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WESTERN CANADIAN COAL CORP.

CONSOLIDATED BALANCE SHEETS
(Prepared without audit)

(Expressed in thousands of Canadian dollars)

June 30, 2006

March 31, 2006

ASSETS

Current assets

Cash and cash equivalents $ 3,081 % 71,274
Restricted cash (Note 7) 9,472 9,375
Accounts receivable 15,844 6,013
Inventory 8,441 23,631
Prepaid expenses and deposits 4,710 3,765
Loan receivable (Note 3) 13,125 -
54,673 114,058
Deferred financing costs 5,413 5,129
Deposits (Note 5) 8,724 6,575
Mineral property, plant and equipment 276,234 208,712
Future income tax assets 5,309 6,806
$ 350,353  $ 341,280
LIABILITIES
Current liabilities
Accounts payable and accrued liabilities $ 34580 $ 39,643
Current income tax payable 351 286
Current portion of asset retirement obligations (Note 6) 576 549
Current portion of capital lease obligations 4,504 4,401
Current portion of convertible debentures (Note 7) 10,935 8,742
50,946 53,621
Asset retirement obligations (Note 6) 7,475 3,323
Capital lease obligations 17,099 18,161
Convertible debentures (Note 7) 105,078 104,436
180,598 179,541
SHAREHOLDERS EQUITY
Share capital (Note 8) 165,065 159,744
Equity portion of convertible debentures (Note 7) 11,558 11,558
Contributed surplus 4,901 4,513
Deficit (11,769) (14,076)
169,755 161,739
3 350,353  $ 341,280

Nature and Continuance of Operations (Note 1)
Commitments and Contingencies (Note 13)
Subsequent Events (Note 15)

The accompanying notes are an integral part of these consolidated financial statements.

Approved on Behalf of the Board of Directors:
“John Byrne”
John Byrne, Director

“John R. Brodie”
John R. Brodie, FCA, Director



WESTERN CANADIAN COAL CORP.

CONSOLIDATED STATEMENTS OF OPERATIONS AND DEFICIT
(Prepared without audit)

(Expressed in thousands of Canadian dollars, except per share data)

Three Months Ended June 30,

2006 2005
Revenues $ 29,982 $ 19,515
Cost of goods sold
Cost of product sold 10,940 3,714
Transportation and other 10,342 6,333
Depletion, amortization and accretion 1,162 1,497
22,444 11,544
Operating profit 7,538 7,971
Other expenses (income)
General, administration and selling (Note 9) 2,982 2,436
Coal exploration (Note 10) 1,266 1,708
Interest expense 21 4
Other income (600) (769)
3,669 3,379
Net income before tax 3,869 4,592
Income taxes
Current income tax expense 65 -
Future income tax expense 1,497 -
1,562 -
Net income for the period 2,307 4,592
Deficit, beginning of period (14,076) (21,530)
Deficit, end of period (11,769) $ (16,938)
Earnings per share
Basic $ 003 $ 0.06
Diluted $ 0.03 $ 0.05
Weighted average common
shares outstanding
Basic 84,576,166 79,384,551
Diluted 85,343,022 86,706,681

The accompanying notes are an integral part of these consolidated financial statements.



WESTERN CANADIAN COAL CORP.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Prepared without audit)

(Expressed in thousands of Canadian dollars)

Three Months Ended June 30,

2006 2005
CASH FLOWS FROM (USED IN):
Operating Activities
Net income for the period 2,307 % 4,592
Iltems not involving cash and cash equivalents:
Accretion, depletion and amortization 1,756 1,978
Future income tax expense 1,497 -
Stock-based compensation 404 258
5,979 6,828
Changes in non-cash working capital items:
Restricted cash (97) -
Accounts receivable (9,831) (3,625)
Inventory 14,881 (1,617)
Prepaid expenses (945) (85)
Accounts payable and accrued liabilities (5,063) 3,066
Current income tax payable 65 -
4,974 4,567
Financing Activities
Bank indebtedness - (107)
Deferred financing costs (284) -
Interest accreted on convertible debentures 2,835 -
Repayments on capital lease obligations (1,081) (18)
Proceeds from issue of shares, net of issue costs 5,304 406
6,774 281
Investing Activities
Acquisition of mineral property, plant and equipment (64,667) (6,858)
Deposits (2,149) (3,044)
Loan receivable (13,125) -
(79,941) (9,902)
DECREASE IN CASH AND CASH EQUIVALENTS
DURING THE PERIOD (68,193) (5,054)
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 71.074 115.186
CASH AND CASH EQUIVALENTS, END OF PERIOD 3.081 $ 110.132

Supplementary cash flow information (Note 11)

The accompanying notes are an integral part of these consolidated financial statements.



