ATTACHMENT I

Statutory Citations Relating to Review of 19 TAC Chapter 33, Statement of Investment
Objectives, Policies, and Guidelines of the Texas Permanent School Fund, Subchapter A,
State Board of Education Rules

Rule Review

Texas Government Code, §2001.039, Agency Review of Existing Rules:

€)) A state agency shall review and consider for readoption each of its rules in accordance
with this section.

(b) A state agency shall review a rule not later than the fourth anniversary of the date on
which the rule takes effect and every four years after that date. The adoption of an
amendment to an existing rule does not affect the dates on which the rule must be
reviewed except that the effective date of an amendment is considered to be the effective
date of the rule if the agency formally conducts a review of the rule in accordance with
this section as part of the process of adopting the amendment.

(c) The state agency shall readopt, readopt with amendments, or repeal a rule as the result of
reviewing the rule under this section.

(d) The procedures of this subchapter relating to the original adoption of a rule apply to the
review of a rule and to the resulting repeal, readoption, or readoption with amendments of
the rule, except as provided by this subsection. Publishing the Texas Administrative Code
citation to a rule under review satisfies the requirements of this subchapter relating to
publishing the text of the rule unless the agency readopts the rule with amendments as a
result of the review.

(e) A state agency's review of a rule must include an assessment of whether the reasons for
initially adopting the rule continue to exist.

19 TAC Chapter 33, Statement of Investment Objectives, Policies, and Guidelines of the
Texas Permanent School Fund

Texas Education Code (TEC), §7.102, State Board of Education Powers and Duties
(excerpts):

(©) (31)  The board may invest the permanent school fund within the limits of the
authority granted by Section 5, Article VII, Texas Constitution, and Chapter 43.

(33)  The board shall adopt an annual report on the status of the guaranteed bond
program and may adopt rules as necessary for the administration of the program
as provided under Chapter C, Chapter 45.

TEC, 843.0031, Permanent School Fund Ethics Policy:

@) In addition to any other requirements provided by law, the State Board of Education shall
adopt and enforce an ethics policy that provides standards of conduct relating to the
management and investment of the permanent school fund. The ethics policy must
include provisions that address the following issues as they apply to the management and




(b)

(©)

(d)

(€)

investment of the permanent school fund and to persons responsible for managing and
investing the fund:

(D) general ethical standards;

2 conflicts of interest;

3 prohibited transactions and interests;

4) the acceptance of gifts and entertainment;

(5) compliance with applicable professional standards;
(6) ethics training; and

(7) compliance with and enforcement of the ethics policy.
The ethics policy must include provisions applicable to:
(D) members of the State Board of Education;

2 the commissioner;

3 employees of the agency; and

(@) any person who provides services to the board relating to the management or
investment of the permanent school fund.

Not later than the 45th day before the date on which the board intends to adopt a
proposed ethics policy or an amendment to or revision of an adopted ethics policy, the
board shall submit a copy of the proposed policy, amendment, or revision to the Texas
Ethics Commission and the state auditor for review and comments. The board shall
consider any comments from the commission or state auditor before adopting the
proposed policy.

The provisions of the ethics policy that apply to a person who provides services to the
board relating to the management or investment of the permanent school fund must be
based on the Code of Ethics and the Standards of Professional Conduct prescribed by the
Association for Investment Management and Research or other ethics standards adopted
by another appropriate professionally recognized entity.

The board shall ensure that applicable provisions of the ethics policy are included in any
contract under which a person provides services to the board relating to the management
and investment of the permanent school fund.

TEC, 843.0032, Conflicts of Interest:

(@)

(b)

(©)

A member of the State Board of Education, the commissioner, an employee of the
agency, or a person who provides services to the board that relate to the management or
investment of the permanent school fund who has a business, commercial, or other
relationship that could reasonably be expected to diminish the person's independence of
judgment in the performance of the person's responsibilities relating to the management
or investment of the fund shall disclose the relationship in writing to the board.

The board or the board's designee shall, in the ethics policy adopted under Section
43.0031, define the kinds of relationships that may create a possible conflict of interest.

A person who files a statement under Subsection (a) disclosing a possible conflict of
interest may not give advice or make decisions about a matter affected by the possible
conflict of interest unless the board, after consultation with the general counsel of the



agency, expressly waives this prohibition. The board may delegate the authority to waive
the prohibition established by this subsection.

