prices
and the capital investment requirement, the Company does not intend to proceed with the full development
of the Brule mine project at this time. The Company will make a determination as to whether to proceed
with plans to initially develop and operate the Brule Mine project in a manner similar to the operation at the
Dillon Mine, if the Company is satisfied that PCI coal prices and transportation costs will support the
development of the project and the necessary permits are obtained.. On this basis, the Company estimates
that, with minimal additional capital, production at the Brule mine could be at a rate of up to one million
tonnes per year. Work is being completed on identifying areas of high quality coal that can be accessed by a



low stripping ratio and could be mined and processed using the existing Dillon Mine plant facilities. This
would enable the Brule mine project to provide a continuity of production from the Burnt River properties
following the depletion of the Dillon Mine reserves in late 2006.

Wolverine Perry Creek and EB

The Company s Perry Creek and EB coal deposits (collectively, the Wolverine Project ) which include
approximately 6,106 hectares under license or lease are located within the Wolverine group of properties
located in northeastern British Columbia. The properties are subjected to extensive geological evaluation
and mine planning both in the period prior to and following their acquisition by the Company in 2000. The
technical report on the Wolverine Project dated March 16, 2006 (the Wolverine Project Technical Report )
prepared under the supervision of Richard Marston, P.E., Principal Consultant of Marston Canada Ltd., and
a Qualified Person as defined in NI 43-101, a copy of which is available under the Company s profile on the
SEDAR website at www.sedar.com, reported that proven metallurgical coal reserves at Perry Creek are
expected to provide 35.8 million tonnes of ROM coal and the probable metallurgical coal reserves at EB are
expected to provide 7.4 million tonnes of ROM coal. The total amount of salable export coal contained
within the proven reserves is estimated to be 22.8 million tonnes, and the total amount of salable export coal
contained within the probable reserves is estimated to be 4.9 million tonnes at an estimated average
preparation plant yield of 64% on an as received basis.

The Company is currently developing an open-pit mine on the Wolverine group of properties. The initial
EA Certificate was granted covering production of 1.6 million tonnes per year of clean metallurgical coal
from the Wolverine Project on January 19, 2005 and the initial mine permit was issued on March 31, 2005.
Clearing for site preparation work and site construction earthworks commenced immediately thereafter. An
application for a revised EA Certificate and revised mine permit was submitted in May 2005 to allow the
Company to increase its annual coal production from 1.6 million tonnes to 2.4 million tonnes. The
Company received the revised EA Certificate on April 11, 2006 and the revised mine permit July 19, 2006.

Although initial throughput will be 2.4 million tonnes, the preparation plant was designed and is being built
to handle 3.0 million tonnes of hard coking coal per annum. The capital costs for the Wolverine Project are
estimated to be $242 million, including pre-production stripping costs capitalized to the date of commercial
production and contingencies, and excluding mining equipment. As of July 31, 2006, the capital costs are
projected to be on budget and the plant start up commenced in late July 2006. Some ancillary facilities
construction is continuing into the following quarter.

The Company is developing the Perry Creek pit using an experienced mining contractor for the mining
operations. The mining contractor selected by the Company has been mobilized and pre-stripping is
underway. The mining contractor and the Company have entered into an agreement effective October 1,
2005 which provides for contract mining services for a four year term, after which the Company will assume
the mining operations. The Perry Creek open-pit mine will be operated and managed by the contractor and
the Company will provide overall management and engineering and will operate the coal preparation plant.

Based on the Wolverine Project Technical Report, the total value of the initial mining equipment necessary
to conduct the mining and stripping operations at the Wolverine Project is approximately $83 million. Of
this amount, approximately $75 million in mining equipment is currently on site with the balance expected
in the first half of 2007. In order to reduce up front capital requirements, the Company is leasing to own the
majority of the mining equipment.

Based on the Wolverine Project Technical Report, the life-of-mine average cash cost during operations is
US$56 per tonne in 2005 dollar terms using an exchange rate of CDN$1.1200 per US$1.00. Pricing for the
quality of coal expected to be produced from the Perry Creek pit exceeds US$100 per tonne for the
2006/2007 coal year.

On completion of the Wolverine Project with construction based on the accelerated construction schedule,
the Company is expecting to produce approximately 1.35 million tonnes of hard coking coal during its fiscal
year ended March 31, 2007. It is the Company s intent to increase production from 2.4 million tonnes to 3.0



million tonnes per year from the Wolverine group of properties within 24 months after the completion of the
Wolverine Project. The extra capacity would facilitate production from future mining activities at the
nearby Hermann or EB deposits.

Market Outlook and Guidance

As economic and industry factors are substantially unchanged, readers are asked to refer to the Market
Outlook section of the Company s MD&A for the year ended March 31, 2006.

