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April 21, 2020

Port Commissioners

Port of Houston Authority of Harris County, Texas
Houston, Texas

Dear Commissioners:

We are pleased to present the Comprehensive Annual Financial Report ("CAFR") of the Port
of Houston Authority of Harris County, Texas ("Authority") for the year ended December 31,
2019. Dollar amounts are rounded to the nearest million within this letter of transmittal, and
to the nearest thousand in the Management's Discussion and Analysis ("MD&A"), financial
statements and the accompanying notes to the financial statements.

Responsibility for the accuracy of the data and the completeness and fairness of presentation,
as well as all disclosures, rests with management of the Authority. To the best of its
knowledge 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 operations of the Authority. We
have included disclosures necessary to enable the reader to gain an understanding of the
Authority's financial position.

Profile of the Authority

Originally constituted in 1911, the Authority is an independent political subdivision of the
state of Texas, operating as a navigation district under Chapter 5007, Texas Special District
Local Laws Code, having boundaries generally coterminous with Harris County, Texas.
Governance of the activities of the Authority is the responsibility of the Port Commission
composed of seven commissioners. Two are appointed by Harris County Commissioners
Court, two by the City Council of the City of Houston, one by the City Council of the City of
Pasadena and one by the Harris County Mayors' and Councils' Association. The chairman of
the Port Commission is jointly appointed by the governing bodies of Harris County and the
City of Houston.

The Authority had 680 active, regular employees as of December 31, 2019 and in addition,
utilized 447 full-time equivalent workers throughout the year hired from local longshoremen
union halls.



The greater Port of Houston ("Port") opened as a deep draft port in November 1914. The
Houston Ship Channel (the "Channel"), the heart of the Port complex, extends 52 miles inland
from the Gulf of Mexico to the City of Houston. The Port consists not only of the Authority's
public terminals and wharves, but also includes more than 200 privately-owned facilities
along the upper half of the Channel. The Port is host to the world’s second largest
petrochemical complex and is ranked first in the nation for foreign waterborne tonnage, and
second in total tonnage.

Some of the privately-owned terminals within the Port compete directly with the Authority's
terminals, but serve to increase commerce through competitive rates. The Authority neither
regulates the tariffs charged by, nor derives any revenues from, any of the privately-owned
terminals, except for certain lease payments, harbor fees for fire protection and emergency
services, and certain payments that may be received from private terminals located at the
Bayport Industrial Complex.

Business of the Authority

The Authority owns and operates a diverse group of facilities designed to accommodate a
variety of cargo, including general cargo, containers, grain, coal, pet coke, dry and liquid bulk
and project and heavy-lift cargo. The Authority continues to make capital infrastructure
improvements and operates its terminals to achieve optimum utilization of its assets. In
addition to its 3,557 acres of developed properties, the Authority also owns 4,271 acres of
undeveloped properties, including dredged material placement areas.

The Authority's Turning Basin Terminal in the upper Channel area is a multipurpose complex
of breakbulk and general cargo wharves with substantial dockside facilities, as well as open
and enclosed short-term storage space. Wharf 32, located within this terminal, was
specifically designed for handling project and heavy-lift cargo, and has 36 acres of heavy-duty
paved marshalling area.

The Manchester Terminal, considered part of the Turning Basin Terminal complex, is a liquid
bulk facility on a 16 acre leased site.

The Authority's container cargo facilities are Barbours Cut Container Terminal ("BCT") and
Bayport Container Terminal ("Bayport"), which handle approximately two-thirds of all the
containerized cargo in the U.S. Gulf of Mexico area.

BCT is located in the cities of Morgan's Point and La Porte, and at the mouth of Galveston
Bay, three and a half hours sailing time to the open waters of the Gulf of Mexico. In addition
to its container handling and storage facilities, intermodal rail service and connecting terminal
warehouses are available at BCT. A modernization program is underway to increase cargo
handling efficiency and increase annual capacity from 1.2 million to 2 million twenty-foot
equivalent units (TEUs) when completed.

Bayport is the Authority's newest container terminal and located within an industrial complex
in southeast Harris County linked by the Bayport Channel to the Houston Ship Channel.
Bayport's proximity to BCT benefits the customers at Bayport due to competitive rail and
trucking charges and affordable ancillary services. At the completion of current development
activities, Bayport is expected to annually handle 2.3 million TEUs.

