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MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL REPORTING

The condensed consolidated interim financial statements of Prophecy Coal Corp. (formerly Prophecy
Resource Corp. Inc.) are the responsibility of the Company’s management. The consolidated financial
statements are prepared in accordance with International Accounting Standard ("IAS") 34 Interim
Financial Reporting and International Financial Reporting Standard (“IFRS”) 1, First-time Adoption of
IFRS has been applied (Note 3), and reflect management’s best estimates and judgment based on
information currently available.

Management has developed and maintains a system of internal control to ensure that the Company’s
assets are protected from loss or improper use, transactions are authorized and properly recorded, and
financial records are reliable.

The Board of Directors is responsible for ensuring management fulfills its responsibilities for financial
reporting and internal control through an audit committee, which is comprised primarily of non-
management directors. The audit committee reviews the consolidated financial statements prior to their
submission to the Board of Directors for approval.

“John Lee”
“David Jan”

John Lee, CEO David Jan, CFO

Vancouver, British Columbia
June 23, 2011



PROPHECY COAL CORP.
(Formerly - Prophecy Resource Corp.)

Condensed Consolidated Interim Statements of Financial Position

Unaudited
(Expressed in Canadian Dollars) Amended and Restated
March 31  December 31 January 1
2011 2010 2010
Note (note 3) (note 3)
Assets
Current assets
Cash and cash equivalents 7 $ 19744612 $ 39324151 $ 139,312
Receivables and deposits 8 614,762 414,926 2,928
Prepaid expenses 174,886 82,513 -
Investments ] 6,677,692 3,295,385 -
27,211,952 43,116,975 142,240
Non-current assets
Reclamation deposits 6,500 6,500 6,850
Deposits 10 5,093,388 - -
Property and equipment 11 31,452,779 25,301,993 77,927
Properties held for disposition 22 38,219,041 - -
Mineral properties 12 5,236,752 42 147,366 15,933,591
$ 107,220,411 $ 110,572,834 $ 16,160,608
Liabilities and Equity
Current liabilities
Accounts payable & accrued liabilities $ 750275 $ 2221951 $ 52,105
Loan payable 13 - 5,083,334 -
750,275 7,305,285 52,105
Non-current liabilities
Asset retirement obligation 103,652 80,000 -
Deferred income taxes 448 686 448 686 -
1,302,613 7,833,971 52,105
Equity
Share capital 14 128,193,042 125,458,376 33,896,787
Contributed surplus 6,075,735 4,720,060 3,000,310
Accumulated other comprehensive loss 1,119,692 (512,616)

Deficit

(29,470,671)

(26,926,957)  (20,788,594)

105,917,798

102,738,863 16,108,503

$ 107,220,411

$ 110,572,834 $ 16,160,608

Approved by the Board:

"John Lee"

Director

"Greg Hall"

Director

See Notes to Condensed Consolidated Interim Financial Statements.
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PROPHECY COAL CORP.

(Formerly - Prophecy Resource Corp.)

Condensed Consolidated Interim Statements of Changes in Equity

Unaudited
(Expressed in Canadian Dollars)

Amended and Restated

Numbers Share Contributed Accumulated Other
Note of shares Capital Surplus Comprehensive Loss Deficit Total

Balance, January 1, 2010 53,859,874 §$ 33,896,787 $ 3,000,310 $ - (20,788,594) 16,108,503
Private placements, net of share

issue costs 11,963,158 4,650,089 133,847 - - 4,783,936
Loss for the period - - - - (422,904) (422,904)
Balance, March 31, 2010 65,823,032 §$ 38,546,876 $ 3,134,157 § - (21,211,498) 20,469,535
Private placements, net of share

issue costs 11,507,011 6,112,868 - - 6,112,868
Shares reduced upon spin off (5,265,840) - - - - -
Shares issued upon acquisition of

Prophecy Holdings Inc. 36,178,285 27,495,497 73,404 - - 27,568,901
Shares issued upon acquisition of

