MANAGEMENT S DISCUSSION AND ANALYSIS
As at January 25, 2012

The following management s discussion and analysis (MD&A ) of the results of operations and
financial condition of Quest Rare Minerals Ltd. ( Quest or the Corporation) covers the twelve-month
period from November 1, 2010 to October 31, 2011, unless otherwise noted. It should be read in
conjunction with the audited financial statements and related notes as at and for the fiscal year ended
October 31, 2011. The financial statements have been prepared in accordance with Canadian
generally accepted accounting principles ( GAAP ). All amounts are expressed in Canadian dollars
unless otherwise noted.

Forward-Looking Statements

Certain of the information contained in this document may contain forward-looking statements.
Forward-looking statements may include, among others, statements regarding the Corporation s
future plans, costs, objectives or economic performance, or the assumptions underlying any of the
foregoing, including those concerning the Strange Lake B-Zone Rare Earth Element ( REE ) property.
In this document, words such as may, would, could, will, likely, believe, expect, anticipate,
intend, plan, estimate and similar words and the negative form thereof are used to identify
forward-looking statements. Forward-looking statements should not be read as guarantees of future
performance or results, and will not necessarily be accurate indications of whether such future
performance will be achieved. Forward-looking statements are based on information available at the
time and/or management s good faith belief with respect to future events and are subject to known or
unknown risks, uncertainties and other unpredictable factors, many of which are beyond the
Corporation s control. These risks and uncertainties include, but are not limited to, those described in
the Corporation s Annual Information Form under the heading Risk Factors, which is available on
SEDAR at www.sedar.com and on EDGAR at www.sec.gov, and could cause actual events or results
to differ materially from those projected in any forward-looking statements. The Corporation does not
intend, nor does it undertake any obligation, to update or revise any forward-looking statements
contained in this MD&A to reflect subsequent information, events or circumstances or otherwise,
except if required by applicable law.

OVERVIEW

Quest is a Canadian-based exploration company focused on the identification and discovery of new
REE deposit opportunities, led by an experienced management and technical team. The Corporation
is currently advancing several projects in certain of Canada s premier exploration areas: the Strange
Lake and Misery Lake areas of northeastern Qu@bec. The Corporation s 2009 exploration program
led to the discovery of a new REE deposit, the B-Zone, on the Corporation s Strange Lake property.
In September 2010, the Corporation completed a mineral resource estimate as well as a Preliminary
Economic Assessment of the Strange Lake B-Zone deposit. Drilling on 60 m by 80 m centres over the
defined limits of the deposit in the summer of 2010 allowed Quest to develop a revised Indicated and
Inferred Resource Estimate (April 2011). The report was used as the basis to develop a program of
definition drilling and to commence a pre-feasibility study program at Strange Lake in 2011. In
addition, the Corporation undertook advanced exploration work to further develop a new area of REE
mineralization on its Misery Lake project, approximately 120 kilometres south of the Strange Lake
Project. The Corporation continues to pursue high value rare earth project opportunities throughout
North America.

Quest s exploration strategy involves combining prospecting and strong geological expertise with the
use of leading edge geophysical and geochemical techniques to search for mineral deposits. The
Corporation is also a strong believer in conducting exploration through joint ventures with other mining



firms, in order to share exploration risk and to benefit from its partners capabilities in mine
development and production.

The Corporation s shares are listed for trading on NYSE Amex and the TSX Venture Exchange under
the trading symbol QRM. Additional information regarding Quest can be found on SEDAR at
www.sedar.com, on EDGAR at www.sec.gov and on Quest s web site (www.questrareminerals.com).

RECENT DEVELOPMENTS

On May 9, 2011, the Qu@bec government launched its Plan Nord economic-development program.
The Plan Nord promises to be carried out over a period of 25 years. It is intended to lead to more
than $80 billion in investments during that time and create or consolidate, on average, 20,000 jobs a
year, equivalent to 500,000 man-years. Quest has had multiple meetings with high-level Qu@bec
government representatives regarding the Strange Lake project; these representatives have
expressed strong support for the realization of the B-Zone REE deposit development.

