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Directors and Officers

As at the date of this MD&A, Prophecy Coal’s directors and officers were as follows:

Directors Officers

John Lee, Executive Chairman John Lee, Interim Chief Executive Officer

Harald Batista Irina Plavutska, Chief Financial Officer

Chuluunbaatar Baz Patricia Purdy, Corporate Secretary

Michael Deats

Greg Hall

Audit Committee Compensation Committee Corporate Governance
Committee

Greg Hall (Chair) Greg Hall (Chair) Greg Hall

Harald Batista Harald Batista Harald Batista

Michael Deats Michael Deats Michael Deats

Qualified Persons

Mr. Christopher Kravits, LPG, CPG, is a qualified person as defined under National Instrument 43-101
Standards of Disclosure for Mineral Projects (“NI 43-101"). Mr. Kravits is not considered independent of
Prophecy Coal given the large extent that his professional time is dedicated solely to Prophecy Coal. Mr.
Kravits has reviewed and approved the technical and scientific disclosure regarding the mineral properties of
Prophecy Coal contained in this MD&A.

2. QUARTER 3 HIGHLIGHTS AND SIGNIFICANT EVENTS

e On July 15, 2013 the Company amended the Senior Secured Credit Agreement with Waterton Global
Value, L.P. (“Waterton”) (the “Amendment”) originally entered into on July 16, 2012 as amended on
February 1, 2013 by a Waiver Agreement (such credit agreement as amended by the waiver agreement
and the Amendment, the “Amended Loan Agreement”).

Prophecy Coal has agreed to and completed a partial pay down of the principal loan amount from $10
million to $6.5 million (the “Loan”) from restricted cash-on-hand amounting to $3.5 million and extending
the maturity date from July 16, 2013 to October 31, 2013. The Amended Loan Agreement facility is a non-
revolving facility, and any repayment under the facility is not available for re-borrowing.

As consideration for entering into the Amendment, Prophecy Coal is required to pay Waterton, in cash, a
non-refundable restructuring fee (the “Restructuring Fee”) in four equal, consecutive, monthly instalment
payments (each, a “Restructuring Instalment”). Each Restructuring Instalment shall be in an amount
equal to two percent (2%) of the outstanding principal of the Loan as of the date of the execution of the
Amendment. The Restructuring Instalments are due and payable on the following dates: the date of the
execution of the Amendment; August 29, 2013; September 27, 2013; and October 31, 2013. No
Restructuring Instalment(s) will be due or payable following repayment, in full, by Prophecy Coal to
Waterton, of all amounts owing under the Amended Loan Agreement. For example, if Prophecy Coal
repays all amounts owing under the Amended Loan Agreement in full on September 15, 2013, then
Prophecy will not have to pay Waterton the Restructuring Instalments due and payable on September 27,
2013 or October 31, 2013.

As additional consideration, the Amendment also provides that each prepayment and repayment in full or
in part of the principal amount outstanding under the Amended Loan Agreement must be increased as
follows:
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0] if such payment is of the entire outstanding principal amount of the Loan, Prophecy Coal shall pay
to Waterton an amount in cash equal to the quotient of the entire amount outstanding under the
Loan and the applicable Discount Metric (as set out below); and

(i) if such payment is a partial payment of the outstanding amount of the Loan, Prophecy Coal shall
pay Waterton an amount in cash equal to the quotient of the partial payment amount and the
applicable Discount Metric;

(iii) where “Discount Metric” means (i) 1.00 from the date of the Amendment up to and including
August 16, 2013;(ii) 0.98 from August 17, 2013 up to and including August 31, 2013; (iii) 0.96 for
the calendar month of September, 2013; and (iv) 0.94 for the calendar month of October, 2013.

In July 2013, the Company granted 500,000 stock options exercisable into common shares at a price of
$0.13 per share, for a period of five years to the Company’s CFO.

In July 2013, 951,300 of Prophecy Platinum’s reserved held in-trust shares were released back to the
Company due to 9,230,749 Prophecy Coal warrants expiring and 808,514 Prophecy Coal options being
cancelled or forfeited. The Company sold 125,500 Prophecy Platinum shares for net proceeds of
$75,750.

In August 2013, the Company granted 4,000,000 stock options exercisable into common shares at a price
of $0.125 per share, for a period of five years to the Company employees, directors, officers, and
consultants.

In August 2013, the Company has entered into binding coal sales contracts with a number of buyers
which will involve the sale of over 30,000 tonnes of coal per month from the Company’s Ulaan Ovoo
mine.

In August 2013, the Company signed multiple coal offtake agreements with a number of buyers which will
involve the sale of over 30,000 tonnes of coal per month from the Company’s Ulaan Ovoo mine.

