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including the legal and political risks of operating in Mongolia, which is a developing country and being subject to
its local laws; the availability and timeliness of various government approvals and licences; the feasibility, funding
and development of the Chandgana Power Plant; protecting title to Prophecy Coal’s mineral properties;
environmental risks; the competitive nature of the mining business; lack of infrastructure; Prophecy Coal’s
reliance on key personnel; uninsured risks;, commodity price fluctuations; reliance on contractors; Prophecy Coal’s
need for substantial additional funding and the risk of not securing such funding on reasonable terms or at all;
foreign exchange risk; anti-corruption legislation; recent global financial conditions; the payment of dividends; and
conflicts of interest.

In light of the risks and uncertainties inherent in all forward-looking statements, the inclusion or incorporation by
reference of forward-looking statements in this MD&A should not be considered as a representation by Prophecy
Coal or any other person that Prophecy Coal’s objectives or plans will be achieved.

These factors should be considered carefully and readers should not place undue reliance on Prophecy Coal’s
forward-looking statements. Prophecy Coal believes that the expectations reflected in the forward-looking
statements contained in this MD&A and the documents incorporated by reference herein are reasonable, but no
assurance can be given that these expectations will prove to be correct. In addition, although Prophecy Coal has
attempted fto identify important factors that could cause actual actions, events or results to differ materially from
those described in forward-looking statements, there may be other factors that cause actions, events or results
not to be as anticipated, estimated or intended. Prophecy Coal undertakes no obligation to publicly update any
future revisions to forward-looking statements to reflect events or circumstances after the date of this MD&A or to
reflect the occurrence of unanticipated events, except as expressly required by law.
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During the end of 2013 and the first quarter of 2014, management visited a number of potential industrial
customers in the Republic of Buryatia, Russia to discuss their coal purchase needs and drafted proposals with the
goal of establishing continuous coal shipments to Russia during 2014. The Company is currently negotiating coal
offtake agreements with these potential industrial customers in the Republic of Buryatia, Russia. On February 10,
2014, the Company sold and successfully delivered a coal shipment from Sukhbaatar rail station to a Russian
customer. The coal quality was approximately 5,300kcal/kg of GCV, 0.5% sulphur, and 5% ash.

2014 Outlook

Since resuming operations at Ulan Ovoo, management primarily works towards improving mining practices in the
areas of safety, cost containment and coal quality improvement. With these mandates and since near surface
oxidized coal was removed in 2011 and 2012, the Company has been able to consistently mine higher grade
thermal coal with GCV greater than 5,000 kcal/kg, as evidenced with quarter one production figures. With
consistent, effective and efficient mining practices, management expects that approximately ninety percent of the
coal mined at Ulan Ovoo will be greater than 5,000 kcal/kg in 2014 as was projected in the Wardrop Pre-
Feasibility Study. As such the Company is transitioning to supplying to a market for coal of GCV greater than
5,000 kcal/kg which realizes premium pricing, both in the Company’s domestic and neighbouring market, Russia.

The Company has only commenced penetrating the premium thermal coal market in these regions and believes
there is potential to expand sales with minimal competition in northern Mongolia and its neighboring Russian
region, where higher margins can be obtained. The Company has invested in various mining equipment including
a coal screener and coal drying equipment in order to enable the provision of specific coal sizes and to support
maintaining lower moisture levels in order to consistently produce coal with GCV greater than 5,000 kcal’kg. As
such the Company is focusing its efforts on controlling its mining practices and its marketing efforts to primarily
become a provider of coal with GCV greater than 5,000 kcal/kg and to capture greater market share where
premium prices can be obtained. Lower grades of coal will be used to produce briquettes and sold in the
briquette market for higher prices accordingly.

In addition, the Company has officially submitted a feasibility study for upgrading the road from the Ulaan Ovoo
mine to the Zeltura border to the Mongolian Ministry of Road and Transportation. Given that the mine is
approximately 17km from the Zeltura border (as opposed to approximately 120km from the mine to Sukhbaatar),
the re-opening of the Zeltura border crossing would reduce transportation costs and potentially further support
increased coal sales to Russia. If accepted by the Ministry of Road and Transportation, road upgrades can begin
which are estimated to take approximately four months, based on preliminary tenders received. Concurrently, the
Company is working with the Ministry of Finance and Mongolian Customs Office on creating a customs clearing
zone at the Ulaan Ovoo mine site for Russian exports that would go through Zeltura. While the Company is
pleased with the overall progress and appreciates the support from the Mongolian and Russian authorities, it
cannot offer any certainty or a definitive time frame to start transporting coal to Russia through Zeltura.

The Company continues to evaluate operating alternatives (e.g. electrification, conveyance vs. haul),
infrastructure improvement, and further management changes in addition to new uses for Ulaan Ovoo coal,
methods to upgrade its quality and pursue financial arrangements including strategic partner or joint venture
arrangements or the sale of a portion or the entire project. Though management believes the domestic and
export thermal coal market appears to be improving and is profitable, the Company is unable to determine
whether improvement will materialize and if so, be sustainable, and when, if at all, access to Russian coal
markets will be opened, nor the extent of project changes and operational modifications required and the potential
value of the coal resources.

Highlights on the Chandgana Coal Properties

The Chandgana properties consist of the Chandgana Tal (“Tal”) and Khavtgai Uul (*‘Khavtgai”) (formerly named
Chandgana Khavtgai) (100% interest) properties which are within nine kilometres of each other in the Nyalga
Coal Basin in east central Mongolia which is approximately 280 kilometres east of Ulaanbaatar.

A NI 43-101 technical report (“Technical Report on the Coal Resources of the Chandgana Tal Coal Project
Khentii Aimag, Mongolia”) dated September 11, 2007 was prepared by independent Qualified Person Mr.
Gardar G. Dahl, Jr, P. Geo, a senior associate of Behre Dolbear & Company (USA), Inc. (the “Behre Dolbear



) )&+ )

! u#$
# " < << & !
v $ # < " $M #2 # &
5& $ )*()! # $F ", /$ D)*(+
, [N & H
N & , $! $ # ' E $
" $ ! 00! =P )DP%
$ G I+ 8# % 5">1 71 OB*#8 71
O+B#D *P #
N & , , # !
! 1! 71 O8 & - !
! # , G ! 71 O
| #
N 5 I,
I 71 O(#)+ 71 O(#=* ! , !
$ & ! & , #
N ! & !
I 71 0=#8= 71 O=#"* #
N " $ ! 71 O(B#B*
$ ! 1 #
! & " - & $
& 1 71 O(B#B* , #
! , 1 % $% # !
- & $ (- %
& # )
- ! $C& 7 # "
! , % )*(+ " ! . HL O# % )*(+
! #
5. +E(*( C & 5 4
> 7 > ! 1 3
)D% )*(* , $ C& %<"% ", 'C& ; 1& << > 7
# c& O & C &
$ #C & M A% )**D# ! WWHL O# #
! " 4 ', $H
!
0 <l 9 $
!
) P > 1!
Q , P G QG P
C & 8*A#' 8'D#D (%*+D#( 5 YH( '=#8 (#( ‘Yp="= =
(O +#+ i O +#+ * *#BH( HRHA (*#D "Yp'*= =
Q? & ="#B 8'D#D (%(B)#8 YEH( B#* (*#) "Yo=+( =
"# B
C & ! # G
, ! $ & # !
, G $ ! $ 4 |
$ %! & ! G#


http://www.sedar.com/
http://www.SEDAR.com



http://www.SEDAR.com



























































