QU BEC, NEWFOUNDLAND AND LABRADOR PROJECTS

Strange Lake Rare Earth Project

The Strange Lake property comprises a total of 1,028 claims, of which 873 are in Qudbec and 155 are
in Newfoundland and Labrador. The property, located 220 km northeast of Schefferville and 125 km
west of the Voisey s Bay Nickel-Copper-Cobalt Mine, covers an area of 42,700 hectares (Figure 1).
Exploration work on the Strange Lake Project was focused around the Strange Lake B-Zone REE
deposit discovered by Quest in 2009 and around additional anomalous REE showings identified by
Quest crews on the property.

Figure 1 Property Location Map, George River Area Projects,
Qu@bec and Newfoundland and Labrador
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Revised Resource Estimate B-Zone Deposit (May 201 1)

On May 27, 2011, Quest filed a National Instrument 43-101 compliant technical report on SEDAR that
disclosed the revised resource estimate for the B-Zone REE deposit. The report, prepared by Wardrop
Engineering, A Tetra Tech Company located in Toronto, Ontario, was based on all 2009 and 2010
diamond drill results obtained over the deposit. As previously announced (see Press Release :
April 11, 2011) , the technical report contains an Indicated and Inferred category resource estimate for
the B-Zone rare earth deposit within the Strange Lake Project, Qudbec.

The base-case resource was estimated using a Total Rare Earth Oxides (TREO) cut-off grade of
0.579% TREO (Tables 1a, 1b) and represents sufficient Indicated Resource to satisfy an initial 25-
year open-pit production model for the B-Zone established for the Corporation s Preliminary Economic
Assessment (PEA) study, see Press Release : September 9, 2010) study. At this cut-off, the B-Zone
hosts an Indicated Resource of 140.3 million tonnes grading 0.93% TREO, 1.93% zirconium oxide
(Zr0O,), 0.16% niobium pentoxide (Nb,Os), 0.05% hafnium oxide (HfO,) and 0.08% beryllium
oxide (BeO). A further Inferred Resource of 89.6 million tonnes grading 0.88% TREO, 1.83% ZrO,,
0.21% Nb,Os, 0.05% HfO, and 0.06% BeO is calculated. It is estimated that Heavy Rare Earth
Oxides (HREO) represent between 40% and 51% of the TREO in the deposit.

Table 1a Indicated Category Resources, B-Zone Dep osit, Strange Lake Project, Qudbec

TREO | Density | Tonnage | ZrO, | Nb,Os | HfO, | BeO | TREO | HREO | LREO | HREO/TREO
% % % % % % % %
Cut-off t per t x 1000 Ratio
m3

1.20% 2.72 8,095 277 | 0.37 | 0.06 | 0.19 | 1.655 | 0.849 | 0.806 51
1.10% 2.72 12,044 259 | 0.33 | 0.06 | 0.17 | 1.487 | 0.733 | 0.754 49
1.00% 2.72 23,052 232 | 0.27 | 0.05 | 0.13 | 1.274 | 0.586 | 0.688 46
0.95% 2.72 36,359 217 | 0.24 | 0.05 | 0.12 | 1.164 | 0.511 | 0.653 44
0.90% 2.72 60,529 206 | 0.21 | 0.05 | 0.10 | 1.068 | 0.449 | 0.619 42
0.85% 2.72 93,139 2.00 | 0.20 | 0.05 | 0.09 | 1.000 | 0.408 | 0.592 41
0.80% 2.72 120,526 | 1.96 | 0.19 | 0.05 | 0.08 | 0.961 | 0.385 | 0.575 40
0.75% 2.72 135,033 | 1.94 | 0.18 | 0.05 | 0.08 | 0.941 | 0.375 | 0.566 40
0.70% 2.72 138,967 | 1.94 | 0.18 | 0.05 | 0.08 | 0.935 | 0.372 | 0.563 40
0.579% 2.72 140,259 | 1.93 | 0.18 | 0.05 | 0.08 | 0.933 | 0.371 | 0.562 40

Where: HfO, hafnium oxide; ZrO , zirconium oxide; Nb »Os niobium pentoxide; BeO beryllium oxide

