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The actions taén in 2008 have positioned
the Gmpany to become a significant coal
producer through its holdings on Vancouver
Island.

In 2008 we finalized back to back
transactions with West Fraser MilLtd.
( A WFMo) , | t ochu
LG InternationalCorp.  ( AL GI 0) ,
the Company to exercise its option with
WEFM for their Vancouver Island coal and
mineral holdings. Through this series of
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transactions the Company acquired a 60%
ownerip interest in 29,000 hectares of fee
simple coal and mineral rights centered in
the Comox Coal Basirincluded in the
package ishe Raven Coal deposit which
holds 39.0 million tonnes of measured and
indicated and 59.0 milliorotines of inferred
coal repurces.

The Raven Coal deposit is located
approximately 60 kilometers southeast of
the currently producing Quinsam Coal Mine
and approximately 2 to 20 kilometers away
from previous producing mines near and
south of Cumberland BC. In addition to the
Ravencoal deposit, the company continues
to hold a 60% interest in the Bear Coal
deposit which is approximately 10
kilometers to the northwest of Raven and
which contains approximately 8.5 million
tonnes

Early in 2009, Compliance Coal Corporation
( A C Cstozessfullyfinalizedthree
agreementsvhich will berequired for
development of the Island coal resources,
with subsidiaries of ITC and LGThese
included aJoint Venturea Management and
Operations Services, aadVarketing
Services greemat. Upon exeuting these
agreements, a total of $7.0 million was
placed into the Comox Joint Venture
(ACJVO) bank account
fund further exploration, feasibility, and
environmental studies on the Raven Coal
project.To date, ITC and LGI has funded
$1125 million for the Island oal properties
including the $7.0 million set aside for
future workat RavenThe Comox Basin
holds significant exploration potential,
however in the short term the CJV will be
focused on developing this major deposit.

In ®dbiuay 2009 thel CH\Capplied toahe HC
Minisiry éf Br@rgy Mines and Petroleum
Resources to drill up to 53 holes (15,000
meters) during the summer of 2009 with the

by



objective of upgrading the resourestimates at &en.While the Raven deposit inherentlysha
good coking characteristics, washability t
marketability as a metallurgical versus thermal civeaddition to the infilldrilling, the CJV will
initiate a feasibilitystudy including transportatiomd environmental reviewd. is anticipated

that the feasibility study will be completed in the second quarter of 2010. Assuming a positive]
outcome to the feasibility study, the CJV is targeting to complete the permitting process by thg
end of 2010, witlihe objective of bringing a mine into production in 2012.

In addition to its success on Vancouver Island, the Company successfully optioned its Basin
Coal property to NWPC Pty Ltd. and Jameson Resources Limited for a little over $8 million in
cash and shas. A total of $1.25 million in option payments has been made to date and the
Company currently holds a total o#/mnillion shares in Jameson Resources (ASX:JAL). Further
option payments totaling $3.1 million and an additiona8 Hillion shares are dugefore the
Companyds rights to Basin ar e tr acomnfissioning d
feasibility study orthe Basin Mine which is due later this year.

The Company continues to discuss its options regarding its Priri8etorass PowelProject

with BC Hydro. The possillity of amending the existin§6 megawatt Electricity Purchase
Agreement (AEPAO) to accommodate the use ¢
looking more remoteBecausée he BC Gover nment Oas fridtth@ed'theEn e r
Companyos athe térmstofythe EPA witheHydrd,a resolution to the issues is not
sufficient to keep the company whole, the Company will seek compensation.

While 2008 saw significant swings in international coal pricasgprcontinue to hold at levels
above their long term historical averages. This bodes well for the potential of future coal
production on Vancouver Island we movetowards development dfie Raven Coal project. In
addition to the cash available to th@\Cfor activities at Raven, the Company has sufficient cash
to maintain its current operatiotteoughout 2009.

| would like to thank shareholders for

@

their patiece over this past year as the we
Company repositioned itself to take
advantage of the opportiies on —

Vancouver Island. With strong partnerss. s
in Itochu Corporation and LG
InternationalCorp, the future looks
bright.
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John A. TapicsP.Eng.

John Tapics reviewing land position on Vancouver Islan

Chief Executive Office
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Vancouver Island Coal Deposi

During 20, the Companygompleted the putlase of
approximately 29,000 hectares of West Fraser Mills
Ltd. freehold coal, mineral, and gas interests on
Vancouver Island. Simultaneously, with this
acquisition the Company completedefinitive
agreements with-Co mox Coal Inc, a wholly owned
subsidary of ITOCHU Corporation and LG
International Investments (Canada) Ltd. a wholly
owned subsidiary of LG International Corp form a
joint venturefor the development of thigeehold coal
and mineral landsinterests on Vancouver Island
purchased from WFM The joint venture was officially Bear Coal Projec
formed subsequent to year emace all of the freehold ™ "
coal and mineral lands had been transferred into the o
joint venture partnefgespective names. e hs Raven Coal Project

The Raven Coal Deposit is located within these lamdis as 2 frdmrth@ snain Island Highway and

the E&N Rail way and 80 kmdiiton,fthe pim veature parngmsovidadt er |Jp o

the fundingthat will be requiredo undertake theactivities necessary teach a production decision on
the Raven CodProject

ITOCHU Corporation is a major Japanese trading house and, among other things, has extensiV
experience in the development of coal mines and the marketing and sale of coal globally and hafp
investments in coal mines in Australia and Indonesia. MO had annual revenues of Rillion US

and Net Income of &2 billion in the fiscal year ended March Z0LG International Corp. is a leading
general trader in Korea with a worldwide overseas branch network and has abundant experience in coIaI
mining development and the marketing and sales of coal worldwide. LG International Corp. has annual
revenues of $5.8 billion US and investments in coal mines in Russia, Australia, and Indonesia.

1%

The joint venture will first be focusing on the development of
the Raven Coal Project located in the Comox Coal Basin of
Vancouver Island, British Columbia. The Raven Coal
Project covers an area of approximately 3100 hectares and
has 39,093,000 tonnes of measured and indicated and
59,004,000 tonnes of inferred coaboerces as reported in
the Companyb6s technical reporft
Resource Consultant Ltd. The coal is classified as high
volatile A Bituminous and is suitable for targeting the
metallurgical coal market as a blend product or the thermal
coal market. The Company completed a positive Preliminary
Assessment Report on the Raven Coal Proretate 2007

In the report, Associated Geosciences Ltd. of Calgary
(AAGLO) studi ed t wo product
. 823,000 tonnes of high volatile madlurgical coal per year

and another producing 1,440,000 tonnes of thermal coal per
year. Based on these studies AGL believes that the Raven
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Property warrargt additional exploration and that the estimated net present value of the project at a
constantddl ar di scount rate of Pteimdinary AsseSshéntwaspreparetd byi oln .
Peter Cain Ph.D., P.Eng. and Alan Crav 2 N
P.Eng. who are the Independent Qualifig
Persons for reporting purposes as defined
NI 43-101 Standards of Disclosure fo
Mineral Projects.