WESTERN CANADIAN COAL CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED JUNE 30, 2006

(All dollar amounts are stated in Canadian dollars unless otherwise indicated. Tables are expressed in
thousands of Canadian dollars, except share and per share amounts.)

1. NATURE AND CONTINUANCE OF OPERATIONS

Western Canadian Coal Corp. (the “Company”) was incorporated in the Province of British Columbia
for the purpose of acquiring, exploring and developing coal mining properties for the international
metallurgical coal markets. It is currently focused on bringing into production a high quality portfolio
of assets in northeast BC, which will take advantage of the infrastructure already established for the
northeast BC coalfields, including rail, port, town and other facilities. The Company is listed on the
Toronto Stock Exchange (“TSX”) and the Alternative Investment Market of the London Stock
Exchange (“AIM”).

The Company owns two large multi-deposit coal property groups — the Wolverine and Brazion
properties, which include more than 35,000 hectares under lease or application, and holds a 50%
interest in two additional multi-deposit coal property groups - the Belcourt and Saxon properties,
which include more than 50,000 hectares under lease or application. The Company has a BC
government mine permit which allows the Company to mine pulverized coal injection (“PCI”) coal at
the Dillon mine coal deposit (located on the Burnt River property within the Brazion group) at a
continuous rate of 80,000 tonnes per month. The Company has also received an Environmental
Assessment (EA) Certificate for the adjacent Brule Mine project, providing the potential to produce
up to 2.0 million tonnes per annum (Mtpa) of PCI coal. The Company also received an EA
Certificate and a BC government open-pit mine permit for its Perry Creek mine (located within the
Wolverine group) covering production of 2.4 Mtpa year of clean hard coking coal. The Perry Creek
Mine project commenced start-up in late July 2006. The Company’s other properties are at various
stages of exploration and development.

In order to fund the completion, start-up, commissioning and operation of the Perry Creek project as
well as the costs associated with on-going exploration and environmental assessment work on the
Company’s other properties in the Wolverine group of properties, the Company is required to obtain
additional financing. As a result, the Company anticipates that in August 20086, it will be completing a
debt financing for the balance of the Perry Creek project capital needs (Note 15(a)). 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.



WESTERN CANADIAN COAL CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED JUNE 30, 2006

(All dollar amounts are stated in Canadian dollars unless otherwise indicated. Tables are expressed in
thousands of Canadian dollars, except share and per share amounts.)

2. BASIS OF PRESENTATION

These interim consolidated financial statements have been prepared in accordance with Canadian
generally accepted accounting principles (“Canadian GAAP”) using standards for interim financial
statements and do not contain all of the information required for annual financial statements. These
statements follow the same accounting policies and methods of application of the most recent annual
audited financial statements. Accordingly, they should be read in conjunction with the most recent

annual audited financial statements of the Company.

3. NEMINORTHERN ENERGY & MINING INC. TRANSACTION

On May 19, 2006, the Company entered into an agreement to enter into a business combination with
NEMI Northern Energy & Mining Inc. (“NEMI”) such that NEMI would become a wholly-owned
subsidiary of the Company. Upon completion of the business combination, the hard coking coal
reserves and operations at NEMI's Trend property would be combined with the Company’s Burnt
River pulverized coal injection coal and Wolverine hard coking coal reserves and operations.

Further, the combined company would also control 100% of the Belcourt and Saxon properties.

The definitive agreement provided for the transaction to occur by a plan of arrangement (the
“Arrangement”) pursuant to which the Company would issue one common share for every 1.8

common shares of NEMI, and all of the shares of NEMI would be acquired by the Company.

addition, the Arrangement provided that each of NEMI's outstanding options and warrants be
exchanged for an option or warrant of the Company entitling the holder to purchase 0.5555 common
shares of the Company at an exercise price per share equal to the exercise price per NEMI share

divided by 0.5555.

