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AUDITORS’ REPORT

To the Shareholders of Compliance Energy Corporation

We have audited the consolidated balance sheets of Compliance Energy Corporation as at December 31,
2009 and 2008 and the consolidated statements of operations, shareholders’ equity and cash flows for years
then ended. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards in Canada. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial

position of the Company as at December 31, 2009 and 2008 and the results of its operations and its cash
flows for the years ended in accordance with Canadian generally accepted accounting principles.
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CHARTERED ACCOUNTANTS

Vancouver, British Columbia
April 26,2010




COMPLIANCE ENERGY CORPORATION
CONSOLIDATED BALANCE SHEETS
AS AT DECEMBER 31, 2009 AND 2008

2009 2008
ASSETS
Current assets
Cash and cash equivalents $ 3,274,980 840,773
Accounts receivable 80,082 30,974
Investments and marketable securities (Note 3) 4,804,799 1,293,600
Prepaid expenses 21,388 21,388
8,181,249 2,186,735
Reclamation bonding 166,000 145,000
Property, plant and equipment (Note 5) 366,671 435,204
Resource property (Note 6) 10,509,152 10,168,987
$ 19,223,072 12,935,926
LIABILITIES
Current liabilities
Accounts payable and accrued liabilities $ 289,403 231,074
Due to related party (Note 9) - 438,187
289,403 669,261
Long term debt (Note 7) 280,000 2,110,000
Deferred gain (Note 4) 4,614,593 -
5,183,996 2,779,261
SHAREHOLDERS’ EQUITY
Share capital (Note 10b) 18,033,254 16,930,649
Warrants (Note 10d) 270,100 -
Contributed surplus (Note 10b) 1,323,274 1,104,035
Deficit (10,339,975) (9,119,243)
Accumulated other comprehensive income 4,752,423 1,241,224
14,039,076 10,156,665
$ 19,223,072 12,935,926

Subsequent Event (Note 12)
Approved by:

“Jamieson Merritt" Director

'Paul Willis"

Jamieson Merritt

Paul Willis

The accompanying notes are an integral part of these consolidated financial statements




COMPLIANCE ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

FORTHE YEARS ENDED DECEMBER 31,2009 AND 2008

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
Stock-based 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 (Note 6(g)) 779,458 -
Interest and other income 57,085 4,853
Gain on sale of investments - 800,225
Total other items 836,543 805,078
NET (LOSS) INCOME FOR THE YEAR (1,220,732) 345,918
EARNING (LOSS) PER SHARE, BASIC $ (0.03) $ 0.01
EARNINGS (LOSS) PER SHARE, DILUTED $ (0.03) $ 0.01
WEIGHTED AVERAGE COMMON SHARES,
BASIC 47,565,464 45,248,282

The accompanying notes are an integral part of these consolidated financial statements




COMPLIANCE ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
FORTHE YEARS ENDED DECEMBER 31,2009 AND 2008

Accumulated

Share Capital Other Total
No. of Contributed Comprehensive Shareholders
Shares Amount Warrants Deficit Surplus Income Equity
(Note 10(b)) (Note 10(d)) (Note 10(b)) (Note 3)
Balance, December 31, 2007 47,446,783  $ 16,930,649 - $ (9,465,161) $ 1,057916 $ 552,000 $ 9,075,404
Net income for the year - - - 345,918 - - 345,918
Other comprehensive income:
Unrealized gains on
marketable securities - - - - - 1,489,449
Realized gains on
marketable securities - - - - - (800,225) 689,224
Comprehensive income - - - - - - 1,035,142
Stock-based 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
Net loss for the period - - - (1,220,732) - - (1,220,732)
Other comprehensive income:
Unrealized gains on
marketable securities - - - - - 3,511,199 3,511,199
Comprehensive income - - - - - - 2,290,467
Common shares issued 5,400,000 1,214,900 - - - - 1,214,900
Warrants issued - - 270,100 - - - 270,100
Financing fees - (112,295) - - - - (112,295)
Stock-based compensation - - - - 219,239 - 219,239
- - 270,100 (1,220,732) - 3,511,199 3,882,411
Balance December 31, 2009 52,846,783 § 18,033,254 $ 270,100 § (10,339,975) $ 1,323,274 $ 4,752,423 $ 14,039,076
(A) (A)