The joint venture will preparea Bankable
Feasibility Study onthe Raven Coal Projec
over the next 18 monthsncluding further
exploration work and an environmenta
assessment. An 11,0060 15,000 meter
drilling program is planned fahe summer of
2009, with the objective of increasing thg
measured and indicated resources
upgrading the 59.0 million tonnes of inferre
resources.

Consultant Dan Berkshire inspecting coal near surface

Environmental baseline studies will commence in the first quarter of 2009 and it is expected that thg
Bankable Feasibility Study will be initiated in the fourth quarter of 2009 once the results of the 2009
exploration program are received. The CJV is targeting to complete the Bankable Feasibility Study ang
make a production decision, which will be subjexteceipt of environmental and mining permits and
approvals, by the end of the second quarter of 2010.

Princeton BiomassPower Project

The Power Project has been put on hoitll after the results d8C Hydrod phase twdioenergy power
call are pubically availableandthe Company has completegalssionsvith Hydro. It is anticipated that
the results of the phadeio power call will be available by thepring of 2010. Until such time, the
Company is not allocating significaratdditional resourcesto this project because of theolitical
uncertainty associated witliomass powein British Columbia.

Steam A B ysingwood waste
' WiGr "  Condenser & d pine beetl d
e ey —— an plne_ ee _e WO0O
s _ -~ the projectwill be
Forestry industry Beetle kill — W.Dtﬁor:mas .
e e carbon neutralwith
” minimal
environmental
Enwil | H S
Fuel Feed & | . - Protection Systems Steam Turbing Substation/ I mpac t o
Metering |5 Transformer
A
Mc":l Flow Sheet of Wood
FUEL SUPPLY & INPUT | COMEUSTION | ENVIRONMENTAL CONTROLS | ELECTRICITY GENERATION Waste/ Beetle KI”ed
Wood
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Management Discussion and Analysis

MANAGEMENT' S DI SCUSSI ON & ANALYSI S (AMD&AO) OF F
RESULTS OF OPERATIONS FROM THE YEAR ENDED DECEMBER 31, 2008

Management Discussion and Analysis March 31, 2009

Introduction

Management 6s di scussion and analysis (AMD&AOG) fo
Energy Corporationodés perfor mance amahcek ardehto dettec t o r
understand the MD&A, it should be read in conjun
statements and the related notes contained therein for the years ended December 31, 2008 and December 3
2007.The Companyeports its financial statements in accordance with Canadian generally accepted

accounting principles (ACanadian GAAPO) . The Co
Note 2 of the audited consolidated financial statements for the yeatt Badember 31,2008 he Compan
financial statements and the managementdds discus
for the investor to evaluate the Companyoés expl o

Forward-Looking Statemerts

The MD&A contains certain staltemeinng dthatt e mearyf sb.do

this MD&A, other than statements of historical fact, that address exploration drilling, exploitation acfvities,
and events or developments that ®empany expects to occur, are forwdwdking statements. Forwar

looking statements are statements that are not historical facts and are generally, but not always, identified
t he words fexpect so, fipl anso, i @13sDi cifppartoejsedcft s
Aitargetso and similar expressions , or that dver

occur. Information inferred from the interpretation of drilling results and information concerning mnjineral
resourceestimates may also be deemed to be ford@olling statements, as it constitutes a prediction of Wwhat

might be found to be present when and if a project is actually developed. Although the Company believes t
expectations expressed in such forwimwking statements are based on reasonable assumptions| such

by
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statements are not guarantees of future performance and actual results may differ materially from thdse in fhe

forwardlooking statements. Factors that could cause the actual results to differ nyafeoiall those in
forwardlooking statements include market prices, exploitation and exploration successes, and cntinug
availability of capital and financing, and general economic, government policy decisions, market or jusineq
conditions. Investors areagtioned that any such statements are not guarantees of future performamgce an
actual results or developments may differ materially from those projected in the féookirty statements
Forwardlooking statements are based on the beliefs, estimategainchoi ons of t he Compan
the date the statements are made.

Cautionary Note to Investors Concerning Estimates of Measured and Indicated Resources

This discussion uses the terms Omeasured rwssspur
investors that while those terms are recognized and required by Canadian requlations, the UJS.
Securities and Exchange Commission does not recognize themvestors are cautioned not to assume that
any part or all of mineral deposits in these catiegowill ever be converted into reserves

Cautionary Note Investors Concerning Estimates of Inferred Resources
This discussion uses the term 6inferred resoulrce
is recognized and required by Canadianegulations, the US Securities and Exchange Commission doks

not recogni ze it. 0l nferred resourcesé have |a g
their economic and legal feasibility. It cannot be assumed that all or any part of aineral resource will
ever be upgraded to a higher category. Under Canadian rules, estimates of Inferred Mineral Resourdes
may not form the basis of economic studies, except in rare caseswvestors are cautioned not to assume
that any part or all of amferred resource exists, or is economically or legally mineable.
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1.2 Overview

The Company was incorporated under the provisions of the British Col@uobigany Acon July 27, 2000

and on August 30, 2002 changed its name to Compliance Energy Corpfrdtiaho mp | i anceo) . dom

main projects are itseehold coaholdings on Vancouver Island; the operation of the Basin Coal Mine located
near Princeton, BC which is currently on care and maintenance; and the development of a wood waste powe
project Iacated near Princeton, BC.

-

During 2008, the Comparsyi gned definitive agreements with Wesi|t
Comox Coal Inc,. a wholly owned subsidiary of ITOCHU Corporation and LG International Investments
(Canada)l .td. awhollyowness ubsi di ary of LG International Corp.
approximately 29,000 hectares of WFMb6s freehol d [
provide the funding necessary to reach a production decisioa Baven Coal Project. In addition, during the
year the Company signed an option agreement for the side ofining agreement under which the Company
has the right to mine coal at the Basin Coal Mine as well as all of the remaining assets of theltlimgyinc
the 400,000 tonne per year wash plantcish and shares totaling Cdn $8.25 millidine Company continues
to have discussions with BC Hydro regarding the |[C
BC, however, to date the Companys et been able to conclude an agreement with BC Hydro.

