
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 

FINANCIAL STATEMENTS 
 

FOR THE SIX MONTHS ENDED 
JUNE 30, 2005 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Suite 584 – 885 Dunsmuir Street 
Vancouver, British Columbia  V6C 1N5 
Ph# 604-689-0489  Fax# 604-681-5910 



MANAGEMENT'S DISCUSSION & ANALYSIS (“MD&A”) OF FINANCIAL 
CONDITION & THE RESULTS OF OPERATIONS FOR THE SIX MONTHS ENDED 
JUNE 30, 2005 (Form 51-102F1) 
August 29, 2005 
 
Introduction 
Management’s discussion and analysis (“MD&A”) focuses on significant factors that affected 
Compliance Energy Corporation performance and such factors that may affect its future 
performance.  In order to better understand the MD&A, it should be read in conjunction with the 
unaudited consolidated financial statements for the three months ended March 31, 2005 and the 
Company’s 2004 audited consolidated financial statements and the related notes contained 
therein.  The Company reports its financial statements in accordance with Canadian generally 
accepted accounting principles (“Canadian GAAP”).  The Company’s significant accounting 
policies are set out in Note 2 of the audited consolidated financial statements for the year ended 
December 31, 2004.  Additional information on the Company is available in the Company’s 
Annual Information Form, which can be found at www.sedar.com or  
www.complianceenergy.com .   
 
Overall Performance 
The Company recorded a loss of $198,357 or $0.01 per share for the six months ended June 30, 
2005 as compared to a loss of $114,037 or $0.01 per share for the six months ended June 30, 
2004.  In order to better understand Compliance Energy’s financial results for the six months 
ended in 2005, it is important to gain an understanding of the stage of development of the 
Company’s main assets: (1) the Basin Coal Mine (formerly the Compliance Basin Coal Joint 
Venture) of which Compliance now holds a 100% interest and processes and sells thermal coal; 
(2) the Bear Metallurgical Coal Deposit which is currently being drilled and subject to a 
development evaluation; (3) Wolf Mountain Mine on Vancouver Island which is being evaluated 
for development; (4) the wood waste/coal power plant development near the Company’s Basin 
Coal Mine; and (5) the coalbed methane rights in the area of the Basin Coal Mine.   
 
Production recommenced at the Basin Coal Mine in late April 2005 after the wash plant 
relocation was completed and as a result all expenses associated with the Basin Coal Mine have 
been deferred during the quarter.  The Company is only expensing administrative expenses not 
related to the Basin Coal Mine that were incurred during the quarter.  Once the Basin Coal Mine 
reaches commercial production, the Company will no longer defer start-up costs.   
 
Professional fees were $48,541 for the six months ended June 30, 2005 as compared to $42,000 
for the period ended June 30, 2004.  General and Administrative expenses were $53,388 for the 
period as compared to $12,370 for the same period last year.  Increased activity has lead to the 
general overall increase in general and administrative expenditures for the six months ended 
June 30, 2005 over the prior period.  The Company incurred $30,000 in consulting fees for the 
six months ended June 30, 2005 as compared to $18,750 for the six months ended June 30, 2004.  
While transfer agent and filing fees were $29,320 for the six months ended June 30, 2005 as 
compared to $11,827 for the same period in 2004.  Shareholder communication expenses 
increased to $47,375 for the six months ended June 30, 2005 as compared to $24,954 for the six 
months ended June 30, 2004.  Travel expenses were $6,681 for the quarter as compared to 
$6,554 for the same period last year. 
    

http://www.sedar.com/
http://www.complianceenergy.com/


Selected Annual Information 
Selected consolidated financial information of the Company for each of the last three completed 
financial years is detailed in the MD&A accompanying the Company’s 2004 audited 
consolidated financial statements.  
 