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 to that date.

Subsequent to June 30, 2006, but 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 May 19, 2006 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.”



WESTERN CANADIAN COAL CORP.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FOR THE THREE MONTHS ENDED JUNE 30, 2006

(All dollar amounts are stated in Canadian dollars unless otherwise indicated. Tables are expressed in
thousands of Canadian dollars, except share and per share amounts.)

4,

INTEREST IN JOINT VENTURE

On March 2, 2005, the Company acquired a 50% interest in the Belcourt Saxon (“Joint Venture”), a
joint venture with NEMI, formed for the exploration and development of the Belcourt and Saxon

properties in northeast BC.

The Company’s proportionate share of its interest in and results from its Joint Venture as presented

by the Limited Partnership are as follows:

Balance Sheet: June 30, 2006 March 31, 2006
Cash and cash equivalents $ 1,607 $ 2,331
Deposits 100 100
Other current 61 493
Mineral property, plant and equipment 33 35
Current liabilities (511) (690)
$ 1,290 $ 2,269
Three months ended June 30,
Statement of Operations: 2006 2005
General, administration and selling $ 84 $ 50
Other income (20) -
Coal exploration 915 -
Net loss $ (979) $ (50)
Statement of Cash Flows:
Operating activities $ (724) $ (95)
Financing activities - 2,500

Investing activities

(1,571)

Under royalty agreements applicable to certain properties within the Joint Venture, the Joint Venture
is obligated to make royalty payments to various third parties based on the selling price upon
delivery of all coal sales relating to those properties, ranging from 0.75% to 1.00%. In addition, the
Joint Venture participants are entitled to a royalty equal to US $0.50 per tonne of coal produced from

that ventures’ contributed property.



WESTERN CANADIAN COAL CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED JUNE 30, 2006

(All dollar amounts are stated in Canadian dollars unless otherwise indicated. Tables are expressed in
thousands of Canadian dollars, except share and per share amounts.)

5. DEPOSITS

Deposits as presented consist of the following:

June 30, 2006 March 31, 2006

Restricted reclamation deposits (Note 5(a)) $ 7,293 $ 4,274
Equipment deposits - 857
Other restricted deposits 1,431 1,444

$ 8,724 $ 6,575

(a) In connection with the mine permit for its Wolverine property, the Company has provided the BC
government with reclamation security deposits of $6,695,000. A final deposit of $300,000 is
required to be made in April 2007. These amounts may be adjusted for inflation, if the
cumulative inflation rate from January 1, 2006 exceeds 10%. The balance of the reclamation

deposits relates to the Company’s Burnt River property.

6. ASSET RETIREMENT OBLIGATIONS

The Company’s asset retirement obligations relate to the restoration and closure of its mine
properties. The asset retirement obligations have been recorded as liabilities at fair value, assuming
a credit adjusted risk-free discount rate of 5% and an inflation factor of 2.5%. The amounts of the

liabilities are subject to re-measurement during each reporting period.

The total undiscounted amounts of the estimated obligations are approximately $6,068,000 and are
expected to be incurred over a ten year period. The fair value of asset retirement obligations recorded

during the period is $4,078,000.

7. CONVERTIBLE DEBENTURES

On March 24, 2006, the Company issued 125,000 subordinated Convertible Debentures in
denominations of $1,000 in the aggregate principal amount of $125,000,000. Proceeds to the
Company, net of underwriter fees and expenses were $119,620,000. The Convertible Debentures
bear interest at a rate of 7.5% per annum payable semi-annually on September 24 and March 24 in
each year commencing September 24, 2006 and mature on March 24, 2011. Holders may convert
their Convertible Debentures into common shares at any time prior to their maturity at a conversion
price of $4.00 per common share (the “Conversion price”), being a conversion rate of 250 common

shares per $1,000 principal amount of Convertible Debentures.

Commencing March 24, 2009, the Company may redeem all or a portion of the Convertible
Debentures at a redemption price equal to the principal amount of thereof plus accrued and unpaid
interest thereon, provided that the weighted average trading price of the Company’s common shares
on the TSX for the 30 consecutive trading days ending on the fifth trading day preceding the day prior

to which the redemption notice is given, is at least 125% of the Conversion Price.



