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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” “Irina Plavutska”

John Lee, CEO Irina Plavutska, Interim CFO
Vancouver, British Columbia

August 29, 2011
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PROPHECY COAL CORP.

Notes to Condensed Consolidated Interim Financial Statements
Unaudited

For the six months ended June 30, 2011

(Expressed in Canadian Dollars)

1.

2.

NATURE OF OPERATIONS (Continued)

The Company has not yet generated any revenue and has incurred losses since inception.
Management will need to generate additional financing in order to meet its planned business
objectives. There is no assurance that the Company will be able to raise additional financing.
The Company’s mine operations at Ulaan Ovoo has not been fully commissioned and has not
reached commercial production level. Until the Company can sustain production and sale of its
minerals it will remain in the development phase.

BASIS OF PREPARATION

The Canadian Accounting Standards Board (“AcSB”) confirmed in February 2008 that
International Financial Reporting Standards (“IFRS”) will replace Canadian generally accepted
accounting principles (“GAAP”) for publicly accountable enterprises for financial periods
beginning on and after January 1, 2011. The Company has adopted IFRS with an adoption date
of January 1, 2011 and a transition date of January 1, 2010.

These are the Company’s IFRS condensed consolidated interim financial statements for the first
six months of the period covered by the first IFRS consolidated annual financial statements to be
presented in accordance with IFRS for the year ending December 31, 2011 and IFRS 1, "First-
time Adoption of International Financial Reporting Standards”, has been applied. The impact of
the transition from GAAP to IFRS is explained in Note 3.

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. These financial statements should
be read in conjunction with the Company audited annual consolidated financial statements for
the year ended December 31, 2010 prepared in Canadian GAAP.

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.



PROPHECY COAL CORP.

Notes to Condensed Consolidated Interim Financial Statements
Unaudited

For the six months ended June 30, 2011

(Expressed in Canadian Dollars)

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.

Adjustments to transition to IFRS
€)) 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.

10



PROPHECY COAL CORP.

Notes to Condensed Consolidated Interim Financial Statements

Unaudited

For the six months ended June 30, 2011
(Expressed in Canadian Dollars)

3. TRANSITION TO IFRS (Continued)

Adjustments to transition to IFRS (Continued)

(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. At
June 30, 2010, this policy change resulted in a reduction in contributed surplus and
Property and Equipment for $466 as it related to the Ulaan Ovoo property.

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.

11



PROPHECY COAL CORP.

Notes to Condensed Consolidated Interim Financial Statements
Unaudited

For the six months ended June 30, 2011

(Expressed in Canadian Dollars)

3. TRANSITION TO IFRS (Continued)
Adjustments to transition to IFRS (Continued)
(d) Reclassification of mineral property interest

Prior to transition to IFRS, the Ulaan Ovoo mineral property, which as of the period
ended June 30, 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 and at June 30, 2010,
$14,724,181 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 financial

statements for the dates noted below.

e Consolidated Statement of Financial Position at June 30, 2010

¢ Consolidated Statement of Operations and Comprehensive Loss for the six month
period ended June 30, 2010

¢ Consolidated Statement of Operations and Comprehensive Loss for the three month
period ended June 30, 2010

¢ Consolidated Statement of Cash Flows for the six month period ended June 30,
2010

The reader may refer to the interim condensed consolidated financial statements for the three month
period ended March 31, 2011 that included the reconciliations of the consolidated financial statements
previously prepared under Canadian GAAP to those under IFRS at the transition date, December 31,
2010 and March 31, 2010.

12
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