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CEO6s Report

Coal Markets for both coking and thermal
coal remained strong in 2009 and prices |
continue to improve. Forecasts for the next |
few years show prices continuing to
increase on strong fundamentals with
increasing demand in Asian nrkats.
Improving coal markets bode well for
Compliance and our coal properties under
development.

In 2009, we made great progress regarding
the development of the Raven Underground
Coal Project on Vancouver Island.
Compliance holds a 60% ownership interest
in a 29,000 hectare fee simple coal and
mineral rights package centered in the
Comox Coal Basinncluding 60% of the
Raven Coal deposit. Joint Venture,
Management and Operations Services, and
Marketing Services Agreements were
finalized early in the year with subsidiaries
of | t ochu Corporati g
I nternati onal Lt d. (
bring financial and coal marketing strengths
to the Raven project.

Over the summer and fall of 2009 we drilled
42 holes (approximately 10,000 metersjhwi
the objective of upgrading the classification
of the Raven resource. Early in 2010 we
announced an updated resource of 72.0
million tonnes of measured and indicated (as
reported by Pincock Allen and Holt in its
NI43-101 resource report in March 2010).
The measured and indicated resource was
increased by 85% over previously
announced resources, while the inferred
resource was maintained at 59.0 million
tonnes.
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Project Information Booth at Deep Bay
Harbour Festival

Photos on front cover: Leff Raven Adit No.1,
Centrei Drilling at Raven, Righti RavenSeamNo. 3




Pincock Al | en and Hol t (APAHO) was engaged tlo

Geological modeling has been completed and detailed mine planning has commenced. PAH
looking at the prospect of Raven producing between 1.0 and 1.5 million tonnes of cpeduper
commencing in late 2012 or early 20C3al quality information indicates that the coal is a High
Volatile Bituminous A coking coal.

are

PAH is also reviewing coal processing plant designs that would allow coking coal production|to

be supplemented witthe production of a high energy content thermal middling product. Thq

clean coal would be transported approximately 85 kilometers to Port Alberni by truck or traip.

Conceptual designs for upgrades to the port facility to enable coal shipments havedlesu fi
and detail design has commenced.

The Raven Project will require both provincial and federal environmental permits prior IF
njal

construction and operation. AMEC Earth and Environmental is preparing the environme
assessment applications. They have been gathering baseline data since @grandOowe
anticipate submitting applications in the summer of 2010 and receiving permits by mid 201
The Company has formed a local Community Advisory Group to assist with identifyin
opportunities to eliminate or minimize any potential adverse enviromainierpacts related to the
project and to assist in communications with the local public.

We are committed to working with the local community, First Nations, and all levels of

government to develop a project that is environmentally and socially reslgonEhe Company

1.
)

has been developing relationships with the local First Nations and in 2009 employed over njne

first nation members in environmental baseline monitoring and exploration activities. Durin
operations it is anticipated that the mine will employ appnately 200 full time employees and
the company is committed to providing | on
members.

In addition to the cash available to the joint venttoe activities at Raven, the Company has
sufficient cash to matain its current operations without having to raise equity until a production
decision on Raven is made. The Company alsosover 2 million shares of Copper Mountain
Mining Corporation (TSX:CUM) which could provide an additdbeource of cash if requed.
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| would like to thank shareholders for their continued support while the company goes through

the permitting process on the Raven
Project.
Our Beliefs
) A= Responsible stewardship & management with
/= =7 the utmost integrity based upon the practice o
S providing plain, true and clear information to
John A. TapicsP.Eng. our shareholders.
President an€hief Executive Office
Our Strategy:
Responsibly develop & operate profitable co
projects.

Compliance
Energy
Corporation




Vancouver Island Coal Deposs

In 2008, the Companyompleted the purchase of approximately 29,000 hectares of West Fraser Millg
Ltd.6 sfreehold coal, mineral, and gas
interests on Vancouver Island.
Simultaneouslywith this acquisition the
Company completedefinitive agreements
with 1-Comox Coal Ing a wholly owned
subsidiary of ITOCHU Corporatignand
LG International Investments (Gada)
Ltd., a wholly owned subsidiary of LG
International Corpto form a joint venture
for the development of th&eehold coal
and mineral landsinterests that were
purchased from WFM. The joint venture
was officially formedin 2009 once all of
the freehold coal and mineral lands had
been transferred into the joint venture
partner§respective names.

