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Introduction

As required under Section 18.53, Conference Committee Report on Senate Bill 1, 87" Legislature,
Regular Session, this plan summarizes the creation of the Texas Permanent School Fund Corporation
(the Corporation) as authorized under Senate Bill (SB) 1232 and the transition of permanent school fund
(Fund) investment and operational functions from the Texas Education Agency (TEA) and the General
Land Office (GLO) to the Corporation. Related activities are grouped into the following four sections as it

is expected that the planning, execution, and implementation of SB 1232 will occur across various time
periods:

l. Legal Creation of the Texas Permanent School Fund Corporation
Il. Initial Corporation Board Actions and Corporation Activities

Il Transferring Assets, Investment Functions, and Core Operations
V. Establishing Administrative Functions within the Corporation

To comply with the deadlines of SB 1232 and to ensure continuity in the management of Fund assets,
the transition of certain functions to the Corporation will require coordination and execution across the
activities described in one or more sections of this plan. Further, the timing of actions during the
transition will be materially affected by decisions made by the Corporation board of directors (the Board).
Accordingly, this plan describes the unfolding of events in general terms only, focusing on high-level
milestones and order-of-operations; in most cases, options that will be available to the Board and the
Corporation are provided in lieu of known outcomes with firm dates.

Each section of this plan includes a narrative description and additional details listed in two tables. The
first table lists actions necessary to implement the transition, a description of each action, and an
estimated timeframe. The second table lists related incremental costs where applicable. The final section
of the document discusses implications for the management of 2022-2023 appropriations and
appropriations for future biennia.
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Section I: Legal Creation of the Texas Permanent School Fund Corporation

The first step of implementation of SB 1232 includes approval of the creation of the Corporation by the
State Board of Education (SBOE), followed by the appointment of Board members, and the creation and
approval of corporate articles of incorporation and bylaws. To create the Corporation, the SBOE must (1)
approve the creation of the Corporation and (2) approve the initial articles of incorporation. After the
Corporation is created, members of the Board can be appointed. The Board will consider and approve
the initial bylaws, which must then be approved by the SBOE.

Implementation Milestones

Approve creation
of Corporation and
articles of
incorporation

SBOE votes to create the Texas Permanent School
Fund Corporation and adopts initial articles of
incorporation for the Corporation.

SBOE appoints five members to the Corporation
Board; the land commissioner joins the Board; and
the land commissioner appoints one member, and
the governor appoints two members, all three of
whom must have substantial background and
expertise in investments and assets management.

Appoint
1.2 Corporation Board
of directors

Anticipated to occur by
Spring 2022

Following the legal
creation of the
Corporation, and
anticipated to occur by
Spring 2022
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Projected Section Il Incremental Cost through August 31, 2023

| Iltem | Cost | Description | Estimated Amount

Costs for Corporation to employ an estimated six to
10 full time equivalent positions (FTES), including the
CEO, beginning during fiscal year

Initial staffing

i1
costs
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Section lll: Transferring Assets, Investment Functions, and Core Operations

Provisions of SB 1232 require certain transfers to the Corporation to occur on designated timeframes,
beginning as early as January 1, 2023, on a date agreed to by the SBOE, TEA, SLB, and the

Corporation The transfers in the table below relate to various aspects of the management and

investment of the assets of the Fund. Most transfers in this section are interdependent and assumed to
occur at or about the same time. 1.996 (t)-3.995 (h)c998 (e)12.998 ()TJETQD .ai.0041.04 Tf208.25 560c994!
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Projected Section Il Incremental Cost through August 31, 2023

As indicated above, the pace at which administrative activities and functions transfer to the Corporation
cannot be predicted with any precision at this time, but it is expected that TEA the GLO will continue to
provide support for an indeterminate period as the Corporation establishes the functions described in this
section. As a result, during FY 2023 there will be overlapping costs between the parties involved.

P
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Implications for Current and Future Appropriations

Addressing Incremental Cost through August 31, 2023

This plan identifies known costs of transitioning the SBOE and SLB portions of the Fund to a fully
operational and independent Corporation and estimates those costs to the extent possible. Incremental
expenses discussed above total a range of between $7.8 million and $10.9 million through the end of the
2022-2023 biennium. However, certain costs, such as network infrastructure setup, cannot be estimated
at this time for the reasons noted. There are three primary sources of potential funding to cover
incremental expenses:

o Unexpended balances of appropriations from Permanent School Fund 0044 to TEA during the
2020-2021 biennium and fiscal year 2022 that are intentionally left unspent and carried forward to
fiscal year 2023, to the extent not needed for regular, ongoing Fund operations.

e Funding transferred from the GLO to the Corporation (or, if necessary for timing reasons, to TEA)
to support one-time costs, investment operations, and a proportionate share of new
administrative expenses.

e A supplemental appropr
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Implications for Appropriations for Future Biennia: GLO and TEA

Permanent School Fund 0044 (Fund 0044) is currently used as a method of finance for certain
administrative activities at the GLO and TEA. SB 1232 allows the GLO to retain revenues that would
otherwise transfer to the Corporation, to continue paying for those administrative activities. The bill did
not specifically address appropriations to TEA, where Fund 0044 pays approximately $8 million per year
in administrative costs across numerous TEA support divisions. Of this total, $1.1 million and five FTEs
are reduceable once the Corporation is established and fully independent.

The remaining $6.9 million in TEA'’s costs per year are non-reduceable. These expenses are
predominately attributable to IT areas (approximately $5.0 million per year), including data center
services. Remaining non-reduceable expenses (about $1.9 million per year) are spread across the
agency in areas where services to the PSF division staff are not distinguishable from services to other
divisions, where workload will not meaningfully change following the transition, and/or where segregation
of duties requirements are a consideration. There are three primary sources of potential funding to
address this gap in TEA’s administrative budget:

e Base adjustments through the legislative appropriations request process that make more general
revenue funding within the agency’s existing limit available for administrative purposes.

e Continued appropriations from Permanent School Fund 0044 to TEA for activities allowable under
the state constitution and state law.

e Appropriations to TEA from another source—for example general revenue or the Available
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