In September 2013, the Company appointed Ms. Patricia Purdy as Corporate Secretary and Ms. Irina
Plavutska as Chief Financial Officer. On August 30, 2013, Mr. Jeffrey Mason resigned as Chief Financial
Officer.

Subsequent to quarter end

In October 2013, the Company announced that it has entered into an additional coal sale contract for the
sale of 30,000 tonnes of coal per month from the Ulaan Ovoo mine at mine gate and the first shipment
date is planned in November 2013.

In October 2012, Prophecy Coal’s wholly-owned Mongolian subsidiary, Red Hill Mongolia LLC arranged a
line of credit for $1,500,000 USD with the Trade and Development Bank. The line of credit has a 1.5 year
term, with the option of extending it, and bears interest at 15% per annum and a commitment rate of 2%
per annum payable monthly. The funds will be used for working capital. The credit facility is collateralized
by certain equipment.

On November 4, 2013, the Company announced that it has resumed mining operations at Ulaan Ovoo
coal mine in Mongolia.

On November 8, 2013, the Company sold 18,525,000 common shares of Prophecy Platinum Corp.
previously owned by the Company in a private sale to arms length purchasers for net proceeds of
$7,500,000. Transaction fee of 5% were payable (paid) pursuant to purchase agreement.

On November 8, 2013, the Company fully paid out the remaining balance of secured debt facility with
Waterton Global Value LP of $6,250,000 plus applicable fees and interest pursuant to the Amended Loan
Agreement and has been provided with a release/discharge of security interests, charges, and pledges.
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3. BUSINESS OVERVIEW

Prophecy Coal in its current form is primarily the product of an April 2010 business combination between Red
Hill Energy Ltd. (at the time TSX.V - RH) and a company formed in 2006, Prophecy Resource Corp. (“Old
Prophecy Coal”). Under that merger, Red Hill was the successor legal entity which is herein referred to as the
“Corporation”. Under that 2010 business combination Old Prophecy Coal was merged with a subsidiary of Red
Hill.

Red Hill was incorporated on November 6, 1978 under the Company Act (British Columbia) under the name
“‘Banbury Gold Mines Ltd.” Banbury changed its name to “Enerwaste Minerals Corp.” on December 17, 1993,
Enerwaste changed its name to “Universal Gun-Loc Industries Ltd.”. On April 24, 2002, Universal Gun-Loc
changed its name to “UGL Enterprises Ltd.” and to Red Hill Energy Inc on April 16, 2006. On May 10, 2005,
the Corporation, as UGL, transitioned under the new (2004) Business Corporations Act (British Columbia)
(“BCBCA”) which is the corporate law statute which continues to govern the Corporation. On April 16, 2010,
the Corporation (then Red Hill) changed its name to “Prophecy Resource Corp.” in conjunction with the Red
Hill merger. On June 13, 2011, the Corporation changed its name to “Prophecy Coal Corp. in connection with
an asset spin-off to capitalize our controlled at that time, publicly traded Prophecy Platinum Corp. (“Prophecy
Platinum”) further described herein.

Prophecy Coal is a reporting issuer in the provinces of British Columbia, Alberta, and Ontario. The Company’s
common shares (the “Shares” or “Prophecy Coal Shares”) are listed for trading on the Toronto Stock
Exchange (“TSX” or the “Exchange”) under the symbol “PCY”. Prophecy Coal currently has six wholly-owned
subsidiaries (the “Subsidiaries”).

3.1 Investment in Associate and Cease of Significant Influence

At September 30, 2013, the investment in associate, Prophecy Platinum, is recorded at its carrying amount of
$22,284,081 ($25,118,910 as at December 31, 2012). At September 30, 2013, the Company held 22,542,588
Prophecy Platinum common shares, which as of that date were quoted on the Toronto Stock Venture
Exchange at $0.65 per share for a total quoted amount of $14,652,682 (December 31, 2012 quoted at $1.01
per share for a total quoted amount of $22,233,937). At September 30, 2013 Prophecy Coal held significant
influence over Prophecy Platinum by way of its ownership of 29.2% (32.1% as at December 31, 2012) of the
total issued and outstanding shares of Prophecy Platinum. Its investment was initially recognised on
deconsolidation as at November 30, 2012 with ownership of 32.6%. Thereafter, the Company accounted for its
share of Prophecy Platinum results under the equity accounting (see Note 15 to the Audited Consolidated
Financial Statements for the year ended December 31, 2012).