Notes:
1 Total Rare Earth Oxides (TREO) include: La;O3, Cez03, Pr,0s, Nd2O3, Sm,03, Eu203, Gd203, Th03, Th03, Dy,0s3,
H0203, Er203, Tm203, Yb203, Lu,Os3 and Y203
Heavy Rare Earth Oxides (HREO) include: Eu,03, Gd203, Th203, Th203, Dy203, H0,03, Er,03, Tm203, Yb,Os3,
Lu,O3 and Y,03.
Light Rare Earth Oxides (LREO) include: La;O3, Ce20s3, Pr,03, Nd2O3 and Sm»0s3
Effective date of the resource estimate is April 8, 2011.
Resource estimate based on drill core assays from Quest s 2009 and 2010 assay database.
Wardrop considers a cut-off grade of 0.579 TREO% to be reasonable based on a Whittle pit optimization on the
current block model.
Average specific gravity is 2.72 g/cc for the subsolvus rocks and 2.74 g/cc for pegmatite rocks.
The resource estimate has been classified as Indicated and Inferred Resource based on the following criteria:
¢ any block estimated on the first pass, using a minimum of 3 drill holes, at an average distance of less than or
equal to 80m and where the closest point is less than 60 m is classified as Indicated Resources.
« any block estimated using a minimum of 2 drill holes at an average distance greater than 80 m is classified as
Inferred Resources.
9. Resource Estimate is based on:
« A database of 97 drill holes, totaling approximately 17,474 m of diamond drilling, using 8,297 composite samples
on 2m composite lengths.
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« A geological model for pegmatite rocks used an Indicator Kriged (IK) wireframe, defining a 45% probability of
achieving pegmatite was generated on a block size of 5m x5 m x5 m.

« A geological model encompassing the host subsolvus granite rocks was bounded to within 50 m area of
influence beyond the outer drill holes.

« Block model was estimated by Ordinary Kriging (OK) interpolation method on block size 5m x5 m x5 m. The
OK estimation was generated on the two separate domains, the subsolvus granites and the pegmatites.

¢ Resource Estimate assumes 100% recovery.

Table 1b Inferred Category Resource, B-Zone Depos it, Strange Lake Project, Qudbec

TREO | Density | Tonnage | ZrO, | Nb,Os | HfO, | BeO | TREO | HREO | LREO | HREO/TREO
% % % % % % % %
Cut-off t per t x 1000 Ratio
m3

1.20% 2.73 2572 | 257 0.30 0.06 | 0.15| 1.532 | 0.764 | 0.768 50
1.10% 2.72 4,033 | 2.36 0.27 0.06 | 0.13 | 1.391| 0.663 | 0.728 48
1.00% 2.72 8,299 | 2.13 0.23 0.05| 0.10| 1.210| 0.535| 0.676 44
0.95% 2.72 14,421 | 2.02 0.21 0.05| 0.09| 1.109 | 0.465 | 0.644 42
0.90% 2.72 26,825 | 1.94 0.19 0.05| 0.08| 1.023| 0.410| 0.613 40
0.85% 2.72 47,205 | 1.89 0.18 0.05| 0.07 | 0.958 | 0.372 | 0.586 39
0.80% 2.72 70,286 | 1.86 0.17 0.05| 0.06 | 0.915| 0.349 | 0.566 38
0.75% 2.72 84,291 | 1.84 0.16 0.05| 0.06 | 0.892 | 0.338 | 0.554 38
0.70% 2.72 88,383 | 1.84 0.16 0.05| 0.06 | 0.885| 0.335| 0.550 38
0.579% 2.72 89,629 | 1.83 0.16 0.05| 0.06 | 0.882 | 0.334 | 0.548 38

Current Exploration

During the 2011 exploration season, Quest conducted exploration program work which included a 25-
hole winter diamond drilling program followed by a summer program of surface prospecting,
geological mapping, hand stripping and washing of trench areas, drilling of a 30-hole, 17.5 tonne
composite bulk sample and a 138-hole definition diamond drilling program (Figure 2).

Drilling Activities

Winter diamond drilling comprised 21 holes over the northern extension of the B-Zone REE deposit,
under Lac Brisson. In the summer program, definition drilling was completed in support of Quests
Pre-Feasibility Study (PFS) and Bankable Feasibility Study (BFS) of the B-Zone as well as collection
of a representative sample for metallurgical testing, geotechnical drilling and installation of
groundwater monitoring wells. Additional condemnation drilling to support mining-development
infrastructure was completed southeast of the B-Zone. Table 2 summarizes drilling statistics for 2011.