WESTERN CANADIAN COAL CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED JUNE 30, 2006

(All dollar amounts are stated in Canadian dollars unless otherwise indicated. Tables are expressed in
thousands of Canadian dollars, except share and per share amounts.)

7. CONVERTIBLE DEBENTURES (Continued)

Upon specified change of control events, holders of Convertible Debentures will have the option to
require the Company to purchase all or any portion of the Convertible Debentures at a price equal to
105% of the principal amount of the Convertible Debentures to be purchased, plus accrued and
unpaid interest. The Company may, at its option and subject to certain conditions, elect to satisfy its
obligation to repay the principal amount of the Convertible Debentures, plus accrued and unpaid
interest, upon redemption or maturity, by issuing freely-tradeable common shares. The number of
common shares a holder will receive in respect of each convertible debenture will be determined by
dividing the principal amount of the Convertible Debentures plus accrued and unpaid interest thereon
by 95% of the current market price of the common shares on the date fixed for redemption or the
maturity date, as the case may be.

The Convertible Debentures are unsecured and are subordinated to the other liabilities of the
Company. However, the trust indenture under which the Convertible Debentures are issued provides
that the Company will not incur indebtedness secured by the Wolverine assets, other than capital
leases, which when added to the Convertible Debentures, exceeds $215,000,000.

The Convertible Debentures are being accounted for in accordance with their substance and are
presented in these consolidated financial statements in their component parts, measured at their
respective fair values at the time of issue. The liability component has been calculated as the present
value of the stream of interest and principal payments discounted at a rate approximating the interest
rate for a similar liability without a conversion feature. The difference between the debt component of
$112,930,000 and the face value of the Convertible Debentures, net of issue costs of $512,000, in
the amount of $11,558,000 is classified as equity. Issuance costs related to the debt component of
the Convertible Debentures are deferred and charged to earnings over the term to maturity. The debt
component of the Convertible Debentures is accreted over the term to maturity, by charges to
earnings for the period.

June 30, March 31,

2006 2006

Balance — beginning of period $ 113,178 $ -
Face value of Convertible Debentures issued during the period - 125,000
Less: Shareholders’ equity component - (12,070)
Liability component of Subordinated Debentures 113,178 112,930
Add: Accretion of liability component of debentures 2,835 248
Balance — end of period 116,013 113,178
Less: Current Portion (10,935) (8,742)

$ 105,078 $ 104,436

Restricted cash represents the interest required to be paid by the Company on the Convertible
Debentures until March 24, 2007. The funds are held in escrow in an interest bearing account and
shall be used to pay interest on the Convertible Debentures when due.



WESTERN CANADIAN COAL CORP.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FOR THE THREE MONTHS ENDED JUNE 30, 2006

(All dollar amounts are stated in Canadian dollars unless otherwise indicated. Tables are expressed in

thousands of Canadian dollars, except share and per share amounts.)

8. SHARE CAPITAL

Authorized: Unlimited number of common shares without par value

Issued:
Number of

Shares Consideration
Balance, March 31, 2006 83,980,306 $ 159,744
For cash received from the exercise of warrants 3,519,600 5,279
For cash received from the exercise of stock options 16,668 25
Transferred to share capital upon exercise of stock options - 17
Balance, June 30, 2006 87,516,574 $ 165,065

9. GENERAL, ADMINISTRATION AND SELLING

Three months ended June 30,

2006 2005
Schedule of expenses:

Amortization $ 153 $ 50
Consulting 123 257
Corporate communications 11 78
Exchange listings and other regulatory fees 146 228
Insurance 120 35
Office and miscellaneous 152 125
Legal and audit 316 192
Rent and telecommunications 93 62
Sales and marketing 214 118
Salaries, benefits and other remuneration 1,126 946
Stock-based compensation 404 258
Travel and related expenses 124 87
$ 2,982 $ 2,436

10



WESTERN CANADIAN COAL CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED JUNE 30, 2006

(All dollar amounts are stated in Canadian dollars unless otherwise indicated. Tables are expressed in

thousands of Canadian dollars, except share and per share amounts.)

