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INDEPENDENT AUDITOR’'S REPORT

The Board of Directors
Western Climate Initiative, Inc.
Sacramento, California

Report on the Financial Statements

We have audited the accompanying financial statements of Western Climate Initiative, Inc. ("WCI, Inc."), which
comprise the statements of financial position as of December 31, 2018 and 2017, and the related statements of
activities, cash flows and functional expenses for the years then ended, and the related notes to the financial
statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’'s judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Western Climate Initiative, Inc. as of December 31, 2018 and 2017, and the changes in its net
assets and its cash flows for the years then ended in conformity with accounting principles generally accepted
in the United States of America.

Emphasis of Matter

As discussed in Note 1 to the financial statements, WCI, Inc. has adopted ASU 2016-14 - Not-For-Profit
Entities (Topic 958): Presentation of Financial Statements of Not-For-Profit Entities. Our opinion is not
modified with respect to this matter.

Crswe up

Crowe LLP
Sacramento, California
May 3, 2019




WESTERN CLIMATE INITIATIVE, INC.

STATEMENTS OF FINANCIAL POSITION

December 31, 2018 and 2017

ASSETS
Current assets:
Cash and cash equivalents
Receivables (Note 2)
Total current assets
Other assets
Total assets
LIABILITIES AND NET ASSETS
Current liabilities:
Accounts payable and accrued expenses
Accrued payroll
Total current liabilities

Net assets without donor restrictions (Note 4)

Total liabilities and net assets

2018 2017
3,277,328 3,383,680
1,094,378 895,397
4,371,706 4,279,077

8,672 8,672
4,380,378 4,287,749
359,403 572,469
65,470 56,099

424,873 628,568
3,955,505 3,659,181
4,380,378 4,287,749

See accompanying notes to financial statements.



WESTERN CLIMATE INITIATIVE, INC.
STATEMENTS OF ACTIVITIES
For the Years Ended December 31, 2018 and 2017

018 2017
Revenues:
Participation agreement payments $ 4082857 $ 4,398,065
Expenses:
Salaries and wages 636,385 419,431
Professional fees 75,278 114,040
Contractor fees 2,684,774 3,896,207
Other operating expenses 408,516 362,818
Total expenses 3,804,953 4,792,496
Other income:
Interest 33,528 16,182
Other income 1,497 5,936
Foreign exchange (loss) gain (16,605) 9,850
Total other income 18,420 31,968
Change in net assets without donor restrictions 296,324 (362,463)
Net assets beginning of year 3,659,181 4,021,644
Net assets end of year $ 3955505 $ 3,659,181

See accompanying notes to financial statements.



WESTERN CLIMATE INITIATIVE, INC.
STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2018 and 2017

2018 2017
Cash flows from operating activities:
Change in net assets without donor restrictions $ 296,324 $ (362,463)
Adjustments to reconcile change in net assets without
donor restrictions to net cash used in operating activities:
Changes in operating assets:
(Increase) decrease in receivables (198,981) 65,946
(Increase) in other assets - (2,438)
Changes in operating liabilities:
(Decrease) increase in accounts payable (213,066) 31,666
Increase in accrued payroll 9,371 7,316
Net cash used in operating activities (106,352) (259,973)
Cash and cash equivalents, beginning of year 3,383,680 3,643,653
Cash and cash equivalents, end of year $ 3277328 $ 3,383,680

See accompanying notes to financial statements.



WESTERN CLIMATE INITIATIVE, INC.
STATEMENTS OF FUNCTIONAL EXPENSES
For the Years Ended December 31, 2018 and 2017

Expense:
Salaries and wages
Professional fees
Contractor fees
Other service fees and expenses

Expense:
Salaries and wages
Professional fees
Contractor fees
Other service fees and expenses

2018
Management
and
Program General Total
$ 483,521 $ 152,864 $ 636,385
75,278 - 75,278
2,684,774 - 2,684,774
168,100 240,416 408,516
$ 3411673 $ 393,280 $ 3,804,953
2017
Management
and
Program General Total
$ 300,816 $ 118,615 $ 419,431
89,973 24,067 114,040
3,896,207 - 3,896,207
145,253 217,565 362,818
$ 4432249 $ 360,247 $ 4792496

See accompanying notes to financial statements.