TEC, 843.0033, Reports of Expenditures:

A consultant, advisor, broker, or other person providing services to the State Board of
Education relating to the management and investment of the permanent school fund shall
file with the board regularly, as determined by the board, a report that describes in detail
any expenditure of more than $50 made by the person on behalf of:

@ a member of the board,;
2 the commissioner; or

3 an employee of the agency or of a nonprofit corporation created under Section
43.006.

TEC, 843.0034, Forms; Public Information:

(a)

(b)
(©)

The board shall prescribe forms for:

@ statements of possible conflicts of interest and waivers of possible conflicts of
interest under Section 43.0032; and

(2) reports of expenditures under Section 43.0033.
A statement, waiver, or report described by Subsection (a) is public information.

The board shall designate an employee of the agency to act as custodian of statements,
waivers, and reports described by Subsection (a) for purposes of public disclosure.

TEC, 843.004, Written Investment Objectives; Performance Evaluation:

(@)

(b)

The State Board of Education shall develop written investment objectives concerning the
investment of the permanent school fund. The objectives may address desired rates of
return, risks involved, investment time frames, and any other relevant considerations.

The board shall employ a well-recognized performance measurement service to evaluate
and analyze the investment results of the permanent school fund. The service shall
compare investment results with the written investment objectives developed by the
board, and shall also compare the investment of the permanent school fund with the
investment of other public and private funds.

TEC, 845.051, Definitions:

In this subchapter:
@ "Board" means the State Board of Education.

(1-a) "Charter district" means an open-enrollment charter school designated as a
charter district under Section 12.135.

2 "Paying agent" means the financial institution that is designated by a school
district or charter district as its agent for the payment of the principal of and
interest on guaranteed bonds.



TEC, 845.052, Guarantee:

(a)

(b)

On approval by the commissioner, bonds issued under Subchapter A by a school district
or Chapter 53 for a charter district, including refunding and refinanced bonds, are
guaranteed by the corpus and income of the permanent school fund.

Notwithstanding any amendment of this subchapter or other law, the guarantee under this
subchapter of school district or charter district bonds remains in effect until the date those
bonds mature or are defeased in accordance with state law.

TEC, 8§45.053, Limitation: Value Estimates:

(a)

(b)

(©)

(d)

Except as provided by Subsection (d), the commissioner may not approve bonds for
guarantee under this subchapter if the approval would result in the total amount of
outstanding guaranteed bonds under this subchapter exceeding an amount equal to 2-1/2
times the cost value of the permanent school fund, as estimated by the board and certified
by the state auditor.

Each year, the state auditor shall analyze the status of guaranteed bonds under this
subchapter as compared to the cost value of the permanent school fund. Based on that
analysis, the state auditor shall certify whether the amount of bonds guaranteed under this
subchapter is within the limit prescribed by this section.

The commissioner shall prepare and the board shall adopt an annual report on the status
of the guaranteed bond program under this subchapter.

The board by rule may increase the limit prescribed by Subsection (a) to an amount not to
exceed five times the cost value of the permanent school fund, provided that the
increased limit is consistent with federal law and regulations and does not prevent the
bonds to be guaranteed from receiving the highest available credit rating, as determined
by the board. The board shall at least annually consider whether to change any limit in
accordance with this subsection. This subsection may not be construed in a manner that
impairs, limits, or removes the guarantee of bonds that have been approved by the
commissioner.

TEC, §45.0531, Additional Limitation: Reservation of Percentage of Permanent School
Fund Value:

(a)

(b)

(©)

(d)

In addition to the limitation on the approval of bonds for guarantee under Section 45.053,
the board by rule may establish a percentage of the cost value of the permanent school
fund to be reserved from use in guaranteeing bonds under this subchapter.

If the board has reserved a portion of the permanent school fund under Subsection (a),
each year, the state auditor shall analyze the status of the reserved portion compared to
the cost value of the permanent school fund. Based on that analysis, the state auditor shall
certify whether the portion of the permanent school fund reserved from use in
guaranteeing bonds under this subchapter satisfies the reserve percentage established.

If the board has reserved a portion of the permanent school fund under Subsection (a), the
board shall at least annually consider whether to change the reserve percentage
established to ensure that the reserve percentage allows compliance with federal law and
regulations and serves to enable bonds guaranteed under this subchapter to receive the
highest available credit rating, as determined by the board.

This section may not be construed in a manner that impairs, limits, or removes the
guarantee of bonds that have been approved by the commissioner.



TEC, 8§45.0532, Limitation on Guarantee of Charter District Bonds:

@) In addition to the general limitation under Section 45.053, the commissioner may not
approve charter district bonds for guarantee under this subchapter in a total amount that
exceeds the percentage of the total available capacity of the guaranteed bond program
that is equal to the percentage of the number of students enrolled in open-enroliment
charter schools in this state compared to the total number of students enrolled in all
public schools in this state, as determined by the commissioner.