10. COAL EXPLORATION

Three months ended June 30,

2006 2005

Schedule of expenses:
Belcourt and Saxon (Note 4) $ 915 $ 679
Burnt River - 884
Wolverine 263 98
Other 88 47
$ 1,266 $ 1,708

11. SUPPLEMENTARY CASH FLOW INFORMATION

Three months ended June 30,

2006 2005
Other information:
Interest paid $ 352 $ 4
Non-cash investing and financing transactions:
Capital lease obligation recognized for assets under capital
lease $ 122 $ 238
Asset retirement obligation recognized for future mine
reclamation costs 4,078 805

11



WESTERN CANADIAN COAL CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED JUNE 30, 2006

(All dollar amounts are stated in Canadian dollars unless otherwise indicated. Tables are expressed in
thousands of Canadian dollars, except share and per share amounts.)

12. GENERALLY ACCEPTED ACCOUNTING PRINCIPLES IN CANADA AND UNITED STATES

The Company prepares its consolidated financial statements in accordance with Canadian GAAP,
which differ in certain respects from those principles that the Company would have followed had its
consolidated financial statements been prepared in accordance with accounting principles generally
accepted in the United States and the requirements promulgated by the United States Securities and
Exchange Commission (collectively “US GAAP”). The major measurement differences between
Canadian and United States GAAP, as they affect the Company, and their effect on these

consolidated financial statements, are summarized below:

(a) Deferred Development Expenditures

Under Canadian GAAP, the costs of acquiring mineral properties and related development
expenditures on properties where economically recoverable resources have been established are
deferred. Exploration costs on properties where economically recoverable resources have not yet
been established have been expensed as incurred, as allowed under Canadian GAAP. Under US
GAAP, mineral property exploration and development costs incurred prior to having completed a
definitive feasibility study, which establishes proven and probable reserves, must be expensed as
incurred. When proven and probable reserves are determined for a property and a final feasibility
study prepared, any subsequent development costs incurred on the property would be capitalized
under US GAAP. Although the Company has technical reports and/or pre-feasibility studies covering
most of its properties under development, they would not be considered to be definitive feasibility
studies. Accordingly, development costs relating to properties for which no proven and probable
reserves have been established that have been deferred under Canadian GAAP would be expensed
as incurred under US GAAP. In addition, as a result of the lower carrying value of mineral properties
under US GAAP, the calculation of depletion and amortization of these costs and resulting depletion

and amortization expense charged to operations would be lower for US GAAP purposes.

(b) Convertible Debentures

Under Canadian GAAP, the convertible debentures issued in March 2006 are required to be
presented as a compound instrument, with the value ascribed to the holders’ conversion option, net of
the related portion of the financing costs, being presented as equity and the residual carrying value of
the convertible debentures included in liabilities being accreted to their face value over the term of the
debentures. Under US GAAP, the convertible debentures at their face value would be presented as a
long-term liability and the portion of the financing costs offsetting the holders’ conversion option would
be included in deferred financing costs and amortized over the term of the debentures. In addition,

the accretion recorded under Canadian GAAP would not be required under US GAAP.

(c) Accounting for Interests in Joint Ventures

Under Canadian GAAP, investments in jointly controlled entities are accounted for using
proportionate consolidation. Under US GAAP, interests in joint ventures are generally required to
either be consolidated or accounted for by the equity method. However, under an accommodation of
the United States Securities and Exchange Commission, the accounting for interests in joint ventures
need not be reconciled from Canadian to US GAAP as the different accounting treatment affects only
the display and classification of financial statement items and not net income (loss) for the year or
shareholders’ equity. The Company’s interest in jointly controlled entities is reflected in the Belcourt

Saxon Coal Limited Partnership (note 4).

12



WESTERN CANADIAN COAL CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED JUNE 30, 2006

(All dollar amounts are stated in Canadian dollars unless otherwise indicated. Tables are expressed in
thousands of Canadian dollars, except share and per share amounts.)

12. GENERALLY ACCEPTED ACCOUNTING PRINCIPLES IN CANADA AND UNITED STATES
(Continued)

(d) Hedging

Under US GAAP, FASB Statement No. 133 (“SFAS 133”) “Accounting for Derivative Instruments and
Hedging Activities”, all derivatives are recorded on the balance sheet at their fair value with changes
in fair value recognized in earnings of the current period unless specific hedge accounting criteria are
met. CICA Handbook Section 3865 “Hedges”, whose adoption is currently optional, establishes
standards for when and how hedge accounting may be applied. Management has determined that
the derivative instruments currently in place do not meet the requirements of Section 3865 to qualify
them as hedges. Accordingly, such instruments that do not qualify for hedge accounting are required
to be marked-to-market with changes in their fair value recognized as unrealized gains and losses in
the financial statements under Canadian GAAP. As a result, the Company has determined that there
are no differences between the consolidated balance sheets as at June 30, 2006 and March 31, 2006
and 2005 or the consolidated statements of operations for each of the periods ended June 30, 2006
and 2005, as prepared under US GAAP, as compared to those prepared under Canadian GAAP, for

this item.