WESTERN CLIMATE INITIATIVE, INC.
NOTES TO FINANCIAL STATEMENTS
For the Years Ended December 31, 2018 and 2017

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General: Western Climate Initiative, Inc. (WCI, Inc.) is a non-profit corporation formed to provide
administrative and technical services to support the implementation of state and provincial greenhouse
gas emissions trading programs. WCI, Inc. was incorporated on October 28, 2011.

Method of Accounting: WHCI, Inc. prepares its financial statements using the accrual method of
accounting in conformity with accounting principles generally accepted in the United States of America
(US GAAP). Revenues are recognized when earned and expenses are recognized as they are incurred.

Basis of Presentation: Financial statement presentation follows Financial Accounting Standards Board
(FASB) Statement of Codification FASB ASC 958-210-45-1, Financial Statements of Not-for-Profit
Organizations. Under FASB ASC 958-210-45-1, WCI, Inc. is required to report information regarding its
financial position and activities according to two classes of net assets: with donor restrictions and without
donor restrictions based on the absence or existence of donor-imposed restrictions.

Cash and Cash Equivalents: Cash and equivalents includes highly liquid investments with original
maturity of three months or less at the date of acquisition. Cash balances in banks, as of December 31,
2018 and 2017, are insured up to $250,000 by the Federal Deposit Insurance Corporation (FDIC) and are
collateralized by the respective financial institution. At December 31, 2018, WCI, Inc. had deposits with
carrying amounts of $1,800,328 and bank balances of $1,740,096, all of which was insured as of
December 31, 2018. At December 31, 2017, WCI, Inc. had deposits with carrying amounts of $2,522,680
and bank balances of $2,463,542, all of which was insured as of December 31, 2017. WCI, Inc. holds
$1,477,000 and $861,000 in repurchase agreements as of December 31, 2018 and 2017, respectively.
These funds are secured by U.S. Treasuries with maturities of three months or less. The agreements are
in accordance with WCI, Inc. funds management policy.

Revenue Recognition: Participation agreement payments are recognized as earned on the accrual basis
of accounting in the period services are provided. Payments collected in advance of the membership
period are recorded as deferred revenues until earned.

Receivables: Receivables are carried at the original invoice amount less an estimate made for doubtful
receivables. Management determines the allowance for doubtful accounts by identifying troubled
receivables and by using historical experience applied to an aging of outstanding individual balances.
Receivables are written off when deemed uncollectable. WCI, Inc. does not assess interest to
outstanding receivable balances.

Accounts Payable and Accrued Expenses: Accounts payable includes goods received and services
incurred but not yet invoiced and are recognized when WCI, Inc. becomes obliged to make future
payments as a result of a purchase of assets or services. Accrued expenses are liabilities recognized
when it is probable that the future sacrifice of economic benefits will be required and the amount of the
liability can be measured reliably.

Net Assets: WCI, Inc. did not have any net assets with donor restrictions for the years ended
December 31, 2018 and 2017.

Functional Expenses: The financial statements report certain categories of expenses that are attributable
to more than one program or supporting function. Therefore, these expenses require allocation on a
reasonable basis that is consistently applied. The expenses that are allocated include professional fees
and other fees and expenses, which are allocated based on the amount of program related activities
during the year, as well as salaries and wages, which are allocated based on job tasks and duties.