Table 2 - 2011 B-Zone Drilling Summary, Strange Lake Project, Qudbec

Number of Holes Meterage
B Zone Summer definition drilling 138 17,110.4
B Zone winter drilling 21 2,853.6
Metallurgical drilling 30 3,667.1
Geotechnical drilling 23 903.0
Fluorite breccia zone exploratory drilling 3 360.00
Water monitoring 8 No rock drilled
Totals 223 24,894.1




B-Zone Definition Drill Program

Assays were received for 138 diamond drill holes representing 17,110.4 m from Quests summer
drilling program. The in-fill drilling program tested the extent of B-Zone mineralization to the limits of
the Whittle Pit shell established by Quests 2011 Revised Resource Estimate (see Press Release :
April 11, 2011), on a 50 m by 50 m drilling pattern (see Figure 3). The new drilling was focused on
tight definition of the upper 150 m of the deposit, although mineralization is observed to continue down
to a depth of 325 m. In addition to enlarging the peripheral limits to the deposit within the pit shell,
drilling indicates that good higher-grade pegmatite-style mineralization continues to the southwest,
past the established limit of the pit shell (see Figure 4). Further, 53 holes for 4,772.0 m (30
geotechnical, 23 metallurgical) were completed for metallurgical testing purposes across the full extent
of mineralization defined within the pit shell as well as for geotechnical testing and carrying out
condemnation drilling in selected areas. This data will be used in the pre-feasibility study currently
underway on the B-Zone.

Table 3 represents ten of the best composited drilling intersections from 2011 (see Press Release :
January 12, 2012).

Figure 2 Diamond Drillhole Location Map, Strange Lake Property Area, Qudbec,
Newfoundland and Labrador
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Table 3 represents ten of the best composited drilling intersections from 2011 (see Press Release :
January 12, 2012).



Table 3 Best Definition Drill Assay Results, B-Zo ne REE Deposit, Strange Lake, Qu@dbec

From
Borehole (m) To (m) Length (m) TREO% LREO% HREO% %(HREO/TREQ)
BZ11099 10.80 154.00 143.20 1.1640 0.6801 0.4839 41.57
including 15.50 80.15 64.65 1.5021 0.8540 0.6480 43.14
and including 62.05 80.15 18.10 2.5166 1.4123 1.1044 43.88
and including 66.80 80.15 13.35 3.0781 1.7652 1.3130 42.66
and including 15.50 25.77 10.27 1.6853 0.8516 0.8337 49.47
and including 121.05 130.75 9.70 0.9787 0.5306 0.4483 45.80
BZ11109 15.83 137.00 121.17 1.1999 0.6891 0.5109 42.58
including 70.12 97.00 26.88 2.0917 0.9933 1.0985 52.52
and including 79.00 92.70 13.70 3.2009 1.5191 1.6818 52.54
and including 31.00 40.00 9.00 1.2486 0.7133 0.5352 42.86
and including 79.00 86.00 7.00 2.8862 1.3327 1.5536 53.83
and including 88.00 92.70 4.70 4.6932 2.3022 2.3908 50.94
BZ11122 9.00 115.19 106.19 1.1078 0.6264 0.4814 43.46
including 27.18 44.00 16.82 1.7909 0.7524 1.0387 58.00
and including 84.41 96.10 11.69 1.3249 0.7121 0.6130 46.27
and including 27.18 34.90 7.72 2.7055 1.0407 1.6649 61.54
BZ11125 2.82 126.00 123.18 1.1257 0.5773 0.5484 48.72
including 79.94 97.50 17.56 1.0490 0.6454 0.4036 38.47
and including 19.80 37.25 17.45 2.5327 0.8238 1.7088 67.47
and including 27.60 35.25 7.65 3.6087 0.9373 2.6714 74.03
BZ11135 1.25 97.00 95.75 1.1843 0.6218 0.5626 47.50
including 4.75 50.36 45.61 1.4832 0.6760 0.8073 54.43
and including 40.50 50.36 9.86 3.2870 1.0947 2.1922 66.69
BZ11141 3.77 126.00 122.23 1.1390 0.6134 0.5256 46.14
including 3.77 47.36 43.59 1.5088 0.6900 0.8188 54.27
and including 9.33 27.00 17.67 1.8384 0.8029 1.0356 56.33
and including 20.31 27.00 6.69 2.2973 0.9061 1.3910 60.55
and including 9.33 13.88 4.55 2.0972 1.0361 1.0614 50.61
and including 44.00 47.36 3.36 3.2102 1.1954 2.0148 62.76
BZ11176 6.49 150.00 143.51 1.0957 0.6054 0.4903 44.75
including 11.00 60.35 49.35 1.3325 0.6583 0.6741 50.59
and including 22.16 60.35 38.19 1.4486 0.6917 0.7570 52.25
and including 22.16 28.18 6.02 2.2340 1.1098 1.1243 50.32
and including 50.16 53.00 2.84 2.5618 1.0202 1.5416 60.18
BZ11189 9.90 126.00 116.10 1.2293 0.7328 0.4965 40.39
including 76.66 88.34 11.68 3.0352 1.5811 1.4541 47.91
and including 79.90 83.85 3.95 3.7464 2.0605 1.6859 45.00
and including 32.54 36.48 3.94 4.9015 2.3843 2.5172 51.36
and including 86.00 88.34 2.34 6.1050 3.1429 2.9621 48.52
BZ11218 5.65 150.00 144.35 1.1437 0.6226 0.5211 45.56
including 118.15 126.15 8.00 2.6715 1.2857 1.3858 51.87
and including 34.48 40.48 6.00 2.0526 0.7954 1.2572 61.25
BZ11228 3.30 126.00 122.70 1.1060 0.6576 0.4484 40.54
including 4.60 58.41 53.81 1.3265 0.7528 0.5737 43.25
and including 38.38 44.60 6.22 1.9376 0.9378 0.9998 51.60
and including 24.50 30.65 6.15 2.0825 1.2053 0.8772 42.12