Care Terminal, Jacintoport Terminal, the Bulk Materials Handling Plant, the grain elevator at
Woodhouse Terminal, and the grain elevator at the Turning Basin Terminal are leased by the
Authority to third-party operators. In addition, 58 acres at the Authority's Beltway 8 property
is leased for petrochemical liquid bulk storage.
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The world's largest ethane export complex is located on leased land at the BCT Terminal.

16.3 acres along the north side of the Bayport channel are leased and now being developed to
operate a liquid bulk dock to handle crude oil and condensate.

Certain wharves at BCT, Care Terminal, Jacintoport Terminal, the Bulk Materials Handling
Plant, Sims Bayou, and in the Turning Basin Terminal area may be subject to preferential
treatment, but not exclusive berthing arrangements.

The Authority also provides railroad rights-of-way to rail operators, licenses pipeline
crossings, issues marine construction permits, and maintains expansive areas for dredged
material.

The Authority owns approximately 165 miles of railroad track with operating rights on an
additional 10 miles of track and 734 acres of rights-of-way with storage yard capacity for
railroad cars near its facilities. These yards are located on property made available to the Port
Terminal Railroad Association, an association of line railroads that serve the Port.

The Authority also owns or manages over 12,750 acres of submerged land in Harris County.
In 2019, the Authority expanded its leasing program to begin leasing these lands to owners of
adjacent property.

As the Non-Federal Sponsor of the Houston Ship Channel, the Authority has provided to the
U.S. Army Corps of Engineers (Corps) over 7,000 acres of land in Harris County and
Galveston Bay as dredge material placement areas. The Authority performs environmental
management and operational oversight of these placement areas through professional services
and maintenance contracts, the cost of which has been reduced by 30-60% over the past five
years.

In 2019, the four-year cost-shared federal study which is considering the feasibility of further
improvements to the Houston Ship channel, and its tributaries, was submitted by the local
Corps district office for administrative approval. The Authority is actively pursuing
administration and Congressional approval of this project, has commenced design work on its
own in advance of that approval, and seek to begin construction once approval is in hand. The
tentatively selected plan will enable deeper draft and generally larger ships to call further
upstream in the heart of the channel petrochemical reach and allow for more efficient
transportation through Galveston Bay to channel endpoint at the Turning Basin. Additional
widening of the ship channels up to and including the container terminals will assure the
capability of those channels to satisfy the growing demand for containerized cargo for the next
20-50 years. The Authority’s 50% cost share of the study is approximately $5 million.

In 2019, the Bayport flare improvements were completed allowing for easier access into the
Bayport channel. Channel Development also renegotiated the Operations and Maintenance
for Disposal Area Management Program with the Corps of Engineers resulting in the Corps
accepting responsibility for all ditching construction resulting in a savings of $1 million or
more annually.

For additional information, please refer to the Table of Physical Characteristics of the Port
Facilities of the Authority in the Statistical Section of this CAFR, under Operating
Information (Schedule 18).

Economic Outlook

In early March 2020, the Federal Reserve’s Federal Open Market Committee (“FOMC”)
stated that the fundamentals of the U.S. economy remained strong. However, subsequent
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concerns that the “coronavirus poses evolving risks to economic activity” prompted the
FOMC to unexpectedly reduce the federal funds rate to a new target range of 0.00% 0.25%,
lower the reserve requirement to zero, and commence enhanced open market operations. This
was an abrupt shift to address rapidly deteriorating financial market conditions, including a
drop of about 30% in equity indices as industry and investors respond to the disruption of
global supply chains and fears of the unknown longevity of the slowdown from the
coronavirus. Further exasperating the geopolitical environment was the sharp fall in crude oil
prices prompted by Russia and Saudi Arabia vying for market share, the impact of which is
yet to be realized in the energy sector.

The interim March 2020 report of the Organization for Economic Cooperation and
Development (“OECD”) has scaled back global gross domestic product (“GDP”’) growth from
2.9% in 2019 to 2.4% in 2020. China is driving this, projected to dip to 5% GDP growth in
2020 then rise to 6% in 2021. The Authority will continue to monitor market conditions for
impacts on its revenue streams, and will adjust its strategy and capital spending as necessary
to maintain liquidity and flexibility during these uncertain times.

