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Letter of Transmittal

June 25, 2019
Board of Trustees of the Galveston Whatrves
Galveston, Texas

We are pleased to submit the Comprehensive Annual Financial Report (CAFR) of the Board of Trustees
of the Galveston Wharves for the year ended December 31, 2018. Responsibility for both the accuracy
of the data and the completeness and fairness of the presentation, including all disclosures, rests with
the management of the Port of Galveston. To the best of our knowledge and belief, the enclosed data
is accurate in all material respects and is reported in a manner designed to present fairly the financial
position and results of the operations of the Port of Galveston. All disclosures necessary to enable the
reader to gain an understanding of the Port of Galveston’s financial activities have been included.

Management assumes full responsibility for the completeness and reliability of the information
contained in this report, based upon a comprehensive framework of internal control that it has
established for this purpose. Because the cost of internal control should not exceed anticipated benefits,
the objective is to provide reasonable, rather than absolute, assurance that the financial statements are
free of any material misstatements.

Independent Auditors selected by the Board of Trustees have audited the financial statements for the
year ended December 31, 2018. The Independent Auditors’ report is included in front of the financial
section of this report.

In addition to meeting the requirements of generally accepted auditing standards, the audit was designed
to also meet the requirements of the Federal Single Audit Act of 1984 and related Uniform Guidance.
A copy of the Independent Auditor’s reports related specifically to the Single Audit Act may be
obtained by contacting the CFO, 123 Rosenberg Avenue, 8" Floor, Galveston, TX 77550. An
electronic copy of this report will be posted to the Port’s website at www.portofgalveston.com within
15 days of acceptance of the report by the Board of Trustees of the Galveston Wharves.

A copy of the Independent Auditor’s reports may be obtained by contacting the CFO, 123 Rosenberg
Avenue, 8% Floor, Galveston TX 77550. An electronic copy of this report will be posted to the Port’s
website at www.portofgalveston.com within 15 days of acceptance of the report by the Board of
Trustees of the Galveston Wharves.
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Management’s discussion and analysis (MD&A) immediately follows the independent auditor’s report
and provides a narrative introduction, overview, and analysis of the basic financial statements. MD&A
complements this letter of transmittal and should be read in conjunction with this letter.

Profile of the Government

The Galveston Wharves (“Port of Galveston” or “Port™) was created by City Ordinance in 1940 as a
separate utility of the City of Galveston to manage, maintain, operate and control all existing port
properties and all additions, improvements, or extensions to such properties. The Port operates as an
enterprise organization under the direction of a Board of Trustees appointed by the Galveston City
Council. An enterprise fund is used to account for activity in which the cost of providing goods and
services are primarily recovered through the fees charged to the users of such goods and services. All
Port of Galveston properties are located within the limits of the City of Galveston, Texas.

The Galveston City Council created the Galveston Port Facilities Corporation (GPFC) in 2002 for use
as a financing vehicle for expansion and renovation of Port facilities. A detailed explanation of the

GPFC is given in Note 1 to the 2018 Financial Statements which are included in the Financial Section
of the CAFR.

This report includes all activities of the Port of Galveston and its blended component unit, the GPFC.

The Port is a separate utility so designated by provision of the City Charter (the “Charter”). The Charter
provides that all city-owned wharf and terminal properties, and all income and revenue there from, is
to be set aside and controlled, maintained and operated by a “Board of Trustees of the Galveston
Wharves.” One member of the Board of Trustees is an ex-officio representative of the City Council
and is elected by the Council from its own membership for a term contemporaneous with the term of
the Council electing such member. The Council appoints the remaining six members of the Board of
Trostees. The Charter provides that the Board of Trustees shall have those powers which are
necessary or proper to the discharge of its responsibilities including, but not limited to, the
employment of a general manager for the Port and such subordinate officers and employees as may be
required for the proper conduct of the business of the Port, the preparation of budgets, the fixing of
charges, the authorization of expenditures, the acquisition of properties, the determination of policies,
and, in general, the complete management and control of the Port and the income and revenues, thereof,
subject only to the special limitations provided in the Charter.

Situated on Galveston Island two miles off the Texas coast on the Gulf of Mexico and approximately
fifty miles south of Houston, the Port of Galveston is Texas’ oldest port. Galveston was used for
shipping as long ago as 1820 and on October 17, 1825 became a provisional port and customs entry
port by Act of Congress in Mexico.

Galveston Island is connected to the Texas mainland by two vehicular causeways and a railroad bridge
on the northwest side of the island, a third highway bridge to the Texas mainland across the San Luis
Pass at the southwestern tip of the island, and, at the eastern tip of the island, an excellent free state
highway ferry service to Bolivar Peninsula with mainland connections to the northeast.

