Permanent School Fund (PSF) Bond Guarantee Program (BGP)

Texas Education Code (TEC) and Texas Administrative Code (TAC)
TEC, §845.051-45.063; 19 TAC §33.65 and §33.67

History/Relevant Background Information

On November 8, 1983, Article 7, Section 9(b), of the Texas Constitution, which provides for the
guarantee of school district bonds by the Permanent School Fund (PSF), was approved. In
2011, the Legislature added charter schools to the program. The Bond Guarantee Program
(BGP) allows for bonds that are properly issued by a school district or a charter school to be
fully guaranteed by the corpus of the PSF with the approval of the commissioner of education.
The guarantee has received “AAA” ratings from the major bond rating services and replaces the

need for private bond insurance.

School District Bond Guarantee Program Summary

Number of
Issues Par Amount of
Guaranteed Issues Balance at End
Year During Guaranteed of Year
Fiscal Year During Fiscal
for School Year
Districts
2006-2007 384 $12,322,360,214 | $44,856,621,419
2007-2008 226 $7,582,194,413 | $49,860,572,025
2008-2009 93 $2,726,179,439 | $50,032,724,439
2009-2010 192 $2,995,779,016 | $49,301,683,338
2010-2011 344 $7,340,621,874 | $52,653,930,546
2011-2012 348 $7,196,995,486 | $53,634,455,141
2012-2013 345 $8,565,825,610 | $55,218,889,156
2013-2014 312 $8,442,626,511 | $58,061,805,783
2014-2015 543 $17,286,017,818 | $63,197,514,047
2015-2016 447 $13,963,662,045 | $67,342,303,445

Charter District Bond Guarantee Program Summary

Number of Par Amount
Issues of

Year Guaranteed Issues Balance at
During Fiscal Guaranteed End of Year

Year for Charter | During Fiscal

Districts Year

2013-2014 11 $302,855,000 | $302,545,000
2014-2015 18 $461,853,000 | $757,935,000
2015-2016 8 $214,232,000 | $961,025,000

(continued)




Description of Program

To participate in the BGP, districts must apply to the Texas Education Agency (TEA) and be
approved by the commissioner. The TEA reviews each application according to both statutory
requirements and State Board of Education (SBOE) rules. This review includes confirming that
the application is complete and accurate and that the district is financially sound. The TEA also
reviews the district's School FIRST or Charter FIRST rating, its annual financial audit report, its
accreditation status, its intervention status, its accountability rating, and the complaints
database that is maintained by the agency. Charter districts must have a preliminary investment
grade credit rating to be considered for the guarantee.

Applications for new money issues are collected each calendar month and processed at one
time. Districts receive notification of their award of the guarantee on the 15th business day of
the month following the month in which the application was received. Applications for the
refunding of previously PSF-guaranteed issues are processed as they are received.
Applications for the refunding must show a present-value savings to the district in order to be
considered.

In the event of default by a district, bond holders will receive all payments due them from the
corpus of the PSF. The payments will then be recovered from the district’s next state aid
payment. If the district fails to pay the principal or the interest on a bond as it is stated to mature,
other amounts not due and payable are not accelerated and do not become due and payable by
virtue of the district's default. In the event that two or more payments are made from the PSF on
behalf of a district, the commissioner may request that the attorney general institute legal action
to compel the district to comply with the duties required of it by law in respect to the payment of
the bonds. The BGP has not had a district default on its bond payments in the history of the
program.

The capacity of the fund to guarantee bonds under the BGP is limited by state law and by an
Internal Revenue Service (IRS) private letter ruling received by the TEA. State law and the IRS
rule limit the amount that the fund can guarantee to 5 times the cost value of the PSF on
December 16, 2009. However, current SBOE rules limit the capacity to 3.5 times that value. The
SBOE has further restricted the capacity by establishing an amount of capacity, currently 5%, to
be held in reserve. Capacity available to charter districts is limited to the percentage of available
capacity that is equal to the percentage of students enrolled in charter schools. This percentage
is calculated on an annual basis. Up to 50% of the capacity available to charter districts can be
used to refund existing debt. Also, the board has further restricted charter capacity by
establishing an additional 5% to be held in reserve.

In addition, the SBOE has limited approval of the guarantee to a district with less debt than a
district that falls at the 90th percentile of either annual debt service per student in average daily
attendance (ADA) or total debt service per ADA at the time of the application. The limitation
does not apply to a school district that has enroliment that is 25% higher than the enrollment
reported five years earlier and/or that called the election authorizing the issuance of bonds
before July 15, 2004.

An application processing fee of $1,500 is due at the time of application.

Contact for More Information

Cassie Huggins, BGP Administrator, (512) 463-9232 or cassie.huggins@tea.texas.qgov
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