The Consumer Price Index (“CPI”) for all items increased 2.3% in 2019. The index for all
items less food and energy also rose 2.3% percent over the 12month period. The food index
increased 1.8% in 2019, a slightly larger increase than the 2018 rise of 1.6%. The energy
index rose 3.4% in 2019 after falling slightly in 2018. The Authority uses a CPI measure as
the basis for annual rate adjustments in many lease agreements and marine terminal services
agreements.

Financial Planning

In accordance with statutory requirements, the Port Commission reviews and must approve an
annual budget and a one-year capital plan. The Authority also develops a five-year forecast
and a long range plan addressing goals, strategies, and priorities.

For 2020, the Authority budgeted revenues of $437 million. This represents an 8% increase
over the 2019 budgeted revenues of $404 million, reflecting growth in container volumes and
an increase in channel development revenues (primarily leases of submerged lands). Budgeted
nonoperating revenues in 2020 reflect an expected increase in federal grant reimbursements
and reduced interest income. Total expenses are budgeted at $333 million, a 9% increase
versus the prior year, due primarily to higher terminal operating and labor costs resulting from
increased volumes, as well as depreciation and amortization, and general and administrative
expenses. Excluding revenues and expenses related to property tax-supported debt and
collection, the Authority projects net income of $103 million for 2020 or 7% higher than the
2019 budget. The Authority also expects to generate cash flows of over $183 million in 2020.

During 2019, the Authority invested $255 million in capital improvements, funded primarily
from the Authority's general fund and in part from grant monies received from federal and
other governmental programs.

In 2020, the Authority expects to commit $232 million for various capital projects.
Approximately $136 million will be allocated to its container terminals for continuing
development of Bayport and modernization at BCT, while $29 million is designated for
channel development projects, and another $24 million relates to improvements at the general
cargo and bulk terminals in the Turning Basin Terminal. The remaining 2020 capital budget
funds will be used for railroad improvements, port security, building renovations and
information technology.



Major Initiatives

Strategic Plan

The Authority's Five-year Strategic Plan, developed in 2015 and approved by the Port
Commission, defines success for the Authority and provides a roadmap to help provide
direction and alignment, focus resources, and guide staff decision-making to allow the
Authority to maintain a sustainable competitive advantage. Since its adoption, the Authority
has focused on its mission to Move the World and Drive Regional Prosperity and its vision to
become America’s Distribution Hub for the Next Generation by driving the strategic goals of
People, Growth, Infrastructure, and Stewardship.

In response to new challenges and opportunities, and in accordance with the statutory
requirement to re-evaluate the strategic plan every five years, Port Houston collaboratively
engaged in a comprehensive evaluation of its priorities during 2019, with targeted adoption of
a new plan in early 2020.

Terminal Improvements

The Authority evaluates its strategic plans to ensure a competitive position in the global
marketplace. This can only be accomplished by focusing on consistent and quality levels of
service to all customers and stakeholders, optimizing expansion and redevelopment activities,
and investing in terminal infrastructure and technologies.

Containerized cargo is handled by the Authority at BCT and Bayport Container Terminals.
Today, these terminals combined have 26 operating wharf cranes, 98 Rubber Tired Gantry
("RTG") cranes, and additional heavy duty tractors and other cargo handling equipment.

Development at Bayport continued in 2019 with the commissioning of three new
ShipToShore ("STS") and ten new RTG cranes. Expansion of grounded container marshaling
areas saw the beginning of construction for Container Yard Seven. When completed later this
year, it will consist of 50 acres of grounded and wheeled storage. 2019 also transitioned a
previously leased area, consisting of approximately 15 acres of empty container storage, into
grounded storage for loaded containers. Finally, the Bayport South Rail Spur project began in
2019 and will continue into 2020.

The STS cranes were commissioned in early 2019 brought the fleet total to 12 at Bayport and
the ten RTG’s increased the total fleet size at that terminal to 48. In addition, the Authority
ordered an additional nine hybrid RTGs that will raise the total fleet size to 57 when fully
commissioned at the end of 2020. Following in 2021 an additional nine RTG’s will be
delivered, bringing the total to 66 at Bayport.