The Port’s facilities, located at the entrance to Galveston Bay, constitute a large portion of the greater
port complex that surrounds Galveston Harbor. This complex is situated on the north side of the island
city with property and facilities also located on adjacent Pelican Island. The Gulf Intercoastal
Waterway runs alongside the Port of Galveston. The 45 foot deep Galveston Channel provides deep
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water access to the open Gulf. The Galveston Channel includes two turning basins with 45 feet depth
and widths up to 1,400 feet. Galveston port facilities are situated 9.3 miles from the open sea.

Budgetary Process

During the fourth quarter of each year, the Board of Trustees adopts an annual budget for the period
beginning January 1 through December 31 of the following year. This budget is based on the Port’s
recommended tariff rates, projected revenues, operating expenses, debt service and capital
improvement plans.

Results of operations are reviewed monthly by an operational and functional management team who is
held responsible for the results. The actual vs. budgetary results are reported quarterly to the Trustees
of the Port of Galveston, which also holds management accountable for actual results. Through
management reporting, the Port is promulgating sound financial and management practices.

Local Economic Condition and Outlook

The Port of Galveston is one of Texas” major seaports. It operates as a self-supporting enterprise and
does not rely on any local tax dollars for operations. The Port generated $43.5 million in revenues in
2018 with an annual estimated economic impact to the state in excess of $2.3 billion. A landlord port
with facilities and property totaling approximately 850 acres on Galveston Island and the adjacent
Pelican Island, the Port of Galveston facilitates the movement of a diverse mix of domestic and
international cargoes. One of the top 50 ports in the nation and one of the busiest in Texas and the
fourth largest cruise port in the United States, the Port moved 4 million tons of cargo and had over 1.97
million cruise passenger movements in 2018.

The Cruise Industry has a significant influence on the State of Texas, the local economies and the Port
of Galveston. In October, 2017 Cruise Lines International Association (CLIA) published a report
entitled “The Contribution of the International Cruise Industry to the U.S. Economy in 2016 prepared
by Business Research & Economic Advisors. The report stated that Texas cruise related direct
expenditures generated total economic impacts of 25,166 jobs and $1.62 billion thought out the state’s
economy. Additionally, over the next five years, CLIA forecasts a 62% cumulative increase in demand
for cruising. Currently, the Port of Galveston is the only cruise port in Texas and the 4™ largest cruise
port in the United States. The local impact to Galveston alene reflects tourism derived activity from
cruise generated $58.4 million of local on-shore spending and another $19.1 million in on-shore
services during the same period.
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Cruise Passengers and On-Shore Spending
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The Port of Galveston entered the modern cruise industry in 2004, Since that year the Port of Galveston
is proud to say we celebrated our 10 millionth cruise passenger in December 2018.
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Since 2011, the Port has made direct payments in excess of $54.5 million to vendors located within the
City of Galveston. This is an average annual expenditure of $6.8 million local spend by the Port over
the past eight years. Additionally, the Port operates cruise parking lots subject to sales tax through
which the local government receives 2% of parking revenues, or $146 thousand in 2018.

A November 2016 economic impact study commissioned by the Port and performed by Martin
Associates found that the Port generated 13,892 jobs in Texas in 2015, excluding the effect of non-
maritime operations, marina operations in the Pier 19-21 area, and the Pier 10 BMW wvehicle
distribution. As previously indicated, the Martin study also found that marine cargo activity at both the
public and private marine terminals along Galveston Harbor generated $2.3 billion of economic activity
within the State of Texas in 2015. This activity consisted of an estimated $52.7 million in direct,
induced, and indirect Texas state and local tax revenue from the Port. An additional $14.1 million in
Texas state and local taxes were created due to the economic activity of the related users of the cargo
moving through public and private marine terminals, thus generating a total state wide tax impact in
2015 of $66.8 million.

In 2018, the Port focused on capital projects which include continuing waterside improvements to
Cruise Terminal 2, west end dock and wharf improvements, and the improvements to accommodate
the third quarter 2018 arrival of the Carnival Cruise Line ship Vista at Cruise Terminal 1. The Carnival
Vista (shown below) replaced the Carnival Breeze.
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In 2018, the Port exported approximately 840 thousand short tons of grain, Grain generally constitutes
the largest volume of the Port’s bulk cargo. In 2015, the Port entered into a revised agreement with
Archer Daniels Midland (ADM) which increased the minimum annual guaranteed revenue to the Port.
Due to low grain volumes in 2018 attributable to the grain embargo enacted by China, ADM was
required to make the minimum annual guaranteed payment.

In 2018, the refrigerated fruit/banana business remained stable at 2017 levels. This followed substantial
growth in 2013, 2014 and 2015. Tonnage growth in prior years was the result of capital investments
totaling $25 million shared between Del Monte, their stevedore, and the Port of Galveston.

