The correct standard of review for
equal protection challenges to
California’s public school facility
funding system

Overview

There are wide public school facility funding disparities between the poorest and
richest school districts in California. A pending case in Alameda Superior Court,
Rodriguez v. State of California, challenges the constitutionality of this disparity,
which is inadequately addressed by California’s primary state-run program for
providing grant funding to local school districts for facility capital needs (the School
Facility Program or SFP). Although the SFP distributes state bond money to school
districts, because the bulk of school facility financing relies on local property taxes,
the system necessarily produces funding inequality due to the differences in local
property values. In Serrano v. Priest the California Supreme Court held that a
similarly disparate school funding scheme violated equal protection. It should do so
again here: unequal facility funding forces low-wealth districts to divert flexible
operational funds into short-term facility repairs, introducing inequality into the
operational funding system.

Analysis
Inequitable facility funding harms low-wealth districts

Public school facility funding covers capital needs, including new construction,

modernization, seismic upgrades, and essential infrastructure.! These projects
require large, upfront expenditures. Close to 84% of that financing comes from local

general obligation bonds backed by local property taxes.” Percentage-based caps on
these bonds imposed by statute function as debt limits, preventing low-wealth

districts from raising sufficient funds for facilities.”” At the state level, the SFP
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supplements this local bonding system by providing matching grants for new
construction and modernization, but districts can access these funds only after

demonstrating that they have secured their required local shares."”

Operations funding, by contrast, supports the day-to-day functioning of schools,
including salaries and benefits for teachers and staff, classroom materials, and
transportation.” Today, roughly 80% of that state funding comes from the Local

Control Funding Formula (LCFF)." LCFF equalizes operational funding by pooling
state and local revenues and redistributing them based on enrollment and student-

need categories.!” The legislature designed LCFF money to be flexible, which allows
school districts to address the unique needs of their schools.”™ In practice, LCFF

often functions as an unintended stopgap for facility repairs in low-wealth districts."

The property wealth disparity between the poorest and richest districts is
substantial. The assessed value for the quintile of districts receiving the least SFP
modernization funding is $798,253 per student, while the assessed value for the

quintile receiving the most funding is $2,323,063 per student."” Around one-third
(38%) of school districts do not have enough taxable property wealth to meet their

school facility spending needs.!"" The inability to raise money to modernize facilities
creates a recurring drain on operational budgets, resulting in approximately $199
higher maintenance costs per student in the poorest districts than in the

wealthiest."” Assuming an equal distribution of students in school districts, these
repairs cost the poorest school districts over $230 million more annually than
repairs in the richest quintile."”

This disparity creates two equal protection problems. The heavy reliance on local
property taxes for school facility funding replicates the constitutional defects that

led the court in Serrano v. Priest to invalidate the prior funding scheme."” And the
true operational dollar per student spent by a poor district is controlled by a tax
system built on regressive property taxes — just like the system struck down in

Serrano 1."°! The only difference is that the wealth-based violation is one layer



removed here. Rather than limiting access to operational revenues outright, as in
the pre-Serrano era, the regressive facility financing system forces poor districts to
divert equalized LCFF operational dollars to emergency repairs. This reproduces the
same district wealth-dependent disparity that Serrano I forbids."®

The public school facility funding system uses a suspect wealth classification

In Serrano I, the California Supreme Court held that the public school financing
system classified students on the basis of district wealth, based on three structural
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features.!'” First, a district’s property value was “the major determinant of

educational expenditures.”"” Next, districts with lower property values were unable
to “levy taxes at a rate sufficient to produce the revenue that more affluent districts
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reap with minimal tax efforts.”!"” And state grants were “inadequate to offset the

inequalities inherent” in the financing system.”” All those factors are present here.

A district’s property value is the major determinant of educational
expenditures

The facility funding system relies predominantly on local property wealth. In Serrano
I over 90% of public school operational funds were derived from two basic sources:

the State School Fund and local district taxes on real property.”" Here, the vast
majority of school facility funding comes from local general obligation bonds

financed through a school district’s property taxes and the SFP.*” A minimal amount
of remaining facility funding comes from local taxes on developers and need-based

state grant programs.”' In Serrano I local property taxes making up 55.7% of
California’s educational revenues were “by far the major source of school

revenue.”* Today, local funding comprises 84% of all school capital infrastructure

spending.” That makes district wealth even more of a “major determinant of
educational expenditures” under the current facility finance system than under the

financing system the court declared unconstitutional in Serrano 1.”®

Although 2024 Proposition 2 authorized an $8.5 billion bond for K-12 facilities



statewide, recent history shows that state support at this scale does not reduce local

spending below a majority share.”””! For example, from 2007 to 2015, when
California was spending $8.9 billion in statewide facility bonds, local general
obligation bond revenue still accounted for 65% of all school-facility spending, well
above the 55.7% that made up the “major source” of revenue in Serrano.”*”
Districts with lower property values cannot levy sufficient taxes to produce
the same revenue as more affluent districts