(A) Total deficit and accumulated other comprehensive income at December 31, 2009 was $(5,587,552) (2008 - $(7,878,019))

The accompanying notes are an integral part of these consolidated financial statements




COMPLIANCE ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

FORTHE YEARS ENDED DECEMBER 31,2009 AND 2008

2009 2008

OPERATING ACTIVITIES
Net income (loss) for the year $(1,220,732) $ 345,918

Add: non - cash expense items
Amortization 7,696 5,347
Write-down of resource property costs 1,173,550 -
Stock-based compensation 219,239 46,119
Gain on sales of marketable securities - (800,225)
179,753 (402,841)
Net change in non-cash working capital items (33,360) 86,140
146,393 (316,701)

INVESTING ACTIVITIES
Redemption (purchase) of reclamation bond (21,000) 50,000
Proceeds on sale of marketable securities - 782,849
Purchase of equipment (39,275) -
Resource property costs (net of option payments and coal revenues received) (4,386,429) (454,465)
(4,446,704) 378,384
FINANCING ACTIVITIES

Repayment of related party loan (438,187) (200,000)
Cash received on joint venture formation 4,200,000 -
Option payments received 1,600,000 900,000
Shares and warrants issued for cash, net of financing fees 1,372,705 -
4,734,518 700,000
INCREASE IN CASH 2,434,207 761,683
CASH, BEGINNING OF YEAR 840,773 79,090
CASH, END OF YEAR $ 3,274,890 $ 840,773

Supplemental Disclosures.

During the year ended December 31, 2009, the Company:
- deferred $100,112 in amortization expense
-$175,613 of the ending accounts payable balance relates to resource property costs.

During the year ended December 31, 2008, the Company:

- recorded interest of $38,187 in connection with a loan from a related party

- deferred $180,791 in amortization expense

-$133,032 of the ending accounts payable balance relates to resource property costs.

The accompanying notes are an integral part of these consolidated financial statements




COMPLIANCE ENERGY CORPORATION
NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
FORTHE YEARS ENDED DECEMBER 31,2009 AND 2008

1. NATURE AND CONTINUANCE OF OPERATIONS

The Company was incorporated on July 6, 2000 under the provisions of the (former) British Columbia
Company Act, and its common shares were first listed publically for trading in December, 2000. In August
2002 the Company completed a reverse take-over transaction involving Compliance Coal Corporation, with
the latter company considered to be the acquiring and continuing entity for accounting purposes. The
Company is principally involved in the acquisition and development of mineral resource projects.

These consolidated financial statements have been prepared on a going-concern basis, which assumes the
ongoing ability of the Company to realize its assets and discharge its liabilities in the normal course of
business. The Company’s status as a going-concern is dependent upon its ability to generate future
profitable operations and to receive continued financial support from its lenders and shareholders. For the
year ended December 31, 2009, the Company reported a net loss of $1,220,732 and an accumulated deficit
of $10,339,975 at that date. In addition to its ongoing working capital requirements, the Company must
secure sufficient funding for existing and future commitments for the development of its projects.

In recognition of these circumstances, the Company secured initial funding in the amount of $7 million by
way of the creation of the Comox Joint Venture (“CJV”), which enables the Company to continue to fund
site development activities for the Raven Coal Project on Vancouver Island. This arrangement, while
significant, is not sufficient in itself to enable the Company to fund all aspects of its obligations to develop
the Raven Coal Project and, accordingly, management will need to pursue other financing alternatives to
fund the Company's share of development costs for the Raven Coal Project upon a production decision or
suffer project dilution. 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 no assurance that these
initiatives will be successful.

The Company's ability to continue as a going concern is dependent upon management’s ability to
sufficiently fund the Company’s development programs, manage its foreign currency exposures, and
develop the Raven Coal Project on 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 the reported expenses and balance sheet classifications that would be necessary if the
Company were unable to realize 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 Company’s liabilities as they come due. Should this going-concern assumption not be
appropriate, values and classifications of assets and liabilities could change and those changes could be
material. It is not possible to predict the outcome of those matters at this time.