The Company’s low-volatile-PCI coals have been sold to major steel mills in, China, Japan, Korea, Taiwan,
and Europe, and the Company has aggressively sought to secure coal supply agreements for its Wolverine
hard coking coal in Asia, Europe, the Americas and most recently in India. The Company previously
secured term purchase and sales agreements with Korea s POSCO for the supply of both hard coking coal
and PCI coal. The Company also concluded agreements with two European steel industry customers and a
South American steel mill for the sale of Wolverine hard coking coal. Additionally, the Company was
successful in two international tenders, to supply 600,000 tonnes of Wolverine hard coking coal to Steel
Authority of India Limited. As of July 31, 2006, the Company has secured sales commitments for in excess
of 1,000,000 tonnes, representing greater than 80% of its projected hard coking coal sales of 1.25 million
tonnes for the coal year ended March 31, 2007. The Company has also granted two customers options to a
total of 250,000 tonnes over the current fiscal year. Further, negotiations are continuing for additional
Wolverine hard coking coal contracts to other steel mills in the region, as well as in the North America
market. The Company is actively pursuing commitments for the remainder of the fiscal year s production
and the Company s goal is to have all planned sales committed to contract by the end of current quarter.
Should the balance of Wolverine s remaining hard coking coal be placed at prices similar to the
commitments received to date, the average price to be realized for the current fiscal year on such sales would
be approximately US$100 per tonne.

As described in Burnt River  Dillon Mine, including production from the remaining reserve, approximately
340,000 tonnes of ULV-PCI coal from the Dillon Mine are available to be sold in the remaining nine months
of the fiscal year ended March 31, 2007. Such sales of remaining Dillon PCI coal are expected to be at
prices in the mid to high US$60s per tonne and are expected to occur by December 31, 2006. A significant
proportion of the Burnt River PCI coal is already committed under a term contract agreement.

As described in Burnt River  Brule Deposit, if the Company is satisfied that PCl coal prices and
transportation costs will support the development of the Brule mine project and the necessary permits can be
obtained, the Company will make a determination as to whether to proceed with plans to initially develop
and operate the Brule mine in a manner similar to the operation at the Dillon Mine. On this basis, the
Company estimates production at the Brule mine could be at a rate of up to one million tonnes per year. The
Company anticipates that it will make such a determination by September 30, 2006.

Interest in Joint Ventures

The Company has a 50% interest in the Belcourt Saxon Coal Limited Partnership (the "Partnership") which
was formed in March 2005, with NEMI Northern Energy and Mining Inc. ( NEMI ). Pursuant to the
Partnership Agreement, the Company transferred its Belcourt group of properties and contributed $12
million to the capital of the Partnership as funding towards the first $20 million of expenditures that are
being incurred to update the feasibility reports and conduct the planned work programs. Similarly, NEMI
transferred in its Saxon group of properties and contributed $8 million to the capital of the Partnership.

The Saxon Group had extensive work programs carried out in the 1970s and early 1980s and feasibility
reports were prepared which indicated the potential for large-scale surface coal mining operations. The
Belcourt Group was extensively explored by previous license holders in the late 1970s and early 1980s, and
more recently studied in 2000 by the Company. Both property groups are located approximately 85



kilometres southeast of Tumbler Ridge and significant improvement of the transportation infrastructure in
the area will be required to realize the potential from their development.

Combined historical resource estimates of the four main potential surface mineable areas that fall within the
Belcourt Group and the Saxon Group indicate that there may be in excess of 280 million tonnes of coal
accessible to the Partnership. However, these historical estimates have not always conformed to the
guidelines contained within GCS Paper 88-21 or National Instrument 43-101 and are not to be relied upon.
The Partnership believes that both the Belcourt Group and the Saxon Group have the potential to support
significant mining operations and intends to advance these properties to feasibility.

In accordance with CICA Handbook Section 3055 Interests in Joint Ventures the Company s unaudited
consolidated financial statements include the Company s proportionate share of the assets, liabilities,
revenues and expenses of the Partnership, as summarized in Note 4 thereto. The Company and NEMI
transferred both property groups into the Partnership at fair market value. Upon consolidation, their values
were adjusted back to their respective historical book values, and in accordance with the Company s
accounting policy with respect to exploration and development costs, the Company s share of the book
values of these properties has been expensed, as economically recoverable reserves have not yet been
established for either property group.

During the year ended March 31, 2006, the Company entered into a joint venture agreement with Wasabi
Energy Limited ( Wasabi ), to explore and develop the Lillyburt coal property located in south-eastern
British Columbia. Under the terms of the agreement, Wasabi has the right to earn up to 50% of the coal
property by investing $2.5 million by December 2008. More specifically, Wasabi will earn 5% in the joint
venture for each $250,000 expended. The Company will manage the exploration programs on behalf of the
joint venture.

Proposed Business Combination with NEMI Northern Energy & Mining Inc.