1.21 Projects

Raven Coal Project

During the year, thdefinitive agreementsigned with {Comox Coal Inc., a wholly owned subsidiary of
ITOCHU Corporation and LG International Investments (Canhatth) a wholly owned subsidiary of LG
I nternational Corporation (the APartiesd) providl
Joint Venture to investigate the possibilities of developing the Raven Coal Project located 80 km northwest of
Nanaimo, BC. Under the terms of the agreement the Company and the Parties planned to formed a joint
venture with the Parties funding a total of $11.25 million including: a) a lump sum payment to West Fraser

(O

d

Mills to complete the purchase of approximatzl , 000 hectares of WFMbéds freg¢ho

interests on the east side of Vancouver Island, which was completed prior to year end; b) a refund to the
Company for two prior option payments made to WFM; and c) a lump sum payment of $7.0 milien to
Comox Joint Venture to fund all of the activities necessary to reach a production decision on the Raven Coal
Project. Through these funding payments, the Parties will earn a 40% interest in the undersurface rights
excluding gas interests,anda40%ier est i n the Companyés crown coadl
Projects (collectively the AComox Basin Holdingsp
Vancouver Island properties are subject to a $0.50 per tonne royalty once produatioieved up to a
maximum of $4,000,000. These future royalty payments are the responsibility of the joint venture.

The definitive agreements included a detailed Joj
Sheet 60) t hat prnyptebedhe Man&agerandthé @per&tar of pry joint venture mining project
located within the Comox Basin Holdings and for the Parties to have exclusive global marketing rights to sell
coal from the Comox Basin Holdings. The JVA Term Sheet contemplatesutjact to satisfactory results of

a feasibility study and approval by the Partieso
arrange debt financing for the development of the Raven Coal Project. During 2008 the Parties placed in
escrow a total of $10.65 million to satisfy the definitive agreement requirements outlined above. As at March
31, 2009, a total of $600,000 remained in escrow and a majority of the freehold coal and mineral rights have
been transferred into the names & jhint venture partners. Once the remaining freehold coal mineral rights
have been transferred, the remaining funds in escrow will be released. A total of $683,430 of expenditures o
the property was deferred in the year including a $600,000 optionepdym

-

ITOCHU Corporation is a major Japanese trading house and, among other things, has extensive experience|in
the development of coal mines and the marketing and sale of coal globally and has investments in coal mineg
in Australia and Indonesia. ITOQ@Hhad annual revenues of $22 billion US and Net Income of $1.5 billion in
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the fiscal year ended March 200G International Corp. is a leading general trader in Korea with a
worldwide overseas branch network and has abundant experience in coal mieilogmuent and the

marketing and sales of coal worldwide. LG International Corp. has annual revenues of $5.8 billion US and
investments in coal mines in Russia, Australia, and Indonesia.

Basin Coal Mine

The Basin Coal Mine is located 300 km east of Vameounear the town of Princeton, BC. The mine

remained on care and maintenance for most of the year, with the exception of a six week period in which the
Company mined 25,171 tonnes of raw coal for the sale to a leading cement producer for total pf&eeds o

mil |l ion. During the year, the Company also sign
the sale of the Basin Coal Mine for consideration of cash and shares totaling Cdn $8.25 million. Under the

terms of the Agreement, NWPC Pty ltdh NWPCo0) , a private Australian c
purchase the Companyds interest in the mining ag
at the Basin Coal Mine as well as all remaining assets of the mine includi@C@®0 tonne per year wash

pl ant for $4.25 million in cash and $4 million i

Australian Company. Subsequent to December 31, 2008 the Company received an option payment of
$1,000,000 in cash and 7,40084shares of JAL which are subject to a one year escrow provision. The final
option payment of $3,100,000 in cash plus closing adjustments and 7,407,408 JAL shares is due on or befor
May 31, 2010 at which ti me t he nt@alcpangiey @& dinalioptibne r e s
payment of 7,407,408 shares is due on or before the earlier of commencement of coal production and May 3
2012.

Princeton Power Project

As a result of the province changing its direction on the acceptability of cadliakfor electricity production

in BC, the Company has continued to have discussions with BC Hydro regarding switching the project to be
fueled entirely with wood. The Company hired the
completeawoofi uel study for the Princeton region and T
residuals and dead mountain pine beetle killed wood are forecasted to be available in the Princeton region to
fuel the plant over its lifetime. Conversion to woeduld enable the Project to meet Provincial objectives
regarding greenhouse gas emissions and could make the output of the plant eligible to be classified as BC
Clean Electricity under BC Government guidelines. The Company will continue to defer alssistfated

with this project until discussions between BC Hydro, and the Company has concluded. A total of $107,820
was incurred on this project during the year.

1.3 Selected Annual Information
The following table represents selected annual finandiabim mat i on deri ved from th

statements for each of the three most recently completed financial years and should be read in conjunction w
the consolidated financial statements.

Dec 31 Dec 31 Dec 31
2008 2007 2006

Gross Revenue Nil Nil Nil
Net income (loss) $345,918 $1,363,307 ($9,290,785)
Basic & diluted loss per share $0.01 $0.03 ($0.22)
Total assets $12,935,926 $10,023,774 $13,074,579
Long-Term debt $2,110,000 $280,000 $727,354
Cash dividends per share $0.00 $0.00 $0.00

The decrease in net income during the current year over the prior year is attributable to the Company selling
some marketable securities in 2007 and realizing a gain of $1.2 million.

e

o
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1.4 Results of Operations

For the Three Months Ended December 32008

The Company recorded a net income of $164,006 or $0.00 per share, for the three months ended December
2008. This compares to a loss of $227,642 or $0.01 per share for the three months ended December 31, 20(

General and Administrative expsrs were $75,899 for the three months ended December 31, 2008 as
compared to $74,884 for the three months ended December 31, 2007. Professional fees were $31,837 for th
three months ended December 31, 2008 as compared to $22,246 for the three montbsaamdeedr 31,

2007. The Company incurred $1,231 in transfer agent fees and $7,673 in shareholder communications fees
during the three months ended December 31, 2008 as compared to $1,359 and $6,323, respectively for the
same period last year. The decreiasghareholders communication expenses is a result of the Company
decreasing its activities surrounding the development of the power project and the Basin Coal project. The
Company incurred stoefiased compensation expense of $46,119 for the three nesrited December 31,

2008 as compared to $121,576 for the same period last year. The options expensed during the period were
valued using the Blaescholes Option Pricing Model.

For The Year Ended December 31, 2008

The Company recorded net income of $348,6r $0.01 per share, for the year ended December 31, 2008.
Compared to net income of $1,363,307 or $0.03 per share in 2007. Net income included a gain of $800,225
from the sale of shares of Copper Mountain Mining Corporation (TSX: CUM) as compargédito a

$1,236,233 from the sale of shares of Copper Mountain Mining Corporation, and a one time future income ta
recovery, resulting from renouncing expenses from issuingttioaugh shares, totaling $545,920 in 2007.