2. SIGNIFICANT ACCOUNTING POLICIES
Basis of consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries Compliance Coal Corporation and 0696030 BC Ltd. The Company’s uses the proportional
consolidation method of accounting for its joint venture interests, whereby its proportionate interests in a
joint venture’s assets, liabilities, revenues, expenses and cash flows are combined on a line-by-line basis
with the Company’s own assets, liabilities, revenues, expenses and cash flows. Inter-company balances
and transactions have been eliminated upon consolidation.




COMPLIANCE ENERGY CORPORATION
NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
FORTHE YEARS ENDED DECEMBER 31,2009 AND 2008

2. SIGNIFICANT ACCOUNTING POLICIES (continued)
Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amount of assets and
liabilities at the date of the financial statements and the reported amount of revenues and expenses during
the period. Actual results may differ from those estimates.

Earnings per Share

Earnings per share is calculated using the weighted average number of shares outstanding during the year.
Diluted earnings per share is calculated using the treasury stock method whereby all “in the money”
options 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.

Cash and Cash Equivalents

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

Mineral Properties

The Company records its interests in mineral properties and all direct expenditures incurred on them at
cost. All direct and indirect costs relating to the acquisition of these interests are capitalized on the basis of
specific claim blocks or areas of geological interest until the properties to which they relate are placed into
production, sold or management has determined there to be impairment in value. These costs will be
amortized on the basis of units produced in relation to the proven reserves available on the related property
following commencement of production or charged to operations 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 have reached the
production stage will have a gain or loss calculated based on the portion of the property sold. The recorded
cost of mineral exploration interests is based on cash paid, the value of any common share consideration
issued and exploration costs incurred. 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 the ability of the Company to bring its projects into production.

Property, Plant and Equipment

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

Comprehensive Income

Comprehensive income is the change in equity (net assets) of an enterprise during a reporting period from
transactions and other events and circumstances from non-owner sources. It includes all changes in equity
during a period except those resulting from investments by owners and distributions to owners. The
statement of comprehensive income or loss includes unrealized gains and losses for classifications of
financial instruments, that do not require such gains and losses to be included in net income.




COMPLIANCE ENERGY CORPORATION
NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
FORTHE YEARS ENDED DECEMBER 31,2009 AND 2008

2. SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial Instruments

The Company has classified its cash as held-for-trading; accounts receivable and reclamation bonding as
loans and receivables; investments as available-for-sale. The Company has also classified its accounts
payable, long term debt and deferred income as other financial liabilities. Measurement in subsequent
periods is made based on whether the financial instrument has been classified as held-for-trading,
available-for-sale, held-to-maturity, loans and receivables, or other financial liabilities. Financial assets and
financial liabilities classified as held-for-trading are to be measured at fair value, with gains and losses
recognized in net income. Financial assets classified as held-to-maturity, loans and receivables, and
financial liabilities other than those classified as held-for-trading are to be measured at amortized cost
using the effective interest method of amortization. Financial assets classified as available-for-sale are to be
measured at fair value with unrealized gains and losses being recognized in other comprehensive income.

Credit Risk

Financial instruments that potentially subject the Company to credit risk consist of cash and cash
equivalents and accounts receivable. 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) and therefore has no significant interest rate
risk.

Liquidity Risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall
due. The Company’s approach to managing liquidity is to ensure it will have sufficient liquidity to
meet 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 Company manages liquidity by continuously monitoring and
forecasting cash flows.

Foreign Exchange Risk

The Company’s only foreign exchange risk from financial instruments is its exposure to US Dollar
exchange rate changes on accounts payable arising from exploration expenditures in the Comox Joint
Venture (See Note 4). Due to the short term nature of these liabilities, the risk is not considered
material by management and no hedging is considered necessary. A reasonably possible change in US
exchange rates, during the period would have had no material effect on net income or other
comprehensive income.