Bear Coal Pro1ecl‘: Z
w
ITOCHU Corporation is a major Japanese
trading house and, among other things, has *
extensive experience in the development of
coal mines and the marikeg and sale of
coal globally and has investments in coal
mines in Australia and IndonesialL G International Corp. is a leading general trader in Korea with a
worldwide overseas branch network and has abundant experience in coal mining developmieat and
marketing and sales of coal worldwide. LG International Corp. has investments in coal mines in Russ
Australia, and Indonesia.

Raven Coal Project” !

The joint venture is focusing on the development of the RblretergroundCoal Project located in the
Comox Coal Basimtt he sout h end of t he (spediguretabovelEhe Projactdsd s
locatedadjacent tahe four-lane Inland Island Highwayand is approximately 85 kilometers from a deep
water port A 10,000 meter drilling program was completed in 208hich met its objective of increasing
the measured and indicatedal resourceshy 85 per cent to 72 million tonnewhile maintaining the
inferred resources at 59 million tonn€Bhe Raven 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 Mheket.
Raven Coal Project covers an area of approximately 3100 hectares

The joint venturgartnershaveprovided sufficientfundingto undertake thactivities necessary reach a
production decision on the Raven Ce&abject In 2009, the joint venture engaged consultants to prepare
a bankablefeasibility study on, and an environmental asse®nt of the Raven Coal ProjectThe joint
venture is targeting to complete the bankable feasibtlighysby the end of the second quarter of 201.0.

is anticipated that an environmental assessment application will be submitted in the late sumrher or e§
fall of 2010.

In addition to freehold coal interests, the joint venture also hefglg crown coalicenses which total
2046 hectares, and which contdime Bear coal deposiiThis deposit holds3.5 million tonnes of
metallurgical coal (non 4301 compliantpf which gproximately 5.0 million tonneis surface mineable.

Lo
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Management Discussion and Analysis

MANAGEMENT' S DI SCUSSI ON & ANALYSI S (AMD&AO) OH
THE RESULTS OF OPERATIONS FOR THE YEAR ENDED DECEMBER 31, 2009
1.1 Introduction

Management &s di scussifoon) afnodcuamral yosni ssi(ginMOf& c
Compliance Energy Corporationé6s perfor mandne a

order to better understand the MD&A, it shoulld

consolidate financial statements and the related notes contained therein for the year ended Decemb
31, 2009.The Company reports its financial statements in accordance with Canadian generally acceptq
accounting principles (ACan adchnt acooung pokciey are set duh e
in Note 2 of the audited consolidated financial statements for the year ended December 3Th2009
Companyobés financi al statements and the manager
reasonablebastor t he investor to evalwuate the Compan

Forward-Looking Statements

The MD&A contains certain statemkhhg sthatemangt Hled d
MD&A, other than statements diistorical fact, that address exploration drilling, exploitation activities, and eyents
or developments that the Company expects to occur, are fole@iihg statements. Forwatdoking statement
are statements that are not historical facts and are gedel vy , but not al ways, ijden
Aiplanso, fAanticipateso, fbelieveso, fAintendso, fpes
or that events or conditions Awi lurl loformafiow mferted ®om thg ma
interpretation of drilling results and information concerning mineral resource estimates may also be deenfed to
forward-looking statements, as it constitutes a prediction of what might be found to be present whenmogedt
is actually developed. Although the Company believes the expectations expressed in such-ldokiveyg
statements are based on reasonable assumptions, such statements are not guarantees of future perfgrmand
actual results may differ matelliafrom those in the forwartboking statements. Factors that could cause the aftual
results to differ materially from those in forwakabking statements include market prices, exploitation pnd
exploration successes, and continued availability of cagitdlifinancing, and general economic, government pdlicy

e anc

decisions, market or business conditions. Investors are cautioned that any such statements are not gufrantegs of

future performance and actual results or developments may differ materially fromptiogeeted in the forward
looking statements. Forwatdo o ki ng st atements are based on the]be
management on the date the statements are made.