Where: TREO=Total Rare Earth Oxides , includes Y,Osz=yttrium oxide (*), La,Os=lanthanum oxide (*), Ce,Os=cerium oxide
(*), PraOz=praseodymium oxide (*), NdOs=neodymium oxide (*), SmyOz=samarium oxide, Eu,Os=europium oxide,
Gd,03=gadolinium oxide, Th,Oz=terbium oxide (*), Dy,Osz=dysprosium oxide (*), Ho,Oz=holmium oxide, Er,Os=erbium oxide,
Tm2Os=thulium oxide (*), Yb.Os=ytterbium oxide, Lu,Os=lutetium oxide (*); LREO=light rare earth oxides, includes
La;Os=lanthanum oxide, Ce>Os=cerium oxide, Pr,Osz=praseodymium oxide, Nd,Osz=neodymium oxide, SmyOs=samarium
oxide ; HREO=heavy rare earth oxides, includes Y,Os=yttrium oxide, Eu,Osz=europium oxide, Gd,Os=gadolinium oxide,
Th,Os=terbium oxide, Dy,Os=dysprosium oxide, Ho,Osz=holmium oxide, Er,Osz=erbium oxide, TmyOs=thulium oxide,
Yb,03=ytterbium oxide, Lu,Os=lutetium oxide. The principal REO at the B-Zone are depicted by an asterisk (*).

Drilling in the summer program included the collection of a composite bulk sample comprising 30
holes that were mostly twins of previously drilled holes. The twinning allows a degree of control of
grades that is not possible with surface-sourced bulk samples and as well, is better able to represent
the full spectrum of grades and mineralogy across the deposit.

Surface Exploration Activities

Quest conducted additional prospecting and mapping on the Strange Lake property between June
and October 2011. A total of 379 samples were collected via prospecting and channel sampling; 40
samples were from channels and 339 were from prospecting. The focus of 2011 surface exploration
was to ground-truth unexplained regional lake sediment geochemical anomalies and coincident
magnetic anomalies and to cover the entire Strange Lake property with surface prospecting, to ensure
full technical evaluation of the property.

Figure 3 — Definition Drilling Location Map, B-Zone REE Deposit, Strange Lake, Québec

Anomalous REE zones, base metal zones (disseminated sulfides) and coarse magnetite were
identified in both outcrop and boulders throughout the season. Channel sampling tested unusual but
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