The following table summarizes the transactions related to Investment in Associate:

September 30, December 31,
2013 2012
Investment in Associate
Opening balance $ 25118910 $ -
Initial recognition - 25,315,871
Share of net loss of associate (1,199,390) (196,961)
Acquisitions (Note 13) 140,000 -
Disposals (649,053)
Deemed disposal loss of associate (1,122,636) -
Fair value loss on available-for-sale investments of an associate (3,750) -
$ 22284081 $ 25,118,910

On June 20, 2013, Prophecy Platinum completed a private placement that the Company did not participate in.
As a result, the Company’s ownership in Prophecy Platinum decreased. IAS 28 dictates that a reduction in the
investor's ownership must be recorded as a deemed disposal. As such, for the nine months ending
September 30, 2013 a deemed disposal loss of $1,122,329 (December 31, 2012 - $NIL) was recorded.

7
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As described in Note 15 to the Company’s annual consolidated financial statements for the year ended
December 31, 2012, pursuant to the plan of arrangement and consolidation in share capital in the acquisition
of Prophecy Platinum shares in June 2011, each option and warrant holder of Prophecy Coal as at June 9,
2011 will, upon the exercise of their Prophecy Coal options and warrants, (“June 9, 2011 Options and
Warrants”) receive 0.094758 of a Prophecy Platinum common share, in addition to one common share of
Prophecy Coal for each whole option or warrant of Prophecy Coal held and exercised. Any Prophecy Platinum
shares held in-trust, but not delivered, due to the expiry of unexercised June 9, 2011 Options and Warrants,
shall be returned to Prophecy Coal.

In July 2013, 951,300 of Prophecy Platinum’s reserved held in-trust shares were released back to the
Company due to 9,230,749 Prophecy Coal warrants expiring and 808,514 Prophecy Coal options being
cancelled or forfeited. At September 30, 2013 Prophecy Coal held, reserved in-trust, 2,316,634 (December
31, 2012 - 3,267,934) Prophecy Platinum shares contingent on exercise of these June 9, 2011 Options and
Warrants.

During the three and nine months ended September 30, 2013, the Company sold 625,500 Prophecy Platinum
shares for gross proceeds of $326,425 and a realized loss of $322,934 recognized in the consolidated
statement of operations and comprehensive loss.

On November 8, 2013, the Company sold 18,525,000 Prophecy Platinum common shares which as of that
date were quoted on the Toronto Stock Venture Exchange at $0.59 for net proceeds of $7.5 million. As a
result, the Company’s ownership percentage has been decreased to 4.3% (excluding reserved held in trust
Prophecy Platinum shares) or to 7.3% (including reserved held in trust Prophecy Platinum shares) of the total
issued and outstanding shares of Prophecy Platinum, and, therefore, the Company ceased to have significant
influence over Prophecy Platinum. The Company shall discontinue the use of the equity method accounting
and shall account for the investment in accordance with IAS 39, recognizing the fair value of the investment as
of November 8, 2013 when it ceases to be an associate.

As of November 14, 2013 the Company holds 3,327,261 (4.3%, excluding reserved held in trust shares)
Prophecy Platinum common shares, which as of that date were quoted on the Toronto Stock Venture
Exchange at $0.54 per share for a total quoted amount of $1,796,721.

3.2 Mineral Properties

As of September 30, 2013, Prophecy Coal's primary mineral properties included: Ulaan Ovoo coal property
(Mongolia) and the Khavtgai Uul and Chandgana Tal coal deposits (Mongolia), collectively known as the
“‘Chandgana Coal Properties”. The other properties of Prophecy Coal include the Okeover copper-
molybdenum project (British Columbia, Canada), Kanichee property (Ontario, Canada), and the Titan iron-
titanium project (Ontario, Canada).

Ulaan Ovoo Coal Property, Mongolia

Prophecy Coal (Red Hill at the time) entered into a letter of intent, dated November 24, 2005, as amended
February 19, 2006, with Ochir LLC and a wholly owned subsidiary of Ochir LLC, both privately owned
Mongolian companies, which set out the terms to acquire a 100% interest in the Ulaan Ovoo Property. The
purchase price for the 100% interest, together with all equipment, buildings and other facilities, assembled and
constructed at the Ulaan Ovoo property was US$9,600,000. The purchase price has been paid in full by
Prophecy Coal. Ochir LLC retained a 2% royalty on production from the licenses, which was subsequently
assigned to a third party.

On November 15, 2006, Prophecy Coal entered into an agreement with a private Mongolian company to
purchase 100% of the title and interest in five mineral licenses including licenses that are contiguous and
entirely surrounding the Ulaan Ovoo property. The aggregate purchase price for the licenses was
US$400,000. Under the terms of the agreement the vendor retained a 2% net smelter return royalty on the five
newly acquired licenses. On April 29, 2009, Prophecy Coal announced positive pre-feasibility study results for
the Ulaan Ovoo property.

On March 11, 2010, Prophecy Coal entered into a royalty purchase agreement, dated for reference March 5,
8
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