Liquidity and Capital Resources 
As of June 30, 2005, the Company had working capital of $3.7 million (comprised of $3.7 
million  of cash, $0.8 million of receivables and prepaid expenses, offset by $0.8 million of 
liabilities) compared with a working capital of $1.1 million (comprised of $1.3 million of cash, 
$1.0 million of receivables and prepaid expenses, offset by $1.2 million of liabilities) at 
December 31, 2004.   

The increase in working capital between December 31, 2004 and June 30, 2005 was a result of 
the Company completing a 8.1 million common share brokered private placement to raise gross 
proceeds of $6.1 million.   
 
The following table is selected quarterly financial information derived from the Company’s 
financial statements and should be read in conjunction with the consolidated quarterly financial 
statements and the audited financial statements for the year ended December 31, 2004. 
 
Summary of Quarterly Results 

 
 

Quarter 

 
 

Revenue 

 
Net 

Income 
(Loss) 

 
Basic Earnings 

(Loss) per 
Share 

Fully Diluted 
Earnings (Loss) 

Per Share 

June 30, 2004 - ($127,195) ($0.00) ($0.00)
March 31, 2005 - ($71,162) ($0.00) ($0.00)
December 31, 
2004 

- ($193,177) ($0.01) ($0.01)

September 30, 
2004 

- ($92,073) ($0.00) ($0.00)

June 30, 2004 - ($73,063) ($0.00) ($0.00)
March 31, 2004 - ($40,974) ($0.00) ($0.00)
December 31, 
2003 

- ($230,128) ($0.01) ($0.01)

September 30, 
2003 

- ($26,567) ($0.00) ($0.00)

 
The Company’s quarterly results are fairly consistent over the last eight quarters with the 
exception of the last quarter of 2004 and 2003.  There was an increase in expenditures during the 
last quarter of 2004 and 2003 as there were 180,000 stock options issued to directors and 
employees during the quarter (675,000 stock options issued 2003), which were valued using the 
Black-Scholes Option Pricing Model.  As a result the Company recorded a $57,000 (2003 - 
$80,500) charge to stock compensation expense as required under the fair value method of 
accounting for stock options.  Also, during the last quarter of 2003 the Company decided to 
expense all of its costs associated with the investigation of the wood waste / coal power plant 
and as a result $62,695 of expenses were charged to the income statement as a project 
investigation expense. In addition, the Company increased its investor relation’s activity during 
the last quarter of 2003 and incurred additional travel costs as the Company was in the process of 
getting ready to raise financing by year end December 31, 2003. 



Project Review 
Activities at the Basin Coal Mine in the second quarter of 2005 were concentrated on 
commissioning the wash plant that was relocated to the mine site early in the year and finishing 
construction on some of the other site facilities.  Therefore, all costs associated with the Basin 
Coal Mine have been deferred for the quarter.  During the quarter, the Company deferred a total 
of $1.1 million (net of sales revenues of $0.7 million) at the Basin Coal Mine.  Production for the 
quarter was below plan because of wash plant delays related to down time to modify the plant 
feed system and the fine refuse dewatering.  During the quarter, the Company reached an 
agreement for a storage facility for the Company’s coal from which it can be hot-loaded on to a 
barge at a nearby barge loading facility.  Marketing efforts continued during the quarter to attract 
new customers. Negotiations are proceeding with two new customers to have them purchase trial 
shipments to test the Compliance Coal.  The Company anticipates its first barge load out to occur 
in September 2005. 
 
During the quarter the Company also continued to advance its development of its proposed wood 
waste/coal power plant that is to be located near the Basin Coal Mine.  The Company completed 
numerous studies on the power plant project during the 2004 year and signed a letter of intent to 
acquire land near Princeton, BC sufficient in size to develop a 49 MW wood waste /coal power 
plant.  The selected site has extensive existing infrastructure, including one large building that 
could house the boiler and turbine for the development. A 138 KV power line extends onto the 
site which has the capacity to deliver the power to the B.C. power grid. During the quarter the 
Company completed an interconnection study with the British Columbia Transmission 
Corporation that confirmed that the projected interconnection costs associated with this line are 
less than $500,000.  The Company has engaged consultants to evaluate the air emission 
considerations and on May 30, 2005 filed the Technical Report to support the air emission 
application under the Environmental Management Act.  The Company continues to investigate 
potential power sales contracts, including bidding on the 2005 BC Hydro energy call.  A total of 
$23,087 of power plant project costs was deferred during the quarter.   
 