Port tonnage in the general cargo category increased 19% from approximately 97 thousand short tons
in 2017 to almost 116 thousand short tons in 2018. This was a direct result of increased wind project
cargo shipped through the Port. The Port expects to see a similar level of wind project cargo through
2019. Finally, in 2018, the tonnage of roll-on/roll-off cargo shipped through the Port increased 22%.
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Long-Term Financial Planning

Engaging Bermello Ajamil & Partners, Inc. to develop a port infrastructure assessment and master plan
was a major undertaking for 2018 with expected completion during the third quarter of 2019. This
process is expected to be accomplished in a “phased approach” so that certain clearly identified projects
are both incorporated into the master plan but also fast tracked.

In 2018, the Port received approval of various Federal Port Security Grants, local Industrial
Development Corporation grants (4B Sales Tax), and notification of funding from Texas Department
of Transportation for Port infrastructure improvements. These grants range from 100% funding of
specific projects to projects with a 25% or more Port cost share. Generally, the grants received by the
Port are 25% Port cost share consisting of in-kind or actual percentage cash contribution.

The Port continues to actively pursue public-private financing opportunities to fund improvements and
additions to its facilities. The Port continues to seek additional Federal, state, and local grants while
leveraging grant proceeds with local share contributions. Plans for financing future facilities include
replacing or increasing bond indebtedness as existing issues are retired and as increased cash flow from
operations permits.

Awards

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to The Board of Trustees of the
Galveston Wharves for its Comprehensive Annual Financial Report for the fiscal year ended December
31, 2017. This was the 25 consecutive year that the Port of Galveston has achieved this prestigious
award. In order to receive a Certificate of Achievement, candidates must publish an easily readable
and efficiently organized comprehensive annual financial report. This report must satisfy both
generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. The Port of Galveston staff believes
that the 2018 Comprehensive Annual Financial Report continues to meet the Certificate of
Achievement Program’s requirements and the Port of Galveston will submit the report to the GFOA
to determine its eligibility for another certificate.
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Relevant Financial Policies

Grant proceeds are treated as contributions to capital and are not included in operating income. Capital
grants and contributions are listed immediately following operating income and before contributions in
the Port’s Statement of Revenues, Expenses and Changes in Net Position. These items are included in
the Financial Section of the Port’s CAFR.

Acknowledgments

The preparation of this Report could not have been accomplished in a timely manner without the
dedicated efforts of the Port’s staff, our management team, the Board of Trustees, and other
contributors. We request that you continue to assist us with your advice, efforts, and loyalty.

2018 represents an exciting time for the Port as we welcome a new Port Director / CEQ, Rodger Rees
effective January 16, 2018, the arrival of the Carnival Vista, the long term commitment from Royal
Caribbean Cruise Line in entering an MOU agreement for a third cruise terminal, the long term
commitment from Disney Cruise Lines, and continued growth of our major business lines.
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Mark R. Murchison
Chief Financial Officer
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The Port of Galveston Celebrates 193 Years
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Royal Caribbean Cruise Line and
The Port of Galveston Signing MOU
For Third Cruise Terminal
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Independent Auditor’s Report

To the Board of Trustees
The Board of Trustees of the
Galveston Wharves

Report on the Financial Statements

We have audited the accompanying financial statements of the Board of Trustees of the Galveston
Wharves (the Port), a component uriit of the City of Galveston, as of and for the year ended
December 31, 2018, and the related notes to the financial statements, which collectively comprise the
Port's financial statements, as listed in the table of contents.

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 audit. We
conducted our audit 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 an 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 abtained is sufficient and appropriate ta provide a basis for
our audit opinion.

Opinion

In our apinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Port as of December 31, 2018, and the respective changes in its financial position
and its cash flows for the year then ended in accordance with accounting principles generally accepted in
the United States of America.

THE POWER OF BEING UNDERSTOOD
AUDIT | TAX | CONSULTING
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Emphasis of Matter
As described in Note 12, the Port restated beginning net position effective January 1, 2018, to correct an
error in revenue recognition. OQur opinion is not modified with respect to this matter.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis and the pension information, as listed in the table of contents, be presented to
supplement the financial statements. Such information, although not a part of the financial statements, is
required by the Governmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the financial statements in an appropriate operational, economic or
historical context. We have applied certain limited procedures to the required supplementary information
in accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methads of preparing the information and comparing the
information for consistency with management'’s responses to our inquiries, the financial statements and
other knowledge we obtained during our audit of the financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Port’s financial statements. The accompanying introductory and statistical
sections, as listed in the table of contents, are presented for purposes of additional analysis and are not a
required part of the financial statements. The information in these sections has not been subjected to the
auditing procedures applied in the audit of the financial statements and, accordingly, we do not express
an opinion or provide any assurance on if.

PSam US LLP

San Antonio, Texas
June 25, 2019

























































































































































































































