Cautionary Note to Investors Concerning Estimates of Measured anithdicated Resources

This discussion uses the terms O6measured resour ¢es

while those terms are recognized and required by Canadian regulations, the U.S. Securities and Exchafpge

Commission doesat recognize them.Investors are cautioned not to assume that any part or all of minera|
deposits in these categories will ever be converted into reserves

Cautionary Note Investors Concerning Estimates of Inferred Resources

This discussion uses thet m o6i nferred resourcesbod. The Complany
recognized and required by Canadian regulations, t8eSécurities and Exchange Commission does not recognize
it 6l nferred resour ces 0 tohtheivexistemce,gandeaatb their moonomit ana lggal u
feasibility. It cannot be assumed that all or any part of a mineral resource will ever be upgraded to f high
category. Under Canadian rules, estimates of Inferred Mineral Resources may notefdvasith of economig
studies, except in rare casdavestors are cautioned not to assume that any part or all of an inferred resourc
exists, or is economically or legally mineable.
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1.2 Overview

The Company was incorporated under the provisions oBthish ColumbiaCompany Acbn July 27,
2000 and on August 30, 2002 changed its name
Compl i anc e 0 sarentsiréenold poalwldirrgs dn ¥ancouver Islarahdthe formerly operaed
Basin CoalProject located near Princeton, BC which is currentgder an option agreement to a
company owned by Jameson Resources Ltd., a publicly listed Australian company.

During theyear, the Company completed the exploration program on the Raven Underground Codl

Project (ARaven Projecto), which is part of t
year with FComox Coal Inc, a wholly owned subsidiary of ITOCHU Corporation aBdiriternational
Investments (Canada) Ltd. a wholly owned subsidiary of LG International Corp. A total of 42 drill holes

were successfully completed during the period, with core and bulk samples being sent for qualily

analyses.

Due to t he Bcdcangednvpelicyregading thesuse of coal, the Company has been unable t
move forward withits plannedPrinceton coabiomass poweproject During the year the Company
continued negotiations with BC Hydro regarding resolution of this project. Atgyglarthe Company
reduced the carrying value of this project and subsequent teegdathe Company monetized the
remaining carrying value of the project.

The Company trades on the TSX Venture Exchange with the trading symbol CEC.
1.21 Projects

Comox Joint Venture

The CJV was formed on February 20, 2009 to further explore the Vancouver Island Properties that t

Company contributed to the venture. A total of $11.25 million in fundiag pvovided by-Comox Coal
Inc. and LG International Investments (Cdaa Ltd. The CJV owns approximately 29,000 hectares of

he

L=

e

freehold coal mineral interests on the east side of Vancouver Island, of which the Raven Project is the

Joint Ventureds first priority and t hesnedessamntd \
reach a production decision on the Raven Projethéyourth quarter of 2010

Exploration permits were received for the Raven Project on May 19, 2009 and drilling contracts wege

signed shortly thereafter. Exploration drilling and dagical logging commenced on May 25, 2009,
with four drill rigs on site. There are two seams of economic interest, (1essnoetgreater)Seam 1 and
Seam 3 Theyhave been intercepted at various depths in thicknesses ranging from 1.0 to 7.4 meters {
Seam 1 and 0.65 to 5.35 meters for Seam 3 excluding partings material. (Note: all thicknesses repre
drill intersected thickness and have not been correctedidothickness). All of the drill hole locations
and results are shown in the Company6s press
quality testing program is under the supervision of Owen R. Cullingham, P. Geo., who is the Independd
Qualified Person for reporting purposes as defined in Ni 481 Standards of Disclosure for Mineral
Projects.

A total of 42 drill holes, including four six inch holes for bulk coal quality sampling purposes, totaling
9,899 meters have been completed witbults meeting expectations. The drill program has been
successful ants expected to increaske current measured and indicated resource of 39 million tonnes
by upgrading a significant portion of the current inferred resource of 59 million tonnesne#seired or
indicated resource category. In the 42 drill holes completed, coal was intersected in all but one of the

en

or
ent

nt

42

holes where the lower seams were displaced due to faulting. All core and the bulk samples from the fgur

six inch holesveresent to forquality analyses and washability testing. Surface geological mapping has
also been completed and surface geology rhape beerompiled.