Just as in Serrano I, a district today with “a high total assessed valuation” can “levy
a low tax” and end up spending “the same amount per pupil as a poorer district
whose residents opt to pay higher taxes.”™”

Worse, the Education Code caps school district bonding capacity for facilities at

1.25% for elementary and high school districts and 2.5% for unified districts.”” The
caps measure allowable debt as a percentage of the district’s total assessed property
value, which in turn determines how much property tax revenue the district can

raise to repay school-facility bonds.”" That limits a district’s income-generating

ability to a function of its property values and the Education Code’s bonding caps,
even as local money makes up 84% of facility funding.””

Although other funding mechanisms exist, including developer’s fees and lease-
leaseback arrangements, none of these are enough to remedy the flaw of the
bonding caps and reliance on property values, given the heavy reliance on local

bonds to fund facility spending.” Thus, poorer districts face significant barriers to

generating tax revenue equivalent to that available in wealthier districts.

School districts may apply to the California State Board of Education (SBE) for a

waiver from the statutory facility bonding caps.” But this escape valve does not
cure the constitutional defect identified in Serrano I, where the court invalidated the
challenged funding scheme even though voters retained the ability to raise local

property taxes through an override election.® Just as the court in Serrano I
reasoned that local property tax overrides made the education financing system



more reliant on inequitable property values, so too do the waivers provided by the

SBE today."”
State grants are inadequate to offset the inequalities inherent in this system

The School Facility Program is even less effective at offsetting wealth disparities
than the state aid in Serrano I. This is significant because state aid today requires

substantial local matching contributions that poorer districts cannot raise.”” Under
the SFP, the state typically funds 50% to 55% of new construction and 60% to 65%

of facilities modernization.”® Local governments must provide the rest.”® But the
state does not release its matching SFP funds until the school district shows it has
secured its portion of the funding."*”

This is even worse than the system invalidated in Serrano I, where the state did not

require districts to match state funds dollar-for-dollar.""! In Serrano I, state basic
and equalization aid operated to supplement local tax revenues with no strings

attached.”” Yet even when analyzing a state aid program that imposed fewer
conditions on districts than the SFP does today, the court held that although the “aid
temper[ed]” the disparity caused by the local property tax structure, “wide
differentials remain[ed] in the revenue available to individual districts and,
consequently, in the level of educational expenditures.”™*’

Even if the state’s rationale for requiring a district match is administratively sensible
(for example, ensuring that a district has financing in hand before commencing
construction) the Serrano I equal protection problem remains. The SFP’s matching
requirement magnifies property-wealth disparities by conditioning state aid on a
district’s ability to generate substantial local capital in advance, a requirement that
poorer districts are structurally unable to meet.

The concern in Serrano I that the scheme allowed affluent districts to “have their
cake and eat it too” is equally — if not more — present in today’s facility finance

system because the SFP operates on a first-come, first-served basis."** Not only can
the most affluent districts today issue bonds at lower tax rates and generate more



revenue, affluent districts can finance a facility project entirely with local money,

and then apply for reimbursement through the SFP." Poor districts, on the other
hand, must often wait years for their applications to reach the front of the SFP’s
clogged queue before beginning a project.*”

More so: affluent districts can leverage larger staff and resources to apply more

[47

quickly for SFP funding than low-wealth districts.”*” And higher-wealth districts may
be more likely to have an easier time finding developers willing to contract with the
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district."” This allows SFP grants for affluent districts to get released faster than

grants to low-income districts that are still in search of a developer.*” All this makes

the first-come, first-served aspect of the SFP regressive.” Over 19 years of SFP
modernization funding, the wealthiest quintile of districts received $5,361 per
student, while the poorest quintile of districts received $661 per student — a more

than eightfold differential.”"