On May 19, 2006 NEMI and the Company entered into a definitive arrangement agreement (the
Arrangement Agreement ) to combine the two companies. The proposed transaction would result in NEMI
becoming a wholly-owned subsidiary of the Company pursuant to a statutory plan of arrangement (the
Arrangement ) under the Business Corporations Act (Alberta).

The terms of the Arrangement provided that NEMI shareholders would be entitled to receive 0.5555 of one
share of the Company for each NEMI share held by them. NEMI s outstanding warrants, stock options and
other convertible securities would be exchanged with securities of the Company with equivalent terms on
the basis of the exchange ratio for NEMI shares under the Arrangement.

Upon completion of the Arrangement, the hard coking coal reserves and operations at NEMI's Trend
property would be combined with Western s Burnt River pulverized coal injection coal and Wolverine hard
coking coal reserves and operations. Additionally, the Company would control 100% of the Belcourt and
Saxon properties in north-eastern British Columbia.

In connection with the Arrangement, the Company provided NEMI with a non-revolving trade support credit
facility in the amount of $15 million. Interest under the facility bore interest at a rate of 8% per annum. As
at June 30, 2006, $13.0 million of the amount available was drawn by NEMI under the facility and on July
14, 2006, NEMI repaid the $13.0 million plus accrued interest owing that to date.

On July 10, 2006, before NEMI s shareholders had met to consider the proposed transaction, NEMI
announced that it believed the Arrangement Agreement with the Company had been terminated and on July
11, 2006 announced that it had entered into a non-binding letter of intent with Hillsborough Resources
Limited and Anglo Coal Canada Inc. to combine their respective north-eastern British Columbia
metallurgical coal assets into a company to be formed for that purpose.



The Company subsequently announced that it intends to proceed with the proposed transaction with NEMI
under the terms of the Arrangement Agreement and called for a Court application to set the date for the
adjourned meeting of NEMI s shareholders to approve the proposed plan of arrangement. NEMI rejected
the Company s request for a shareholder meeting, and the Company is considering its options as a result.

Results of Operations

Revenues

The Company mined 111,000 tonnes and realized FOB sales of 320,000 tonnes for total revenues of
$29,982,000 for the period ended June 30, 2006. The average selling price per tonne realized during the
year was $93.76 or US$83.11. These sales comprised solely of PCI coal from the Dillon Mine, located
within the Burnt River property.

During the period ended June 30, 2005, the Company mined 201,000 tonnes and realized FOB sales of
168,000 tonnes for total revenues of $19,515,000. The average selling price per tonne realized during the
2005 year was $116.17 or US$93.63.

Cost of Goods Sold

Cost of product sold include the open-pit mining costs, coal preparation and handling costs, general services
and other costs as well as proportionate allocations of overhead. For the period ended June 30, 2006, the
cost of production was $10,940,000 or $34.21/tonne. As a percentage of sales, this amounted to
approximately 36.5%.

Cost of product sold during the period ended June 30, 2005 amounted to $3,714,000 or $22.11/ tonne, which
was approximately 19.0% of sales.

The increase in cost of product sold for the period ended June 30, 2006 over the prior year period was
resultant of the discovery of an undefined fault at the southern end of the Dillon syncline during the 2™
quarter of fiscal 2006. The net result of the fault was a decrease in the Dillon reserves and increase in
overall estimated waste thus causing production costs to increase materially. Since the discovery of the
fault, production costs have remained relatively consistent on a quarterly basis.

Transportation and other costs include the coal haulage to the rail load-out, rail costs including surcharges,
fuel allocations, port charges, as well as various surveying and agent fees incurred in loading vessels. For
the period ended June 30, 2006 the total transportation and other costs were $10,342,000 or $32.34/tonne.
As a percentage of sales this amounted to approximately 34.5%.

Transportation and other costs incurred during the period ended June 30, 2005 amounted to $6,333,000 or
$37.70/ tonne, which was approximately 32.5% of sales.

The decrease in transportation and other costs for the period ended June 30, 2006 over the prior year period
was resultant of the benefits being realized of a re-negotiated coal haul contract, reduced service road
maintenance costs, and the reduction in premium costs being incurred due to reduced operations during the
quarter.

Depletion, amortization and accretion relate to the various capital expenditures required for mine
development and production. These are primarily calculated on a unit of production basis with various
pieces of equipment being charged on either a declining balance or straight-line basis. The accretion costs
represent charges incurred on the asset retirement obligation. Total depletion, amortization and accretion



charges for the period ended June 30, 2006 totalled $1,162,000 or $3.63/tonne. As a percentage of sales this
amounted to 3.9%

Depletion, amortization and accretion expensed during the period ended June 30, 2005 amounted to
$1,497,000 or $8.91/ tonne, which was approximately 7.7% of sales.

