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Basic Principles  

Proposition 98, approved by the voters in 1988, provides a constitutionally guaranteed  minimum level of funding to K – 12 schools and community colleges ( K – 14 education).  

In years of “normal” state revenue growth, K – 14 education is guaranteed a level of  state and local funding at least equal to the funding level received in the prior year,  adjusted for changes in enrollment and per capita personal income.  

In years of extraordinarily good or bad revenue growth, K – 14 education participates in  the state’s gains or losses according to specified “fair share” formulas.   

Proposition 98 may be suspended in a statute passed with a two - thirds vote, enacted  separate ly from the budget.  

Following a “fair share” reduction in the level of the Proposition 98 funding guarantee or  a suspension of the guarantee, the state eventually must restore K – 14 education  funding to the level that would have been provided had no reduct ion occurred. The  pace of this restoration is tied to the pace of the state’s economic recovery.  

The Specifics: Test 1, Test 2, Test 3, and Restoration  

Specifically, K – 14 education is guaranteed a minimum funding level based on the  greater of:  

Test 1 — Pe rcentage of General Fund revenues: The percentage of state General Fund  tax revenues received by schools and community colleges in 1986 – 87 as adjusted for  the impact of shifts in property taxes from local governments to schools (currently about  36.8   percen t), or   

Test 2 — Maintenance of prior - year service levels: The prior - year level of funding from  state aid and local property taxes increased for enrollment growth and inflation as  measured by the change in per capita personal income.  

However, in years when   the percentage growth in per capita General Fund revenues is  less than the percentage growth in per capita personal income and the difference  exceeds 0.5 percent, the following alternative test is substituted for Test 2:  

Test 3 — Adjustment based on availa ble revenues: The prior - year level of funding from  state aid and local property taxes increased for enrollment growth and inflation as  measured by the change in per capita General Fund revenues plus 0.5 percent. Test 3  ensures that K – 14 education bears a f air share of the state’s General Fund revenue  growth or decline in extraordinarily good or bad revenue growth years.   

Test 3B — “Equal Pain, Equal Gain”: Test 3 B is the same as Test 3, except that K – 14  education cannot suffer more cuts than the rest of the   state budget.  

Restoration : If the Proposition 98 guarantee is reduced because of the application of  Test 3 or a suspension of the guarantee, the amount lost is never repaid. The funding  level must eventually be restored in the future, according to a form ula that is tied to the  pace of the state’s economic recovery.  
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