COMPLIANCE ENERGY CORPORATION
NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
FORTHE YEARS ENDED DECEMBER 31,2009 AND 2008

2. SIGNIFICANT ACCOUNTING POLICIES (continued)
Flow-Through Shares

The Company may issue securities referred to as flow-through shares, whereby the investor may claim the
tax deductions arising from the expenditure of the proceeds. When resource expenditures are renounced to
the investors and the Company has reasonable assurance that the expenditures will be completed, future
income tax liabilities are recognized (renounced expenditures multiplied by the effective corporate tax
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 financial
statement carrying amounts of existing assets and liabilities and their respective tax bases. Future tax
assets and liabilities are measured using tax rates expected to apply to taxable income in the years in which
those temporary differences are expected to be 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 future benefit is taken and no net assets are recognized. Such an allowance has been 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
the fair value method. The fair value of stock options is calculated using the Black-Scholes model,
generally at the date of grant for employee options, and is amortized to expense over the vesting period,
with the offsetting entry made to contributed surplus. If the stock options are exercised, the proceeds are
added to share capital, and the applicable amounts of contributed surplus are transferred to share capital.

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 calculates the estimated
undiscounted future net cash flows relating to the asset or asset group using estimated future prices, proven
and probable reserves and other mineral resources, and operating, capital and reclamation costs. When the
carrying value of an asset exceeds the related undiscounted cash flows, the asset is written down to its
estimated fair value, which is usually determined using discounted cash flows.




COMPLIANCE ENERGY CORPORATION
NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
FORTHE YEARS ENDED DECEMBER 31,2009 AND 2008

2. SIGNIFICANT ACCOUNTING POLICIES (continued)
Asset Retirement Obligations

The Company follows the recommendations of CICA Handbook Section 3110, Asset 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 into income on the same basis as the underlying 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 beginning-of-period carrying amount of the obligation. The value
of asset retirement obligations is evaluated on an annual basis or as new information becomes available on
expected amounts and timing of cash flows required to discharge the liability. These changes are recorded
in the period in which they are identified and when costs can be quantified reasonably.

Capital Risk Management

The Company’s objectives when managing capital are to safeguard its ability to continue as a going
concern, to provide an adequate return on investment to shareholders and to the extent possible, maintain a
flexible capital structure which optimizes the cost of capital at acceptable risk.

There were no changes to the Company’s approach to capital management during the year ended December
31, 2009. The Company is not subject to externally imposed capital requirements.

Comparative Figures
Certain comparative information has been reclassified to conform to the current year’s presentation.
New Accounting Pronouncements:

Financial Instruments— Fair value hierarchy

Financial instruments recognized at fair value on the consolidated balance sheets must be classified into
one of the three following fair value hierarchy levels:

Level 1 — measurement based on quoted prices (unadjusted) observed in active markets for identical assets
or liabilities;

Level 2 — measurement based on inputs other than quoted prices included in Level 1, that are observable
for the asset or liability;

Level 3 — measurement based on inputs that are not observable (supported by little or no market activity)
for the asset or liability.




COMPLIANCE ENERGY CORPORATION
NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
FORTHE YEARS ENDED DECEMBER 31,2009 AND 2008

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

The Company’s financial instruments carrying amounts and fair values by categories and levels per the fair
value hierarchy are as follows:

Fair Value
Level 2009
Loans and
Held for Available for receivables/ other
trading at fair sale financial liabilities
value at fair value  at amortized cost
Financial assets:
Cash and cash equivalents 1 $ 3,274,980 $ -3 -
Amounts receivable 1 - - 80,082
Investments and marketable securities 1 - 4,808,799 -
Reclamation bonding 2 - 166,000 -
$ 3274980 § 4974799 $ 80,082
Financial liabilities:
Accounts payable and accrued liabilities $ 289,403
$ 289,403

Mining Exploration Costs

Effective March 27, 2009, the Company adopted new CICA Emerging Issues Committee guidance in EIC-
174, “Mining Exploration Costs”. The EIC provides guidance on the capitalization and impairment review
of exploration costs. Adoption of this guidance did not have an effect on the Company’s financial
statements.

New Accounting Standards Not Yet Adopted:
International Financial Reporting Standards ("/FRS")

The Canadian Accounting Standards Board ("AcSB") published a strategic plan that outlines the
convergence of Canadian GAAP with International Financial Reporting Standards ("IFRS") over an
expected five year transitional period. In February 2008, the AcSB announced that 2011 is the changeover
date for publicly-listed companies to use IFRS, replacing Canadian GAAP. The date is for interim and
annual financial statements relating to fiscal years beginning on or after January 1, 2011. The Company is
currently in the process of developing an IFRS conversion plan and evaluating the impact of the transition
to IFRS.