Construction of Container Yard Seven began in the fourth quarter of 2018 and is expected to
be complete in the fourth quarter of 2020. When complete it will add an additional 50 acres
to the footprint of Bayport and will conclude the container yard marshalling expansion at the
west end of the terminal.

The new BCT Entry Gate Facility design was completed in 2019 and started construction the
same year. When complete, this redesigned gate will consist of 29 entry lanes and utilize new
weigh-in-motion technology to increase velocity supporting the expected growth of the
facility. This will also transition the entry gate from a two-stage complex into one stage,
mirroring the processing today found at BPT. Completion of phase one is currently slated for
the second quarter of 2021 with the final phase coming online in early 2022.



Eight hybrid RTGs are expected to be delivered to BCT in the first quarter of 2020. This
brings the total fleet size at BCT to 50. These cranes will grow our current hybrid fleet to 15
at BCT.

Reconstruction of Wharf 3 will continue throughout 2020 with completion scheduled for the
first quarter of 2021. Three STS cranes will accompany the reconstruction effort, raising the
fleet size of 100 gage cranes to seven. During 2020, three cranes will also be relocated from
Bayport, and two older 50 gage cranes will be surplussed to allow for the arrival of the 100
gage cranes. When complete, BCT will house seven Super-Post-Panamax, three Post-
Panamax, and five 50 gage Panamax class STS cranes, for a total of 15.

Reconstruction of Container Yard 1 and 2 North began in 2019 and is expected to be
completed in 2020, the first phase turned over to operations in the second quarter of 2020 with
the total completion occurring in the fourth quarter0). When complete, over 15 acres of the
most utilized Container Yard at BCT will have been redeveloped, increasing the density of the
yard footprint as well as adding bypass lanes to increase velocity and safety.

Port Security and Emergency Operations (PSEQ)

The Port Security and Emergency Operations Division ("PSEO") had a very busy year in
2019, responding to multiple large events, implementing new technology and processes, and
focusing on its people.

The Fire and Emergency Management Departments were fully engaged in the joint regional
response to the fire at ITC Terminals in Deer Park. All three fireboats were on scene for the
first ten days, pumping over 70 million gallons of water through hoses stretching a mile inland
to provide firefighting water to the effort. = Emergency Management maintained
communications with all the other agencies in the area to coordinate and share information.
Just a few months later, a collision between a barge and ship on the Houston Ship Channel
spilled several thousand gallons of Reformate (a gasoline-like substance). Authority fireboats
were the first on scene, ensuring the safety of those involved and relaying critical information
to decision makers ashore as well as monitoring air quality.

The Security Department continues to operate under the Security Management System via the
Authority's ISO 28000 Supply Chain Security certification, which mandates continuous
improvement. The Authority remains the only port authority in the United States to hold this
certification, now entering its 12" year. Security also worked closely with the Operations
Division to implement a facial recognition software and protocol for truckers entering the
container terminals. To date, over 5,000 truckers have been registered in the system, which
speeds the entry procedure to reduce turn time.

Our most important asset is our people. Both the Police and Fire Departments have
implemented new shift schedules at the request of personnel to provide a better work-life
balance. In 2019, Christian Kibbe, a member of the Police Department staff, was recognized
as the Authority Employee of the Year. The Police and Fire Departments worked together on
Active Shooter training, to not only coordinate stopping any such event but also respond to
injuries. During the Christmas holiday season the entire PSEO Division, under the leadership
of the Police Department, continued the tradition of providing bicycles (22 this year) for
deserving students at Port Houston Elementary, holiday gifts and a meal to over 70 residents
of the Jacinto City Health Care Center, and additional holiday gifts to the Mexican Heritage
Center, evidence of the commitment to the local community.



Environment

The Environmental Affairs Department manages the Authority's environmental affairs through
the administration of an environmental management system (“EMS”) and various
environmental programs, including air quality, waste management, drinking water, storm
water, wastewater, remediation, and compliance auditing. The Authority was the world’s first
publicly-owned port to certify its EMS under the newest international standard, ISO
14001:2015.

Tenants operating on Authority property are generally audited at least annually for compliance
with the environmental terms of their leases. In 2019, the Authority conducted 40 compliance
audits of tenant and Authority facilities.

