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A question we are often asked as claims auditors is, 
“Would you consider this a gift of public funds?” 
Directly following that question, we would be given 
a situation such as a district paying for community or 
PTA events, or certain items in honor of an employee 
or Board member. Our role is to ensure that schools 
protect the integrity of public funds. Overall, school 
law states that school districts cannot make gifts or 
charitable contributions of public funds. However, 
the determination of what is or isn’t a gift of public 
funds can vary among districts and the expenses being 
reviewed may require additional scrutiny.

Article 8, Section 1 of the New York State Constitution 
prohibits the gift of public funds. According to Article 
8, Section 1 of the New York State Constitution, “No 
county, city, town, village or school district shall give 
or loan any money or property to or in aid of any 
individual, or private corporation or association, or 
private undertaking, or become directly or indirectly the 
owner of stock in, or bonds of, any private corporation 
or association.” There is some ambiguity of the law 
that leaves room for interpretation by schools, auditors, 
and the legal system. Basically though, neither public 
funds nor public property can be used for a private 
purpose or benefit; they must be used only for a public 
purpose that is within the authority of a school district.

Some situations where school districts are prohibited 
from using district funds include:

Making a donation in memory of the parent of a 
school district employee;
Paying more than an agreed upon obligation or 
contract as the funds expended are considered to 
be gifted (funds given must be for an agreed upon 
amount and for the public’s benefit in order to be 
permitted by the state); 
Purchasing sweaters or jackets for students who 
have participated in athletics activities (extra-
classroom activity funds may be used for this 
purpose, if duly authorized, because they are not 
school district moneys);
Purchasing graduation pins and flowers for 
students; and
Paying for a dinner, picnic, or similar outing for 
employees and/or officers unless pursuant collective 
bargaining agreement.
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School law does note some exceptions to when school 
districts can use public funds, including:

Purchasing a plaque of nominal value in recognition 
of service by unsalaried individuals;
Paying only for the meals of board members at a 
dinner held to recognize service, provided the cost 
of the dinner is reasonable;
Paying only for the meal of a retiring board 
member at a dinner held to honor the retiring board 
member; and
Purchasing pins for employees in recognition of 
their years of service.

A good place to start to determine if the expenditure 
can be considered a gift of public funds is by 
confirming that the expense or use of school resources 
is within the district’s authority under Education Law, 
and confirming that the expense does not benefit a 
private entity. In many cases, the expense can be both 
a public and private benefit, but as long as the benefit 
is primarily for the public, then the expense may be 
considered permissible. In order to pass the claims 
audit, the expense should be approved by the Board 
of Education and ideally, the District Attorney. In 
addition, the expense should benefit the District.   

Bottom line, make sure the expenditure is really 
serving the interests of the school and students. When 
in doubt, err on the side of caution, and consult legal 
counsel to ensure the expenditure is appropriate.

The budgets are passed, the school year is winding down, and the business office is 
starting the process of closing out another year. In the process of analyzing accounts, 
preparing financial statements, and filing ST3s with the State, don’t miss out on the 
opportunity to understand your 2016-2017 operations and what you can learn from 
them.

How did your final operations compare to budget?  
What caused significant fluctuations?
Is the district tracking costs appropriately to facilitate financial reporting?
Did the district maximize its reimbursement from the State, or did it leave money 
on the table?
Are there trends in operations that the district should keep an eye on for future 
budgeting compliance purposes?
Has the district reviewed reserve levels for appropriateness and determined 
potential exposure going forward, that needs to be considered (e.g. post-
retirement benefits)?

These are just a few questions that should be considered as you wrap up fiscal 2017 
and roll into fiscal 2018. To give you additional fuel for thought, this issue of the 
Lesson Plan provides some insight into Medicare reimbursement, utilizing public 
funds for gifts, and free and reduced price meals.
We pride ourselves on being a resource to our clients. If you have any questions, 
please feel free to call us … we are always happy to help. If you’re not a client, 
we would love to work with you in an internal audit or claims audit capacity. We 
currently work with approximately 1/3 of the Long Island school districts. 
Have a great summer!
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Changes in Medicare Part B Rates
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*109 is the average premium but the rate varies
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Married Filing 
Jointly Status

2017 Medicare
Premium

2017 Medicare Premiums are based on 2015 income.
This varies based on 2015 filing status:

The monthly premiums that include income-related 
adjustments for 2017 will be $187.50, $267.90, $348.30, 
or $428.60, depending on the extent to which an 
individual beneficiary’s modified adjusted gross income 
exceeds $85,000 (or $170,000 for a married couple). 
The highest rate applies to beneficiaries whose incomes 
exceed $214,000 (or $428,000 for a married couple). 
For a further breakdown, please reference the chart 
below. The Centers for Medicare & Medicaid Services 
estimate that less than 5% of Medicare beneficiaries 
pay the larger income-adjusted premiums.