COMPLIANCE ENERGY CORPORATION
NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
FORTHE YEARS ENDED DECEMBER 31,2009 AND 2008

3. INVESTMENTS AND MARKETABLE SECURITIES
Investments and marketable securities consist of shares of Copper Mountain Mining Corp. (TSX: CUM)
(“Copper Mountain”).  As at December 31, 2009, the Company owned 2,310,000 common shares of
Copper Mountain (2008 — 2,310,000), all of which are free trading and recorded at their market value of
$2.08 per share, or an aggregate of $4,804,799. In addition, the Company held 7,407,408 shares of Jameson
Resources Ltd. (“JAL”) The shares of JAL trade on the Australian Stock Exchange and are subject to a one
year escrow provision and therefore have not been ascribed a market value at this time.
2009 2008
Investment in Copper Mountain $4,804,799 $ 1,293,600
Total $4,804,799 $ 1,293,600
4, JOINT VENTURE INTEREST

The Comox Joint Venture (“CJV”’) was formed on February 20, 2009 for the purpose of developing and
subsequently operating as a commercial coal field the Raven Coal Project (“the Property”), located within
the Comox Coal Basin near Comox B.C. The Company’s initial contribution to the CJV consisted of its
pre-existing interest in the Property, which had a cost amount in the Company’s accounts of $5,338,517 net
of $1.2 million in reimbursed option payments; however, the Company’s 60% joint venture interest was
valued at $16.875 million based on its co-venturers’ $11.25 million cash contribution for a 40% interest
(See Note 6). As required under Canadian GAAP, the deferred gain of $4,614,593 recognized currently by
the Company is based on the increase in the value of the Company’s investment to the extent of the 40%
minority partners’ interest. The Company’s proportionate interest in the assets and liabilities of the CJV at
December 31, 2009, consolidated within these financial statements, is as follows:

Cash § 1,131,978
Receivables 5,438
Resource property costs 8,779,700
Property, plant and equipment 13,377
Liabilities (181,303)
Net investment $ 9,749,190

The deferred gain is calculated as follows:

Company contribution to the Comox Joint Venture $ 16,875,000
Deferred project costs in Raven Coal and Bear Coal (net of option payments) (5,338,517)
Gross gain to the Company 11,536,483
Less: 60% thereof offset against deferred property costs (6,921,890)

Deferred gain $ 4,614,593




COMPLIANCE ENERGY CORPORATION
NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR

THE YEARS ENDED DECEMBER 31, 2009 AND 2008

5. PROPERTY,PLANT AND EQUIPMENT

December 31, December 31,

2009 2008
Land $ 50,000 $ 50,000
Building 33,000 33,000
Equipment — wash plant 850,937 850,937
Equipment — mining 199,204 199,204
Vehicles 15,936 -
1,149,077 1,133,341
Office equipment 53,535 30,200
Accumulated depreciation (835,941) (728,137)
$ 366,671 $ 435,204

6. RESOURCE PROPERTY

a)

(=3
~—

Basin Coal Mine

The Basin Coal Mine consists of 9 coal licenses covering 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 disposition of
the mineral tenures and related royalty comprising the property. The property is subject to a royalty on
all coal sold.

During 2008, the Company signed a definitive option agreement (“Agreement”) for consideration of
cash and shares totaling $8.25 million. Under the terms of the Agreement, NWPC Pty Ltd. (“NWPC”), a
private Australian company, has agreed to an option to purchase the Company’s interest in the mining
agreement under which the Company has the right to mine coal at the Basin Coal Mine as well as all
remaining assets of the mine including the 400,000 tonne per year wash plant for $4.25 million in cash
and 22,222,224 shares of a public Australian Company as follows:

a) An option payment of $150,000 in cash by December 15, 2008 which has been received;

b) An option payment of $1,000,000 in cash and 7,407,408 shares on or before February 6, 2009
which has been received;

¢) An option exercise payment of $3,100,000 in cash plus closing adjustments and 7,407,408 shares
on or before May 31, 2010 at which time the Company’s interest in the mining agreement would
transfer; and

d) 7,407,408 shares on or before the earlier of commencement of coal production and May 31, 2012.

NWPC has identified the public Australian Company as Jameson Resources Limited (“Jameson”) of
Western Australia. Jameson’s shares trade on the Australian Exchange under the symbol JAL. The
shares of Jameson may be subject to escrow provision as required by the Australian Exchange.