(a-1)  The commissioner may not approve charter district refunding or refinanced bonds for
guarantee under this subchapter in a total amount that exceeds one-half of the total
amount available for the guarantee of charter district bonds under Subsection (a).

(b) For purposes of Subsection (a), the total available capacity of the guaranteed bond
program is the limit established by the board under Sections 45.053(d) and 45.0531
minus the total amount of outstanding guaranteed bonds. Each time the board increases
the limit under Section 45.053(d), the total amount of charter district bonds that may be
guaranteed increases accordingly under Subsection (a).

(c) Notwithstanding Subsections (a) and (b), the commissioner may not approve charter
district bonds for guarantee under this subchapter if the guarantee will result in lower
bond ratings for school district bonds for which a guarantee is requested under this
subchapter.

(d) The commissioner may request that the comptroller place the portion of the permanent
school fund committed to the guarantee of charter district bonds in a segregated account
if the commissioner determines that a separate account is needed to avoid any negative
impact on the bond ratings of school district bonds for which a guarantee is requested
under this subchapter.

(e) A guarantee of charter district bonds must be made in accordance with this chapter and
any applicable federal law.

TEC, 845.054, Eliqgibility of School District Bonds:

To be eligible for approval by the commissioner, school district bonds must be issued
under Subchapter A of this chapter or under Subchapter A, Chapter 1207, Government
Code, to make a deposit under Subchapter B or C of that chapter, by an accredited school
district.

TEC, 845.0541, Eliqibility of Charter District Bonds:
To be eligible for approval by the commissioner, charter district bonds must:

@ without the guarantee, be rated as investment grade by a nationally recognized
investment rating firm; and

(2) be issued under Chapter 53.

TEC, 845.055, Application for Guarantee:

€)) A school district or charter district seeking guarantee of eligible bonds under this
subchapter shall apply to the commissioner using a form adopted by the commissioner
for the purpose. The commissioner may adopt a single form on which a school district
seeking guarantee or credit enhancement of eligible bonds may apply simultaneously first
for guarantee under this subchapter and then, if that guarantee is rejected, for credit
enhancement under Subchapter I.




(b)

(©)

An application under Subsection (a) must include:

(1) the name of the school district or charter district and the principal amount of the
bonds to be issued:;

2 the name and address of the district's paying agent for those bonds; and
3 the maturity schedule, estimated interest rate, and date of the bonds.

An application under Subsection (a) must be accompanied by a fee set by rule of the
board in an amount designed to cover the costs of administering the programs to provide
the guarantee or credit enhancement of eligible bonds.

TEC, 845.056, Investigation:

(a)

(b)

Following receipt of an application for the guarantee of bonds, the commissioner shall
conduct an investigation of the applicant school district or charter district in regard to:

Q) the status of the district's accreditation; and
(2 the total amount of outstanding guaranteed bonds.

If following the investigation the commissioner is satisfied that the school district's bonds
should be guaranteed under this subchapter or provided credit enhancement under
Subchapter 1, as applicable, or the charter district's bonds should be guaranteed under this
subchapter, the commissioner shall endorse the bonds.

TEC, 8§45.057, Guarantee Endorsement:

(a)

(b)

The commissioner shall endorse bonds approved for guarantee with:
(1) the commissioner's signature or a facsimile of the commissioner's signature; and
2 a statement relating the constitutional and statutory authority for the guarantee.

The guarantee is not effective unless the attorney general approves the bonds under
Section 45.005 or 53.40, as applicable.

TEC, 8§45.0571, Charter District Bond Guarantee Reserve Fund:

(@)

(b)

(©)

The charter district bond guarantee reserve fund is a special fund in the state treasury
outside the general revenue fund. The following amounts shall be deposited in the fund:

Q) money due from a charter district as provided by Subsection (b); and
2 interest earned on balances in the fund.

A charter district that has a bond guaranteed as provided by this subchapter must annually
remit to the commissioner, for deposit in the charter district bond guarantee reserve fund,
an amount equal to 10 percent of the savings to the charter district that is a result of the
lower interest rate on the bond due to the guarantee by the permanent school fund. The
amount due under this section shall be amortized and paid over the duration of the bond.
Each payment is due on the anniversary of the date the bond was issued. The
commissioner shall adopt rules to determine the total and annual amounts due under this
section.