Northern Platinum Ltd. 14,170,815 7,085,408 448,253 - - 7,533,661
Shares issued for mineral properties 5,760,000 3,658,400 - - - 3,658,400
Shares issued as financing fees 1,000,000 490,000 - - - 490,000
Prospectus offering, net of share -

issue costs 49,475,000 38,426,910 573,300 39,000,210
Options exercised 2,610,000 1,876,283 (754,900) - - 1,121,383
Warrants exercised 3,722,896 1,766,134 - - - 1,766,134
Share-based payments - - 1,351,124 - - 1,351,124
Loss for the period - - - - (4,175,268) (4,175,268)
Expire and forfeiture of options - - (105,278) - 70,055 (35,223)
Distribution to shareholders on spin off - - - - (1,610,246) (1,610,246)
Unrealized loss on available-for-sale security - - - (512,616) - (512,616)
Balance, December 31, 2010 (note 3) 184,981,199 §$ 125,458,376 $ 4,720,060 $ (612,616) $ (26,926,957) 102,738,363
Options exercised 736,600 619,299 (306,284) - - 313,015
Share-based payments - - 1,674,017 - - 1,674,017
Warrants exercised 4,205,465 2,115,367 - - - 2,115,367
Expire and forfeiture of options - - (12,058) - 12,058 -
Loss for the period - - - - (2,555,772) (2,555,772)
Unrealized gain on available-for-sale security - - - 1,632,308 - 1,632,308
Balance, March 31, 2011 189,923,264 $ 128,193,042 § 6,075,736 $ 1,119,692 $ (29,470,671) $ 105,917,798

6

See Notes to Condensed Consolidated Interim Financial Statements.



PROPHECY COAL CORP.
(Formerly - Prophecy Resource Corp.)

Condensed Consolidated Interim Statements of Cash Flows

Unaudited
(Expressed in Canadian Dollars)

Amended and Restated

Three months ended March 31,

2011 2010
(note 3)
Operating Activities
Net loss for period $ (2,555,772) $ (422,904)
ltems not involving cash
Amortization 15,005 5,106
Share-based payments 1,340,353 -
(1,200,414) (417,798)
Changes in non-cash working capital
Receivables and deposits (199,836) (840,978)
Prepaid expenses (92,373) -
Accounts payable and accrued liabilities (409,712) 241,830
(701,921) (599,148)
Cash Used in Operating Activities (1,902,336) (1,016,946)
Investing Activities
Equipment deposits and other (5,093,388) -
Acquisition of property and equipment (7,191,519) (1,318)
Mineral property expenditures (987,345) (129,498)
Purchase of available for sale investments (1,750,000) -
Cash Used in Investing Activities (15,022,252) (130,816)
Financing Activities
Repayment of loan (5,083,334) -
Shares issued, net of share issuance costs 2,428,382 4,783,936
Cash Provided by (Used in) Financing Activities (2,654,952) 4,783,936
Net (Decrease) Increase in Cash (19,579,539) 3,636,174
Cash and Cash Equivalents - beginning of period 39,324,151 139,312
Cash and Cash Equivalents - end of period $ 19744612 $ 3,775,486

See Notes to Condensed Consolidated Interim Financial Statements.
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PROPHECY COAL CORP.

(Formerly Prophecy Resource Corp.)

Notes to Condensed Consolidated Interim Financial Statements

Unaudited

For the three months ended March 31, 2011

(Expressed in Canadian Dollars) Amended and Restated

2, BASIS OF PREPARATION (Continued)

These condensed consolidated interim financial statements have been prepared on a historical
cost basis except for financial instruments classified as available-for-sale and at fair value through
profit and loss, which is stated at their fair value, and provision for closure and reclamation, which
is recorded at management’s best estimate. In addition these condensed consolidated interim
financial statements have been prepared using the accrual basis of accounting, except for cash
flow information.

