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The Texas Permanent School Fund (PSF) was created with a $2,000,000 appropriation by the Texas 
Legislature in 1854 expressly for the benefit of the public schools of Texas. The Constitution of 1876 
stipulated that certain lands and all proceeds from the sale of these lands should also constitute the PSF. 
Additional acts later gave more public domain land and rights to the PSF. Since its initial capitalization, the 
PSF has grown to a market value of $65.7 billion as of August 31, 2025. Currently, approximately 29% of 
the total amount of outstanding municipal debt issued in the State of Texas was PSF-guaranteed. The 
following points may be of interest to investors in evaluating the credit support provided by the PSF. 

 The PSF serves Texas school districts by providing funding for education and guaranteeing debt

issued by independent school districts (ISDs) and charter schools that meet program standards.

 The guaranteed bonds of ISDs are unlimited general obligation securities that are secured in the

first instance by an annual property tax levied without legal limit against all taxable property

within a district.

 Since the approval of a state constitutional amendment in 1983, which allowed the PSF to

guarantee debt, there has never been any call on the guarantee because of the high credit

quality of Texas school districts, the fund's credit quality parameters, and the state’s strong

oversight policies.

 The fund was created with a $2 million appropriation by the Texas Legislature in 1854 and had

grown to $65.7 billion in market value of assets as of FYE 2025. PSF is made up of a diverse mix

of assets, and as of FYE 2025 included a mostly liquid $60.1 billion portion managed by the State

Board of Education (SBOE) and a largely illiquid $6.9 billion portion managed by the School Land

Board (SLB)1.

 The mostly liquid portion of the fund provided significant resources relative to guaranteed debt,

and included a 28% allocation to equities, an 18% allocation to fixed income, and a 52%

allocation to alternative investments such as hedge funds, private equity/credit, real estate, and

real assets. Private equity was 20% of total assets and private credit was 6%.

 The largely illiquid assets consist of real estate investments, sovereign and other lands, and

mineral interests, and generate income primarily through leases and royalties.

 In addition to providing a guarantee on debt issued by local school districts, the PSF disperses

funds to support school district operations. The amount of disbursements from the SBOE is

limited by two tests: 1) distributions may not exceed 6% of the average market value of the

fund, excluding real property, on the last day of each of the sixteen state fiscal quarters

preceding the Regular Session of the Legislature that begins before that state fiscal biennium,

and 2) on a 10-year rolling average basis, distributions may not exceed the 10-year total return

on all combined investment assets over the same 10-year period. The amount of disbursements

1 Market value of assets is for IRS reporting purposes and does not tie out to the combined portfolio values of 

the SBOE and SLB. 
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from the SLB is limited to $600 million annually by constitutional amendment. Distributions 

totaled $2.2 billion during the fiscal 2025, inclusive of $600 million made on behalf of the SLB. 

 From 2009, the PSF was limited by an IRS ruling that required the amount of guaranteed debt to

not exceed 5 times the book value of PSF assets as of December 16, 2009. The IRS changed the

limit in 2023 from a static limit to a dynamic limit of 5 times the book value of assets. The state

also imposes a cap that the legislature has changed from time to time, and which currently

stands at 3.5 times book value. The state may increase the capacity of the program up to the IRS

limit if it does not prevent the guarantee from maintaining the highest available credit ratings,

according to PSF policy.

 As of FYE 2025, the guarantee capacity of the program was $252 billion under federal law and

$176 billion under state law. Total outstanding bonds guaranteed by PSF totaled $144 billion,

covering 3,557 Texas ISD issues and 113 charter school issues.

 Additionally, state law allows for the PSF to reserve 5% of capacity from use in guaranteeing

bonds for non-guaranty contingencies, though it may be used for any lawful purpose. As of

March 1, 2023, the PSF lowered the reserve from 5% to 0.25%.

 The amount of charter school capacity is limited to the percentage of charter enrollment to

statewide enrollment. As of FYE 2025, the program guaranteed charter school debt totaling $5.8

billion, or 4.0% of total PSF-guaranteed debt.

 To obtain a PSF guarantee, school districts must apply and meet certain criteria, as described in

the Texas Education Code. The code requires that school districts notify the PSF five days before

a debt service payment if the district expects to be unable to satisfy the payment, and PSF is

required to advance funds “immediately upon notice” directly to the paying agent. Once the PSF

advances funds on behalf of a district, the code requires the first state monies payable to the

district be intercepted to reimburse the PSF.

 The Commissioner of Education can order a school district to set a tax rate capable of

reimbursing the PSF and pay future debt service, appoint a new board of managers, or merge a

distressed district into another district. If repeated defaults occur, the Commissioner may

request the Attorney General to institute appropriate legal action to ensure reimbursement.