The commissioner may direct the comptroller to annually withhold the amount due to the
charter district bond guarantee reserve fund under Subsection (b) for that year from the
state funds otherwise payable to the charter district.



(d)

(€)

Each year, the commissioner shall:

(1) review the condition of the bond guarantee program and the amount that must be
deposited in the charter district bond guarantee reserve fund from charter
districts; and

2 determine if charter districts should be required to submit a greater percentage of
the savings resulting from the guarantee.

The commissioner shall make recommendations to the legislature based on the review
under Subsection (d).

TEC, 845.058, Notice of Default:

Immediately following a determination that a school district or charter district will be or
is unable to pay maturing or matured principal or interest on a guaranteed bond, but not
later than the fifth day before maturity date, the school district or charter district shall
notify the commissioner.

TEC, 8§45.059, Payment of School District Bond on Default:

(@)

(b)

(©)

Immediately following receipt of notice under Section 45.058 that a school district will
be or is unable to pay maturing or matured principal or interest on a guaranteed bond, the
commissioner shall instruct the comptroller to transfer from the appropriate account in
the permanent school fund to the district's paying agent the amount necessary to pay the
maturing or matured principal or interest.

Immediately following receipt of the funds for payment of the principal or interest, the
paying agent shall pay the amount due and forward the canceled bond or coupon to the
comptroller. The comptroller shall hold the canceled bond or coupon on behalf of the
permanent school fund.

Following full reimbursement to the permanent school fund with interest, the comptroller
shall further cancel the bond or coupon and forward it to the school district for which
payment was made.

TEC, 845.0591, Payment of Charter District Bond on Default:

(@)

(b)

(©)

Immediately following receipt of notice under Section 45.058 that a charter district will
be or is unable to pay maturing or matured principal or interest on a guaranteed bond, the
commissioner shall instruct the comptroller to transfer from the charter district bond
guarantee reserve fund created under Section 45.0571 to the district's paying agent the
amount necessary to pay the maturing or matured principal or interest.

If money in the charter district bond guarantee reserve fund is insufficient to pay the
amount due on a bond under Subsection (a), the commissioner shall instruct the
comptroller to transfer from the appropriate account in the permanent school fund to the
district's paying agent the amount necessary to pay the balance of the unpaid maturing or
matured principal or interest.

Immediately following receipt of the funds for payment of the principal or interest, the
paying agent shall pay the amount due and forward the canceled bond or coupon to the
comptroller. The comptroller shall hold the canceled bond or coupon on behalf of the
fund or funds from which payment was made.



(d)

Following full reimbursement to the charter district bond guarantee reserve fund and the
permanent school fund, if applicable, with interest, the comptroller shall further cancel
the bond or coupon and forward it to the charter district for which payment was made.

TEC, 8§45.060, Bonds Not Accelerated on Default:

If a school district or charter district fails to pay principal or interest on a guaranteed bond
when it matures, other amounts not yet mature are not accelerated and do not become due
by virtue of the school district's or charter district's default.

TEC, 8§45.061, Reimbursement of Funds:

(a)

(a-1)

(b)

(©)

(d)

If the commissioner orders payment from the permanent school fund or the charter
district bond guarantee reserve fund on behalf of a school district or charter district, the
commissioner shall direct the comptroller to withhold the amount paid, plus interest, from
the first state money payable to the school district or charter district. Except as provided
by Subsection (a-1), the amount withheld shall be deposited to the credit of the
permanent school fund.

After the permanent school fund has been reimbursed for all money paid from the fund as
the result of a default of a charter district bond guaranteed under this subchapter, any
remaining amounts withheld under Subsection (a) shall be deposited to the credit of the
charter district bond guarantee reserve fund.

In accordance with the rules of the board, the commissioner may authorize
reimbursement to the permanent school fund or charter district bond guarantee reserve
fund with interest in a manner other than that provided by this section.

The commissioner may order a school district to set an ad valorem tax rate capable of
producing an amount of revenue sufficient to enable the district to:

1) provide reimbursement under this section; and

2 pay the principal of and interest on district bonds as the principal and interest
become due.

If a school district fails to comply with the commissioner's order under Subsection (c),
the commissioner may impose any sanction on the district authorized to be imposed on a
district under Subchapter G, Chapter 39, including appointment of a board of managers
or annexation to another district, regardless of the district's accreditation status or the
duration of a particular accreditation status.