Bear Coal Deposit

The Bear Coal Deposit consists of 8 coal licenses totaling 2,046 hectares. During 2005, the Company
exercised its 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,
freight on board (“FOB”) mine site.




COMPLIANCE ENERGY CORPORATION
NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
FORTHE YEARS ENDED DECEMBER 31,2009 AND 2008

6. RESOURCE PROPERTY (Continued)

)

Raven Coal Deposit

In 2008, the Company signed a Sale and Purchase Agreement (“SPA”) with I-Comox Coal Inc., a
wholly owned subsidiary of ITOCHU Corporation; and LG International Investments (Canada) Ltd., a
wholly owned subsidiary of LG International Corporation (the “Parties”). Under the terms of the SPA,
the Company and the Parties formed a joint venture and the Parties funded a total of $11.25 million
which included: a) a lump sum payment of $3.05 million to West Fraser Mills (“WFM?”) to complete the
purchase of approximately 29,000 hectares of WFM’s freehold coal, mineral and gas interests on
Vancouver Island; b) a refund to the Company of $1.2 million for two prior option payments made to
WEFM; and c) a lump sum payment of $7.0 million to the Comox Joint Venture to fund all of the
activities necessary to reach a production decision on the Raven Coal Project. Through their funding
payments, the Parties earned a 40% interest in the undersurface rights, excluding gas interests, and a
40% interest in the Company’s crown coal licences at the Bear and Raven Coal Projects (“Comox Basin
Holdings”).

A total of $10.65 million was placed in escrow pending completion of final negotiations and
documentation of the SPA. On November 30, 2008 the Parties released $3,050,000 from escrow to
purchase WFM’s freehold interests. The remaining balance of $7.6 million was released during 2009
once the remaining terms were satisfied.

The Parties executed a joint venture agreement, a management and operations services agreement, and a
marketing services agreement in February 2009. These provide for the Company or its subsidiaries to
be the Manager and the Operator of any 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.

Under the terms of the agreement with WFM, the Vancouver Island properties are subject to a $0.50 per
tonne royalty once production is achieved up to a maximum of $4,000,000. These future royalty
payments would be the responsibility of the created joint venture with the Parties.

d) Anderson Lake Coal Deposit

During 2005, the Company entered into an agreement to acquire 100% of the crown coal rights
application that cover approximately 1,938 acres on Vancouver Island. Under the terms of the
agreement, the Company has paid a total of $50,000. The property is not subject to a royalty.

Wolf Mountain Mine

During 2004, the Company entered into an agreement to acquire 100% of the common shares of a
private company that holds the coal licenses, permits and physical assets of the Wolf Mountain Mine
located on Vancouver Island. Under the terms of the agreement, the Company has made an initial
$50,000 option payment and must make an additional payment of $200,000 on or before December 24,
2009. As at December 31, 2009 the Company decided not to pursue further exploration of the Wolf
Mountain Mine and wrote off deferred costs totaling $93,869.




COMPLIANCE ENERGY CORPORATION
NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
FORTHE YEARS ENDED DECEMBER 31,2009 AND 2008

6. RESOURCE PROPERTY (continued)

f) CEC Power Project

The Company has an option to purchase or lease 94 hectares of the former Similco mine where the
Company was proposing to build a 56 megawatt power plant on a portion of the leased land (“Core
Area”) from Copper Mountain Mining Corporation (“CMMC”). Under the terms of the agreement the
Company has the option to purchase or lease the Core Area from CMMC for $1 to July 31, 2011. The
project is currently on care and maintenance and the book value has been adjusted to reflect the
estimated net realizable value of the project. (See Note 12).

g) Resource Property Costs as at December 31, 2009 2008

Comox Joint Venture

Formation of joint venture (including valuation adjustment) § 5,753,110 $ -

Bear Coal advance royalty 140,000 -

Deferred costs 3,026,590 -
Bear Coal Deposit

Acquisition - 215,000

Deferred costs - 938,087
Raven Coal Deposit

Acquisition - 3,711,200

Deferred costs (net of option payments received) - 2,449,408
Wolf Mountain Mine (including valuation adjustment)