These condensed consolidated interim financial statements were prepared in accordance with
International Accounting Standard (“IAS”) 34 “Interim Financial Reporting”. They do not include
all of the information required for annual financial statements.

The accounting policies set out in Note 4 have been applied consistently to all periods presented
in preparing the opening balance sheet at January 1, 2010 (Note 3) for purposes of transition to
IFRS. The accounting policies have been applied consistently by the Company and its
subsidiaries.

3. TRANSITION TO IFRS

Under IFRS 1, the IFRSs are applied retrospectively at the transition date with all adjustments to
assets and liabilities as stated under GAAP taken to deficit unless certain exemptions are applied.
IFRS 1 provides for certain optional exemptions and certain mandatory exceptions for first time
IFRS adopters.

Initial elections upon adoption

Set forth below are the IFRS 1 applicable exemptions and exceptions applied in the conversion
from Canadian GAAP to IFRS.

0] Share-based payments
IFRS 1 permits the application of IFRS 2 "Share-Based Payment" only to equity
instruments granted after November 7, 2002 that had not vested by the date of transition
to IFRS. The Company has applied this exemption for equity instruments granted after
November 7, 2002 that had not vested by January 1, 2010.

(i) Business Combinations (“IFRS 3”)

The Company has elected under IFRS 1, not to apply IFRS 3 “Business Combinations”
retrospectively to business combinations that occurred prior to January 1, 2010.



PROPHECY COAL CORP.

(Formerly Prophecy Resource Corp.)
Notes to Condensed Consolidated Interim Financial Statements

Unaudited

For the three months ended March 31, 2011
(Expressed in Canadian Dollars) Amended and Restated

3. TRANSITION TO IFRS (Continued)

Adjustments to transition to IFRS

@)

(b)

Income taxes

In April 2010, the Company acquired all of the outstanding common shares of Prophecy
Holdings Inc. (“Prophecy Holdings”). On acquisition of Prophecy Holdings, the Company
recognized a deferred income tax liability $6,797,734 in accordance with Canadian
GAAP. Under IAS 12 “Income Taxes”, the deferred tax liability would not be recognized,
either on acquisition or subsequently. This accounting policy change resulted in a
reversal of the deferred income tax liability and a corresponding decrease in the carrying
value of mineral properties.

Similarly, in September 2010, the Company acquired all of the outstanding common
shares of Northern Platinum Ltd. (“Northern Platinum”). On acquisition of Northern
Platinum, the Company recognized a deferred income tax liability $1,360,236 in
accordance with Canadian GAAP. Under IAS 12 the Company reversed the deferred
income tax liability which resulted a corresponding decrease in the carrying value of
mineral properties.

Share-based payments

Under Canadian GAAP, forfeitures of share-based awards are recognized as they occur.
However, under IFRS, forfeiture estimates are recognized in the period share-based
awards are granted, and are revised for actual forfeitures in subsequent periods.

These policy changes resulted in a reduction in contributed surplus for the year ended
December 31, 2010 of $35,223, from which, $29,780 reduced share-based payments
expense and $5,443 reduced mineral properties. It should be noted that $1,955 related to
the Company’s Ulaan Ovoo property which has been reclassified to Property and
Equipment and $531 and $2,957 related to Lynn Lake and Wellgreen, respectively.

On transition to IFRS the Company changed its accounting policy for the treatment of
share-based payments whereby amounts for expired unexercised stock options are
transferred to deficit. Previously, the Company’s Canadian GAAP policy was to leave
such amounts in contributed surplus. The policy change resulted in $582,109 being
transferred from contributed surplus to deficit on January 1, 2010 and $70,055 at
December 31, 2010.

10



PROPHECY COAL CORP.