General and Administrative expensesre $250,566 for the year ended December 31, 2008 as compared to
$239,300 for the year ended December 31, 2007. General and Administrative were made up of; $97,189 of
office wages, $39,559 of bank and interest charges, $1,625 of computer and welesse€x$il 3,242 office
expenses, $52,938 office rent, $17,186 printing and stationary, $10,600 in insurance costs and $18,227
miscellaneous. This compares to general and administrative charges for the year ended December 31, 2007
follows: $146,603 of dice wages, $1,655 of bank and interest charges, $6,204 of computer and web site
expenses, $13,955 office expenses, $27,568 office rent, $8,215 printing and stationary, $11,100 in insuranceg
costs and $24,000 miscellaneous.

Professional fees were $96,8t the year ended December 31, 2008 as compared to $84,458 for the year
ended December 31, 2007. The Company incurred $23,467 in transfer agent fees and $33,375 in sharehold
communications fees during the year ended December 31, 2008 as compare8ad $Ad $65,090,

11%
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-
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31,

as

respectively for the same period last year. The decrease in shareholders communication expenses is a result of

the Company decreasing its activities surrounding the development of the power project and the Basin Coal
project.
15 Summary of Quarterly Results

The following table is selected quarterly financ
statements and should be read in conjunction with the consolidated quarterly financial statements.

Summary of Quarterly Ralis

Basic Fully
Net Income Income (Loss) Diluted Income
Quarter Revenue  (LosS) per Share (Loss) Per Share
December 31, 2008 - $126,371 $0.00 $0.00
September 30, 2008 - ($154,755)  $0.00 $0.00
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Basic Fully

Net Income Income (Loss) Diluted Income

Quarter Revenue  (LosS) per Share (Loss) Per Share
June 30, 2008 - ($98,020) $0.00 $0.00

March 31, 2008 - $472,322 $0.01 $0.00

December 31, 2007 - ($227,642)  ($0.03) $(0.00)
September 30, 2007 - $(90,188) $0.00 $0.00

June 30, 2007 - $438,402 $001 $0.01

March 31, 2007 - $1,242,735  $0.03 $0.03

The Companyds quarterly results are fairly consi
guarter in 2007. During the first quarter of 2007, the Company sold 1.25 million costra@s of Copper
Mountain and realized a gain of $1,269,233.

1.6 Liquidity and Capital Resources

As at December 31, 2008, the Company had working capital of $1,517,474 (comprised of $840,773 cash,
$52,362 of receivables and prepaid expenses, and $80P9&, investments and marketable securities, offset
by $231,074 of accounts payable and $438,187 due to a related party) compared with working capital of
$41,645 (comprised of $79,090 of cash, $43,925 of receivables, prepaid expenses and $587,00Daftnves

and marketable securities and offset by $668,370 of liabilities) at December 31, 2007. The increase in workilhg

capital is primarily attributable to: 1) the receipt of $1.25 million from the sale of Copper Mountain Mining
(ACopper 0) 9DOh and B)she atloption of the 2w CICA handbook sections 1530, and 3855
accounting standards for financial instruments whereby changes in the fair value of marketable securities arg
recorded in the Company6s f i ndaSeerno®Bofthd aaditadme nt s |
consolidated financial statements for more information.)

The current cash requirements for the Company on its Princeton Power Project and any proposed explorat|
program on the Raven Coal Deposit on Vancouver Island will eadditional sources of money. It is
anticipated that these additional sources of money would come from: the proposed joint venture arrangemg
on the Raven Project with ITOCHU Corporation and LG International, from the sale of additional Coppel
Mountaincommon shares, and from additional debt and equity financed specific to each project.

The Company's ability to continue as a going con
fund the Companyds devel opumrentytexppsuresgandadevelopraprojecigor i
time and on budget that allows it to generate positive cash flows from future operations. These financial
statements do not reflect the adjustments to the carrying values of assets and liabilities and ttie reporte

expenses and balance sheet classifications that would be necessary if the company were unable to realize it$

assets and settle its liabilities as a going concern in the normal course of operations.

The Company will continue to require funds and assalt, will have to continue to rely on equity and debt

financing. There can be no assurance that financing, whether debt or equity, will always be available to the

Company in the amount required at any particular time. Management is of the opinunffibigint working
capital wi || be obtained from external financi ng
Should this goingoncern assumption not be appropriate, values and classifications of assets and liabilitig}
could change anthose changes could be material. It is not possible to predict the outcome of those matters
this time.

1.7 Capital Resources

The current cash requirements for the Company on its projects will require additional sources of money. It
anticipated liat these additional sources of money would come from the initial funding of the newly created

S t ¢
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Comox joint venture with ITOCHU Corporation and LG International, from the sale of additional Copper
Mountain common shares if required, and from additional debtequity financed specific to each project.
Other than those obligations disclosed in the notes to its audited financial statements for the year end
December 31, 2008, the Company had no material commitments for material capital expenditures as
December 31, 2008.

1.8 Off-Balance Sheet Arrangements

None

1.9 Transactions with Related Parties

During the year, al | transactions with related
operations and have been measured at theiv#diie as determined by management. During the year, the
Company paid management and administration fees aggregating $60,300 to a private company controlled b,
director and officer of the Company and paid consulting fees of $2,516 to a private caraptaniled by a
director of the Company in connection with the Raven Coal Project. During the year ended December 3
2007, the Company borrowed $600, 000 from Copper
loan secured by the equivalent valuecommon shares of the Copper owned by the Company, with the loan
bearing an interest rate of prime plus 1%. On March 13, 2008 the demand loan was repaid.

On January 30, 2008, the Company borrowed an additional $600,000 from Copper as a demand loan secy
by the equivalent value of common shares of CMMC owned by the Company, with the loan bearing an intere
rate of prime plus 1%. On December 18, 2008 the Company repaid $200,000 of the demand loan to Copp
As at December 31, 2008 the balance outstandiag $438,187 which included $400,000 of principal and
$38,187 of interest. Copper is a public company, listed on the TSX and related by certain common directo
and officers, and at December 31, 2008 the Company owned 2,310,000 common shares of Gygoerergu
to the end of the year the loan to Copper was repaid in full.

1.10 Fourth Quarter

Not applicable

1.11 Proposed Transactions

None

1.12 Critical Accounting Estimates

The Companydés significant ac cbtheaudiedapnsgidated fioanagas ar
statements for the year ended December 31, 2008. The preparation of consolidated financial statements in
accordance with generally accepted accounting principles requires management to select accounting policieg
and m&e estimates. Such estimates may have a significant impact on the consolidated financial statements.
These estimates include:

mineral resources and reserves,

the carrying value of mineral properties,

the carrying value of property, plant and equipment,
rates of amortization of property, plant and equipment,
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the carrying values of the reclamation liability,

the valuation allowances for future income taxes

the assumptions used in determining the reclamation obligation, and
the valuation of stockased comgnsation expense.