The Social Security Administration (SSA) is responsible 
for all income-related monthly adjustment amount 
determinations. To make the determinations, SSA 
uses the most recent tax return information available 
from the Internal Revenue Service (IRS). For 2017, 
that will usually be the beneficiary’s 2015 tax return 
information. If that information is not available, SSA 
will use information from the 2014 tax return.

The increases in the premiums, coupled with varied 
premium rates, add another level of complexity to 
preparing the Part B Medicare reimbursements. 
In the past, school districts could use a standard 
reimbursement amount, and then provide an adjustment 
for those who had paid more than the standard premium 
deduction based on Social Security documentation 
provided by the retiree (otherwise known as Income 
Related Monthly Adjustment Amount or IRMAA). The 
risk associated with this process increases as manual 
adjustments need to be made.

Since there is no standard premium rate, school 
districts will need to verify the exact amount of the 
premium paid by the retiree. Districts should consider 
reimbursing the Part B premium once a year based on 
the actual premium amount paid as indicated on the 
SSA-1099 form or letter from Social Security.

As internal auditors and claims auditors for many school districts across the Island, we have noted that many districts 
are reimbursing the Medicare Part B premium two or four times a year, and some perform a separate reimbursement 
just for those that have paid the IRMAA. Not only does this require time from district staff, the payments have to be 
reviewed by the claims auditor. Reimbursing on an annual basis can decrease the likelihood of errors, and can increase 
efficiencies in operations as the process to reimburse is based on actual amounts paid. 

Medicare Part B premiums are increasing again for 
2017. This is what you need to know to prepare for the 
increases coming and how your school district should 
be dealing with Medicare reimbursements in the most 
efficient way possible going forward.

The Centers for Medicare and Medicaid Services have 
announced that the standard monthly Part B premiums 
will increase in 2017. Roughly 70% of Medicare 
beneficiaries who have their premiums deducted 
automatically from their Social Security benefits will 
pay approximately $109 per month in 2017, which 
is an increase from the $104.90 per month in 2016.  
Considering that the adjustment is 0.3% in 2017, only a 
slight increase will be seen in those Part B premiums. 
These Medicare beneficiaries are protected by a law 
called the “hold harmless provision,” which prohibits 
Social Security benefits from being reduced because 
of an increase in Medicare premiums. Medicare cost 
increases are generally covered by the Social Security 
cost-of-living adjustment (COLA). With that said, most 

Medicare beneficiaries will not pay this amount because 
by law the Medicare Part B premiums cannot increase 
by more than the COLA of social security benefits for 
current enrollees.

The other 30% of Medicare beneficiaries are comprised 
of Medicare beneficiaries who enroll in Part B for the 
first time in 2017, who don’t receive Social Security 
benefits, or who are billed directly for their Part B 
premiums. These beneficiaries will pay a standard 
monthly part B premium of $134 per month in 2017, up 
from $121.80 per month in 2016. However, considering 
that only 30% of Medicare beneficiaries make up this 
group, most Medicare beneficiaries will not pay this 
amount. Also, by law, Part B premiums for current 
enrollees cannot increase by more than the amount 
of the COLA for social security benefits. The higher 
premium amount will apply to new enrollees in the 
program, and certain beneficiaries will continue to 
pay higher premiums based on their modified adjusted 
gross income.

Medicare Part B PreMiuMs 
on the rise
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Eating a healthy breakfast and lunch is an 
important aspect of a child’s nutrition, and 
studies have shown that students who eat 

healthy diets perform better in school than children with 
unhealthy diets. The National Education Association 
(NEA) has published facts about child nutrition, and 
noted that a child’s development and achievement is 
impaired when students miss meals and experience 
hunger. In addition, many studies have indicated that 
eating breakfast at school helps children perform 
better academically, have better attendance records, 
improve tardiness, and exhibit fewer behavioral and 
psychological problems.