Technology

The principal responsibility of the Technology Division is to support port-wide applications,
infrastructure, and information security. The Information Technology Master Plan for 2020 —
2022 is the blueprint for the division as an internal service provider. With support from Port
Security Grants for cybersecurity and security camera replacements, multi-project programs
are in flight and aligned to the Authority's Strategic Plan.

Financial Information

The accounting policies of the Authority and this report conform to accounting principles
generally accepted in the United States for local governmental units as prescribed by the
Governmental Accounting Standards Board. A summary of significant accounting policies
can be found in Note 1 of the financial statements.

It is the policy of the Authority to record nonoperation-related sources of income and expense
outside of the Operating income section of the Statements of Revenues, Expenses and
Changes in Net Position. Accordingly, during 2019 the Authority recognized $4.3 million of
contributions to state and local agencies in the Nonoperating revenues (expenses) section of
the statements.

The integrity and accuracy of data in these financial statements and supplemental schedules,
including estimates and judgments relating to matters not concluded at year-end, are the
responsibility of the management of the Authority. However, by state statute, the Harris
County Treasurer serves as the treasurer of the Authority with certain responsibilities related
to bank accounts and funds of the Authority and tax bonds issued by the Authority.

We direct the reader's attention to the MD&A section immediately following the independent
auditor's report, which provides an analytical overview of the Authority's financial activities
and serves as an introduction to the basic financial statements.

Internal Control

Management, with oversight from the Audit Committee of the Port Commission, is
responsible for establishing and maintaining internal controls. The Authority’s Internal Audit
Department ("[AD") enhances focus and provides structure to this function. The IAD adheres
to: the International Standards for the Professional Practice of Internal Auditing as issued by
the Institute of Internal Auditors (known as the "Red Book"), and the Government Auditing
Standards (commonly referred to as the "Yellow Book") as promulgated by the Government
Accountability Office. Management utilizes IAD's annual internal audit plan, supported by an
enterprise risk assessment, as a tool in fulfilling its responsibility. Management also utilizes
its best estimates and judgment to assess the expected benefits and related costs of controls.



In developing and evaluating the Authority's accounting system, consideration is given to the
adequacy of internal accounting controls. The objectives of internal controls are to provide
management with reasonable, but not absolute, assurance that assets are safeguarded against
loss from unauthorized use or disposition, and that transactions are executed in accordance
with management's authorization and recorded properly to permit the preparation of financial
statements in conformity with accounting principles generally accepted in the United States.
Due to inherent limitations in any internal controls, misstatements arising from error or fraud
may occur and not be detected. Also, projections of any evaluation of internal controls to
future periods are subject to the risk that the internal control may become inadequate because
of changes in conditions or that the degree of compliance with the policies or procedures may
deteriorate.

All internal control evaluations occur within the above framework. Management believes the
Authority's financial accounting controls, with ongoing internal audit reviews and statutory
audit functions, adequately safeguard assets and provide reasonable assurance of properly
recorded financial transactions.

Independent Audit

The financial statements for the years ended December 31, 2019 and 2018 listed in the
foregoing Table of Contents were audited by an independent audit firm appointed by the Port
Commission. The audit opinion rendered by Grant Thornton LLP for December 31, 2019 is
included in the Financial Section of this report.

Certificates of Achievement

The Government Finance Officers Association of the United States and Canada ("GFOA")
awarded a Certificate of Achievement for Excellence in Financial Reporting to the Authority
for its Comprehensive Annual Financial Report for the fiscal year ended December 31, 2018.
This was the 45th consecutive year that the Authority has achieved this award. In order to be
awarded a Certificate of Achievement, a governmental entity must publish an easily readable
and efficiently organized CAFR. 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. Management believes the current report continues to meet the
Certificate of Achievement Program's requirements.

The Government Treasurers' Organization of Texas ("GTOT") sponsors an Investment Policy
Certification Program designed to provide assistance to local governments in developing
policies that fully comply with the Texas Public Funds Investment Act, and to recognize
outstanding examples of written investment policies. The Authority was first awarded a
Certificate of Distinction for its investment policy in March 2013 and received additional
certificates in 2015, 2017, and 2019. The GTOT certificate is valid for two years.
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