The SFP has a financial hardship provision that permits the state to provide greater
matching grants to needy districts, but this money accounts for just 7% of SFP

project funding.”®™ Only a fraction of students live in a district that qualifies for
hardship funding under the requirement that a district have a bonding capacity of

less than $15 million.” In short, the SFP not only fails to correct wealth-based
disparities, it magnifies them beyond the level held to be constitutionally suspect in
Serrano I.

The practical effects of this wealth-based program create funding disparities

Together, the SFP’s matching requirements and the Education Code’s bonding-
capacity limits create a funding dead zone. While the most affluent districts can
raise more than they need without hitting the bonding caps, once a low-wealth
district has reached its bonding capacity and exhausted its matching SFP funds, it
has no remaining mechanism to obtain the facilities it needs. An estimated 40% of

low-wealth school districts are currently stuck in this “bonding-cap trap.”®* This
ensures that affluent districts face reduced competition for SFP funding because



low-wealth districts stuck in the bonding-cap trap cannot maximize potential SFP
money. Even if a district seeks a bonding-cap waiver from the SBE, the time
required to satisfy the statutory criteria and obtain approval creates delays that put
a poorer district even farther behind in SFP’s first-come, first-served funding
system.”

These features demonstrate that the modern facility finance system not only
replicates but intensifies the structural defects that were suspect in Serrano I. Local

property wealth remains the “major determinant” of facility funding.”® Poorer
districts face similar rigid fiscal constraints to those at issue in Serrano I. State aid
continues to be inadequate — and now comes with substantial conditions that many
districts can never meet. The SFP’s first-come, first-served design and the Education
Code’s bonding-capacity caps further entrench disparities by systematically
privileging districts with high assessed valuation.

In sum, the current scheme embeds district wealth more deeply into school-facilities
outcomes than did the operations system struck down in Serrano I. This facility
funding scheme has all the features of a suspect classification.

More money will not cure the underlying wealth-based defect

Legislative reforms that merely increase available state funding cannot cure a
system predicated on the state “supplement[ing] local taxes in order to provide a

‘minimum amount of guaranteed support to all districts.””®" In Serrano II the court

held that sweeping school-finance reforms intended to remedy the violations in
Serrano I were inadequate because they failed to address the wealth-based problem

underlying the public school financing system.”® Any system that, as in Serrano I
and II, relies on district wealth disparities to determine school funding will always
be constitutionally defective.”™

That is so here. The SFP is a supplement in scale and function to the local tax

! The core facility financing

revenue districts generate to pay for school facilities.
structure still ties educational opportunity to district wealth. The SFP therefore does

not eliminate the suspect classification of district wealth. Thus, courts should apply



strict scrutiny when hearing equal protection challenges to the SFP.

The facility funding scheme violates equal protection by imposing a wealth-
based burden on the fundamental right to education

As discussed above, the facility financing system relies on a suspect class (district
wealth). It does so in the context of a fundamental right (education). Education is a
fundamental interest because of its role as a “major determinant of an individual’s
chances for economic and social success” and its “unique influence on a child’s

development as a citizen.”'®” Strict scrutiny applies to state-maintained

discrimination whenever the disfavored class is suspect or the disparate treatment

“infringes upon a fundamental right.”® Because the school facility funding system
fails that test, it violates equal protection.

To overcome strict scrutiny, the state will likely repeat the compelling interests it
cited in Serrano I: “local . . . control of public education” and “local fiscal control”

over public education spending.'®” Both are inadequate here. The LCFF

demonstrates why: it pools and redistributes local and state taxes.'® Far from
infringing on local control of public education or public education spending, the

LCFF gives school districts significant flexibility.”” And just as in Serrano I, the
facility financing system at issue is tied to local property taxes, ensuring that “fiscal

freewill is a cruel illusion for the poor school districts.”® Like Serrano I, “the
present financing system actually deprives the less wealthy districts” of “local fiscal

choice.”® Therefore, the public school facility funding system, including the SFP
challenged in Rodriguez, fails strict scrutiny.'®”
Conclusion

California has taken great strides to untether public school operations financing
from school district wealth. It has not done the same with school facility financing.
Instead, facility financing today mirrors and deepens the structural disparities
condemned in Serrano I and II. A school district’s assessed valuation dictates the
level of resources available to the district, creating the same suspect classification



that proved fatal in Serrano. As a result, the gap in district wealth excludes poor
districts from core educational funding. A public school facility funding system
bound to district wealth will never pass strict scrutiny.
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