During the quarter the Company also commenced its exploration drilling program on the Bear 
Metallurgical coal deposit.    The first phase of the drill program was focused on an area known 
as Block A and it has identified near surface coal in the Block A area that is being evaluated for 
a bulk sample of run-of-mine coal.  Drilling to date has totaled 980 meters and has intersected 
the main coal zone in 18 of the 20 holes drilled.  The two holes that did not intersect the coal 
seam were at the edge of the zone to test the extent of the coal resource.  A detailed mining and 
reclamation plan will be drawn up for an application to the government pending the evaluation.  
Resource Eye Services Inc, the Company’s consulting geologists are preparing a final geological 
report for Block A which will include the 1978 and 1984 drilling and assays and will cover an 
area of 250 hectares.  Exploration road work is continuing on Blocks B and E with drilling to 
resume on September 6, 2005.  A total of 18 holes are planned in this next phase of drilling.  A 
total of $348,177 of costs was deferred during the quarter relating to the Bear project.   
 
Risks and Uncertainties 
The Company’s success depends on a number of factors, some of which are beyond the control 
of the Company.  Typical risk factors include coal price fluctuations and operating uncertainties 
encountered in the mining business.  Competition for the limited Pacific Northwest thermal coal 
market may make it difficult to penetrate the market.  Future government, legal or regulatory 
changes could affect any aspect of the Company’s business, including, among other things, 
environmental permitting and taxation costs and the ability of the Company to develop an 



independent power project.  These risks and uncertainties are managed in part, by experienced 
managers, advisors and consultants, maintaining adequate liquidity, and by cost control 
initiatives. 



 COMPLIANCE ENERGY CORPORATION 
CONSOLIDATED BALANCE SHEETS 
 
 
 June 30,   December 31, 
 2005   2004 
ASSETS     
Current Assets     
   Cash $ 3,747,985  $ 1,327,437) 
   Amounts receivable  813,664   990,694) 
   Prepaid expenses 8,014   8,014) 
 4,569,663   2,326,145) 
    ) 
   Reclamation bonding 123,500   120,000) 
   Resource property  2,275,614   1,096,918) 
   Capital assets 4,783,777   3,487,705) 
     
 $ 11,752,554  $ 7,030,768) 
    
LIABILITIES    
    
Current Liabilities     
   Accounts payable $ 854,403  $ 1,206,686 
 854,403   1,206,686 
     
Non-current Liability     
Long term debt  431,726   725,395 
 1,286,129   1,932,081 
     
SHAREHOLDERS’ EQUITY     
   Share Capital (note 5) 11,271,765   5,705,671 
   Contributed surplus           137,500          137,500 
   Deficit (942,840)   (744,484)
 10,466,425   5,098,687 
     
 $ 11,752,554  $ 7,030,768 
   
 
Interim Financial Statements (Note 1) 
 
Approved by: 
 

"James C. O’Rourke" Director "Rodney A. Shier" Director 
        James C. O’Rourke      Rodney A. Shier 
 

 
The accompanying notes are an integral part of this financial statement 



 

 
 

COMPLIANCE ENERGY CORPORATION 
CONSOLIDATED STATEMENTS OF OPERATIONS AND DEFICIT 
FOR THE SIX MONTHS ENDED JUNE 30, 2005 AND 2004 

 
 

 Three Months 
Ended 

June 30, 
2005 

Three Months 
Ended 

June 30, 
2004 

 Six Months 
Ended 

June 30, 
2005 

Six Months 
Ended 

June 30, 
2004 

  
REVENUES   
   Interest Income $       8,266 $       1,444  $     16,948 $     2,418 
 8,266 1,444  16,948 2,418 
 