(Continued)



WESTERN CLIMATE INITIATIVE, INC.
NOTES TO FINANCIAL STATEMENTS
For the Years Ended December 31, 2018 and 2017

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Foreign Currency Policy: WHCI, Inc.’s functional currency for all operations is the U.S. dollar.
Nonmonetary assets and liabilities are translated at historical rates and monetary assets and liabilities are
translated at exchange rates in effect at the end of the year. Statement of Activities accounts are
translated at average rates for the year. Gains and losses from translation of foreign currency financial
statements into U.S. dollars are included in current results of operations. Gains and losses resulting from
foreign currency transactions are also included in the statements of activities. As of December 31, 2018
and 2017 there were $16,605 of losses and $9,850 of gains, respectively.

Income Taxes: WCI Inc. is a nonprofit corporation exempt from federal income taxes under Internal
Revenue Code section 501(c)(3) and from State of California income taxes. It is, however, subject to
income taxes from activities unrelated to its tax-exempt purpose. Management has not identified taxable
activities for the years ended December 31, 2018 and 2017.

WCI, Inc. has accounted for uncertainty in income taxes as required by the Accounting for Uncertainty in
Income Taxes topic of the FASB Accounting Standards Codification. WCI, Inc. uses a comprehensive
model for recognizing, measuring, presenting and disclosing in the financial statements tax positions
taken or expected to be taken on a tax return. A tax position is recognized as a benefit only if it is "more
likely than not" that the tax position would be sustained in a tax examination, with a tax examination being
presumed to occur. The amount recognized is the largest amount of tax benefit that is greater than 50%
likely of being realized on examination. For tax positions not meeting the "more likely than not" test, no
tax benefit is recorded. The effect of applying this model and the resulting identification of uncertain tax
positions, if any, were not considered significant for financial reporting purposes.

WCI, Inc. does not expect the total amount of unrecognized tax benefits to significantly change in the next
12 months. WCI, Inc. would recognize any interest accrued and penalties related to unrecognized tax
benefits in tax expense. During the years ended December 31, 2018 and 2017, WCI, Inc. did not
recognize any interest or penalties.

Recently Adopted Accounting Guidance: In August 2016, FASB issued ASU No. 2016-14, Not-for-Profit
Entities (Topic 958) (ASU 2016-14). ASU 2016-14 makes several improvements to current reporting
requirements that address the complexities related to not-for-profit reporting. The guidance requires an
entity to continue to present on the face of the statement of cash flows the net amount for operating cash
flows using either the direct or indirect method but no longer requires the presentation of the indirect
method reconciliation if using the direct method. It requires the entity to provide qualitative and
quantitative information that communicates how the entity manages liquid resources available to meet
cash needs within one year of the statement of net position date. It also requires the entity to disclose
expenses by both natural and functional classification as well as methods used to allocate between
program and support functions. ASU 2016-14 requires the entity to report investment return net of
external and direct internal investment expenses and no longer requires disclosure of those netted
expenses. ASU 2016-14 is effective for annual financial statements issued for fiscal years beginning after
December 15, 2017. WCI, Inc. implemented this guidance for the year ended December 31, 2018, and
the new disclosures are located in the statements of financial position, statement of activities, and Note 5.

NOTE 2 - RECEIVABLES

Receivables, at December 31, 2018 and 2017 totaled $1,094,378 and $895,397, respectively, and
consisted of payments due from governmental agencies and interest receivable. At December 31, 2018
and 2017, management determined all receivable balances were considered collectible and no allowance
for doubtful accounts was deemed necessary.

(Continued)



WESTERN CLIMATE INITIATIVE, INC.
NOTES TO FINANCIAL STATEMENTS
For the Years Ended December 31, 2018 and 2017

NOTE 3 - COMMITMENTS AND CONTINGENCIES

Lease Commitments: WOCI, Inc. leases its office facilities under an operating lease which expires
November 30, 2019. Total rent expense under operating leases for the years ended December 31, 2018
and 2017 were $80,866 and $68,328, respectively.