Actual amounts could differ from the estimates used and, accordingly, affect the results of operations once th
mine is back in production.

1.13 Change in Accounting Policies including Initial Adoption

Please refer to note 2 of thadited financial statements for the year ended December 31, 2008.

1.14 Financial Instruments and Other Instruments

Please refer to note 2 of the audited financial statements for the year ended December 31, 2008.

1.15 Other MD&A Requirements

Addit i onal information relating to the Company, in
available on SEDAR atww.sedar.com

Risks and Uncertainties

The Companyébés success dependsvhich are lzeyomd uhmlwantrol ob the f

Company. Typical risk factors include copper, gold and silver price fluctuations and operating uncertaintie}
encountered in the mining business. Future government, legal or regulatory changes could affect arfy asped
the Companydés business, including, among ot her

could impact the ability of the Company to develop the Copper Mountain Project. These risks andl

uncertainties are managed in part, by experiencatageaas, advisors and consultants, maintaining adequate
liquidity, and by cost control initiatives.

Disclosure Controls

Disclosure controls and procedures are designed to provide reasonable assurance that material information i
gathered and reported tonga management, including the Chief Executive Officer and the Chief Financial
Officer, as appropriate, to permit timely discussions regarding public disclosures. Management, including the
Chief Executive Officer and the Chief Financial Officer, has eatallithe effectiveness of the design and
operation of our disclosure controls and procedures as of December 31, 2008. Based on this evaluation, the
Chief Executive Officer and the Chief Financi al
contrds and procedures, as defined in Multilateral Instrumerit@®- Certification of Disclosure in Issuers'
Annual and Interim Filingsare effective to ensure that information required to be disclosed in reports that we
file or submit under Canadian secig@dtlegislation are recorded, processed and reported within the time period
specified in those rules.

The Companydés internet web site is www.complianc
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(Insert DeVisser Letter)
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COMPLIANCE ENERGY CORPORATION
CONSOLIDATED BALANCE SHEETS
AS AT DECEMBER 31, 2008 AND 2007

2008 2007
ASSETS
Current assets
Cash $ 840,773 $ 79,090
Accounts receivable 30,974 34,038
Investments and marketable securities (note 3) 1,293,600 587,000
Prepaid expenses 21,388 9,887
2,186,735 710,015
Reclamation bonding 145,000 195,000
Property, plant and equipment (note 4) 435,204 620,514
Resource property (note 5) 10,168,987 8,498,245
$ 12,935,926 $ 10,023,774
LIABILITIES
Current liabilities
Accounts payable $ 231,074 $ 68,370
Due to related party (note 8) 438,187 600,000
669,261 668,370
Long term debt (note 6) 2,110,000 280,000
2,779,261 948,370
SHAREHOLDER®BY EQUI
Share Capital (note 9b) 16,930,649 16,930,649
Contributed surplus (note 9b) 1,104,035 1,057,916
Deficit (9,119,243) (9,465,161)
Other comprehensive income 1,241,224 552,000
10,156,665 9,075,404
$ 12,935,926 $ 10,023,774
Approved by:
"Jamieson Merritt" Director "Paul Willis" Director
Jamieson Merritt Paul Willis

The accompanying notes are an integral part of these financial sttdemen
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COMPLIANCE ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

2008 2007
EXPENSES
Amortization $ 5,347 $ 5,948
General & administration 250,566 239,300
Professbnal fees 96,811 84,458
Shareholder communications 33,375 65,090
Stockbased compensation 46,119 121,576
Transfer agent & filing fees 23,467 17,884
Travel 3,475 8,670
Net loss before other item (459,160) (542,926)
Other items:
Future income tax recovery - 545,920
Loss on disposal of fixed assets - (3,200)
Interest income 4,853 94,280
Gain on sale of investments 800,225 1,269,233
Total other items 805,078 1,906,233
NET INCOME FOR THE YEAR 345,918 1,363,307
EARNING PER SHARE $ 0.01 $ 0.03
WEIGHTED AVERAGE COM MON SHARES 45,248,282 45,248,282

The accompanying notes are an integral part of these financial statements
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COMPLIANCE ENERGY CORPORATION
CONSOLI DATED STATEMENTS OF SHAREHOLDERSD®
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

Accumulated

Other Total
Share Capital Contributed Comprehensive Shareholder's
No. of Shares Amount Deficit Surplus Income Equity
(Note 9(b)) (Note 9(b)) (Note 3)
Balance December 31, 2006 47,446,783 $ 17,476,569 $ (10,828,468) $ 936,340 $ 51,562 $ 7,636,003
Net income for the year - - 1,363,307 - - 1,363,307
Other comprehensiviacome:
Unrealized gains on
marketable securities - - - - 552,000
Realized gains on
marketable securities - - - - (51,562) 500,438
Comprehensive income 1,863,745
Flow through renunciation - (545,920) - - - (545,920)
Stockbased compensation 121,576 121,576
(545,920) 1,363,307 121,576 500,438 1.439.401
Balance, December 31, 2007 47,446,783 $ 16,930,649 $ (9,465,161) $ 1,057,916 $ 552,000 $ 9,075,404
Net income ér the period - - 345,918 - - 345,918
Other comprehensive income:
Unrealized gains (loss) on
marketable securities - - - - 1,489,449
Realized gains on
marketable securities (800,225) 689,224
Comprehensive income 1,035,142
Stockbased compensation 46,119 46,119
- - 345,918 - 689,224 1,081,261
Balance December 31, 2008 47,446,783 $ 16,930,649 $ (9,119,243) $ 1,104,035 $ 1,241,224 $ 10,156,665

A (A)

(A) Total deficit and accumulated other comprehensive income at December 31, 2008 was $(7,878,019).

The accompanying notes are an integral part of these financial statements
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COMPLIANCE ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

2008 2007
OPERATING ACTIVITIES
Net income (loss) for the year $ 345918 $1,363,307
Add: non- cash expense items
Amortization 5,347 5,948
Future income tax recome - (545,920)
Loss on sale of fixed assets - 3,200
Stockbased compensation 46,119 121,576
Gain on sales of marketable securities (800,225) (1,269,233)
(402,841) (321,122)
Net change in nonash working capital items 86,140 (328,900)
(316,701) (650,022)
INVESTING ACTIVITIES
Redemption of reclamation bond 50,000 -
Proceeds on sale of marketable securities 782,849 1,331,733
Redemption (purchase) of performance security - 3,360,000
Sale (purchase) of equipment - 569,710
Resource property costs (net of option payments and coal revenues rec (1,384,465) (1,691,882)
(551,616) 3,569,561
FINANCING ACTIVITIES
Advance (repayment) of shetedrm loan 1,830,000 (3,500,000)
Due to related party (200,000) -
Long term debt (repaid) - (103,519)
1,630,000 (3,603,519)
INCREASE (DECREASE) IN CASH 761,683 (683,980)
CASH, BEGINNING OF YEAR 79,090 763,070
CASH, END OF YEAR $ 840,773 $ 79,090

Supplemental Disclosures:

During the yeaended December 31, 2008, the Company:

- recorded interest of $38,187 in connection with a loan from a related party
- deferred $180,791 in amortization expenses

-$133,032 of accounts payable relates to resource property.