EXPENSES 

 

   Professional fees 26,958 21,000  48,541 42,000 
   General & admin 37,337 6,459  53,388 12,370 
   Consulting fees 22,500 18,750  30,000 18,750 
   Transfer agent & filing fees 17,225 6,338  29,320 11,827 
   Shareholder communications 26,049 15,406  47,375 24,954 
   Travel 5,392 6,554  6,681 6,554 
Net loss before other item    135,461 74,507  215,305 116,455 
      
NET LOSS FOR THE PERIOD 127,195 73,063  198,357 114,037 
      

DEFICIT (RETAINED EARNINGS), 
BEGINNING OF PERIOD 

 
815,646 

 
424,162 

  
744,484 

 
383,188 

      
DEFICIT (RETAINED EARNINGS), 
END OF PERIOD 

 
$     942,841 

 
$     497,225 

  
$    942,841 

 
$    497,225 

      
LOSS PER SHARE $           0.00 $           0.00  $          0.01 $          0.01 
  

 
 
 

 
 
 
 
 
 

The accompanying notes are an integral part of this financial statement 



 

COMPLIANCE ENERGY CORPORATION 
CONSOLIDATED STATEMENTS OF CASH FLOWS 
FOR THE SIX MONTHS ENDED JUNE 30, 2005 AND 2004 

 
 

 Three Months 
Ended 

June 30, 
2005 

Three Months 
Ended 

June 30, 
2004 

Six Months 
Ended  

June 30, 
2005 

Six Months 
Ended 

June 30, 
2004 

  
OPERATING ACTIVITIES 
Net loss for the period $   (127,195) $     (73,063) $     (198,357) $     (114,037) 
Items not involving cash:      
     Net change in non-cash working  

capital items 
 

(517,542) 
 

(204,228) 
 

(175,252) 
 

(108,735) 
 (644,737) (277,291) (373,609) (222,772) 
     
INVESTING ACTIVITIES     
Purchase of reclamation bond - - (3,500) - 
Purchase of capital assets (388,624) (47,448) (1,296,072) (150,889) 
Resource property costs (908,669) (276,622) (1,178,696) (507,575) 
 (1,297,293) (324,070) (2,478,268) (658,464) 
FINANCING ACTIVITIES     
Long term debt (repaid) (273,917) - (293,669) - 
Shares issued for cash 17,246 675,935      5,566,094      2,762,150 
 (256,671) 675,935 5,272,425 2,762,150 
     
INCREASE IN CASH (2,198,701) 74,574 2,420,548 1,880,914 
     
CASH, BEGINNING OF PERIOD 5,946,686 2,862,421 1,327,437 1,056,081 
     
CASH, END OF PERIOD $  3,747,985 $  2,936,995 

 

$  3,747,985     $  2,936,995     
    

 
 
 
 
 
 
 
 
 
 
 
 
 

The accompanying notes are an integral part of this financial statement 
 
 

 



 

 
COMPLIANCE ENERGY CORPORATION 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
JUNE 30, 2005 

 
 

1. BASIS OF PRESENTATION 
 

These interim period consolidated financial statements have been prepared by the Company in accordance 
with Canadian generally accepted accounting principles (“GAAP”) with respect to the preparation of 
interim financial information.  Accordingly, they do not include all of the information and disclosures 
required by Canadian GAAP in the preparation of our annual consolidated financial statements.  Certain 
information and footnote disclosure normally included in consolidated financial statements prepared in 
accordance with GAAP have been condensed or omitted.  The accounting policies used in preparation of 
the accompanying unaudited interim consolidated financial statements are the same as those described in 
our annual consolidated financial statements and the notes thereto for the two years ended December 31, 
2004.  
 
These interim period statements have not been reviewed by the Company’s auditors and should be read 
together with the audited consolidated financial statements and the accompanying notes included in the 
Company’s latest annual report.   
 