(Formerly Prophecy Resource Corp.)
Notes to Condensed Consolidated Interim Financial Statements

Unaudited

For the three months ended March 31, 2011
(Expressed in Canadian Dollars) Amended and Restated

3. TRANSITION TO IFRS (Continued)

Adjustments to transition to IFRS

©

@)

(€)

Reclassification of mineral property interest

Prior to transition to IFRS, the Ulaan Ovoo mineral property, which as of the period ended
March 31, 2011 is in the development stage, was classified as mineral property interests.
In accordance with IFRS 6 “Exploration for and Evaluation of Mineral Resources”, a
mineral property is no longer classified under this standard once technical feasibility and
commercial viability are demonstrable, resulting in this asset being reclassified as
Property and Equipment commencing June 30, 2010. Accordingly, during the year-
ended December 31, 2010, $24,068,353 was transferred from mineral property interests
to property and equipment.

Reclassification of borrowing costs

Canadian GAAP allows a choice whether or not to capitalize eligible borrowing costs, but
IAS 23 “Borrowing Costs”, requires capitalization of eligible borrowing costs that are
directly attributable to the acquisition, construction, or production of a long term asset.
The Company previously expensed borrowing costs and, therefore, reclassified the
interest on the loan of $1,143,889 incurred in 2010 to support the development of the
Ulaan Ovoo mineral property to Property and Equipment.

Reconciliation to previously reported financial statements

A reconciliation of the above noted changes is included in the following Statements of

Financial Position and Statements of Operations and Comprehensive Loss for the dates

noted below.

¢ Consolidated Statement of Financial Position at January 1, 2010

e Consolidated Statement of Financial Position at March 31, 2010

e Consolidated Statement of Financial Position at December 31, 2010

¢ Consolidated Statement of Operations and Comprehensive Loss for the three-month
period ended March 31, 2010

¢ Consolidated Statement of Operations and Comprehensive Loss for the year ended
December 31, 2010

¢ Consolidated Statement of Cash Flows for the three-month period ended March 31,
2010

11
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PROPHECY COAL CORP.

(Formerly Prophecy Resource Corp.)

Notes to Condensed Consolidated Interim Financial Statements
Unaudited

For the three months ended March 31, 2011

(Expressed in Canadian Dollars) Amended and Restated

3. TRANSITION TO IFRS (Continued)

The March 31, 2010 Canadian GAAP Consolidated Statements of Financial Position has been
reconciled to IFRS as follows:

Consolidated Statement of Financial Position

March 31, 2010

Effect of
Canadian transition
GAAP to IFRS IFRS
Assets
Current assets
Cash and cash equivalents $ 3,775,486 $ - $ 3,775,486
Receivables and deposits 843,906 - 843,906
4,619,392 - 4,619,392
Non-current assets
Reclamation Deposits 6,850 - 6,850
Property and Equipment 74,139 - 74,139
Deferred Acquisition Costs 173,000 - 173,000
Mineral Properties 16,071,276 - 16,071,276
$ 20,944 657 $ - $ 20,944 657
Liabilities and Equity
Current liabilities
Accounts payable & accrued liabilities 475122 - 475122
475,122 - 475,122
Equity
Share Capital 38,546,876 - 38,546,876
Contributed Surplus 3,716,266 (582,109) 3,134,157
Deficit (21,793,607) 582,109 (21,211,498)
20,469,535 - 20,469,535

$ 20,944,657 $ -

$ 20,944,657




PROPHECY COAL CORP.

(Formerly Prophecy Resource Corp.)

Notes to Condensed Consolidated Interim Financial Statements

Unaudited
For the three months ended March 31, 2011
(Expressed in Canadian Dollars)

Amended and Restated

The December 31, 2010 Canadian GAAP Consolidated Statement of Financial Position has been

reconciled to IFRS as follows:

Consolidated Statement of Financial Position

December 31, 2010

Effect of
Canadian transition
GAAP to IFRS IFRS
Assets
Current assets
Cash and cash equivalents $ 39,324,151 $ - $ 39,324,151
Receivables and deposits 414,926 - 414,926
Prepaid expenses 82,513 - 82,513
Investment 3,295,385 - 3,205,385
43,116,975 - 43,116,975
Non-current assets
Reclamation deposits 6,500 - 6,500
Property and equipment 91,706 25,210,287 25,301,993
Mineral properties 74,377 177 (32,229,811) 42 147,366