5
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Pincock, Allen, and Holtvas selected to conduct a bankable feasibility study on the Project which is
expected to beompleted in the early part of the third quarteR010. During theear, fieldwork for in

situ stress testing program was completed and, the related analysis and laboratory work continue thro
year end. The geological modeling and the developmeBasis Design framework for the feasibility
study are also oegoing. The evaluation of site layout and surface facility requirements continue,
including a preliminary layout and design. The completion of the scoping study of the transportatio
options &d port locationsvas completed byear end. Baseline field study for aquatics (including
fisheries), wildlife, water quality and hydrology are ongoing. Four piezometers for the hydrogeolog)
monitoring program have been installed &wd additional hydrayeological holes arplanned. As soon

as the decisions have been made on the preferred mine site location for surface facilities and on

the

preferred transportation route, an addendum to the current project description will be submitted to the BC

Environmental Assessment Office (BCEAO) and the Canadian Environmental Assessment Ageng
(CEAA).A draft of the AApplication I nformation R
in December. The BCEAO is expected to request a public review of the AIRIBO01D.

All direct costs are being deferred on this project and duringfdbeh quarter of 2009, a total of
$1,573,3060f expendituresvas deferred bringing the total ta3¥26,590for the yearendedDecember
31, 2009.

Basin Coal Mine

The Basin CoaMine is located 300 km east of Vancouver near the town of Princeton, BC. The mind
remains on care and maintenance. The Company has received an option payment from NWPC Pty
(ANWPCO) a private Australian c¢ompameyof dgamesod 1,
Resources Ltd. (AJALO) as outlined under the
Company. The shares of JAL trade on the Australian Stock Exchange and are subject to a one
escrow provision. The final option pagmt of $3,100,000 in cash plus closing adjustments and
7,407,408 JAL shares is due on or bef ore May

y
b g U

| td
00

ear

31

mining agreement would transfer. A final option payment of 7,407,408 shares is due on or before the

eafier of commencement of coal production and May 31, 2012.

Princeton Power Project

During the year, th Company continued to have discussions with BC Hydro regarding options for this
project. At yearend, the Company reduced the carrying value ofgtogect and subsequent to yeard

the Company monetized the remaining carrying value of the project.

1.3 Selected Annual Information

The following table represents selected annu
financial statements fagach of the three most recently completed financial years and should be read i
conjunction with the consolidated financial statements.

As at/for the years ended

Dec 31, Dec 31, Dec 31
2000 2008 2007
Gross evenue Nil Nil Nil
Net income (loss) ($1,220,732) $345,918 $1,363,307
Earnings (loss) per share, bas ($0.03) $0.01 $0.03
Earnings (loss) per share, ($0.03) $0.01 $0.03
diluted
Total assets $19,223,072 $12,935,926 $10,023,774
Long-term debt $280,000 $2,110,000 $280,000
Cashdividends per share $0.00 $0.00 $0.00
6
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The decreasén net income during the current year over the prior yearimarily attributable to the
write-down of the Princeton Power Project booked in the fourth quarter of 2009.

1.4 Results of Operations

For the Three Months Ended December 31, 2009

The Company recorded a net loss 068%,5870r $0.03 per share for the three months ended December
31, 2009. This compares to net income of $126,371 or $0.00 per share for the three months engled
December 31, 2008 as shown in the table below:

Three months ended December 31,

2009 2008
EXPENSES
Amortization $1,701 $1,336
Consulting Fees 8,231 -
General & administration 91,601 75,899
Professional fees 20,405 31,837
Shareholder communications 26,433 7,673
Stockbased compensation 191,441 46,119
Transfer agent & filing fees 1,520 1,231
Travel 2,326 620
Write-down of resource property costs 1,173,551 -
Net loss before other items 1,517,209 164,715
Other items:
Interest and other income (expense) (17,378) 709
Gain on sal®f investments - 290,377
Total other items (17,378 291,086
NET INCOME (LOSS) FOR THE PERIOD ($1,534,587) $126,371

General and Administrative expensesreased as result of the increase in office wages as the Company
hired additional personnel and consultants compared to the prior period.

Shareholder communicationsosts increased as result of the Company having an internal investors
relations stdfand increasing its activities.