 
2. CONTINUANCE OF OPERATIONS 
 

These interim consolidated financial statements have been prepared on a going concern basis, which 
assumes the ongoing capacity of the Company to realize on its assets and discharge of liabilities in the 
normal course of business.  The Company’s status as a going concern is dependent on its ability to 
generate future profitable operations and to receive continued financial support from its lenders and 
shareholders.  Management is of the opinion that sufficient working capital will be obtained from 
operations and external financing to meet the Company’s liabilities and commitments as they become 
due.  Should the going concern assumption not be appropriate, the carrying values and classifications of 
assets and liabilities would change and those changes could be material.  It is not possible to predict the 
outcome of those matters at this time. 

 
 
3. CAPITAL STOCK 

 
(a) Authorized 
 1,000,000,000 Common shares without par value 

20,000,000 Preferred shares without par value 
 

 
 (b) Issued

 
  Common 

Shares 
  

Amount 
 Issued at December 31, 2004 29,146,796)  $      5,705,671) 
 • Shares issued for cash (net of costs) 8,185,113)  5,556,094) 
 Issued at June 30, 2005 37,354,309)  $     11,271,765) 

 
  
 



 

 
COMPLIANCE ENERGY CORPORATION 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
JUNE 30, 2005 

 
 
3. CAPITAL STOCK (Cont’d) 
 
(c) Escrowed Shares

 
 Pursuant to the terms of the business combination completed during the year, at March 31, 2005 

there are 8,661,504 common shares held in escrow.  These shares are subject to a six year hold 
period and their release from escrow is subject to the terms of an agreement between the 
shareholders, the Company, and the transfer agent, Computershare Investor Services Inc.  

 
 (d) Stock Options

 
As at June 30, 2005, the Company has reserved stock options to directors and officers enabling 
them to acquire up to 1,738,750 common shares of the Company as follows: 
 

 2005  2004 
Options Outstanding Number of 

shares 
 

 
Weighted 
average 

exercise price
Cdn. $ 

 
Number of 

shares 
 

 
Weighted 
average 

exercise price
Cdn. $ 

Beginning of period 940,000             0.34  810,000  0.30 

Granted during period 830,000             0.84  50,000   - 

Exercised during the period 31,250  0.57  180,000  .50 

End of period 1,738,750             0.57  940,000  0.34 
 
 The weighted-average remaining life of options outstanding at June 30, 2005 is 3.12 years. 
 
(e) Warrants

 
As at June 30, 2005 4,165,732 warrants are outstanding entitling the holders to acquire shares of 
the Company at prices ranging between $0.45 and $0.95 per share exercisable at various dates 
ranging up until August 10, 2006.   

 
4. RELATED PARTY TRANSACTIONS 

 
All transactions with related parties have occurred in the normal course of the Company’s operations and 
have been measured at their fair value as determined by management.  The year end balances payable are 
non-interest bearing and have no fixed terms for repayment. 

 
• The Company paid one of its officers legal, management and administration fees aggregating 

$42,000 during the period ended June 30, 2005 (period ended June 30, 2004 - $42,000). 
 

• The Company incurred consulting fees for project development costs of $37,500 for the period 
ended June 30, 2005 (period ended June 30, 2004-$30,000) with a private company controlled by 
the family of a director and officer.   



 

Corporate Information 
 
Head Office 
Compliance Energy Corp 
Suite 584 
885 Dunsmuir Street 
Vancouver, British Columbia 
Canada, V6C 1N5 
 
Tel:  (604) 689-0489 
Fax: (604) 681-5910 
 
Mine Office 
Compliance Coal Corp 
Basin Coal Mine 
PO Box 1400 
Princeton, British Columbia 
Canada, V0X 1W0 
 
Tel:  (250) 295-5026 
Fax: (250) 295-5028 
 
Registrar and Transfer Agent 

Computershare Trust Corporation of Canada 
Vancouver, British Columbia 
 
Exchange Listing 
TSX Venture Exchange 
“CEC” 
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