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U.S. Municipal Bond Market
The Texas Permanent School Fund’s Bond i
Guarantee Program Slows to a Roll

321.788.6488
The PSF Guarantee Program is Full and Operating on Limited Capacity

We believe the Texas Permanent School Fund (PSF) Bond Guarantee Program, which

is currently capped under federal law (Internal Revenue Service) at $117 billion, has
reached capacity. As of Nov. 30, 2022, the program was down to $410 million in available
capacity. Last week, several Texas school districts issued bonds with a prominent
disclaimer that “The Bonds will not be guaranteed under the State of Texas' Permanent
School Fund Guarantee Program."The school bonds that were issued without the AAA-
rated PSF enhancement either relied solely upon their underlying ratings or were sold
with bond insurance.

While we do not foresee a complete shutdown of the Bond Guarantee Program (BGP), for

the time being, we do anticipate that BGP availability will primarily be limited to recycled

capacity from maturing bonds that are scheduled to roll off each month. Consequently,

there is likely to be a significant mismatch between the level of demand from Texas

school bond issuers and available BGP capacity, until a federal resolution is reached. We believe the Texas Permanent
The BGP's portfolio currently consists of 867 school districts and 31 charter schools. A School fund (PSF) Bond Guarantee
majority of school bonds are considered by Texas voters during elections in May and S;Ojerfgdzzl’ig;(j;’lfsggly;:g)ii
November. According to the Texas Bond Review Board, about $12.4 billion of bonds on Service) at $117 billion, has reached
Nov. 8 ballots received voter approval. Issuers representing approximately half of that capacity.

amount have submitted applications to the Texas Education Authority (TEA) but have

not yet been approved. The TEA has indicated that priority will be given to applications

from less wealthy districts. Based upon our calculations, the following table shows the

monthly totals of outstanding PSF-enhanced school district bonds that are scheduled to

mature this year.

Scheduled PSF-enhanced School Bond Maturities by Month in 2023

School District Bond
Maturity Month  Scheduled Maturities ($)

January 410,000.00

February 2,877,785,907.00

March 0.00

April 1,120,000.00

May 640,000.00

June 26,980,000.00

July 630,000.00

August 1,533.420,000.00 While we do not foresee a complete
September 0.00 shutdown of the Bond Guaranfee

Program (BGP), for the time

October 1,030,000.00 being, we do anticipate that BGP
November 0.00 availability will primarily be limited
December 0.00 to recycled capacity from maturing

Gl e 4,442,015,907.00 bonds that are scheduled to roll off

each month.
Source: ICE Data as of 1/12/2023, HilltopSecurities.
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Do Not Expect Credit Deterioration

As we have recently commented, we are not expecting any credit deterioration or
negative ratings pressure to the Texas Permanent School Fund (Aaa/AAA/AAA). We
continue to monitor developments regarding BGP capacity and Texas school district
credit conditions and will provide updates accordingly.

Recent HilltopSecurities Municipal Commentary

o The Municipal Market in 2023, Hilltop's Municipal Sector Credit Outlooks, Jan. 17,
2023

« A Public Finance and Infrastructure Fiscal Policy Checklist and a Warning, Jan. 9, 2023

o Web3, Blockchain and U.S. Public Finance, Dec. 15, 2022

o TheTexas PSFis Up Against a Federally Allocated Cap, Dec. 8, 2022

» State Credit Mainly Improved & Most Positioned to Withstand a Recession, Dec. 6,
2022

Readers may view all of the HilltopSecurities Municipal Commentary here.

The paper/commentary was prepared by HilltopSecurities (HTS). It is intended for informational purposes only and does not
constitute legal or investment advice, nor is it an offer or a solicitation of an offer to buy or sell any investment or other specific
product. Information provided in this paper was obtained from sources that are believed to be reliable; however, it is not guaranteed
to be correct, complete, or current, and is not intended to imply or establish standards of care applicable to any attorney or advisor in
any particular circumstances. The statements within constitute the views of HTS as of the date of the document and may differ from
the views of other divisions/departments of affiliate Hilltop Securities Inc. In addition, the views are subject to change without notice.
This paper represents historical information only and is not an indication of future performance. This material has not been prepared
in accordance with the guidelines or requirements to promote investment research, it is not a research report and is not intended as
such. Sources available upon request.

Hilltop Securities Inc. is a registered broker-dealer, registered investment adviser and municipal advisor firm that does not provide
tax or legal advice. HTS is a wholly owned subsidiary of Hilltop Holdings, Inc. (NYSE: HTH) located at 717 N. Harwood St,, Suite 3400,
Dallas, Texas 75201, (214) 859-1800, 833-4HILLTOP

©2023 Hilltop Securities Inc. | All rights reserved | MEMBER: NYSE/FINRA/SIPC

Page 2


https://www.hilltopsecurities.com/wp-content/uploads/sites/3/2023/01/HTS_municipal-commentary_1.17.23.pdf
https://www.hilltopsecurities.com/wp-content/uploads/sites/3/2023/01/HTS_municipal-commentary_1.9.23.pdf
https://www.hilltopsecurities.com/wp-content/uploads/sites/3/2022/12/HTS_municipal-commentary_12.15.22.pdf
https://www.hilltopsecurities.com/wp-content/uploads/sites/3/2022/12/HTS_municipal-commentary_12.8.22.pdf
https://www.hilltopsecurities.com/wp-content/uploads/sites/3/2022/12/HTS_municipal-commentary_12.6.22.pdf
https://www.hilltopsecurities.com/public-finance/municipal-commentary/