School districts can participate in Child Nutrition 
Programs administered by the United States Department 
of Agriculture (USDA). Districts that participate in the 
National School Lunch or Breakfast Program, must 
make free and reduced price meals available to all 
eligible children. Depending on a family’s income level 
and household size, families may be eligible to qualify 
for this program. According to the USDA, families 
currently receiving Supplemental Nutrition Assistance 
Program benefits (SNAP) or Temporary Assistance for 
Needy Families (TANF) are automatically eligible to 
participate in the program. 

Close to the beginning of the school year, the school 
district must notify residents in the district that free 
and reduced price meals are available. The notice must 
include the eligibility criteria and it must be provided 
to the local news media (usually the local paper of 
the district), the unemployment office, and any major 

employers in the district who are contemplating large 
layoffs. Many schools also maintain copies of the 
application form at each of the buildings as a household 
can apply for benefits at any time of the school year.

Districts are required to review and process an 
application for free and reduced meals within 10 
days after receiving the form. A good practice is to 
date stamp when the form is received by the district. 
Only one application is required for all children in 
the household, and those students that are directly 
certified do not need to complete an application. 
Eligible families must fill out information such as 
names of the children attending the school district,  
family’s annual income for each individual member, 
whether or not they receive SNAP or TANF benefits, 
and contact information. The form requests only 
the last four digits of the household’s primary 
wage earner’s social security number; however, the 
applicant can indicate “none” for no social security 
number. Students who received benefits in the prior 
school year are considered to be in the same status for 
the first 30 days starting the first operating day of the 
following school year. 

Determining if a family is eligible is based on whether 
the family meets the income requirements for benefits 
by comparing household size and total household 
income. The household size is based on related or 
unrelated individuals who are living at one residence, 
share housing, and the majority of the income and 
expenses. The income is based on the reportable 
income for the household, meaning that income is any 

money received on a recurring basis such as earnings 
and child support (unless specifically excluded by law 
for the nutrition program, such as financial assistance 
benefits and loans). The income reported must be gross 
income before deductions, and the income must be in 
whole dollars. The frequency of the income should be 
indicated on the form (e.g. weekly, bi-weekly, monthly, 
etc.); however, if it is not, the district can utilize the 
frequency as “weekly” when computing the total 
annual salary. If the household has no income, the 
household must be asked to report their status as 
“zero income” on the form. The school must not 
delay approval of an application if the form is missing 
information that is not required to determine eligibility 
such as address or birth dates. All determinations based 
on the results of the review of the application, whether 
the application is approved for free or reduced, denied, 
or if benefits are lessened (e.g. from free to reduced), 
must be communicated to the applicant. Along with 
the determination, the district must record on the 
application the date of determination, and the form 
must be signed or initialed by the reviewer.

If the application is incomplete, where it is missing 
information to determine eligibility, then the application 
must be denied, and the district must provide written 
notification to the household of the denial. The 
notification must include the reason for the denial, the 
applicant’s right to appeal, instructions for appealing 
the decision, and the applicant’s ability to reapply at 
another time during the school year. The school must 
keep a copy of the letter sent.

Districts are obligated to verify “ for cause” when an 
application may be questionable.  If the application in 
question contains all required information to assess 
eligibility, then the application must be approved.  
Districts should reach out to the household to first 
clarify any unclear information, before proceeding 
with verification for cause. The district must send the 
household a Notice of Selection letter, and must make 
at least one attempt to contact the household when there 
has not been adequate response to the verification. 

While the application process is relatively short, there 
can still be instances in which confusion arises for 
the individuals attempting to apply for the program. 
This has led to efforts being made to improve the 
application process and facilitate the process for 
eligible families to apply. For example, schools are 
attempting to pre-populate some of the information 
fields, alter the technical language of the application 
to make it easier to read, clearly outline the automatic 

eligibility (if receiving SNAP, TANF, foster care, etc.), 
and mail applications to the family’s home throughout 
the school year instead of only once. This will allow 
schools to focus on growing the cafeteria programs and 
food offerings while making eligible families feel more 
comfortable in applying for the program.  

The more students successfully benefiting from the free 
or reduced lunch program, the more the district will 
directly benefit. This is due to a federal reimbursement 
the district receives for each free or reduced meal that 
the district provided to its students. Additionally, by 
encouraging more participation in the program, it will 
help reduce unpaid meal charges for those students 
who are eligible yet not certified in the program. Many 
students will attend school without breakfast or lunch 
simply because they were not enrolled in the program. 
This shows how imperative it is for districts to ensure 
its students are provided the opportunity to apply for 
this program and do not go hungry at school due to 
financial hardships.

An UpdAte on the Free & redUced 
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