Future minimum lease payments on operating leases are as follows:

Year Ending
December 31, Amount
2019 $ 56,267

Contingencies: From time to time, WCI, Inc. could be party to certain legal proceedings arising out of the
ordinary course of business, the outcomes of which individually or in aggregate, in the opinion of WCI,
Inc.'s management, would not have a material adverse effect on WCI, Inc.'s business, financial position or
results of operations.

Concentrations: On March 2, 2018 the WCI, Inc. Board of Directors approved funding agreements,
through December 31, 2019, with the California Air Resources Board (CARB), the Government of
Quebec, and the Government of Ontario to provide coordinated administrative and technical support and
to provide CARB, the Government of Quebec and the Government of Ontario with access to
administrative systems being developed and administered to support the implementation of state and
provincial greenhouse gas trading programs. In November 2018, WCI, Inc. and the Government of
Ontario terminated their agreement. The agreement with CARB accounted for approximately 49% and
42% of total participation agreement payments revenue for the years ended December 31, 2018 and
2017, respectively. For the years ended December 31, 2018 and 2017 the agreement between WCI, Inc.
and the Government of Quebec accounted for approximately 20% and 30%, respectively, of the total
participation agreement payments revenue. For the year ended December 31, 2018 and 2017 the
agreement between WCI, Inc. and the Government of Ontario accounted for approximately 24% and
28%, respectively, of the total participation agreement payments revenue. For the year ended
December 31, 2018 the agreement between WCI, Inc. and the Government of Nova Scotia accounted for
approximately 7% of the total participation agreement payments revenue.

On March 14, 2016 the WCI, Inc. Board of Directors approved funding agreements, through
December 31, 2017, with the California Air Resources Board (CARB), the Government of Quebec, and
the Government of Ontario to provide coordinated administrative and technical support and to provide
CARB, the Government of Quebec, and the Government of Ontario with access to administrative systems
being developed and administered to support the implementation of state and provincial greenhouse gas
trading programs.

(Continued)



WESTERN CLIMATE INITIATIVE, INC.
NOTES TO FINANCIAL STATEMENTS
For the Years Ended December 31, 2018 and 2017

NOTE 4 — NET ASSET CLASSIFICATION

The net asset composition as of December 31, consists of the following:

2018 2017
Board designated resources $ 176,871  $ 176,871
Other funds 3,778,634 3,482,310
Net assets without donor restrictions $ 3,955505 $ 3,659,181

Board Designated Net Assets: The Board of Directors has designated the funds contributed by the
Western Governors’ Association for logistical and technical support for discussions about carbon pricing
among U.S. states and Canadian provinces.

NOTE 5 - LIQUIDITY AND AVAILIBILITY OF RESOURCES

WCI Inc.’s financial assets available within one year of the balance sheet date for general expenditure are
as follows.

Cash and cash equivalents $ 3,277,328
Receivables 1,094,378
$ 4371706

WOCI Inc. has $4,371,706 of financial assets available within one year of the balance sheet date to meet
cash needs for general expenditure. None of the financial assets are subject to contractual restrictions
that make them unavailable for general expenditure within one year of the balance sheet date. The
receivables are expected to be collected within one year. WCI Inc. has a goal to maintain financial assets,
which consist of cash on hand, to meet six months of normal operating expenses. WCI Inc. has a policy
to structure its financial assets to be available as its general expenditures and liabilities come due.

NOTE 6 - EMPLOYEE BENEFIT PLAN

The WCI, Inc. 401(k) Profit Sharing Plan and Trust commenced January 1, 2013 and is available to
employees who have attained the age of 21. Under the Plan, eligible employees are able to defer a
selected percentage of their annual compensation. WCI, Inc. may make discretionary profit sharing
contributions to the Plan. WCI, Inc.’s contribution to the plan totaled $13,206 and $7,641 for the years
ended December 31, 2018 and 2017 respectively.

NOTE 7 - SUBSEQUENT EVENTS
WCI, Inc. has reviewed all events occurring from December 31, 2018 through May 3, 2019 the date the

financial statements were available to be issued and no subsequent events occurred requiring accrual or
disclosure.