TEC, 845.062, Repeated Defaults:

(a)

(a-1)

If a total of two or more payments are made under this subchapter or Subchapter | on the
bonds of a school district and the commissioner determines that the school district is
acting in bad faith under the guarantee program under this subchapter or the credit
enhancement program under Subchapter I, the commissioner may request the attorney
general to institute appropriate legal action to compel the school district and its officers,
agents, and employees to comply with the duties required of them by law in regard to the
bonds.

If a total of two or more payments are made under this subchapter on charter district
bonds and the commissioner determines that the charter district is acting in bad faith
under the guarantee program under this subchapter, the commissioner may request the
attorney general to institute appropriate legal action to compel the charter district and its



officers, agents, and employees to comply with the duties required of them by law in
regard to the bonds.

(b) Jurisdiction of proceedings under this section is in district court in Travis County.

TEC, 8§45.063, Rules:
The board may adopt rules necessary for the administration of the bond guarantee
program.

Texas Government Code, §2263.004, Ethics Requirements for Outside Financial Advisors
or Service Providers:

@) The governing body of a state governmental entity by rule shall adopt standards of
conduct applicable to financial advisors or service providers who are not employees of
the state governmental entity, who provide financial services to the state governmental
entity or advise the state governmental entity or a member of the governing body of the
state governmental entity in connection with the management or investment of state
funds, and who:

@ may reasonably be expected to receive, directly or indirectly, more than $10,000
in compensation from the entity during a fiscal year; or

2 render important investment or funds management advice to the entity or a
member of the governing body of the entity, as determined by the governing
body.

(b) A contract under which a financial advisor or service provider renders financial services
or advice to a state governmental entity or other person as described by Subsection (a) is
voidable by the state governmental entity if the financial advisor or service provider
violates a standard of conduct adopted under this section.

Texas Constitution, Article V11, 85, Permanent School Fund; Available School Fund; Use of
Funds; Distribution of Available School Fund (excerpts):

@) The permanent school fund consists of all land appropriated for public schools by this
constitution or the other laws of this state, other properties belonging to the permanent
school fund, and all revenue derived from the land or other properties. The available
school fund consists of the distributions made to it from the total return on all investment
assets of the permanent school fund, the taxes authorized by this constitution or general
law to be part of the available school fund, and appropriations made to the available
school fund by the legislature. The total amount distributed from the permanent school
fund to the available school fund:

(1) in each year of a state fiscal biennium must be an amount that is not more than
six percent of the average of the market value of the permanent school fund,
excluding real property belonging to the fund that is managed, sold, or acquired
under Section 4 of this article, but including discretionary real assets investments
and cash in the state treasury derived from property belonging to the fund, on the
last day of each of the 16 state fiscal quarters preceding the regular session of the
legislature that begins before that state fiscal biennium, in accordance with the
rate adopted by:

(A) a vote of two-thirds of the total membership of the State Board of
Education, taken before the regular session of the legislature convenes;
or



(d)

()

(B) the legislature by general law or appropriation, if the State Board of
Education does not adopt a rate as provided by Paragraph (A) of this
subdivision; and

2 over the 10-year period consisting of the current state fiscal year and the nine
preceding state fiscal years may not exceed the total return on all investment
assets of the permanent school fund over the same 10-year period.

The legislature by law may provide for using the permanent school fund to guarantee
bonds issued by school districts or by the state for the purpose of making loans to or
purchasing the bonds of school districts for the purpose of acquisition, construction, or
improvement of instructional facilities including all furnishings thereto. If any payment is
required to be made by the permanent school fund as a result of its guarantee of bonds
issued by the state, an amount equal to this payment shall be immediately paid by the
state from the treasury to the permanent school fund. An amount owed by the state to the
permanent school fund under this section shall be a general obligation of the state until
paid. The amount of bonds authorized hereunder shall not exceed $750 million or a
higher amount authorized by a two-thirds record vote of both houses of the legislature. If
the proceeds of bonds issued by the state are used to provide a loan to a school district
and the district becomes delinquent on the loan payments, the amount of the delinquent
payments shall be offset against state aid to which the district is otherwise entitled.

Notwithstanding any other provision of this constitution, in managing the assets of the
permanent school fund, the State Board of Education may acquire, exchange, sell,
supervise, manage, or retain, through procedures and subject to restrictions it establishes
and in amounts it considers appropriate, any kind of investment, including investments in
the Texas growth fund created by Article XVI, Section 70, of this constitution, that
persons of ordinary prudence, discretion, and intelligence, exercising the judgment and
care under the circumstances then prevailing, acquire or retain for their own account in
the management of their affairs, not in regard to speculation but in regard to the
permanent disposition of their funds, considering the probable income as well as the
probable safety of their capital.