During the year ended December, 3007, the Company:
- recorded interest of $55,704
- deferred $311,189 in amortization expenses

The accompanying notes are an integral part of these financial statements
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COMPLIANCE ENERGY CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENT S
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

1. NATURE AND CONTINUANCE OF OPERATIONS

The Company is incorporated under the provisions of the British Colu@dsigpany ActThese consolidated
financial statements include all of the accounts of the Compadyits whollyowned legal subsidiaries. All
significant intercompany balances and transactions have been eliminated on consolidation.

These consolidated financial statements have been prepared on &@uem basis, which assumes the
ongoing abilityof the Company to realize its assets and discharge its liabilities in the normal course ol
business. The Co mpcncgroisdemndant upan itsaabilitydo ggnerate fgture profitable
operations and to receive continued financial supporhfits lenders and shareholders. For the year ended
December 31, 2008, the Company reported income of $345,918 and an accumulated deficit of $9,119,243 at
that date. In addition to its ongoing working capital requirements, the Company must secuensfiificiing
for existing and future commitments for the development of its projects.

In recognition of these circumstances, subsequent to the end of the year, the Company has secured fundinfy in
the amount of $7 million by way of the creation of the Codos i nt Venture (ACJVO0)|,
Company to continue to fund site development activities for the Raven Coal Project on Vancouver Islandl.
This arrangement, while significant, is not sufficient in itself to enable the Company to fund all asjitscts of
obligations to develop the Raven Coal Project and, accordingly, management will need to pursue othpr
financing alternatives to fund the Company's share of development costs for the Raven Coal Project oncg a
production decision or suffer project diloi. Management plans to secure the necessary financing through a
combination of debt and equity when these funds are required in the future. Nevertheless, there is ho
assurance that these initiatives will be successful.

The Company's abilitytocontieu as a going concern is dependent upoC
fund the Companybés devel opment progr ams, manage |it
Coal Project on time and on budget that allows it to generate positive @asHrbm future operations. These
financial statements do not reflect the adjustments to the carrying values of assets and liabilities and the

reported expenses and balance sheet classifications that would be necessary if the Company were unable to
realiz its assets and settle its liabilities as a going concern in the normal course of operations.

Management is of the opinion that sufficient working capital will be obtained from external financing sources
to meet the Companyobdue. Shauld this doinrgoricerrsassansption otebg appropnete, d
values and classifications of assets and liabilities could change and those changes could be material. It is jhot
possible to predict the outcome of those matters at this time.

2. SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requirgs
management to make estimates and assumptions that affect the reported amount of assets and liabilities af the
date of the financial statements and the reported amount of revenues and expenses during the period. Acjual
results may differ from those estimates.
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COMPLIANCE ENERGY CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

2. SIGNIFICANT ACCOUNTING POLICIES (continued)
Earnings per Share

Earnings per share is calculated using the weighted average number of shares outstanding during the ygar.

Diluted earnings per share is calculated using the treasuoycsk met hod wher eby al l fi i
and warrants are assumed to have been exercised at the beginning of the period and the proceeds from the
exercise are assumed to have been used to purchase common shares at the average market price during the
year. Basic and diluted loss per share are the same in these statements as none of the options or warrants re in
the money.

Cash and cash equivalents

Cash and cash equivalents consist of cash on deposit and highly liquid investments with maturitées of th
months or less when purchased or which are readily convertible into known amounts of cash. Interest earnedl is
recognized immediately in operations.

Mineral Properties

The Company records its interests in mineral properties and all direct expeniituresd on them at cost.

All direct and indirect costs relating to the acquisition of these interests are capitalized on the basis of speci
claim blocks or areas of geological interest until the properties to which they relate are placed inteoproduct
sold or management has determined there to be an impairment in value. These costs will be amortized on fthe
basis of units produced in relation to the proven reserves available on the related property followingy
commencement of production or chargedperations in the year of abandonment or sale. Mineral properties
which are sold before that property reaches the production stage will have all revenues from the sale of the
property credited against the cost of the property. Properties which haveddbhehproduction stage will
have a gain or loss calculated based on the portion of the property sold. The recorded cost of minefal
exploration interests is based on cash paid, the value of any common share consideration issued gnd
exploration costs incued. The recorded amount may not reflect recoverable value as this will be dependent
on the development program, the nature of the mineral deposit, commodity prices, adequate funding and fhe
ability of the Company to bring its projects into production.

c

Property, Plant and Equipment

Equipment and building are recorded at a cost and amortized over their estimated useful economic lives on the
straightline basis.

Financial Instruments

The Company has classified its cash as-faidrading. The Company hassa classified its accounts payable

as other financial liabilities. All financial instruments are to be measured at fair value on initial recognition
except for those arising from certain related party transactions. Measurement in subsequent peridgls is mg
based on whether the financial instrument has been classified a®hektling, availabldor-sale, heleo-
maturity, loans and receivables, or other financial liabilities. Financial assets and financial liabilities classifiedi
as heldfor-trading areo be measured at fair value, with gains and losses recognized in net income. Financig
assets classified as hdftmaturity, loans and receivables, and financial liabilities other than those classified
as heldfor-trading are to be measured at amortizedt using the effective interest method of amortization.
Financial assets classified as availdiolesale are to be measured at fair value with unrealized gains and
losses being recognized in other comprehensive income.
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COMPLIANCE ENERGY CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

Credit Risk

Financial instruments that potentially subject the Company to credit risk consist of cash and cash

eguvalents and accounts receivable and prepaids. The Company deposits cash and cash equivalents With

high credit quality financial institutions as determined by rating agencies.

Interest Rate Risk

The Company has no significant interest costs (income)hemefore has no significant interest rate risk.
Liguidity Risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall

due. The Companybés approach t o ma niengligudigy tolmeat ui di

liabilities when due. To the extent the Company does not believe it has sufficient liquidity to meet
obligations, it will consider securing additional equity funding, or will engage in negotiations to extend
terms with debtors. The dnpany manages liquidity by continuously monitoring and forecasting cash
flows.