Stockbased compensation expense in thetfoquarter of 2008hcluded the recognition of the-picing
of stock options approved at the Companyds mogt

The Company reduced the carrywvajue of its Princeton Power Project by ®19,682 and also wrote off
its Wolf Mountain Mine property deferred costs in the fourth quarter of 2009.
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For The Year Ended December 31, 2009

The Company recordesnetlossof $1,220,732r $0.03 loss pesharefor the year ended December 31,
200 compared to net income of $345,918 or $Arcomeper share in 2@shown in the table below:

Years ended December 31,

2009 2008
EXPENSES
Amortization $7,696 $5,347
Consulting Fees 20,981 -
General & administration 351,978 250,566
Professional fees 159,441 96,811
Shareholder communications 97,511 33,375
Stockbased compensation 219,239 46,119
Transfer agent & filing fees 20,569 23,467
Travel 6,310 3,475
Write-down of resource property costs 1,173,550 -
Net loss before other items 2,057,275 459,160
Other items:
Excess recoveries recorded in operations 779,458 -
Interest and other incongloss) 57,085 4,853
Gain on sale of investments - 800,225
Total other items 836,543 805,078
NET INCOME (LOSS)FOR THE YEAR ($1,220,732) $345,918

General and Administrative expensasreased primarily as result of the increase in office wages as the
Company hired additional personnel aahsultants compared to 2008.

Increased professional fees were incurred in the formation of the Comox Joint Venture.

The increase in shareholders communication expenses is a result of the Company increasing its inve
relations actities in the Compay in conjunction withthe commencement of exploratioand
developmenactivities at the Comox Joint Venture in the early part of the second quarter.

Stockbased compensation expense in thetfoquarter of 2008hcluded the recognition of the-pzicing
of stock options approved at the Companydés mos

A majority of the 2009 net loss is n@ash in naturas it ircluded awrite-down of $1,173,550, primarily
related to the Princeton Power Project. Mebme for 2008 included a realized gain of $800,225 that was
generatedrom the sale of shares of Qumgr Mountain Mining Corporation.

stor
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15 Summary of Quarterly Results

The following table is selected quarterly financial information derived frol€tbempany 6 s f i ngnc
statements and should be read in conjunction with the consolidated quarterly financial statements.

Summary of Quarterly Results

Basic Fully
Net Income Income (Loss) Diluted Income
Quarter Ended Revenue (Loss) per Share (Loss) Per Share
December 31, 2009 - ($1,534,587) ($0.04) ($0.04)
September 30, 2009 - ($188,572) ($0.00) ($0.00)
June 30, 2009 - ($176,571) ($0.00) ($0.00)
March 31, 2009 - $678,998 $0.01 $0.01
December 31, 2008 - $126,371 $0.00 $0.00
September 3®008 - ($154,755) ($0.00) ($0.00)
June 30, 2008 - ($98,020) ($0.00) ($0.00)
March 31, 2008 - $472,322 $0.01 $0.00

During the first quarter of 2®) the Companyecovered $779,458 at the Basin Coal Mine. During the
fourth quarter of 2009, the Compawyote-down the carrying value of its Princeton Power Project.

1.6 Liquidity and Capital Resources

As at December 31, 200the Company had working capital o7,891,846compared with working
capital of §,517,474asat December 31, 2680

As at December 31,

2009 2008

Cash $3,274,980 $840,773
Accounts receivable and prepaid expenses 101,470 52,362
Investments and marketable securities 4,804,799 1,293,600
8,181,249 2,186,735

Less: Current liabilities 289,403 669,261
Working Capital $7,981,846 $1,517,474

The increase in working capital is primar#gtributable to the increase in the market price of shares of
Copper MountairMi ni ng ( i Co pwnedrby the Cormpangueisg 20®. (SeeNote 3to the
audited consolidated financial statements for more information.)

The current cash requirements of the Company for the year will mainly come from activities on the
Comox Joint Venture to fund the continuation of the bankable feasibility study astias well as
general and administrative expenses of the Company. Funding requirements in excess of these activjties
will require additional sources @fish however, this is not anticipated to be required unfiroduction
decision is made on the Ravierpject.

The Company's ability to continue as a goingl c
sufficiently fund the Companyds devel opment gr o
develop a project on time and on budget that allow® igenerate positive cash flows from future
operations.
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