The decrease in depletion, amortization and accretion expenses for the period ended June 30, 2006 over the
prior year period was the result of the Company demonstrating feasibility for the Brule Mine project during
the 2" quarter of fiscal 2006, thereby increasing the coal reserve base for the depletion and amortization of
the Burnt River property.

Operating Profit

Operating profit for the period ended June 30, 2006 amounted to $7,538,000 or 25.1% of total sales. This
was a result of sales of 320,000 tonnes at an average price of $93.76 per tonne, for total revenues of
$29,982,000, net of cost of goods sold of $22,444,000 at an average cost of $70.18/tonne.

Operating profit for the period ended June 30, 2005 amounted to $7,971,000 or 40.9% of total sales. This
was a result of sales of 168,000 tonnes at an average price of $116.17 per tonne, for total revenues of
$19,515,000, net of cost of goods sold of $11,544,000 at an average cost of $68.71/ tonne.

Other Expenses

June 30, June 30,

(000 s of Canadian dollars) 2006 2005 $ Change % Change
Amortization $ 153  $ 50 $ 103 206.0%
Consulting 123 257 (134) (52.1%)
Corporate communications 11 78 (67) (85.9%)
Exchange listings and other regulatory fees 146 228 (82) (36.0%)
Insurance 120 35 85 242.9%
Office and miscellaneous 152 125 27 21.6%
Legal and audit 316 192 124 64.6%
Rent and telecommunications 93 62 31 50.0%
Sales and marketing 214 118 96 81.4%
Salaries, benefits and other remuneration 1,126 946 180 19.0%
Stock-based compensation 404 258 146 56.6%
Travel and related expenses 124 87 37 42.5%

$ 2,982 2436 $ 546 22.4%

General, administration and selling costs for the period ended June 30, 2006 increased by $546,000 or
22.4% to $2,982,000 over the same period in the previous fiscal year. In general, the increase is due to the
building of the necessary support systems for a larger, multi-operation company.

Coal exploration expenditures for the period ended June 30, 2006, including the Company s proportionate
share of expenses recorded by the Partnership of $915,000, decreased to $1,266,000 from $1,708,000 in the
same period in the prior year, as shown in the following table. Coal exploration costs include property
development expenditures, field programs, consultants, coal license and lease payments, engineering,
environmental costs and other project administration expenses. Exploration costs are charged to earnings in



the period in which they are incurred, except where these costs related to specific properties for which
economically recoverable reserves have been established, in which case they are capitalized.

June 30, June 30,
(000 s of Canadian dollars) 2006 2005 $ Change % Change
Belcourt and Saxon $ 915 $ 679 $ 236 34.8%
Burnt River - 884 (884) (100.0%)
Wolverine 263 98 165 168.3%
Other 88 47 41 87.2%
$ 1266 $ 1,708 $ (442) (25.9%)

Other income amounted to $600,000 for the period ended June 30, 2006, a decrease of $169,000 over the
same period in the prior year. The majority of other income consists of interest income earned on short term
investments held by the Company, as well as stumpage income and foreign exchange gains earned during
the period. The decrease in other income is primarily attributable to the lower cash and investment balances
held throughout the period ending June 30, 2006. Also included in other income for the period ended June
30, 2006 is a gain of $268,000 resulting from put and call option contracts, or costless collars, entered into
by the Company to mitigate its exposure to currency fluctuations. (See Financial Instruments ) There
were no such gains or losses in prior years results.

Net Income

Net income for the period ended June 30, 2006 was $2,307,000 compared to a net income of $4,592,000 for
the same period in the prior year. Net income for the period ended June 30, 2006 reflects: an operating
profit of $7,538,000; other expenses totalling $3,669,000 including general, administrative and selling
expenses, coal exploration expenses, offset by other income, and an income tax provision of $1,562,000
reflecting both a current income tax and a future non-cash income tax expense.

Capital Expenditures

During the quarter ended June 30, 2006, mineral property, plant and equipment increased to $276,234,000
from $208,712,000. At the Company s Burnt River operation for the quarter ended June 30, 2006, an
investment of $207,000 related primarily to the development of the Brule Mine, was offset by $448,000 in
depletion and depreciation related to the Dillon operation, for a net decrease of $241,000. As at June 30,
2006, total Wolverine capital expenditures incurred have amounted to $269,073,000 of which $8,158,000
relate to pre-project capitalized costs. Of the $242,000,000 budgeted for plant, facilities, site infrastructure
and mine development, the Company has incurred $199,511,000 as at ended June 30, 2006. Of the
$83,000,000 budgeted for the initial mine equipment, the Company has expended $61,374,000 as at June 30,
2006 of which approximately $28.3 million is under capital lease. For the current year, the Company is not
anticipating any material expenditure on its other properties.