Acquisition - 50,000

Deferred costs - 36,518
Other Coal Assets

Acquisition 72,766 252,765

Deferred costs 19,132 23,615
Basin Coal Mine

Deferred costs before recovery (net of valuation adjustment) 8,431,897 8,341,763

Deferred costs (net of valuation adjustment) 199,267 -

Less: start-up coal revenue (7,911,355) (7,911,355)

Less: option payments received (1,300,000) (300,000)

Excess recoveries recorded in operations 779,458 -
CEC Power Project

Acquisition - -

Deferred costs (net of valuation adjustment) 1,298,287 2,361,986

Total Resource Property costs $ 10,509,152 $10,168,987
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7. LONG TERM DEBT

(a)

(b)

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 of this amount $60,000 was paid and $360,000 was
deemed paid during 2005. The remaining $280,000 is non-interest 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 debt.

At December 31, 2008, the Company accrued $1,830,000 (60% of $3,050,000), representative of
its share of amounts paid to WFM on behalf of the Parties in connection with the Company’s
purchase of approximately 29,000 hectares of WFM’s freehold 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, 2009, the Company would be obligated to pay the $1,830,000 on demand. During 2009, the
Company completed the transfer of titles as required under the agreement which eliminated the
Company’s obligation to pay the $1,830,000. (See also Notes 6(c) and 8).

8. CONTINGENT LIABILITY

On November 30, 2008 the Company’s escrow agent paid $3,050,000 to WFM from the funds the Parties’
placed in escrow during the year. In the event that not all of the titles are transferred to the Comox Joint
Venture by March 31, 2009, the $3,050,000 would be repayable to the Parties, and in return all titles would
be fully registered the name of the Company. During 2009, the Company completed the transfer of titles as
required under the agreement which eliminated the Company’s potential obligation to repay any amount to
the Parties. (See also Notes 6(c) and 7(b).

9. 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 Company paid one of its officers management and administration fees aggregating $60,300
during the year ended December 31, 2009 (year ended December 31, 2008 - $60,300).
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10. CAPITALSTOCK

(a) Authorized
1,000,000,000 Common shares without par value
20,000,000 Preferred shares without par value
(b) Issued
Common Contributed
Shares Amount Surplus
Issued at December 31, 2007 47,446,783 $ 16,930,649 $1,057,916
e Stock-based compensation - - 46,119
Issued at December 31, 2008 47,446,783 $ 16,930,649 $1,104,035
e  Shares issued for cash 5,400,000 1,485,000 -
o Stock-based compensation - - 219,239
e Share issue costs - (112,295) -
Non-Cash items:
° Issue of warrants - (270,100) -
Issued at December 31, 2009 52,846,783 $ 18,033,254 $1,323,274

On December 23, 2009, 5,400,000 units were issued in a private placement at a price of $0.275 per unit for
gross proceeds of $1,485,000. Each unit consisted of one common share and one common share purchase
warrant. Each warrant entitles the holder to purchase one common share at a price of $0.40 until December
31, 2010 and thereafter at $0.50 until December 31, 2011. The Black-Scholes value associated with the
warrants was $256,500. In conjunction with this private placement, finders’ fees of $103,950 were paid and
378,000 finders’ warrants were issued with the same terms as the warrants. The Black-Scholes value

association with the finders’ warrants was $13,600.

(©) Stock Options

As at December 31, 2009, the Company has reserved stock options to directors, officers and
employees enabling them to acquire up to 4,605,000 common shares as follows:

2009 2008
Number of Weighted Number of Weighted
shares average shares average
0ptions outstanding eXercise price eXercise price

Beginning of year 4,480,000 $0.65 4,660,000 $ 0.70
Granted during year 225,000 $0.11 800,000 0.11
Exercised during year - - -
Expired during year (100,000) $0.84 (980,000) 0.44
End of year 4,605,000 $0.11 4,480,000 $ 0.65
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10. CAPITAL STOCK (continued)

On April 7, 2009 the Company proposed to extend all of the outstanding options, except for 800,000
options granted November 25, 2008 at an exercise price of $0.11 per share, by three years and amended the
outstanding options exercise prices to $0.11 per share. This action was approved by the shareholders at the
Company’s June 23, 2009 annual general meeting.