Flow-Through Shares

The Company may issue securities referred to astthoaugh shares, whereby the investor may claim the tax

deductions arising from the expenditure of fhroceeds. When resource expenditures are renounced to the
investors and the Company has reasonable assurance that the expenditures will be completed, future incq
tax liabilities are recognized (renounced expenditures multiplied by the effectiveaterfor rate), and share
capital is reduced. Previously unrecognized tax assets may then offset or eliminate the liability recorded.

Income Taxes

The Company accounts for the future tax consequences attributable to differences between the finang
staement carrying amounts of existing assets and liabilities and their respective tax bases. Future tax asg
and liabilities are measured using tax rates expected to apply to taxable income in the years in which thg
temporary differences are expectedb®settled. When the future realization of income tax assets does not
meet the test of being more likely than not to occur, a valuation allowance in the amount of the potential futu
benefit is taken and no net assets are recognized. Such an allowarmeh applied to all potential income
tax assets of the Company.

Stock-based Compensation

The Company measures and records compensation expense in connection with stock options granted using
fair value method. The fair value of stock options icwalted using the Blae8choles model, generally at

the date of grant for employee options, and is amortized to expense over the vesting period, with the offsetti
entry made to contributed surplus. If the stock options are exercised, the proceededte atiare capital,

and the applicable amounts of contributed surplus are transferred to share capital.
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COMPLIANCE ENERGY CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

2. SIGNIFICANT ACCOUN TING POLICIES (continued)
Impairment of Long-lived Assets

The Company assesses the possibility of impairment in the net carrying value of its long lived assets when
events or circumstances indicate impairment may have occurred. Management calculassmidted
undiscounted future net cash flows relating to the asset or asset group using estimated future prices, proven jand
probable reserves and other mineral resources, and operating, capital and reclamation costs. When the carrying
value of an asset egeds the related undiscounted cash flows, the asset is written down to its estimated fajr
value, which is usually determined using discounted cash flows.

Asset Retirement Obligations

The Company follows the recommendations of CICA Handbook Section 8%&6t Retirement Obligations.
This section requires recognition of a legal liability for obligations relating to retirement of property, plant, and
equipment, and arising from the acquisition, construction, development, or normal operation of those assets.
Such asset retirement cost must be recognized at fair value, when a reasonable estimate of fair value can be
estimated, in the period in which it is incurred, added to the carrying value of the asset, and amortized info
income on the same basis as theaulyihg asset. Asset retirement obligations are adjusted to reflect the
passage of time (accretion) calculated by applying the discount factor implicit in the initial fair value
measurement to the beginningperiod carrying amount of the obligation. Thialue of asset retirement
obligations is evaluated on an annual basis or as new information becomes available on expected amounts jand
timing of cash flows required to discharge the liability. These changes are recorded in the period in which the¢y
are idenfied and when costs can be quantified reasonably.

Comparative Figures
Certain comparative information has been recl asslij fi
New Accounting Standards Not Yet Adopted: International Financial Reporting Stand ("IFRS")

The Canadian Accounting Standards Board ("AcSB") published a strategic plan that outlines the convergenge
of Canadian GAAP with International Financial Reporting Standards ("IFRS") over an expected five yea
transitional period. In FebruaB008, the AcSB announced that 2011 is the changeover date for plibiidy
companies to use IFRS, replacing Canadian GAAP. The date is for interim and annual financial statemerjts
relating to fiscal years beginning on or after January 1, 2011. The @gngpaurrently in the process of
developing an IFRS conversion plan and evaluating the impact of the transition to IFRS.

Capital Risk Management

The Companyb6s objectives when managing capital ar e
to provide an adequate return on investment to shareholders and to the extent possible, maintain a flexiple
capital structure which optimizes the cost of capital at acceptable risk.

There were no changes to t he Co mipagtmeyéasendepPecemidec h | t
31, 2008. The Company is not subject to externally imposed capital requirements.
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COMPLIANCE ENERGY CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

3. INVESTMENTS AND MA RKETABLE SECURITIES

Investments and marketable securities consist of shares of Copper Mountain Mining Corp. (TSX: CUM)
(ACopper Mountaino). As at December 31, 2008, |th
Mountain (2007 2,750,000), all of Wwich are free trading and recorded at their market value of $0.56 per
share, or an aggregate of $1,293,600.

2008 2007
Investment in Copper Mountain $ 1,293,60( $ 587,00(
Total $ 1,293,60( $ 587,00C
4. PROPERTY, PLANT AND EQUIPMENT
2008 2007
Accumulated Net Book
Cost Amortization Value Net Book Value
Land $ 50,000 - 3 50,000 $ 50,000
Building 33,000 (15,997) 17,003 20,000
Equipment Wash Plant 850,937 (599,108) 251,829 404,44
Equipment Mining 199,204 (97,405) 101,799 126,147
Office Equipment 30,200 (15,627) 14,573 19,920
$ 1,163,341 (728,137) $ 435,204 $ 620,514

5. RESOURCE PROPERTY
a) Basin Coal Mine

The Basin Coal Mine consists of 9 coal licensm®vering 2,172 hectares, and the mining rights were
acquired pursuant to a Mining Agreement dated August 30, 2002. Under this agreement, the Company
acquired working rights to the Property and a Right of First Offer in respect to any future dispdgtien
mineral tenures and related royalty comprising the property. The property is subject to a royalty on all cof
sold.

During the 2008, the company signed a definiti|ve
cash and shares totalingCd$25 mi | | i on. Under the terms of the
a private Australian company, has agreed to an| o
agreement under which the Company has the right to mine coal at the Basin CeadMivell as all
remaining assets of the Mine including the 400,000 tonne per year wash plant for $4.25 million in cash arjd
22,222,224 shares of a public Australian Company as follows:

a) An option payment of $150,000 in cash by December 15, 2008 wisdbelea paid.
b) An option payment of $1,000,000 in cash and 7,407,408 shares on or before February 6, 2009 whi¢h
has been paid subsequent to year end.
c) An option exercise payment of $3,100,000 in cash plus closing adjustments and 7,407,408 shares on|or

bef ore May 31, 2010 at which time the Company¢s
d) 7,407,408 shares on or before the earlier of commencement of coal production and May 31, 2012.
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COMPLIANCE ENERGY CORPORATION
NOTES TO THE CONSOLIDATED FINANC IAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

5. RESOURCE PROPERTY (continued)

NWPC has identified the public Australian Compar
Western Australia. J a me s o0 n @nge usdarahe symboltJALa @he shares t| h e
of Jameson may be subject to escrow provision as required by the Australian Exchange.