$ 117,592,358 $ (7,019,524) $ 110,572,834

Liabilities and Equity

Current liabilities

Accounts payable & accrued liabilities $ 2221951 $ - $ 2,221,951
Loans payable 5,083,334 - 5,083,334
7,305,285 - 7,305,285

Non-current liabilities
Asset retirement obligation 80,000 - 80,000
Deferred income tax taxes 8,606,656 (8,157,970) 448,686
15,991,941 (8,157,970) 7,833,971

Equity

Share capital 125,458,376 - 125,458,376
Contributed surplus 5,407,447 687,387) 4,720,060
Accumulated other comprehensive loss (512,616) (512,616)
Deficit (28,752,790) 1,825,833 (26,926,957)
101,600,417 1,138,446 102,738,863

$ 117,592,358 $ (7,019,524) $ 110,572,834

14



PROPHECY COAL CORP.
(Formerly Prophecy Resource Corp.)
Notes to Condensed Consolidated Interim Financial Statements
Unaudited

For the three months ended March 31, 2011
(Expressed in Canadian Dollars)

Amended and Restated

3.

TRANSITION TO IFRS (Continued)

The March 31, 2010 Canadian GAAP Consolidated Statement of Operations and Comprehensive

Loss have been reconciled to IFRS as follows:

Consolidated Statement of Operations and Comprehensive Loss

Three months ended March 31, 2010

Effect of
Canadian transition
GAAP to IFRS IFRS
General and Administrative Expenses
Consulting and management fees $ 163,723 $ - $ 163,723
Advertising and promotion 29,233 - 29,233
Professional fees 39,504 - 39,504
Travel and accommodation 43,713 - 43,713
Stock exchange and shareholder senices 45,698 - 45,698
Salary and benefits 60,367 - 60,367
Office and administration 30,787 - 30,787
Insurance 483 - 483
Amortization 5,106 - 5,106
Loss Before Other Iltems (418,614) - (418,614)
Other Items
Foreign exchange loss 4,722) - (4,722)
Interest income 432 - 432
(4,290) - (4,290)
Net Loss for Period $ (422904) $ - $ (422,904)

15



PROPHECY COAL CORP.

(Formerly Prophecy Resource Corp.)

Notes to Condensed Consolidated Interim Financial Statements

Unaudited

For the three months ended March 31, 2011

(Expressed in Canadian Dollars) Amended and Restated

3. TRANSITION TO IFRS (Continued)

The Canadian GAAP Consolidated Statement of Operations and Comprehensive Loss for the year
ended December 31, 2010 has been reconciled to IFRS as follows:

Consolidated Statement of Operations and Comprehensive Loss

Year ended December 31, 2010

Effect of
Canadian transition
GAAP to IFRS IFRS

General and Administrative Expenses

Consulting and management fees $ 1,278,392 $ - $ 1,278,392

Stock-based compensation 1,142,330 (29,780) 1,112,550

Advertising and promotion 693,778 - 693,778

Professional fees 447 512 - 447 512

Travel and accommodation 367,511 - 367,511

Stock exchange and shareholder senices 254,658 - 254,658

Salary and benefits 252,703 - 252,703

Office and administration 196,958 - 196,958

Insurance 6,038 - 6,038

Amortization 19,458 - 19,458
Loss Before Other ltems (4,659,338) 29,780 (4,629,558)
Other Items

Foreign exchange loss (gain) 23,726 - 23,726

Interest income 9,399 - 9,399

Interest expenses (1,143,889) 1,143,889 -

Loss on disposal of plant and equipment (1,739) (1,739)

(1,112,503) 1,143,889 31,386

Net Loss for Period (5,771,841) 1,173,669 (4,598,172)

16














































































































































