The weighted-average remaining life of options outstanding at December 31, 2009 is 4.06 years (2008 —
2.59). The weighted-average grant date fair value of options granted during the year is $0.061
(2008 - $0.058)

Options

Expiry Outstanding Price

Feb-13 505,000 0.11
Nov-13 1,500,000 0.11
Nov-13 800,000 0.11
Mar-14 775,000 0.11
May-14 50,000 0.11
Feb-15 800,000 0.11
Mar-15 75,000 0.11
May-12 100,000 0.11

4,605,000

The fair value of options reported as compensation expense in the current year has been estimated using the
Black-Scholes Option Pricing Model using the following assumptions:

2009 2008
Risk-free interest rate (%) 1.43% -2.01% 4.5%
Expected life (years) 3 - 5 years 5 years
Expected volatility (%) 94 - 104% 100%
Expected dividend yield (%) 0% 0%

Option pricing models require the input of highly subjective assumptions, particularly as to the expected
price volatility of the stock. Changes in these assumptions can materially affect the fair value estimate and
therefore it is management’s view that the existing models do not necessarily provide a single reliable
measure of the fair value of the Company’s stock option grants.

Based on these variables, stock-based compensation expense of $219,239 (2008 - $46,119) was recorded
during the current year, of which $205,429 relates to the option extension and re-pricing.

(d) Warrants

On December 23, 2009, the Company issued 5,400,000 common share purchase warrants and
378,000 finders’ warrants all with an exercise price of $0.40 in the first year and $0.50 in the
second year. As at December 31, 2009, 5,778,000 common share purchase warrants are outstanding
(2008 —nil).
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10. CAPITAL STOCK (continued)

2009 2008
Weighted Weighted
Number of average Number of average
warrants exercise warrants exercise
price price
Warrants outstanding Cdn.$ Cdn.$
Beginning of year - 500,000 0.75
Granted during year 5,778,000 $0.45 - -
Exercised during year - - -
Expired during the year - (500,000) 0.75
End of year 5,778,000 $0.45 -

For the purposes of the warrants granted, the fair value of each warrant was estimated at the date of grant
using the Black-Scholes option pricing model using the following assumptions:

2009
Risk-free interest rate (%) 1.37%
Expected life (years) 2 years
Expected volatility (%) 50%
Expected dividend yield (%) 0%

11. INCOME TAXES

The reconciliation of the income tax provision computed at statutory rates to the reported income tax

provision is as follows:

Net income (loss)
Effective statutory rate
Expected taxes recoverable (payable)

Net effect of deductable (non-deductible) amounts

Unrecognized benefit of non-capital losses

2009 2008
$ (1,220,732) $ 3450918
30% 31%
366,220 (107,235)
(75,380) 207,064

(290,840)
$ -

(99,829)
$ -
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11. INCOME TAXES (continued)

Future income tax assets reflect the net effects of temporary differences between the carrying amount of
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. The
significant components of the Company’s future income tax assets at December 31, 2009 and 2008 are as

follows:

2009 2008
Future income tax assets
Non capital loss carry-forwards $ 3,454,000 $ 2,760,000
Share issue costs 207,660 433,810
Deferred costs 2,440,137 (1,273,875)
Property, plant and equipment 4,605,168 4,497,360
Other comprehensive income (2,376,212) (620,612)
Deferred gain (2,307,297) -
6,023,456 5,796,683
Statutory rate 25% 27.5%
Potential future income tax assets 1,505,864 1,594,088
Valuation allowance (1,505,864) (1,594,088)
$ - $ -

The Company has non capital losses of approximately $3,454,000 expiring in stages to 2029 as follows:

December 31,

December 31,

Expiry Date 2009 2008
31-Dec-09 - 230,000
31-Dec-10 $ 203,000 $ 203,000
31-Dec-14 348,000 348,000
31-Dec-15 668,000 668,000
31-Dec-26 932,000 932,000
31-Dec-27 48,000 48,000
31-Dec-28 331,000 331,000
31-Dec-29 924,000 -

$ 3,454,000 $ 2,760,000

12. SUBSEQUENT EVENT

Effective March 15, 2010, the Company entered into a confidential settlement agreement regarding its
investment in the CEC Power Project. The recorded value as at December 31, 2009 of this project has been
adjusted to reflect the amount recoverable under the confidential settlement agreement.