 The PSF guarantee has never been tapped as the state has strong oversight of school districts

and the PSF program reviews individual audits to ensure districts are financially sound. The PSF

guarantee remains in place for the life of the bonds independent of whether the ISD remains in

existence. Equally, the guarantee for charter school debt remains in place for the life of the

bonds independent of whether the school’s charter remains in force.

 The size, diversity and credit quality of the underlying school districts' general obligation debt

are important credit considerations for the PSF’s Aaa/AAA/AAA credit ratings. The weighted

average credit quality of guaranteed districts was in the high single-A range, and the top 10

participants, representing 19.3% of outstanding debt, had a median rating in the high double-A

range.

 State aid for the largest districts averaged about 40% as a share of general fund revenue,

providing access to substantial interceptable resources to reimburse the PSF if a guarantee

payment is made. Statewide, districts' share of state aid as a percentage of general fund

revenue has been increasing given the shift to state funding to provide property tax relief.
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Texas Permanent School Fund
Guaranteed Debt, Fund Value, Capacity Limits ($ millions)

Independent School Districts Charter Schools

Fund Book Value Fund Market Value

State Limit IRS Limit
Source: Texas Education Agency, FCM; as of FYE 8/31

10 Largest Total Debt Outstanding Guaranteed Under the Program

District Name Moody's/S&P/

Fitch Rating
Moody's/S&P/
Fitch Outlooks

Balance Percent of Total PSF 

Guaranteed Debt

Dallas ISD Aa1/AA+/AA+ stable/stable/negative $4,423,895,000 3.07%

Cypress-Fairbanks ISD Aa1/AA stable/stable $3,484,020,000 2.42%

Northwest ISD Aa3/ /AA stable/ /stable $2,988,390,000 2.08%

Katy ISD Aa1/AA stable/stable $2,636,315,000 1.83%

Conroe ISD Aa2/AA+ negative/stable $2,498,745,000 1.74%

Prosper ISD Aa3/ /AA- stable/ /stable $2,438,331,426 1.69%

Lamar CISD Aa3/AA- stable/stable $2,425,605,000 1.69%

Northside ISD [Bexar] Aa1/ /AA+ stable/ /stable $2,416,660,000 1.68%

Denton ISD /AA/AA negative/stable $2,381,570,000 1.65%

Frisco ISD Aa1/AA+ stable/stable $2,064,148,257 1.43%
Source: Texas Education Agency, Bloomberg Finance LLP, FCM
Names and amounts as of August 31, 2025; ratings for recent issues as of March 12, 2026
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In general, the bond market is volatile, and fixed income securities carry interest rate risk. (As interest rates rise, bond prices usually fall, and vice versa. This 
effect is usually more pronounced for longer-term securities.) Fixed income securities also carry inflation risk, liquidity risk, call risk, and credit and default 
risks for both issuers and counterparties. Any fixed income security sold or redeemed prior to maturity may be subject to a substantial gain or loss. 

Interest income generated by municipal bonds is generally expected to be exempt from federal income taxes and, if the bonds are held by an investor 
resident in the state of issuance, from state and local income taxes. Such interest income may be subject to federal and/or state alternative minimum taxes. 
Investing in municipal bonds for the purpose of generating tax-exempt income may not be appropriate for investors in all tax brackets. Generally, tax-
exempt municipal securities are not appropriate holdings for tax-advantaged accounts such as IRAs and 401(k)s.

The content in this piece is provided for informational purposes only, and any references to securities listed herein do not constitute recommendations to 
buy or sell. The content herein is valid only as of the date published and is subject to change because of market conditions or for other reasons. Fidelity 
disclaims any responsibility to update such views. The information presented herein was prepared by Fidelity Capital Markets based on information obtained 
from sources believed to be reliable but not guaranteed. This white paper is for informational purposes only and is not intended to constitute a current or 
past recommendation, investment advice of any kind, or a solicitation of an offer to buy or sell securities or investment services.

Fidelity does not provide legal or tax advice. The information herein is general in nature and should not be considered legal or tax advice. Consult an 
attorney or tax professional regarding your specific situation.

The Chartered Financial Analyst (CFA®) designation is offered by the CFA Institute. To obtain the CFA charter, candidates must pass three exams 
demonstrating their competence, integrity, and extensive knowledge in accounting, ethical and professional standards, economics, portfolio management, 
and security analysis, and must also have at least 4,000 hours of qualifying work experience completed in a minimum of 36 months, among other 
requirements. CFA is a trademark owned by CFA Institute.

Third-party marks are the property of their respective owners; all other marks are the property of FMR LLC.
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