b) Bear Coal Deposit

The Bear Coal Deposit consists of 8 coal licenses totaling 2,046 hectares. During 2005, the Company
exercisedts option to acquire coal leases that cover 100% of the Bear Coal Deposit. Under the terms of tHe
agreement, the Company paid a total of $215,000 and granted a royalty of 2.5% of the coal sales, FOB mine
site.

c) Raven Coal Deposit

During the year, th€ o mpany signed a Sale and Foomox Balsne.,aAgr|ee
wholly owned subsidiary of ITOCHU Corporation; and LG International Investments ( Canada) Ltd., a
wholly owned subsidiary of LG | nt theterrastof tleerSBA, theCo rlp o
Company and the Parties will form a joint venture and the Parties will fund a total of $11.25 million which
includes: a) a lump sum payment to West Fraser |Mi
29,000 hectares ZWFM6s freehold coal , mi ner al and gas i n]te
Company for two prior option payments made to WFM; and c¢) a lump sum payment of $7.0 million to the
Comox Joint Venture to fund all of the activities necessary to ragmoduction decision on the Raven

Coal Project. Through their funding payments, the Parties will earn a 40% interest in the undersurfaqe
rights excluding gas interests, and a 40% intej
Raven CoalPoj ects (AComox Basin Holdingso). A tot afl
completion of final negotiations and documentation of the SPA . On November 30, 2008 the Partiep
released $3,050,000 from escr oWhetremmaining batatca of 87.6 WF M
million remained in escrow as at December 31, 2008 to satisfy the remaining terms of the definitive
agreement.

The SPA also includes a detailed Joint Venture| A
providesfor the Company or its subsidiaries to be the Manager and the Operator of any joint venturg
mining project located within the Comox Basin Holdings and for the Parties to have exclusive global
marketing rights to sell coal from the Comox Basin Holdinghie TVA Term Sheet contemplates that

subject to satisfactory results of a feasibilify
Parties would provide debt financing for the development of the Raven Coal Project. The parties have
agreed tause their best efforts to execute the JVA on the terms outlined in the JVA Term Sheet by early i:l:
2009. In the unlikely event that a JVA is not fully executed or if the crown coal licences have not bee
registered in the names of the Parties, as to theiticipating interest, by March 31, 2009, the SPA

provides for the Company to refund the Purchase Price to the Parties to reacquire 100% of the properties,

Under the terms of the agreement with WFM, the Vancouver Island properties are subject topeei$0.50
tonne royalty once production is achieved up to a maximum of $4,000,000. These future royalty paymen
would be the responsibility of the created joint venture with the Parties. In addition, the Company paid
total of $175,000 to an independentrdhparty for the acquisition of ground contiguous to the Raven
property.A total of $683,430 of expenditures on the property was deferred in the period including the
$600,000 option payment made at the end of January. The $600,000 initial payment receivea:
Parties was offset against deferred costs of the project during the period.
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COMPLIANCE ENERGY CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

5. RESOURCE PROPERTY (Continued)

d) Anderson Lake Coal Deposit

During 2005, the Company entered into an agreement to acquire 100% of the coal rights that cov
approximately 1,938 acres on Vancouver Island. Under the terms of the agreement, the Company has p|

a total of $50,000. The property istrsubject to a royalty.

e) Wolf Mountain Mine

pr
aid

During 2004, the Company entered into an agreement to acquire 100% of the common shares of a privgte

company that holds the coal licenses, permits and physical assets of the Wolf Mountain Mine located (
Vancauver Island. Under the terms of the agreement, the Company has made an initial $50,000 optid

payment and must make an additional payment of $200,000 on or before December 24, 2009.
f) CEC Power Project

The Company has an option to purchase or lease Y%rbecof the former Similco mine where the

Company is proposing to build a 56 megawat:t po
from Copper Mountain Mining Corporation (ACMMC

has the optionat purchase or lease the Core Area from CMMC for $1 to July 31, 2011.

ggThe details of the carrying amount of the Compa

Cumulative to

2008 2007
Basin Coal Mine
Mining $ 3,811,47: $ 3786,518
Processing 2,405,320 2,240,876
Development 4,153,145 3,975,302
Marketing 267,789 234,636
Environmental 264,692 230,676
Legal 52,508 52,508
Recovery (280,531 (272,752
10,674,402 10,247,764
Less: starup Coal Revenue (7,911,355 (6,763,660
Option payments received (300,000

2,463,047 3,484,104
Valuation adjustment on purchase of remaining 35% interest in the ClI (2,332,639 (2,332,639
$ 130,4083% 1,151,46E

Other deferred costs

Bear Coal Deposit
Acquisition 215,000 215,000
Deferred Costs 938,087 874,479
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COMPLIANCE ENERGY CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

5. RESOURCE PROPERTY (continued)
Raven Coal Deposit

Acquisition 3,711,200 1,281,200

Deferred Costs (net of option payments received) 2,449,408 2,365,978
Wolf Mountain Mine

Acquisition 50,000 50,000

Deferred Costs 36,518 29,577
Other Coal Assets

Acquisition 252,765 252,765

Deferred Costs 23,615 23,615
CEC Power Project

Acquisition - -

Deferred Costs 2,361,986 2,254,166

$ 10,168,987 $ 8,498,245

6. LONG TERM DEBT

€) On December 31, 2004, the Company purchased the joint venture interests of Sojitz Coal
Development Corporation and 4056345 Canada Inc for $700,000. Under the terms of the
agreement, $420,000 was due immediately and sfdhiount $60,000 was paid and $360,000
was deemed paid during 2005. The remaining $280,000 isntenest bearing and is due to be
paid out of 50% of the net cash flow of the Basin Coal Mine after capital requirements, and is
included within long term d#.

(b) On November 30, 2008 the Company was advanced $1,830,000 from the funds placed in escrow
during the year by ITOCHU Corporation and LG International Investments (Canada) Ltd in
connection with the Companyébés pofchWdEdMdsoffreapmgdx
coal, mineral and gas interests on Vancouver Island. Under the terms of the agreement, the funds
were advanced interest free; however, in the event that not all of the titles are transferred to the
Comox Joint Venture by March 31, 200the Company would be obligated to repay the
$1,830,000 on demand. Subsequent to the end of the year, the Company completed the transfer of
titles as required under the agreement which Jel
$1,830,000. (See also nd@€), 7 and subsequent event note 11(c)).

7. CONTINGENT LIABILITY

On November 30, 2008 the Companyds escrow agent ppid
Corporation and LG International Investments (Canada) Ltd placed in escrow during the yharevient

that not all of the titles are transferred to the Comox Joint Venture by March 31, 2009, the Company would
be obligated to repay the full $3,050,000 to the Parties, including the $1,830,000 recognized as a long term
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