(e) Comprehensive Income

Under US GAAP, comprehensive income is recognized and measured in accordance with FASB
Statement No. 130 “Reporting Comprehensive Income”. Comprehensive income includes all
changes in equity other than those resulting from investments by owners and distributions to owners.
Comprehensive income includes two components, net income and other comprehensive income.
Other comprehensive income includes amounts that are recorded as an element of shareholder’s
equity but are excluded from net income as these transactions or events were attributable to changes
from non-owner sources. These include such items as minimum pension liability adjustments,
unrealized gains and losses on certain investments, gains and losses on certain derivative
instruments and foreign currency gains and losses related to self-sustaining foreign operations.
Comprehensive income reporting under Canadian GAAP is required to be adopted for fiscal years
beginning on or after October 1, 2006, with earlier adoption permitted only as of the beginning of a
fiscal year ending on or after December 31, 2004. The Company has determined, however, that

there are no other comprehensive income items affecting these consolidated financial statements.

13



WESTERN CANADIAN COAL CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED JUNE 30, 2006

(All dollar amounts are stated in Canadian dollars unless otherwise indicated. Tables are expressed in
thousands of Canadian dollars, except share and per share amounts.)

12. GENERALLY ACCEPTED ACCOUNTING PRINCIPLES IN CANADA AND UNITED STATES
(Continued)

(f) Recent United States Accounting Pronouncements

(i) Deferred Stripping

To June 30, 2006, the Company has adopted a common industry practice in Canada of deferring
post-production stripping costs which permits mining costs associated with waste rock removal in
excess of the life-of-mine average to be deferred and charged to operations on a basis of the
average stripping ratio for the life of the mine. A similar practice is also common in the United
States. In June 2005, the Emerging Issues Task Force issued EITF 04-6 “Accounting for
Stripping Costs in the Mining Industry”, that requires stripping costs to be accounted as variable
production costs that should be included in the costs of inventory produced during the period that
the stripping costs are incurred. The consensuses reached in this Abstract are effective for fiscal
years beginning after December 15, 2005, with early adoption permitted. In March 2006, the
Emerging Issues Committee of the CICA issued EIC-160 “Stripping Costs Incurred in the
Production Phase of a Mining Operation”, which requires stripping costs to be accounted for as
variable production costs to be included in inventory unless the stripping activity can be shown to
be a betterment of the mineral property, in which case the stripping costs would be capitalized.
The consensuses reached in this Abstract should be applied to stripping costs incurred in fiscal
years beginning on or after July 1, 2006, and may be applied retroactively. Earlier adoption is
encouraged. The Company is currently evaluating the impact of the new pronouncements, but
has not yet determined their impact on the consolidated financial statements of the Company.

(if) Stock-Based Compensation

Effective April 1, 2006, under US GAAP, the Company will be required to adopt SFAS No. 123
(revised 2004), "Share-Based Payment” (“SFAS123R”), which is a revision to SFAS No. 123,
“Accounting for Stock-Based Compensation”. One of the SFAS123R requirements is that
forfeitures of unvested instruments such as stock options be estimated at the grant date to
determine the total compensation to be recognized. Under Canadian GAAP, the Company
accounts for forfeitures only as they occur. The Company has not yet completed its review of the
impact of this or other differences arising on application of SFAS123R.

14



WESTERN CANADIAN COAL CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED JUNE 30, 2006

(All dollar amounts are stated in Canadian dollars unless otherwise indicated. Tables are expressed in
thousands of Canadian dollars, except share and per share amounts.)