Summary of Quarterly Results (unaudited)
(000 s of dollars, except tonnes, per tonne and per share data)

June 30, March December  September  June 30, March 31, December  September

2006 31,2006 31, 2005 30, 2005 2005 2005 31,2004 30, 2004
Coal Production
(tonnes) 111,000 213,000 114,000 193,000 201,000 230,000 54,000 nil
Coal Sales (tonnes) 319,778 142,000 83,000 155,000 168,000 152,000 nil nil
Average US $ Coal
Price (per tonne) $ 8311 $ 6825 $ 101.73 $ 10214 $ 9363 $ 60.93 nla n/a
Average CAD $ Coal
Price (per tonne) $ 9376 $ 7821 $ 11879 $ 12272 $ 11617 $ 74.66 n/a n/a
Cost of Product sold
(per tonne) $ 3421 $ 3253 % 3571 % 36.61 $ 2211 $ 21.44 nla n/a
Cost of Transportation
(per tonne) $ 3234 $ 3748 § 3524 $ 3550 $ 3770 $ 4040 n/a n/a
Total Revenues $ 29982 $ 11094 $ 9,856 $ 19,129 $ 195515 $ 11,347 $ nil $ nil

Net Earnings (Loss) ® ¢ 2307 $ 1,940) $ (383) $ 5186 $ 4592 $ (3,350) $ (4979) $ (1,189)

Net Earnings (loss) per

share Basic ™ @ $ 003 $ (003 $ - 3 006 $ 006 $ (005 $ (0.10) $ (0.03)
Net Earnings (loss) per

share Diluted ¢ @ $ 003 $ (003 $ -3 005 $ 005 $ (005 $ (0.10) $ (0.03)
Total Assets $350,353 $341280 $ 176,134 $ 169,956 $ 159,116 $ 149,802 $ 5143 $ 18,240

(1) As there were no discontinued operations and extraordinary items in quarters shown, earnings (loss) before discontinued operations and
extraordinary items are the same as earnings (loss) for the quarters shown, in total and on a per-share and diluted per-share basis.

(2) For quarters with losses, the basic and fully diluted calculations of loss per share result in the same values due to the anti-dilutive effect of
outstanding stock options and warrants.

(3) For quarters ending December 31, 2004 and prior, figures have been restated to reflect the change in accounting policy regarding the
capitalization of deferred development costs which was adopted by the Company for the quarter ended March 31, 2005.

The Company s quarterly results are reflective of the start of commercial sales from the Dillon Mine in the
fourth quarter of fiscal 2005, the volumes and timing of such shipments, the net price realized in US dollars
on such sales, the US/Canadian dollar exchange rate, and cost of production, transportation costs and
depreciation and depletion. Sales volumes, the average realized US dollar and Canadian dollar prices are
presented in the preceding table. Other factors influencing quarterly results are the growth and transition of
the Company during the period from a junior coal exploration company into a coal producer.

Cost of product sold in the second quarter of fiscal 2006 was adversely affected by the discovery, of an
undefined fault in the southern end of the Dillon syncline. The net result of the fault was a decline in the
coal reserves of 188,000 tonnes and an increase in associated waste of 1,154,000 cubic metres. The overall
affect on production costs was an increase of approximately $14 per tonne. Subsequent quarters continued
to reflect the impact of this factor on production costs. Since working out some early inefficiencies in the
first quarter of commercial sales, the cost of transportation has remained relatively constant over the
following four quarters. Concurrently, in the second quarter of fiscal 2006, the Company experienced a
reduction in depletion and amortization of approximately $7 per tonne, a result of the Brule Mine project
having reached the feasibility stage, thereby increasing the coal reserve base for depletion and amortization
of the Burnt River property.
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As a result of the growth of the Company, general, selling and administrative costs increased over the eight
quarter periods. These costs also include stock based compensation expense, which vary from quarter to
guarter, and consulting expenses related to the AIM listing and graduation to the TSX, contract negotiations
and settlements related to the Wolverine Project, as well as the final offer arbitration with CN over Dillon
Mine freight rates. Other income in the quarters ending in the 2006 fiscal year included higher levels of
investment income due to the large financing completed in the fourth quarter of fiscal 2005, and foreign
exchange gains (losses) realized on the put and call options of $(61,000), $249,000, $426,000 and $427,000
in the first, second, third and fourth quarters, respectively, of fiscal 2006 and $268,000 in the first quarter of
fiscal 2007. There were no such exchange gains and losses on such instruments in the prior periods. With
the formation of the Partnership in March 2005, the Company commenced recording significant exploration
expenses related to the Belcourt and Saxon properties. The Company s share of coal exploration expenses
from the Partnership were $679,000, $1,867,000, $3,913,000 and $907,000 in the first, second, third and
fourth quarters, respectively, of fiscal 2006 and $915,000 in the first quarter of fiscal 2007.. For fiscal 2005,
the Company s share of such expenses was $2,102,000, all of which was recorded in the fourth quarter.

Commencing with the second quarter of fiscal 2006, the Company recorded income tax recoveries
representing the unrecognized future income tax asset to be realized as a result of it being more likely than
not that sufficient future taxable income will be available to utilize such tax assets, in accordance with CICA
Handbook Section 3465 Income Taxes . Accordingly, the second, third and fourth quarters of fiscal 2006
included future income tax recoveries of $4,006,000, $929,000 and $1,585,000, respectively. In the first
quarter of fiscal 2007, the Company drew down the asset by $1,497,000 as a result of the income generated
during the quarter.

The increase in total assets over the eight quarter period reflects the significant fundraisings conducted by
the Company, commencing in the fourths quarter of fiscal 2005 and 2006, and the development and
construction of the Wolverine Project.

Financing Activities

During the period ended June 30, 2006, $5,279,000 was raised pursuant to the exercise of 3,519,600 share
purchase warrants and $25,000 was raised pursuant to the exercise of 16,668 stock options. During the
guarter ended June 30, 2005, $375,000 was raised pursuant to the exercise of 375,000 share purchase
warrants and $35,000 was raised pursuant to the exercise of 100,000 stock options. No other financing
activities were conducted during either quarter.

On March 23, 2006, the Company issued 125,000 subordinated Convertible Debentures for net proceeds of
$119,620,000. From the net proceeds, an amount of $9,375,000, representing the interest required to be paid
by the Company on the Convertible Debentures until March 24, 2007, is being held in escrow. The
subordinated Convertible Debentures bear interest at 7.5% per year, payable semi-annually, mature March
24, 2011, and are convertible into common shares of the Company at any time prior to their maturity at a
conversion price of $4.00 per common share. The convertible debentures are redeemable under certain
conditions by the Company commencing March 24, 2009.

Subsequent to June 30, 2006, the Company completed two additional capital lease arrangements for
approximately $16.2 million in production equipment at its Wolverine Mine. (See Liquidity and Capital
Resources ).

Liquidity and Capital Resources
The Company s aggregate operating, investing and financing activities during the period ended June 30,
2006 resulted in a net decrease to cash of $68,193,000. As at June 30, 2006, the Company s cash balance

stood at $3,081,000 (including the Company s share of the Partnership s cash of $1,607,000) and working
capital was $3,727,000. Immediately following quarter end, trade accounts receivable of $10,665,000 were
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collected and the $13,000,000 of advances provided to NEMI and accrued interest to July 14, 2006 of
$162,000, were repaid on that date (see Proposed Business Combination with NEMI Northern Energy
& Mining Inc. ).

With the commencement of coal sales from the Dillon Mine in January 2005, the Company began producing
positive cash flow. For the quarter ended June 30, 2006, the Dillon Mine generated cash flow of $8,700,000
on coal sales of $29,982,000, before depletion, amortization and accretion and working capital changes, and
for the year ended March 31, 2006, the Dillon Mine generated cash flow of $22,478,000 on coal sales of
$59,594,000. Cash flows generated from future shipments of ULV-PCI coal from the Dillon Mine, and from
the Brule Mine, once permitted, will depend on volumes, settlement prices, exchange rates, the level of
operating and transportation costs, and other factors noted throughout this MD&A, including the items
identified under Risks and Uncertainties in the Company s MD&A for the year ended March 31, 2006.

The Company also has a US$15 million bank line to finance Export Development Canada insured trade
receivables, none of which is utilized as at June 30, 2006.

Cash on hand and cash flow from the Company s Burnt River operations are not anticipated to be sufficient
to fund the entire construction, commissioning and operating costs associated with the Wolverine project.
As a result, the Company is required to obtain additional financing. In mid-July 2006, the Company
received and accepted a commitment from BNP Paribas to arrange and underwrite a senior debt financing
for up to $90.0 million. By agreement, the facility has been established at $75 million which is all the
Company will require to complete the project funding. The Company expects that the debt financing will be
completed in August 2006. In the event that debt financing is not completed as and when expected, the
Company will need to complete further equity financings or seek alternate funding sources.

As of June 30, 2006, the Company s contractual obligations included:

Payments Due by Period

(000 s of dollars) Total Lessthan 1year | 1 3years 4- 5 years After 5 years
Convertible Debenture $ 171,875 $ 9375 | $ 18,750 $ 143,750 $ Nil
Asset retirement obligation 9,371 45 1,528 2,731 5,067
Capital lease and equipment

purchase obligations 42,603 20,463 12,738 9,402 Nil
Operating leases (premises & other) 1,451 810 560 81 Nil
Wolverine project commitments 25,892 25,892 Nil Nil Nil
Reclamation bond requirement 402 402 Nil Nil Nil
Other 784 344 220 220 Nil
Total Contractual Obligations $ 252,378 $ 57331 | $ 33796 | $ 156,184 $ 5,067

The Wolverine project commitments in the above table include only contractual obligations entered into as
of June 30, 2006. Total costs associated with the construction of the 3.0 million tonne per annum plant at
Wolverine, including pre-production stripping and contingencies, are approximately $242,000,000 and total
mining equipment to be leased or purchased is approximately $83,000,000. (See Wolverine Perry Creek
and EB ). As at June 30, 2006, the Company is expecting that commitments beyond those set out in the
above table will be entered into for the completion of the Wolverine site infrastructure and mine
development costs of approximately $25,900,000 and for mining equipment of approximately $38,000,000.