12. GENERALLY ACCEPTED ACCOUNTING PRINCIPLES IN CANADA AND UNITED STATES
(Continued)

Effect of Differences in GAAP on Financial Statements

The differences in the application of US GAAP would have the following material effects on the
consolidated financial statements of the Company:

Consolidated Statements of Operations

June 30, June 30,
2006 2005
Net income under Canadian GAAP $ 2307 $ 4,592
Adjustments to reconcile to US GAAP:
Deferred development costs (3,303) (6,677)
Depletion of deferred development costs 294 1,185
Net income (loss) under US GAAP $ (702) $ (900)
Earnings (loss) per share under US GAAP
Basic $ (0.01) $ (0.01)
Diluted $ (0.01) $ (0.01)
Consolidated Statements of Deficit
June 30, March 31,
2006 2006
Deficit in accordance with Canadian GAAP $ (11,769) % (14,076)
Adjustment to reconcile to US GAAP:
Cumulative effect of adjustment for differences in
accounting for development expenditures (88,116) (85,107)
Deficit in accordance with US GAAP $ (99,885) $ (99,183)

15



WESTERN CANADIAN COAL CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED JUNE 30, 2006

(All dollar amounts are stated in Canadian dollars unless otherwise indicated. Tables are expressed in

thousands of Canadian dollars, except share and per share amounts.)

12. GENERALLY ACCEPTED ACCOUNTING PRINCIPLES IN CANADA AND UNITED STATES

(Continued)

Consolidated Balance Sheets

June 30, March 31,
2006 2006
Total assets in accordance with Canadian GAAP $ 350,353 341,280
Adjustments to reconcile to US GAAP:
Cumulative effect of adjustment for differences in
accounting for development expenditures (88,116) (85,107)
Reclassify financing costs allocated to equity portion
of convertible debentures to deferred financing costs 512 512
Reverse accretion of liability portion of convertible
debentures (3,083) (247)
Total assets in accordance with US GAAP $ 259,666 256,438
June 30, March 31,
2006 2006
Total liabilities in accordance with Canadian GAAP $ 180,598 179,541
Adjustments to reconcile to US GAAP:
Reclassify equity portion of convertible debentures to
liabilities 12,070 12,070
Reverse accretion of liability portion of convertible
debentures (3,083) (247)
Total liabilities in accordance with US GAAP $ 189,585 191,364
June 30, March 31,
2006 2006
Total shareholders equity in accordance with
Canadian GAAP $ 169,755 161,739
Adjustments to reconcile to US GAAP:
Cumulative effect of adjustment for differences in
accounting for deferred development expenditures (88,116) (85,107)
Reclassify equity portion of convertible debentures to
liabilities (12,070) (12,070)
Reclassify financing costs allocated to equity portion
of convertible debentures to deferred financing costs 512 512
Total shareholders equity in accordance with US
GAAP $ 70,081 65,074
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WESTERN CANADIAN COAL CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED JUNE 30, 2006

(All dollar amounts are stated in Canadian dollars unless otherwise indicated. Tables are expressed in
thousands of Canadian dollars, except share and per share amounts.)

13. COMMITMENTS AND CONTINGENCIES

(a) As at June 30, 2006, the Company is committed to approximately $25.9 million in construction

expenditures related to Wolverine.

(b) Other commitments and contingencies are included in the notes to the audited consolidated financial
statements for the year ended March 31, 2006 and elsewhere in these consolidated interim

consolidated financial statements (Notes 3, 4, 5, 6 and 7).

14. SEGMENTED INFORMATION

All of the Company’s mining operations are conducted in Canada. The Company’s revenues for the
periods ended June 30, 2006, and 2005 are derived from coal sales to customers located in the

following countries:

Three months ended June 30,

2006 2005

South Korea $ 11,041 7,014
Japan 9,799 -
Luxembourg 6,031 9,715
China 3,111 2,786
$ 29,982 § 19,515

The Company had no revenues from Canadian customers.

15. SUBSEQUENT EVENTS

(a) Subsequent to quarter end, the Company received and accepted a commitment from BNP Paribas to
arrange and underwrite a senior debt financing for up to $90.0 million. The debt facility will finance
the completion, start-up, commissioning and operation of Perry Creek mine project located within the
Company’s Wolverine group of properties. By agreement, the facility has been established at $75
million which is all the Company will require to complete the project funding. The debt facility is

expected to close in August 2006.

(b) The Company completed two additional capital lease arrangements for approximately $16.2 million in

production equipment for the Wolverine project.
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