Other commitments in the above table include the Company s Nominated AIM Advisor fee of
approximately $100,000 annually and the minimum fee payable to the Dillon Mine contractor for
demobilization of operations and equipment upon completion of the mine contract.

Other commitments, including royalty commitments ranging from 0.75% to 1.0% of sales from certain coal
properties of the Company and the joint venture, and a royalty of 1% of sales owing to a marketing agent on
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sales made to Japan and Taiwan, are described in the notes to the audited consolidated financial statements
for the year ended March 31, 2006.

Off-Balance Sheet Arrangements

The only off-balance sheet arrangements, other than commitments described elsewhere in this MD&A, are
the Company s foreign exchange hedging program and its trade receivables insurance program, both as more
particularly described in the Financial Instruments section.

Related Party Transactions

At June 30, 2006 and 2005, there were no accounts payable and accrued liabilities due to companies
controlled by directors. (See Liquidity and Capital Resources ).

Contingency

The Company has been named as a respondent in an application for judicial review filed by CN in the
Federal Court of Canada ( Federal Court ). In its application CN is seeking declarations that (a) all sections
of the Canada Transportation Act ( CTA ) relating to final offer arbitration ( FOA ) are inoperative, being
in contravention of the Canadian Bill of Rights and (b) that the September 6, 2005 decision of an arbitrator
made pursuant to the FOA provisions of the CTA in favour of the Company be set aside. The Attorney
General of Canada, the Attorney General for each of the Provinces, the Canadian Transportation Agency
and the arbitrator in the FOA hearing were served with notice of the Federal Court application as well.

The outcome of the case will have no impact on freight rates to be charged by CN for the transport of
Wolverine hard coking coal to Ridley Terminals at the Port of Prince Rupert, as the Company and CN have
recently entered into an agreement for the provision of such services. Should CN s application be
successful, overall transportation costs for the transport of coal from the Dillon Mine could increase by an
estimated 6% solely for the period July 2005 to July 2006.

The background of the application is as follows: following the expiration of the contract between the
Company and CN for the provision of rail freight services, and the inability of the parties to reach a new
agreement, the Company submitted the matter of its rates and conditions to FOA under the CTA and on
September 6, 2005, an arbitrator appointed by the Canadian Transportation Agency issued a decision in
favour of the Company. The FOA process is a critical mechanism under the CTA that allows shippers to
dispute rates charged by a carrier such as CN. The CTA provides that the decision of the arbitrator on a
FOA is final and binding on the parties.

The Company views CN s application as being without merit and has retained counsel to respond to the
application. The Attorney General of Canada, the Attorney General for the Province of British Columbia
and the Canadian Transportation Agency have responded to the application and will take an active role in
support of the legislation. While it is unclear what the final outcome will be, should CN s application be
successful, the Company assumes that the rail freight rates CN will seek to impose will be higher than those
currently in place under the FOA award. The Company is providing for rail freight services in its financial
statements based on the decision of the arbitrator.

Proposed Transactions
Proposed transactions include the proposed business combination with NEMI (see Proposed Business
Combination with NEMI Northern Energy & Mining Inc. ) and the proposed debt facility to finance the

balance of the construction, commissioning and operation of the Wolverine Mine project. (see Liquidity and
Capital Resources ).
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Changes in Accounting Policies

There are no changes in accounting policies impacting the consolidated interim financial statements for the
three months ended June 30, 2006.  Refer to the Annual MD&A for a description of changes in accounting
policies affecting the Company s consolidated audited financial statements for the year ended March 31,
2006.

Critical Accounting Estimates

In preparing financial statements, management has to make estimates and assumptions that affect the
reported amounts of assets, liabilities, revenues and expenses. Based on historical experience, current
conditions and expert advice, management makes assumptions that are believed to be reasonable under the
circumstances. These estimates and assumptions form the basis for judgments about the carrying value of
assets and liabilities and reported amounts for revenues and expenses. Different assumptions would result in
different estimates and actual results may differ from results based on these estimates. These estimates and
assumptions are also affected by management s application of accounting policies. Critical accounting
estimates are those that affect the consolidated financial statements materially and involve a significant level
of judgment by management. The Company s accounting policies are described in Note 2 to the
consolidated financial statements for the most recent fiscal year ended March 31, 2006. Management s
critical accounting estimates are applied in the accounting for the impairment of mineral property, plant and
equipment and other assets such as investments, restoration and post-closure costs, and accounting for
income and mining taxes. Refer to the Annual MD&A for a description of critical accounting estimates
affecting the Company s consolidated financial statements.

Recent Accounting Pronouncements

There are no recent accounting pronouncements impacting the current consolidated financial statements for
the three months ended June 30, 2006, except as disclosed in the Annual MD&A for the year ended March
31, 2006.

Financial Instruments

The Company’s financial instruments consist of cash, accounts receivable, deposits, accounts payable and
accrued liabilities, various commitments including capital lease obligations, and Convertible Debentures.
The fair values of these financial instruments approximate their carrying values. In management’s opinion,
the Company is not exposed to significant interest rate or credit risk arising from these financial instruments,
with the exception of accounts receivables denominated in US dollars, on which the Company could be
exposed to a foreign exchange risk. As the majority of the operating costs are incurred in Canadian dollars
and revenues are denominated in US dollars, exchange rate movements can have a significant impact on
operating results and profitability. To manage its exposure to currency fluctuations, the Company has
entered into put and call option contracts, commonly referred to as a costless collar. The US dollar put
options offer downside protection against the Canadian dollar strengthening while the US dollar call options
limit participation as a result of the Canadian dollar weakening. Outstanding put and call options as at June
30, 2006 are a series of put and call contracts in the amounts of US$3,000,000 per month from July to
September 2006 and US$12,000,000 per month from October 2006 to February 2007, each having a floor of
1.100 and a ceiling of 1.1298. For the period ended June 30, 2006, the Company recorded gains of $268,000
in its statement of operations as a result of these instruments. As at June 30, 2006, there are no deferred and
unrecognized gains and losses as a result of these instruments.

Financial instruments that potentially subject the Company to credit risk consist of cash and cash equivalents
and accounts receivables. In order to manage this risk, the Company deposits cash and cash equivalents
with high credit quality financial institutions. The Company uses available export trade credit insurance to
provide security for non-payment for coal sales by customers. The Company has entered into an
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arrangement with Export Development Canada and its bank for the transfer of the insurance and sale of the
accounts receivable from coal sales at the Company s discretion, subject to a maximum outstanding at any
one time of US $15 million. The arrangement allows the Company to receive cash for its accounts receivable
more quickly, and to shorten the period of time during which foreign exchange rate movements may impact
the Canadian dollar value of the accounts receivables.

Outstanding Share Data
The Company is authorized to issue an unlimited number of common shares without par value. Issued and

outstanding shares include 87,516,574 common shares as at August 14, 2006 for a net consideration of
$165,064,910. Outstanding options as at August 14, 2006 are as follows:

Security Number Exercise price Expiry date
Stock Options 180,000 $0.35 February 13, 2007
Stock Options 100,000 $0.35 December 4, 2007
Stock Options 40,000 $0.35 September 19, 2008
Stock Options 140,000 $0.80 February 15, 2009
Stock Options 40,000 $1.20 May 16, 2009
Stock Options 250,000 $1.38 May 16, 2009
Stock Options 250,000 $1.59 May 16, 2009
Stock Options 120,000 $1.49 August 23, 2009
Stock Options 265,168 $1.50 August 29, 2009
Stock Options 140,000 $2.50 October 5, 2009
Stock Options 140,000 $3.30 November 12, 2009
Stock Options 50,000 $4.92 December 6, 2009
Stock Options 115,000 $6.10 March 15, 2010
Stock Options 550,000 $5.40 July 28, 2010
Stock Options 190,000 $6.10 July 28, 2010
Stock Options 300,000 $6.20 July 28, 2010
Stock Options 300,000 $5.40 July 28, 2010

There are no warrants outstanding as of August 14, 2006. At any time prior to the maturity of the 125,000
Convertible Debentures on March 24, 2011, 31,250,000 common shares are issuable at a conversion price of
$4.00 per common share. (See Financing Activities ).

Risks and Uncertainties

The exploration and development of natural resources are highly speculative in nature and are subject to
significant risks. The risk factors which should be taken into account in assessing the Company s activities
include, but are not necessarily limited to, those set out in the Annual MD&A for the year ended March 31,
2006. These risks are not intended to be presented in any assumed order of priority. Any one or more of
these risks could have a material effect on the Company and should be taken into account in assessing the
Company s activities.

Other Information
Additional information related to the Company, including the Company s Annual Information Form, is

available for viewing on SEDAR at www.sedar.com and at the Company s website at www.westerncoal.com.
The Company cautions that information contained on, or accessible through these websites is current only as
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of the date of such information and may be superceded by subsequent events of filings. The Company
undertakes no obligation to update publicly or otherwise revise any information including forward-looking

information, whether as a result of new information, future events or such other factors that affect this
information except as required by law.
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